
WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(1) 

(1) 	Internal Financial Reports - These monthly reports have been filed previously 
with the Commission. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(2) 

(2) Annual Reports to Stockholders - Not applicable because Pennichuck East 
Utility, Inc. is a subsidiary of Pennichuck Corporation and has no other 
shareholders. Pennichuck Corporation’s Annual Report to Shareholders is 
contained in this binder. 
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Federal Income Tax Reconciliation 
Pennichuck East Utilities, Inc. 
December 31, 2012 

Provided pursuant to NHPUC Rule 1604.01(3) 

Net income per books for the test year 

Addback provision for Federal and State income taxes 

Pretax Book Income before permanent items 

Permanent Items: 

$ 	(28,755) 

42,559 

13,804 

50% meals & entertainment expenses 4 
Amortization of Municipal Acquisition Regulatory Asset (MARA 108,605 
Disqualifying Dispositions (ISO’s) (14,818) 

93,791 

Taxable Income 107,595 

NHBPT 9,056 
Federal Income Tax 33,503 
Amortization of Investment Tax Credit - 
Total Income Taxes 	 $ 42,559 

Note: The following are temporary differences (Schedule M-1 items) that are recorded 
in Deferred Income Taxes: 

Accelerated depreciation/Amortization of CIAC 503,842 
Book/Tax Difference on disposal of assets (230,606) 
Prior Year’s Charitable Contributions - 
Prepaid Expenses 85,499 
NR Reserve - 
Deferred Debits (7,481) 

351,254 

5/17/20ffl3F1822M3 Rate Case - Test Year 2012\1604.01 Schedules\2012 PEU Federal Tax Reconciliation #3.xls 
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Computation of Detailed Tax Factor 
Pennichuck East Utility, Inc. 
December 31, 2012 

Provided pursuant to NHPUC Rule 1604.01(4) 

Taxable Income 
	

100.00% 

Less: NH Business Profits Tax 

Federal Taxable Income 
	

91.50% 

Federal Income Tax Rate 

Effective Federal Income Tax Rate 
	

31.11% 

Add: NH Business Profits Tax 	 - 

Effective Tax Rate 	 39.61% 

Percent of Income Available if No Tax 
	

100.00% 

Effective Tax Rate 
	

39.61% 

Percent Used as a Divisor in Determining 
the Revenue Requirement 

	
60.39% 

5117/20131:31 PM 	H:PEU 2013 Rate Case - Test Year 2012160401 Schedules\2012 Tax Factor #4.xs 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(5) 

(5) 	Charitable Contributions None. 

305 



WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(6) 

(6) 	Advertising Charges Charged Above the Line - None. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(7) 

(7) 	Cost of Service Study - submitted with testimony and supporting schedules in 
1604.06. 
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Pennichuc’ 	Utility, Inc. 

	

2013 Capital 	lture Budget 
(u) 

Page 1 

Provided pursuant to NHPUC Rule 160401(8) 

Total 2013 mcI 

Project Description 	 Project Rating 	0/H 

10 
10 

470 

2 Carryover 

Total 2013 Inc[  

Project Description 

Carryover 



Provided pursuant to NHPUC Rule 1604.01(8) 

Pennichuck East Utility, Inc. 	 Page 2 
2013 Capital Expenditure Budget 

($000) 

Total 2013 mci 
Project Description 	 Project Rating 	0tH 

Total 2013 Inc[ 

2012 Carryover Projects - Total PEU 	 490.00 

New 2013 Projects - Total PEU 	 1755.75 

Total Capital Budget - PEU 	 2,245.75 

Protect Rating 
1 must do, 2 defer, 3= discretionary, 4= deferred unless SRF 

funding avail 

(A) 

’.0 



WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(9) 

(9) 	Chart of Accounts - No Difference. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 160401 (1 0) 

(10) Forms 10K and 10Q - As a privately held corporation, Pennichuck Corporation is 
no longer required to file Forms 10K and Form I OQ. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(11) 

(Ii) Membership Fees and Dues - None. 
Meetings and Conventions Dues - None. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(12) 

(12) Recent Management and Depreciation Studies - Latest depreciation study 
submitted in DE 05-072. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(13) 

(13) Audits or Studies which Utility has not submitted to Commission - None. 
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Former Public Company Related Compensation (3) 
Normal Compensation 	

Disqualifying 

Separation Payments Cash in Lieu of Options Dispostions Total Compensation 

$ 	35,407.98 $ 	816,195.00 $ 	797,800.00 $ 	 - $ 	1,649,402.98 
$ 	46,238.33 $ 	395,309.00 $ 	101,068.08 $ $ 	542,615,41 
$ 	193,827.79 $ 	 - $ 	147,789.94 $ 	 4,902.45 $ 	346,520.18 
$ 	26,944.49 $ 	347,093.00 $ 	245,071.19 $ 	28,630.47 $ 	647,739.15 
$ 	36,098.63 $ 	339,604.00 $ 	162,225.20 $ 	 - $ 	537,927.83 
$ 	69,145.31 $ 	330,311.00 $ 	205,773.70 $ 	27,703.83 $ 	632,933.84 
$ 	176,878.98 $ 	 - $ 	 . $ 	 - $ 	176,878.98 
$ 	140,024,67 $ $ 	14,570.00 $ 	 - $ 	154,594.67 
$ 	46,810.15 $ 	 - $ 	 - $ 	 - $ 	46,810.15 

Pennichuck Corporation 

Officer and Director Compensation 

For the years ended 12/31/11 and 12/31/12 

Provided pursuant to NHPUC Rule 1604.01(14) 

For the Year Ended December 31, 2011 

Former Public 

Company Related 

Compensation 
Normal Disqualifying Total 

Officer Conipensation Title Compensation Dispostions Compensation 

Duane Montopoli (2) Former CEO $ 363,323.21 $ 	 - $ 	363,323.21 
Thomas C Leonard (2) Former CFO $ 217,750.19 $ $ 	217,750.19 
Donald Ware Current COO $ 226,525.31 $ 	65,197.63 $ 	291,722.94 
Stephen Densberger (2) Former Sr. VP $ 179,649.84 $ 	 . $ 	179,649.84 
Roland Olivier (2) Former Secretary $ 194,673.76 $ 	 . $ 	194,673.76 
Bonalyn Hartley (2) Former VP $ 183,713.56 $ 	 - $ 	183,713.56 
John Patenaude Current CEO n/a n/a n/a 
Larry Goodhue Current CFO n/a n/a n/a 
Suzanne Ansara Current Secretary n/a n/a n/a 

(1) includes salary, bonuses, 401K match, taxable fringes and other compensation. 

(2) no longer with company 

(3) accounted for as merger related costs 

For the Year Ended December 31, 2012 

Director and Director and 

Committee Fees Committee Fees - 

Director Compensation 2011 2012 Comments 

Joseph Bellavance Former Director $ 13,600.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
Steven Bolander Former Director $ 16,600.00 $ 	1,883.06 Compensated thru 1/25/2012 - no longer with company 
Charles Clough Former Director $ 14,200.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
Clarence Davis Former Director $ 16,600.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
Michael German Former Director $ 16,600.00 $ 	1,883.06 Compensated thru 1/25/2012 - no longer with company 
Janet Hansen Former Director $ 16,600.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
Robert Keller Former Director $ 19,100.00 $ 	1,453.83 Compensated thru 1/25/2012 - no longer with company 
John Kreick Former Director $ 21,300.00 $ 	1,727.05 Compensated thru 1/25/2012 - no longer with company 
Hannah McCarthy Former Director $ 14,200.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
James Murphy Former Director $ 18,100.00 $ 	1,985.52 Compensated thru 1/25/2012 - no longer with company 
Martha O’Neil Former Director $ 14,800.00 $ 	1,283.06 Compensated thru 1/25/2012 - no longer with company 
David Bernier Current Director n/a $ 	12,000.00 
Elizabeth Dunn Current Director fl/a $ 	12,000.00 
Stephen Genest Current Director n/a $ 	12,000.00 
Paul Indeglia Current Director n/a $ 	12,000,00 
Thomas J Leonard Ill Current Director n/a $ 	12,000.00 
Jay Lustig Current Director n/a $ 	12,000.00 
John McGrath Current Director n/a $ 	12,000.00 
Casey, McMahon Current Director fl/a $ 	12,000.00 
Preston Stanley, Jr. Current Director n/a $ 	12,000.00 
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Provided pursuant to NHPUC Rule 1604.01(15) 

# 15 Voting Stock 

As of January 25, 2012, officers and directors owned no voting stock in the Company or its 
parent, Pennichuck Corporation. 

On January 25, 2012, in full settlement of an ongoing Eminent Domain lawsuit filed by the City 
of Nashua ("City") and with the approval of the New Hampshire Public Utilities Commission 
("NHPUC"), the City acquired all of the outstanding shares of Pennichuck Corporation 
("Pennichuck") and, thereby, indirect acquisition of its regulated subsidiaries. The entire 
purchase of $150.6 million was funded by General Obligation Bonds ("Bonds") issued by the 
City of Nashua. Pennichuck is not a party to the Bonds and has not guaranteed nor is obligated 
in any manner for the repayment of the Bonds. Pennichuck remains an independent corporation 
with an independent Board of Directors with the City of Nashua as its sole shareholder. 

Pennichuck Water Works, Inc. ("PWW"), Pennichuck East Utility, Inc. ("PEU"), Pittsfield 
Aqueduct Company, Inc. (’PAC"), Pennichuck Water Service Corporation, and The Southwood 
Corporation will continue as subsidiaries of Pennichuck Corporation and PWW, PEU and PAC 
will continue as regulated companies under the jurisdiction of the New Hampshire Public 
Utilities Commission (NHPUC). The terms of the merger and the requisite accounting and rate-
setting mechanisms were agreed to in the NHPUC Order 25,292 ("PUC Order") dated November 
23, 201 1. 

Under the terms of the PUC Order, Pennichuck will issue a promissory note to the City of Nashua 
in the amount of$ 120 million to be repaid over a thirty (30) year period with monthly payments of 
$707,000 including interest at 5.75%. Also in accordance with the PUC Order, Pennichuck 
recorded an additional $30.5 million as contributed capital on which Pennichuck is required to pay 
dividends to the City based on certain revenue and rate assumptions. During 2012 dividends of 
$209.000 were paid to the City. Balance of the amount of the note payable to the City at 
December 31, 2012 was $117.9 million. 
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Pennichuck East Utilities, Inc. 
Contractual Services over $10,000 

For the Twelve Months Ended December 31, 2012 

Provided pursuant to NHPUC Rule 1604.01(16) 

Name Address  Amount Purpose 
B & D SEPTIC SERVICE 67 DAVISVILLE ROAD WILTON 	NH 27,295 Tank Cleaning Services 
BROWN INDUSTRIAL GROUP INC P 0 BOX 638 BERWICK 	ME 393,493 Construction Services 
CSSI 513 DONALD STREET BEDFORD 	NH 479,812 Construction Services 
ELECTRICAL INSTALLATIONS, INC 397 WHITTIER HWY MOULTONBORO 	NH 54,791 Electrical Installations & Maintenance Services 
ENERGYNORTH PROPANE 75 REGIONAL DRIVE CONCORD 	NH 13,385 Fuel Supplier 
FRANCOEUR BROS., INC. 220 DERRY ROAD HUDSON 	NH 14,813 Water Delivery 
GRANITE STATE ANALYTICAL INC 22 MANCHESTER ROAD DERRY 	 NH 42,768 Laboratory Services - Water Analysis 
HAMILTON - SHEA, INC 722 RT 3A BOW 	 NH 11,040 Drilling Services 
HARCROS CHEMICALS, INC. P0 BOX 74583 CHICAGO 	IL 12,478 Chemical Supplier 
3 PARKER & DAUGHTERS CONST. INC 70 IDAROSKA ROAD PITTSFIELD 	NH 89,007 Construction Services 
KRAFT POWER COPORATION P.O. BOX 2189 WOBURN 	MA 63,166 Power Systems 
LEWIS ENGINEERING, PLLC 44 STARK LANE LITCHFIELD 	NH 26,700 Engineering Services 
LIBERTY UTILITIES P0 BOX 11738 NEWARK 	NJ 12,642 Electricity Provider 
LRW WATER SERVICE INC P 0 BOX 309 MOULTONBORO 	NH 41,000 Water Utilities 
MANCHESTER WATER WORKS P0 BOX 9677 MANCHESTER 	NH 324,440 Bulk Water Provider 
MARCEL A. PAYEUR, INC 113 OTIS ALLEN RD SANFORD 	ME 89,650 Abrasive Blastings/ Industrial Coatings 
MCLANE, GRAF, RAULERSON & MIDDLETON P0 BOX 326 MANCHESTER 	NH 21,356 Legal Services 
NATIONAL GRID P0 BOX 11738 NEWARK 	NJ 29,747 Electricity Provider 
NH ELECTRIC COOPERATIVE, INC. P0 BOX 9612 MANCHESTER 	NH 34,235 Electricity Provider 
NORTH CONWAY WATER PRECINCT 104 SAWMILL LANE NORTH CONWAY NH 29,846 Bulk Water Provider 
PSNH P0 BOX 638 MANCHESTER 	NH 145,983 Electricity Provider 
R H WHITE CONSTRUCTION CO., INC. 41 CENTRAL STREET AUBURN 	MA 333,274 Construction Services 
R. E. PRESCOTT CO., INC. 10 RAILROAD AVE EXETER 	NH 40,315 Inventory Provider - Equipment 
RICHARD D. BARTLETT & ASSOC., LLC 214 NORTH STATE STREET CONCORD 	NH 27,788 Land Surveyor Services 
ROBERT YOUNG & SONS ASPHALT LLC 14 PEPIN DRIVE BOW 	 NH 15,250 Roadway Patching 
SHAW CONSULTANTS INTERNATIONAL INC 36993 TREASURY CENTER CHICAGO 	IL 28,796 Appraisal Services 
SHAW CONSULTANTS INTERNATIONAL INC 39001 TREASURY CENTER CHICAGO 	IL 14,459 Appraisal Services 
SMITH PUMP, INC 48 LONDONDERRY TURNPIKE HOOKSETT 	NH 39,466 Installer and Supplier- pumps, pipes, wires 
SULLOWAY & HOLUS P.L.L.0 9 CAPITOL STREET CONCORD 	NH 16,457 Professional Services 
UNITIL ENERGY SYSTEMS P0 BOX 981010 BOSTON 	MA 22,892 Electricity Provider 
TOWN OF DERRY - WATER BILL TAX COLLECTOR DERRY 	 NH 97,240 Bulk Water Provider 
TOWN OF HUDSON - WATER UTILITY 112 SCHOOL STREET 1HUDSON 	NH 1 	201,473 Bulk Water Provider 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(17) 

(17) Assets and Cost Allocations - We anticipate that no non-utility assets or 
operations will be included in the Company’s financial statements for the test 
year. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(18) 

(18) Balance Sheet and Income Statements - The statements have either been filed 
previously with the Commission or will be filed as a part of the Company’s rate 
case filing. 
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PennichuckEast Utility, Inc. 	 Page 1 
Quarterly Income Statements 

2008 to 2012 

Provided pursuant to NHPUC Rule 1604.01(19) 

3 Months 3 Months 3 Months 3 Months 
Ended Ended Ended Ended 

3/31/2008 6/3012008 9/30/2008 1213112008 

Water Revenues $ 	1,051,863 $ 	1,490,609 $ 	1,372,691 $ 	1,141,587 

Other 8,302 7,704 8,080 7,393 

Total Revenues 1,060,165 1,498,313 1,380,771 1,148,980 

Operating Expenses: 
Production 279,718 300,442 312,385 307,265 

Trans & Distrib 71,295 102,181 105,535 58,532 

Customer Accting 29,859 40,242 39,053 29,889 

Admin & General 22,028 22,725 19,930 20,360 

lnterdiv Mgt Fee 313,085 332,570 276,033 302,598 

715,985 798,159 752,935 718,643 

Depreciation/Amort 
Amort Exp: CIAC 
Taxes other than Income 
Gain from forgiveneess SRF Debt 
Income Taxes 

Net Income (Loss) 

147,561 150,802 151,513 154,539 

(37,887) (38,113) (38,202) (39,439) 

93,512 85,501 100,584 112,466 

(1,450) (1,450) (1,450) (1,450) 
22,280 169,215 117,950 48,224 

940,002 1,164,114 1,083,332 992,982 

120,163 334,199 297,439 155,997 

(4,300) 	 - 	 - 	4,300 

1,525 1,680 3,656 8,664 

(78,448) (72,580) (115,868) (91,181) 

(667) (1,286) (1,437) (392) 

(4,303) (4,026) (3,963) (39) 

(83,418) (77,892) (121,268) (95,536) 

33,970 257,987 179,828 73,426 

*For  the years 2008 and 2009, North Country water systems 
are excluded 

**For the years 2010 to 2012, North Country water systems 
are included 

Operating Income 

Other Income (Exp) 

AFDUC 
Interest exp: bonds & notes 
Interest-other 
interest income 
Intercompany Interest 
Amortization 
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Pennichuck East Utility, Inc. 	 Page 2 
Quarterly Income Statements 

2008 to 2012 

Provided pursuant to NHPUC Rule 1604.01(19) 

3 Months 3 Months 3 Months 3 Months 
Ended Ended Ended Ended 

3131/2009 613012009 9130/2009 1213112009 

Water Revenues $ 	1,117,010 $ 	1,337,598 $ 	1,427,746 $ 	1,123,302 
Other 6,131 8,676 8,284 9,178 
Total Revenues 1,123,141 1,346,274 1,436,030 1,132,480 

Operating Expenses: 
Production 286,335 264,400 265,359 321,178 
Trans & Distrib 89,256 95,903 81,442 63,375 
Customer Accting 42,060 34,912 33,690 29,840 
Admin & General 27,827 25,084 21,111 22,750 
Interdiv Mgt Fee 310,831 301,171 337,178 312,663 

756,309 721,471 738,780 749,806 

Depreciation/Amort 
Amort Exp: CIAC 
Taxes other than Income 
Gain from forgiveneess SRF Debt 
Income Taxes 

Net Income (Loss) 

158,115 157,891 161,051 166,485 
(38,983) (38,936) (38,963) (40,571) 
111,062 101,240 101,046 153,774 

(1,450) (1,450) (1,450) (1,450) 
24,831 131,056 162,094 (12,293) 

1,009,883 1,071,272 1,122,557 1,015,751 

113,257 275,001 313,473 116,729 

17,960 11,032 - - 
(89,235) (89,856) (94,396) (91,406) 

(161) (118) (304) (2,277) 
(3,963) (3,963) (3,963) (3,900) 

(93,359) (93,938) (98,662) (97,583) 

37,858 192,095 214,811 19,146 

*For  the years 2008 and 2009, North Country water systems 
are excluded 
For the years 2010 to 2012, North Country water systems 
are included 

Operating Income 

Other Income (Exp) 

AFDUC 
Interest exp: bonds & notes 
Interest-other 
interest income 
Intercompany Interest 
Amortization 

19PA1 



Pennichuck East Utility, Inc. 	 Page 3 
Quarterly Income Statements 

2008 to 2012 

Provided pursuant to NHPUC Rule 1604.01(19) 

3 Months 3 Months 3 Months 3 Months 
Ended Ended Ended Ended 

313112010 6/30/2010 9/30/2010 12131/2010 

Water Revenues 	 $ 	1,367,212 $ 	1,642,699 $ 	2,020,955 $ 	1,348,118 
Other 	 9,471 15,924 14,439 17,813 
Total Revenues 	 1,376,683 1,658,624 2,035,394 1,365,931 

Ołeratinci Exoenses: 
Production 382,406 383,162 432,816 366,114 
Trans & Distrib 103,777 150,393 134,812 104,238 
Customer Accting 27,503 45,024 48,917 61,458 
Admin & General 23,071 29,671 21,621 23,706 
lnterdiv Mgt Fee 447,692 419,666 422,748 409,046 

984,450 1,027,917 1,060,914 964,563 

Depreciation/Amort 207,022 210,198 211,213 222,704 
Amort Exp: CIAC (38,731) (38,558) (38,956) (47,895) 
Taxes other than Income 139,072 115,564 134,381 263,280 
Gain from forgiveneess SRF Debt (1,450) (1,450) (2,390) (2,390) 
Income Taxes (5,557) 70,071 204,702 (76,048) 

1,284,806 1,383,742 1,569,865 1,324,214 

Operating Income 91,877 274,881 465,529 41,718 

Other Income (Exp) - - - - 

AFDUC 
Interest exp: bonds & notes (48,981) (122,104) (106,184) (105,365) 
Interest-other (510) - (948) - 
interest income 138 463 - - 
Intercompany Interest (49,040) (43,858) (43,935) (43,102) 
Amortization (1,955) (2,550) (2,369) (2,369) 

(100,349) (168,049) (153,437) (150,836) 

Net Income (Loss) (8,472) 106,832 312,092 (109,119) 

*For  the years 2008 and 2009, North Country water systems 
are excluded 

**For the years 2010 to 2012, North Country water systems 
are included 
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Pennichuck East Utility, Inc. 	 Page 4 
Quarterly Income Statements 

2008 to 2012 

Provided pursuant to NHPUC Rule 1604.01(19) 

3 Months 3 Months 3 Months 3 Months 
Ended Ended Ended Ended 

3/31/2011 6130/2011 9/30/2011 12/31/2011 

Water Revenues $ 	1,340,768 $ 	1,551,593 $ 	1,888,180 $ 	1,364,065 
Other 13,950 13,370 10,554 18,695 

Total Revenues 1,354,718 1,564,963 1,898,734 1,382,760 

Operating Expenses: 
Production 376,956 451,912 462,887 396,211 
Trans & Distrib 162,008 178,024 168,771 148,392 
Customer Accting 40,554 34,383 48,461 45,457 
Admin & General 29,330 29,828 29,801 26,714 
lnterdiv Mgt Fee 427,039 405,376 451,468 425,992 

1,035,887 1,099,524 1,161,388 1,042,766 

Depreciation/Amort 223,959 224,537 223,927 237,672 
Amort Exp: CIAC (44,219) (44,340) (44,937) (45,353) 
Taxes other than Income 214,674 184,897 184,897 207,839 
Gain from forgiveneess SRF Debt (5,601) 13,593 (18,372) (2,390) 
Income Taxes (69,631) (15,468) 93,793 (78,500) 

1,355,068 1,462,743 1,600,696 1,362,034 

Operating Income (350) 102,220 298,039 20,726 

Other Income (Exp) - - - - 

AFDUC 
Interest exp: bonds & notes (59,224) (102,443) (102,696) (101,659) 
Interest-other - - - - 
interest income 346 - 17 - 
Intercompany Interest (44,562) (36,971) (34,008) (34,948) 
Amortization (2,371) (2,372) (2,372) (2,372) 

(105,810) (141,785) (139,058) (138,978) 

Net Income (Loss) (106,160) (39,565) 158,981 (118,252) 

*For  the years 2008 and 2009, North Country water systems 
are excluded 
For the years 2010 to 2012, North Country water systems 
are included 
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Rennichuck East Utility, Inc. 	 Page 5 
Quarterly Income Statements 

2008 to 2012 

Provided pursuant to NHPUC Rule 1604.01 (19) 

3 Months 3 Months 3 Months 3 Months 
Ended Ended Ended Ended 

313112012 613012012 9I30I2012 12/31/2012 

Water Revenues $ 	1,347,417 $ 	1,548,352 $ 	1,975,039 $ 	1,364,363 
Other 10,726 13,954 10,932 12,584 
Total Revenues 1,358,143 1,562,306 1,985,971 1,376,947 

Operating Expenses: 
Production 382,181 413,109 463,519 418,530 
Trans & Distrib 185,223 187,997 153,103 102,764 
Customer Accting 24,001 62,675 28,056 43,970 
Admin & General 65,741 53,906 86,811 61,383 
lnterdiv Mgt Fee 403,606 349,018 336,701 274,579 

1,060,752 1,066,704 1,068,191 901,226 

Depreciation/Amort 
Amort Exp: CIAC 
Taxes other than Income 
Gain from forgiveneess SRF Debt 
Income Taxes 

Net Income (Loss) 

252,103 250,829 249,969 272,890 
(45,261) (45,282) (45,480) (45,764) 
208,540 198,500 201,298 240,064 

(5,208) 3,640 (2,390) (2,390) 
(95,952) (4,495) 152,067 (9,061) 

1,374,975 1,469,898 1,623,654 1,356,966 

(16,832) 92,408 362,317 19,981 

(22,760) 	(3,871) 	 - 	 - 

(54,751) (56,018) (90,095) (88,610) 

(34,757) (36,606) (37,721) (51,140) 
(2,370) (2,767) (2,658) (2,507J 

(91,878) (95,391) (130,474) (142,256) 

(131,470) (6,854) 231,843 (122,275) 

*For  the years 2008 and 2009, North Country water systems 
are excluded 

**For  the years 2010 to 2012, North Country water systems 
are included 

Operating Income 

Other Income (Exp) 

AFDUC 
Interest exp: bonds & notes 
Interest-other 
interest income 
Intercompany Interest 
Amortization 
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Pennichuck East Utility, Inc. Revenues 
Quarterly Sales Volume Schedule for 

the Five Years from 2008 through 2012 
Provided pursuant to NHPUC Rule 1604.01(20) 

2008 

Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons. Total $ Total Cons. 

