
WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant fo NHPUC Rule 1604.01(1] ',

(1) Internal Financial Reports —These have been filed previously with the
Commissioin and can also be found in Sec#ions 18 and 19 contained- within this
binder.



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 Pittsfield Aqueduct
Company,. inc. is a subsidiary of Penniehuck Corpora#ion and has no other
shareholders. Pennichuck Corporation's Annual Report to Shareholders is
eontain~d in this binder.



Federal Income Tax Reconciliation
_ Pittsfield Aqueduct Company, Inc.

December 31, 2012

Provided pursuant to NHPUC Rule 1604.01(3)

Net income per books for the test year $ 31,564
Addback provision for Federal and State income taxes 31,196
Pretax Book Income 62,759

Permanent Items:
50%meals 8~ entertainmenkexpenses -
Amor#ization of Municipal Acquisition Regulatory Asset (MARA 17,488
Clisqualifying Dispositions (ISO's) (1,448)

16,040

Taxable Income 78,800

NMBPT (includes effect of permanent items) 6,672
Federal Income Tax (includes effect of permanent items) 24,523 ',

' Amortization of Investment Tax Credit = ',
Total Income Taxes $ 31,196

Note: The following are temporary differences (Schedule M-1 items) that are recorded
in Deferred Income Taxes:
Estimated Schedule M-4 Items: j
Accelerated depreciafivn/Amortization of CIAO 6,672
Book/Tax Difference on disposal of assets 24,523 ~ ~,
Prior Year's Charitable Contributions (8,003)
Prepaid Expenses -
A/R Reserve -
Deferred Debits -
AFUDC 62,759

$5,952

j

5%17/2013 9:11 AM M:\PAC 2Q13 Rate Case -Test Year 2012\1604.b1 Schedules~2012 PAC Federal lax Reconciliation #3.xls 
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Computation of Detailed Tax Factor

Pittsfield Aqueduct Company, Inc.

Decexiiber 31, 2012

Provided pursuant to NHPUC Rule 1604.U1(4)

Taxable Income 100.00%

Less: NH Business T'rofits Tax 8.50%

Federal Taxable Income 91.50%

Federal Income Tax Rate 34.00%

Effective Federal Income Tax Rate 31.11

Add: NH Business Profits Tax 8.50%

Effective Tax Rate 39.61%

Percent of Income Available if No Tax 104.00%

Effecrive Tax Rate 39.61%

Percent Used as a Divisor in Determining

the Revenue Rcquirement 60.39%

5/17/20139:15 AM H.\PAC 2013 Rate Case -Test Year 2x12\1604 09 Schedules\PAC Print File\Section 17 2012 Tax Factor #4.xis !
_ _~... _ ._,_ ..... ._ .... _..... _. 143___. ._.... ___.._m.. .. __ ~..__ ..,...__._ ., _...rt ...._ ._._.. _.
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WAIVER OF CERTAIN PROVISfONS OF
PUC 1600 FILINGRUtES

Provided purswant to NHPUC Rule 1604,01(5)

(5~ Charitable Contributions —None.



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant #o NHPUC Rule 1604.01(6)

(6) Advertising Charges Charged Above the Line — Nane.

_ _ ..__ _ . _ .. _ _ . , _ __._. _ _.__._. _. _. _ ~, .. _ ~_ ....._.. _ . _ 1 _ .4.5 ,



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(7)

j

(7) Cost ofi Servie~ study —Latest cast cif s~;rvice study s~brnifit+~d iii C)W 10-090.



~it#sf~eld Attued~+ct Company
Ga~~tai E~cpen€t~#ure Badge# - 2093
~${0t1)

P~Q~ided pursuant to h11iPtJC .Buie 160~4.~1(8)

2A42 Garrvou~r Prefects ~ PAE

20~t2 Carryover Projects - Tcfiai PAC

New 243 Projects - Totat PAC
Deferred Projects - 2Q13

Totat Capital Budget -PAC

Praiect Rating
1=must do, 2=defer, 3= discretionary, 4=

deterred ~nfess SRF funding axaii

=~

v
5/17/20139:24 AM

P[oject Description

30
15

45.00

so.00

135.00

H:\PAC 2013 Rate Case -Test Year 2012\1604.07 Schedutes12013 PAC Capital Buriget #8.xis



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(9)

(9) chart of Accounts - No 6ifference.



WAfVER OF CERTAIN. PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(10)

(10) Forms 10K and 10Q — As a privately held corporat►on, Pennichuck corporation is
no longer required tv file. Forms 1 OK and Form 1 OQ.



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILWG RULES

Provided pursuant to NHPUC Rule 1604.01(11)

(11) .Membership Fees and Dues —None.
Meetings and Conventions Dues —None.



WAIVER OF CERTAIN PROVISIONS OF
PUC 1.600 FI-LING RULES

Provided pursuant to NHPUC Rule 1604.01(12)

(12} Recent Management and Depreciation Studies —Latest depreciation study
submitted in DW 08-052.



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Rrovided pursuant to NHPUC Rule 1604.01(13]

(13) Audits or ~tu~ies which Utitity has r~e~t submitted t~ ~c~mr~ission —None.



Penetichuek Corporation
Ot#tter and Qkgctor Compensation
Fac the years ended 22(31/11 and 12/31(12

PraukJed pursuant to NHPUC Rule x604.01(14)

For the Year fnded December 31, 2411

Former Public
Crnnpany Related

Gompensatio(t
Normal

Dlsquatifying Total
(?fffcertompe~sation iiile Compensation ~ Dispostions Compensafton
Duane Montopoli (2) Former CE0 $ 363,323.21 $ - $ 363,323.21
7hoat~as C Ceona~d j2) Former CFO $ 217,750.29 $ - $ 227,750.19
Donald Ware Current C00 $ 225,525.31 $ 65;197.63 $ 291,722.94
Stephen Dertsherger (2} ' former Sr. VP $ 179,549.84 $ - $ 179,649.84
Roland Qlivier (2} Former Secretary $ 194,673.76 $ - $ 194,673J6
8onalyn Hastfey (2) Former WP $ 183,713.56. $ - $ 183,713.56
John Patenaude Cutre~t CEb n/a n/a n/a
Larry Goodhue Current CFO n/a n/a n/a
Suzanne Msara Current Secretary n/a n/a n/a

Noses;
(2) includes salary, bonuses, 401K match, taxable fringes and other compensation.
(2j no.longer with company
(3) aaounted Eon as merger related costs

Director and Director and

Committee Fees - Committee Fees -
Dir ar omoensation

Joseph Setfavance Pormer Director
Steven Bolander Former Qtrector
Chai7es Clough Former 6irector
Clargnc~ Davis Former Director
Michael German FormerDirecEor
Janet Hansen Former Director
Ffobert Kei{er Former Director
John Kreick Painter Director
,Nacmah McCarthy Fo~irte~ Director
James Murphy Former Director
MapthaA'Nei# Former Director..
Dauid 8emier Current Director
Epzabetht~tunn CurrenLDirector
StephereGersest Current Rireetor
Pau4lndeglia CurreM~irector
TlSamas J Leonard II! Current D+rec#er
Jay kustig Current Director
John McGrath Current Airector
Cas@y, McMafian CurrenLDiteaor
Preston 5taniey, lr. Current Director

1—+
FJ7
W

For the Year Ended December 31, 2012

Former FubNc Company Related Compensation (3)
Normal Compensation 

Disqual'ify3ng
Separation Paymgnts Wsh in Cieu of Op€igns 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 $ - $ .147,784.94 $ 4,902.45 $ 346,520.18
$ 26,944.49 $ 347,093.00 $ 245,071.19 S 28,63Q.47 $ 647,739.15
$ 36,98.63 $ 339;6a?3.00 $ 162,225.20 $ - $ 537,927.83
$ 69,145.31 5 330,311.00 $ 205,773.70 $ 27,703.83 $ 632,933.84
$ 176,878.98 $ - $ - 5 - $ 176,878.98
5 140,024.67 $ - $ 14,570.00 $ . - $ 154,544.67
$ 46,810.15 $ - $ - $ - $ 46,810.15

2011 , 2012 Comments
$ 33,600.00 $ 1,283.06 Compensated thru 1/25/2012 -no longer with company
$ 16,fi00.00 $ 1,883.06 Compensated thru 1/25/2012 - no longer with company
$ 14,200.00 5 1,283.06 Compensatetl thru 1/25/2012 - no longer with company
$ 16,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
$ 16,5Q0:00. $ 1,883.06 Compensated thru 1/25/2022 - no longerwith company
$ 16,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
$ 19,30U.00 $ 1,453.83 Compensated thru 1J25/2912 - no longer with company
$ 21,30Q.00 $ 1,727,05 CompeFlsated Lhru 1/25/2012 - noJonger with company
$ 14,20Q.00 $ 1,283,06. Compensated Lhru 1(25/2012 - no longer with company
S 18,1gp.00 $ 1,985:52 Compensated thru 1/ZS/2013 - no IangeP with company
$ 14,800.00 $ 1,283.06 Compensated tiuu 1/25/2012 - no.longer with company

n/a $ 12,000.00
n/a $ 12,OOD.flO
nJa $ 12,000.00
n~a $ Y2,fl00.00
n/a $ 12,U00.00
n/a $ I2,OOQ.00
n/a $ 12,400,Op
n(a $ 12:000.Op
n/a $ 12,000.0



Provided pursuant to NI3PUC Rule 16U4.01(15)

# 15 Voting Stock

As of January 25, 2012, officers and directors owned no voting stock in the Company or its
parent, Pennichuak 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 outs~a~ding shares of Pennichuele 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 ~f Directors wifih the City of Nashua. as its sole shareholder.

Penn~chuck Water V~orks, Ina ("PWW"), Pennichuck East Utility, inc. ("PEU"), Pittsfield
Aqueduct Company; Inc. ("PAC"), Penniehuck V~ater 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). T'he 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 L

Under the terms of the PUC Order, Peiuuchuck will issue a promissory note to the City of Nashua
in the amounf of $12Q million to be repaid over a thirty (30) year period with monthly payments of
X707,000 including interest at 5.75%. Also in accordance with the ~'UC Order, Pennichucle
recorded aa~ 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
$2U9.000 were paid to the City. Balance of t ie amount of the note payable to the City at
December 31, 2012 was $117.9 million.

_.. _ ._ _.. _ __ _._ __ .. ~~__. _.__~._ . ...__ _.. _.__._ _.__, _ ... _ ___ ...,_ _... _ _ _ _..__. __~__ ... ~__ 15 ~ ._ __.__



,r-- ..

ProvidertputsuanttoNHPttCR~tle1&0~,07(1fi)

Pittsfield Aqueduct Company, lnc.
Contractual Serv(ces

For the Twelve IVlonfhs Ended December 31, 2M2

Name. Address Amount Pu oseECECfRICAL INSTkLU1TIONS, INC. 397 ilVFtITTIER ti4V1' ~lOULTONB~RO NH 03254 43,115 Electrical Installations Prpvider &Maintenance ServicesMACH C.OMPRNY INC 2347 COLLECTIONS CENTER DRIVE CHICAGO IL 60693 12,948. Equipment Provider11ARCRC}S CffEM~GALS, INC. PO BOX 74583 CHICAGO IL 60690 1 Q,946 Chemical ProviderR.tt. Wt~TfE CONSTRUCtfON CO., iNC. 41 Central Street AUBURN MA 01501 53,750 Construction Services



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rute 1604.01(17}

(`I7) Asse#s and host Allocations - 1IVe ~nti~ipa#e That no non-utility assets or
operations will be included in the Company's financial statements for the test
year.



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 ei#her been filed
previously with the Commission or will be filed as a part of the Company's rate
case #cling.



Pittsfield Aqueduct Company
Quarterly Income Statements

Prov€cc##ed pursuant to N'HPUC Rt~fe 1604.Q1(19} 3Months Ended
3f3112OQ8 6/~~/2008 9130120Q8 12/31/2~U8 3/31/20D9 6/30/2009 9130!2009 12/31/2fl09

Water Revenues $ 186,679 $ 195,398 $ 197,892 $ 524,855 $ 361,410 $ 337,624 $ 357,822 $ 482,826O#~ter 2,7Q2 3,767 3,228 3,035 1,971 2,440 2,979 5,196Total Revenues 189,381 199,165 201,120 527,890 363,381 340,064, 360,801 488,022

Qperatina Ex-penses:
Rrodttct~n 77,061 65,682 75,158 76,738 77,540 80,993 88,804 75,015Trans & Distrib 37,271 49,049 48,023 45,426 47,050 49,925 83,540 62,330CustomerAecting 6,948 7,987 9,784 11,405 40;124 10,899 16,286 24,207FiQrnan 8~ General 11,589 12,281 .11,163 7,011 10,740 11,699 10,592 13,664
In#erd'ty Mgt Fee 99,599 14,594 97,15 1,18,302 1Q8,173 98,953 123,9.64 -% 119;906

232,46$ 239,593 241,444 258,882 253,627 252,469 323,186 295,123

D~preciationJAmort 41,304 42,88 40,535 51,038 48,885 49,585 50,259 52,591
Ar~art Exp: CIAO (6,119} (6,11.9) (6,269) (5,8fl8) (17,689) (6,107) (6,107) (6,107)Arnort Expense 3,617 2;924 2,921 5,707. 3,751 3,595 3,514 3,514
Taxes other than Income 9,311 1Q,508 X7,705 34,283 33,225 25,756 22,542 76,465
Incomel'axes (,46,852) (57,058) (61,052 18,371 {14,250) (22,271) (39,251) 1,275

233,.728 .232,728 235,284 362,475 3fl7,554 3Q3,Q26 354,143 422,860

Qpera~ng Income X44,347) (33,563] (34,164) 165,414 55,831 37,038' 6,658 65,161

Other Ir~eortie (Exp) 4,30fl - - (159,545) (17,4$5).- (14,006) - -

AFDUC (9,737) - (1,229) (8,145) - (4,903) (1,438) -tnteres# on LTD - 1,382 1,787 2,426 - 8,211 4,306 4,441
ln~rest on STD. - - - 3,905 (3,905) - -lnt~rcomany Interset 40;549 51,474 58,358 (16,189) 56,166 55,776 55,900 52,523Amortization 573 573 - - - - - -

31,385 53,429 58,916 (21,908) 60,071 55,179 58,768 56,964

Ne# Incam~ (Loss}

* Ir~ctucted Nart~t Caux~firy. and PitEsfield

$ X71,452) $ {86;991) $ {93;U80) $ 27,776 $ (21,725) $ (32,147) $ (52,110) $ 8,198



Rittsfield Agweduct Cotppany
QuarteMy Income Stat$ments

Provided pursuan# to NkIPI~C Emote 16~4.01(19j 3 Months Ewded
3/39/2010 6l3~/2Q90 9/3012Q~0 12/81/2010 3~3 .2011 6[3012911 9/3t1/2D11 13/31/2011 3!31/2012 6/30/2012 9!30/2012 12/31/2012

Water Revenues $ 143.,799 $ 151,318 $ 139;78? $ 159;082 $ 154,997 $ 229,762 $ 178,288 $ 169,129 $164,856 $ 171,351 $ 17.8,520 $ 169,242
Qtkter 952 985 1,669 2,016 1,663 1,993 7,354 1,591 .2,4$1 , 2,02Q 1,452 1,198

Total Revenwes 144,751 152,303 141,456 161,098 156,640 231,7b5 179;642 170,720 167,337 173,371 179,972 170,440

Ooerat~rta Expenses:
Production
Trans & t~istrib
Customer Accting
Admin &General
lnterdv Mgt Fee

Dep€ec'sation/Amon
Amart Exp: CIAC
Taxes otherEhan Income
Income Taxes

Oper$ting income

Other Income (Exp)

24,312 26,997 24,576 25,652 23,251 24,258 30,304 34,217 30,182 24,449 26,625 23,424
12,603 19,598 12,198 17,565 44,89 16,235 13.,517 20,688 19,350 16,217 19,598 14,492
8,243 6,714 4,140 5,794 6,513 3,J06 13,446 3,181 2,967 17,810 (4,783] 5,100
19,813 15,525 16,046 16,655 17,041 16,002 1.8,085 15,018 '8,262 7;613 7,719 15,722
46,570 40,245 38,479 44,288 .49,270 39,fl23 38,668 44,809 39,893 33,560 31,600 2$,169

111,541. 109,079 95,440 109,953 440,974 99,424 114,020 117,913 100,fi54 95,649 80,758 86,907

26,135 25,9.Q5 24,828 27,362 25,907 26,018 26,114 26,449 31,145 30,851 30,969 32,433
(5,723) (5,723) (5,723) (5,723) {5,723) (5,723) (5,723) (5,723) (5,723) {5,723} (5,723) (5,723)
21,831 (3,900) 15,845 27.,012 30,7'09 8,595 19,652 24,111 24,953 22,557 22,557 27,301
(9,521) 5,484 (1,159) (4,604) 19,458 35,486 4,626 2,353 413 4,247 14,949 11,587

144,262 130,845 129,230 154,000 172,410 163,800 158,689 160,397 151,443 151,580 143,510 152,505

489 21.,458 72,226 7,098 (15,770) 67,955 20,953 10,322 15,894 21,792 36,462 17,935

_ - - - - - - - - (1,585) - {1,871)

AFDUC - - - - - - - -
Interest on LT[> - 801 _ _ _ - - - - - -
inte~est on STD - - - - - - - - -
Inte~cornpany Interest {45,004) (13,898) (13,993) (14,085) (13,895) (13,852) (13,901) (13,828) (13,817) (13,732) (13,670) (15,842)

Amortization - - - - - -
(15,004) (13,098) (13,993) (14,0$5) (13,895) (13,852) (13,901) (13,828) (13,817) (13,732) (13,670) (15,842)

Net income (Lass) $ (14 516) $ 8 861 $ (1,767} $ (6,9$8) $ (29,665) $ 54,103 $ 7,052 $ (3,506) $ 2,077 $ 6,475 $ 22,791 $ 221

* Pi4tsf~elil Only{EacCtudes NorEh Country}



Pt~ts#el'_ , 7ueduct
Quarkerly Sales ~ .tne Schedule for

#ate Five Years from 2fl08 thraugh 201.?
Provided pursuant to NHPUC RuIE 1604:01(2U}

~ooa
IVA-arch. September DecemberGwsto►~aer Type March $ Cons. June $ .dune Cons. September $ Gons, December $ Cons. Total S . Total Cons.

Residential $ 62,367 13,195 $ 58,176 12,044 $ 64,878 14,13F. $ 57,470 11,817 $ 242,891 51,248Gommerciai $ 13,944 2,232 $ 14,1Q4 2,282 $ 14,673 2,438 $ 15,127 2,580 $ 57,84.8 9,532tFldustrial $ 2,650 3'10 $ 2,716 330 $ 2,648 310 $ 32,428 166 $ 40,442 1,41611~unieipat $ 32;983 285 $ 33,Q49 305 $ 32,534 149 $ 2,755 311 $ 101,322 1,050
111,944 16,022 $ 108,045 14,961 $ 114,733 17,029 $ 1Q7,780 14;934 $ (1,006) Abatements

$ - Other Adjustments
$ 449,496 Total Water Billed
$ .(12,57U) Unbitled Revenue
$ 94,737 Recoupment
$ 523,663 62,946

2009
March September December

Customer Type March $ •Cons. June $ Jane Cens. September a Cons. December $ Cons. Total $ Total Cons.
Resit~ential $ 77,980 12,286 $ 75,318 10,828 $ 82,558 12,354 $ 76.,850 11,156 $ 312,707 46,624
Commercial $ 20,241 2,723 $ 19,957 ~ 2,306 $ 21,737 2,693 $ 2 ,603 2,463 $ 82,537 10,185
Indusiriai $ 2,65 135 $ 2,899 129 $ 2,535 94 $ '2,933 143 $ 11,020 501
Municipal $ 41,894 304' $ 4fi,351 319 $ 45,511 1.73 $ 46,310 349 $ 180,067 1,145

$ 142,769 95,448 $ 144,526 13,582 $ 152,340' 15,314 $ 146,697 14,111 $ (5,796) Abatements
$ (0) Other Adjustments
$ 580,535 Total Water Bailed
$ 27,603 Unbilled Revenue

_ $ (7,536) Recoupment
$ 600,603 58,455

2070
March September December

Gustamer Type March S Cons. June $ June Cots. September $ Cons. Decemtver $ Cons. Total $ Totai Cons.
Residential $ 90,880 11,974 $ 84,?15 10,898 $ 93,145 12,466 $ 89,434 10,599 $ 358,174 45,677
Commercial $ 20,862 2,347 $ 24,149 3,021 $ 23,210 2,791 $ 24,470 2,822 $ 92,691 10,981
lndust~+a1 $ 2,542 t02 $ 2,547 103 $ 2,703 935 $ 2,734 t06 $ 10,525 446h~3unicipal $ 34,106 341 $ 34,130 346 $ 33,203 155 $ 36>279 323 $ 137,717 1,165

$ 148;3$9 14,764 $ 145,541 14,168 $ 152,2fi1 15,487 $ 152,91.7 13,850 $ (6,853) Abatements
$ 0 Other Adjustments
S 592,256 Total Water Billed

1,730 Unbillsd Revenuei-~
$ - Recoupmentrno
$ 593,986 58,269



Prav did pursuant to Nk~PUC Ruie 1604.0'I(~Oj

March
Cwstomer Type March $ Gons. June $
Rg~i+dentiai $ 94,789 11,031 $ 9fl,840
Commercial $ 24,448 2,796 $ 22,161
Industrial $ 2,813 105 $ 3,377
lUt~niCipal $ 37,303 298 $ 37,287

$ 159,3'53 14,230 $ 153,665

Pit#sfield Aqueduct
(~uarEerFy Sales 1/olurne Schedwle for
the Fire Yeas from 2008 through 2012

2011

June Cons. September$

1Q,305 $ 108,899

2,3fi4 $ 24,059

178 $ 3,241

29fi $ 43,D71

13,143 $ 179,270

2072

September
Cons. December $

11,870 $ 98;D36

2,302 $ 23,566

157 $ 3,15Q

184 $ 43,974

14,453 $ 168,726

December
Cons. Total $ Total Cons.