Residential $ 	915,835 104,852 $ 1,091,649 135,477 $ 1,258,485 165,474 $ 999,215 114,392 $ 4,265,183 	 520,195 

Commercial $ 	148,126 14,067 $ 154,174 15,607 $ 179,468 20,181 $ 153,633 15,016 $ 635,400 	 64,871 

Industrial $ 	- - $ - - $ - - $ - - $ - 	 - 

Municipal $ 	75,771 1,250 $ 82,860 1,682 $ 93,471 1,687 $ 91,086 1,512 $ 343,189 	 6,131 

$ 	1,139,732 120,169 $ 1,328,683 152,766 $ 1,531,424 187,342 $ 1,243,933 130,920 $ (25,399) Abatements 

$ (3,465) Other Adjustments 

$ 5,214,907 Total Water Billed 

$ 84,728 	Unbilled Revenue 

$ 338,275 Recoupment 

$ 5,637,910 	 591,197 

2009 

Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons. Total $ Total Cons. 

Residential $ 	1,068,298 107,360 $ 1,180,717 126,951 $ 1,312,216 149,819 $ 1,141,041 120,517 $ 4,702,271 	 504,647 

Commercial $ 	154,769 15,109 $ 173,396 17,571 $ 185,805 20,289 $ 177,017 18,935 $ 690,987 	 71,904 

Industrial $ 	- - $ - - $ - - $ - - $ - 	 - 

Municipal $ 	89,471 1,186 $ 91,586 1,566 $ 90,380 1,425 $ 98,153 2,767 $ 369,590 	 6,944 

$ 	1,312,538 123,655 $ 1,445,698 146,088 $ 1,588,400 171,533 $ 1,416,211 142,219 $ (2,391) Abatements 

$ 7 Other Adjustments 

$ 5,760,463 Total Water Billed 

$ 3,196 	Unbilled Revenue 

$ 181,076 Recoupment 

$ 5,944,735 	 583,495 

2010 

Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons. Total $ Total Cons. 

Residential $ 	1,110,791 107,644 $ 1,235,143 129,904 $ 1,716,383 216,077 $ 1,223,186 126,732 $ 5,285,504 	 580,357 

Commercial $ 	160,541 15,516 $ 157,838 16,205 $ 206,676 23,785 $ 181,035 19,252 $ 706,090 	 74,758 

Industrial $ 	- - $ - - $ - - $ - - $ - 	 - 

Municipal $ 	.90,572 1,430 $ 90,016 1,423 $ 98,230 2,780 $ 93,697 1,655 $ 372,514 	 7,288 

$ 	1,361,904 124,590 $ 1,482,998 147,532 $ 2,021,289 242,642 $ 1,497,917 147,639 $ (5,800) Abatements 

$ (20) Other Adjustments 

$ 6,358,287 Total Water Billed 

$ 23,026 	Unbilled Revenue 

$ (2,329) Recoupment 

$ 6,378,984 	 662,403 
NJ 
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Pennichuck East Utility, Inc. Revenues 
Quarterly Sales Volume Schedule for 

the Five Years from 2008 through 2012 
Provided pursuant to NHPUC Rule 1604.01(20) 

2011 
Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons. Total $ Total Cons. 

Residential $ 	1,114,153 108,189 $ 1,181,666 119,678 $ 1,591,852 192,537 $ 1,105,365 117,389 $ 4,993,037 537,793 
Commercial $ 	156,270 14,755 $ 158,295 14,850 $ 206,680 23,456 $ 184,172 19,555 $ 705,417 72,616 

Industrial $ 	- - $ - - $ - - $ - - $ - - 
Municipal $ 	90,680 1,140 $ 91,829 1,330 $ 89,620 858 $ 157,953 1,251 $ 430,082 4,579 

$ 	1,361,103 124,084 $ 1,431,790 135,858 $ 1,888,152 216,851 $ 1,447,491 138,195 $ (4,951) Abatements 

$ - Other Adjustments 

$ 6,123,585 Total Water Billed 

$ 21,021 Unbilled Revenue 

$ - Recoupment 

$ 6,144,606 614,988 

2012 
Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons. Total $ Total Cons. 

Residential $ 	1,043,174 106,576 $ 1,207,378 135,536 $ 1,562,049 199,516 $ 1,119,010 119,343 $ 4,931,610 	 560,971 
Commercial $ 	162,850 15,874 $ 185,444 19,766 $ 202,391 22,219 $ 182,896 18,860 $ 733,581 	 76,719 

Industrial $ 	- - $ - - $ - - $ - - $ - 	 - 
Municipal $ 	157,620 1,214 $ 159,339 1,354 $ 155,072 659 $ 158,992 1,347 $ 631,023 	 4,574 

$ 	1,363,644 123,664 $ 1,552,160 156,656 $ 1,919,512 222,394 $ 1,460,898 139,550 $ (1,990) Abatements 

$ - 	Other Adjustments 

$ 6,294,225 Total Water Billed 

$ (57,120) Unbilled Revenue 

$ (1,934) Recoupment 

$ 6,235,171 	 642,264 

Note: North Country water systems have been included in the 2008 and 2009 sales number for comparability. 
Prior, to 2010, the North Country water systems were part of Pittsfield Aqueduct Company. 
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Pennlchuc 	Utility, Inc. 	 Page 1 

	

2013 Capital 	liture Budget 

Provided pursuant to NHPLJC Rule 1604.01(21) 

Total 2013 mcI 

Total 2013 mcI 

Project Description 

Now 2013 Prolects 
Water Supply Booster/Well pump Replacements 4 60 
Water Supply Miscellaneous Structural Improvements 4 20 
Water Supply Install Treatment Systems 1,4 25 
Water Supply SCADA Communications, Thurston Woods, Lee 3 30 
Water Supply rehab. Tanks to extend useful life. Replaceement costs 2 - 3 x rehab. Inspect and repair storage tanks, Pine Haven, Londonderry 4 40 
Water Supply install Iron and Manganese Treatment, Stonesled, Bow 1,4 30 

Subtotal New 2013 Projects 

Total 2013 Capital Projects Budget 

205.00 

205.00 

U-) 
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Pennichuck East Utility, Inc. 
2013 Capital Expenditure Budget 

($000) 

Page 2 

Provided pursuant to NHPUC Rule 1604.01(21) 

Total 2013 mci 

Project Description 	 Project Rating 	0/H 

Total 2013 intl 
Project Description 	 Project Rating 	0/H 

New 2013 Prolects 
T&D  1  New Services (10) 1 35 
T&D  1  Renewed Services (20) 1 45 T&D  1 _________ New/replaced Hydrants (2) 3 9 
T&D __________I _________ Valves (8)/ Flushing UnIts (4) 3 33 T&D  1  150 New Meters 

___________ 

19 T&D  1 ________ 2 Sampling Stations 
___________ 

 5 T&D  1  701 Meters for meter exchanges to replace lead meters (585 PEU + 115 NC) 260 T&D  I  Paving 
___________ 

 20 

Subtotal New 2013 Projects 

Total 2013 Capital Projects Budget 

425.75 

425.75 

2012 Carryover Projects - Total PEU 	 490.00 

New 2013 Projects -Total PEU 	 1,755.75 

Total Capital Budget - PEU 	 2,245.75 

Prolect Ratin g  
1= must do, 2 defer, 3 discretionary, 4= deferred unless SRF 

funding avail 

t’-) 
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Pennichuc. .. Utility, Inc. 	 .go 3 
2014 Capital Expenditure Budget 

($000) 

Provided pursuant to NHPUC Rule 1604.01(21) 

Total 2014 mcI 
Project Description 	 Project Rating 	0/Il 

Total 2014 mci 
Project Description 



Pennichuck East Utility, Inc. 
2014 Capital Expenditure Budget 

($000) 

Page 4 

Provided pursuant to NHPIJC Rule 1604.01(21) 

Total 2014 mcI 

Project Description 

2013 Carryover Projects - Total PEU 

New 2014 Projects - Total PEU 
	

2,047.75 
Deferred Projects -2014 
Deferred Projects - 2014 (Carryover) 
Deferred SRF Projects -2014 
Deferred SRF Projects -2014 (Carryover) 
Total Capital Budget - PEU 

	
2,047.75 

Prolect Retina 
to must do, 2w defer, 3. discretionary, 4= deferred unless SRF 

funding avail 

LI 
LI 
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Pennichuck East Utility 
Annual Statement of Cash Flows 
For the years ended December 31, 2014 and 2013 

Provided pursuant to NI-IPUC Rule 1604.01(22) 
2013 	 2014 

Operating Activities: 
Net Income 	 (63,321) 	 400,000 

Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 	 727,013 	 730,000 

Gain on sale of land/cell tower leases 	 - 

Amortization of deferred investment tax credits 	 - 

Provision for deferred income taxes 	 (41,516) 	 (42,000) 

Allowance for funds used during construction 	 - 
Undistributed earnings in real estate partnerships 	 - 

Special shareholder distributions 	 - 

Change in assets and liabilities: 
(Increase) decrease in accounts receivable and unbilled revenue (168,415) 	 150,000 

(Increase) decrease in refundable income taxes - 

(Increase) decrease in materials and supplies - 

(Increase) decrease in prepaid expenses (2,183) 

(Increase) decrease) in deferred charges and other assets 165,494 

Increase (decrease) in accounts payable and accrued expenses 791,598 

Increase (decrease) in other (2,286,394) 	 (840,250) 

Net cash provided by (used in) operating activities (877,724) 	 397,750 

Investing Activities: 

Purchases of property, plant and equipment 	 (2,245,750) 	 (2,047,750) 

Contributions in aid of construction 	 - 

(Increase) decrease in restricted cash 	 - 
Sale (purchase) of investment securities 	 - 
Net (increase) decrease in notes receivable 	 - 

Proceeds from sale of land 	 - 
Net change in investment in real estate partnerships and deferred land costs 

Net cash provided by (used in) investing activities 	 (2,245,750) 	 (2,047,750) 

Financing Activities: 

(Repayments) advances on line of credit 	 - 

Payments on long-term debt 	 (396,526) 	 (400,000) 

Proceeds on long-term borrowings 	 3,520,000 	 2,050,000 

Debt issuance costs 	 - 
Proceeds from issuance of common stock and dividend reinvestment plan 	 - 

Dividends paid 	 - 

Net cash provided by (used in) financing activities 	 3,123,474 	 1,650,000 

Net increase (decrease) in cash 	 - 	 - 

Cash at beginning of period 	 - 

Cash at end of period 	 - 

5/17/20131:14 PM 	 H:\PEU 2013 Rate Case - Test Year 2012%1604.01 Schedules\2013 & 2014 PEU Sources and Uses of Funds #22.x1s 
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Pennichuck East Utility, Inc. 
Maturity of Long-Term Debt 

For the Twelve Months Ended December 31, 2012 

Provided pursuant to NHPUC Rule 1604.01(23) 

2018 and 
Description of Security Holder Rate Maturity 2013 2014 2015 2016 2017 Beyond Total 

Secured Bank Note CoBank 5.950% 2/28/30 $ 172,095 $ 	178,283 $ 	184,695 $ 	190,985 $ 	198,205 $ 	3,133,592 $ 	4,057,854 

NH SRF - Green Hills State of NH, DES 3.728% 1/1/25 $ 18,769 $ 	17,325 $ 	17,325 $ 	17,325 $ 	17,325 $ 	120,313 $ 	208,381 
NH SRF - Green Hills - 25% Forgiveness 3.728% 1/1/25 $ 5,799 $ 	5,799 $ 	5,799 $ 	5,799 $ 	5,799 $ 	39,181 $ 	68,177 

NHSRF - PelhamTank State of NH, DES 3.488% 2/1/27 $ 26,433 $ 	25,301 $ 	26,198 $ 	27,126 $ 	28,088 $ 	302,094 $ 	435,240 

NH SRF - Maple Hills State of NH, DES 2.952% 6/1/30 $ 25,875 $ 	24,630 $ 	25,367 $ 	26,126 $ 	26,910 $ 	409,441 $ 	538,349 

NH SRF - Birch Hill State of NH, DES 2.864% 1211/31 $ 75,517 $ 	71,816 $ 	73,900 $ 	76,044 $ 	78,251 $ 	1,356,758 $ 	1,732,287 

NH SRF - Locke Lake State of NH, DES 2.952% 5/1/30 $ 12,490 $ 	1.1,701 $ 	11,858 $ 	12,001 $ 	12,129 $ 	137,672 $ 	197,851 
NH SRF - Locke Lake - 25% Forgiveness 2.952% 5/1/30 $ 3,760 $ 	3,760 $ 	3,760 $ 	3,760 $ 	3,760 $ 	46,371 $ 	65,171 

NH SRF - Locke Lake 2011 State of NH, DES 2.864% 6/1/33 6,505 11,220 11,295 11,350 11,389 133,764 185,523 
NH SRF - Locke Lake 2011 - 40% Forgiveness 2.864% 611/33 3,515 6,025 6,025 6,025 6,025 86,862 114,477 

NH SRF - Liberty Hill State of NH, DES TBD TBD $ - $ 	- $ 	- $ 	- $ 	- $ 	12,524 $ 	12,524 

NH SRF - Locke Lake 2012 State of NH, DES TBD TBD $ - $ 	- $ 	- $ 	- $ 	- $ 	362,958 $ 	362,958 
$ 350,757 $ 	355,860 $ 	366,221 $ 	376,541 $ 	387,880 $ 	6,141,531 $ 	7,978,791 

(A) 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01(24) 

(24) Short Term Debt Outstanding - submitted with supporting schedules and exhibits 
for 1604.08 and labeled as Schedule 6. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUç RqIe 1604.01(25) 

(25) Parent Company Information - 2012 & 2011 Audited Financial Statements and 
2010 Form 1:0K item 8, and 2009 and 2008 Annual Reports to Shareholders 
contained in this binder. 
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INDEPENDENT AUDITORS’ REPORT 

Board of Directors and Stockholder 
Pennichuck Corporation and Subsidiaries 

We have audited the accompanying consolidated financial statements of Pennichuck Corporation 
and Subsidiaries, which comprise the consolidated balance sheet as of December 31, 2012, and 
the related consolidated statements of income, changes in stockholder’s equity, and cash flows 
for the year then ended, and the related notes to the consolidated financial statements. 

Management’s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated 
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 consolidated financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements 
are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated financial statements. The procedures selected depend on the 
auditor’s judgment, including the assessment of the risks of material misstatement of the 
consolidated financial statements, whether due to fraud or error. In making those risk assess-
ments, the auditor considers internal control relevant to the entity’s preparation and fair 
presentation of the consolidated 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 evalu-
ating the overall presentation of the consolidated financial statements. 

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

Opinion 

In Our opinion,, the consolidated financial statements referred to above present lirty in all 
material respects, the financial position of Pennicimok Corporation and Subsidiaries as of 
DeØmber 31, 2012, and the results of its operations and its cash &ws for the year then 
ended in accordance with accounting prinpies general accepted in the United States of 
America. 

:March.4. fl3 
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1ENNJCJ1UCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE ShEET 

(in thousands, except share data) 

As of 
December 31, 2012 

ASSETS 
ir’p.rty, 111nit and Equipment, nt $ 	i6405S 

Current Assets: 
Cash and cash eqni’valenta 73 
Restricted ch 5,443  
Accounts receivable - billed, net 2.3W 
Accounts reeeivable - unbi114 net 1.991 
Inventory 751 
Prepaid expenses 
Prepaid property taxes 8 	I 
Deferred and refundhie je taxts 14.8 

Total Current Assets 	 12.952 

Other Msets: 
l)eferred’landeosts 2.251 
Debt issuance expenses 3.623 
Investment In real estate partnership II) 
Other Io.272 
Acquisition premium 3.2o I 

Total Other Assets 99.520 

TOTAL ASSISTS S 	27(530 

’Me acempanft notes are an integral part of these consolidated finaflcial statement 

KI 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEET - CONTINUED 

(in thousands, except share data) 

As of 
December 31, 2912 

STOCKHOLDERS EQUITY AND LIABILITIES 
Stockholder’s Equity: 

Common stock; $0.01 par value; 1,000 shares authorized, 
issued and outstanding $ 	- 

Additional paid in capital 30,561 
Retained deficit (2,366) 
Accumulated other comprehensive income 35 

Total Shareholders’ Equity 28,230 

Long Term Debt, Less Current Portion 174,279 

Current Liabilities: 
Current portion of long term debt 2,780 
Accounts payable 908 
Accrued property taxes 57 
Deferred revenue 61 
Accrued interest payable 618 
Other accrued expenses 127 
Accrued wages and payroll withholding 262 
Customer deposits and other 137 

Total Current Liabilities 4,950 

Other Liabilities and Deferred Credits: 
Deferred income taxes 20,625 
Accrued pension liability 8,855 
Unamortized debt premium 464 
Deferred investment tax credits 669 
Regulatory liability 846 
Accrued post-retirement benefits 2,368 
Customer advances 84 
Contributions in aid of construction, net 33,533 
Derivative instrument 825 
Other long term liabilities 802 

Total Other Liabilities and Deferred Credits 69,071 

TOTAL STOCKHOLDER’S EQUITY AND LIABILITIES - 	276,530 

The accompanying notes are an integral part of these consolidated financial statements, 

4 
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PENNICIJUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF INCOME 

(in thousands) 

For the Year Ended 
December 31, 2012 

Operating Revenues 	 $ 37,756 

Operating Expenses: 
Operations and maintenance 4-540 
Depreciation and amortization 5.173 
Taxes other than income taxes 4i,957 

Total Operating Expenses 20570 

Operating Income 	 9,186 

Merger-related Costs 	 (3,750) 
Interest Expense 	 (9,615) 
Gain on Sale of Land 	 1,629 
Other, Net 	 (32) 

Income (Loss) Before (Provision for) Benefit From Income Taxes 	(2,582) 
(Provision for) Benefit From Income Taxes 	 680 

Net (Loss) 	 $ (1,902) 

The accompanying notes are an integral part of these consolidated financial statements. 

5 

341 



FENNICRUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATE]) STATEMENT OF COMPREHENSIVE: INCOME 

in thousands) 

For *, e Year Ended  
December M,ZO12 

Net(Loss) 

Other Comprehensive Incerne (Loss): 
iJiireaftzcd Loss on derivatives 
Re1asifictioa of net less reali ed In net income 
Retirement of old capital structure due to change in control 
Income ?x benefit relating to other comprchłr.ive income 

0th: CwVtehensivc IflotMile (Loss) 

Cqznhçnsivc (I: 

(149) 
157 
530 

(3) 

S (L367) 

The accompanying now are an bitegral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSDWUES 
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY 

(iii thousands, except per share data) 

Accumulated 
Additional Other 

Common Stock Paid in Retained Comprehensive Treasury 
Shares 	Amount Capital Earnings/(Deficit) Income (Loss) Stock Total 

Balance as of 
January 1, 2012 4,695,757 	$ 	4,696 $ 	41,689 $ 	11,132 S 	(500) S 	(138) $ 	56.879 

Exercise of stock options 1.067 	1 20 - - - 21 

Stock-based compensation - 	 - 56 - - - 56 

Retirement of old capital structure 
due to change in control 4,696,824) 	(4,697) (41,765) (11,386) 530 138 (57,180) 

Issuance of common shares under 
new capital structure 1,000 30,561 - - 30,561 

Common dividends declared- 
5209.934 per share . (210) - (210) 

Net loss (1,902) - (1.902) 

Other comprehensive income (loss): 

Unrealized loss on derivatives, 
net of taxes of S(60) - (89) (89) 

Reclassification of net loss realized 
in net income, net of taxes of $63 .. 	 . 

.. 
- 94 . 94 

Balance as of 
December 3l,2012 . 	1,000 	$ (2,364) 5 	35 $ 	- $ 	28,230 

The accompanying notes are an Integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATE!) STATEMENT OF CASH FLOWS 

(in thousands) 

For the Year Ended 
December 31, 2012 

Operating Activities: 
Net (Loss) 

Adjustments to reconcile net loss to net cash provided by operating activities: 
Depreciation and amortization 
Amortization of original issue discount 
Amortization of deferred investment tax credits 
Provision for deferred income tax 
Undistributed loss in real estate partnership 
Stock-based compensation expense 

Changes in assets and liabilities: 
Increase in accounts receivable and unbilled revenue 
Decrease in refundable income taxes 
Increase in materials and supplies 
Increase in prepaid expenses 
Decrease in deferred charges and other assets 
(Decrease) in accounts payable and defened revenue 
Increase in accrued interest payable 
Increase in other 

Net cash provided by operating activities 

Investing Activities: 
Purchase of property, plant and equipment including debt component 

of allowance for funds used during construction 
(Increase) in restricted cash 
Payments made in connection with merger-related activities 
Increase in investment in real estate partnership and deferred land costs 

Net cash used in investing activities 

(1,902) 

5,438 
12 

(33) 
(13) 

6 
56 

1,207 
(79) 
63 

467 
491 

(161) 
(130) 

1,654 

7,076 

6,980) 
(5,443) 

(143,971) 
294 

$(156,100) 

The accompanying notes are an integral part of these consolidated financial statements. 

D. 

344 



I1ENNICILUCIC CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CASH FLOWS 

(in thousands) 

For the Year Ended 
December 31,2012 

Financing Activities: 
Payments on long term debt $. 	(3097) 
Contributions in aid of construction 55 
Proceeds from long term borrowings 120,209 
Debt issuance costs (30) 
Proceeds from issuance of common stock and dividend reinvestment plan 30.583 
Dividends paid (210) 

Net cash provided by financing activities 146,910 

Decrease in cash and cash equivalents (2,114) 
Cash and cash equivalents, beginning of period 2,987 

Cash and cash equivalents, end of period $ 	873 

Supplemental disclosure on cask flow and non-cask items 
for the year ended December 31, 2012 (in thousands) 

For the Year Ended 
December 31, 2012 

Cash paid (refunded) during the period for: 
Interest 	 S 	9,512 
Income taxes 	 186 

Non-cash items: 
Contributions in aid of construction 	 1,133 
Forgiveness of debt 	 42 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICIIUCK CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1 - Description of Business and Summary of Significant Accounting Policies 

Description of Business: 

Pennichuck Corporation (our "Company," "we," or "our") is a holding company headquar-
tered in Merrimack, New Hampshire with five wholly owned operating subsidiaries: 
Pennichuck Water Works, Inc., ("Pennichuck Water") Pennichuck East Utility, Inc., 
("Pennichuck East") and Pittsfield Aqueduct Company, Inc. ("PAC") (collectively referred to 
as our Company’s "utility subsidiaries"), which are involved in regulated water supply and 
distribution to customers in New Hampshire; Pennichuck Water Service Corporation 
("Service Corporation") which conducts non-regulated water-related services; and The 
Southwood Corporation ("Southwood") which owns several parcels of undeveloped land. 

Our Company’s utility subsidiaries are engaged principally in the collection, storage, treat-
ment and distribution of potable water to approximately 34,500 customers throughout the 
State of New Hampshire. The utility subsidiaries, which are regulated by the New Hampshire 
Public Utilities Commission (the "NHPUC"), are subject to the provisions of Accounting 
Standards Codification ("ASC") Topic 980 "Regulated Operations." 

Summary of Significant Accounting Policies: 

(a) Basis ofPresentation 

The accompanying consolidated financial statements include the accounts of our Company 
and its wholly owned subsidiaries. All significant intercompany transactions have been elimi-
nated in consolidation. 

(b) Use of Estimates in the Preparation of Financial Statements 

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

(c) Property, Plant and Equipment 

Property, plant and equipment, which includes principally the water utility assets of our 
Company’s utility subsidiaries, is recorded at cost plus an allowance for funds used during 
construction on major, long-term projects and includes property funded with contributions in 
aid of construction. The provision for depreciation is computed on the straight-line method 

10 
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over the estimated useful lives of the assets which range from 5 to 91 years. The weighted 
average composite depreciation rate was 2.48% in 2012. The components of property, plant 
and equipment as of December 31, 2012 were as follows: 

December 31, 	Useful Lives 
2012 	 (in years) 

$ 	2,911 
50,027 34-75 
28,794 15-35 

119,638 
40-91 

10,206 7-75 
766 20 

1,063 

213,405 
5 

213,410 
(49,352) 

$ 	164,058 

(in thousands) 

Utility Property: 
Land and land rights 
Source of supply 
Pumping and purification 
Transmission and distribution, including 

services, meters and hydrants 
General and other equipment 
Intangible plant 
Construction work in progress 

Total utility property 
Total non-utility property 

Total property, plant and equipment 
Less accumulated depreciation 

Property, plant and equipment, net 

Maintenance, repairs and minor improvements are charged to expense as incurred. Improve- 
ments which significantly increase the value of property, plant and equipment are capitalized. 

(d) Cash and Cash Equivalents 

Cash and cash equivalents generally consist of cash, money market funds and other short-
term liquid investments with original maturities of three months or less. 

(e) Concentration of Credit Risks 

Financial instruments that subject our Company to credit risk consist primarily of cash and 
accounts receivable. Our cash balances are invested both in a money market fund consisting 
of government-backed securities and in a financial institution insured by the Federal Deposit 
Insurance Corporation ("FDIC"). Our accounts receivable balances primarily represent 
amounts due from the residential, commercial and industrial customers of our regulated 
water utility operations as well as receivables from our Service Corporation customers. 
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(f) Accounts Receivable - Ruled 

Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful 
accounts is our best estimate of the amount of probable credit losses in our existing accounts 
receivable, and is determined based on historical write-off experience and the aging of 
account balances. We review the allowance for doubtful accounts quarterly. Account bal-
ances are written off against the allowance when it is probable the receivable will not be 
recovered. 

(g)Accounts Receivable - Un billed 

We read our customer meters on a monthly basis and record revenues based on meter reading 
results. Information from the last meter reading date is used to estimate the value of unbilled 
revenues through the end of the accounting period. Estimates of water utility revenues for 
water delivered to customers but not yet billed are accrued at the end of each accounting 
period. Actual results could differ from those estimates. 

(Ii) Inventory 

Inventory is stated at the lower of cost, using the average cost method, or market 

i) Deferred Land Costs 

Included in deferred land costs is our Company’s original basis in its undeveloped land-
holdings and any land improvement costs, which are stated at the lower of cost or market. 
All costs associated with real estate and land projects are capitalized and allocated to the 
project to which the costs relate. Administrative labor and the related fringe benefit costs 
attributable to the acquisition, active development and construction of land parcels are 
capitalized as deferred land costs. No labor and benefits were capitalized for the year ended 
December 31, 2012. 

) Deferred Charges and Other Assets 

Deferred charges include certain regulatory assets and costs of obtaining debt financing. 
Regulatory assets are amortized over the periods they are recovered through NHPIJC-
authorized water rates. Deferred financing costs are amortized over the term of the related 
bonds and notes. Our Company’s utility subsidiaries have recorded certain regulatory assets 
in cases where the NHPUC has permitted, or is expected to permit, recovery of these costs 
over future periods. Currently, the regulatory assets are being amortized over periods ranging 
from four to 25 years. Deferred charges and other assets as of December 31, 2012 consisted 
of the following: 
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Recovery 
Period 

(in years) (in thousands) 2012 

Regulatory assets: 
Source development charges $ 	820 

Miscellaneous studies 608 

linrecovered pension and post-retirement 
benefits expense 8,096 

Total regulatory assets 9,524 
Supplemental executive retirement plan asset 748 

Subtotal 10,272 
Deferred financing costs 3,623 

Total deferred charges and other assets $ 	13,8.95 

5-25 
4-25 

U 

U 

We expect to recover these amounts consistent with the anticipated expense recognition 
of these assets. 

(Ic) Contributions in Aid of Construction ("CIA C") 

Under construction contracts with real estate developers and others, our Company’s utility 
subsidiaries may receive non-refundable advances for the cost of installing new water mains. 
These advances are recorded as CIAC. The utility subsidiaries also record to plant and CIAC 
the fair market value of developer installed mains and any excess of fair market value over 
the cost of community water systems purchased from developers. CIAC are amortized over 
the life of the property. 

(1) Revenues 

Standard charges for water utility services to customers are recorded as revenue, based upon 
meter readings and contract service, as services are provided. The majority of our Company’s 
water revenues are based on rates approved by the NHPUC. Estimates of unbilled service 
revenues are recorded in the period the services are provided. Provision is made in the 
financial statements for estimated uncollectible accounts. 

Non-regulated water management services include contract operations and maintenance, and 
water testing and billing services to municipalities and small, privately owned community 
water systems. Contract revenues are billed and recognized on a monthly recurring basis in 
accordance with agreed-upon contract rates. Revenues from unplanned additional work are 
based upon time and materials incurred in connection with activities not specifically identi-
fied in the contract, or for which work levels exceed contracted amounts. 

Revenues from real estate operations, other than undistributed earnings or losses from equity 
method joint ventures, are recorded upon completion of a sale of real property. Our 
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Company’s real estate holdings outside of our regulated utilities are comprised primarily of 
undeveloped land. 

(rn) Investment in Joint Venture 

Southwood uses the equity method of accounting for its investment in a joint venture in 
which it does not have a controlling interest. Under this method, Southwood records its 
proportionate share of losses under "Other, net" in the accompanying Consolidated State-
ments of Income with a corresponding decrease in the carrying value of the investment. 

(’n,) Income Taxes 

Income taxes are recorded using the accrual method and the provision for federal and state 
income taxes is based on income reported in the consolidated financial statements, adjusted 
for items not recognized for income tax purposes. Provisions for deferred income taxes are 
recognized for accelerated depreciation. and other temporary differences. A valuation allow-
ance is provided to offset any net deferred tax assets if, based ’upon available evidence, it is 
more likely than not that some or all of the deferred tax assets will not be realized. 
Investment tax credits previously realized for income tax purposes are amortized for financial 
statement purposes over the life of the property, giving rise to the credit. 

(o) Recently Issued Accounting Standards 

We do not expect the adoption of any recently issued accounting pronouncements to have a 
material impact on our financial condition or results of operations. 

Note 2 - Post-retirement Benefit Plans 

Pension Plan and Other Post-retirement Benefits 

We have a non-contributory, defined benefit pension plan (the "DB Plan") that covers sub-
stantially all employees. The benefits are based on years of service and participant compensa-
tion levels. Our funding policy is to contribute annual amounts that meet the requirements for 
funding under the U.S. Department of Labor’s Pension Protection Act. Contributions are 
intended to provide not only for benefits attributed to service to date but also for those 
expected to be earned in the future. 

We provide post-retirement medical benefits for eligible retired employees through one of 
two plans (collectively referred to as our "OPEB Plans"). For employees who retire on or 
after the normal retirement age of 65, benefits are provided through a post-retirement plan 
(the "Post-65 Plan"). For eligible employees who retire prior to their normal retirement age 
and who have met certain age and service requirements, benefits are provided through a post-
employment medical plan (the "Post-employment Plan"). Future benefits under the Post-65 
Plan increase annually based on the actual percentage of wage and salary increases earned 
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from the plan inception date to the normal retirement date. The benefits under the Post-
employment Plan allow for the continuity of medical benefits coverage at group rates from 
the employee’s retirement date until the employee becomes eligible for Medicare. The OPEB 
Plans are funded from the general assets of our Company. 

Upon retirement, if a qualifying employee elects to receive medical benefits under one of our 
OPEB Plans, we pay a maximum monthly benefit of $303 based on years of service. 

The following table sets forth information regarding our DB Plan and our OPEB Plans as of 
December 31, 2012, and for the period from January 1, 2012 to December 31, 2012: 

DB Plan 	OPEB Plans 
December 31, 2012 

$ 	18,569 $ 	3,212 
983 49 

(369) (49) 
9,713 818 

16,158 - 
(8,855) (2,394) 
1,388 lao 

- 	$ 	(26) 
(2,368) 

$ 	(2,394) 

(in thousands) 

Projected benefit obligations 
Employer contribution 
Benefits paid, excluding expenses 
Fair value of plan assets 
Accumulated benefit obligation 
Funded status 
Net periodic benefit cost 

Amount of the funded status recognized in the 
Consolidated Balance Sheet consisted of: 
Current liability 
Non-current liability 

Total 

Changes in plan assets and benefit obligations recognized in regulatory assets, for the period 
from January 1, 2012 to December 31, 2012, were as follows: 

(in thousands) 

Regulatory asset balance, beginning of period 
Net actuarial loss/(gain) incurred during the period 
Prior service cost incurred during the period 
Recognized net actuarial (gain)/loss 

Regulatory asset balance, end of period 

	

DB Plan 	OPEB Plans 
December 31, 2012 

$ 	6,907 	$ 	1,208 

	

1,352 	 (212) 
- 	 (785) 

	

$7,874 	$. 	222 

The reduction in prior service cost recognized during 2012, as shown in the table above in 
the amount of $785,000, resulted from changes to certain underlying factors relating to future 
benefit costs, relating to one of the OPIEB plans. The Post-65 Plan was changed as of 
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January 1, 2013 relating to the cost of underlying health insurance premiums for the plan, as 
well as a clearer definition of the basis for premium amounts anticipated for employees 
already collecting benefits from the plan, as well as future benefits to be earned by 
employees eligible under the plan, for which benefits have not yet been paid out. The 
resulting decrease in the liability of $785,000 will be amortized over the future working 
lifetime of active employees. 

Amounts recognized in regulatory assets for the DB and OPEB Plans that have not yet been 
recognized as components of net periodic benefit cost of the following as of December 31, 
2012: 

(in thousands) 

Net actuarial (gain)/ loss 
Prior service cost 

Regulatory asset 

	

DB Plan 	OPEB Plans 
December 31, 2012 

$ 	7,874 	$ 	384 
- 	 (162) 

	

$_7,874 	$. 	222 

The key assumptions used to value benefit obligations and calculate net periodic benefit cost 
for our DB and OPEB Plans include the following; 

Discount rate for net periodic benefit cost, beginning of period (a) 	 4.50% 

Discount rate for benefit obligations, end of period 	 4.00% 
Expected return on plan assets for the period (net of investment expenses) 	7.50% 
Rate of compensation increase, beginning of period 	 3.00% 
Healthcare cost trend rate (applicable only to OPEB Plans) 	 10.00% 

(a) An increase or decrease in the discount rate of 0.5% would result in a change in the funded status as ulDecember 
31, 2012, for the UB Plan and the OPEB Plans of approximately $1.4 million and $1.6 million, respectively.  

The estimated net actuarial loss for our DB Plan that will be amortized in 2013 from the 
regulatory assets into net periodic benefit costs is $435,000. The estimated net actuarial loss 
and prior service cost for our OPEB Plans that will be amortized in 2013 from the regulatory 
assets into net periodic benefit costs is $2,000 and $0, respectively. 

In establishing its investment policy, our Company has considered the fact that the DB Plan 
is a major retirement vehicle for its employees and the basic goal underlying the establish-
ment of the policy is to provide that the assets of the Plan are invested in accordance with the 
asset allocation range targets to achieve our expected return on Plan assets. Our Company’s 
investment strategy applies to its OPEB Plans as well as the DB Plan. Our expected long-
term rate of return on DB Plan and OPEB Plan assets is based on the Plans’ expected asset 
allocation, expected returns on various classes of Plan assets as well as historical returns. 

The assets of our Post-65 Plan are held in two separate Voluntary Employee Beneficiary 
Association ("VEBA") trusts. We maintain our VEBA plan assets in directed trust accounts 
at a commercial bank. 
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The investment strategy for our DB Plan and our OPEB Plans utilizes several different asset 
classes with varying risk/return characteristics. The following table indicates the asset 
allocation percentages of the fair value of the DB Plan and OPEB Plans’ assets for each 
major type of plan asset as of December 31, 2012, as well as the targeted allocation range: 

Equities 
Fixed income 
Cash and cash equivalents 

Total  

DB Plan 
Asset 

Allocation 
Range 

	

60% 	30%-100% 

	

40% 	20%-70% 

	

0% 	0%-1S% 

100% 

OPEB Plans 
Asset 

Allocation 
Range 

	

64% 	30%-100% 

	

36% 	O%-50% 

	

0% 	0%-15% 

100% 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substan-
tially all financial instruments, the fair value estimates herein are not necessarily indicative of 
the amounts that we could have realized in a sales transaction for these instruments. The 
estimated fair value amounts have been measured as of year-end and have not been reevalu-
ated or updated for purposes of these financial statements subsequent to those respective 
dates. 

Investments in mutual funds are stated at fair value by reference to quoted market prices. 
Money market funds are valued utilizing the Net Asset Value per unit based on the fair value 
of the underlying assets as determined by the directed trustee. 

The DB Plan also holds assets under an immediate participation guarantee group annuity 
contract with a life insurance company. The assets under the contract are invested in pooled 
separate accounts and in a general investment account. The pooled separate accounts are 
valued based on net asset value per unit of participation in the fund and have no unfunded 
commitments or significant redemption restrictions at year-end. The value of these units is 
determined by the trustee based on the current market values of the underlying assets of the 
pooled separate accounts. Therefore, the value of the pooled separate accounts is deemed to 
be at estimated fair value. 

The general investment account is not actively traded and significant other observable inputs 
are not available. The fair value of the general investment account is calculated by discount-
ing the related cash flows based on current yields of similar instruments with comparable 
durations. 

The methods described above may produce a fair value calculation that may not be indicative 
of net realizable value or reflective of future fair values. Furthermore, while the Plan’s 
management believes the valuation methodologies are appropriate and consistent with other 
market participants, the use of different methodologies or assumptions to determine the 

17 

353 



fair value of certain investments could result in a different fair value measurement at the 
reporting date. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to 
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in 
active markets for identical assets or liabilities (Level I measurements) and the lowest 
priority to unobservable inputs (Level 3 measurements). 

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy 
used as of December 31, 2012 was as follows: 

(in thousands) 

DB Plan: 
Equities: 

Pooled separate accounts 

Fixed Income: 
General investment account 
Pooled separate accounts 

Cash and cash equivalents: 
Money Market funds 

Total Pension Plan 

OPEB Plans: 
Mutual funds: 

Balanced/hybrid funds 
U.S. equity securities funds 
International equity funds 
Fixed income funds 

Cash and cash equivalents: 

Totals 	Level 1 	Level 2 	Level 3 

$ 	5,866 	$ 	$ 5,866 	$ 	- 

	

1,704 	- 	- 	1,704 

	

2,143 	 2,143 	- 

$ 	9,713 	$ 	- 	$ 8,009 	$ 1,704 

$ 	179 	$ 	179  

	

274 	274 	 - 

	

67 	67 	- 	- 

	

297 	297 	- 	* 

Money market funds 	 1  

Total Post-retirement Plans 	$ 	818 	$ 	817 

Totals 	 $ 10,531 	$ 	817 

Level 1: Based on quoted prices in active markets for identical assets. 
Level 2: Based on significant observable inputs. 
Level 3: Based on significant unobservable inputs. 

$ 	I 	$ 

$ 8,010 	$ 1,704 
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The following table presents a period-end reconciliation of DB Plan assets measured and 
recorded at fair value on a recurring basis, using significant unobservable inputs (level 3): 

(in thousands) 

Balance, beginning of period 	 $ 1,735 
Plan transfers 	 285 
Benefits paid 	 (369) 
Return on plan assets (net of investment expenses) 	53 

Balance, end of period 	 $ 1,704 

In order to satisfy the minimum funding requirements of the Employee Retirement Income 
Security Act of 1974, applicable to defined benefit pension plans, we anticipate that we will 
contribute approximately $1.0 million to the Plan in 2013. 

The following maximum benefit payments, which reflect expected future service, as appro-
priate, are expected to be paid in the years indicated: 

(in thousands) DB Plan OPEB Plans 

2013 $ 	421 $ 	66 
2014 488 74 
2015 550 83 
2016 695 84 
2017 751 95 
2018-2022 5,168 747 

Total $ 	8,073 $ 	1,149 

Because we are subject to regulation in the state in which we operate, we are required to 
maintain our accounts in accordance with the regulatory authority’s rules and regulations. In 
those instances, we follow the guidance of ASC 980 ("Regulated Operations"). Based on 
prior regulatory practice, we recorded underfunded DB Plan and OPEB Plan obligations as a 
regulatory asset and we expect to recover those costs in rates charged to customers. 

Defined Contribution Plan 

In addition to the defined benefit plan, we have a defined contribution plan covering 
substantially all employees. Under this plan, our Company matches 100% of the first 3% of 
each participating employee’s salary contributed to the plan. The matching employer’s con-
tributions, recorded as operating expenses, were approximately $205,000 for the period 
January 1, 2012 to December 31, 2012. 
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Note 3 - Commitments and Contingencies 

Operating Leases 

We lease our corporate office space as well as certain office equipment under operating lease 
agreements. Total rent expense was approximately $314,000 for the period from January 1, 
2012 to Deccmbcr 31, 2012. 

Our remaining non-cancelable lease commitments for our corporate office space and leased 
equipment as of December 31, 2012 were as follows: 

(in thousands) 	 Amount 

2013 $ 	302 

2014 286 

2015 269 

2016 269 

2017 157 

Total 	 $1,283 

Note 4 - Financial Measurement and Fair Value of Financial Instruments 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substan-
tially all financial instruments, the fair value estimates herein are not necessarily indicative of 
the amounts that we could have realized in a sales transaction for these instruments. The 
estimated fair value amounts have been measured as of the period end and have not been 
reevaluated or updated for purposes of these financial statements subsequent to those 
respective dates. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to 
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in 
active markets for identical assets or liabilities (Level 1 measurements) and the lowest 
priority to unobservable inputs (Level 3 measurements). The three levels of fair value 
hierarchy are as follows: 

Level 1: Based on quoted prices in active markets for identical assets. 

Level 2: Based on significant observable inputs. 

Level 3: Based on significant unobservable inputs. 

An asset or liability’s level within the fair value hierarchy is based on the lowest level of 
input that is significant to the fair value measurement. 
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For assets and liabilities measured at fair value on a recurring basis, the fair value measure-
ment by levels within the fair value hierarchy used as of December 31, 2012 was as follows: 

(in thousands) 	 Total 	Level 1 	Level 2 	Level 3 

Interest rate swap 	 $(825) 	$ - 	$ (825) 	$ 	- 

The carrying value of certain financial instruments included in the accompanying Consoli-
dated Balance Sheets, along with the related fair value, as of December 31, 2012 was as 
follows: 

(in thousands) 

Liabilities: 
Long-term debt 
Interest rate swap liability 

Carrying 	Fair 
Value 	Value 

	

$ (177,058) 	$ (189,149) 

	

(825) 	(825) 

The fair value of long-term debt has been determined by discounting the future cash flows 
using current market interest rates for similar financial instruments of the same duration. The 
fair value for long-term debt shown above does not purport to represent the amounts at which 
those debt obligations would be settled. The fair market value of our interest rate swap 
represents the estimated cost to terminate this agreement as of December 31, 2012 based 
upon the then-current interest rates and the related credit risk. 

The carrying values of our Cash and Cash Equivalents, Accounts Receivable and Accounts 
Payable approximate their fair values because of their short maturity dates. The carrying 
value of our CIAC approximates its fair value because it is expected that this is the amount 
that will be recovered in future rates. 

Note 5� Income Taxes 

The components of the federal and state income tax provision (benefit) as of December 31, 
2012 were as follows: 

(in thousands) 

Federal $ (507) 
State (137) 
Amortization of investment tax credits (36) 

Total $ (680) 

Current $ (1,255) 
Deferred 575 

Total $ (680) 
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The following is a reconciliation between the statutory federal income tax rate and the 
effective income tax rate for 2012: 

Statutory federal rate 34.0% 

State tax rate, net of federal benefits 5.5% 

Permanent differences -14.6% 

Amortization of investment tax credits 1.4% 

Effective tax rate 26.3% 

The temporary items that give rise to the net deferred tax liability as of December 31, 2012 
were as follows: 

(in thousands) 

Liabilities: 
Property-related, net 	 $ 24,834 

Pension deferred asset 	 3,119 

Other 	 1,426 

Total liabilities 	 29,379 

Assets: 
Pension accrued liability 	 3,508 

Federal net operating loss carryforward 	1,858 

Alternative minimum tax credit 	 240 

NH Business Enterprise Tax credits 	 23 

Other 	 3,125 

Total assets 	 8,754 

Net non-current deferred income tax liability $ 20,625 

We had a federal net operating loss in 2012 in the amount of approximately $4.1 million. The 
federal tax benefit of the net operating loss is approximately $1.4 million, of which 
approximately $200,000 was carried back to the 2011 tax year, and approximately $1.2 
million can be carried forward until the year 2032, and is included in deferred income taxes 
in the consolidated balance sheet as of December 31, 2012. 

As of December 31, 2012, we estimated approximately $240,000 of cumulative federal 
alternative minimum tax credits that may be carried forward indefinitely as a credit against 
our regular tax liability. 
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As of December 31, 2012, we had New Hampshire Business Enterprise Tax ("NHBET") 
credits of approximately $23,000, which were earned in 2012 and expire in 2017. We 
anticipate that we will fully utilize these NHBET credits before they expire; therefore we 
have not recorded a valuation allowance related to these credits. 

Investment tax credits resulting from utility plant additions are deferred and amortized. The 
unamortized investment tax credits are being amortized through the year 2033. 

We had a regulatory liability related to income taxes of approximately $846,000 as of 
December 31, 2012. This represents the estimated future reduction in revenues associated 
with deferred taxes which were collected at rates higher than the currently enacted rates and 
the amortization of deferred investment tax credits. 

We made a review of our portfolio of uncertain tax positions. In this regard, an uncertain tax 
position represents our expected treatment of a tax position taken in a filed tax return, or 
planned to be taken in a future tax return, that has not been reflected in measuring income tax 
expense for financial reporting purposes. As a result of this review, we determined that we 
had no material uncertain tax positions. We will use tax planning strategies, if required, and 
when possible, to avoid the expiration of any future net operating loss and/or tax credits. 

We file income tax returns in the U.S. federal jurisdiction, the State of New Hampshire and 
the Commonwealth of Massachusetts. Our 2008, 2010 and 2011 tax years remain subject to 
examination by the Internal Revenue Service. Our tax year 2009 was audited by the Internal 
Revenue Service and the year was closed with no changes. Our 2008 through 2011 tax years 
remain subject to examination by the state jurisdictions. 

Our practice is to recognize interest and/or penalties related to income tax matters in "Other, 
Net" in the Consolidated Statements of Income. We incurred no interest or penalties during 
the year ended December 31, 2012. 
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Note 6� Debt 

Long-term debt as of December 31, 2012 consisted of the following: 

(in thousands) 

Unsecured note payable to City of Nashua, 5.75%, due 12/25/2041 	$ 117,925 
Unsecured senior note payable due to an insurance company 

7.40%, due March 1, 2021 	 5,600 

Unsecured Business Finance Authority: 
Revenue Bond (2005 Series BC-4), 5.375%, due October 1, 2035 12,130 
Revenue Bond (2005 Series BC-3), 5.00%, due April 1, 2018 7,475 
Revenue Bond (2005 Series A), 4.70%, due October 1, 2035 12,125 
Revenue Bond (Series 2005A), 4.70%, due January 1, 2035 1,785 
Revenue Bond (Series 2005B), 4.60%, due January 1, 2030 2,320 
Revenue Bond (Series 2005C), 4.50%, due January 1, 2025 1,175 
Revenue Bond, 1997, 6.30%, due May 1, 2022 3,000 

Unsecured notes payable to bank, floating-rate, due March 1, 2030 4,058 

Unsecured New Hampshire State Revolving Fund ("SRF") notes 9,741 

Total long-term debt 177,334 
Less current portion (2,780) 
Less original issue discount _(2 ::75 ) 

Total long-term debt, net of current portion 	 $ 174,279 

SRF notes are due through 2033 at interest rates ranging from 1% to 4.488%. These notes are payable in 120 
to 240 consecutive monthly installments of principal and interest. The 1% rate applies to construction projects 
still in process until the earlier of the date of substantial completion of the improvements, or (ii) various dates 
specified in the note (such earlier date being the interest rate change date). Commencing on the interest rate 
change date, the interest rate changes to the lower of (i) the rate as stated in the note or (ii) 80% of the 
established 11 General Obligations Bond Index published during the specified time period before the interest 
rate change date. 

The aggregate principal payment requirements subsequent to December 31, 2012 are as 
follows: 

(in thousands) Amount 

2013 $ 	2,780 
2014 2,875 

2015 2,998 
2016 3,127 
2017 3,265 
2018 and thereafter 162,289 

Total 	 $177,334 

24 

360 



Several of Pennichuck Water’s loan agreements contain a covenant that prevents Pennichuck 
Water from declaring dividends if Pennichuck Water does not maintain a minimum net 
worth of $4.5 million. As of December 31, 2012, Penniehuck Water’s net worth was 
$130.9 million. Pemiichuck Water Works also has debt issuance covenants whereby they 
must also maintain a maximum total debt to capital ratio of 65%, a maximum funded debt to 
net property, plant and equipment ratio of 60%, and an interest coverage ratio of at least 1.5; 
at December 31, 2012 the total debt to capital ratio was 28%, the funded debt to net property, 
plant and equipment ratio was 39%, and the interest coverage ratio was 3.17. 

Pennichuck East’s loan agreement for its $4.1 million unsecured notes payable to a bank 
contains a minimum debt service coverage ratio requirement of 1.25; at December 31, 2012 
this ratio was 1.69. Also, Pennichuck East is required to maintain a maximum ratio of total 
debt to total capitalization of 65%; at December 31, 2012 this ratiowas 34%. 

The Company’s revolving credit loan facility with RBS Citizens which contains a covenant 
that requires the Company to maintain a minimum fixed charge coverage ratio of at least 1.0; 
at December 31, 2012 the fixed charge coverage ratio was 1.25. The Company is also 
required to maintain an equity capitalization ratio of not less than 35%; at December 31, 
2012, the equity capitalization ratio was 52%. Under this agreement the Company is also 
precluded from declaring or paying dividends, or making any other payment or distribution 
of its equity without the bank’s prior written consent, except for: (1) its obligations under 
Rate Order No. 25,292 as it pertains to the Company’s specific obligations under the City 
Bond Fixed Revenue Requirement ("CBFRR") which provides for payments of approx-
imately $707,000 per month of the note payable to the City of Nashua (the "City"), and 
quarterly dividends to the City for the remainder of this annual obligation, as defined by the 
order; and (2) a specific allowance, under Rate Order No. 25,292, whereby the Company is 
allowed to make distributions to the City from current earnings and profits in excess of the 
CBFRR, to provide funds to allow the City to reimburse itself for the costs incurred by the 
City relating to its efforts in pursuing the eminent domain proceedings from January 2002 
through August 2009, provided however that such amount shall not exceed $500,000 in any 
fiscal year, or $5,000,000 in the aggregate, of all such distributions. 