9,910 $ 392,564 43,056
2,218 $ 94,234 9,680

123' $ 12,589 563
302 $ 161,633 1,Q8Q

12,553 $ (7)Abatements

$ - Other Adjustments
$ 661,006 Total Water Billed

$ 7,229 Urtbiiled Revenue
$ 63,920 Recoupment

$ 732,155 54,379

March September December.
Customer Type March $ Cons. June $ June Cans. September $ Cons. December $ Cons. Total $ Total Cons.
Residen~ia{ $ 98,898 10,108 $ 104,884 11,115 $ 1Q4,158 11,022 $ 103;665 10,804 $ 411,605 43,049
ConzmerEiak $ 22,985 2,134 $ 23,509 2,221 $ 21,768 1,913 $ 22,170 1,971 $ 90,433 8,239
industrfat $ 2,942 88 $ 3,246 139 $ 3,156 124 $ 3,013 102 $ 12,358 453
Municipal $ 43,991 307 $ 44,178 340. $ 42,938 132 $ 44,081 329 $ 175,186 1,108

$ 168,817 72,637 $ 175,815 13,895 $ 172,021 13,791 $ 172:928 13,206 $ (59) Abatements

$ - Other Adjustments

$ 689,523 Total Water Bilisd

$ (5,484) Unbiiled Revenue

$ {70) Recoupment
$ 683.969 52,849

Nate: Rlorth Country wa#er systems have taeen excluded in the 2008 and 2009 sales number for comparabi{ity."
Prior fo 2010, the North Country water systems were part of Pittsfield Aqueduct Company.



P~tt~field Aqueduct Company.
E:apxtal Expe~di~ure Budge# -2013
~$Q(#O)

Provided p~rsaarrt to NHPtlC Rule1SO4.01(2'1)

Project Description Project Ra#ing Total 2013 incl O/H
_2012 Car aver Pra es~s -PAC •, -

3Q Street Wafer Main Finai Davin 30
Build new, a e a# Pittsfieicl lantsite Ian a roual 4 1~
Subtofa12~i12 Garryo~~r Projects 45.00

2012 Carryover Projects - Totat PAC

New 2013 Rrojects - Totat PAC
Defierred Projec#s - Zfl93

'Fotat Capital Sudg~t -PAC

Pro'rect Rating
1~ mgst do, 2= defer, 3=discretionary, 4=

deferred. unless SRf funding avail

rnN

45.00

90.00

135.00



P~t#s~eld Aq~ed~ct Company
Cap#al Expenditure Budget - 2014
C~oao)

P~ovIdec~ pursuant to NHPUG Rule 1604.fl1 j21}

Project
Project Descri~fion I~a~ing Totai 2014 incl O/H

2013 Gar> over:Prc ects - PA
guifci nevw ara eat Pi#ts~ielct lat~t 4 100
Subtotat'~0'f3 Carryover Projects 't00.00

2013 Carryover Prs~iects -Total PAC

New 244 Prajects -Total PAC

Total G~pital Budget - P1~C

Project Ratina
1=must da, 2= defer, 3= discretionary, 4=

deferred ~c~tess SRf funding avaei

100.D0

364.00

464.00

w



Pittsfield Aqueduct
Annuat Statement of Cash Flowa

For the Twelve Months Ended December 31, 2013 and 2014

Provided pursuant to NHPUG Rale 1.604.01(22)
'2413 '2014

Operating Activities:

Net Income 948 50,000

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

Depreciarion and amortization 91,257 95,000

Gain on sale of land/cell tower leases -

Amoxtizadon of deferred investment ra~c czedits -

Provision for deferred income taxes 622 700

Allowance for funds used during constnzction -

Undistributed earnings in real estate partnerships -

Special shareholder distributions -

Change in assets and IiabiIities:
(Increase) decrease iw accounts receivable and unbilled revenue (4,798) {6,000)

(Increase) decrease in refundable income taxes -

(Increase) decrease in materials and supplies - -

(Incxease) decrease in prepaid expenses (98,045) -

(Increase) decrease) in deferred charges and other assets 27,192- -

Inerease (decrease) in accounts payable and accrued e~enses {11,059)- -

Increase (decrease) in other - 131,175 (8,000)

-Net cash provided by (used in) operating activities 137,292 131,7Q0

Investing Activities:

Purchases of property, plant and equipment (135,000) (464,000)

Contribnrions in aid of construction -

, (Increase) decrease in restricted cash

Sale (purchase) of investment securities.

Net (increase] decrease in notes receivable -

Proceeds from sate of land -

Net change in investment in real estate parmetships and deferred land costs -

Net cash providecYby (used in)' investing activities (135,00) (464,000)

Financing Acrivities:

(Repayments) advances on line of credit -

Payments on long-term debt

Proceeds on long-term borrowings - 33'5,300

Debt issuance costs (2,292) (3.000)

Proceeds from issuance of common stock and dividend reinvestment plan -

Dividends paid -

Net cash provided by {used in) financing activities X2,,292) 33 ,300

Net increase {decrease) in cash - -

Cash at begigning of period 900 900

Cash at end of period 900 900

_. _ _. _. _ _ _ _ .164-



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES.

Provided pursuant to NHPUC Rule 1604.01(23)

(23) finking Fund Provisions -None.

~~
i
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WAIVER OF CERTAIN, PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(24)

(24) Shirt Terra Debt Oufistanding -- subrr~itt~d with supporting ~eh~dul+es and exhibits
fior 1604.08 and labeled. as Schedule 6.



V'VAIVER OF CERTAfN PR(JVdSIONS OF
PUC 1fi00 FILING RULES

Pravidei~ pursuant tQ NHPU~ Rule 1B04.Q1(Z5j

(25~ -P~rerit Company Infc~rrriatian — 012 & 2011 Audited Fin~n~i~i Statements and
2090 Form 10K item S corit~ined in this binder. ZOQ9 and 20Q8 Annual Reports
to Shareholders previously provis~~:d in DW 10-090.
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~~~~JI~CL~Cc~}~

INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholder
Pcnnichuck Cozporation and Subsidiaries

We have audited the accompanying consolidated financial sta~exnents of Pennichuck Corpora~ian

~iad Subsidi~ra.~s, wl~~ict~ comprise the coz~sc~lidated balance sheet as of December 31, 2012, and

the related consolidated statements of income, clsanges ua stockholder's equity, and cash flows

for the year then ended, and the related Hates to the consolidated financial statements.

Mnnagenient's Respansibitz[y for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these. consolidated

~r~ancial statements irx accordance with accouritang principles generally accepted in the

United States of America; this includes the de~i~n, implernentataon, and mainteziauce of

internal control relevant tc~ the preparation and fair presentation of consolidated financial

statements that are free from ~nat~rial misstatement, whether due to fraud or error.

Aud,~ors' Responsibility

Our CBS~YOItSIb1I1~/ is to express an opinion an fihese cansotidated financial statements

based. nn our audit. W e conducted our audit iri 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,tl~~ consolid~.ted financial statements

are free from material misstatena~nt.

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the consolidated financial statements. The procedures selected ciepenc~ on the

~udiYor's jud~nent, including the assessment of tk~e risks of x~at~rial misstat~xnent of the

consolidated. financial statements, vvl~cther clue to fraud a~ error. Iii making those ris~C assess-

ments, the auditor considers internal ecrntrol relevant to the entity's pr~paratian and fair

prese~tatian of the consolidated financial statements in order to design audit procedures

that are appropriate in the circumstances, lout not for the purpose of expressing an api~nion

on the effectiveness of the entity's internal control. Accordingly, w~ express no such o~nian~.

An audit also includes evaluating the apprnpriateaess of accounting policies used and the

reasonableness of sign i"icant accounting estimates made by management, as well as evalu-

ating the overall~presentatifln of the consolidated financial statements.

~t~..~;~'kY~'l~Ot~~,9i:t. e ~:~~'~.~`~{ad~Ci '1Ca1's`.~ ..'~:~ „ .'. ~;~i ~.::i :;-1_.. :r~::t-' <. )St:;.: .. ~r~ ~,'f x ~ t • ~1i~ S!l71Y~~2tft++ .•n~ .K <'-t•y ~ ~~t~N~. f ~f.- jilt tO ~~

~+~:ite~&. a`tiF!''1 ta3~:~ c~lttrrcle~! 'v~1:ft3~t~t .~ :,:h~:. ,••ir? ';i..,. titrnft#~Nst~ 1Fdrpl iti;i4'f :H~,::..,x~:, ':u;'.:,~tsjj

: ,= a ~
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PENNICHUC~ CORPORATION ~NI} SUBSIDXA~2IE~

CUN~OLIDATED BALANCE SI~EET

(in tt~►t~sands, except share data) ~
i
l

As of
I~ecembcr 31, 2412

i

ASSETS
Property, t'lant and Eq~ripment, net 1

I
CurrenE Assets:
Cash and cash equivalents ~~~ `~
Restricted cash
Accounts receivable -billed, i~et ~„'~~f~
Accou~rts rec:~ivable - unbilled, net '~1~t:

Inventory ~ ~1
Pi~cpaid expenses d$

Fr~paid prUp~r[y taxes ;~~ .
Deferred end refur~dabie income taxes ,~

Tofat Current Assets - ~~~9 .

~~
Other Assets:
Deferred land costs 2,251

D~[~t issuance expenses 3,623

Investment in ~~eaf estate partnership 113

Other 10,272

Acqui$itian premium 83,2E 1

Tatai Other Assets 4~~~2p

TOTAL ASSETS $ 276,53Q

The aceompanyino Hates ire an integral .part 4f these ~cvnsatidated financial state~n~nt:

3
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FENI~TICFIUCK CC?RPURATION AND SUBSIDIARIES
CONSOLIDATED BALANCF. SHEET -CONTINUED

(in thousands, except share data)

As of
Ilecembex 3~r:2012

STOCKHOLDER'S EQUITY ANU LIABILITIES
Stockholder's Equity:
Common stack; $Q.0 I par value; 1,000 shares authaxized,
issued and outstanding ~
Additional paid in c~.pital 30,561
Retained deficit (2.,366)
Accumulated other cornprehe~xsive income 35.~:
Total Shareholders' Equity 28,230~~.~~:

Long Term Debt, Less Current Portion l~

Current Liabilities: ~
Current portion of long term debt 2,780

.Accounts payable 908
Accrued property taxes 57
Defezred revenue ~ 61 {
Accrued a`nterest payable 67 8
Other accrued expenses 127
Accrued wages and payroll withholding 262
Customex deposits and other .~~._ 137

Tata1 Curtent Liabilities 4,9SU

Other Liabilities anti Deterred Credits:
Deferred incvme.taxes 20;625
Accrued. pension liability 8,855
Un~mortized debtpremiurn 464
Deferred investment talc credits 669
Regulatozy liability Sob
Accrued post-re#irement benefi#s 2,368
Customer advances 84
Contributions in aid. of construction, net 33,53
Derivative.insirurnent 825
Other tong term liabilities ~~~ , 802

Total Other Liabili#[es and Deferred Credits 69,071

TOTAL STOCKHt?LDER`S ~QUIT'1' AND LIA~TLITI~S $ 27b,530 .

Tl~e acegrapanying notes are an integral part of these canso[idated financial statements„ ~

_. _._ __ . _ _ _. 1.7..3.



P~~c~ucx coRro~.~o~v Aivn s~~ms
CQNSULIDATED STATEMENT (lF INGQME

(in thousands)

Operating Revei~«es

Operating Expenses:
Operations and maintenance
i7epceciatian aid amortization
Taxes ~tlier than income taxes

Tate! Qperating Expenses

4p~rating lncorne

Merger-related Costs
Interest Expense
Gain ott SaIE of Land
O~he~, Nit

Income (Cuss) Before {Fcavision far) Benefit Fram InGane Taxes
(Provision ~'ar) Benefit ~i~om Income Faxes

Nit (L,ass}

Far fhe Y`car Ended
December 31, 2012

X7,756

] 8,40
5,173

4,857

~.

9,18G

(3,750}

~~>~1~~
Y,~29

_..~(32)

(2,582
680

$ (1,9f~2}

The ~~Gampa~nyying uates are an integral part of these consolidated ~nanaial statements.

5
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PE I+~H'U'CK ~Q QRAT~iC~}~' Ally} ~tT~~U~~',~
GO~'SflLIUriT',~D STATEMENT 0~ ~+~ES IN STACKH~,}LDEi~'S EQiTiTY

Cu t~ons~ds, eac~g# per s~ax~ c}a#a)

Accumu3ated
Addifi4rtal ~ Clthor

Gammon Staek Paid sic Retained Comprehansivt Treasury
Sissies Am~tunt ~a~ttal Earnings/{deficit) ~nsamc {Lassa Stack Tatal

B~attce as of
January 1, 2Q12 4,d9S,757 ~ 4,69b $ ~i,689 ~ l 1,132 ~ {SUO} ~ (138) ~ 56,879
~x~r~is~ of stoe~ opt ans t,43~7 t 20 - _ 21___
Slack-based cc+~npens~tion - ~ - Sb ~ - - ~6

~etirernent of oid capital str~icCure
.due to ange its conixa! (~,b96,8~4) (4,b'~7) {~1,1b~ (11,38b) 53t~ 1~8 (S7,t80)

Issuance Qf common shares under
new cagiial steucure 1,OOU 3t},Sb I - - - 3Q.561

Carn~on di~ridends deelared-
$2~09 ~~~ per sisare :. (21 flj - - (210}

~t~: toys (~,~zj w (~,~~?}

t?#her eo~tpret~ensive i~tcome (loss:

Unrealized loss on derivatives,
net ~~ taxes of ~(b{?} - (g9j (89)

Re~~ss~icaticsn ofnet loss reaiiz~d
in ne€income,, nit of taxes of ~G~ - -. ,. _ _ . g4 ~ 9.4:

B~fancs as of
~~~n~~~~c~.2oia .~,~oo_ ~ - ~ ~~,s~~ ~~ ~ ~s ~ - ~ ~~,~~~

Theaccompanying notes are an nte~ra! pact of these Cortsoiidated fsnanciai statements.

7
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P.CNNICHITCK CURP4RATIDN AND SUBSIDIARIES

CONSfJLIDATED STATEMENT OF CASH FLOWS

(in thousands}

Operating Activities:
Net {Loss)

Adjustments to reconcile net loss to net cash provided by operating activities;

Depreciation and amortizarion

Amaxlizati~n of original issue discount

,Arno~ti~atian of deferred investment tax credits

Provision for deferred income tax

Undistributed loss in real estate partnership

Stack based compensation expense

Changes in assets and liabilities:

Increase in accounts receivable and unbiiled revenue

Decrease in refundable income taxes

Increase in materials and supplies

Increase in prepaid expenses
Decrease in deferred charges and other assets

(17ecrease} in accounts payable and deferred revenue

Increase ion accrued interest payable

Increase in other

Net cash pxovided by operating activities

Investing Activtties:

Purchase of property, plant and equipment including debt component

of allowance far hands used during cnnstraction

{Increase} in restricted gash

Payments made [n canneciion with merger-re~atcd activities

Increase in iuv~stment in Teal estate pai~fnership and deferred land casts

Net cash used iri investing activities

Far the Year Ended
December 31, 2012

$ (1,902}

5,438
12

(33)
(13)
6
56

1,207
(79}
63
467
4~1
(161
(13U~

7,076~.~.

{6,980)
{5,443)

(143,971)
294

$ (tS6,lUQ~

The accainpanying notes .are an integraS part of these consolidated fi~anciat statements.

8



P~1~INICHUCK CORPORATION AND STT~SIDI'ARIES
CQNSOLIDATED STATEMENT OF CASH FL4R~S

(in thoasauds)

for the Year Ended
Aecember 31 2412

Fina►~cing Activities:
Payments on tong term debt $ (3,G~17)
Contributions in aid of cottstructian 5~
Proceeds fi`om long term borrowi~~gs ~ 120,209
Debt iss~~ance ensts (30)
Proceeds from issuance of can~nion st<~ck and- diuidend reinvestment plan 3Q,S83
Dividends paid ~ 2

Net cash provided by financing activities 146,910~~

Decrease in cash and cash equivalents (2;1 I4)
Cash end cash eq~zivnlents; beginning of period 2,98?

dash ~tnd cash equivalents, end oi' perioit $ 873

Suppl~m~ntal ~liscl~su~`e on cash $ew aid nom cash items
for the year ended ~e~ember 31, 2Q12 {in thousands)

For the Year Tnded
December ~1 ~Q1,Z

Cash paid (refunded] dt~ri~i~ the period for:
interest ~ 9,512
incon~~ taxes !$6

I~Ion•cash items:
Contributions in aid of construction I,13~
Fargive~iess of debt 42

~`he aacornpanyin~ Hates are an inte~rxl part of these eonsalidated financial s#atements.

9
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PENNXCHUCK CORPORATION AND SUBSIDIARIES
NQTES TD CUNSOLIDATED FINANCIAL STATEMENTS

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

Desc~t~iption of Business:

Pennichuck Co oration our "Corn an ," "we," or "our" is a holdin com an head uar-rP t 1~ Y )~ ~ P Y q
tared in IVlerrirnack, New ,Hampshire with five wholly owned operating subsidiaz~es:
Pennichuok Water Works, Inc., ("Pennichuck Water") Pennichuck East C:Jtility, Tne.,
("Pennichuck EasY') and Pittsfield Aqueduct Company, Inc. ("PAC"} (collectively referred to
as our Cc7mpany's "utility subsidiaries"}, which -are involved in regulated water supply and
distributian to ~~stc~mer~ in ~t~w Hamps]~ir~; Penn~cl~uek Water Service Corporation
{"Service Carpo~•ation"} which couc~ucts non-regulated water-related services; and The
Southwood Corporation ("Southwood") which owns sevexal parcels of undeveloped Land.

Our Company's utility subsidiaries axe engaged prineipalty in the collection, .storage, treat-
ment and distribution of po#able water to approximately 34,500 cnstamers thraughaut the
State ofNew I-iampshire. The utility subsidiaries, which are regulated by the New Hampshire
Public Utilities Commission (the "NHPUC"), are subject to the provisions of Accounting
Standards Codification ("ABC") '~'opic 980 "Regulcxted Operations."

Summsx~y of 5ignifieaut Acc~untin~ Pal~cies;

(a) Basis of Presenta~inn

The accompanying consolidated financial statements include the accounts of our Company
and its wholly owned subsidiarries. Atl significant interca~panST transact~ans have been elimi-
na#ed in consolidation.

(b) Ilse of EsE rrtates in the PreparaZrnn o, f Finar~~ial Statenaents

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America xequires management to make sstirnates and
assunzgtions that affect the reported amounts of assets and liabilities, disclosure cif contingent
assets_ as~d liabilities at the date of the financial statements and the. reported amounts of
revenues and elcpenses during the reporting period. Actual results could differ from those
estim~,~es.

(c) Pra,~e~ty, Plant and Equipment

Property, ptant and equipment, which includes principally the water utility assets of our
Company's 'utility subsidiaries, is recorded at cast pYus an allowance for fiends used tluzin~g
construction on major, long-t~r~ projects anc~ includes property funeled with con~i'ibu~ians in
aid of construction. The provision for depreciation is computed on the straight-line method

10
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aver the estinnated usefitl' lives of the assets whioh range from S 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

(in thousands) 2012 (in years}

Utility Property:

Land and land rights $ 2,911

Source of supply 50;027 34 - 75

Pumping and purification 2$,794 15 - 35

Transmission and distribution, including 119,638

services, meters and hydrants 40 - 91

General a~ad athex equipment 10,206 7 - 75

Intangible plant 766 20

Co~~struction work in grogress 1063

Totat utility property 213,405

Total non-utility praperry 5 5

Total property, plant and equipment 2 3,410

Less accuintdated depreciation ~(49~352~

Property, pant and equipment, inet ~ $ 164,058

Maintenance, repairs end minor rnpravements axe c2 arged fo expense as incurred. Imprav~-

znents which si~;nifi~antly increase the value o~propert~, plant and equipment are capitalized,

(d) Cash and Cash Equii~alents

cash and Cash equivalents generally consist of sash, money market funds and other short-

f~rn liquid investments with original maturities of three mo~fhs or less.

(e) Concentration of Credit Risks

Financial instruments that subject our Company to .credit risk consist primarily of ct~,sh. and

accounts receivable. Our gash batatxces are invested both in a money rnarkef fund consisti~zg .

of governxnent=backed securities and in a financial institution insured by the Federal Deposit

Ins~irance Corporation ("FDIC"}. Our accouz~~s receivable, balances prix~arily represent

amounts due from the residential, commercial and industrial customers of our reg~uiated

water u~ili~ty operations as well as receivables frarn our Service Corpozation customers.

11



(f} Accounts Receivable -filled

Ace~unts receivable are recorded at the invoiced amounts. The allowance for doubtful

accounts is our best estii~lafie of tixe amount of probable credit: losses in our existing accounts

receivable, and is determined based on historical wzite-off experience and the aging of

account balances. Vt~e review the allowance for doubtful accounts quarterly. Account hal-

anees are written off against the allowance when it is probable the receivable wi11 not be

recovered.

(~ Accounts Receivable - Urxbillerf

We read our customer meters an a monthly basis and. record revenues based on meter reading

results. Information from the last meter reading date is used to estimate the valve of unbilled

revenues through the end of the accounting period. Es#imates of water utility revenues fc~z-

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) Irtve~ctory

Inventory is stated at fh~ lower of cast, using; the average cost method, ar xinarket.

(i~ Deferred Laud' Costs

Included in deferred land costs is our Company's original basis in its undeveloped land-

holdings and any land improvement cosfis, ~+hich are stated at the lower ~f cost ox market.

All costs associated with real estate and land projects are capitalized and allocated to the

project to which the casts relafie. Administrative labor and the related fringe benefit costs

attributable to the. acquisition, active developmnent and constxnetion of land ~axc~ls are

capitalized. as deferred. land casts. Na labor and benefits were capitalized far the year ended

December 31:, 20 i 2.

(j) DeferNerl Charges and Other Assets

Defexred charges include ceirtain regulatory assets and costs of obtaining debt financing.

Regulatory assets are amortized over tl~e periods they arc recovered through N~tPUC-

authorized water rates..Deferred financing casts are amortiized over the term of the rebated

bonds and notes. fur Company's utility subsidiaries have recorded certain regulatory assets

in cases where Elie NHPUC has permitted, OT 15 EX~~CtiE~C~ t0 pBTiTilt, rSCOVET~ Of ~165~ CgS~S

over future periods. G`urrently, the regulatory assets are being axnartized aver .periods ranging

from four t4 25 years. Deferred charges and other assets as of Uecennber 31, 2012 consisted

of the following:

12
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(in thousands)

Regulatory assets:

Source development changes

Miscella~ieous studies

Unrecovered ~ensian and past-retirement

benefits expense

Total regulatory assts

Supplemental executive retirement plan asset

sut~totat

Deferred financing casts

Recovery

Pcri~d

2012 (in years)

$ 820 5 - 25

608 4 - 25

~~~ tF~

~~

'~4

~o,2~z
~.~ i>

Total deferred charges and other assets $ _ 13,895

~;` We expect to recover these ~n~ounts co~~sistent with tine anticipated expense rec~gnitior.

of ti~ese assets.