Our short-term borrowing activity under this revolving credit loan facility for the period from 
January 1, 2012 to December 31, 2012 was: 

(in thousands) 

Established line as of December 31, 2012 	$ 10,000 

Maximum amount outstanding during period 	 - 
Average amount outstanding during period 
Amount outstanding as of December 31, 2012 	 - 
Weighted average interest rate during period 	 n/a 

Interest rate as of December 31, 2012 	 n/a 

As of December 31, 2012, we had a $4.1 million interest rate swap which qualifies as a 
derivative. This financial derivative is designated as a cash flow hedge. This financial instru- 
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ment is used to mitigate interest rate risk associated with our outstanding $4.1 million loan 
which has a floating interest rate based on the three-month London Interbank Offered Rate 
("LIBOR") plus 1.75% as of December 31, 2012. The combined effect of the LIBOR-based 
borrowing formula and the swap produces an "all-in fixed borrowing cost" equal to 5.95%. 
The fair value of the financial derivative, as of December 31, 2012, included in our Consoli-
dated Balance Sheets under "Deferred credits and other reserves" as "Other liabilities" was 
$825,000. Changes in the fair value of this derivative were deferred in accumulated other 
comprehensive loss. 

Swap settlements are recorded in the statement of income with the hedged item as interest 
expense. During the period from January 1, 2012 to December 31, 2012, $157,000 was 
reclassified pre-tax from accumulated other comprehensive loss to interest expense as a result 
of swap settlements. We expect to reclassify approximately $158,000, pre-tax, from accumu-
lated other comprehensive loss to interest expense as a result of swap settlements, over the 
next twelve months. 

Note 7� Transaction with the City of Nashua 

On January 25, 2012, in full settlement of an ongoing Eminent Domain lawsuit filed by the 
City of Nashua ("City") and with the approval of the New Hampshire Public Utilities 
Commission ("NHPUC"), the City acquired all of the outstanding shares of Pennichuck 
Corporation ("Pennichuck") and, thereby, indirect acquisition of its regulated subsidiaries. 
The total amount of the acquisition was $150.6 million ("Acquisition. Price") of which 
$138.4 million was for the purchase of the outstanding shares, $5.0 million for the 
establishment of a Rate Stabilization Fund, $2.6 million for legal and due diligence costs, 
$2.3 million for severance costs, $1.3 million for underwriting fees, and $1.0 million for 
bond discount and issue costs. The entire purchase of $150.6 million was funded by General 
Obligation Bonds ("Bonds") issued by the City of Nashua. Pennichuck is not a party to the 
Bonds and has not guaranteed nor is obligated in any manner for the repayment of the Bonds. 
Pennichuck remains an independent corporation with an independent Board of Directors with 
the City of Nashua as its sole shareholder. 

Pennichuck Water Works, Inc. ("PWW"), Pennichuek East Utility, Inc. ("PEU"), Pittsfield 
Aqueduct Company, Inc. ("PAC"), Pennichuck Water Service Corporation, and The 
Southwood Corporation will continue as subsidiaries of Pennichuck Corporation and PWW, 
PEU and PAC will continue as regulated companies under the jurisdiction of the New 
Hampshire Public Utilities Commission. The terms of the merger and the requisite 
accounting and rate-setting mechanisms were agreed to in the NHPUC Order 25,292 (’TUC 
Order") dated November 23, 2011. 

Transactions with Related Party - City of Nashua 

Pennichuck issued a promissory note to the City of Nashua in the amount of approximately 
$120 million to be repaid over a thirty (30) year period with monthly payments of 
approximately $707,000, including interest at 5.75%. Pennichuck recorded an additional 
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amount of approximately $30.6 million as contributed capital. During 2012 dividends of 
approximately $210,000 were declared and paid to the City. The remaining outstanding 
balance of the note payable to the City at December 31, 2012 was approximately 
$117.9 million, as disclosed in Note 6 to these consolidated financial statements. 

Rate Stabilization Fund - Restricted Cash 

As a part of the acquisition, Pennichuck agreed to contribute $5,000,000 of the proceeds 
from the settlement transaction to PWW, which was used to establish a Rate Stabilization 
Fund ("RSF"), allowing for the maintenance of stable water utility rates and providing a 
mechanism to ensure the Company’s continued ability to meet its obligations under the 
promissory note to the City, in the event of adverse revenue developments. Restricted cash 
consists of amounts set aside in the RSF account, and is adjusted monthly as required in the 
PUC Order. 

Municipal Acquisition Regulatory Asset ("MARA ’9 
Pursuant to the PUC Order, Pennichuck established a new Regulatory asset (MARA) which 
represents the amount that the Acquisition Price exceeded the net book assets of 
Pennichuck’s regulated subsidiaries (PWW, PEU, and PAC) at December 31, 2011. The 
initial amount of the MARA was approximately $89 million for the regulated companies, 
offset by a non-regulated amount of approximately $4.8 million. The MARA is to be 
amortized over a thirty (30) year period in the same manner as the principal amortization of 
the note to the City. The balance in the MARA at December 31, 2012 was approximately 
$88.1 million, reduced by the non-regulated credit of approximately $4.8 million. 

Note 8 Sale of Laud 

On January 24, 2012, Southwood sold a 38-acre parcel of undeveloped land for approx-
imately $2.2 million. The resulting net gain from this transaction of approximately 
$1.6 million, is included in gain on sale of land on the accompanying consolidated statement 
of income. 

Note 9� Subsequent Events 

The Company has evaluated the events and transactions that have, occurred through March 4, 
2013, the dale that these financial statements were available for issuance, and noted no items 
requiring an adjustment to the financial statements or additional disclosure. 
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1PrenteBeard 

Independent Auditors’ Report 

Board of Directors and Stockholders 
Pennichuck Corporation 

We have audited the accompanying consolidated balance sheet of Pennichuck Corporation (the 
"Company") as of December 31, 2011, and the related statements of income, shareholders’ equity, 
comprehensive income, and cash flows for the year then ended. These consolidated financial statements 
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
consolidated 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 of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable 
basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Pennichuck Corporation as of December 31, 2011, and the results of 
their operations and their cash flows for the year then ended in conformity with accounting principles 
generally accepted in the United States of America. 

Malvern, Pennsylvania 
March 8, 2012 
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Report of Independent Registered Public Accounting Firm 

Board of Directors and Shareholders 
Pennichuck Corporation 

We have audited the accompanying consolidated balance sheet of Pennichuck Corporation (the 
"Company") as of December 31, 2010, and the related consolidated statements of income, shareholders’ 
equity, comprehensive income, and cash flows for the year then ended. These consolidated financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards as established by the 
Auditing Standards Board (United States) and the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Pennichuck Corporation as of December 31, 2010, and the results of 
their operations and their cash flows for the year then ended, in conformity with accounting principles 
generally accepted in the United States of America. 

Reading, Pennsylvania 
March 4,2011 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(in thousands, except share data) 

As of December 3 

Total Current Assets 

Deferred land costs 
Deferred charges and other, assets 
Investment in real estate nartnershin 

TOTAL ASSETS 	 $ 	189,400 	$ 	181,601 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS - CONTINUED 

(in thousands, except share data) 

As of December 3 
2011 	 2010  

SHAREHOLDERS’ EQUITY EQUITY AND LIABILITIES 
Shareholders’ Equity: 

Common stock -$1 par value; 
Authorized �I 1,500,000 shares in 2011 and 2010; 
Issued 4,695,757 and 4,677,105 shares, respectively; 
Outstanding� 4,694,555 and 4,675,903 shares, respectively 	$ 	4,696 	$ 	4,677 
Additional paid in capital 	 41,689 	4 1,3 12 
Retained earnings 	 11,132 	10,488 
Accumulated other comprehensive loss 	 (500) 	(I 89) 
Treasury stock, at cost; 1,202 shares in 2011 and 2010 	 (138) 	. 	(138) 

Total Shareholders’ Equity 	 56,879 	56.150 

cd stock, $100 j"464 5,000 shares authorized; and, no 4. 

Commitments and 

Current Liabilities: 
Current portion of long-term debt  
Accounts payable 1,068 1,972 

. 	. Accrued interest payable 	 . 	 749. 	 701 .. . 
Accrued wages and payroll withholding 591 565 
Accrued liability - retainag 	 . . 	. 91 	. 	178 . 
Other current liabilities 304 406 

Total Current Liabilities 3,999 4,884 

Deferred Credits and Other Reserves: 
1)eferred income taxes 2I,43 19,180 
Deterred investment tax credits 702 735 
Regulatory liability 868 890 
Post-retirement health benefit obligation 3,217 1.708 
Accrued pension liability 7,483 4,623 
Other liabilities 2,300 1,738 

’Total Deferred Credits and Other Reserves 36,007 28,874 

Contributions in Aid of Construction 33,078 31,884 

TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES 	 $ 	189,400 	$ 181,601 

The accompanying notes are an integral part of these consolidated financial statements. 

4 

370 



PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME 

(in thousands, except share and per share data) 

Years Ended December 31, 
2011 	 2010 

Operating Revenues $ - 	38.327 	$ 	 .492 

Operating Expenses: 
Operations and maintenance 18.795 	103 I 
Depreciation and amortization 4,240 	4,237 
Taxes other than income taxes 4.480 	 4,028 

Total Operating Expenses 27,515 	26,396 

Operath’Income 10.812  

Eminent Domain and Merger-related Costs 764) 	 514 
Interest Expense (3.278) 	(3.369) 
Allowance for Funds Used During Construction 6 	 16 
Other, Net 

Income Before Provision for Income Taxes 6,762 	 6,18() 

Provision for Income Taxes 2,651 	2399 _ 

Net Income 
	

$ 	4,111 	$ 	3,781 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(in thousands) 

Years Ended December 31, 
2011 20! 

Net Income $ 	4,111 $ 	3,781 

Other Comprehensive Loss 
Unrealized Loss onDerivatives (688) 459 
Reclassification of Net Loss Realized in Net Income 168 145 
Income Tax Benefit Relating to 
Other Comprehensive Income 209_ 125 - 
Other Comprehensive Loss - (311)  (189) 

Comprehensive Income $ 	3,800 $ 	3 4592 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 

(in thousands, except share and per share data) 

Accumulated 
Additional 
	

Other 
Common Stock Paid in Retained Comprehensive 	Treasury 

Shares 	Amount_ _Capital _Earnings_ (Loss) Income 	Stock 

Balances as Of 

December 31, 2009 4,652,260 	4,652 40,619 10,086 - 	 (138) 

Net income - 3.781 

Coninmri stock offering (6) -- 
Dividend reinvestment plan 6,521 	 7 136 
Stock-based compensation - 239 

Common dividends 
dccl ared�$.725 per share --- -- - (3,379) 
Exercise of stack options 18.324 	 18 326 -- --- 	 - 
Tax eflct of disqualifying . 140  a  
dispositions --�- 	 -... (2) . 

Other comprehensive 
income: 

Reclassification adjustment 
for net loss realized in net 
income, net of tax benefit 
of $58 - - - 

Net iflCOWC - 	 - - 	 4,111 	 - 

. Stock-based 	 - 	 109. 	 . compensation . 	 . 

Common dividends 
declared 	$.74 per share . 	. 	 - ._. 	(3.467) 	 - 

Exercise of stock options 18,652 	.19 	 240 	 . 	. down 
Tax ciThet of disqualifying 
dispositions - -. 28 	 .- 	 -- 	 - 

Other comprc1osive . 
income: N. . . 	. - 
tinreaIicd hiss On 
derivatives, net of lax benefit 
of $(275) -- - 	 - 	 (413) 	- 
Reclassification adjustment 
for net loss realized in net . 

. 	 .. 	 -. 

: 	 . 	.. 

income, net of tax benefit . . . . 	. 
102  

Balances as of 
December31, 2011 	4.69,757 	S 	4.690 	$ 41,689 	S 	11,132 	$ - 	(500) 	$ 	(138) 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(in thousands) 

’ears Ended December 31, 
2011 2010 

Operating Activities: 
Net income $ 	4,111 	$ 3,781 
Adjustments to reconcile net income to net cash 

provided by operating activities: 
Depreciation and amortization 4,461 4,459 
Amortizationol original issue discount 12 12 
Amortization of deferred 

investment tax credits (33) 33) 
Provision for deferred income taxes 2,465 2,085 
Equity component of allowance for funds used 

during construction 3) (8) 
Undistributed loss in real estate partnership 5 7 
Stock-based compensation expense 109 239 

Changes in assets and liabilities: 
Increase in accounts receivable and 

unbilled revenues (1,036) (191) 
Dcrease (isc) in refundable income taxes .91 	 ’(643) 
Increase in materials and supplies (71) (16) 
Increase in prepaid expenses 	 497) (137) 
(Increase) decrease in deferred charges and 

other assets (3,544) 286 

Increase (decrease) in accrued interest payable 	 48 

Net cash provided by operating activities 10,119 	11,389 
nting Activities. 

Purchase of property, plant and equipment, 
including debt component of allowance for 
funds used during construction (5,907) 	(8507) 

Proceeds from ales of property, plant and 
quipment -- 	 50 

Increase in investment in real estate partnership 
and deferred land costs (57) 	 (30) 

Net cash used in investing activities S 	(5,964) 	$_j8,487_ 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED 

(in thousands) 

Years Ended December 31, 

	

2011 	2010 
Financing Activities: 

Payments on long-term debt 	 (1.184) 	$ 	(6,227) 
Contributions in aid of construction 	 5 	 259 
Proceeds from long-term borrowings 	 851 	6,833 
Debt issuance costs 	 (43) 	 (54) 
Proceeds from issuance of common stock and 

dividend reinvestment plan 	 287 	 479 
Dividends paid (3,379) 

Net cash used in financing activities 

Cash and cash equivalents, beginning of 

Supplemental disclosure on cash flow and non-cash items for the two years ended 
December 31, 2011 and 2010 is presented below. 

Years Ended December 31, 
(in thousands) 	 2011 	 2010 

Interest 	 $ 	2.996 	$ 	3,156 
Income laxes 	 (436) F 	F 746 

Non-cash items: 
Contributions in aid of construction 	 1,897 	 680 
Forgiveness of debt 	 20 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENMCIIUCK CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note I - Description of Business, Acquisition of Company and Summary of Significant Accounting 
Policies 

Description of Business: 

Pennichuck Corporation (our "Company," "we," or "our") is a holding company headquartered in 
Merrimack, New Hampshire with five wholly-owned operating subsidiaries: Pennichuck Water 
Works, Inc., (’Pennichuck Water") Pennichuck East Utility, Inc., ("Pennichuck East") and Pittsfield 
Aqueduct Company, Inc. (collectively referred to as our Company’s "utility subsidiaries"), which are 
involved in regulated water supply and distribution to customers in New Hampshire; Pennichuck Water 
Service Corporation ("Service Corporation") which conducts non-regulated water-related services; and 
The Southwood Corporation ("Southwood") which owns several parcels of undeveloped land. 

Our Company’s utility subsidiaries are engaged principally in the collection, storage, treatment 
and distribution of potable water to approximately 34,200 customers throughout the State of New 
Hampshire. The utility subsidiaries, which are regulated by the New Hampshire Public Utilities 
Commission (the "NI-IPUC"), are subject to the provisions of Accounting Standards Codification 
("ASC") Topic 980 "Regulated Operations." 

Acauisition of Comnanv: 

On January 25, 2012, the City of Nashua, New Hampshire (the "City") completed its acquisition 
of all of the outstanding voting securities of our Company in a merger transaction pursuant to the 
Agreement and Plan of Merger (the "Merger Agreement") dated as of November 11, 2010 between our 
Company and the City. The Merger Agreement provided for the purchase of all the outstanding common 
stock and common stock equivalents of our Company for $29.00 per share, or approximately 
$138 million in cash. 

In connection with the Merger Agreement, the City and our Company agreed that this transaction 
constitutes full settlement of their eminent domain dispute. Shareholders of our Company approved the 
Merger Agreement at a Special Shareholder Meeting on June 15, 2011 and the NHPUC issued its order, 
which became effective December 23, 2011, approving the acquisition by the City on 
November 23, 2011. 

Summary of Significant Accounting Policies: 

(a) Basis of Presentation 

The accompanying consolidated financial statements include the accounts of our Company and its 
wholly-owned subsidiaries. All significant intercompany transactions have been eliminated in 
consolidation. 

(b) Use of Estimates in the Preparation of Financial Statements 

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

(c) Properly, Plant and Equipment 

Property, plant and equipment, which includes principally the water utility assets of our 
Company’s utility subsidiaries, is recorded at cost plus an allowance for funds used during construction 
on major, long-tern projects and includes property funded with contributions in aid of construction. The 
provision for depreciation is computed on the straight-line method over the estimated useful lives of the 
assets which range from five to 91 years. The weighted average composite depreciation rate was 2.5% in 
2011 and 2010. The components of property, plant and equipment as of December 31, 2011 and 2010 
were as follows: 

Useful 
Lives 

(in thousands) 2011 2010 (in years) 

Utility Property: 
JftLand and land rights $ 	2,946 	$ 2,994:,, -.  

Source of supply 49,729 49,30:1 34-75 
Pumping & purilication 28,427 28,072 15-35 
Transmission & distribution, including 

services, meters and hydrants 115,335 109,817 40-91 
General and other equipment 9,947 9,496 7-75 
Intangible plant 760 747 20 
Construction work in progress - _563 684 

Total utility property 2077707 201,114 
Total non-utility property 5 	_____ 	5. 5 

Total property, plant & equipment
. 

 201,119 
Less accumulated depreciation (46,382) (42,323) 

Property, plant and equipment, net 161.323 	$ 158.796 

Maintenance, repairs and minor improvements are charged to expense as incurred. Improvements 
which significantly increase the value of property, plant and equipment are capitalized. 

(d) Cash and Cash Equivalents 

Cash and cash equivalents generally consist of cash, money market funds and other short-term 
liquid investments with original maturities of three months or less. 

(e) Concentration of Credit Risks 

Financial instruments that subject our Company to credit risk consist primarily of cash and 
accounts receivable. Our cash balances are invested both in a money market fund consisting of 
govermnent-backed securities and in a financial institution insured by the Federal Deposit Insurance 
Corporation ("FDIC"). Our accounts receivable balances primarily represent amounts due from the 
residential, commercial and industrial customers of our regulated water utility operations as well as 
receivables from our Service Corporation customers. 
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(f) Accounts receivable 

Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful accounts is 
our best estimate of the amount of probable credit losses in our existing accounts receivable, and 
is determined based on historical write-off experience and the aging of account balances. We review the 
allowance for doubtful accounts quarterly. Account balances are written off against the allowance when it 
is probable the receivable will not be recovered. 

(g) Unbilled Revenues 

We read our customer meters on a monthly basis and record revenues based on meter reading 
results. Information from the last meter reading date is used to estimate the value of unbilled revenues 
through the end of the accounting period. Estimates of water utility revenues for water delivered to 
customers but not yet billed are accrued at the end of each accounting period. Actual results could differ 
from those estimates. 

(h) Materials and Supplies 

Inventory is stated at the lower of cost, using the average cost method, or market. 

(i) Deferred Land Costs 

Included in deferred land costs is our Company’s original basis in its undeveloped landholdings 
and any land improvement costs, which are stated at the lower of cost or market. All costs associated 
with real estate and land projects are capitalized and allocated to the project to which the costs relate. 
Administrative labor and the related fringe benefit costs attributable to the acquisition, active 
development and construction of land parcels are capitalized as Deferred Land Costs. No labor and 
benefits were capitalized for the years ended December 31, 2011 and 2010. 

(j) Deferred Charges and Other Assets 

Deferred charges include certain regulatory assets and costs of obtaining debt financing. 
Regulatory assets are amortized over the periods they are recovered through NHPUC-authorized water 
rates. Deferred financing costs are amortized over the term of the related bonds and notes. Our 
Company’s utility subsidiaries have recorded certain regulatory assets in cases where the NHPUC has 
permitted, or is expected to permit, recovery of these costs over future periods. Currently, the regulatory 
assets are being amortized over periods ranging from four to 25 years. Deferred charges and other assets 
as of December 3!, 2011 and 2010 consisted of the following: 

Recovery 
Period 

(in thousands) 	 2011 	 2010 	(in years) 

Regulatory assets: 
Source development charges 	 $ 
Miscellaneous studies 
Sarbanes-Oxley costs 
Unrecovered pension and post-retirement 

benefits expense 
Total regulatory assets 

	

876 	$ 	932 	 5.25 

	

602 	 681 	 4-25 

	

49 	 244 	 5 

	

8j15 	 3.960 	 (1) 

	

9,642 	 5,817 
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Franchise fees and other 	 -- 	 7 
Supplemental executive retirement plan asset 	 692 	 636 	 (1) 

Deferred financing costs 	 3,829 	 4,042 

Total deferred charges and other assets 	$ 	14,163 	$ 	10,502 

We expect to recover these amounts consistent with the anticipated expense recognition of 
these assets. 

(k) Treasury Stack 

Treasury stock held by our Company represents shares that were tendered by employees as 
payment for existing outstanding options. Treasury stock received is recorded at its fair market value 
when tendered. 

(1) Contributions in Aid of Construction ("CL4C") 

Under construction contracts with real estate developers and others, our Company’s utility 
subsidiaries may receive non-refundable advances for the cost of installing new water mains. These 
advances are recorded as CIAC. The utility subsidiaries also record to Plant and CIAC the fair market 
value of developer installed mains and any excess of fair market value over the cost of community water 
systems purchased from developers. The CIAC account is amortized over the life of the property. 

(m)Revenues 

Standard charges for water utility services to customers are recorded as revenue, based upon 
meter readings and contract service, as services are provided. The majority of our Company’s water 
revenues is based on rates approved by the NIIPUC. Estimates of unbilled service revenues are recorded 
in the period the services are provided. Provision is made in the financial statements for estimated 
uncollectible accounts. 

Non-regulated water management services include contract operations and maintenance, and 
water testing and billing services to municipalities and small, privately owned community water systems. 
Contract revenues are billed and recognized on a monthly recurring basis in accordance with agreed-upon 
contract rates. Revenues from unplanned additional work are based upon time and materials incurred in 
connection with activities not specifically identified in the contract, or for which work levels exceed 
contracted amounts. 

Revenues from real estate operations, other than undistributed earnings or losses from equity 
method joint ventures, are recorded upon completion of a sale of real property. Our Company’s real 
estate holdings outside of our regulated utilities are comprised primarily of undeveloped land. 

(n) Investment in Joint Venture 

Southwood uses the equity method of accounting for its investment in a joint venture in which it 
does not have a controlling interest. Under this method, Southwood records its proportionate share of 
losses under "Other, net" in the accompanying Consolidated Statements of Income with a corresponding 
decrease in the carrying value of the investment. See Note 7, "Equity Investment in Unconsolidated 
Company" for further discussion of Southwood’s equity investments. 
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(o)Allowance for Funds Used During Construction ("AFUDC") 

AFUDC represents the estimated debt and equity costs of capital necessary to finance the 
construction of new regulated facilities. AFUDC consists of an interest component and an equity 
component. AFUDC is capitalized as a component of property, plant and equipment and has been 
reported separately in the Consolidated Statements of Income. The AFUDC rate was 7.38% in 2011 and 
2010. The total amounts of AFUDC recorded for the years ended December 31, 2011 and 2010 were as 
follows: 

(in thousands) 	 2011 	 2010 	- 

Debt (interest component 	 $ 	3 	$ 	8 
Equity component 	 3 	 8 

Total AFUDC 	 $ 	$. 	16 

(p)Income Taxes 

Income taxes are recorded using the accrual method and the provision for federal and state 
income taxes is based on income reported in the consolidated financial statements, adjusted for items not 
recognized for income tax purposes. Provisions for deferred income taxes are recognized for accelerated 
depreciation and other temporary differences. A valuation allowance is provided to offset any net 
deferred tax assets if, based upon available evidence, it is more likely than not that some or all of the 
deferred tax assets will not be realized. Investment tax credits previously realized for income tax 
purposes are amortized for financial statement purposes over the life of the property, giving rise to the 
credit. 

(q) Recently IssuedAccounting Standards 

We do not expect the adoption of any recently issued accounting pronouncements to have a 
material impact on our financial condition or results of operations. 

(r) Reclassfications 

Certain Consolidated Balance Sheet amounts as of December 31, 2010 have been reclassified to 
conform to the December 31, 2011 Consolidated Balance Sheet presentation. These reclassifications had 
no effect on total assets or total liabilities and relate to the reclassification of forgivable debt from other 
long-term liabilities to current and long-term debt. The Consolidated Statements of Cash Flows for the 
year ended December 31, 2010 also reflect these reclassifications. 

Note 2 � Post-retirement Benefit Plans 

Pension Plan and Other Post-retirement Benefits 

We have a non-contributory, defined benefit pension plan (the "DB Plan") that covers 
substantially all employees. The benefits are based on years of service and participant compensation 
levels. Our funding policy is to contribute annual amounts that meet the requirements for funding under 
the U.S. Department of Labor’s Pension Protection Act. Contributions are intended to provide not only 
for benefits attributed to service to date but also for those expected to be earned in the future. 

14 

MI-111f,  



We provide post-retirement medical benefits for eligible retired employees through one of two 
plans (collectively referred to as our "OPEB Plans"). For employees who retire on or after the normal 
retirement age of 65, benefits are provided through a post-retirement plan (the "Post-65 Plan"). For 
employees who retire prior to their normal retirement age and who have met certain age and service 
requirements, benefits are provided through a post-employment medical plan (the "Post-employment 
Plan"). Future benefits under the Post-65 Plan increase annually based on the actual percentage of wage 
and salary increases earned from the plan inception date to the normal retirement date. The benefits under 
the Post-employment Plan allow for the continuity of medical benefits coverage at group rates from the 
employee’s retirement date until the employee becomes eligible for Medicare. The OPEB Plans are 
funded from the general assets of our Company. 

Upon retirement, if a qualifying employee elects to receive medical benefits under one of our 
OPEB Plans, we pay a maximum monthly benefit is $293 based on years of service. 

The following table sets forth information regarding our DB Plan and our 0PE13 Plans as of, and 
for the years ended, December 31, 2011 and 2010: 

1)11 Plan 	 OPEB Plans 
as of December 31, 	 as of December 31, 

(in thousands) 2011 	-. 	2010 	 2011 	- 	2010 -  

Projected benefit obligation 	 - 	$ 15,648 	$ 	12,151 	$ 	. 3,975.  . 
Employer contribution 1,032 	 514 	 52 	 42 
Benefits paid, excluding expenses 	 : 	- (252) 	 (227) (52) 
Fair value of plan assets 8,165 	 7,528 	 727 	 734 -. 
Accumulated benefit ob ligation 	-. 	 13,696 	 10,728  
Funded status 	 (7,483) 	 (4,623) 	 3 249 
Net periodic benefit cost : . 	996  

Amounts of the funded status recognized in 
the Consolidated Balance Sheets as of 
December 3 I, 2011 and 2010 consisted of: 
Current liability 	 . 	$ ..-- 	 . 	$ 	. .. 	- 	$ 	(31)  
Non-current liability (7,483) 	 (4,623) 	 (3,218) 	(1,708) 

-4 	RO$ 
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Changes in plan assets and benefit obligations recognized in regulatory assets, for the years 
ended December 31, 2011 and 2010, were as follows: 

DB Plan 	 OPEB Plans 
as of December 31, as of December 31, 

(in thousands) 2011 	 2010 2011 	 2010 

Regulatomy asset balance, beginning of year ’:4,011% 	 3,799 $ 	 (SI) 	$ 68 
Net actuarial loss/(gain) incurred during the year 3,087 	 367 823 (106) 
Prior service cost incurred during the year - 471 -- 
Amortization of prior service cost (49) (22) 
Recognized net actuarial (gain)/loss (191) 	 (155) 
Regulatory assct!Iiahility) balance, end of year $ 	6,907 	$ 	4,011 $ 	1,207 	$ (51) - 

The prior service cost incurred during 2011, as shown in the table above in the amount 
of $471,000, resulted from two changes to the OPEB plans. The Post-65 Plan was changed as of 
January 1, 2011 increasing the basis for current payments, from the lesser of a premium rate or the 
maximum allowable benefit, to the maximum allowable benefit. The resulting increase in a liability of 
$556,000 will be amortized over the future working lifetime of active employees. The Post-employment 
Plan was changed as of January 1, 2011 decreasing the Company’s cost of medical premiums from 100% 
to 89%. The resulting decrease of $85,000 will be amortized over the future working lifetime of active 
employees. 

Amounts recognized in regulatory assets for the DB and OPEB Plans that have not yet been 
recognized as components of net periodic benefit cost of the following at December 31, 2011 and 2010, 
respectively: 

DB _Plan 	 - OPEB_Plans 
asof_December 31,1 	- as of December 31, 

(in thousands) 	 2011 	2010 	2011 	2010 

Net actuarial gainfloss $ .. 6,907 	$ 	4,011 	: $ 	585 	. (251) 
Prior service cost 	 --- 	 - 	 622 	 200 

Regulatory asset $ 	6907 	$ 	4,011 	S 	(s’) 

The key assumptions used to value benefit obligations and calculate net periodic benefit cost for 
our DB and OPEB Plans include the following: 

2011 	2010 

Discount rate for benefit obligations, end of 
	

4.50% 	5.50% 

(a) 	An increase or decrease in the discount rate of 0.5%, would result in a change in the funded status as of 
December 31, 2011, for the DB Plan and the OPEB Plan’s, of approximately $1.3 million and $384,000, 
respectively. 
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The estimated net actuarial loss for our DB Plan that will be amortized in 2012 from the 
regulatory assets into net periodic benefit costs is $367,000. The estimated net actuarial loss and prior 
service cost for our OPEB Plans that will be amortized in 2012 from the regulatory assets into net 
periodic benefit costs is $21,000 and $49,000, respectively. 

In establishing its investment policy, our Company has considered the fact that the DB Plan is a 
major retirement vehicle for its employees and the basic goal underlying the establishment of the policy is 
to provide that the assets of the Plan are invested in accordance with the asset allocation range targets to 
achieve our expected return on Plan assets. Our Company’s investment strategy applies to its OPEB 
Plans as well as the DB Plan. Our expected long-term rate of return on DB Plan and OPEB Plan assets is 
based on the Plans’ expected asset allocation, expected returns on various classes of Plan assets as well as 
historical returns. 

The assets of our Post-65 Plan are held in two separate Voluntary Employee Beneficiary 
Association ("VEBA") trusts. We maintain our VEBA plan assets in directed trust accounts at a 
commercial bank. 

The investment strategy for our DB Plan and our OPEB Plans utilizes several different asset 
classes with varying risk/return characteristics. The following table indicates the asset allocation 
percentages of the fair value of the DB Plan and OPEB Plans’ assets for each major type of plan asset as 
of December 31, 2011 and 2010, as well as the targeted allocation range: 

DB Plan OPEB Plans 
Asset Allocation Asset Allocation 

2011 2010 Range 	2011 --  2010 Range 

Equities 
Fixed income 

61% 
39% 

.67% 
33% 

	

30%-90% 	... 64% 

	

25%- 65% 	36% 
58% 
42% 

30
0

-90%. 
101/o - 40% 

Cash and cash equivalents 
Total 

- 0% 0% 0% - 15% 	 . . 	 0% 	�. 	0% -Un  15% 
100% 	100% 100% 100% 

The DB Plan held 21,000 shares of Pennichuck Corporation common stock as of 
December 31, 2011 and 2010, which is included in Equities in the table above. The fair value of this 
stock as of December 31, 2011 and 2010 was $605,000 and $575,000, respectively. Pennichuck 
Corporation stock held in the Plan represented 7.4% and 7.6% of the total DB Plan assets as of 
December 31, 2011 and 2010, respectively. 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substantially all 
financial instruments, the fair value estimates herein are not necessarily indicative of the amounts that we 
could have realized in a sales transaction for these instruments. The estimated fair value amounts have 
been measured as of year end and have not been reevaluated or updated for purposes of these financial 
statements subsequent to those respective dates. 

Investments in PNNW common stock and mutual funds are stated at fair value by reference to 
quoted market prices. Money market funds are valued utilizing the Net Asset Value per unit based on the 
fair value of the underlying assets as determined by the directed trustee. 
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The DB Plan also holds assets under an immediate participation guarantee group annuity contract 
with a life insurance company. The assets under the contract are invested in pooled separate accounts and 
in a general investment account. The pooled separate accounts are valued based on net asset value per 
unit of participation in the find and have no unfunded commitments or significant redemption restrictions 
at year-end. The value of these units is determined by the trustee based on the current market values of 
the underlying assets of the pooled separate accounts. Therefore, the value of the pooled separate 
accounts is deemed to be at estimated fair value. 

The general investment account is not actively traded and significant other observable inputs are 
not available. The fair value of the general investment account is calculated by discounting the related 
cash flows based on current yields of similar instruments with comparable durations. 

The methods described above may produce a fair value calculation that may not be indicative of 
net realizable value or reflective of future fair values. Furthermore, while the Plan’s management 
believes the valuation methodologies are appropriate and consistent with other market participants, the 
use of different methodologies or assumptions to determine the fair value of certain investments could 
result in a different fair value measurement at the reporting date. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to measure 
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs 
(Level 3 measurements). 

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as 
of December 31, 2011 was as follows: 

(in thousands) 	 Totals 	Level I 	Level 2 	Level 3 

PNNW common stock 605 605 - 
Fixed lncOnie: 

General investment account 1.735 1,735 
Pooled separate aôcounts� 1,451  

Cash and cash equivalents: 
Money market funds 16 -�-- 	16 - 

Total Pension Plan 	 $ 8.165 	$ 605 	5 	5,825 	$ 1 1 735 
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OPEB Plans: 
Mutual funds: 

Balanced/hybrid funds 
U.S. equity securities funds 
International equity funds 
Fixed income funds 

Cash and cash equivalents: 
Money market funds 
Total Post-retirement Plans 

Totals 

$ 	166 $ 	166 
	

$ 	- $ 
239 	 239 

57 	 57 
264 	 264 

S 	727 	S 	72  

S - _8,892 $ 	1,331 	$ 	5,826  

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as 
of December 31, 2010 was as follows: 

(in thousands) Totals 	Level I 	Level 2 	Level 3 

DB Plan: . 
Equities: 

Pooled separate accounts 
PNN\V common stock 575 	 575 	 - 

Fixed Income: . 	. 	 . 
General investment account 1,850 	 - 	 - 	1,850 
Pooled separate accounts 	 646 	 . - 	. 	646 

Cash and cash equivalents: 
Money  
Total Pension Plan 	 $ 7,528 	$ 	575 	$ 	5,103 	$ 	1,850 

’I 

OPEB Plans: 
Mutual funds: 	 .. . 	 . 	. 	. 

Balanced/hybrid hinds 	$ 162 	$ 	162  
U.S. 	 funds equity securities 177 	 177 , 
International equity funds 85 	 85 	 - 
Fixed income funds 	. 309 	 309  

Cash and cash equivalents: 
Money market funds  
Total Post-retirement Plans 	S 734 	S 	733  

Totals 	 $ 8,262: 	$ 	1,308 	$_______ 5,104. 	�$ .1.850 

Level 1: Based on quoted prices in active markets for identical assets. 
Level 2: Based on significant observable inputs. 
Level 3: Based on significant unobservable inputs. 
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The following table presents a year-end reconciliation of DB Plan assets measured and recorded 
at fair value on a recurring basis, using significant unobservable inputs (level 3): 

(in thousands) 
	

2011 	 2010 

In order to satisfy the minimum funding requirements of the Employee Retirement Income 
Security Act of 1974, applicable to defined benefit pension plans, we anticipate that we will contribute 
approximately $1.2 million to the Plan in 2012. 

The following maximum benefit payments, which reflect expected future service, as appropriate, 
are expected to be paid in the years indicated: 

(in thousands) DR Plan OPEB Plans 

78 
2013 422 91 
2014 . 

2015 542 107 
2016. . 679 	 120 
2017-2021 4,537  864 - 

Because we are subject to regulation in the state in which we operate, we are required to maintain 
our accounts in accordance with the regulatory authority’s rules and regulations. In those instances, we 
follow the guidance of ASC 980 ("Regulated Operations"). Based on prior regulatory practice, 
we recorded underfunded DB Plan and OPEB Plan obligations as a regulatory asset and we expect to 
recover those costs in rates charged to customers. 

Defined Contribution Plan 

In addition to the defined benefit plan, we have a defined contribution plan covering substantially 
all employees. Under this plan, our Company matches 100% of the first 3% of each participating 
employee’s salary contributed to the plan. The matching employer’s contributions, recorded as operating 
expenses, were approximately $211,000 and $178,000 for 2011 and 2010, respectively. 

Note 3 - Stock-based Compensation Plan 

Share-based payments to employees from grants of stock options are recognized as compensation 
expense in the consolidated financial statements based on their fair value on the grant date. For purposes 
of calculating the fair value of each stock grant as of the date of grant, our Company uses the 
Black Scholes Option Pricing model. 
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The impact of stock-based compensation on the Consolidated Statements of Income for the years 
ended December 31, 2011 and 2010 was as follows: 

(in thousands) 

Stock-based compensation 
Income taxes 

Stock-based compensatLon, net of tax 

Years Ended December 31, 
2011 	2010 

$ 	109 	$ 	239 

	

44) 	 (96) 
$ 	65 	$ 	143 

The total compensation cost related to non-vested stock option awards was approximately 
$34,000, net of taxas of December 31, 2011. These costs will be recognized the first quarter of 2012. 

We have periodically granted our officers and key employees incentive and non-qualified stock 
options on a discretionary basis pursuant to two stock option plans, the 1995 Stock Option Plan 
(the " 1995 Plan") and the Amended and Restated 2000 Stock Option Plan. On May 6, 2009, our 
shareholders approved an amendment to and restatement of the Amended and Restated 2000 Stock 
Option Plan to also allow for the issuance of restricted stock. As amended and restated, the plan has been 
renamed the 2009 Equity Incentive Plan (the "2009 Plan"). 

The 1995 Plan permits the granting of both incentive stock options and non-qualified stock 
options to employees at a price per share equivalent to the market value at the date of the grant. Options 
become exercisable immediately following the grant and expire ten years from the date of grant. As of 
December 31, 2011, no further shares were available for grant under the 1995 Plan. 

The 2009 Plan provides for the granting of incentive stock options to employees and non-
qualified stock options to employees and directors at a price per share equivalent to the market value at 
the date of the grant. Option grants have varying vesting schedules and expire ten years from the date of 
grant. The 2009 Plan also authorizes the granting of restricted stock awards to employees and directors. 
Originally, there were 500,000 total shares of common stock subject to issuance under the 2009 Plan. As 
of December 31, 2011 and 2010, 111,934 shares remained available for future grant under the 2009 Plan 
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The following table summarizes the activity under the stock option plans for the two-year period 
ended December 31, 2011. 

Average Price 
Number of Shares Price per Share 	per Share 

Options outstanding as of December 31, 2009 222,691 	$ 15.29-22.51 	$ 19.61 
Granted 71,900 20.11-21.14 20.54 
Exercised (26,182) 15.29-22.22 19.80 
Canceled/forfeited  - 
Options outstanding as of December 31, 2010 268,409.’,, 15.29-22.51 19.84 
Granted 
Exercised (28,448) 15.29-21.24 18.81 
Canceled/forfeited -- 
Options outstanding as of December 31, 2011 - 239.961 	$ 17.64-22.51 	$ ___- 19.96 

Exercisableas of December 31, 2010 189,778 	$ 15.29-22.51 	.$ 19.92 

Exercisable  as.of December 31, 2011 	 . 	199,301 	17.64 7 22.51 	20.09 

The following table summarizes information about stock options outstanding and exercisable as 
of December 31, 2011. 

Options Outstanding Options Exercisable 
Weighted Weighted 

Remaining Average Average 
Number contractual Exercise Number Exercise 

Exercise Outstanding Life Price Exercisable Price 
Price As of 12/31/11 (in years) Per Share As 0112/31/11 Per Share 

$ 20.25 1,067 	 0.07 ... 	20.25 	.:1l,067 	$ 20.25 
20.14 19,602 1.76 20’. 14 19.602 20.14 
21.24 20,668 	 2.07 	 21.24 0,668 	 ? 1.24 
19.67 16,935 3.08 19.67 16,935 19.67 
19.51 16,500 3.94 19.51 16,500 19.51 
19.00 40,000 4.64 19.00 40,000 19.00 
12 .22, ’ 6,000 6.52  22.22 6,000 22.22 
22.51 16,200 6.65 22.51 16,200 22.51 
17.64 . 	32,365 7.08 17.64 19,697 17.64 
20.11 40,624 8.08 20.11 12,693 20.11 
21.14 po_ 8.24 21.14  30.000 21.14 

239,961 199,362 
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In accordance with the terms of the Merger Agreement, no options were granted in 2011. The 
weighted average fair value per share of options granted during 2010 was $3.69. The fair value of each 
option grant was estimated on the date of grant using the following assumptions: 

Years Ended December 31, 
2011 	 2010 

Risk-free interest rate 	- 2 58 
Expected dividend 

yield � 	 - 3.41-3.48% 
Expected lives 	 - 5 41 -545 years 
Expected volatility 	- 2537 - 25.4 1% 

Note 4 - Commitments and Contingencies 

Ooeratirw Leases 

We lease our corporate office space as well as certain office equipment under operating lease 
agreements. Total rent expense was approximately $320,000 and $346,000 for the years ended 
December 31, 2011 and 2010, respectively. 

Our remaining non-cancelable lease commitments for our corporate office space and leased 
equipment as of December 31, 2011 were as follows: 

(in thousands) 
	

Amount 

20 12 	 ’ 
2013 	 170 
20l41 ’p 	 4’ ,, 
2015 	 * 
2.016 
Total 	 $ 	473 

Note 5� Shareholder Rights Plan 

On April 20, 2000, our Board of Directors ("Board") adopted a Shareholder Rights Plan ("Rights 
Plan") and declared a dividend of one preferred share purchase right ("Right") for each outstanding share 
of common stock, $1.00 par value. The Rights would have become exercisable in the event that a person 
or group acquired, or commenced a tender or exchange offer to acquire, more than 15% (up to 20% with 
the prior approval of the Board) of our Company’s outstanding common stock. 

Effective October 29, 2010, our Board voted unanimously to extend the expiration date of the 
Rights under the Rights Plan from November 1, 2010 to the date of the 2011 annual meeting of 
our Company’s shareholders, which was held on May 5, 2011 The Board did not propose any further 
extension of the expiration date of the Rights beyond the 2011 annual meeting and, accordingly, the 
Rights expired on May 5, 2011. 

23 

OR 



Note 6� Financial Measurement and Fair Value of Financial Instruments 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substantially all 
financial instruments, the fair value estimates herein are not necessarily indicative of the amounts that we 
could have realized in a sales transaction for these instruments. The estimated fair value amounts have 
been measured as of their respective year ends and have not been reevaluated or updated for purposes of 
these financial statements subsequent to those respective dates. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to measure 
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (Level I measurements) and the lowest priority to unobservable inputs 
(Level 3 measurements). The three levels of fair value hierarchy are as follows: 

Level 1: Based on quoted prices in active markets for identical assets. 

Level 2: Based on significant observable inputs. 

Level 3: Based on significant unobservable inputs. 

An asset or liability’s level within the fair value hierarchy is based on the lowest level of input 
that is significant to the fair value measurement. 

For assets and liabilities measured at fair value on a recurring basis, the fair value measurement 
by levels within the fair value hierarchy used as of December 31, 2011 and 2010 was as follows: 

(in thousands) 	December31, 201! 	Level 	 Level 	 Level 3... 

lntcrcsl rate swap 	$ 	.__ 

(in thousands) December 31,2010 	Level 1 Level 2 Level 3 

.IntereIt rate swap $ 	 .(314) 	$.. 	.- $ 	 (314)_ 

The carrying value of certain financial instruments included in the accompanying Consolidated 
Balance Sheets, along with the related fair value, as of December 31, 2011 and 2010 was as follows: 

2011 	 2010 

Carrying 	Fair 	Carrying 	Fair 
(in thousands) 	 Value 	Value 	Value 	Value 

Liabilities: 
Long-term debt 	 $ 60,533) 	$ (55,169) 	$ 60,871) 	$ (56,465) 
Interest rate swap liability 

 

	

-(8 4) 	(834) 	(314) 	(314) 
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The fair value of long-term debt has been determined by discounting the future cash flows using 
current market interest rates for similar financial instruments of the same duration. The fair value for 
long-term debt shown above does not purport to represent the amounts at which those debt obligations 
would be settled. The fair market value of our interest rate swap represents the estimated cost to 
terminate this agreement as of December 31, 2011 and 2010 based upon the then-current interest rates and 
the related credit risk. 

The carrying values of our Cash and Cash Equivalents, Accounts Receivable and Accounts 
Payable approximate their fair values because of their short maturity dates. The carrying value of our 
CIAC approximates its fair value because it is expected that this is the amount that will be recovered in 
future rates. 

Note 7 - Equity Investment in Unconsolidated Company 

As of December 31, 2011 and 2010, Southwood held a 50 percent ownership interest in a limited 
liability company known as HECOP IV. 1-IECOP IV, whose assets and liabilities are not included in the 
accompanying Consolidated Balance Sheets, owns approximately nine acres of undeveloped land in 
Merrimack, New Hampshire. The remaining ownership interest in HECOP IV is held by John P. Stabile 
H, principal owner of H.J. Stabile & Son, Inc. The short-term cash needs of HECOP IV are expected to 
be funded by its partners on an on-going basis and are not expected to be significant. 

Southwood uses the equity method of accounting for its investment in HECOP IV and 
accordingly, its investment is adjusted for its share of losses. For the years ended December 31, 2011 
and 2010, Southwood’s share of losses from its investment in HECOP IV was approximately $5,000 and 
$7,000, respectively. Southwood’s share of losses is included under "Other, net" in the accompanying 
Consolidated Statements of Income. 

Note 8�Income Taxes 

The components of the federal and state income tax provision as of December 31, 2011 and 2010 
were as follows: 

(in thousands) 
	

2011 	 2010 

J:ederal $ 	2,108 S 	1,937 
State 576 495 
Amortization of invcstment tax credits  

Total $ 	2,651 $ 	2,399 

Current $ 	331 $ 	661 
Deferred 2,320 14738 

Total $ - 2,651 $ 	2,399 
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The following is a reconciliation between the statutory federal income tax rate and the effective 
income tax rate for 2011 and 2010: 

- 2011 	 2010 

Statutory federal rate 34.0% 34.0% 
State tax rate, net of federal benefit 5.6% 5.3% 
Permanent differences (0.3)0/. 0.1 % 
Amortization of investment tax credits (0.5)% (0.6)% 
Other 04% �% 
Effective tax rate 39.2% 38.8% 

The temporary items that give rise to the net deferred tax liability as of December 31, 2011 and 
2010 were as follows: 

(in thousands) 
	

2011 
	

2010 

i...iabilitics: 
Property-related, net 
Pension deferred asset 
Other 

$ 	24,708 	$ 	22,021 

	

2,736 	 1,589 

	

1,765 	 1,116 

otal liabilities 	 29,209 	.. 	24,726 

Assets: 
Pension accrued liability 	 RA 	10-64-1’1,831 
Federal net operating loss carrylorward 	 991 	 862 
Alternative minimum tax credit 	 .384  
Nil Business Enterprise Tax credits 	 161 
Other 	 3,433_ 	..j 	: 	2,318 

Total assets 	 7.772 	 5,546 

In determining the income reported in our consolidated financial statements, all merger-related 
costs, which totaled approximately $832,000 in the aggregate as of December 31, 2011, have been 
expensed as incurred. Furthermore, based upon the nature and timing of such costs and without assuming 
that the planned merger will be completed, we have elected to treat such costs as timing differences in 
determining the provision for income taxes in our consolidated financial statements. Accordingly, we 
have recorded an income tax expense benefit for such costs in the same periods in which such costs have 
been incurred and recorded. Subsequent to year-end, the merger was completed; as a result, these costs 
may no longer be deductible and would be capitalized as part of the merger consideration. 

We had a federal net operating loss in 2009 in the amount of approximately $4.1 million with an 
estimated balance remaining to carry forward to 2012 in the amount of approximately $2.9 million. The 
net operating loss can be carried forward until the year 2029. The benefit of the net operating loss carried 
forward is approximately $991,000 and is included in deferred income taxes in the Consolidated Balance 
Sheet as of December 31, 2011. 

As of December 31, 2011, we estimated approximately $384,000 of cumulative federal 
alternative minimum tax credits that may be carried forward indefinitely as a credit against our regular tax 
liability. 
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Investment tax credits resulting from utility plant additions are deferred and amortized. The 
unamortized investment tax credits are being amortized through the year 2033. 

We had a regulatory liability related to income taxes of approximately $868,000 and $890,000 as 
of December 31, 2011 and 2010, respectively. This represents the estimated future reduction in revenues 
associated with deferred taxes which were collected at rates higher than the currently enacted rates and 
the amortization of deferred investment tax credits. 

We made a review of our portfolio of uncertain tax positions. In this regard, an uncertain tax 
position represents our expected treatment of a tax position taken in a filed tax return, or planned to be 
taken in a future tax return, that has not been reflected in measuring income tax expense for financial 
reporting purposes. As a result of this review, we determined that we had no material uncertain tax 
positions. We will use tax planning strategies, if required and when possible, to avoid the expiration of 
any future net operating loss and/or tax credits. 

We file income tax returns in the U.S. federal jurisdiction, the State of New Hampshire and the 
Commonwealth of Massachusetts. Our 2008 and 2010 tax years remain subject to examination by the 
Internal Revenue Service. Our tax year 2009 was audited by the Internal Revenue Service and the year 
was closed with no changes. Our 2007 through 2010 tax years remain subject to examination by the state 
jurisdictions. 

Our practice is to recognize interest and/or penalties related to income tax matters in "Other, Net" 
in the Consolidated Statements of Income. We recorded such interest and/or penalties during the years 
ended December 31, 2011 and 2010 in the amounts of approximately $0 and $0, respectively. 

Note 9�Debt 

Long-term debt as of December 31, 2011 and 2010 consisted of the following: 

(in thousands) 
	

2011 	2010 

Unsecured senior notes payable due to an insurance company: 
7.40%, due March I, 2021 $ 	6,000 $ 	6,400 

Unsecured Business Finance Authority: 
Revenue Bond (2005 Series BC-4), 5.375%, due October 1, 2035 12.140 12,290 
Revenue Bond (2005 Series BC-3), 5.00%, due April 1,2018 7,500 7,500 
Revenue Bond (2005 Series A), 4.70%, due October 1, 2035 12,125 12,125 
Revenue Bond (Series 2005A), 4.70%, due January 1, 2035 1,810 1,810 
Revenue Bond (Series 200513), 4.60%, due January 1, 2030 2,320 2,325 
Revenue Bond (Series 2005C), 4.50%, due January 1, 2025 1,175 1,180 
Revenue Bond (Series 20051)). 4.50%, due January 1, 2025 950 1,000 

’"’B"ond, 1997, 6.%, due May 1,2022 Revenue 	30 3,200 3,400 
Unsecured notes payable to bank, floating-rate, due March 1,2030 4,223 4,384 
Unsecured New Hampshire State Revolving Fund ("SRF") notes 9,378 - 8,757 

Total long-term debt 60.821 61,171 
Less current portion (1,096) (1,062) 
E..css original issue discount - -_288L 

Total Iong-tenn debt, net of current portion $ 	59.437 $ 	59.809 
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SRF notes are due through 2031 at interest rates ranging from 1% to 4.488%. These notes are payable in 
120 to 240 consecutive monthly installments of principal and interest. The 1% rate applies to construction 
projects still in process until the earlier of (I) the date of substantial completion of the improvements, or 
(ii) various dates specified in the note (such earlier date being the interest rate change date). Commencing 
on the interest rate change date, the interest rate changes to the lower of (i) the rate as stated in the note or 
(ii) 80% of the established II General Obligations Bond Index published during the specified time period 
before the interest rate change date. 