(Ic) Contributions in Aid of ̀Const~^uctivn ("e~AC")

Under const~ructian contracts with real estate developers and others, our Company's utility

subsidiaries may receive non-refiindabie advances for the cast of installing new water mains.

These advances are recorded as CIAO. The utility subsidiaries also recnrd to plant ~d CIAC

the fair x~arket value of developer installed mains and and+ excess of fair market value over

the cast of community water systems ~urchas~d fro~x developers. CTAC are amortized over

the 1zfe of the property.

{~) Revenues

Standard charges for water utility services to customers are recorded as revenue, based upon

rn~ler read:~ngs and contract service, as services are provided. The rnajorit~ of our Company's

water revenues are based on rates approved by the NHPUC. Estimates of unbitled service

revenues are recorded in the period the services are provided. P'~ovisipn is mad.E in tl~e

financial state rnents for estimated unaoXler<t~ble accounts.

Non-regulated water management services include contract operations and rnainte ce, aid

water testing and billing sex-vices to municipalities anc~ sma11, privately owned community

water systems. Contract revenues are iiilled and m~agni~~d vn a ~.on~tly r~ecurriin~; ~asXs in

agcardanae with agreed-upUu cuntraat rates. Revenues from unpl~rtned additional work are

based upon time and materials i~tcur~'ed in connection with acfzvities nvt specifically identi-

fi~d in the contract, or for v~rhich work levels exceed contractied amounts.

Revenues. from real estate operations, other thin undistributed earnings ar losses from. equity

mefihod joint ventures, are recc~rd~;d upon comple~io~ of a sate of real property. Qur

13
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Company's real estate holdings outside of our regulated utilities are comprised primarily of

undeveloped land.

(rn) Investment in Joint Yentu~e

Southwood uses the equity method of accounting for its investment in a joint ventu
re in

which it does not have a eontralling interest, Under fhis method, Southwood records 
its

proportionate share of losses under "Other, net" in the aecompanyi~g Consolidat
ed State-

ments of Iucom~ with a corresponding decrease in the carrying value afthe investnnent.

(n) Income Taxes

Income taxes are recorded using the accrual method and the provision for £ed~ral and sta
te

income taxes is based on incaine reported in the consolidated financial statements, adjusted

for items not rcoo~mized for incarne tax pur~as~s. Provisions fcrr deferred inccs~ne ta~e~ are

rec:o~nized far acaeler~ted depreciation and other temporary differences. A valuati
on allow-

ance is provided to offset any net deferred tax assets if, based upon available evidence, it i.s

.more likely than not that some or all ~f the deferred tax assets will.not be realized.

Investment tax credits previously realized for income tax puirposes are amortized for fina,2zcial

statement purposes aver the Life of the property, giving rise to the credit.

{o} Recently 1'ssued Accounting Standards

V~7e do not ex~~cY the adoption of any recently issued accounting pronouncements to have a

material impact on our financial condition or results of operations.

Nate 2 -- Post-retirement Benefit PYans

Pension Flan and Q1:her Post retirement Benefits

We have a nvn-contributory, defined benefit pension plan. (the "DB Plan") that covers s
ub-

staritially all employees. The benefits are based on. years of servica and parkicipazit
 caznpensa-.

tian levels. Uur funding policy is to contribute annual amounts that meet the requirements
 for

funding under the U.S. Department of Labor's Pension Protection Act Contri
bntzons are

intended Ya provide not only far benefits attributed to service to date but 
also for fkiose

expected to be earned in the future.

We ~xavide host-rsti~ement medical benefits for eFigible retired employees t
hrough one of

two plats (collectively re€erred to as our "QPEB Pl~:ns"}. For einp~o~ses rvho retire 
an or

after the nominal retirement age of 65, benefits are provided through apast-retireme
nt ~l~n

(the. "Post--65 Phan")..For eligible employees who retire prior to their normal retireme
nt age

an d who have met ce~rt~%n age and service requirements, benefits are provic~~d ~hroug~ 
a post-

employtnent medical Ian (the "Post-employment Plan"). Fuiure benefits under t
he Post-65

Flan increase annually based on the actuaY percentage of wa,~e 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 ~-oup rates from

the employee's retirement date until: the em~rloyee becomes eligible £ox Medicare. The OPEB

Plans are funded from the general assets of our Company.

Upon retirement, if a qualifying employee elects to receive ~neciical benefits under one of our

OPEB Plans, we pay a maximum monthly benefit of $343 based on years of service.

Tl1e following table sets forth in~arzination regarding our DB Plan and our OPBB Plans as of

December 31, 2 12, and for the period from January 1, 2012 to December 31, 2012:

(in thousands)

Prajected benefit ~hti~ation~

Emp~ayer contribution

Benefits paid, excluding. expenses

Fair value of plan asset

Accumulated benefit t~bti~ation

P~ded status

Net periodic benefit cost

DB Plan QPEEt Plans~~~
December 31x_2012

$ 1K,569 $ 3,212

983 49

{3G9} (49)

9,713 818

16;158

($,$55~ (2,394)

1,38 180

Amount of the funded st~.tus recognized in the

Consolidated $glance Sheet consisted o£

Cu~~rent t~ablity ~ $ (2fi}

Non-current Ii~blity ~ (2,368

Total $ ~:~~.: $.. 
2,3,94

Changes in plan assets and benefit obligations recognized in regulatory assets, for the period

from Januaxy 1, 2012 to December 31, 2012, i~vere as follows:

(in thousands)

Re~ulatary asset balance, beginning of period

I~tet actuarial loss/{gain) i~eut~red dur~n~ the period

Prior service cast incurred during the period

Recognized net actuarial (~aii~.)ilo~s

Kegulatory asset b~Iance; end o€period

p~ Plan OPEB Plans

December 31, 2012,

$ G,9~7 $ 1,208

1,352 (21.2j

- {78~)

3~$5

~'f~:'~~ $ 222

The reduction u; ~riflr service cost recognized wring 2012, as shown in the table above in

the amount of $785,QQ0, resultet~ f-~~m changes to certain underling factors relati~n~ to future

benefit casts, relating #o one of the OPEB plans. The Post=6S Plan was changed as of

IS
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January 1, 20I 3 relating to tie cost of underlying health insurance prerniut~s fc~r the plan, as

well as a clearer definition of the basis for premium amounts anticipated for employees

already collecting benefits from the plan, as we1X as future benefits to ~e eazz~:ed by

emplaye~s eligible under the plan, for. which benefits have not yet been paid nut. The

resulting decrease in the liability of $7$5,000 will be amortized over tine future working

lifetime of active employees.

~~xnounts 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 foIl~wing as of D.acem~er 31,

zoiz:

{in thousands)

Net aetuariai (gain}/lass

Prior sertJice cost

Regulatory asset.

AB Plan OPEB Pians
December 31, 2012

$ 7,74 $ 384
162}.

$ 7,874 $ ̀ 222

The key assumptions used to value benefit obligations and calculate net periodic benefit cost

for our DB aca~d OPEB Plans include the following:

Discount rate for net peria~iic benefit cost, begimii~~g ofperiod (a} 4,50%

.Discount rate far benefit obligations, end of period 4.OU%

Expected return on plan assets for the period (net of investment expenses) 7.50%

Rate of cotnpensatio~ increase, beginning of period . 3 A0%

Healthcare cost trend rate (applicable only tQ, OPEB Plans} 14.QQd/o

(a) An inoresse car decreasa in the discount rate c~t`(3.5°la would result in a chQnge iia the funclect status a~ of'f~ecember

31, 2UE2, for tEl~ I}B I'4sn au~! the (~~'FEt Puns cif ap~raAiniate~ly ~l.~ enilliott attd $1.6 million, resp~ctz~~~Ey,

The ~stiinated net actuarial loss for our DB Plan that wi11 be amortized in 20.13 from the

regulatory assets into net penipdic betlefit cysts is $435,(100. The estimated net actuarial less

and prior service cost far our OPE~3 Plans that will be amortized in 2413 from the regulatory

assets infix net periodic benefit costs is $2,000 anc~ $0, respectively.

In establishing its inve5mne~.t policy, our Company has considered the fact that the DB Plan

is a major retirement vehicle fir its employes and the basic gaol ~ndexlyin~; the establish-

ment of the policy is to provide. that the assets of the Pian are invested in accordance with the

asset allaca~ion range targets to achieve our expected return on Phan assets. (Our Company's

investmorit strategy applies fo its OPEB Pans as well as the DB Plan. tour expected l~ri~-

term rate of return on DB T'laii ar~d,OPEB Plan assts is ba~cd vn the Flans' expected asset
aIlacativn, erected zeturns can various classes of Flan assets ~s well as laistori~al returns.

The assets of our Post-&5 Flan are he1c1 in iwo separate Voluntary Employee Beneficiary

Association ("VEBA") trusts. We maintain our VEBA plan assefis in directed trust accounts

at a coinmexcxal bank. `
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The investment strategy £or our DB Flan and our OPEB Plans utilizes several different asset

classes with varying risk/zeturn characteristics..The following table indicates the asset

allocation percentages of the #air value of the DB Pla~i and QPEB Plans' assets for each

major type of plan asset as of December 31, 2012, as we11 as the targeted allocation range:

DB Plan

Asset

Allocation

Range

Equities 60°/a 30% - I40%

fixed iticomo 4Q% . 20°!0 - 70°!0

Casa and cash equivalents Q°lo 0% -15%

OPEB Ptans

Asset

Atlocatian

Range

64% 30% -100%

36% 0%0 - 54%

0°~0 0% - 1S%

Total 1(?O~io xaaQi~

1Vranagement uses i.ts best judgment in estimating the fair vale of its financial instruments.

I~iowever, there are inherent weaknesses in any estimation technique. Therefore, for substan-

tially a1I finenaial instruments,. the fair value estimates herein are got necessarily indicative of

the amounts that we could have realized. in a sales transaction fir ~ese instruments. The

estimated fair value amounts have been measured as of year-end and have not been ree~aiu-

aced o~ updated fax purposes of these financial statements subsequent to those respective

dates.

inves~inents in mutual funds are stated at fair value by reference to quoted market prices..

Money market funds are valued utilizin,~ the Net Asset V'a]ue per unit based on the fair value

of the underlying assets as determined by the directed trustee.

The DS Phan also holds assets under an immediate participation guarantee group annuity

contracC with. a Iife insurance company, The assets under the contract are invested in pao~ed

se~aarate accounts and in a general investment account. T'~i~ pooled s~pa~ate accpunts are

valued based on net asset value per unit of participation in the fiend and have no ~zifundect

commi~inents or si~uificant redemption restrictions at year-end: Thy value of these units is

d~tez~nined by the trustee based on tie current market values of the underlying assets of the

.pooled separate accotants. Therefore, the value of the pooled sep~xate accounts is deemed to

be at estimated fair value.

'~~ie general investment account is not ac#~vety traded and significant other observable inputs

are not available. The fair vailue of the general investment account is calculated by diseount-

in~; the related cash. flows based on current yields gf ~unilar instrutnen~s with co~n~arable

durations.

The methods described above may produce. a fair value calculation that inay x~.ot be indicative

of net realizable value ox reflective of futar~; fair values. Fu~itherrnore, while the l~ia~n's

znanagerinent bel~ev~s the valuation inethodotogies are appropriate anci ransisten~ with a~her

xnaxket participants, the use of different methadolo~ies or assumptions to determine the
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fair value of certain ii~vestmez~ts could result in a different fair value measurement at the

reporting date.

We use a fair value hiera~ck~y 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 mea5~rements) and the lowest

priority to unobservable inputs (Level 3 measurements).

The fair value of L}B Plan and OPEB Plan. assets by levels within ~l~e fair value hierarch3~

used as of December 31, 2012 was as follows:

(in thousands) T~ at~ls Level I Lem vel Z I.evet 3

DB Plan:
E~~zi~ies:
Pooled separate accounts $ 5,866 $ ~ 5,$66 $

Fixed Income:

General investment account 1,704 ~ 1,704

Pooled separate acaaunts 2,143 - 2,143

Gish and cash equivalents:.

Money 1Vlarket funds r µ ~ -.

Total Pension Flan $ 9,713 $ - $ 8,OU9 $ 1,704

OPEB Plans:
Mutual funds:
Balanced/hybrid foods .$ 179 $ 179. $ $

U.S. equitp securities funds 274 274 ~:

InternatYonal equity funds 67 ~ fi'7

~i~ced income funds 297 297

Cash and cash equivalents:

Money market funds 1 ~ 1 ~ .

Total Post: retirement Plans $ 818 $ A 17 ~ 1 $

Totals $ IQ531 $__ 817 $ 8,010 $ 1,7p4

Level 1: Based on quoted prices in active markets fir ideaticat assehs.

bevel 2: IIased on significant ob~ervabl"e inpats.
Leve13: Based on sign cant unirbservable inputs.



The fc~llawing table presents aperiod-end reconciliation of DB Plan assets measured and,

recorded at fair value on a reomring basis, using significant urtobservabie inputs (level 3):

(in thousands)

Balance, beginning of period $ 1,'735

Plan transfers 28S

Benefits paid (3~~)

Return on plan assets (net of investment expenses) 53

Balance, end of period 9• l,70~

In order to satisfy the rninimurn funding requirements of the Employee Retirement Income

Secwrity Act of 1974, applicable to defined benefit p~nsian plans, we anticipate that we will

contrzhu~e approximately $2.0 rni~lian tcs the Plan. in 2013.

The following maximum ~ensfit payments, which reflect expected future service, as appro-

priate, are expected to be paid in the years indicated:

(in thousands) UB Plau ~PEB flans

2013 $ 421 ~ 66

2014 488 74

215 SSO 83

2016 6~5 8~

2017 751 95

201 S - 2022 5,168 ~ ~ 747

Total $ 8,U73 $ I,149

Because we are subject tv reguXatiQn in the state in which we operate, we are required to

maintain our accounts in accordance with the regulatory authority's rules and regulations. ~n

these instances, 'eve follavv the guidance of ASC 98Q ("Re~nxlated Operations"}. Based on

prior regulatory practice, w~ recorded underfunded DB Nlan sand OPEB Plate obligations as a

regulatory asset and we expect to recover those costs in rates cherged to customers.

Defined Contri6utian P}an

In addition to ~~e defined benefit flan, we have ~. a~~~.~a cantributinn plan ~overin~;
substantially all employees. Under this plan, oux Caz~pany matches i U~Q/o of the first 3%0 of

ea~:~ participating employee's salary con#ributed to the plan. The matching employer's cUri-

tnibutions, recorded as operating expenses, wire ap~roxirnately $205,U00 for t1~e period

J~n~ary 1, 2012 to December 31, 2Q12.
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Nate 3 -Commitments and Contiztgencies

Q~n~uting .Teases

We lease our corporate office space as well as certain office egaipm~nt under operating lease

agreements. Total rent expense was approximately $314,000 far tiie period fiom Janaary° 1,

2012 to December 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

2QI6 2G9

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.

k~owevex, there are fnherent weaknesses in any estimation technique. Therefore, ~Ox $LiI?St3.Ik-

tially all financial instruments, the fair value estimates herein axe not necessarily indicative of

the amounts that we could have realized in a sales transaction for these instrumeni:~. The

~stirnated fair value mounts have been measured as of the period end and have n.at been.

reevai~tated or updated for purposes of these financial statements subsequent to those .

respective dates.

We use a fair value hierarchy which prioritizes the- inpu#s to valt~at~an ~ethads used to

measure fair valise. The hierarchy gives the highest priority to unadjusted quoted prices in

active markets fttr idenrical assets or liabilities (L~ve1 Y measurements} and the_ lowest

priority to unobservable inputs (Leve13 naeasur~ments). The tt~ee levels of fair value

lu~rarohy are as f~,llows:

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

Level ~: F3ased o~ significazit vbsarvabls inputs.

Level 3: Based on significant unobservable inputs.

An asset or Iiabil~ty's :levol within the. fair value hierarchy is lased on the lowest Ieve1 a~

input that ~s significant to the fair value measurement.

2U
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For assets and liabilities measured at fair value on a recuzxing basis, the fair value measure-
n:xent by levels within the fair value hierarchy used as of l7eceznber 3I, 2Dl 2 was as follows:

(in thousands) Totat Level 1 Level 2 Leve13

Interest rate swap $ (825) $ -
~~

$,. ($25)
a~•~rmum~

~.

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

(in thousands}

Liabilities:

Long-term debt

Inte~•est rate swap liability

Carrying Fair

Vaiuc Value

$ (177,058} $ (189,140

($25) (825)

The fair value of long-term debt has been determuied by discounting tie future cash flows
using current marl~et interest rates for similar financial instruments o£the same duration. The
fair value far long-term debt shown above dogs not purport to represent the amounts at which
tkas~ debt obligations would be settled. The fair market value of our interest rate swap
represents the estimated cast to terminate this agreement as of December 31, 2012 based
upon the then current interest rates a~td the related credit risk.

The cazrying vaXues of vur Cash and Cash Equivalents, Accounts Receivable and Accounts
Payable appraxiznate their fair values because of their short maturity dates. The carrying
value of our CTAC approximates its fair value because it is expected.~tha.t this is the amount
that will be recovered in future rates.

Nate S —Income Tars

~f The components of the federal and state income taac provision (benefit) as of December 31,
2012 vcrere as follows:

(in thousands)

Federal $ (50'1).

'State (137)

Aunortization of investment taac credits (36)

Tatar $ (f80)
~--r--

Current $ (1,255}

Deferred 575

Total $ (680}
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The fallawiztg zs a reconciliation between the statutory federal income tax rate and the

effective income tax rate for 2012;

Statutory federal rate 34.0%

Stale ta~c rate, net of federal benefits 5.5%

Permanent differences -14.6%

Amortization of in~~estment tax credits 1.4%~.

Effective tax rate 26.3°fo

The temporary items that give rise to the nst deferred tax liability as of December 31, 2012

were as follows::

(gin thousands)

Liabilities:

Property-related, net $ 24,834

Pennon deferred asset 3,119

Other 1,426~~~

Total fiabilitYes ~ 29,379

Assetsc

Pension accrued liability 3,508.

Federal net operating Loss canyfoi~vvard 1,858

Alternative minimum tax credit 240

NH Business Enterprise Tax credits 23

Other 3,125

Total assets

.Net non-current deferred income tax liability $ ~t~ ~

We had a federal net operating loss in 2Q12 in the amvur~t of approximately $.4.~ million. The

federal tax benefit of the net operating loss is appm~timately $1,4 million, of which

approximately $200,000 tivas carried back to the 2011 fialc year, and appraacixnately $1.~

million can }ae carried farwaard until the year 2032, and is included in deferred income takes

itn the- consolidated balaa~ce sheet as of December 31, 2412:

As of Dec~nber 31, ~01'~, owe estimated approximate}y $240,400 of cumulative federal

alternative minimum fax cree~ifis that may be carried: forward indefinitely as a credit against

out' regular tax liability.
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As of December 31, 2012, we laa~ New I~atnpshire 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 t~ these credits.

Invesfiment tax credits resulting from utility plant additions are deferred and amortized. The

unaznortized investment tax credits are being amortized through the year 2033.

yVe had a regulatory liability related tb income taxes of appro~cimately $846,Q00 as of

December 31, 2Q~2. Tk~is represents fhe estimated future xeduction in revenues associated

with deferred taxes which were cUllected at rates higher than the currently enacted. rates and

the amortization of deferred investment tax credits.

We made a reviaw of our portftilio of uncertain tax positions. Tzx this regard, an uncertain ta7t

~asition represents our expected treatment cif a tax positzon taken in a filed tam return, or

planned fio be taken in a .future tax. return, that has rat been reflected in measuring income tax

~pense for financial reporting purposes. As a result of this review, we determined that we

had no material uz►certain. tax positions. We will use t~ plazviing strategies, if required, anc~
when possible, to avoid the expiration of any future net operating loss and/or fax credits.

V(Te .file income t~ returns in the U.S, federal jurisdiction, the State of New Haanpshire and

the Caix~nanwealth of Massachusetts. t3ur 200$, 2010 and 2011 tax years remttin subject to

examination by the Internal Revenue Service. Our tax year 2009 was audited by the int~-nal

Revenue Service and the year was Closed with. no changes. Uux 2008 through 201.1 tax years

remain subject to examination ls~ the state jurisdictions.

Our practice is to recognize interest and/or penalties related to income tax matters in "Other,

Net" in .the Consolidated. Statements o£ Income. Vie incuzxed no interest or penalties during

the year ended December 31, 2U12.
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Note 6 —Debt

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

tin thousands)

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

Unsecured senior note payaUle due to an insurance company

7.40%,.due March 1, 2021 5,600

Unsecured Business Finance Authority:

Revenue ~3ond (20QS.Series BC;~4}, 5375%, due October 1, 2035 12,1 0

.Revenue Bond (2005 Series BC-3), 5.00%, due April 1, 2018 7,475

Revenue Bond: {2U~5 Series A}, 4:70%, due Qctober 1, 2 35 12,125

Revenue Bond (Series 2005A), 4.70°!0, dae January 1, 2035 1,7$5

Kevenue Bond (Series 2~OSB), 4.60%, due 3anuary 1, 2030 2,320

Revenue Bond (Series 2UOSC), 4.50%, due January 1, 2Q25 1.,175

Revenue Bond,1997, 6.3(1°la, due May 1, 2Q22 3,Q00

Unsecured notes payable to bank, floating-rate, due March 1, 2030 4,OS8

Unsecured New Hampshire Sate Revolving Fund ("SRF") notes ~'~ 9,741

Total Iong~terin debt 177,334

Less current portion (2,7$0}

Less original issue discount {~75)~~~~~

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

~I~ SRF notes are: due thrangh 203 at interest rates ranging from I% to 4.488%. Thcae notes are payable in 12Q

to 240 aansecu~ive monthly installments of principal and interest The 1%rate applies to conshuction projects

still in process until the earlier of(i) t13e date of substantial canr~pletion of the ixnprnvemenis, or (ii) various dates

specified in the riate (such eazlier date being the interest rate change dafe}. Goramenc ng on the interest rate

change dafe, the interest rate changes to the Iower of (i) the rate as stated in the note or (u) 80% of the

established 11 General Obligations Band Index published daring the specified time period befoz-e the interest

rate change date.