The aggregate principal payment requirements subsequent to December 31, 2011 are as follows: 

(in thousands) 
	

Amount 

2012 $ 	1,096 
2013 1,097 
2014. 1 : 	1,108 
2015 1.122 
2016 1,136 
2017 and thereafter 55,262 - 

Total $ 	60,82 I - 

Certain covenants (as described below) in Pennichuck Water’s and Pennichuck East’s loan 
agreements and in our Bank of America revolving credit loan agreement effectively restrict our ability to 
upstream dividends from Pennichuck Water and Pennichuck East, as well as pay dividends to our 
shareholders. 

Several of Pennichuck Water’s loan agreements contain a covenant that prevents Pennichuck 
Water from declaring dividends if Pennichuck Water does not maintain a minimum net worth of 
$4.5 million. As of December 31, 2011 and 2010, Pennichuck Water’s net worth was $54.4 million and 
$53.1 million, respectively. 

One of Pennichuck East’s loan agreements contains a covenant that prevents Pennichuck East 
from declaring dividends if Pennichuck East does not maintain a minimum net worth of $1.5 million. As 
of December 31, 2011 and 2010, Pennichuck East’s net worth was $6.5 million and $7.0 million, 
respectively. Another one of Pennichuck East’s loan agreements contains an issuance covenant that 
requires Pennichuck East to maintain an Earnings Available for Interest ratio of at least 1.5 to 1.0. 
Pennichuck East was not in compliance with this covenant as of December 31, 2011 and is not permitted 
to issue any new debt until such time that it passes this covenant. 

Our Bank of America revolving credit loan facility contained a covenant that required our 
Company to maintain a minimum consolidated tangible net worth of $46.4 million ($37.0 million plus 
equity proceeds subsequent to December 2007). As of December 31, 2011, our consolidated tangible net 
worth was $56.9 million. This revolving credit facility terminated in accordance with its terms on 
January 25, 2012 upon consummation of the merger. 

28 

394 



Our short-term borrowing activity for the years ended December 31, 2011 and 2010 were: 

(in thousands) 
	

2011 
	

2010 

Established line at year end 
Maximum amount outstanding during year 
Average amount outstanding during year 
Amount outstanding at year end1.
Weighted average interest rate during year 
Interest rate at year end 

In addition, Pennichuck East has a $1.5 million revolving credit facility with a bank which was 
established on February 9, 2010. Borrowings under this facility are subject to variable interest rates equal 
to either a quoted rate at the time of any borrowings or LIBOR rates plus 1.75%, based upon the 
timeframe for which monies are borrowed, ranging from 30 days to nine months in duration. This facility 
matured on February 9, 2012, and no borrowings have been made against this facility during its existence. 

As of December 31, 2011 and 2010, we had a $4.2 million and $4.4 million, respectively, interest 
rate swap which qualifies as a derivative. This financial derivative is designated as a cash flow hedge. 
This financial instrument is used to mitigate interest rate risk associated with our outstanding $4.2 million 
and $4.4 million loan which has a floating interest rate based on the three-month London interbank 
Offered Rate ("LIBOR") plus 1.75% as of December 31, 2011 and 2010, respectively. The combined 
effect of the LIBOR-based borrowing formula and the swap produces an "all-in fixed borrowing cost" 
equal to 5.95%. The fair value of the financial derivative, as of December 31, 2011 and 2010, included in 
our Consolidated Balance Sheets under "Deferred credits and other reserves" as "Other liabilities" was 
$834,000 and $314,000, respectively. Changes in the fair value of this derivative were deferred in 
accumulated other comprehensive loss. 

Swap settlements are recorded in the income statement with the hedged item as interest 
expense. During the twelve months ended December 31, 2011 and 2010, $168,000 and $145,000, 
respectively, was reclassified pre-tax from accumulated other comprehensive loss to interest expense as a 
result of swap settlements. We expect to reclassify approximately $150,000, pre-tax, from accumulated 
other comprehensive loss to interest expense as a result of swap settlements, over the next twelve months. 

Note 10� Subsequent Events 

Merger with the City of Nashua, New Hampshire 

On January 25, 2012, the City completed its acquisition of all of the outstanding voting securities 
of our Company in a merger transaction pursuant to the Merger Agreement dated as of 
November 11, 2010 between our Company and the City. The Merger Agreement provided for the 
purchase of all the outstanding common stock and common stock equivalents of our Company for 
$29.00 per share, or approximately $138 million in cash, of which approximately $2.2 million related to 
238,894 stock options outstanding as of the transaction date. 

Sale of land 

On January 24, 2012, Southwood sold 38.26 acres of undeveloped land that it owned in 
Nashua, New Hampshire for $2.2 million resulting in an estimated gain of approximately $1.9 million. 
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Pennichuck Corporation and Subsidiaries 

Management’s Report on Internal Control Over Financial Reporting 

Management of Pennichuck Corporation (the "Company") is responsible for establishing and 
maintaining adequate internal control over financial reporting. Internal control over financial reporting is 
a process designed to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over financial reporting includes those policies and 
procedures that 

(1) pertain to the maintenance of records that in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the Company; 

(2) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in accordance with generally accepted 
accounting principles, and that receipts and expenditures of the Company are 
being made only in accordance with authorizations of management and the Board 
of Directors of the Company; and 

(3) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the Company’s assets that could 
have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to 
the risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate. 

In assessing the effectiveness of internal control over financial reporting, management used the 
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission ("COSO") 
in Internal Control-Integrated Framework. As a result of management’s assessment and based on the 
criteria in the framework, management has concluded that, as of December 31, 2010, the Company’s 
internal control over financial reporting was effective. 

The Company’s independent registered public accounting firm, ParenteBeard LLC, has issued an 
attestation report on the effectiveness of the Company’s internal control over financial reporting. Their 
report appears on the following page. 

Is! Duane C. Montopoli 	 /s! Thomas C. Leonard 

Duane C. Montopoli 
	

Thomas C. Leonard 
President and Chief Executive Officer 	Senior Vice President and Chief Financial Officer 

March 4, 2011 
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Report of Independent Registered Public Accounting Firm 

Board of Directors and Shareholders 
Pennichuck Corporation 

We have audited Pennichuck Corporation’s (the "Company") internal control over financial 
reporting as of December 31, 2010, based on criteria established in Internal Control-Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 
Pennichuck Corporation’s management is responsible for maintaining effective internal control over 
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, 
included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our 
responsibility is to express an opinion on the Company’s internal control over financial reporting based 
on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained in 
all material respects. Our audit of internal control over financial reporting included obtaining an 
understanding of internal control over financial reporting, assessing the risk that a material weakness 
exists, and testing and evaluating the design and operating effectiveness of internal control based on the 
assessed risk. Our audit also included performing such other procedures as we considered necessary in 
the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

An entity’s internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with accounting principles generally accepted in the United States of 
America. An entity’s internal control over financial reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the entity; (2) provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the entity are being made only in 
accordance with authorizations of management and directors of the entity; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
entity’s assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to 
the risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate. 

In our opinion,, Pennichuck Corporation maintained, in all material respects, effective internal 
control over financial reporting as of December 31, 2010, based on criteria established in Internal 
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 
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We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheets and the related statements of income, 
shareholders’ equity, comprehensive income, and cash flows of Pennichuck Corporation, as well as the 
financial statement schedules listed in the accompanying index, and our report dated March 4, 2011 
expressed an unquali tied opinion. 

A/ ParenteBeard LLC 

Reading, Pennsylvania 

M0eh.4, 2011   

45 

401 



Report of Independent Registered Public Accounting Firm 

Board of Directors and Shareholders 
Pennichuck Corporation 

We have audited the accompanying consolidated balance sheets of Pennichuck Corporation (the 
"Company") as of December 31, 2010 and 2009, and the related consolidated statements of income, 
shareholders’ equity, comprehensive income, and cash flows for each of the years in the three-year period 
ended December 31, 2010. In connection with our audits of the consolidated financial statements, we 
have also audited the financial statement schedules listed in the accompanying index. These consolidated 
financial statements and financial statement schedules are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these consolidated financial statements and 
financial statement schedules based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Pennichuck Corporation as of December 31, 2010 and 2009, and the 
results of its operations and its cash flows for each of the years in the three-year period ended December 
31, 2010, in conformity with accounting principles generally accepted in the United States of America. 

Also, in our opinion, the financial statement schedules, when considered in relation to the basic 
consolidated financial statements taken as a whole, present fairly, in all material respects, the information 
set forth therein. 

We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), Pennichuck Corporation’s internal control over financial reporting as of 
December 31, 2010, based on criteria established in Internal Control�Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated 
March 4, 2011 expressed an unqualified opinion. 

Is! ParenteBeard LLC 

Reading, Pennsylvania 
March 4, 2011 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(in thousands, except share data) 

As of December 31, 
2010 	 2009 

TOThL��SSETS 	 $ 	181,601 	$ 	177.605 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS - CONTINUED 

(in thousands, except share data) 

in Aid of Construction 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICITUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME 

(in thousands, except share and per share data) 

Years Ended December 31, 
2010 	2009 	2008 

Income Before Provision for Income Taxes 	 &180 	MV5. 	7-44 

4,697,221 	4,294,013 	4,266, 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 

(in thousands, except share and per share data) 

Accumulated 

Additional 	 Other 

Common Stock 	 paid ’in 	Retained 	(omprehcncn e 	rrcasui, 

for net loss realized in net 
income, net of tax benefit 

120 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY - CONTINUED 

(in thousands, except share and per share data) 

Accumulated 
’Additional 	 Other 

Common Stock 	Paid in 	Retained 	ComprehcnMvc 	Treason 

4, 677, 105 	$ 4,677 	$ 41312 	$ 10,488 	$ 	(189) 	$ (138) I)c.u..mhcr 31 2(110 

 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHIJCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(in thousands) 

Years Ended December 3 
2010 	 2009 	 2008 

The accompanying notes are an integral part of these consolidated financial statements. 
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rchase of property, plant and equipment, 
including debt component of allowance for 

PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(in thousands) 

Years Ended December 31, 
2010 	2009 	2008 

Equity component of allowance for funds used 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED 

(in thousands) 

Years Ended December 3 

Cash and cash equivalents, end of year 	 $ 	2,383 	$1,570 	$ 	1,096 

Supplemental disclosure on cash flow and non-cash items for the three years ended 
December 31,2010,2009 and 2008 is presented below. 

(inthłusands 	 2010 2009 __. .2008 

$ 	680 	$346 	$943 

The accompanying notes are an integral part of these consolidated financial statements. 
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PENNICHUCK CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1�Description of Business, Acquisition of Company and Summary of Significant Accounting 
Policies 

The terms "we," "our," "our Company," and "us" refer, unless the context suggests otherwise, to 
Pennichuck Corporation (the "Company") and its subsidiaries, Pennichuck Water Works, Inc. 
("Pennichuck Water"), Peimichuck East Utility, Inc. ("Pennichuck East"), Pittsfield Aqueduct Company, 
Inc. ("Pittsfield Aqueduct"), Pennichuck Water Service Corporation ("Service Corporation") and The 
Southwood Corporation ("Southwood"). 

Description of Business: 

We are an investor-owned holding company headquartered in Merrimack, New Hampshire. We 
have five wholly-owned operating subsidiaries: Pennichuck Water, Pennichuck East, and Pittsfield 
Aqueduct (collectively referred to as our "Company’s utility subsidiaries"), which are involved in 
regulated water supply and distribution to customers in New Hampshire; Service Corporation which 
conducts non-regulated water-related services; and Southwood which owns several parcels of 
undeveloped land. 

Our Company’s regulated water utility subsidiaries are engaged principally in the collection, 
storage, treatment and distribution of potable water to approximately 33,800 customers throughout the 
State of New Hampshire. The utility subsidiaries, which are regulated by the New Hampshire Public 
Utilities Commission (the "NHPUC"), are subject to the provisions of Accounting Standards Codification 
("ASC") Topic 980 "Regulated Operations." 

Acquisition of Company: 

On November Ii, 2010, the City of Nashua (the "City") and the Company entered into a Merger 
Agreement pursuant to which the City will, subject to a number of conditions precedent and 
contingencies, purchase all of the outstanding common stock and common stock equivalents of 
Pennichuck Corporation for $29.00 per share, or approximately $138 million, in cash. Pursuant to the 
terms of the Settlement Agreement that was entered into contemporaneously with the Merger Agreement, 
the Company and the City have agreed that the eminent domain proceeding between them shall be 
dismissed in its entirety upon any termination of the Merger Agreement. 

The merger is subject to approval by, (i) the holders of not less than two-thirds of our outstanding 
shares of common stock and, (ii) the NHPUC. The City’s obligation to complete the transaction is 
subject to (a) there being no approval conditions imposed by the NI-IPUC in approving the merger that 
would materially adversely affect the City’s expected economic benefits from the transaction, and (b) the 
City’s ability to obtain appropriate financing after all other conditions precedent have been met. 

The initial scheduling hearing of the NI-IPUC occurred on February 24, 2011. Final hearings on 
the matter are scheduled for July 27 through July 29, 2011. We are unable to predict if, or when, the 
closing will occur but we believe it is not likely to occur prior to the fourth quarter of 2011. 
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Summary of Significant Accounting Policies: 

(a) Basis of Presentation 

The accompanying consolidated financial statements include the accounts of our Company and its 
wholly-owned subsidiaries. All significant intercompany transactions have been eliminated in 
consolidation. 

(b) Use of Estimates in the Preparation of Financial Statements 

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

(c) Property, Plant and Equipment 

Property, plant and equipment, which includes principally the water utility assets of our 
Company’s utility subsidiaries, is recorded at cost plus an allowance for funds used during construction 
on major, long-term projects and includes property funded with contributions in aid of construction. The 
provision for depreciation is computed on the straight-line method over the estimated useful lives of the 
assets which range from 5 to 91 years. The average composite depreciation rate was 2.5% in 2010 and 
2009 and 2.6% in 2008. The components of property, plant and equipment as of December 31, 2010 and 
2009 were as follows: 

Useful 
Lives 

(in 
(in thousands) 	 2010 	 2009 	 Years):-- 
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Maintenance, repairs and minor improvements are charged to expense as incurred. Improvements 
which significantly increase the value of property, plant and equipment are capitalized. 

(d) Cash and Cash Equivalents 

Cash and cash equivalents generally consist of cash, money market funds and other short-term 
liquid investments with original maturities of three months or less. 

(e) Concentration of Credit Risks 

Financial instruments that subject our Company to credit risk consist primarily of cash and 
accounts receivable. Our cash balances are invested in a money market fund consisting of government-
backed securities and a financial institution insured by the Federal Deposit insurance Corporation 
("FDIC"). Occasionally, our cash balance with this financial institution may exceed FDIC limits. Our 
accounts receivable balances primarily represent amounts due from the residential, commercial and 
industrial customers of our regulated water utility operations as well as receivables from our Service 
Corporation customers. 

(9 Accounts receivable 

Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful accounts is 
our best estimate of the amount of probable credit losses in our existing accounts receivable, and is 
determined based on historical write-off experience and the aging of account balances. We review the 
allowance for doubtful accounts quarterly. Account balances are written off against the allowance when it 
is probable the receivable will not be recovered. 

(g) Unbiled Revenue 

We read our customer meters on a monthly basis and record revenues based on meter reading 
results. Information from the last meter reading date is used to estimate the value of unbilled revenues 
through the end of the accounting period. Estimates of water utility revenues for water delivered to 
customers but not yet billed are accrued at the end of each accounting period. Actual results could differ 
from those estimates. 

(Is) Materials and Supplies 

Inventory is stated at the lower of cost, using the average cost method, or market. 

(s) Deferred Land Costs 

Included in deferred land costs is our Company’s original basis in its remaining undeveloped 
landholdings and any land improvement costs, which are stated at the lower of cost or market. All costs 
associated with real estate and land projects are capitalized and allocated to the project to which the costs 
relate. Administrative labor and the related fringe benefit costs attributable to the acquisition, active 
development and construction of land parcels are capitalized as Deferred Land Costs. No labor and 
benefits were capitalized for the years ended December 31, 2010 and 2009. 
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7) Deferred Charges and Other Assets 

Deferred charges include certain regulatory assets and costs of obtaining debt financing. 
Regulatory assets are amortized over the periods they are recovered through NHPUC-authorized water 
rates. Deferred financing costs are amortized over the term of the related bonds and notes. Our 
Company’s utility subsidiaries have recorded certain regulatory assets in cases where the NI-IPUC has 
permitted, or is expected to permit, recovery of these costs over future periods. Currently, the regulatory 
assets are being amortized over periods ranging from 4 to 25 years. Deferred charges and other assets as 
of December 31, 2010 and 2009 consisted of the following: 

Recovery 
Period 

(in thousands) 
	

2010 	 2009 	(in years) 

MJ 

We expect to recover the deferred pension and other postretirement amounts consistent with 
the anticipated expense recognition of the pension and other postretirement costs. 

(k) Treasury Stock 

Treasury stock held by our Company represents shares that were tendered by employees as 
payment for existing outstanding options. Treasury stock received is recorded at its fair market value 
when tendered. 

(1) Contributions in Aid of Construction ("CIAC") 

Under construction contracts with real estate developers and others, our Company’s utility 
subsidiaries may receive non-refundable advances for the cost of installing new water mains. These 
advances are recorded as CIAC. The utility subsidiaries also record to Plant and CIAC the fair market 
value of developer installed mains and any excess of fair market value over the cost of community water 
systems purchased from developers. The CIAC account is amortized over the life of the property. 

(m) Revenue 

Standard charges for water utility services to customers are recorded as revenue, based upon 
meter readings and contract service, as services are provided. The majority of our Company’s water 
revenues are based on rates approved by the NHPUC. Estimates of unbilled service revenues are 
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recorded in the period the services are provided. Provision is made in the financial statements for 
estimated uncoUectible accounts. 

Non-regulated water management services include contract operations and maintenance, and 
water testing and billing services to municipalities and small, privately owned community water systems. 
Contract revenues are billed and recognized on a monthly recurring basis in accordance with agreed-upon 
contract rates. Revenue from unplanned additional work is based upon time and materials incurred in 
connection with activities not specifically identified in the contract, or for which work levels exceed 
contracted amounts. 

Revenues from real estate operations, other than undistributed earnings or losses from equity 
method joint ventures, are recorded upon completion of a sale of real property. Our Company’s real 
estate holdings outside of our regulated utilities are comprised primarily of undeveloped land. 

(n) Investment in Joint Venture 

Southwood uses the equity method of accounting for its investments in joint ventures in which it 
does not have a controlling interest. Under this method, Southwood records its proportionate share of 
earnings or losses which are included under "Net (loss) earnings from investments accounted for under 
the equity method" with a corresponding increase or decrease in the carrying value of the investment. 
The investment is reduced as cash distributions are received from the joint ventures. See Note 7, "Equity 
Investments in Unconsolidated Companies" for further discussion of Southwood’s equity investments. 

(o)Allowance for Funds Used During Construction ("AFUDC") 

AFUDC represents the estimated debt and equity costs of capital necessary to finance the 
construction of new regulated facilities. AFUDC consists of an interest component and an equity 
component. AFUDC is capitalized as a component of property, plant and equipment and has been 
reported separately in the consolidated statements of income. The AFIJDC rate was 7.38% in 2010 and 
8% in 2009 and 2008. The total amounts of AFUDC recorded for the years ended December 31, 2010, 
2009 and 2008 were as follows: 

(in thousands) 	 2010 	 2009 	 2008 

intercst) cmiu-." 	 ’.- 

Euuitv ComoOncut 	 65 

(p) Income Taxes 

Income taxes are recorded using the accrual method and the provision for federal and state 
income taxes is based on income reported in the consolidated financial statements, adjusted for items not 
recognized for income tax purposes. Provisions for deferred income taxes are recognized for accelerated 
depreciation and other temporary differences. A valuation allowance is provided to offset any net 
deferred tax assets if, based upon available evidence, it is more likely than not that some or all of the 
deferred tax assets will not be realized. Investment tax credits previously realized for income tax 
purposes are amortized for financial statement purposes over the life of the property, giving rise to the 
credit. 
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(qJ  Earnings Per Share 

Basic net income per share is computed using the weighted average number of common shares 
outstanding for a period. Diluted net income per share is computed using the weighted average number of 
common and dilutive potential common shares outstanding for the period. For the years ended 
December 31, 2010, 2009 and 2008, dilutive potential common shares consisted of outstanding stock 
options. 

The dilutive effect of outstanding stock options is computed using the treasury stock method. 
Calculations of the basic and diluted net income per common share and potential common share for the 
years ended December 31, 2010, 2009 and 2008 were as follows: 

(in thousands, except share and per share data) 	2010 	 2009 	 2008 

The following table lists the number of options to purchase shares of common stock that was not 
included in the computation of diluted earnings per share for the years ended December 31, 2010, 2009 
and 2008 because their effect would have been antidilutive. 

2010 	 2009 	 2008 

(r) Recently Issued Accounting Standards 

We do not expect the adoption of any recently issued accounting pronouncements to have a 
material impact on our financial condition or results of operations. 
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W Reclassifications  

Certain Consolidated Balance Sheet amounts as of December 31, 2009 have been reclassified to 
conform to the December 31, 2010 Consolidated Balance Sheet presentation. These reclassifications had 
no effect on total current liabilities and relate to the reclassification of accrued wages and payroll 
withholding. 

Note 2�I’ostretirement Benefit Plans 

Pension Plan and Other Postretirement Benefits 

We have a non-contributory, defined benefit pension plan (the "DB Plan") that covers 
substantially all employees. The benefits are formula-based, giving consideration to both past and future 
service as well as participant compensation levels. Our funding policy is to contribute annual amounts 
that meet the requirements for funding under Section 404 of the Internal Revenue Code and the Pension 
Protection Act. Contributions are intended to provide not only for benefits attributed to service to date 
but also for those expected to be earned in the future. 

We provide postretirement medical benefits for eligible retired employees through one of two 
plans (collectively referred to as our "OPEB Plans"). For employees who retire on or after the normal 
retirement age of 65, benefits are provided through a postretirement medical plan (the "Post-65 Plan"). 
For employees who retire prior to their normal retirement age and who have met certain age and service 
requirements, benefits are provided through a postemployment medical plan (the "Post-employment 
Plan"). Future benefits under the Post-65 Plan increase annually based on the actual percentage of wage 
and salary increases earned from the plan inception date to the normal retirement date. The benefits under 
the Post-employment Plan allow for the continuity of medical benefits coverage at group rates from the 
employee’s retirement date until the employee becomes eligible for Medicare. The Post-employment 
Plan is funded from the general assets of our Company. 

Upon retirement, if a qualifying employee elects to receive medical benefits under one of our 
OPEB plans, we pay his or her monthly premium, up to a maximum allowable benefit based on eligibility 
and years of service. The current maximum monthly benefit is $285. Upon request, the spouse of the 
covered former employee may also remain on our group medical plan provided that person’s entire 
monthly premium is reimbursed to us. 
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The following table sets forth the funded status of our DB Plan and our OPEB Plans as of 
December 31, 2010 and 2009, respectively: 

Dli Plan 	 OPEB Plans 

as of December 31, 	 as of December 31, 

(inthotsaæds 	 .. 	2010 	 2009 	 2010 	 2009 

Changes in plan assets and benefit obligations recognized in regulatory assets, for the years ended 
December 31, 2010 and 2009, were as follows: 

D13..Plan 	 OPEB Plans 

as. 	31, 	. . 	as:f Decefliber 31, 
2010 . 	2009 	 2010 	 2009 
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Amounts recognized in regulatory assets for the DB and OPEB Plans that have not yet been 
recognized as components of net periodic benefit cost of the following at December 31, 2010 and 2009, 
respectively: 

DB Plan 	 OPEB Plans 

	

as of December 31, 	 as. of December 31, 
(in thousands) 	 2010 	 2009 	 2010 	 2009 

-- 
- 

The key assumptions used to value benefit obligations and calculate net periodic benefit cost for 
our DB and OPEB Plans include the following: 

	

2010 	2009 	2008 

(a) an increase or decrease in the discount rate of 0.5%, would result in a change in the funded status as of 
December 31, 2010, for the DB Plan and the OPEB Plan’s ;  of approximately $1.0 million and $200,000, 
respectively 

(b) applicable only to the OPEB Plans 
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The components of net DB Plan costs and OPEB Plan costs were as follows: 

DB Plan 	 OPEB Plans 

Year Ended December 31, 	Year Ended December 31, 
(in thousands) 	 2010 	2009 	2008 	2010 	2009 	2008 

Interest cost on projected beccfit 

The estimated net actuarial loss and prior service cost for our DB Plan that will be amortized in 
2011 from the regulatory assets into net periodic benefit costs are $176,000 and $0, respectively. 

The estimated net actuarial gain and prior service cost for our OPEB Plans that will be amortized 
in 2011 from the regulatory assets into net periodic benefit costs is $13,000 and $22,000, respectively. 

The projected benefit obligation, the accumulated benefit obligation and the fair value of plan 
assets for the DB Plan as of December 31, 2010 and 2009 were as follows: 

(in thousands) 	 2010 	2009 

In establishing its investment policy, our Company has considered the fact that the DB Plan is a 
major retirement vehicle for its employees and the basic goal underlying the establishment of the policy is 
to provide that the assets of the Plan are invested in accordance with the asset allocation range targets to 
achieve our expected return on Plan assets. Our Company’s investment strategy applies to its OPEB 
Plans as well as the DB Plan. Our expected long-term rate of return on DB Plan and OPEB Plan assets is 
based on the Plans’ expected asset allocation, expected returns on various classes of Plan assets as well as 
historical returns. 

A one percent change in the assumed health care cost trend rate would not have had a material 
effect on the Post-65 Plan cost or the accumulated Post-65 Plan benefit obligation in 2010. 
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The assets of our Post-65 Plan are held in two separate Voluntary Employee Beneficiary 
Association ("VEBA") trusts. We maintain our VEBA plan assets in directed trust accounts at a 
commercial bank. 

The investment strategy for our DB Plan and our OPEB Plans utilizes several different asset 
classes with varying risk/return characteristics. The following table indicates the asset allocation 
percentages of the fair value of the DB Plan and OPEB Plans’ assets for each major type of plan asset as 
of December 31, 2010 and 2009, as well as the targeted allocation range: 

DB Plan 	 OPEB Plans 
Asset Allocation 	 Asset Allocation 

2010 	2009 	Range 	2010 	2009 	Range 

The DB Plan held 21,000 shares of Pennichuck Corporation common stock ("PNNW") as of 
December 31, 2010 and 2009, which is included in Equities in the table above. The fair value of this 
stock as of December 31, 2010 and 2009 was $575,000 and $444,000, respectively. Pennichuck 
Corporation stock held in the Plan represents 7.6% and 6.9% of the total DB Plan assets as of 
December 31, 2010 and 2009, respectively. 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substantially all 
financial instruments, the fair value estimates herein are not necessarily indicative of the amounts that we 
could have realized in a sales transaction for these instruments. The estimated fair value amounts have 
been measured as of year end and have not been reevaluated or updated for purposes of these financial 
statements subsequent to those respective dates. 

Investments in PNNW common stock and mutual funds are stated at fair value by reference to 
quoted market prices. Money market funds are valued utilizing the Net Asset Value per unit based on the 
fair value of the underlying assets as determined by the directed trustee. 

The DB Plan also holds assets under an inimediate participation guarantee group annuity contract 
with a Life Insurance Company. The assets under the contract are invested in pooled separate accounts 
and in a general investment account. The pooled separate accounts are valued based on net asset value 
per unit of participation in the fund and have no unfunded commitments or significant redemption 
restrictions at year-end. The value of these units is determined by the trustee based on the current market 
values of the underlying assets of the pooled separate accounts. Therefore, the value of the pooled 
separate accounts is deemed to be at estimated fair value. A detailed description of each category of 
underlying assets within the pooled separate accounts is as follows as of December 31, 2010 and 2009: 

Growth funds accounted for $2.3 million, or 46%, of the fair value of the pooled separate 
accounts at December 31, 2010 and $2.0 million, or 48%, of the fair value of the pooled separate 
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accounts at December 31, 2009. Growth funds objectives are for capital appreciation and current 
income. These investment accounts invest in mutual funds which have a readily available market 
price. 

Fixed income funds accounted for $811,000, or 16%, of the fur value of the pooled separate 
accounts at December 31, 2010 and $613,000, or 14%, of the fair value of the pooled separate 
accounts at December 31, 2009. Fixed income funds objectives are for long-term rates of return 
consistent with preserving capital. These investment accounts invest in mutual funds which have 
a readily available market price. One of the funds in this category, SSGA Pass Bond H, invests in 
bond funds. 

� Value funds accounted for $2.0 million, or 38%, of the fair value of the pooled separate accounts 
at December 31, 2010 and $1.6 million, or 38%, of the fair value of the pooled separate accounts 
at December 31, 2009. Value funds objectives are for total return and capital appreciation. These 
investment accounts invest in mutual funds which have a readily available market price. 

The general investment account is not actively traded and significant other observable inputs are 
not available. The fair value of the general investment account is calculated by discounting the related 
cash flows based on current yields of similar instruments with comparable durations. 

The methods described above may produce a fair value calculation that may not be indicative of 
net realizable value or reflective of future fair values. Furthermore, while the Plan’s management 
believes the valuation methodologies are appropriate and consistent with other market participants, the 
use of different methodologies or assumptions to determine the fair value of certain investments could 
result in a different fair value measurement at the reporting date. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to measure 
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (Level I measurements) and the lowest priority to unobservable inputs (Level 
3 measurements). 

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as 
of December 31, 2010 was as follows: 

(in thousands) 	 Totals 	Level 1 	Level 2 	Level 3 
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Mutual funds: 
ft, wom 

U.S. equity,  securities funds 	 177 	 177 	 - 	 - 

	

309 	 309 	 - 

market funds 	 1. 	 - 	 1 

mx 
The fair value of DB Plan and OPEB Plan assets by  levels within the fair value hierarchy used as 

of December 31, 2009 was as follows: 

(in Thousands) 	 Totals 	Level I 	Level 2 	Level 3 

level l: flased.olquQtcd prices in aótivc.nuirkets for identical assets. 
I eve! Based on signtflcant observable inputs 
Levc! 3: !3ase8on sigiiifieuit unobsvaiputs. 

6. 
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The following table presents a year-end reconciliation of DB Plan assets measured and recorded 
at fair value on a recurring basis, using significant unobservable inputs (level 3): 

(in thousands) 
	

2010 	2009 

Plan transfers 	 161 	 58 

-- 	
- 	- 	27) 

Return on plan assets (net of investment 
:tsei 	 183 	 53 

In order to satisfy the minimum funding requirements of the Employee Retirement Income 
Security Act of 1974, applicable to defined benefit pension plans, we anticipate that we will contribute 
approximately $1.1 million to the Plan in 2011. 

The following benefit payments, which reflect expected future service, as appropriate, are 
expected to be paid in the years indicated: 

(in thousands) 	 DB Plan 	OFEB Plans 

Because we are subject to regulation in the state in which we operate, we are required to maintain 
our accounts in accordance with the regulatory authority’s rules and regulations. In those instances, we 
follow the guidance of ASC 980 ("Regulated Operations"). Based on prior regulatory practice, we 
recorded underfunded DB Plan and OPEB Plan obligations as a regulatory asset and we expect to recover 
those costs in rates charged to customers. 

Defined Contribution Plan 

In addition to the defined benefit plan, we have a defined contribution plan covering substantially 
all employees. Under this plan, our Company matches 100% of the first 3% of each participating 
employee’s salary contributed to the plan. The matching employer’s contributions, recorded as operating 
expenses, were approximately $178,000, $184,000 and $172,000 for 2010, 2009 and 2008, respectively. 
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Note 3�Stock-based Compensation Plans 

Share-based payments to employees from grants of stock options are recognized as compensation 
expense in the consolidated financial statements based on their fair value on the grant date. For purposes 
of calculating the fair value of each stock grant as of the date of grant, our Company uses the Black 
Scholes Option Pricing model. 

The impact of stock-based compensation on the consolidated statements of income for the years 
ended December 31, 2010, 2009 and 2008 was as follows: 

Year Ended December 31, 
(in thousands) 	 2010 	2009 	2008 

The total compensation cost related to non-vested stock option awards was approximately 
$99,000, net of tax as of December 31, 2010. These costs are expected to be recognized during 2011 
through 2013. 

Our Company has periodically granted its officers and key employees incentive and non-qualified 
stock options on a discretionary basis pursuant to two stock option plans, the 1995 Stock Option Plan (the 
"1995 Plan") and the Amended and Restated 2000 Stock Option Plan. On May 6, 2009, our shareholders 
approved an amendment to and restatement of the Amended and Restated 2000 Stock Option Plan to also 
allow for the issuance of restricted stock, but did so without increasing the number of shares available for 
awards under the Plan. As amended and restated, the plan has been renamed the 2009 Equity Incentive 
Plan (the "2009 Plan"). 

The 1995 Plan permits the granting of both incentive stock options and non-qualified stock 
options to employees at a price per share equivalent to the market value at the date of the grant. Options 
become exercisable immediately following the grant and expire ten years from the date of grant. As of 
December 31, 2010 and 2009, no further shares were available for grant under the 1995 Plan. 

The 2009 Plan provides for the granting of incentive stock options to employees and non-
qualified stock options to employees and directors at a price per share equivalent to the market value at 
the date of the grant. Option grants have varying vesting schedules and expire ten years from the date of 
grant. The 2009 Plan also authorizes the granting of restricted stock awards to employees and directors. 
There are 500,000 shares of common stock subject to issuance under the 2009 Plan. As of 
December 31, 2010 and 2009, 111,934 and 183,834 shares, respectively, were available for future grant 
under the 2009 Plan. During the term of the Merger Agreement, we are prohibited from issuing any new 
incentive stock options or non-qualified stock options under the 2009 Plan. 
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The following table summarizes the activity under the stock option plans for the three-year period 
ended December 31, 2010. 

Average 
Number of 	 Price per 

Shares 	Price per EShiro 	Share 
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The following table summarizes information about options outstanding and exercisable as of 
December 31, 2010. 

Options Outstanding Options Exercisable 
Weighted Weighted 

Remaining Average Average 
Number Contractual Exercise Number 	Exercise 

Exercise 	Outstanding Life Price Exercisable 	Price 
Price 	As of (in years) Per Share As of 12131/10 	Per Share 

1213111()  

The weighted average fair value per share of options granted during 2010, 2009 and 2008 was 
$3.69, $2.75 and $3.63, respectively. The fair value of each option grant was estimated on the date of 
grant using the following assumptions: 

Year Ended December 31, 
2010 	 2009 	2008 

1-3.49% 

-25.41% 	25.18% 	181 

Note 4�Commitments and Contingencies 

Merger Agreement with the City ofNashua and Prior Eminent Domain Proceedings 

In 2002, the City of Nashua (the "City") began an effort to acquire all or a significant portion of 
Pennichuck Water’s assets through an eminent domain proceeding under New Hampshire Revised 
Statutes Annotated Chapter 38, as well as the assets of the Company’s Pennichuck East and Pittsfield 
Aqueduct utility subsidiaries. As discussed in Note 1, on November 11, 2010, we entered into a 
definitive merger agreement (the "Merger Agreement") with the City pursuant to which the City will, 
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subject to a number of conditions precedent, purchase all the outstanding common stock and common 
stock equivalents of Pennichuck Corporation for $29.00 per share. Pursuant to the terms of the 
Settlement Agreement, entered into contemporaneously with the Merger Agreement, the Company and 
the City have agreed that this transaction constitutes full settlement of their eminent domain dispute. 

History of the City of Nashua ’s Eminent Domain Proceedings and the Merger Agreement 

We entered into an agreement in April 2002 to be acquired by merger with Aqua America, Inc. 
(formerly Philadelphia Suburban Corporation). The merger was subject to several conditions, including 
approval by our shareholders and approval by the NHPUC. In February 2003, before we submitted the 
merger to our shareholders, we and Aqua America agreed to abandon the proposed transaction because of 
actions taken by the City to acquire our assets by eminent domain. 

The City’s Mayor at that time stated his opposition to our proposed merger with Aqua America 
after we announced it. In November 2002, the City of Nashua Board of Aldermen adopted a formal 
resolution to hold a City-wide referendum to approve the initiation of an eminent domain proceeding or 
other acquisition of all or a portion of Pennichuck Water’s system serving the residents of the City and 
others. In January 2003, the City of Nashua residents approved the referendum. 

In March 2004, as part of the eminent domain process, the City filed a petition with the NHPUC 
seeking approval to acquire all of our water utility assets, whether or not related to our Nashua service 
area. The NHPUC ruled in January 2005 that the City could not use the eminent domain procedure to 
acquire any of the assets of Pennichuck East or Pittsfield Aqueduct, and that, with regard to the assets of 
Pennichuck Water, the question of which assets, if any, could be taken by the City was dependent on a 
determination to be made by the NHPUC after a hearing as to what was in the public interest. 

The NHPUC conducted a hearing on the merits of the City’s proposed eminent domain taking of 
the assets of Pennichuck Water, which hearing was completed on September 26, 2007. On July 25, 2008, 
the NHPUC issued its order in this matter, ruling that a taking of the assets of Pennichuck Water is in the 
public interest provided certain conditions are met, and provided that the City pay to Pennichuck Water 
$203 million for such assets determined as of December 31, 2008. The conditions included a requirement 
that the City pay an additional $40 million into a mitigation fund to protect the interests of the customers 
of Pennichuck East and Pittsfield Aqueduct. 

Subsequently, both the Company and the City filed appeals with the Supreme Court. On March 
25, 2010, the Court issued its decision, unanimously affirming the NFIPUC’s ruling in its entirety. 
Following the Court’s decision, neither party filed a request for rehearing with the Court and, accordingly, 
on April 7, 2010, the Court issued its mandate to the NHPUC and its July 25, 2008 order became 
effective. 

Separately, under RSA 38:13, the City has 90 days from the date of the final determination of the 
price to be paid for the assets of Pennichuck Water to decide whether or not to issue the debt necessary to 
Rind the taking of the Pennichuck Water assets upon the terms set forth in the NHPUC’s July 25, 2008 
order. On June 30, 2010, our Company and the City jointly filed a motion with the NUPUC requesting a 
scheduling order for the purpose of establishing a process by which the eminent domain valuation of the 
plant and property of Pennichuck Water would be updated and to make a final determination of the price 
to be paid for such property and equipment. The Company and the City agreed that the final valuation 
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should be determined by adjusting the preliminary $203 million purchase price set forth in the NHPUC’s 
Order by an amount equal to the additions and retirements and accumulated depreciation reserves with 
respect to assets placed in service, or retired from service, after December 31, 2008, consistent with the 
asset updating approach used by the NHPUC. In the joint motion, the Company and the City indicated 
that they remained interested in reaching a negotiated resolution of the proceeding, which could include a 
possible sale of the stock of the Company to the City and they took the position that in the case of a the 
negotiated transaction submitted to the NHPUC the price agreed to would constitute the final 
determination of price. A final determination of the price triggers a 90 day statutory period, established 
pursuant to RSA 38:13, for the City to decide whether or not to issue the debt necessary to fund the taking 
of the Pennichuck Water assets. 

On November 11, 2010, the City and the Company signed the Merger Agreement pursuant to 
which the City will, subject to a number of conditions precedent and contingencies, purchase all of the 
outstanding common stock and common stock equivalents of the Company for $29.00 per share, or 
approximately $138 million, in cash. On January, 11, 2011, the City’s Board of Aldermen voted 14� Ito 
approve and ratify the price and the Merger Agreement and authorize the related financing. 

The merger is subject to approval by the holders of not less than two-thirds of our outstanding 
shares of common stock and also regulatory approval by the NHPUC. The City’s obligation to complete 
the transaction is subject to there being no burdensome approval conditions imposed by the NHPUC that 
would materially adversely affect the City’s expected economic benefits from the transaction as well the 
City’s ability to obtain appropriate financing after all the conditions precedent (including those specified 
above and other customary closing conditions) have been met. 

The initial scheduling hearing of the NHPUC occurred on February 24, 2011. Final hearings on 
the matter are scheduled for July 27 through July 29, 2011. We are unable to predict if, or when, the 
closing will occur but we believe it is not likely to occur prior to the fourth quarter of 2011. 

Other Eminent Domain Proceedings 

The Town of Pittsfield, New Hampshire voted at its town meeting in 2003 to acquire the assets of 
our Company’s Pittsfield Aqueduct subsidiary by eminent domain. In April 2003, the Town notified our 
Company in writing of the Town’s desire to acquire the assets. Our Company responded that it did not 
wish to sell the assets. Thereafter, no further action was taken by the Town until March 2005, when the 
Town voted to appropriate $60,000 to the eminent domain process. On March 22, 2005, our Company 
received a letter from the Town reiterating the Town’s desire to acquire the assets of our Company’s 
Pittsfield Aqueduct subsidiary, and by letter dated May 10, 2005, our Company responded that it did not 
wish to sell them. Our Company does not have a basis to evaluate whether the Town will actively pursue 
the acquisition of our Company’s Pittsfield Aqueduct assets by eminent domain, but since the date of the 
Town’s letter to our Company the Town has not taken any additional steps required under New 
Hampshire RSA Chapter 38 to pursue eminent domain. 

The Town of Bedford, New Hampshire voted at its town meeting in March 2005 to take by 
eminent domain our assets within Bedford for purposes of establishing a water utility, and, by letter dated 
April 4, 2005, inquired whether our Company, and any relevant wholly-owned subsidiary of our 
Company, was willing to sell its assets to Bedford. We responded by informing the Town that we did not 
wish to sell those assets located in Bedford that are owned by any of our subsidiaries. We have not 
received a response to our letter, and since the date of the Town’s letter to us, the Town has taken no 
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further legal steps required to pursue eminent domain under New Hampshire RSA Chapter 38. During 
the NHPUC hearing regarding the proposed eminent domain taking by the City of Nashua, the witness for 
the Town of Bedford testified that the Town’s interest in a possible taking of assets of our Company 
related to a situation in which the City might acquire less than all of our Company’s assets, leaving the 
system in Bedford as part of a significantly smaller utility. 

Our Company cannot predict the ultimate outcome of these matters. 

Operatinc Leases 

We lease our corporate office space as well as certain office equipment under operating lease 
agreements. Total rent expense was approximately $346,000, $327,000 and $258,000 for the years ended 
December 31, 2010, 2009 and 2008, respectively. 

Our remaining lease commitments for our corporate office space and leased equipment as of 
December 31, 2010 were as follows: 

(in thousands) 
	

Amount 
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Note 5�Business Segment Reporting 

Our operating activities are currently grouped into the following two primary business segments. 

Regulated water utility operations�Includes the collection, treatment and distribution of 
potable water for domestic, industrial, commercial and fire protection service in the City of Nashua and 
29 other communities throughout New Hampshire. Our regulated water utility subsidiaries consist of 
Pennichuck Water, Pennichuck East and Pittsfield Aqueduct. 

Water management services�Includes the contract operations and maintenance activities of 
Service Corporation. 

In 2009, we determined that our real estate operations conducted through Southwood should no 
longer be considered a reportable business segment due to the sale and dissolution of substantially all of 
Southwood’s joint ventures and the expectation of limited real estate activities for the foreseeable future. 
Beginning in 2009, the line titled "Other" which previously included primarily parent company activity, 
including eminent domain-related expenses, now also includes the activities of Southwood. Prior to 
2009, Southwood’s activities were considered a reportable segment and were reported on the line titled 
"Real estate operations". The line titled "Other" is not a reportable segment and is shown only to 
reconcile to the total amounts shown in our Consolidated Financial Statements. 

The following table presents information about our primary business segments as of and for the 
years ended December 31: 

(in thousands) 	 2010 	 2009 	 2008 
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(in thousands) 	 2010 	 2009 	 2008 

Interest expense; 	 r 
Regulated water utility operations 	 $ 	3,361$ 	 _JI7 

Other 

r 	 - 	 - 
The operating revenues within each business segment are sales to unaffiliated customers. 

Expenses allocated by the parent company to its subsidiaries are calculated based primarily on a ratio of 
each subsidiary’s revenues, assets, customer base and net plant to the consolidated amounts for each 
metric. 

All of the employees of the consolidated group are employees of Pennichuck Water, which in 
turn allocates a portion of its labor and other direct expenses and general and administrative expenses to 
our Company’s other subsidiaries. This intercompany allocation reflects Pennichuck Water’s estimated 
costs that are associated with conducting the activities within our Company’s subsidiaries. The allocation 
of Pennichuck Water costs is based on, among other things, time records for direct labor, customer 
service activity and accounting transaction activity. 

Within the regulated water utility business segment, one customer accounted for approximately 
8.0%, 8.5% and 8.4% of water utility revenues in 2010, 2009 and 2008, respectively. During 2010, 2009 
and 2008, the regulated water utility segment recorded approximately $2.7 million, $2.6 million and $2.4 
million, respectively, in water revenues which were derived from fire protection and other billings to this 
customer. As of December 31, 2010, 2009 and 2008, this customer accounted for approximately 9.9%, 
8.7% and 8.3% of total accounts receivable, respectively. 

76 

432 



The following table presents information about our two primary business segments as of and for 
the years ended December 31: 

water 

Total purchases of property, plant and equipment 	$ 

Note 6�Financial Measurement and Fair Value of Financial Instruments 

Management uses its best judgment in estimating the fair value of its financial instruments. 
However, there are inherent weaknesses in any estimation technique. Therefore, for substantially all 
financial instruments, the fair value estimates herein are not necessarily indicative of the amounts that we 
could have realized in a sales transaction for these instruments. The estimated fair value amounts have 
been measured as of their respective year ends and have not been reevaluated or updated for purposes of 
these financial statements subsequent to those respective dates. 

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to measure 
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for 
identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 
3 measurements). The three levels of fair value hierarchy are as follows: 

Level I: Based on quoted prices in active markets for identical assets. 

Level 2: Based on significant observable inputs. 

Level 3: Based on significant unobservable inputs. 

An asset or liability’s level within the fair value hierarchy is based on the lowest level of input 
that is significant to the fair value measurement. 
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For assets and liabilities measured at fair value on a recurring basis, the fair value measurement 
by levels within the fair value hierarchy used as of December 31, 2010 and 2009 were as follows: 

(in thousands) 	December 31,2010 	Level 1 	 Level 2 	Level 3 

(in thousands) 	December 31, 2009 	Level 1 	 Level 2 	Level 3 

II 	 - 

The carrying value of certain financial instruments included in the accompanying consolidated 
balance sheet, along with the related fair value, as of December 31,2010 and 2009 was as follows: 

	

2010 	 2009 

Carrying 	Fair 	 lng 	Fair 
(in thousands) 	 Value 	Value 	Value 	Value 

The fair value of long-term debt has been determined by discounting the future cash flows using 
current market interest rates for similar financial instruments of the same duration. The fair value for 
long-term debt shown above does not purport to represent the amounts at which those debt obligations 
would be settled. The fair market value of our interest rate swap, which was entered into in the first 
quarter of 2010, represents the estimated cost to terminate this agreement as of December 31, 2010 based 
upon the then-current interest rates and the related credit risk. 

The carrying values of our cash and cash equivalents, line of credit and accounts receivable 
approximate their fair values because of their short maturity dates. 

Note 7�Equity Investments in Unconsolidated Companies 

As of December 31, 2010 and 2009, Southwood held a 50 percent ownership interest in a limited 
liability company known as HECOP IV. HECOP IV, whose assets and liabilities are not included in the 
accompanying consolidated balance sheets, owns approximately nine acres of undeveloped land in 
Merrimack, New Hampshire. The remaining ownership interest in HECOP IV is held by John P. Stabile 
II ("Stabile"), principal owner of H.J. Stabile & Son, Inc. The short-term cash needs of HECOP IV are 
expected to be funded by its partners on an on-going basis and are not expected to be significant. 

Until December 2008, Southwood also held a 50 percent ownership interest in three other limited 
liability companies known as HECOP I, HECOP 11 and HECOP III. All, or most, of the remaining 
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ownership interest in each of these companies was held by Stabile. "Net (loss) earnings from investments 
accounted for under the equity method" for the year ended December 31, 2008 included a non-recurring, 
non-operating, after state tax gain of approximately $3.4 million ($2.3 million after federal income taxes) 
from the January 2008 sale of the three commercial real estate properties that were owned by HECOP’s I 
- III. The land and office buildings sold comprised substantially all of the assets of HECOP’s I - III. 
Consequently, these three entities were dissolved in December 2008. For the year ended December 
31, 2008, cash distributions received from HECOP’s I - III totaled $3.8 million. 

Southwood uses the equity method of accounting for its investments in joint ventures and 
accordingly, its investment is adjusted for its share of earnings or losses and for any distributions or 
dividends received from the joint ventures. For the years ended December 31, 2010, 2009 and 2008, 
Southwood’s share of earnings or losses from its investments in joint ventures was approximately 
$(7,000), $(4,000) and $3.4 million, respectively. Southwood’s share of earnings or losses are included 
under "Net (loss) earnings  from investments accounted for under the equity method" in the accompanying 
consolidated statements of income. 

Note 8�Income Taxes 

The components of the federal and state income tax provision as of December 31, 2010, 2009 and 
2008 were as follows: 

(in thousands) 	 2410 	2009 	 2008 

The following is a reconciliation between the statutory federal income tax rate and the effective 
income tax rate for 2010, 2009 and 2008: 

2010 	 2009 	 2008 
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The State of New Hampshire income tax liability on income attributable to our Company’s joint 
ventures is imposed at the limited liability company level, and not at the Pennichuck Corporation level (in 
contrast to federal income taxes). Therefore, State of New Hampshire income taxes in the amount of 
approximately $-0-, $-0- and $217,000 were reflected in 2010, 2009 and 2008, respectively, under "Net 
(loss) earnings from investments accounted for under the equity method" in the accompanying 
consolidated statements of income. 

The temporary items that give rise to the net deferred tax liability as of December 31, 2010 and 
2009 were as follows: 

(in thousands) 	 2010 	- 	2009 

We had a federal net operating loss in 2009 in the amount of approximately $4J million. The net 
operating loss, which can be carried forward until the year 2029, is expected to be partially utilized in 
2010 in the amount of $1.6 million with the balance of $2.5 million carried forward to 2011. The benefit 
of the net operating loss carried forward is approximately $862,000 and is included in Deferred Income 
Taxes in the Consolidated Balance Sheet as of December 31, 2010. 