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

follows:
(in thousands)

2013
2014
2015

2016
2017

2018 and thereafter

Total

ATaaunt

$ 2,'80
2,875
2,998

3,127
3,265

X89

$ 177,334 .
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Several of Pennichuck Water's lawn agreements contain a covenant that prevents Pezinichuck

Water from declaring dividends if Pennichuck Water does not maintain a minimum net

worth of $4.5 million. As of December 3l, 2U12, Pennichuck Water's net wox~h was

$230.9 million. Pennichuck Water Wazks also has debt issuance covenants whereby they

must also maintain a ma7cimum total debt to capital ratio of 65%, a maximum funded debt to

net property, plaxzt and equipment ratio of 60°/u, 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,

pant and equipment xatio was 39%, and the interest coverage ratio was 3.17.

Pcnnichuck East's loan agreement for its $4.1 million unsecured notes payable to a hank

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 capitaliaation of 65%; at December 31, 2012 this ratio.vtras 34°10.

The company's revoldin~ er~c~it Icaazx f~.cilify w~fi~. RBS Citizens wlx~ch contains a covenant

tha# requires tl~e Company to maintain a minimum fixed charge coverage ratio of at least 1:0;

at I3eeember 31, 2012 the fixed charge coverage ratio was 1.25. The Cos~pany is also

required to maintain an equity capitalization ratio o~ not less than 35%, at December 31,

2012, the equity capitalization ratio was 52%. Under this agreement the Company is also

precluded f'r~m deeiaring or paying dividends, or making any athex payment or distn`bution

of its equity without the bank's prior written consent, except for: (1~ its obligations ..under

Kate Clyd~r No. 25,292 as it pertains to the Company's specific obligations under the City

Bond Fixed Revenue Requirement ("GBFRR°') which provides for pay~n.ents of approx-

imatety $70?,OQO per rnontb of the note ~ayaule to the City of Nashua (tie "City"), and

gi~a~terly dividends to 'the City far the remainder of this annual obligation, as defined by the

order; and (Z) a specific allowance, under Rate Order P~Ta. 25,292, whereby the Company is

allowed to make distributions to the City from Curren# earnings and profits in excess of the

CBFRR, to provide funds to allow the City to reimburse itself for the casts incurred ~iy the

Ciiy r~latin~ ~a its efforts in pursuing the eminent domain proceedings ~ron;~ 7anu~ry ZQ02

though August 20U9, provided kovcrever that such amount shall not exceed $500,000 in any

fiscal year, ox $S;OOQ,QO~ in the aggregate, of all such dstrtbuti~ons.

Qitr short-term borrowing activity under this revolving credit loan. facility for the period from.

January 1, 2012 to December 3l, 2Q12 was:

(in thousands)

Established line ~s ofDecember ~1, 2U12 $ 10,000

Maximum aiuouc~t out~tandi~g during period

Average amount outstanding Puri period :«

Amount auts#anding as of December ~ 1, 2012 -

VVeighted average interest rats, during period n/a

Interest rate as of I~ecern~er 31, 2012 nla

As of December 31, 2 12, we has a $4.1 rai~lian ~n~~rest rats swap which q~ual des as a

t erivafi ve. This financial derivative is designatcc~ as a cash flow hedge. This financial instru.-
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tnent is used to mitigate interest rate risk associated with our outstanding $4.1 million Ioan

which has a floating interest rate based on the three-month. Landon Interbank Offered Rate
("LIBQR") plus 1.75% as of December 31, 2012, The combined effect o£the LIBOR-based
borrowing formula and the swap produces an "all-in fixed borrowing cast" equal to 5.95%.
The fair value of the financial derivative, as o~ December 31, 2012, included in our Consoli-
dated Balance Sheets under "Deferred credits anei other reserves" as "Other liabilities" was
$825,OQQ. 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, 2Q12, $157,000 was
reclassified pre-tax from accumulated other coxn.~rehensive 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 swab settlements, over the
nest twelve months.

Nate 7 —Transaction with the City of Nashua

On January 25, 2012, in fizll settlement of an ongoing Eminent Domain lawsuit filed by Elie
City of Nashua ~"City") and with the ap~raval of the New I~ampshire Public U~tzlities
CornmissQn ("NHPUC"}; the. City acquired all of thc~ outstanding shares of Pennichuck
Corporation ("Pennichuc~") and, thereby, indirect acquisxtian of its regulated subsi.ctzaries.
The total amannt of the acquksitian was $150.6 million ("Acquisition Price"~ p~ W~IIGIl
$138.4 million was fvr the purchase of the aufstanding shares, $~,4 x~illion for the

establishrnezit ,of a Rate Stabilization Fund, $2.6 million for Iegal and due diligence costs,

$2.3 ruillion far severance costs, $1.3 million for unden~riting fees, and $1..0 million for

band discount and issue a~rsts. The entire purohase of $150..5 inillian was funded by General

obligation Fonds ("$Qnds") issued by the City of Nashua. Pen~ichuck is nofi a early ~a the

Bonds and has not guaranteed. nor is obligated in any manner far the repayment of the .Bonds.

Fennichuck remains an independent corporation vvxth an independent Board of Directors with

the City ofl~ashua as its sole shareliolcier.

Pennichuck Wa#er Works, Inc. ("PWW"), Penniehuck East Utili9.y, Ina. ("PEU"), Pittsfield

Aqueduct company; Tnc. (".PAC"}, Pennichuck 'Water Service Cozporatia~, and The

Southwood Corporation will continue as subsidiaries of Penn chuck Corporation and PWW,

PEU and ~'~:C will continue as regulated companies under the jurisdiction of the Ne~vv

~.. Hampshire Public Utilities Commission. The te~rtns of the merger and the requisite

accauntin~ and gate-setting. mechanisms were agreed to in the NHI'tJC Order 25,292 ("PUC

Order") dated I~Iavember 23, ~aI 1.

Transactions wit~i Related Park —City of Nashua

Fe~ichuck issued a proria ssory note to fide City of Nashua in the amount of a~praximately

$120 million to b~ repaid over a thirty (30) year period ~itli rnonthiy payments of

approximately $707,000, including .interest at 5.75°!0. P~nnichuck recorded an additional

2~
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amount of approximately X30.6 million ~s c~niributed capital. During 2012 dividends of
ap}~roxim.ately $210,000 were. declared and paid to the City. The remaining outstanding
balance of the notc payable to the City at December 31, 2012 was approximately
$117.9 million, as disclosed in Note b to these consolidated financial statements.

Rate Stabilization Fug:d —Restricted Gash

As a part of the acquisition, T'enniehnck agreed to contribute $S,QOU,000 of the proceeds
from the settlement transaction to PWW, which was used to establish a Rate Stabilization
Fund ("RSF"), allowing far 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 adj~~sted monthly as required in the
PUC Order.

lY,~unicipal Acquisition Regudatoty Asset ("1t~lA.Tt~st'~

Pursuant to the PUC Order, Pennichnek established a new Re~rlatory asset (NI~RA) which
represents the amount that the Acc~uisitioii PY~ice exceeded the net book assets of
Pennichuck's regulated subsidiaries (I'WW, PEU, and PAC) at December 31, 2011. The
initial amount of the MARA was approximately $89 million for the regulated companies,
offset by anon-regulated amount of approximately $4.8 million. Tlie 1VIARA is to be
arziortiz~d over a thirty (3d} year period ~n 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 ~f approximately $4.8 million.

Note 8 —Sale of Land

On January 24, 2012, Southwood sold a 3$-acre parcel of undeveloped land for approx-
imately $2.2 million. The resulting net fain from this Lxansaetion of appro~cimately
$1.6 mili~on, is included in gain tin sale of land on the accompanying consolidated statement
of income.

Note 9 —subsequent Events

The Company has evaluated the events and tra.~sactions that have occurred through March 4,
2013, the date that these financial statements were available far issuance, and mooted no items
requiring an adjustrrient to the fuxanciat statements or additional diselo:~ure.

27
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P renteBeard

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 finaneiai 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.

Vie conducted our audit in accordance with auditing standards generally acce~rted in the United States of

America. Those standards require that we plan and perform the audit fo obtain reasona6ie assurance about

whether the t'inancial 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 signi#icant 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 Pennichack 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

1
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~~ParenteBeard

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 3l, 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 tour audit.

We conducted our audit in accordance with generally accepted auditing standards as established by the

Auditing Standards Board (Ututed 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 abut whether the financial statements are flee 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 believ~~that our audit

provides a reasonable basis for our opinion.

In our opinion, the cottso.Iidated 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
1Vlarch 4, 2011

2
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(ins thousands, except share data)

As of December 31~
2011 Zg10

~~~ASSETS ~ , ~.,. ,

Property, Plant and Equipment, net $ 161323.. _ $~""~"~ :15$ 796~,~.

Current Assets~i Y . ~ :.. ~f . ,
t

Cash and cash equivalents 2,987 '',383
Accou~tts recc~~ab~,e, net i~f atlowintee~Of $52 and.$54 ui'2(~11~~_ ~,. ~ W, t. , °:~` ;

acid ~OlO,:fespecti ~y ~ ~~~~ x... ' .. ,. ~.' ~.~~~ ~.
2,~5 :.

Unbilled revenue 3>~~~ 2, $~
Mate,~ials arit supplies ~"~` ~'
Deferred and refundable income takes '6 "~1"

-~"§"~Pr~paid expensed ~ ,`'~ >;' ~ ~ ~ ; ._ 1;a - lY : ~,

~- Total Current Assets ~ l 1,251 
___~9,692

~.,,. ~:.,
Ut~~r Assets., ~ ~_ . _. , _ .
Delcrred land costs 2,550 2 ~~a'~,~~~ ~ ~
Dee cl. ~~ia"~ges~and other assets l 4y 1 G3 1 ,~~~
InvestmetzY in real estate partncrsl~ip 113 1~~~~

x ,~, ~ x~ ( .~,~.$(r'~~~ 4nq /!̀~yI4~ (~-. ~~ . {~ ._S ~ ~a ~

4 t ~ It?6. ̀~yA~ f ~sa

~y-.~ 1/,{~, 1
4 ~~.9 .~,i`Y4.-~44 R~,~MY .. .E'f'~ vT ;. «. .D" ._~~^~,f~:.

~_l./

TOTAL'ASSETS $ 189 400 .. $ .. 181601. .

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

3.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS -CONTINUED

(in thousands, except share data)

As of December 31x.
2Q11 2010

SHAREHOLDERS' EQUITY AND LIABILITIES ,N;~:.
Shareholders' Equity
Cornrnon stock- $1 par yaiue, E . ~'

;~.' Authia hied--1 150~,0~0 shares in 2411 ani~ 2Q 1, p,
~Fssu~d 4,695,757 aztd 4,677,1`QS shar~s~~e~~ec~vcly, ;: ~ `.

~` Outstardmg 4694,SS5 and 4675,9Q3 sHares,~i~espectively $
s

~$ ~ 4,49f ~ 4,6't7,"~
Additional paid in capital 41,689 41,312,,_.
Retained earnuigs . , r .; . ,. : t ~ ~ ~ ~ ~ ,3. ~. , 11,'132' .. ~ i 13;488
Accumulated other comprehensive loss (500) (189)
Treasury stook ̀ at co~t;:xl,Za2'shares~~n 2Q~ ~~ anc~; 2~Q~tf u_;.4 ;., ., ~ '13$ s ~; ;~ ̀ I38,.

Total Shareholders' Equity ~ 56,150
~; , ̀  .:, , ~~ ~~,~ ~ ~ . ~ gib: ~<

,.Preferred stocl~, $100 par value, 15;000 shares a~ith~r~ze~; anti; no
(jar y2[t~t~,~100,000 shares authorized, no shares' iss~ied in 2~ 11 ',~

Commitment~~ and contin~cncics (Notc'4)

~r ^j~-!Q~~~~~ ~ ~~iUyf."ft-Y~+~? ~~~~~,1'~~iQn...m s,.~ '57,43.7,,:,.

59i4V~~~
.... ,... ,. ..4;. ,_+t . . ~ ~ _

Current Liabilities:
e ~"+r1va; z. c '>ati ~ r .w;~ ru ~a ~s~.• _ ter' e <.:,~ 't. ~ ~-a

~r~..~~~!~~ ofion~~~i ~~~~' . ~~ M~r,~`s~:e -~:. ~.'"
` ..

. .1;096
p

~ R
~4ccaunts abte y 1,0613 1,97,po~a

Accrued wages and payroti withholding 591 56~
'"~ pia z~-rar...:~,s, Wit.. t~,i~ ,,~<r, ~

~.3~~ ~° S~k'.: r.~ ~
x+~~ ..<~° 

, I~~,~ :.: ~' `~-` tt78~:~,d,li~~iltt~~~,~eta~~i°~ge - ~

Other current liabilities 314 4(1fj

~~~~ `~~c~tal:Current L,iat~lit~esP~ ~,~3~~9~ 4~8.. ~

Deferred Credits and Other Keserves:
Y

,s#: `;,f~,~f'erreda~cotrie'taxes 
~.~,~ ~ {., ~ _ :; _.., k~`21,437~~~ ~ >' _ ~i91~U

Deferred investment taxrycredits 7Q2 735

`:~~ ~~,gutatory°liability , ' ~_ . ~ . k. ~ . ~~ .. ~~~a'a:_. _ `~ s $68 ~:~=x~ _ . . 89b
Post-retirement health benefit obligation 3,217 1,708 .,._~ 
c~"~~~.pens~~n liab~laty ~ . ^ w .,_ ~:.:Y~. ♦~ y

~ , . 4,
Other laabiiittes 2,300 1,738

~~ '~~ ~,To Def~'rrec~ Credits end ~7the~R~~~rves: 3 ~ ~ }~... ̀ ~ '~ u?3 :~£° ~ 28;874,,~.. . ,4 ,`

Contributions in Aid of Construction 33,U78 31,884

~'(~~'AI: SHA~'tEHOLDER~''' E(~~~TY ANI3 LTA`~iI~,ITIEB £ ' a $ . ,~ 18~ ~4~Q.:. $
~~~~AIfM111~~ ~ f

18.1601 -
~YiM11 II~1~lYM11~'

The accompanying notes are an integral part of these consolidated financial statements.
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PEN1vICHt~CK CORPOR,r~TION AND SUBSIDIARIES
CONSOLID~4TED STATEMENTS OF INCOME
(in thousands, exeept share and per share data)

wears Ended December 31
2011 2010

~,(~p~ratirigR.~v~riues ; ̀ , ~, •- ~. _ ~ i~~ ` 3~,~:~? ~` ~, $ _ ` _~6,~92

Operating expenses:
x ~~.t~pe~►tto#~s ain~l maiiutez~~tce <; , ~ ... , ~`i~~'~~s,, s .~,~~>-

D~reci~.t~on and amortization *~;~4Q ~,'~
-0Y Talcesfiofher ̀than ~ncame taxes ~ °:;: ~'' . ,x , : `, .'

Total Operating Expenses ~'7~~t - ~ 2~'G -

Cdper~tiiig~Iricome . _" t~7~St'~ 1,4,p~1
q.
Eminent Doanain ~~nd Merger related Costs ~ ~7~>~t) ~S 1.4~

.Allowance farFiuidS UsedDurin~; Construction G ~:

income Befare Provision for Incora e Taxas 6 762 d~;.~:~~fi~

Net Income $ ~.

~'he accompanying notes are an integxa2 part of these consolidated financial statements.

5
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PENNICHUCK CORPORA.TICIN AND- Si~BSIDIARIES

CONSdLIDATED STATEMENTS OF COMPREHENSIVE INC(3ME
(ia thousands)

Years Ended December 31
2011 2010.. . .

Other Comprehensive Loss

Reclassification of Net Loss Reatized in NetIncome 168. 1

~i~coriie fi ei~ f~tsR.elatang~ta L
£O~~her ~ ~iv~

~
~

S '

Income., .... :., .....w.,,.,,,1, 5 .:_`
Other Comprehensive Loss 311 Y

Com~'t~her~i~i~~Tngco~r`~ : ~;; . :" . > _ $..~; <.. ~ .3: ~oQ '. ~ .. -~ a

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

6
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PENNICHUCK CORPORATION AI~TD 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 Ga i~t~al~,,,., Ear~„nings (Loss) Income Sty ock

Balances as of
December 31, 2009 4,652,2b0 4,652 4Q619 10,086 ---. (138)

.. .,-

~ .z ..._ ~. ,. ,..... ., ~ .$1 .~.

Common stock.offering --- ~--~ ~~) '" "` `"
-:

~~~ ~~ ~v ~it~~A~~ ~ X6;521. . ̀Z .~~~ 136 _ , .,

$tocic based compensation ---~ 234 """

~~ont~aotr ~ leads ~ ~ ~ ~~` ,, ' ~~
~~~.~~y`.~~.. Pcr stiar~ ,. _ .., ,(3,374)

Exereise.afstockQ~~[iuns 18,34 18 326 — -~-

•-" tfi"~iald`ying ~ ~ ,

nthez cUmprehensive
intcome

~~
dc,~r iv~s,<net'~'~~,~c Benefit ~~ ~;, ,~,

~~!~( J . ` ̀ ~ y.. ~ ~~..,. m, .. .r- ~ Cab) -: ~r
Reclassification adj~ratm~nt
for net loss realized in net
ancome, net of tax benefit
of ASR k - „~' 

`~~ ~ ~' ̀ 
`~' ~,..x̀  '" ~ 7 .~--- _ .

i+iec~inrAmc, — ..,.'° '~,i ~ ~

,~.. 
,..~#

01ii~(?. , A L~Yn:aa.'.;a1- s ,3 - ~, .: ~~~,.. _ t~vt ,. ~.

common aividenas:
decl~ed $'X4 per share --- --- — L 67

4 A ~3 ~~ ~~~~~>' ;z~t8,65~ ~` ,~ v~~~ -" ...'240 , ,,1.~_ <. ~..~-
,;

T'ax effiect of disqualifyitig
~~4~lOSIt10nS ,W..c ~... 2$ --

Qglpl~~l~`IV$ c r~ ~s

~,. ' d~.~

UIfI~~1ZC(~ 1056 OII

derivatives, net of tax benefit
of $(27S) .-~. ,•-- (413)

,., x s,~ ..w ~v "` f f

~~ ~~~~ t ~ ~~ ~- ~t t " ' of 
r~ r 34~„ 0 ~~ f ~ ~v j^

1 k

.,.. .s' . .. .- . ,,,.

Balances as of
December 31, 2011 4,695,757. $ 4,196 $ 41,689 S 1:1 13? $ ~~ ~ ~

~,,., «......~,e.. _.

~' 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)

Years Ended December 31
2011 2Q1U

ti
~Operahng Activities: 4 ~ ,.... r _ , . .. _ .,~ ....' ,

Net income $ 4,111 $ 3,781

~Ad~istents~ta re~oncil`e~net~uYaome to net cast, ~~~ '`~~: ~,.;
providei~by~aperating=~cttvite~4 N .. ;<`"k~ `: -:; ~:,"
Depreciation and amortization 4,461 4,459

~~lnortiz~tion ofsgrtg~rait issue d~s~~~nt. ~. s12 _ ~ 1~2-~
Amortization of deferred

mve~tment tax credits (33) (33)

~PI4j/1~1~1~'lgfor~d~fe_r~~d:,~nat~mietax~~ .~~: ~~6~ .. , 
~~a~85,

Equity component of allowance for funds used
during construction (3) _ ~g~,

F y

'b~utec~~loss ~ I„est~'~p~arkneis$ip f ~~.5'. 5. .: ~ "`'_
Stock-based com~~nsati~on expense ~ ~~ ̀> '' ~ ̀~

~ c~ ~S: ~~~a:i~~~~~~n~~F:> ~ ;~
~Ei'w g"et

Increase in a~coun#s receivable and
unbilledrevenues (>>~3~) ~1~~~)~

Increase to rnaterials~ and sttp lies (71) ~ 16}

(Increase) decrease in deferred claargcs and
ot~ier~ass~t~ 13,544) 2$6

7ecreas~~}'~in reasc, u.c~i~~~ ~~ayafile.aiid . ̀ ~ -:.

~Inerease (decr~a5e) in ac,cru~d intcres~ payable 48 ~(2U)
~ ~_ 

_ _ ~i~~P~~~~ ... ~ '~' X3;350 ,'~O(~ :

Net gash provided by operatii~~; activities ~ l~~I?,1 1 y ~ 11,3$
~11~St1T~~, l

.i. t1~I~5 :'t, . ~ r~ .. ~~

Purchase of properly, plant and equipment,.
including debt component of allowance for
funds used during construction (5,907) (8,507)

'~ F~oce~ds from sags of plc pet~t¢y ~ la~it end ,, _~' ~

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

~N~t cash trs~d'iniri~esttrig acti~ites~ ,. ~~}° , $; .,.,;~ ~;~ _"~;}$ ~

The accompanying notes are an integral part of these consolidated fnanci~l statements.
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PENI~TICHiJCK CORPQRATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS -CONTINUED

(in thousands).

Years Ended December 31,
ZQlI 2010

~~nanc g ~ `..in Activities:. ,̀ k `~ `,•~ ~.~ ..
Payments on long-term debt $ (l, l 8 3) $ (6,227}
tContribuf~gns,~n aiii of c~tristructian >~ ` F.: ~ : 5 2~9,
Proceeds from long-term borrowings b51 6,833

~,~ ~Debt~ssuaic`exc9sts ~` A . , ~f ., ~,~=~~3) n~ (~~)<.
Proceeds from issuance of common stack and

dividend rean~estrnent plan Z87 479

~Divi l~rids paid , .:::~ $ . , ~... ~ .,,,;~k . t :fig; - ... ~ "~,, ,

Net cash used ire Ilnancing activities ~ 3 ~:551~ ~;~t8
~:: ~.

~Tncrease in cash and caali equivalents E ~ ~ ' ~ ~60~~ ~ ~~
. , ~.

Cash and cash ~.ywval~ nts, be~iiuiing vi year 2,383
.~

dash ~ttdhC~~~ui~!a~ents, mid. o~ ~~ ~; ":~~ ~, ~ ,~ '-~ ~

Supplemental disclosure on cash flow and non-cash items far the two years ended
December 31, 2011 and 2410 is presented below.

Years Ended December 31,x;

(in thousands) 20~~ _ 2010

Cash pa~d-(refi~nci~d) ~~iiti~tg tie ear ~ ° ~,
,,for: ~ ~ ~ J'' `~•.
Interest $ Za996 $ 3,156

$~aIn~ome taxe..s' ~;~ ~ s ~ ~:' (~3.6) h~if X746'

Nan-cash items ' ;. , ' : `; • .
Contributions in aid of construction 1,89'1 ~ 680

_.
~org~~veriess of debt "' <,. k ~, . °.°'V ' £ :: ^~a.:. ~. ! , g ,

~ The accompanying notes are an integral part of these consolidated financial statements:
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FENNIC~IUCK CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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

Policies

Description of Business:

Pennichuck Corporation (our "Company," "we," or "our"} is a haldir~g company headquartered in

Merrimack, New Hampshire with five wholly-owned operating subsidiaries: Fennichuck Water

Works, Inc., ("Pennichuck Water") Pennichuck East Utility, Inc., ("Penniehuck 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 Neer+ Hampshire; Pennichuck Water

Service Corporation ("Service Corporation"} which conducts non-regulated water-related services; and

The Southwood. Corporation (L6Southwaod") which owns several parcels of undeveloped tend.

-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 Hampstuxe Public Utilities

Commission (the "NHPUC"}, are subject to the provisions of Accounting Standards Codification

{"ASC") Topic 980 "Regulated;Operations."

Acquisition of Co~npang:

On January 25, 2012, the City of Nashua, New Hampshire (the "City"} completed its acquisition

of atl of the. outsCanding voting securities of our Company in a merger transaction pursuant to the

Agreement and Plan of Merger (the "Merger Agreemerrt") dated as of November 11, 2014 between our

Company and the City.. The Merger Agreement provided for the purchase o~ all the outstanding common

sleek and common stgck 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 fu11 settlement of their eminent domain dispute. Shareholders of our Company approved the

Merger Agreement at a Special Shareholder Meeting an June 25, 2Q1 l and the l~TH:PUC issued its order,

whiph became effective December 23, ,2U11, approving the acquisition by the City on

November 23, ~QI l .

Summary of S~~nificant Accounting Policies:

(a) Basis of Freseritation

'~`he accompanying consolidated ~nat~cial statements include the accounts of our Company and its

wholly-owned subsidiaries. All significant intercompany transactions have been eliminated. in

consolidation.

(b} Use. of Estima~`es in the. Freparation of F~nanc apt Statements

The preparation of ~inanciat statements in conformity with_ accounting principles generally

accepted in the Ur►ited States of America requires management to make estimates and assumptions that

i0
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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) Property, Plant and Eguipmenf

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 tie strai~ht~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 X01.0
were as follows:

(in thousands)

U~efut
Lives

2Ql I 2410 _ ,~„ .(in years) .. , .

Utility Pro erty
<Lat~,d,~i s~ar~d rights ,~ x K '" 

~~`_ :$ ~ X2,946' $:''~` `2;994 ~_' _ ~.~a ,.
Source of su~ply 49,729 49,3U4 ~4-?5

~ "~?,umping~~~purifi~a~~n H ̀: , , ,28,427 ~:' t :* 2S,Q'~~~ ~~~„5.,
Transmission &distribution, including

services, meters and hydrants 115,335 109,817
-;~

4U-91
~,,..:, .~. ~- ~ ~: ~r----~,

~er~~%i'I~~o~;e~~q~pmen~' ~ ~ b',
;..

;9,94'I a ~~,~.~ ~,h ' '~,~~~ t
Intan able plant 7b0

_
747

~

ZO

.; :~ti~~vt!ork~i~;~~rogres~ , .
~ 

.,.,.. ~ ~ _ ~ ~ ' . .
Total atiliiy property 20~,7Q7 201,114

h9. ~~~....~. ~ .n~, ~ w.= ~' ~
~ 

_ 5.

Total pro erty, cant & equtpment
~~, ~~~: ~ t
~ Les~~a cum a to "de reci tion. ~ ~ ~

207,' I ~ ~
~~ ~~~ > ,

201,119
~. ~,~~.2~,. ~ ~:~,.

property, plant and equipment, net $.: 1~.. $

.

„~, 158 6 ,

Maintenance, repairs and minor improvements are charged to expense as incurred. Improvements

which significantly increase the. value of property, plant and equipment axe capitalized.

(d) Cash and Cas/t 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.

fe) Concentration of Creal~t Risks

Financial instruments that subject our Company to cr~dat risk consist primarily. of cash attd

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 ~`ederal Deposit Insurance

Corporation ("FDIC"~. Uur accounts receivable b~lartces 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 cc~stamers.
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(n 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.

(p,J U~bil[ed 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 unbilted revenues
through the end of the accounting period. Estimates of ̀water utility revenues for water delivered to

customers bud not yet billed are accrued at the end of each accounting period. Actual results could di€fer -------

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 eapitatized 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, 2U11 and 2010.

(}) Deferred Charges and Other Assets

Deferred charges include certain regulatory assets and costs of obtaining debt financing.
Regulatory assets are amortized over the ~eriads 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, recavety of those 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, 2011 and 201 Q consisted t~f the foilovving:

(in thousands)

Recovery
P~rrad

2011 2010 in ears, .

Regulatory assets
;:$ 876: ~ ~ .. _:

.~~~~'So"f~rced _.~. r"irit:char ~s, s . ~ $ ., ..932 ~ ~ r- ,:;525,
Miseellanenus studies 602 681 4-~5

~=AY.~Sa`rii~CYes~~ley~costs' `,,~, .'~9 _........ .. . ,.
__. 244, S

UnreCavered pension and post-retirement
benefits expense ,;,,,„8,~1~5,„~ ~., c~>

~~ 1Totat=~gu~atory assets , . 
'. " 

9,~42~ ;{F ; 5,817"~. >.. ...

~z
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Franchise fees and other -~-- 7
Supplementa[1`executive retirement plan asset 692 636 ' > ` '~'~'
Deferred financing costs 3 829 ~ p42

Total deferred charges and.other,assets~ .~_, .$. 14,16 ~ .-_

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

(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.

(l) eontributiorrs in Aid of Construction ("CIAC")

Under construction contracts with real estate developers and others, ot~r 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 o~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 an rates approved by the NHPUG. Estimates,of unbilled service revenues are. recorded
in .the period the services arc provided. Provision is made in the financial statements for estimated
uncollectible accouns.

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.
Contact revenues are billed and recognized on a monthly recurring bas s,in accordance with agreed-upon
contract rates. Revenues from unplanned additional work are based upon time axid materials incurred in
connection. with activiries not specifically identified in the contract,. or fur which work levels exceed
contracted amounts.

Revenues from real estate operations, other khan 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 equi3y method of accounting far its investment in a joint venture in which it
does not have a con~roili~ng interest. Under this imethod, 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. ice Note 7, "Equity Investment in Unconsolidated
Company" for further discussion of Southwood's equity investments.
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(o) ~flowance 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 APUDC rate was 7.38°/a 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 Zd10

~D~bt~(it~teres~} cotnpon~iif ̀  $ ';3 ,~$ `$ ,
Equity component 3 8~ ..
<:, :Total AFUDC, 

,Y ... $ ~-~ 
s. ~~ 1 '.

(pJ 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 same 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.

(rj) Recently Issued Accounting Standards

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

(r) Reclass~cat~'ans

Certain consolidated Balance Shea amounts as .of December 31, 2010 have been reclassified to
canfornn to the December 31, 2011 Consolidated Balance Sheet presentation. These reclassifications had
no e#fecY on total assets ox 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 —Past-retirement Bene#t Plans

Pension Plan and Other Post-retirement ~ene~ts

We have. anon-contributory, defined benefit pension plan (the "D$ Plan"} that cowers
subst~nti~.ily all employees. The benefits are based on years of service and participant compensation
levels. Our funding policy is to contrebute annual amounts that meet the requirements:for funding under
.the U.S. Department of Labor's Fension Protection Aet. Contributions are intended to provide not only
far benefits a1;h~ibuted to service to date but also for those expected to be earned in the future.
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We provide post-retirement medical benefits for eligible retired emp}oyees 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 apost-retirement plan (the "Post-65 Alan"). For

employees who retire prior to their normal retirement age and who` have met certain age and service

requirements, benefits are provided through apost-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. benefifs coverage at group rates from the

employee's retirement date until the employee becomes eligible for Medicare. The OPEB Flans are

funded fxom the general assets of our Company.

Upon retirement, if a qualifying employee elects to receive medical benefits under one of our

OPEB Plans, we pad a maximum monthly benefit is $293 based on years of service.

T'he following table sets forth informatifln regarding our DB Plan and our OPEB Plans as of, and

for the years ended, December 31, 2011 and 2010:

DB Pian OPEB Plans '
as of December 31, as of December 31

(in thousands ZQ11 2Q14 ZOIl X010

1 "r e~~ed b~ri ~Ii thin : - ~~,~ 
~~; ~: .: ~~.;~. ~ ~~ ' ~~~'~; ~' 15 ~ 2~ ?;

Employer contribut~an 1,032 S14 52 42

Rair value ofpian assets

~ i ~~,~ `

8,165 7,52K

~ '' 3 ~~ ; 10,728 ̀
7?7
rUa . ~

734

~.
t Funded status ~

..~
(7,4$ 3) (~,(~23) (3,219) (1,748)

Amounts of the funded status recognized in
the Consolidated Balance Sheets as of
December 31, 2411 and 201(3 consisted of _N~,. ~ ~. -

~~~"Currefit I~a~.~lity .:. ~ '~_. ~, ' .:~ ' ~ .:~..$.. ¢:~ ~~ ... .... ~., ~ $ .. ~~.(' fir. ~;{40) .
..

Non current liabt3 i ty '? ~~a3 x,21$) $~~

I5
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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 QPEB Plans
as of December 31 as of Aecember 31

(in thousands) 2011 2010 2011 201Q

~`~ .egg`ila~ary ~sset,palance;'begynn ngtofyear, $ 4,Ol;i` ' $ . f 3 799: '~ ~$~ (5.;,1~; $ 68:
Net actuarial loss/{gatn) incurred during the year 3,0$7 367 823 (106)

~~rio5r s`~tv"ics cast~incurredSduin~~ the yeas `-- .. .. _. - 471 ~ ., c f
Amortization of prior service cost --i (~~~>> (22)
,... ri
~g id net'~actu~nal {gain~/loss 7 ,~ ~ '- 4 ~'gtl 1) ~E~SS) ' ~ 9;
Regulatory asset/(liability) balance; end of year $ 6,90? $ . 4,di 1 _ $ 1,207 $ (51)

The prior service cost incurred during 201;1, as shown- in the table above in the amount
of $471,000, resulted from two changes to the QPEB plans. The Post-6S Pian 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 aver the future working lifetime of active employees. The Post-employment
Plan was changed as of January 1, 201 I decreasing the Company's cost of medical premiums from 100%
to 89%. The resulting decrease of $85,400 wilt be amortized over the future working lifetime of active_
employees.

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

DB Ptan OPEB Plans
as of December 3I as of Ae~ember 31

(in thousands) 2011 _ 2020 , . 2Q11 .. ,_ Z0~0
.._ ,~

~t~~~a1~(~~)/loss ~~ ~,~a7 z~$, 44~?'{ *~~. ~g~ ~~. ~ :~~
Prior service cost -~-w ~-- ~'~~ 2~Q

s Le`guia~ory asset ~;~ ~:..$,.,,...s~~~ ~ ~s. '$ .~
,.~

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
~n. ~s" r :#<4 "i7 fy:Y4 - - 4,• Y G .. ;~ .. 

)! ~ 
aF!.v"' °4 `m'?"'"; l'E' t "yy

17i t~i~n~r bengfit beguunir►ge'~for ne~~en~~itc cod, ci1'~

:r ~ Ye~'F ~" ~S "..~~,~~~ ~~~`~ °;~;s~ "~.;~.~K ~x
,

o.x$5:50% ~''` G.Ot~°~ 
`

„~ _ .~ .
D~sco~u~t rate for benef~t abl~gattons~ end of year ~°~
E~ `'~on~ita~ri'as

x.50°i~ 5.5p%
~,~ c ti e#s~foi~tYte gear (nit of ~ ~ 5 ~ ~

„~

Rats ufeom ~saf~on ine~ease,.begin~ing of year 3.00% 3.4Q%
~H~11h~~r.~5~fre~d te,(appl~abt~ ̀i~ty to ~OPEB . ~ ~`; :;`~ ~~ x ~~~;~f

(a) An increase oc decrease in the discount rate of0:5%, would result in a change in the funded status as of
December 31, 2011, for the DB Plan .and the OP~B 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 201 from the

regulatory assets into net periodic benefit costs is $367,000. The estima#ed 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 casts 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 establislunent 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 an 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 _ _._. OP~B Plans .

Asset Allocation Asset Allocation
2011;~» 201Q Rai e 2011 2Ql:q. Range....

[~ 4~
~M'4w~n~~..

- >i ' `.~' k.~~~~~pr.~mg'e~ _ 
`~ ~::~ r~s~0~~0... ~~~,~Os~v~'-s

`~''f~~2{
bo t }~~~Q .,x 

.. ,~. ~, ~ ~.~_2~~-t,~t

'e ~~~~j~~.R~'Y
.~ ... ..

Fixed income
., r R

39°/u
~~,l~~6

33% 25% 65% 3fi°~~ 42% t0°/Q — 4,~0e%

~~II E'r~~~.„nW'~"~t. 
~'i~~ 0 ?t'~~; ~4. t~.iT~~ k ~i~t ~ii~d~Q, 1 

J~~/03^'~2.9 i 
pf r~ ~ir~

~V104°10,
:a. ~U ~ - x~~~ t.M, ~7~{~.;~~;9~

Total I0~% ~~4°~Q 1~04°f~o~~,,,

The L1B Plan field 21,000 shares of Pennichuck Corporatxvn common stock as of

December3i, 2U11 and 201Q, 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 $S?S,000, respectively. Pennichuck

Corporation stock held in ttie Plan represented 7.4% and 7.6% of the total DB Ptan assets as of

December 31, 2011 and 2010, respectively.

Management uses its best judgment in estimaring the fair value of its ~inanciat instruments:

However, them titre inherent weaknesses in any estimation technique. Therefore,, for substantially all

financial instruments, the fair value estimates herein are not necessarily indicative of the arr~aunts that we

could have realized in a sales transaction for these instruments. The estimated fair value amounts nave

been measured as of year end at~d have not been reevaluated ox updated for purposes Qf #hese financial

statements subsequent to those respective dates.

Investments in PN~TW 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 unif 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 caznpany. 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 estima#ed fair value.

The general investment account is .not actively traded and significant other observable inputs are
not available. The fair value of the general inveshnent 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, white 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 fo valuation met~iods used to measuxe
fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets far
identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs
(Level 3 measurements).

1fie 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 . Leve! 1 ~evet 2 Level 3

.x f ~,

E _ uittes.
:;~~Z .-,~p~rate accounts ~ ~ "~4 ~ 8~ ~~ $ , ~ ~~'° . ~=- $ 

_ 
a~`,~3~$~ '$ ---

PNNW cvmmori stock 6Q5 605 —«

It~.A~e:., ~ , ~ x ~.. ~~ .,. ~` ~~. .~ .P ,. ~ _ ~ ~.r~ :.~ .~x~ .,
Greneral investtn~ent ,account 1,7'3 ---~: 1,'735

,&1 i.w' s .i+ 'R~ Aw
~ ~pc`~l.~c~sep ate#arc :u~~ts =1;451

- f ..f i'~` !" '71' ~~ Wig..

s.~ ~x 5~ ~~ .s ::
dash and cash equivalent~:

11 0 ,_ p̀ar r n~is < ... ~~~.6 ..r,.;:.w`';~<`._ .~x...,~~k .'a ~ ':,~1~ `

Y

~;

Total Pension Plan $ 8 I65 $_ 605 $ 5 825}~p 1, 3

. 

-1
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OPEB Plans:

M~tual.fuiids:.: ~ _ ~ :. L .

Balancedthybrid funds $ 166 $ 166 $ --- $
,.

U.~~~quity secur~ties`funds ̀  , ̀ 239 ~ .. ,. -239 . ~. _. _ ~ ,

International equity funds 57 57 ~---

Fixed`incamexfunds.,~~~ . ' '~::~' X64 264 , ' >~:...

Cash and cash equivalents:
i L 1Yi011~r~':11iNf ~Vt1WL~ ~ .•- ~ ~ r 

~. ~...
~. '' ~

Total Post rettretnent Plans $ 727 $ 726 $. 1 $
,.

t ~ ; ~ ~ :;

z.~~~.~

~
______..,~._....~....t ~~ ~ .

~ bi ;
..,_____w__._.~._<, 

~

.~ ...n~

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 Geve1 Z Level 3

~'4*~RRt+~'~.ii'.a~ t~: k~ ~'v. ~
,., t~*~tr+Mvrxw

.,

... ~t

E uities•
..ai. -...:+ew:_,...n .e-., ".. <.:kv. w.+n..wrmY:~.~.a.~._~ Ae. _

~~~~~?'at~.~.~urits $ 4;438 $ ~, ~¢--'; ~'$ .:4;438 ~~r
NNW ~ommu~i sock 57~ ~ 575 --- --

General i~vest►n~nt account 1,850 _ - 1,850

~~1. $a,~.uiits..... =646, ,
.._

. ;. , - . ~. ;~~i~1G- =`
~.."

Cash and cash e uivalents:

..~1~ eke , f ps ~ 9. _ r ̀ " 
> :¢:~ ~ 19 ' "-.

Tv~tal PBt~sion PI<,in ~ 7X38
.-__~

~ 575 $ Y; I,S50

~. ,. _... f. _

~5,~103

,.. ,M... r e.Y.. - .. r
...

OPE13 Places;
fl.t. -...I ~.-~. ll S ~' t% - .1H~~r

Etalaneed/h brill funds ~ t 62 $ 162 ~
} 5

International equity funds $5 ~ 85

~; ~i?~ec~ iitic~.f#~ fiih`~~„ ~.. :.309 ~ <.. X09 ti ~
~,,..~, ,~ ,

::

Cash and ca~~ equivalents:

z: o~e"~:irlar

!

"~ket fiii~ds, , ,.' rt .~ .,: w~..F`~ X _..~~,.~ ,~ ,1 ~ ~
.,~ , a

--,~~

Total Fvst-xeti+r~n~~nt Pla~~s $ 7~4 ~ 733 $ 1
,~ ~p ,,,~ - -~- ,.. c ~~ ~ ~, ~ ~ ~:~~

Ti~talsrx...~` ~ ~i

my(,~:j~~"^

~V
I~INII

;
f 
1~~08.., 

Q~ y~Q ,~ ~̂y

Y `RrMW~IF11411R~C ~[~ 7X~'dCN'r~1Yti~11M1~~:6.~ .,: ..3: W
Irl ~~ ~MMMFrMMMlllll ~j ~,

Level 1: Ciased an quoted prices in active markets for identical assets.

Leve12: Based on sigrtifieant observable inputs.
Level 3: Based on significant unobservable inputs.
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The following table presents ayear-end reconciliation of DB Plan asset
s measured and recorded

at fair value on a recurring basis, using significant unobservable inputs (l
evel 3):

(in thousands) X011 2010

'gBata~i~e~~egiriiin~~QfYear ~..,. ,,:g 1$50~,,~~~:~ . 1,7~3~'

Plan transfers ?6 161
,. r ., 

-
i

~Benefi~s~~~td ~;.,:~ ,; ~ k :. f;, :...i=, ... '" ~ ~(~5~~r. .. , t(~?~.)

Return on .plan assets- (net of investment

ex enses~ 61 183
~w „,,, y.~B . atce;~nd of ~ar~ ~' 3Y ~; .' ~ .. -~. ~ . $ ~ ,.,~ sls .~" ~~~

In order to satisfy the mintmum funding requirements of the Employee
 Retirement Income

Security Act of 1974, applicable to defined. benefit pension plans, we anti
cipate -that we will contribute

approximately $1.2 million to the Plan in 2012.

The following maximum benefit payments, which reflect expected, futur
e service, as appropriate,

are expected to be paid in the years indicated:

(inE thousands) DB Plan .~. :.. OPEB Puns

~yy .~.` ry

2013 422 91

~~'~ ~ X84 ~ 9

..20X5 5~~ 107

~'~ _ C79 ~~~Q~

ZOl 7-2(121 4. 37 $~4

~ ~, a. .. "~ 4'x. 6~g 
X%4 x,R':i'{I ~ i. ~~ ~.~~ 

..~ ^ ~ ~' ....
~^

Because we are subject. to regulation in the state inn which we operate, we are re
quired to maintain

our aecouc~ts in aecorctane~ with the regulatory authority's rules and regulatio
ns. In those instanc~;s, we

follow the guidance of ASC 9&(1 {`°Regulated Operations"). Based' on prior regulatory practice,

we recorded underfunded DB Flan and OPEB Plan obligations as a regulato
ry 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 cov
ering substantially

all employees. Under this plan, our 'Company mateh~s i00% of the first 3%0 of each part[cipat►ng

employee's salary contributed to the flan. The matching employer's contributions
, recorded as operating

expenses,, were approximately $211,000 and $178,000 for ~011.and 20.10, respe
ctively.

Note 3 -Stack based Compensation Plan

Share-based payrnen~s to employees from grants of stock options are recc}gniz~d as
 compensation

ez~pez~se in the consolidated financial statements based on their fair value on th
e grant date. For purposes

of calcuXating the fair value of each stock grant as of the date of gran
t, our Company uses the

Black Schcttes Option Pricing model.
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The impact of stock-based compensation on the Consolidated Statements of Income for the years
ended December 3l, 2011 and 2010 was as'follows:

(in thousands)
Years Ended December 31,

X011 2010

...
`Stock based ~omipensat on .,- _ ` .. . $ :~::_ 10~ . $ :239..
Income taxes 44 . ~ (96)

;;Stock-based. compensatton ̀net'oftai - ~ $ _65' r $. .; w143 ,~~ ~~.

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

We have periodically granted our officers and key employees incentive and. non-quaf ified stock
options on a discretionary basis pursuant to two stock option plans, the 1995 Stock Option Plan
(the "i995 Plan"} and the Amended and Restated 2000 Stock Option Plan. Un May 6, X009, our
shareholders approved an amendment to and restatement of the Amended and Restated 2000 Stock
Option Flan 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 Flan").

The 1995 PIan 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 immedi~.tely following the grant and expire ten years from the date of grant. As of
December 3 I, 2QI 1, na 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 ~t
the date of the grant. Option grants have varying vesting schedules and expire ten years .from the date of
grant. T'he 2049 Plan also authorizes the granting of restricted stock awards.to employees and directors.
Originally, there were SUO,U00 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 20Q9 Plan
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The following table summarizes the activity under the stock option plans for the two-year period

ended December 31, 2Q11. a

Average Price
Number of Shares. _Price per Share der .Share

C?ptions,outstand~ng'as of December 31, _20Q9. ~" . 222,691.: ~$ ;:1.29-22.51. ~.$ ~.. l9:Gl.

Granted 71,900 20.11-21.14 20.54,.
Exercised a~;̀̀.~ . ~ -' •, ~ ,~: .` . ~-•._. , . ,. . ~z~

,...
~2f,182).. :~~ 29-22:22 ~` ; ~ 19:84

Canceled/forfeited
(7p~xdn~'~utsta[rt~mgas ofi~ecembet:31, 2010 °2~8,~4~ :.Y15~29-2~ $1 .<. 19;8"

Granted °—
r ~.o- t ..r xx~

~;~~rcas'" 
~'~ 

'~~,.G.° 
F. 

~. _: ,. ~ .~f.~,~~, .. t~-1529 21.24... ~1$t8~1:
Canoeted/fo~rt~ited ~~--• ~~
Z~`iazisxautsta~aduasXbfDe~ec~nber~3.I,2Q11~6r1_:~w. <,u~?,64~~~.51 ;$ ;`,.,~~19~:6:

er Y ~b a` a~`I~e~e~e#3I2Q~Q.; _: =~~89,7`~~~:,,$ ,

The following table summarizes information about stack options outstanding and exercisable as
of De~ernlier 31, 2011.

-- O tions..0utstandin Uptions Exercisable
'W`eighted Weighed

Remaining Average Average
Number Coatractuat Exercise Number Exercise

Exercise. Oatstand[ng Life Price Exercisable Price

Price As of 12131/11 (in years) per Share A:s of 12/31/]1 Per Share

~f~'h 'Y..
r2Y. Bn

~ .,~. v ~ , ,y~+ _~*~•
+'~t~u~ ¢~f E

~ '...f J e4 Y v+~i` ,~~fi .', .. •~ ~ :,~.

./y~~"J~ v r^
X~ 

,. 
,~s'~ .~2 ~f~eF...' ? .. ..._, ;

~r.t'~ .t` .f. 
v'~~l. 

.. ~~ 1 44:..-,: .«t"
~..

2014
...c .. ~

I9 602
_:

Z 76
..;r.+w"r

20 14 ' 19,502 20.14
~ ,~ .~ ~-~ ~, ~~~~~€t, z~tir`~ ~~~~4'~~ x~~ " ~ ̀'24>~~8 ': 2:24 :.

14.b7 16,935 3.08 19.67 25,935 19.67

~~?~ 5~ ,.~ ~ . ~ `:, A1~515~ f . .. ~ :,.. ~~'~'~Y .... ,:-~,~:~? , ~'~~;5i~Q ..~. ,, ̀ .. ~`l~ ~1.~:.<

19.00 40,000 x.64 19.00 4U,000 19.Q0

~d~~2°2~=,,~' ....;~~ ~:'~d~ =~~ ~~; k~''~.~~.2ay.$~~w,.;~>r'~2.~2 a :~~~' x.6;~1p4~~;~ - 2~22~<

22 52 16,200 6.65 22 Sl 16,200 22 St

~ :~~ 64 ;:+'~ .: ~:~:~,~ ~2;3~5. - : .~: ~ S. ~>!~~ ~„~~"~~;.:.... ,1? 6~F .,.. ̀ .. ~ ,~~7, . ~ 7:64

20.11 40,624 8.0& ~ 20.11 i~,G93 
~

20.11

..
~:`~;~~14 , :..~.~~"~~.s 

`' ~ ~ t~8.24 ~` ̀.. .~ a n 2~ 14~~' . ~,~~1~Q00 t... . ',21:4"''

2~9,96i l9~ X62
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In accordance with the terms of the Merger Agreement, no options were granted in 2@I 1. 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 Decetinber 31,
20ll X010

Risk=free ~nt~rest r~~e "< :' :~ ~ x~ 58 2x81% ~~<.
Expected dividend

yield --~-- 3 A 1 3.48%
Expected hues :~ ~,:; <~ ::.. x ~~~ 1,' ~~„ 45 years;-~
Expected volatility ~--- 25.37 - 25:41%

Nate 4 -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 $320,Q00 and $346,OOd for the years ended
December 31, 2011 and 2010, respectively.

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

(in thousands)

~~
iol:~
~~~~