As of December 31,2010, we estimated approximately $374,000 of cumulative federal 
alternative minimum tax credits that may be carried forward indefinitely as a credit against our regular tax 
liability. 
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As of December 31, 2010, we had New Hampshire Business Enterprise Tax ("NHBET") credits 
as follows: 

Year of 	 Original 	Remaining 	Year of 
- Origination 	Amount 	Amount 	Expiration 
(in thousands) 
2009 	 104 J" 	i’ - 
201() 	 107 	 107 	2015 

We anticipate that we will fully utilize our remaining NHBET credits before they expire and, 
therefore, we have not recorded a valuation allowance. 

Investment tax credits resulting from utility plant additions are deferred and amortized. The 
unamortized investment tax credits are being amortized through the year 2033. 

We had a regulatory liability related to income taxes of approximately $890,000 and $839,000 as 
of December 31, 2010 and 2009, respectively. This represents the amount of deferred taxes recorded at 
rates higher than currently enacted rates and the impact of deferred investment tax credits on future 
revenue. 

We made a review of our portfolio of uncertain tax positions. In this regard, an uncertain tax 
position represents our expected treatment of a tax position taken in a filed tax return, or planned to be 
taken in a future tax return, that has not been reflected in measuring income tax expense for financial 
reporting purposes. As a result of this review, we determined that we had no material uncertain tax 
positions. 

We file income tax returns in the U.S. federal jurisdiction, the State of New Hampshire and the 
Commonwealth of Massachusetts. Our 2007 through 2009 tax years remain subject to examination by 
the Internal Revenue Service and state jurisdictions. Recently, we were notified that our 2009 Federal 
Income Tax Return will be examined by the Internal Revenue Service. 

Our practice is to recognize interest and/or penalties related to income tax matters in other income 
(expense). We recorded such interest and/or penalties during theyears ended December 31, 2010, 2009 
and 2008 in the amounts of approximately $0, $3,000 and $4,000, respectively. 
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Note 9�Debt 

Long-term debt as of December 31, 2010 and 2009 consisted of the following: 

(in thousands) 	 2010 	 2009 

SRF notes are due Through 2031 at interest rates ranging from 1% to 4.488%. These notes are payable in 
120 to 240 consecutive monthly installments of principal and interest. The 1% rate applies to construction 
projects still in process until the earlier of the date of substantial completion of the improvements, or (ii) 
various dates specified in the note (such earlier date being the interest rate change date). Commencing on 
the interest rate change date, the interest rate changes to the lower of (i) the rate as stated in the note or (ii) 
80% of the established 11 General Obligations Bond Index published during the specified time period 
before the interest rate change date. 

The aggregate principal payment requirements subsequent to December 31,, 2010 are as follows: 

(itr thOusands) 	 Amount 

Certain covenants (as described below) in Pennichuck Water’s and Pennichuck East’s loan 
agreements and in our Bank of America revolving credit loan agreement effectively restrict our ability to 
upstream dividends from Pennichuck Water and Pennichuck East, as well as pay dividends to our 
shareholders. 
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Several of Pennichuck Water’s loan agreements contain a covenant that prevents Pennichuck 
Water from declaring dividends if Pennichuck Water does not maintain a minimum net worth of $4.5 
million. As of December 31, 2010 and 2009, Pennichuck Water’s net worth was $53.1 million and $52.6 
million, respectively. 

One of Pennichuck East’s loan agreements contains a covenant that prevents Pennichuck East 
from declaring dividends if Pennichuck East does not maintain a minimum net worth of $1.5 million. As 
of December 31, 2010 and 2009, Perinichuck East’s net worth was $7.0 million and $5.6 million, 
respectively. 

Our Bank of America revolving credit loan agreement contains a covenant that requires us to 
maintain a minimum consolidated tangible net worth of $46.0 million ($37.0 million plus equity proceeds 
subsequent to December 2007). As of December 31, 2010 and 2009, our consolidated tangible net worth 
was $56.2 million and $55.2 million, respectively. 

Our Company has available a revolving credit facility with a bank. Borrowings under the 
revolving credit facility bear interest at a variable rate equal to the 30-day LIBOR rate plus a range of 
1.2% to 1.7% based on financial ratios. The revolving credit facility matures on June 30, 2011 and is 
subject to renewal and extension by the bank at that time. 

Our short-term borrowing activity for the years ended December 31, 2010 and 2009 were: 

(in thousands) 
	

2010 	 2009 

In addition, Pennichuck East has  a $1.5 million revolving credit facility with a bank which was 
established on February 9, 2010. Borrowings under this facility are subject to variable interest rates equal 
to either a quoted rate at the time of any borrowings or LIBOR rates plus 1.75%, based upon the 
timeframe for which monies are borrowed, ranging from 30 days to nine months in duration. This facility 
matures on February 9, 2012, and no borrowings have been made against this facility during its existence. 

As of December 31, 2010, we had a $4.4 million interest rate swap which qualifies as a 
derivative. This financial derivative is designated as a cash flow hedge. This financial instrument is used 
to mitigate interest rate risk associated with our outstanding $4.4 million loan which has a floating interest 
rate based on the three-month London Interbank Offered Rate ("LIBOR") plus 1.75% as of December 31, 
2010. The combined effect of the LIBOR-based borrowing formula and the swap produces an "all-in 
fixed borrowing cost" equal to 5.95%. The fair value of the financial derivative, as of 
December 31, 2010, included in our consolidated balance sheet under "Deferred credits and other 
reserves" as "Other liabilities" was $314,000. Changes in the fair value of this derivative were deferred 
in accumulated other comprehensive loss. 
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Swap settlements are recorded in the income statement with the hedged item as interest 
expense. During the twelve months ended December 31, 2010, $145,000, pre-tax, was reclassified from 
accumulated other comprehensive loss to interest expense as a result of swap settlements. We expect to 
reclassify approximately $167,000, pre-tax, from accumulated other comprehensive loss to interest 
expense as a result of swap settlements, over the next twelve months. 

Note 10�Shareholder Rights Plan 

On April 20, 2000, our Board of Directors ("Board") adopted a shareholder rights plan and 
declared a dividend of one preferred share purchase right ("Right") for each outstanding share of common 
stock, $1.00 par value. The Rights become exercisable in the event that a person or group acquires, or 
commences a tender or exchange offer to acquire, more than 15% (up to 20% with the prior approval of 
the Board of Directors) of our Company’s outstanding common stock. 

Effective March 24, 2010, our Board voted unanimously to extend the expiration date of the 
Rights under the rights plan from April 19, 2010 to November 1, 2010. Effective October 29, 2010, our 
Board voted unanimously to extend the expiration date of the Rights under the rights plan from 
November 1, 2010 to the date of the 2011 annual meeting of our Company’s shareholders, which is 
expected to be on May 5, 2011. Concurrent with its vote approving the extension of the expiration date 
of the Rights, the Board also reaffirmed its previously adopted resolution that any extension of the 
expiration date of the Rights beyond the date of our Company’s 2011 annual meeting of shareholders 
would be subject to a majority shareholder vote at that meeting. Effective November 11, 2010, we 
amended the rights plan pursuant to which the execution and delivery of the Merger Agreement, the 
consummation of the merger, and the consummation of any other transaction contemplated by the Merger 
Agreement will not be deemed to result in events that authorize the exercise of the Rights under our rights 
plan. 

Note il�Quarterly Financial Data (Unaudited) 

First 	Second 	Third 	Fourth 
(in thousands, except per share amounts) 	Quarter 	Quarter 	Quarter 	Quarter 
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Pennlchuck Water Works 	 Page 7 

Work Order Allocation of Operations and Production Expenses 
ForMànth Endin g  2U1 

FYóaAuht$toIall 

Supennter.er.ce - wrp 206.759 
Office Salaries & Wages: WTP 183,587 
Punticeton Labor 194,786 
Supenntendence - Operations 230,130 
Otlice Sal3ncs- Operations 82.458 

r.e1 
Supenntenderlce - WT’P 95438 
Office Salaries & Wages: WIP 84.964 
Punhication Labor 90,147 
Superintendence . Operations 108,504 
Office Salaries - Operations 38,182 

Ec1Iiies - WI! Sii 
Maut Meter Department 663 
Wi9 Street Paing 6,404 
MI ’Street Office Supplies 17.030 
M Street Gas 3.028 
V/ill Street Electric 0,225 
Will Street Phone 16,832 

igmilanMi Charges,  
?.4j%4 , G66 Exp Ops 6.200 
M’sc T&D Materials & Supplies 23.904 
Stores Expense 22,013 
Small Tools Expense 16.039 
OPS - Non-Union Vehicles 3,330 
(?P$ -  Non-Union Vehicle Registration 1,088 

T

P - Non-Union VehiCles 8,758 
P - 

 
Non-Union Vehicle Registration 50$ 

t Expense I 49.75$ 
Nen-Unicri vehicle Fuel Costs 40,076 
Vactor Machine - 
Mi 	Gen Equipment Exp 1.553 

Will Street Facility 10,073 
icois. Shop & Garage 25.761 
Other Tangible Equment-Misc Equip 20.588 
Non -Uncn Transporation Depfectetion 40,081 

Total Alicbie Expenses .. .’t635889 
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2012 WortcorderCosts Page 8 
Ul9fl90� MaUiruoc J0bb99 

PW 
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Labor 144,895.83 883,090.63 1,027,374.55 49.0*7.97 50.7O721 390,293.85 66,880.11 243,73.  87.22005 24,15169 467,33781 2965381.43 
Contractor clearing 9,363.93 356,21 2,231.44 141.611,27 9,252.52 432,758.32 3,990.00 370.25 649,937.94 
Inventory: Pipes &Frttinga 61,672.47 254.14 66,822.21 43,164,42 68181 21,390.52 . 95644 11,797.82 15,386.38 227,319.47 
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Inventory: MIca 780 5,222.86 2,043.62 19,201.63 ... 1,633.15 1,740.78 � $00.96 2,021.49 1,298.36 29,674.89 
Inventory: Chemicals w 651,887,64 . 21,487.96 * 1,232.78 54,647.41 729,255.77 
Inventory: Fleet . 9.34 2,227.82 .. . ’ � Z237.19 
Inventory: Backup Gen Fuel � 3,951.80 � 16.00 . � 4,003.80 
MlsaT&D Supplies � � . 	. . 1,883.39 16.00 - . . 1,809.38 
Truck 69,543.32 68,271.21 224,878.19 1,919.57 23,551.48 132,786.62 24,397.59 82.02 10,612.57 12,73145 175,943.44 744,877.53 
Baclthoe 7,115.20 1,020,13 20,459.83 - 6,161.33 89.00 3,119.70 574.63 3,386.38 12,103.10 54,698.30 
Compressor 85.00 , 5,523.50 � - 392.80 588.63 , 826.75 7,414.38 
Inspection Fees .. - 58,333.00 . - � . 96,333.00 
Overhead 14,333.4$ . 	.’ ... 46,665.92 46.40 ’ 2,348.17 82,394.54 
Labor Overhead 99,122,29 487,670.06 .......... 33,55582 1t709.18. 

.,., 	 . 
. 259,96584. 

... 
’5,&93 . 	13848.. ... 2583441 .19,17540 

- 
319,256,51 2.025,995A9 

Misc General Equipment . 	................-................. � . 	. 	. , 	. ... .9,936,03  48.00 *65 00 00, 
Total Caste 73 j$16 556 2305852.95 225371.25 3z 783 710.23 3355T _676 3.3977:.. 00176$i9 11L4ST.290,60.46950 42Z70 

Total Costs w/o OHS OWIP 0,012,866,35 2,104,615.49 .59,753.95. 211,718J5 182,716,2.3 193,576,25 2,320,92, 101766.28 109,118.43 5,080.099,25 .20005Q22 

%of Total 9.13% 22.421/6 28.28% 2.85% 4.15% 5.77% 8.43% 0.03% 1.27% 1.44% 13.23% 100.00% 
� Of Totliwlo OH&CWIP 0,10 0.26 0.29 0.01 0.04 0.11 0.03 0.00 5.01 0.01 0.15 100 
Ovhd Pjlacable to Work Orders 

1.635,889 I 149,382 283,193 425,833 46,591 67,863 158,890 137,983 483 20,762 23,865 216,353 1,835,899 

Totals by Company: 
P90W 149,362 383,193 429,933 45,551 51,863 1,016,862 66.8% 
PEIJ 22,555 216,353 239,908 14,7% 
PAC .  483 20,762 21,245 1,3% 
PINS 152,983 .. .  297-973  .297.673 16,2% 
TotalOvetheed 140,382 383,193 429133., 45593 67.302 139690� 13T,983 453 20.102 22,555 2.09,353 1,635,983 10010% 

% Labor 4.85% 23.03% 34.65% 1.65% 1.71% 13.16% 2.26% 0,01% 1.93% 0.95% 15,78% 100.00% 

’070, 080 & Fleet Labor Overhead his been calculated per Charlie. 
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Return on’Cooiornon Assets Mocatioii (to OtherSubaldtaryCotnpinles( 
For Mo,eti Ending 12131312 

12 Pane 9 Ettective Tax Rate. 	 43.27% 

L04% 

ntLL ia  

Number  _ 1oa1*08ouflts.b*1t0cate4I 	 Role of Return 

T.N AIoeatta 

Not Book Value 	Required 11001 *33 
IRemoiatnd + 	(9WW.PEU+ 	Tier 4 	 spextflaI31 

f(21 	(Rexulated) 	PWSC Oril 	PAC Only 	on TSC P11 

2340 09(00) F-um)14re 31 Equipment 	 1,2 1 110; 	40063313345 ¶ 	110 
2.341 32o*E)oc1E-upment 	 110 ,905 1340413 	2/ 2 001355 
21443 T4ey, Shop & 31333531 t4qupm6rn 	 111,0431 32523201, 3 . 19,044 
2324 cs931n331nMo3ora 	 314 15356 2 104 
2345 30.943 101,10700 2 10,045 
23411 CenOiul 	oop Equipment 	 41,016 501100453 4 416 ’3 
2347 C33lT944*7’E4Ii1*$$M 	 0,07 01 	531 31 4’o 
22431 9t3ia15iMe4oto.00tco31nnh 	 330533 39500000 4 230 0 

2304’OO 1351100503100 	 70 433313 3 24 
2304401) %V331116(05n1(,n 	 409355.. 54775 5 13) 065 

9310 6a4etned .P’Oe,ioe 01,131, 	 ’ 	 41541112 	1,64370 .0 4711,912 . 

1155 06193385 Pc1R05tiemeot11tqth 	 31040 044 54 I 311545 
95 0005r8d Pont F lpluyrnt.36 (3 .7330 	 3.25579( 54234 30 1 

24 Oolyyre4.313,RP 	 4 	153 74a .C71 It 40193 
410 VBB.*.1"jot-Ur4’n 	 34052. U3,7112  

449 11u03.- Non-union 	 131,341 204,102 5 40341 
2231 Ernp4yrRool33)(et Fee, 
234 L366NCQo4ôiotn.2014 	 .. 111 . 	2,40 1 129 ,. 

0etsla4l(00039*4250)o 9 0 
900 09°000)9PnOl Employmrr,l Health 
0531 O91931r13p 41  Rolliomoni Eixollh 
245 361e(et’$31RP 
2333 t*s*Ao3193ed Liability P00131013. 01 
231 499 Accoad Liability P r’000 	Li (B 93.o1430 
304 31113151 130,1 l3/rIiplClylTlint Hnolh L,xthtlly. ST 
304 L45 Pont  Employment (3033301 L4blllt - LT 45110 
3033 (’ti A000ted Liability SERF’ 
440 5E81’T(uot. Union 403,7.11 
446 Vtlii~ 	NOii-1,flIl3fl Z4. 161,1h; 
210 316,a Pont Relirer900I Liability Health 	ST -, 

315 (4SEP003 Rolirt,In0)ni Liability (303333,-LI 32.240031) 

.00,9373 
(400 	ooInç 00)3 03 oun’rrt o13ent neon  

1401 Impad Urilunded 340 156 & lAS 159 COSLO t1.819.1 6 (16933711) - 

’FOt*1Alloo.tb t.Expe nses 	 723 .043 11.170,00.60 

IMete,: ’Rry.o#1nt95404d44 ’33359 NEV/1310n,entl,n . . 
TIM 1 -300)1314 00)13010)0) 00900030 930014300 be)0)9101190, PO49301304 1653138144 UO33410n The 13il00.0I333l1 0rn0113 OlillilCO *13300 041340 0014391010030 0114 03301401010 
lint 2.. otk,enio to PWtV, PEU. P40 one PWSC bse4 0930363 USoot, end 0,03010433 
lIar 3 - allocate 30 PWW, P03U 000 PW)3C OSood On 10)01 000141, 0011 0,13,001010 
.,:or 4.. SllOCeje to the trOubled utIbOna (PWvV, 135 1.)3014 PAC) b0044 on 103,4 431,03, 31,4 ,u,lo,n,r, 
Note Laboratory EquIpment 00330330604 Cuini3ly, PWW chungea 010 3o 101141 lob *31,lt 4014110 0013333101e4 to boa r.nrnpeOIve orion 0011 $14 hi1nr 13,000449304 by the $071401 (3110, I4e.mpo3i1e 

H’S’AC 2019 Role Case - rest Your 20121163401 SchedLle34Cnpy 01 Mcmi For. AlIocliion 123113 .. Adj,in0nor0 01011 	 7’12/201$1’15 I’M 



P03W .45831 	. 	Pi928eld 

241107418 	2 43,155923 
0478% 1018% 

24,871 6.969 
6340% 10 46% 

741299 1591% 

$. 	220313 	31 4.825 	0 
7412% 15814". 	NIA 

4043390 of Allocable taspnnzea 
3480331l001)lOfl Il, 

14801 	ow 

P80W 9053 Pktwgldl s9._ ._.JCl1  Total 

254458 43,23389 491120 9 	355773167 	S 2.507.311 
5258% 7 i 2% 005% 15404% 

-3012  
l(450n9 	mrntl 5433)) 514159% 141% .0313% 1310 00% 

8313 	513içe -WI 0)33153 109111 9551141 I 1.1191 1 974 0 04,485 
M5rnswt.Slrns.I FacIlIty 3319115, 509% 8111733 VDally, 

TkAd S 241,107,3)52 	8 411105033 	9 4 035412 3) 258,431168 	S 1 7S.814 	1. 2371223 	a2ifl,5811,1347 
0341% ¶4 01% I 0743 05 12% 0 04% v 8135 130 00% 

20.871 8.895 025 04.400 
174555 2052% 1 43% 109 920, 

9009% 1757% 172% 05115% 4 171A r", 2C 100310% 
Cheek Total 

A300tlisn at Nimble ExpeimaA 412,782 08983 8553 07i ’92 r,  22310 1070 	3 835005 

90 7715% 1889% 107% 4 173, 025% 

’I’SCanp3al’eno not nauntOd aa 151134 paylat oat beflaflta are 14797914 dIreolly,, PWI3�� 40934 011 mmoyde. and 50% of 	eon5loy14n d015 414141014 1444 nIl 7,03144 

Basad an December 2972 Prnkrrrlooy Less h400anlpany Acalunt OSlOacan per Cr19,Io/Ll,nr 5)9? 

3 	Slatad an Danambar 2012 AcWWA 

9?ieclwa 553188 )VC -All natbO oht53ed 8413000 Iocltn 

Total Can 0ps 	Real Estate 

P89W 	. 	. pU . Routalad 	)PWS) 1 	. 	[TSC I  Total  

T01*I.Aoocla’ 3 	241.107,892 45108933 	8 4,03541Z 289 0 1,7M 	11 1 78.434 	5 	 5243 220 712 

5241% 1491% 157% 9394% 934% 	090% 30520% 

20,071 0,509 025 � 	 3.1,455 8.521 	 0 439731 
7780% 0022% 1 82% 0023% 1078% 

1438041190 POICnIIO5I 8040% 170714 1,70% 905014 9150% ir;0,54% 
IenlI Total 

N)Otst6ft 	400592100 033579 14,564 3451 02.083 9,120 	0 	5 92.022 	 $ 

EtiC0e Aiccatan ¶4 7268% ¶503% 1 50% 042% 	N/A 

PWS cuslnrrlt11n boOed an rnunlc,paIIly nuOlolnnrs and pro tollS basso on 085)3000181,48004 

Con Ops Roll Eltata 

PW0) (TSC) Total 
9 	170914 9204.233304 

0100% 700 I0% 

47.243 
20 04 16 170 00% 

1005% ¶0003% 

’A 	11,1375 0 S 	30,539 
300733 Ni/s  

Check Total 
S 

lPh 

Ul 	ftIPAC 21113 FlaIl Coon. itnO 158372012)1004 Dl Scbadalnn\Capyot MquO Pal ,Sl14cul,on ¶23113- AdjoMrrnnl XIII 	 3,12)2013112 PM 

(D 



Page 11 
flcul$3ot. r,i ( 	0tat*d 430mpSS(*SJ 

Con Ops Keel 

8604 	- PEU Phtflot (PINS) TSC) 1  Total 
S 2.41 	07852 	5 43 -1 M 533 	$ 4695412 0240 I 7314 

8341% 1491% 10-1% 

8,595 62.9 34469 
7796% 2022% 1.83414 10000% 

80681/. 1751% 5 75% 10001% 
Check Total 

05h.9(AIIQ06bl0 62.8011988 	 5 $3,824 	5 11,004 	$ 1.146 9 9 8 	69,474 $ 
E6otM8Allo45tior, % 80.89% 1757% 1 75% N/A N/A 

tp,ClflCAfleCaUOutaUen$-Ttc,$.7 

Can 095 	Iteal IMSTILIN 

NothCoumrY 	 iWS) 	(rsC) 1 	Tc%I 	 ChekTotI 
.50t085AlIo9a5leCo% 	 , 	 . ’.’’.’ 

N/A 	 0110 	 MA 

ana PAC Only 

.PY.W 	. . 	PEU 	, 	... ...... PiOzfield 	. 	NortftCSuntry Con0po IPWSI 	_JCL Totals 
412,782 8.092 8.853 	 - 22,312 	1(170 536.208 
66878 14.504 1.461 - 	 9,125 	 ’- 9.2022 
22.638 3.925 0,070 39,835 
92,824 11,504 1.145 	 - 05.474 

TOan8tlnl.m,.#in5og  Itc 
6UYOrAmounta 

ollonslior, OWN 
W5era1lr enpelOC allocolIorl - PSI) 
0SV0p0r41r ,9 eO144nOA 0110981109 

0V.,’aP,3Irl1lflg OXP8090 911.0113)11 020 
WWoparalir,q 65031190 0Il31cloiori .. 017/5 
50W 0901*15 Oxporion 8110061105. Mc 

8 -T0i0I6  

Annual Amts 	MoniIMt5s 
(107;1121) 

IWO  
T 	120.789 	"5 10,060 
S 	11,558 	6. 

S 
S 	34.514 2,978 
5’ 	1.010 	5 88 

$ 	 S 

I-I 17/AC 2213 Sole CoOn.. 102.3 Year 20l271954,Ql $chnSIlO9Olopy o r Ur,4 Fat AllocaIlol, 1211 12. AoIJuotrno,lt 8196 	. 	 1,’12120121 ’521,1 

U, 



Pmnnklu*k C4pct*4n 
MOM .o E*p.mo AOOCMIOO 1O oth*tSID4i0tzty Cp*4) 
Ft MOntftOOdMq 1t31Z12 

Pio4o3oflhI Fe*, $7400 
D& 	Ifl140l40 30005 
Annot  
Ad5cm fxpenshWO Lsol 100702 
C*o G4VNmlfl,t 	*UM.i4an Mck 4300 
0T00t00 	0 M00ICo000I 0eetoiy 26127 
EbSARFrQ04ASl3AQiAU O1noM& 37 
Dowd At Dü00I0l 113435 

42?’947 Page 12 

PM PEU P0t11&4 	- ThUI R40uIa1d 	. 	 . R69 Eftft ’r0 
$ 	20.004400 	3 6263366 S 661.120 3 	33056.661 	3 	 .03721 	I S 51746277 

7440% 5000% 1 03% 712% *W% 	10000% 

5 	241.507.052 	3 43.105,033 	S 4,035412 S 	235.051.705 	3 	¶76014 	5 4371265 	5251000041 
2012meimo 6265% 1675% ¶00% 0.06% 0151% 	10000% 

7354% 1371% 174% 352% 041% 	500,50% 

low 
335,475 67100 7.050 $ 	400.075 	 ¶5.531 5,730 	5 	427.045 	3 	4 

’5 fl2t120jQt0Lc9.0tt050q t500lW44544415l0Y45’5Ufl73 

YThCOSII .. 0U546flflà5415 00 	... 	M9y*0 
M5m6 F 	AlIorJOon ¶CP 5 437 54% $ 575 

OtlY4Fe.*00000*00 3%W 330.415 333"33 
Mfee S 	eAO05m$sn- PEU S 57,103 65,337 

P.Feł 55p6%*0M525002. PAC S 7,450 1500 (73% 
265NPoo Expnt Mocl4n - PM $ 15,331 I 5.326 S 

.. 

04p.n,.A0oc6on �173; 3 1.736 5305 

s $ 

H %PAC 2013 Ra5 0650- Te%5’y.5 231261854.01 3uIo5C45y of 54nit f’oSAIfoeoiJolI 1221.12 .M,,,1t 	 3)13/20521.15 054 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01 (27) 

(27) Uniform Statistical Report - Not Applicable. 
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WAIVER OF CERTAIN PROVISIONS OF 
PUC 1600 FILING RULES 

Provided pursuant to NHPUC Rule 1604.01 (28) 

(28) Summary Work Papers - To be submitted with testimony and supporting 
schedules in 1604-06. 
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