r

.'.,r..

~~ld

Total

A.nnount

~~`• ,ass ~. ~. ~.~~
1~0

$ 473

Note 5 — S~tareholder Rights Plan

~n April 2d, 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, $lAd pat value. The Rights would ha~+e become exercisable in the event that a person

or group acquired, or cotnmeneed a tender or exchange offer to acquire, nnore than 15% (up to 20% wiCh

the prior approval ofthe Board) a~our Company's outstanding common stock.

Effective (October 2~, 2010, our Board voted unanimously to extend the expiration date o~ the

Rights. under the Rights flan from ~iovember 1, 2010 to the date of the 2011 annual meeting. of

our Company's sharehalders which was held an Nfay S, ~Ol i 'The -Board did ~zot propose any, S her

extension of the expiration date of the Rights beyond the 2011 annual m~ering and, accordingly, the

Rights expired on May 5, 2011.
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lYote 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. Wherefore, 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 estimatedfair value amounts have

been measured as of their respective year ends and have not been reevaluated ar updated for purposes of

these financial statements subsequent to those respective dates.

't1Ve 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

(Leve13 measurements). The three levels of fair value hierarchy are as follows:

Level l: Based on quoted prices inactive markets for identical sets.

Leve12: Based on significant observable inputs.

Leve13: 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 ~igni~cant to the fair value measurement.

Fox 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) .. December.3Y. 2Q11 ..., Leve X Level ~ Level 3

'Y "t~~est r t~ swa g' ~ ~ '
_ .. .~

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

Iriferest rate.swap {~'~~...~,:w~.~~. $ ::~;..W .:... 
~ .. M .. 314 $ _:::~'"~ ~.~k: ~J.

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:

ZOI.l ~Q10..: .

Carrying Fair Carrying Fair

(in thousands) Value Value Value Value

}
y ("tK mY ~ a h ~~ ~ .~ 

:
.3 ~ ~ -- F Qd ~f :. '. N x~,- ~. b~ '~,;J

L~rabil~ies .. _ _.

Lon Perm debt $ (C0,5~3) $ (55,169] $ (60,871) ~ $ (56,465}

r~iteresf cate`swap`l at ittty J' , - ~ ~{~3~} ($3~) :.; .. (31,4} ~. ~=x;(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 Reaeivabte 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, 201 i and 201Q, So~tliwoad held a 50 percent ow~t~rship interest in a limited
liability company known as HECOP IV. HECOP IV,. whose assets and liabilities are nat included in the
accompanying Consolidated Balance Sheets, owns approximately .nine acres of undeveloped land in
Merrit~n~ek, New Hampshire. The remaining- ownership interest in HECOP IV is held by John P. Stabile
~I, 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 signifxaant.

Southwood uses the equity method of accounting .for its inVestinent in HECOP IV and
accordingly, its investment is adjusted. for its share.vf losses. For the years elided D~cember.31, ~O11
and 2010, Southwood's sham of lasses from its investment i3n HECQP iV was approximately $5,000 and

- $7,0 0, respectively. Southwoad's share of losses is included under "Other,, net" in the accompanying
Consolidated statements of Income. .

1~1ate 8 —Income Taxes

The components of the federal and state income ta~c provision as of December 31, 2011 and 2010
were as fczlows:

{in thousands) ZO11 200

;ed~ra~y. ': %° ,' = .. 
~::

, ' $ ~~rr~~~~1(~8 .d~..~. 1,937~t

Sti~ta 5'~6 495
'~mt~tt~z~tion of investment tax credits ~ ,.' a ̀  ; ~' ; t :,:. ,,~;,~,,, ~ e , ~ ~3 ~i

Total $ .ti $ 2 9~. ,. ,~ ,`.~

Current ~ 331 $ Gbl'
~.~ ~- ~ ~Y;•.ta c r

F, c i

Total $ ~ 2 ~5,1 $ ,~ 2 399
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The following is a reconciliation between the statutory federal income tax, rats and tY[e effective

income tax rate far 20 t 1 and 20 t 0:
2011 ZQ10

$tatutory~federai"rate .. -:. ,: ,.34;0°/0=: ,.., 34.O:Q/o.
State tax rate, net of federal benefit S.6 % 5.3
:Permanent differences ~ 5 f0 3)%0> _ 0.1
Amortisation of investment tax credits (0.5)"/0 (0.6}%

„ky .. 
... 

'. ~.

Bffective tax rate s%_,,,

The temporary items that give rise to the net deferred tax liability as ofDecember 31, 2011 and

2Q10 were as follows:

(in thousands) 2Q11 ZO10

~~x~it`~es _: _,.~,. ,

PrQ~erty related, net $ US24,? $ 2 2,0~ 1

Uther
,

~ 7G5
X9;2 '9

1 116
z~,7.:~ '~`Q 1~ati t~tt ~~ z

Assets
;YP 10,_ cc~i~d ~a~tiliiy; : ,. ~ .' 

~ 2,9G~ 1~~~~r"~;

Federal net aerating loss carryforward 99 ~ 862
''~'~ti~ inii~~`n,~~~cc'redit ~~ .~ . ̀'P ~ 384 ~ ~~~

NH Business Enterprise Tax crccl~ts - - 151
rr v~~~ h+

~~~t r ~r y'~' ~ x .~
~,c3,,.2:...'~~ °~,̀~s

~..E A
~,'~„~;t wa f f
..F~». ~`~.~p...'~ ~,~.;~n,d~°"`~.y ..rr. .,,p, ti,.,,~„~,~.s`"t+~.3.

Tat~~l {jssets 7,772 ~ S_,~4G
~I~Te~on,.`ir'"en~4t~~f~rr4'""i~came.~ta~~lal~txty~:~$ ~:~~4~7" ,~;_,~~R;

Tn determining the income reported in our consolidated financial statezn~nts, al( 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'assum n~

that the planned tnerg~r will be completed, we have elected to treat such costs as tirhing differences in

determining the provision for income taxes in our consolidated financial statements. Accordingly, wa

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.-

V~'e had a federal net operating loss in 2009 in the amount of approximately $4.I mil~i~n with an

estimated balance remaining to carry forward to 2012 in the amount of approximately $2.~ miiiian. 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 i~ deferred income taxes in the Consolidated Balance

Sheet as of December 31, X011.

As of December 31, 201 t, we estimated approximately $384,000 of cumulative federal

altiernative minimum tax credits that may be carried forward indefinitely as a credit against our regular tax

~lial~~i~lity.
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Investment tax credits resulting from utility plant additions are deferred and amortized. The
unamortized investment ta~c 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, 2Q 11 and 20 i 0, 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 #his regard, an uncertain tax
position represents our expected treatrnenf of a tax position taken in a filed tax return, ox 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 wilt use tax planning strategies, if required, and when possible, to avoid the expiration of
any future net operating loss and/or taac credits.

We file income tax returns in the U.~. federal jurisdiction, the State of New Hampshire aa~d the
Commonwealth of Massachusetts. Our 2008 and ZO10 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 20Q7 Chrough 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 Inconne. We .recorded such interest and/or penalties during the years
ended December 31, 2011 and 2U lQ in the amounts of approximately $Q and $0, respectively.

Note 9 —Debt

Long-tetxn debt as of December 31, 2011 and 201 U consisted of fhe following:

(in thousands} .2011 2

tT~ ~ d ~en~dr~{o~es ~a3~~b1~`r~ue"#clan i~is'ur~iae :company; ~;;, > , a., ~ ~~ .,,~„~ - F
7.40°~0, due March 12021 $ 6,000 ~ 6,400

~~ns~iBusines'F~~c~Autl~ointy:~tf£: ~,~~{ t ,~ ~ '"~ ?4:~ j.., ~ >. Ur, -, . ~. _...
.Revenue Bond (2UOS Series BC 4) S 375%, due Qctober 1, 2Q35, 12,240. 12 2Htie.. ~.., ~ . ~ . p

t~iIt~,~~nue,~Bonz1~2~05.Si~r~es3~Gy~)s~5:0~%osz[u~A~~1;`I,~`2018 ~~~ 3
~ ...

•,: =~7;,OQ~ ~L;~ ,7;~u00~ .
Revenue Bond ~2U.05 Serves A), 4.70%, dae October 1, 2 35 12,1 5 12,125

~Re~~!eng!~.~~~1d~ S~~:te~':~OQS~), 4~70./,a, die J`~t~air3' ~Q3.~ ., : ,~ ~1;8~0. 1 $~0~:,
Revenue $pndSeries 2005$j, 4.60%, due January 2, 2U30 2,32Q 2 325

.~e~en ~,~.an~;(S,tilOQ~~ md'~3b"lo„'~ue~~r7ii'xr`y t~2~i2~ h ~' 1;175 .,Y ~ 1~~.8U
I~ev~nug Bond Series 2005D}, 4 50%, due January 1, 2Q~~ -950 1 Q00

s_..~~ , ~ ~...;.
Unsecut~ed notes payable to bank, ftaattn~ xate, due March 1, 2030

. ~:.,.,.
4X23
~3;~8

_ ~. ,e.
4,384

~ns~~'~i rec~;~~v~`~iabiPs~~re date".T~ei+cslvang 1?und (`~~RF~~) notes ~'? <;;~~„ ~ ~ ,.. 8 75 /,~:
Tots{ long ternn debt 60,821 61,171

„ ̀,~ess,~iir~eht,purtiop x ~ ~ a~:. '~., ~ .: 
''. Y: 4 

,`,. ,. ~~1,09G). ~10~2+S~r:
Less original issue discount 288 300

Ta~~l.ldng=term:de6t,'riet of ct~rr~i t_ pardon ' , . ~. ' : $ ' S9 X37 #- `$` : -59
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~~~ SRF notes are due through 2U3Y 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 1 t 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, 201 t are as follows::

(in thousands) Amount

2013 1,097

2015 1,122

~~2~n1 G. ~.._ ~ ~ €~"~t 36; ,
2017 and ihercai'~er 55,262 .

.Certain cavenan#s (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 Pennichuek East, as well as pay dividends to our

shazeholders.

Several of Pennichuck Water's loan agreements contain a covenant that prevents Pennichuck

Water from declaring dividends if Pennichuck Water does nvt 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 $~.5 million and $7A mitlian,

respectively. Another one of Pennichuck East's loan agreements contains an issuance covenant that

requires Pennichuck East to maintain an Earnings. Auaitable for .Interest ratio of at Ieast 1.5 to I.Q,

Pennichuck East was not in compliance with this coyenanC as of December 3I; 2Q11 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 ($37A million plus

equity. ~roce~ds subsequent to December 2007). As of December 31, 2D1 t, our consolidated tar►gible net
worth was $56.9 million. This revolving credit facility terminated in accordance with its terms on

January 25, 2Q12 upon. consummation af:ths merger.,..
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Our short-term borrowing activity for the years ended December 31, 2011 and 2010 were;

(in thousands) 2011 20 0

Esf~btished,t~~h~q~t year-end ° ~ ; . $ 12,000 _ ~ 16;OOQ
Maximum amount outstanding during year ---8 645,. ~: ~, .:
~~Av~x~geamo to~utstandtngduringyear ~< ~~.," iG. ~, ~«- ,~ w.~.s ~. ~.0 .. ~ _ _ ,.
Amount outstanding at year end -~-- ---
Weighted=~v,~~a~e;~utt~r'est rate during year ̀  ., ?' A in/a -- 3 25%,.

Interest rate at year end ~ n/a n/a

In addition; Pennichuck East' has a $1.5 million revolving credit facitity 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 trionies are borrowed; ranging. from 30 days to aaine 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, ZO1 i 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 ("LIBOCI°') plus 1.75% as of December 31, 2011 and 2010, respectively. ~'he combined
effect of the LIBOR-based borrowing formula and the swap produces an "all-in fixed borrowing cosy'
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
$834,00 and $314,000, respectively. Changes in the fair value of this derivative were deferred in
aceumuIated other comprehensive loss.

Swap settlements are recorded in the income statement with the hedged item as interest
exper►se. During the twelve months ended December 31, 2011 and 2Q 1 Q $168,000 and $.145,000,
respectively, was reclassified pre-tax from accumulated other comprehensive loss to interest expense as a
resutt'of swap settlements. We expect to reclassify approxirnateiy $15Q,000, pre-tax,. from accumulated
other comprehensive loss to interest expense as a result of swap settlements, over the next twelve months.

Note 14 — Sabsegaent Events

Merger with fihe City of Nashua, New Hampshire

On January 2S, 2012, the City eamp~eted its acquisition of alI of the outstanding voting securities
of our Company in a merger transaction pursuant to the Merger Agreem8nt dated as of
November 11, 2010 between our Company and tie 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 xn~illion in cash, of which approximately $2.2 million related to
238,884 stock options outstanding as of the transaction date.

dale of land

On January 24, 20:12, Southwood s41d 38.26 acres of undeveloped Land that it owned in
Nashua, New Hampshire for $2.2 mill an 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 establis
hing and

maintaining adequate internal control over financial reporting. Internal control o
ver financial reporting is

a process designed to provide reasonable assurance regarding the reliability of financial repo
rting and the

preparation of , ~nanciai statements for external purposes in accordance with
 generally accepted

accounting principles. A company's internal control over financial reporting includes those po
licies and

procedures that

(1) pertain to fihe 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 t
o

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 zegarding prevention or timely detection of

unauthorized acquisition, use, or disposition of the Company's assets that could

have a material effect on the fuiancial statements.

Because of its inherent limitations, internal control over f nan~ial reporting may not p
revent or

detect misstatements. Also, projections of any evaluation of effecriveness to
 future periods are subject to

the risk that controls ~~y became inadequate because of changes in conditions, 
ox that the degree of

compliance with the policies or procedures may deteriorate.

In assessing the effectiveness of internal control over financial reporting; managem
ent ased the

criteria set forth by the Committee of Sponsoring Organizations of the Txeadwa
y Commission ("COSO")

in Internal control=Integrated Framework. As a result of managements assessm
ent.and based on the

criteria. in the framework, rrtanagernent has conciuzied that, as of December 31, Z
U10, the. company's

internal control over financial reporting was effective.

The Connpany's independent registered public accounting firm, ParenteBeard LL
C, has issued an

attestation report an the effectiveness of the Company's intarnal control over f
inancial reporting.. Their

report appears on the following page.

/s/ Doane C. Monty oli /s/ Thomas C. Leonard

Duane C. Montopoli

President and Chief Executive Officer

March 4, 2011

Thomas C. Leonard

Senior ice FresidenE and' Chief Financial Officer
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Report of Independent Registered Pub{ic Accounting. Firm

board of Directors and Shareholders
Perinichuck 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 rnanag~ment is responsible for maintaining effective internal control over

financial reporting, and for its assessment of the effectiveness of internal control aver 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 az~

tu2derstanding 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. dur audit also included performing such other procedures as we considered necessary in

-the eir~umstances. 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 accounring principles generally accepted in the United States of

America. Are entity's internal control aver financial reporting includes those policies and procedures that

(i) pertain to tha maia~tenance of records that; in reasonable detail, accurately and f~.irly raflect the

traY►sactions and dispositions of the assets of the entity; (2) provide reasonable assurance that transactions
are recorded as necessary to permit preparation o~ financial statements to accordance With generally

accepted accounting principles, 'and that receipts and expenditures of the ~ntify are being made only in

acct~rda~e w€t~ autha~izations of management and directors of the entity; and (3) provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition, use, nr 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 ire 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 Qpinion, Pennichuck Cprporat~on maintained, in all material respects, effective internal

eontrv~ over fvnancial reporting as of E)ecernber 31, 2U 10, based on critEria established in Internal

Corttr~at-Integrated l~'t~amework issued by the Committee of S~nsoring Qrgan~zations of the Treadway

Comrnissior~ (COSO).
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Report of Independent Registered Pablic Accounting Firm

Board of Directors. and Shareholders
Pennich~ack Corporation

We have audited the accompanying consolidated balance sheets of Pennichuck Corporation (the

"Company") as of December 31, 2010 and 2009, and the retated consolidated statements of income,

shareholders' equity, comprehensive income, and cash flows fvr each of the years in the three-year period

ended December 31, 2010. In connection. with our audits of the consolidated financial statement, 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

Oveirsight 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 hest basis, evidence supporting the amoutt~ts 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. alI materiaj

respects, the financial position of Pennichuck corporation as of December 31; 2010 and 20p9, and the

results of its operations and its cash flows for each of the years in the three-year period ended December

31, 2010, inconformity with accounting principles generally acce~rted 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 ~Il material respects, -the information

set forth therein.

We also have audited, in accordance with the standards of the ~'ublic Company Accounting

Oversight Board (United States), Fennichuck Corporation's internal controt 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.

Reading, Pennsylvania
Match 4, 2011

46

/s/ ParenteBeard LLC

____ _ _ - _ __. 2.3.5_.



PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(in thousands, except share date)

As pf Dec~m~b~er 31,
2010 2009
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FENNICI~UCIf CORPORATIC?N AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS ~ CONTINt1ED

(in thousands, except share data)

~ As of December 31~
2010 20f1

Deferred Credits and t)ther Re.~ervest ~_~__,...~_.~,~_.~.~.w,~.~.,,~-x.~,..,~_.;~,,.~.~.~,.~..rt_,._ - ,.,.,.,, --~ ~ ---

Contributions in Aid of

The accompanying r~ot~s ~rre an int~g~ral part of these consolidated financial statements.



PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEIViENTS OF INCOME
(ia thousands, except share and per share data)

q87 4,4t~1

Income Befora Provision for Income Tapes __ ~,1_g~ ___.__._r ~~__.~3z~~~~.._........~~~~._~___. ?~'~ '

~ 4,697,221 4,294,013 4,266,129

The.aceotnpanying nate~ are an. integral part of these consolidated financial statements.



derivatives, net of fax benefit

PENNTCHUCK CORPURATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREROLDERS' EQUITY

din thousands, except share:and der share data

~io+~ai~~~E~ad
hs~~tiian~t +~}tboi~

Common Stock F~4d Ip' ltef~t ttp~l!:i~it~ '~~~iuE~

7.149

'B~~tii~~sc~aPaCasil~:s~~~ft~§ 6iQ6A 6 "7~' --~- ~ :~=-

for net Lass reatized in.net
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PENNICHUCK CQRPQRATION AND SUBSIbIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY - CONTINiIED

(in thousands, except share and per share data)

~:~~a~i~t~~
ABi~tN~n~t: ~~i"r

Go uiia~ stook. Pa~1 fn Reta~nea Gi~~i re~~~iv~ '~ .

:..... ~ .4. ; ~ y :,rk::!:K 5,
~ ~ ..4. b t ...t ~y.. 5,'.~~.f'~•2('.'l..~

-'" r k~ .:.v.::.; :r5.>ti' w 
.....~( ~.,~. ..<,. .. ,~uv 
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av 

.a.; ,:•yc$4.~"...~ .:..t~~' ''1%':%~`•,;"'tw 'ft ~._.. <•.,x'.:.,W ~: ~ v,.,.".~,.nM.;r:;.~q.~:$~; !~ar^. ,x...x.:.. ~~a~::.... •.r:.,.+.?..ro,;@:a... #.~;i.s,::~: x>;•,-..~t~~~.~~.?,°Z!~~3.L'~:`7.e,~.~-..y'~3 "~g(i ~.w`:;:.u.J.%;.k.$•r;;35iC..~:e ::;,:. a,~^u;:.: ,;.,:.,t:~•~4L~ '..~.~r.=s:aF >. ;~.~,. <r'`.; ~!~ ~e;.s}n .,. n:,. '$ ;_..,.r:

6 i 1
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derivatives, net oftaac benefit

~~~~
3~f~. 46771OS $ 4,8.77 $ 41,312 $ 10,488 $ ~~

The accompanying notes are an integral part ofthese consaliclated financial statements:,:
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREI3ENSI.VE INCOME

(in thousands)

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

I
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PENNICHUCK CORPORATION AND SiJBSIDIARICS
CONSOLIDATED STATEMENTS OF CASH FLGIWS

(in thousands)

Amortization of defcrrcd irivcstrr~cnt tax ____ ___

Rn~t;t~r c nrr~non~nt of allowance fc~r Funds used

oth~z' assets _ __ _— .. ..... .......~,_...W..w~ ~~,.... _._1►9~~__.~~,~.

~t;i~: _ f~~l'~ ~ t'~~~' 190.

I1,~~±~ .

Aurchas~ of pro~arty► Plant and i~t~;~tt~ .
;n~iu~ii»a dPht ~nrnnn~enf ofal~At~t~tti~t3'~t~C.

In~reaSe iti ilyvestment in real est~.ta partnership

`N~t cash used in '[r~vestxng ~cttvities
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PENNICHUCK CURPURATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH SLOWS -CONTINUED

(in thousands)

Years Ended December 31, ..
2010 2009 24Q8

;~' ~ '~ , isi~~A5t1 ~t~d ~ ?~t~~~i 813 474 f'~

Cash and cash equivalents, end of year $~ ~ ~

Supplemental disclwsure on cnsb flow and aon-cash items for th+e three years ended

D+eeernber 31, 201U, 2009 and 20Q$ is presented below.

-.., . ,. 
~ ZQ10 ~ ! __ - tlx:

~..t._._____________~_ ____---
in aid of construction $ 6$~

The accompanying notes are an integral part of these eansolidated financial statemetrts.
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PENNICHUCK CORPORATICIN 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"), Pennichuck East Utility, Inc. ("Pennichuck East"}, Pittsfield Aqueduct Company,

Inc. {"Pittsftelc~ Aqueduct"), Pennichuck Water Service corporation {"Service Corporation") and 'The

Southwood Corporation ("Sou~hwaod"}.

Descriation of Business:

We are an investor-owned holding company headquartered in 11~ferrinaack, New I~iarnpshire. 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 Corpora#ion which

conducts non-regulated water-related services; and Southwood whrtch owns several paxceis of

undeveloped land.

Our Company's regulated water utility subsidiaries acre engaged princkpally in the collection,

storage, treatment and distribution of potable water to approximately 33,840 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."

Acrruist'tion of Comoanv:

On November I 1, 24L0, 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 ¢onditians precedent and

cantingen~cies, purchase all of the outstanding common stock and common stock equivalents of

Pennichuck Corporation for $29:00 per. share, or' approxirn~teiy.$138 million, i~ 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 1Vlerger 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 a~pro~+al conditions imposed by tl~e N~IPUC in approvi~tg 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 a1I other conditions precedent have been met.

Tl~e initial scheduling hearing of tie NHI'UC oeeurrec~ on ~ebrua~y 24, ~Ol 1. Final hearings on

the matter are scheduled far July 27 through July 29, 2Ui 1. 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 Zd 11.
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Summary of Sisnificant Accouutin~Palicies:

(a) Basis of Presentation

The accompanying consolidated financial statements include the accounts of our Company and its

wholly-awned. subsidiaries. All significant intercompany transactions have been eliminated in

consolidation

(b) lTse of Estimates in the Preparat~ton of Financial ,S'tatements

'Phe preparation of financial statements in conformity with accounting principles generally

accepted.in the United States of America .requires management to make estimates anc~ assumptions that

affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabiliries at the

date of the i~nancial statements and the reported amounts of revenues and expenses during the reporting

period. Actual results coulsi differ from thane ~stiitaates.

(c} Property, Plant and Equipment .

Properly, plant and equipment, which includes principally the water utility assts of our

Company's utility subsidiaries, is recorded at cost plas an allQwanc~ for funds used during construction

on major, long-teen projects and includes property fancied with contributions in aid of canstrt~ction. The

provision for depreciation is computed on the straight-line methad aver the estimated useful lives of the

assei~ which rata~;e from 5 to 91 year. The average composite depreciation rate was ~,5°/a in 2010 and

2009 and 2.6°fo in 2008: The components of property, plant and equipment as of December 31, 2010 end

20039 were as follows:

~~t.

~~ .

(~;'~ft#~~ 2010 20Q9 ...~:.t~.~...~.,,.
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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 equipm$nt are capitalized.

(d) Cash and Cash Equivalents

Cash and cash equivalents generally consist of cash, rr~oney market funds and other short-term

liquid investments with original maturities of three months or less.

(e) Concentratfan of Credet Risks

Financial instruments that subject our Company to credit risk consist primarily of cash and

accounts receivable. Uur cash balances are invested in a money market fund consisting af 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 amoun~,s due from the residential, commercial and

ind~:strial customers of our regulated water utility operations as weld as receiva~sles from our Service

Corporation customers.

(~ Accounts receivable

Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful accounts is '

our best estimate of fhe amount of probable credit losses in oar existing accounts receivable, and is

dekermined based on historical write-off experience and the aging of account balances. We review the

allowance fox doubtful accounts quarterly. Account balances are written off against the allowance when it

is probable the receivable will not be recovered

(~} Unbilled Revenue

We read our customer meters an a monthly basis and record revenues based on meter reading

results. Information- from the last nneter reading date is used to estimate the value of unbilled revenues

throw the end of the accounting period. Estimates of water utility revenues for water delivered to

customers but not yet billed are accrixed at the end of each accoexntirig period. Actual results could differ

fxom those estimates.

(h) l~laterials aid Supplies

Inventory is stated at the lovwer of cost, using the average cost rttethod, or market.

(i) Deferred Land Costs

Included in deferred land costs is our Company's original basis in its remaining undeveloped

landholdings and any land improvement costs, ~v~ich are stated ~t the lower of cost or maxket. All costs

associated with real estate and land projects are capiCalized and allocated to the project to which the costs

relate. Admin~strat vs labor and the reiat~d firinge 6et~efit posts attributable to tl~e acq~,iisition, active

development and construction of land ~at~cels are capitalized as De~~rred Land Costs. No labor and

b~n~ftts were capitali2~d for the years ended December 31, 2010 and 2004.

5?
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~) Deferred Charges arrd l)iherAssets

Deferred charges include certain regulatory assets and costs of obtaining debt fnancing.

Regulatory assets are arriortized over the periods they ire recovered through NF~UC-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

pernutted, 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, ~O l 0 and 2009 consisted of the following:

~'~~y!~~.

Unrecovered pension at~d postretireinent

~I~ We expect to recover the deferred pension and other posttetirement amounts consistent with
the anticipated expense recognition of the pension and other pastretirernent casts.

Treasury stock held by our Company represents shares that were tendered by employees as

payment for existing outstanding a~ptions, Treasury stack received is recorded at its fair market value

when tendered.

~"l) Contributions in Aid of Canstruetio~ (uCIAC')

Under construction contracts with real es#ate 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 CIAG the fair market

value of developer installed mains aid any excess of fair market valae over the cost of community water

systems purchased from developers. The CIAO 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. Estiimates of unbilled service revenues are

5$
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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. Revenue from unplanned additional work is based upon time and materials incurred in
connection with activities not specifcally identified in the contract,. or for which work levels exceed
contracted amounts.

Revenues from reaY 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 frflm the joint ventures. See Note 7, "Equity
Investments in Unconsolidated Companies" for further discussion of Southwoad's equity investments.

fo) Allowance far Funds Used During Construction ("AFIJDQ")

AFUDC represents the estimated debt and equity costs of capital necessary to finance the
construction of new regulated facilities. AFtJDC 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 7.3$% in 2010 and
8% in 2009 and 200$. The total amounts of AFUDC recorded for the years ended December 31, 2020,
209 and 2008 were as follows:

~ ~ 1 1 il' Ii:

. ..w. :.:.,. ..Y .z ~ .: ;~ ...rt<. R~.: •. ;~ ......:. ... .. ' E„ o:... 3 . ̀  .: °~ a`~rh~,... 2~:xY,j; ~ 3~.iz.;~ ~~.,rY. 
~. gn..w ,? yk ;.

=~~ « § i . ~ cX. W4 8 Q -«~ .:i!~d~. ~ .t^ %>L.~~r.w ;"~✓.•:~ ~ x .~%::.z~:'.~!A.s:'.fi:~~":=; '•:i..La 
s„,. , _•

(p) Income Taxes

Income taxes -are recorded using the accrual method and the provision for federal at~d state
income tars is based on income repotted .in the consaiidated financial stateir~ents, adjusted for items not
irecognized for income tax purposes. Provisions for deferred income taxes ire recognized for accelerated
deprecia~iort and other temporary differences. A valuation allowance is provided ~o offset any net
defa~red tax assets if, based upon available evidence, it is more i key than not that some or all cif the
deferred tax assets will not be realized. investment tax oredits previously remixed fQar income fax
purposes are amortized for. financial statement purposes over the life of the property, giving rise to the
credit.
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(ry Earnings Per Share

Basic net income per share is computed using the weighted average number of common shaves

outstanding for a period. Diluted net income per share is computed using the weighted average number of

somman and diluti~re potential common shares outstanding for the period. For the years ended

December 31, 201Q, 2009 and 2U08, dilutive potential common shares consisted of outstanding stock

options.

The dilutive effect of outs#anding 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 20Q8

~. ~ ~x ~,r" ..-r 

-1 r ~~ fi2, ~.., ?,. .t,~! ~~~rt ~ ~ 
n H /.. t4 ra

Ililutive effecti of unexercised stock q~}~~c~t~s (0.01) ~(~,.~1~_ ,_ ---~

The following table lists the number of options to purchase shares of common stock that was not

included in the computation of diltrted earnings per share for the _years ended December 31, 2010, 2009.

and 2008 because their effect would have been antidilutive.

ZO10. 2409._ ., .... 2Q08

(r) Reee~tly lssued.flccounti~eg Standards

We do not expect the adoption of any recently issued accounting pronouncements to have a

material impact on our financial eanditian or results of operations.

.r
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(s) 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 reclassif cation of accrued wages and payroll
withholding.

Note 2—Postretirement Benefit Plans

Pension Plan and Other Postretirement Benefits

We have a nan-contributory, defined benefit pension plan (the "DB Plan") that covers
substar►tially ali employees. The benefits are fot~mula-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 ret~uiremants 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 an or after the normal
retirement age of 65,.benefits are provided through a postretir~txtent medical plan (the "Post-65 Plan").

For employees who retire prior to their normal retirement age and vvho 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 sa(a~ry increases earned from the plan inception date to the normal retirement date. The benefits under

the Post-exnpIoyment Plan allow for the continuity of medreal benefits coverage at gco~p rates from the

employee's retirement date until the employee becomes eligible for Medicare. The Fort=employment
Plan is funded from the general assets of our Company.

Upon r~tiremient, if a qualifying employee elects to receive medical benefits under one of oar

OPEB plans, we pay his ox her monthly premium, up to a maximum allowable benefit based on eligibility
and years of service. The current ma7cimum monthly benefit is $285. Upon request, the spouse of the

covered farmer employes may also remain on our group medical plan provided that person's entire

monthly premium is reimbursed to us.
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The fc~llowrng table sets forth the fund~cl status of our DB Plan and oue C)PEB Plans as of

December 31, 2010 and 2U09, respectively:

DB Ptan OPEB Plan

as of Dec~m6er 31~ as of ~lecember 3

~ri #~a~un ?,~~~f ~~~~ 201A

Changes in plan assets and benefit obligations recognized in regt~~atory assets, for the years ended

December 31, 2014 and 20U9, were as follows:

DB PXan t}PEB Plans

:~ : ". _ sr '~ as oaf D,~ce~ber 31. .-

~ - ~o ~ ' . ~ za~~ ;...zoos:

_. . _ _ __ _ _ _ ._ ~.. _.. ,_ . _ _ _._ ._.. __.. 2.5.1._



Amounts recognized in regulatory assets for the DB and OPEB Plans that have not yat beef►
recognized as components of net periodic t~enefit cast of the following at December 31, 2010 end 2009,
respectively:

DB Plan OPEB Plans

as of Deeet~ber 31, as of December 31

~t~ :~tan~s~ ZQ10 2009 2010 ZQQ9

Prior service cis# -- -- ~ 200 222

T'he key assumptions used to value benefit obligations and calculate net periodic benefit cost for
our DB and UPEB Flans include the following:

(a} an increase or decrease in the d~seount rate of 0.5%, wouCd result n_a change in the funded status as of .
December 31,X010, for the DB Plan and the OPEB p'lan's, of approximately $i.0 million and $Z00„OQO,
respectively

(b) applicable on[y to the UP'EB Flans

x 63
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The components of net DB Place costs and OPEB Plan costs were as follows:

DB k'tan OP~B Ptans

Year Ended December 31, Year Ended 1)eeember 31

(~rf t4~[satictA~ 2Q10 2009 2008 2010 2009 2008..

The estimated net actuarial loss arzd.prior service cost for our UB Plan that will be amortized. in

2021 frcjm the regulatory assts 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 arnartized

in 201 I from the regulatory assets into net periodic benefit costs is $13,000 and $22,000, respectively.

The projected benefit obligation, the ~:ccumulated benefit obligation and the fair value of plan

:assets for the DB Plan as of Dsee~ber 31, 2010 and 20U9 wage as follows:

;.
(~t~=.~tft~C 2~. .........200

to 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 a~f the policy is

to provide that the assets of the Plan are invested in accordance with the asset allocation range targets to

achieve pur expected return c~ Plan assefs. Otar Cam~any's investment strategy applies to its OPEB

Plans as well as the DB Plan: C?ur e~cpected long-term rate of return on DB PIan and OPEB Phan assets is

teased on the Plans' expected asset aiiacation, expec#eci returns on various classes of Plan assets as well as

historical returns.

A one percent change in the assumed heath care cost trend rate would not. have had a material

effect. on: the. Past-65 Phan cost or the. accumulated Pos#-65 Flan benefit obligation in ZO 1 U.

S4~
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The assets of our Post-65 Plan are held in two separate Voluntary Employee Beneficiary
Associa#ion ("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 risklreturn 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 PTan . O~'EB Plans
Asset Allocation Asset Allocation

2Q10 209. Ran e_...... _ 201p 2009 ~Ran~e

i ~ ..1. ~.,._fkM~µ ~.y1Pk _ ..a~~,'~~ ~.. i..,~~~H..1.,~~~A ~ry~f~~~~~ f~j~~~~i,.,,.' 

k.

Fired inoome ZS°-;, 27% 25°l0— 65% 42% 43%0 10° o — 40°/a

T'he DB Plan held 21,000 shares of Pennichucl~ 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 3l, ZQ10 and 2009 was $575,000 and $444,000, respectively. Pennichuck
Corporation stock held in the Plan represents 7.6% and 69% of the total DB Plan assets as of
December 31, 2010 and 2008, respectively.

Management uses its best judgment in estimating the fair value of its financial instruments..
Howevex, -there are inherent weatcnesses in any estimation technique. Therefore, for substantially all
financiiai 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. Tha estimated fair value amounts have
been measueed as of year end and have not been xeevaluated or updated far purposes of these fu~►ancial
statements subsequent to those respective dates.

Investrrients 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 Valrae per.anit 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 Inst~ranee 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 unix of participation in the fond and have no unfunded carnmitments ar significant redem~at do
restricCians at year-end. The value of these units is determined by the txustee .based ~n the eurreat 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 vale. A deta~ied description of each category of
underlying assets within the pooled separate accounts is as foliavvs as o~'Ilecem~~r 3i, ZU~O and 2009:

+r Growth fixnds accounted for $23 million, or 4fi%o, of .the fair value of the pooled separate
accounts at December 31, 20'10 and $2.0 million, or 4$%0, of tk~e fair value of the pooled separate
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accattnts at December 31, 2Qt?9. Growth funds objectives are for capital appreciation and curre
nt

.income. These investment accoants invest in mutual funds which have a readily available market

price.

~ Fixed income funds accounted fox $811,000, or 16%, of the fair value of the pooled separa
te

accounts at December 31, 2010 and $613,OQ0, or 14°fo, of the fair value of the pooled' separate

accounts ax December 31, 20Q9. Fixed income funds objectives are for long-term rates of return

consistent with preserving capital. These investment accounts invest in mutual funds which ha
ve

a readily available market pricy. One of the funds in this category, SSGA Pass Bond H, invests
 in

bond funds.

• Value funds accounted for $2.0 million, or 3&%, of the fair value of the pooled sepaxate accoun
ts

at December 31, 2010 and $1.6 million, or 38%, of the fair value of the pooled separate accoun
ts

at December ~ 1, 2009. Value funds objectives are for total return and capital appreciation. These

investm~mt accounts invest in rnutuai funds which have a. readily available market price:

The general investment account ~s not actively traded and significant other abserva tle 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 descn'bed 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, t
he

use of different methodologies or assumptions to determine the fair value of certain investments
 could

result in a different fat"r value measurement at the reporting date.

'We use a fair value hierarchy wtuch prlorit~zes the inputs to valuation methods used to measure

fair value. The hierarchy gives the highest prioxity to unadjusted quoted prices in active m
arkets for

identical arssets 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 withinthe- fair value hierarchy used 
as

of Dec~rnber 31, 2010 was as follows:

-_
(iri thousands) ,~'~~_,~ Level 1 . Level 2 LeveC3 . .

f6

_ ~_ ...... _ .._ ,. _ ..255 _



.; ,
`~ D S .. .,".~;~}„.c~.:.t:., _, ~ ~'a rr~Fe i~ 

•:: ~ ' :~r,..~;.p ,f„aY ~ r;.:~aK :£.

.. :_.. :«._.: .~rti:,:.H U~."~'.::.-r,,ti.~.. .... ,,. ~. .,: ~... ~`3~:s~kl,~<ir:5,h.~4..~~ `~F^..< .•iv:::s::`~` :~.'~;•~.':~suw«.s.s..

The fair value of DB Plan and UPEB Plan assets by levels within the fair value hierarchy u
sed as

of December 31, 2009 was as follows:
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The following table presents ayear-end reconciliation of DB Plan assets measured and recorded

at fair value on a recurring basis, using signif cant unobservable inputs level 3):

(in thousands} ZO1Q 2009

Plan transfer. 161 58
5 /̀~̀~;!y~ Y

Return an plan assets (net of investment
;~~,~i~n~~~t 183 53

In order to satisfy the minimum funding requirements of the Employee Retirement Income
Security Act of 1974, applicable to defined benefit p~nsian plans, we anticipate that we will contribute
approlcirnately $1.1 million tb the Plan in X011.

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

~ ~ ~'c ~' t:,'
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Because w~ are subject to regulation to the state in which we operate, we are required to maintain
our accounts in accordance with the regulatory authority's rules axed regailations. In those instances, we

follow the guidance of ASC 980 ("Regulated Operations"). Aased qn prior regtz~atory pt~aetice, we
recorded underfunded DB Plan and Ol'EB Plan obligations as a regulatory asst and vue expect to recover

those costs in rates charged to customers.

I)eBn~d Contribation Plan

In addition to the defined benefit plan, we have a defined contribution plan covering substantially

ail employees. Under this plan, our Company matches IUO°fo of the first 3°!0 of each participating

' employee's salary ecmtributed to the plan. The rnxtching employer's contributions, r~ca~ded as operating
expenses, were approximately $178,U00, $184,i~U0 and $i7~,U00 for 2fl10, 20Q9 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 stook 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, 2Q10, 20x9 and 2Q0$ was as follows:

(in thousands}
Year Ended_ December 31

2010 2009 2008

The total compensation cost related '~to non vested stock option awards was. approximately

$99,000, net of tax as of .December 3 I, 2010. These costs are expected to be recognized during 201'1

through 2023.

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 (t1~e

"1995 Plan") and the Amended and Restated 2000 Stock Qption Plan. ~n May 6, 2009, our. shareholders

approved an amendment to and restatement of the Amended and ~testated 2000 Stock Option Plan to also

a1law.for the issuance pf restricted stock, but did so without increasing the number of shares available for

awazds under the Flan. As amended and restated, the plan has been renamed the 2009 Equity Incentive _.

Plan (the "2009 Plan").

The 19~~ 1'tast p~rtxtits the granfiing of both incentive stock options and non-qualified stae3c

options to employees- at a pace per share equivalent to the market value at the date pf the grant. Options

become exercisable immediately following the grattt and expire ten years from the date of grant. As of

December 31, 2QIQ and 2U09, ~o further shares were avail~:ble for grant under the 1995 Plan.

The 20U9 Ptan provides for the granting of incentive stock options to employees and nan-

qualified stock options to employees and directors at a price per share equivalent to khe market value at

the date of the, grant. Qption grants. have varying vesting schedules and expire ten years from the date of

grant. The 2049 Plan, also authprizes the granting of restricted stock awards to e~~loXees and directors,

There are SOO,OQO s~a~res of common stock _subject to issua3nce vender the 2009 ~ Plan. As of

December 31; ZQiO and ~U09, 111,93 and 183,$34 shires, respectively, were available for future grant

under the 209 Plan. During the term of tfie Merger Agreement, we are prohibited from issuing any new

incentive stock options or non-qualified stock options under the 2Q09 Plan.
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The fallowing tabZs summarizes tfie activity under the stock oprion plans for the three-Xea~ period

ended December 31, 2010.

~~.er~:
~rr~ri~e~r ~f ~~~p~r
~b~r~s Price er Share ~iC~

7D
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The following table summarizes information about options outstanding and eacercisable as of

December 31, ~O 10.

O tions Outstandin O lions Exercisable

~el~~t '~?4r~f~ted.
I~e.~u~inlr~ ;~~►~r~~~ A~v~r

;~f~r~n~+~r ~~►ra t~~1 ~r~~rd e Number ~~~r~ ~

~~ ~rei~e C,~u~st~~t1~~,~ L t~+~ Free ~~+~r, ~~~ P ~aa

`~~i cif _ :(~~ rs) ~'~r ~.~~c~ : a~ ~ xl1Q ~'+~~ ~~~~~

~~.

~ ~Y!~7`~:" S~g rtai` (~ r ~ y,5 j~ J_, 
1~~~ ?, j ig ~~ ~!'~ ~ y J4 { s ~~f M N.~'~?S µ ~..- r ~ ~,3 ~)~#~~~~~.;~~L ~j~~if?.t. ~ ~$!+~ 6,~~`~k~,.<...sf, f i.. z~.~s. FSa, l,.

rr., ri.'~YS~~'~

20 2S
..,i ,t?' ~5~~'̀t~V_.✓f..._

1.s,~E67 1 u7 '~~ '~,
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135,~~7 '~0 25
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The. weighted average fair value per share of >t~~ ~ >~ granted during 201 U, 2009- and 2008 was

$3.69, $2.75 aid $3.63, respectivel}~. The fair value "~i~" option grant was estimated o~ the date of

grant using the following assumptions:

Year Ended December 31..:
20:14 2 200$

rr ;_~~ os ~. { ~ ~" ~ v. ,~~

;S~ ~~t~tt dividend i~Id 3.47 - 3.48°l0 3.47°/a 2:~~d1.

1~'~t~i~ci~.ci`.vrit~~i.tity: 25.7 - 25.41% 2S.1~% I$.~0%

Nate 4=Caramitments anti Contingen~i~s

Merger Agreement with the City of Nashua and Prior eminent Domain Proceedings

In Zp02, the City of Nashya (the "City") began an effort to acquire all or a significant portion of

Pennichuek Water's assets through an eminent domain proceedijag under New I~ampshire Revised

Statutes Annotated Chapter 38, as well as the assets of tl~e Company's Fennichuck East an~i ~'ittsfeld

Aqueduct utility subsidiaries. As discussed in Note 1, on I~i4vember 11, 201.0, tape et~t~red inter 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 ail 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 Subarban Corporation). The merger was. subject to several conditions, including

approval by-our shareholders end approval by the NHPUC. In February 2(?03, before we submitted the

merger to our shareholders, we and Aqua America agreed to abandon the proposed transaction because Qf

actions taken by the City fio acquire our assets by eminent domain.

The City's Mayor at that time stated his opposition to vur 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 aCity-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 Nasfiva residents approved the referendum.

Tn 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 2UOS that the City could not use the eminent domain procedure to

acquire any of the assets of Pennichuek 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 t4 be made by the. NHFUC after a hearing as to what. was in the public interest.

The NHPUC conducted a hearing on the merits of the City's propase,~ eminent domain taking of

the_ assets of Penniehuck 1Nater, which hearing was completed on .September 26, 2007. On July 25, 2Q08,

the NHPUC issued its order in this matter, rating that a taking of the assets of Pennichuck Water is in the

public interest provided certain conditions are rxiet, and provided that the City pay to Pennichuck-Water

$203 million for such assets determined as of December 3I, 200$. The conditions included a requirement

that the City pay an additional $40 million into a mitigation fund to prptect the interests of the customers

of Pennichuek East and Pittsfield Aqueduct.

Subsequently, bath the Company and the City filed appeals with the Supreme Court. (Jn 1Vlarch

25, ZO1Q, the Court issued its decision, unanimously affirming the NHPUC's ruling in its entirety.

.Following the Cauct's decision, neither party filed a request for rc;hearing with the Court and, accordingly,

nn April 7, 2010, the. Court issued its mandate to the NI-IPUC and its July Z5, 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 deride whither or~not to issue the debt necessary to

fund the talcin~ of the Pennichuck V4~ater assets upon the Germs set forth in the NHPUC's July ~5, 2008

order. Qn .dune 30, 2010, our Company and the City jointly filed a motion with the NHP'UC requesting a

scheduling order for the purpose 4f 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 N~-IFUC 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 L 1, 2d 10, the City aid 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 stack and common stock equivalents of the Company for $29.00 per share, or
approximately $138 million, in cash. On January, 1 t, 2011, the City's Board of Aldermen voted 14 —1 to
approve and ratify the price aad 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 Ctty's erected 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 cnet.

The initial scheduling hearing of the NHPUC occurred an February 24, 2011. Final hearings on

the mailer are scheduled €or July 27 through 3uly 29, 2011. We are unable to predict if, or when, the

clasi~g will occur but we beliave 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 Apri12003, the Town notified our

Company in writing of the Town's desire to acquire the. assets: fJur Company responded that it did nvt

wish to sell the assets. Thereafter, na further action was taken by the Town until March .2005, when the

Town voted to appropriate $60,OQ0 to the eminent domain process. Can March 22, 2005, our Company

received a letter from the Town reiterating ttre Town's desire to acquire the assets of our Company's

Pittsfield Aqueduct subsidiary, and by letter da.~ed May 10, 20Q5,. 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 acquisitiion of our Company's Pittsfield Aqueduct assets by eminent domain, buf since the date of the

Town's lettex 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 I-Tampshire voted at its town meeting. in March 2005 to take by

eminent domain our assets within Bedford fqr purposes ofestab'Iishing awater utility, and, by letter dated

Apri14, 2Q05, inquired whether 'our Company, and any relevant wholly-owned subsidiary of our

Company, was willing to se11 its assets to Bedfi~rd. We responded by in~form'tng the Town that we did not

wish- to sell those assets located in Bedford that are. owner! 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

73

262_



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 l~ashua, 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 si~nifieantly smatter utility.

Our Company cannot predict the ultimate outcome of these matters.

O,~ierating Leases

We lease our corporate office space as well as certain office equipment under operating tease

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

13ecember 31, 2010 were as follows:
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Note S--Business Segment Reporting

Our operatuig activiries 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 protecrion service in the City of Nashua. and

29 other communities throughout New Hampshire. Our regulated water utility subsidiaries consist of

Pennichuck Water, Pennichuck East end Pittsfield Aqueduct.

Water management services--Includes the contract operations, and maintenance activities of

Service Corp+ora~ion.

In 2 09, 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. pzirnarily, parent company actir+ity,

including eminent damair►-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

"Rea[ 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.

T'he following table preseflts irt~ormation about our primary business segments as of and for the

years ended IDecember 31:

~~ ~~:~ ao~a ~ zoo~__~. coos

water ut[tit3":o1~~E~.t~~n~ $ 2 ~ >r_ 26

A ---
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(in thousands) 2010 2009 2008

Water ~t~~~~i~~~l~nl s~t'~'i~~S '~~ ~ ~~' , ̀~a

4.3

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

Expenses allocated by the parent cornp~ny to its subsidiaries are calculated based primarily on a ratio of

each subsidiary's revenues, ass~t~, customer base and net plant to the consolidated arnounfs -for each

metric.

All of the employees of the consolidated group are employees of Pennichuck Water, which in

turn: allaeates a portion of its tabor and other direct expenses at~d general and administrative expenses to

our Company's other subsidiaries. This intercompany ~:1location reflects Pennichucic Water's estimated

costs that are associated with conducting the activities within cur company's subsidiaries. The allocation

of Pennic~uck Water costs is based on, among other things,_ time records .for direct labor, customer

service activity and accounting transaction activity.

Within the regulated wa#er utility business segment, one customer accounted for approximately

8,d%, 8.5°lo and 8.4% of water utikty revenues in 2010, 20Q9 and 2008, respectively. ~7uring 201.U, X009

.and 2008, the regulated water urility segment reccrrdeci ap~r4~c mataly $2.7 million, $2.6 million and. $2.4

millzon, respectively, in water revenues which were derived from fire protection and other billings to this

eustotner. As of December 31, 2010, ~(?09 aind 2U08, this customer accounted far agproximtately 9.9%,

8.7% and 8.3%Q of total accounts receivable, respectively.

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

ity oper~ations $

5

'lb~alpurchasasafprop~rty, plant and equipment $.

i~~ns

84 w i

$ 8,p84 $, 14,425.......,--w.,..~,:w,.

N/A ----

Total depreciation and amortization expense ~ $ 4,459 $ 4,2 6 $ _4,~_Q

Note G—Financial 1Vleasarernen~ and Fair Value of Financial Instruments

N[anagement uses its best judgment in estimating the fair value of its financial instruments.
However, tk~ere are inherent weaknesses in any estimation technique. 'Therefore, for substantially all
f~aricial instrumen#s, the fair value estimates herein are not r~ec~ssar ly indioative of the amounts That w~
could have realized in a sales transaction for these instrumez~its: 'T~e estimated fair value arnount~ have
been measured as of their respective year ends and have not been r~evalt~at~d or updated for purposes of
these financial statements subseyucnt to those respective date.

We use a fair value ,hierarchy which prioritizes the inputs tQ valuation methods as~d to measure
fair value. The hierarchy gives the highest priority to unadjusted quoted prices i~ acfiive markets for
identical asses or liabit~ties (Level 1 measuxements) and the lowest priorify to unabs~rvable inputs ~:evel
3 measar~ments). The three levels of fazr value hier~rehy ire as follows:

J Leve11: Based on quoted pxtices in active markets for identical assets.

Leve12: Based on significant observable inputs.

Level 3: Based an significant unobservable inputs.

An asset or liability's level within the fair value hier ~y is based on tie 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 measurem
ent

by levels within the fair value hierarchy used as of December 31, 2410 and 2009 were as follo
ws:

(in thousands) December 31~ 2010 Level 1 Level 2 Leve13

., 
~ .; ~i.~..~..;,~e~,a~..~, 

x i''
y,h ,+ ,r arc [~~ 1 ~{7 }' C I C"~f~, ~. i

~~V ~~4~.~~,.4..5 }Y~'~ ~~~^'~~~~1.~~.~ 
F1 .~X .j.._s 

~~. ~~.r~~~.4 Y ~,\G3 •v't ~ ~'Y ~̂i

(in thousands) December 31 2009 Level l Leve12 Leve13

~~~~~~Ff .,. 
~3~~~.~'.t.:irt ah~x~p: 4,. ~r~'} 'iJ~~ T-a .>~~? f s.t '̀~?~.~, t ,?~s c ""1~'

M - _ 
._. :.

The carrying value of certain finaricZal instruments included iu tie accompanying consolidated

balance sheet, along with the rela#ed fair value, as of December 31, 2010 and 2009 was as follo
ws:

2010 2009

Carryipg Fair -?~~ Fair

(in thousands} Value Ya[ue ,''~"~~,,,~_ Value ..

The fair value of long-term debt has been determined by discounting the future cash flaws using

current market interest rates for simitar financial instrumerns of the same duration. The fai
r ualue~ for

long-term debt shown above doe$ not purport to represent the amounts at which tho
se debt obligations

would be settled. 'Tlte fair market value of our interest rate swap, which was e
ntered into in the first

quarter of 20I0, represents the estimated cost to ternxiriate this agreement as of Decem
ber 3 i, 2010 based

upon the ti~en-cutrerit interest rates and the related credit risk.

T'he carrying vatues of our cash. and 'cash equivalents, line of credit and accounts receivable

approximate their fair values because of their short maturity dates.

Nate 7---Equity Investments in Unconsolidated Companies

As of I]ecennber 3I, ZO 1U and 20Q9, Southwood held a 50 percent ownership interest in a limited

liability company known as HECOP IV. H~CQP IV, whose assets and liabilities are not include
d in the

accompanying consolidated balance sheets, owns approximately nine aces of undeve
loped land in

Ivierrimack, New Hartnpshire. The remaining ownership nt~rast in HECOP N is held 
by John P. Stabile

II ("~tabite"}, principal awt~er of H.J. Stabile &Son, Inc. The short term cash needs of HECOF
 IV are

expected to be funded by its paz~r►ers on an on-going basis and are not expected to be significant.

Until L~~cemlier 200$, Southwood also held a 50 pereet~t ownership interest in three other limi
ted

li~,biliLy companies known ~s HECQP I, HECOP II end HECOP III. Ail, or most, of"the rem
aining
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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, 20.08 included anon-recurring,

non operating, aftex state tax gain of approximately $3.4 mitlion ($2.3 million after federal income taxes)

from the January 2008 sale of the three commercial real estate properties that were owned by HEC~P's I

III. The land and office buildings sold comprised substanrially alt of the assets of HECOP's I -III.

Consequently, these three entities were dissolved in December 20p8. For the year ended December

31, 2008, cash distributions received from HE~OP's I -III totaled $3.8 million.

Southwood uses the equity method of accounting for its investments in joint ventures and

accordingly, its invesirnent is adjusted for its share of earnings or losses and for any distributions or

dividends received from the joint venfiures. For the years ended DecErnber 31, ZU10, 2009 and 2008,

Southwood's share of earnings ar losses from its investments in joint ventures was approximately

$(7,OOQ), $(4,000) and $3.4 million, respectively. Sauthwood's share of earnings or losses are included

under "Net (loss earnings from investments accounted for under the equity method" in the accompanying

consolidated statemen#s of inEome.

Note 8—Income Taxes

The coxuponents of the federal and state income ta~c provision.as of December 31, 2Q1Q, 2004 and

2008 were as follows: ~~.

(in thousands) X020 2009 200$

The following is a reconciliation between the statutory federal income tax rate and the effective

income tax rate for 2010, 2009 and ~Q08:

2Q1Q. ~Q~::~::,.....: 20Q8 ..
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T'he 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 Pennichuek Corpaxation tenet {in

contrast to federal income taxes). Therefore, State of New Hampshire income taxes to the amount of

approximately $-0-, $-0- and $217,004 were reflected in 2010, ~OQ9 and 2008, respectively, under "Net

(loss) earnings from investments accounted for under the equity method" iri the accompanying

consolidated statements of income.

-The temporary items that give rise to the net deferred tax liability as.of December 31, ~OIU and

2009 were as follows:

;(~tt°ttti~' 2010 2009

..

• <~ ,~~ 4 ~'s <::~}~,. :~S'v`i..<r.~Y :~~)ta::?~..V:!j'' c~1"~ 
pA%rK!~~ "F ~(r ' r ~fF,Ra, ,b,

W~ ~iad a federal nek operating loss in 2UU9 in the amount of approximafely $4.1 miliian. The net

operating loss, which can be carried forward until the year 2029, is expected to be partially. urilized in

2014 in the amount of $1.6 r~itlion with the balance of $2.5 mitlian carried forward to 2011. The befit

of the yet operating loss carried forward is a~rproximately $~f2,000 and is incliuled in Def~rced Iricorne

Tapes in the CnnsAlidated Balance sheet as of December 31, 20 0.

As of December 31, 2010, we estimated appro~imate3y $3'74,ODU of cunnulative federal

alternative minimum tax credits that may ba, carried forward indefinitely as a credit against our regular fa~c

Hability.
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As of December 31, 201Q, we had New Hampshire Business Enterprise Tax ("NHBET") credits

as follows:

Year of Original Remaining Year of

Ori ination ~ Amoant Amount Expiration

(in thousands),/._~{./y(~ T~ t ~y t1(~

~f ~L.V 7 ..,: (:.. i.'~ ~ ...'?...r-.i i_ 4'a, k:~a` o`TMi'}~ ~.. - ~l U„~.. ' Y ~5'~ ~.'~..>~ ~"T 7 a?E;a
~~~,"~_..~~f~'.'"' t~ 5; 

},, r 1~~
e. 1...~ ,.n .., x~5`::

Z~~IU ~~~7 1~7~ ?~~~5

~ "11 /~ 1~f>,,~ :>t t :t y~ci~. 1~F' F SlSti ~l~ ~
't~n~ E x~ ti r 5 + _» C~F~t ~

c b ~ g'~ ~. j ~ c ', d- a~. /q 4f ( 1 i`~ i t

~.u'~''~~4~~{~. ,.. ti .,, ~,. ..:may .'..1~~.. ,l '.t"r. 
J~~',' GM + q~..'+ F~~C, .:: ,~ .f, 

-i 
t5s ~ .. ~:i: .. ..

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.

unamortiz~d invesUnent ta~c credits are being amortized through the year 2033.

We had a regulatory liability related to income tars 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 port~alio of uncertain tax positions. In this regard, an uncertain taac

position represents our expected treatment of a tax position tal~en in a filed. taac return, or planned to be

t taken" in a future tax return, that has not been reflected in meastaring income ta~c expense. far fuiancial

reporting purposes. As a result of this .review, we determined that we had. no .material uncertain tax

positions.

VVs file income tax returns in tl~e U.S. federal jurisdiction, the State of New Hampshire and the

Commonwealth of Massachusetts. Our 2Q07 through 2009 tax yeazs remain subject to examination by

the Internal Revenue Service a.~zd state jurisdictions. Recently, we were notified that our 2p09 Federal

Income Tax Return will be examined by the Ynternal Revenue Service.

Our practice is to recognize interest and/or penalries related to income ta~c matters iri other income

(expense}. We recoxded such interest andlor penalties iiuring the years ended December 31, 2010, 2009

and 2408 in the amounts of appraxirnately $U, $3,000 and $4,000, respectively.
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Note 9—Debt

Long-term debt as of December 31, 2010 and X009 consisted of the following:

(in thousands) 2010 20U9

t~~ S~tF Hates ara due through 2U31 at interest rates ranging from 1% to 4.4$8 /0. These ~►otes are payable in

120 to 24Fi conseeuriWe monthly installments of principat and interest The 1%o 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 hein~ the imerest rate change date). Commencing on

the interest rats change date, the interest rate changes to the tower of (i) the rats as stated in ttte note or tii)

80% of the established 11 General t?bligations Bone! Index published during. the specified time period

before the interest rate chstnge date.

The aggregate principal payment requirements subsequent to December 31, 2(110 are as follows:

Certain covenants {as described .below} in Pennichuck Water's and Pennichuck East's loan

agreements and inn our Bank of ~zneriea revolving eredit loan agreement effectively restrict our ability to

upstream dividends from P~nnichuck Water and Pennic~uck East, as welf as pay dividends to our

shareholders.

~:
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Several ~f Pennichuck Water's loan agreements contain a covena
nt that prevents Pennichuck

Water from declaring dividends if Pennichuck Water does not mai
ntain a minimum net worth of $4.5

Fnillion. As of December 31, 2010 and 20U4, Pennichuck Water's net wort
h was $53.1 million and $52.6

million, respectively.

One of Pennichuck East's loan agreements contains a covenant that p
revents Pennichucte East

from declaring dividends if Pennichuck East does not maintain a nninimum
 net worth of $1.5 million. As

of December 31, 2010 and 2009, Pennichuck East's net worth was
 $7.0 million -and $S.6 million,

respectively.

Our Bank of America revolving credit loan agreement contains a covena
nt that requires us to

maintain a minimum consolidated tangible net worth of $46.0 million ($
37.0 million plus equity proceeds

subsequent to December 2Q07). As of December 3l, 2010 and 2009, 
our consolidated tangible net worth

was $56.2 million and $SS.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
 3U-day LIBOR rate plus a range of

1.2°10 to 1.7% based on financial ratios. The revolving credit facility ma
tures on June 3Q, 2011 and is

subject to renewal and extension by the bank at that time.

Our shot t term borrowing activity for the years ended Decemt~er 31, 2U
 1 U and 2U09 were:

(in thousar~c~s} 2010 2009

Interest rate. at year end 3.25% x.25%

In addition, Pennichuck East has a $1.5 minion revolving credit fa
cility with a bank which was

established on Fetzruary 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 r
a#es plus 1.?5%, based upon the

timefrax~e far which monies are borrowed, ranging from 3d days to nin
e months in duration. This facility

matures pn February 9, 2012, and no borrowings have been made ag
ainst this f~c tity during its existence.

A.s of December 3I, 2010, we had a $4.4 million interest rite 
swap which gua►i~ies as a

derivative. This ftnancial derivative is designated as a cash flow hedge
. This ~cial instrument is used

to~mitigate interest rafie risk associated with our t~utst~nd~ng $4,4 minion 
loan.whx~h leas a #loafing inter8st

rate based on the three-month London Interbank Offered Rate {"T,1
BOR") plug 1.'75% as of December 31,

2Q10. 1'he combined.. effect of the LIBCaR-based i~orrowing form
ula and the swap traduces ~n "all-in

fixed bv~rowing cosy° equal to ,5.95%. 'The fair value of the ~aial derivative,. as of

Dec~i~►ber 31, 2Q10, included in our consolidated balance sheet under "Deferred 
credits and other

reserves" as "Other liabilities" was $314,O.Q0. 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 reclassifi
ed from

accumulated other comprehensive loss to interest expense as a result of swap settlements. V
Je expect to

reclassify approximately $167,000, pre-tax, from accumulated otk~er comprehensive loss
 to interest

expense as a result of swap settlements, over the next. twelve months.

Note 1Q—Shareholder Rights Pian

On Apri( 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 became exercisable in the event that a person or group acquires
, or

connm~nces a tender or exchange offer to acquire, more than 1 S% (up to 2Q% with the prior approval
 of

the Board of Directors) of our Company's outstanding common stock.

Effective March 24, 2010, our Board voted unanimpusly to extend the expiration date of the

Rights. under the rights plan from Apri 1 19, 20 Z 0 to November 1, Zd 10. Effective October 29, 2010
, our

Board voted unanimously to extend the expiration date of the Rights under the rights 
plan from

November 1, 2014 to the date of the 201 t annual meeting of our Company's shareholders, w
hich is

expected to be on May 5, 2011. ConEurrent 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 sharehold
ers

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 o~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 und
er our rights

plan.

Note 11—Quarterly Financial Data (Unaudited)

Tirst Second Third Fourth

(in thousands, except per share amounts) ,~,,, carter carter ~ quarter Quarter

273.___.
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WAIVER OF CERTAIN PROVISIONS OF
PUC 16Q0 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(27)

(~7~ Uniform Statistical Report —Not Applicable.



WAIVER OF CERTAIN PROVISIONS OF
PUC 7600 FILING RULES

Provided pursuant to NHPU~ Rule 1604.01(28)

(28) Summary Work Papers — To be submitted with testimony and supporting
schedules in 1604-06.
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