WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(1)

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

Provided pursuant to NHPUC Rule 1604.01(2)

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

Provided pursuant to NHPUC Rule 1604.01(3)

Net income per books for the test year ' $ (28,755)
Addback provision for Federal and State income taxes 42,559
Pretax Book Income before permanent items 13,804

Permanent ltems:

50% meals & entertainment expenses 4
Amortization of Municipal Acquisition Regulatory Asset (MARA 108,605
Disqualifying Dispositions (ISO's) (14,818)
93,791
Taxable income 107,595
NHBPT 9,056
Federal Income Tax 33,503
Amortization of Investment Tax Credit -
Total Income Taxes $ 42,559

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

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

351,254

5/17/2013AE32 PO43 Rate Case - Test Year 2012\1604.01 Schedules\2012 PEU Federal Tax Reconciliation #3.xls
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Computation of Detailed Tax Factor
Pennichuck East Utility, Inc.
December 31, 2012

Provided pursuant to NHPUC Rule 1604.01(4)

Taxable Income 100.00%
Less: NH Business Profits Tax 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 100.00%
Effective Tax Rate 39.61%
Percent Used as a Divisor in Determining

the Revenue Requirement 60.39%

5/17/20131:31 PM H:\PEU 2013 Rate Case ~ Test Year 2012\1604.01 Schedules\2012 Tax Factor #4.xIs
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WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

~ Provided pursuant to NHPUC Rule 1604.01(5)

(5) Charitable Contributions — None.
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WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(6)

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

Provided pursuant to NHPUC Rule 1604.01(7)

(7)  Cost of Service Study — submitted with testimony and supporting schedules in
1604.06.

© 307



80¢€

Pennichue! Utility, Inc.

Page 1
2013 Capital iiture Budget
{dvoy)
Provided pursuant to NHPUC Rule 1604.01(8)
Total 2013 Incl
Project Description Project Rating O/H
2012 Carryover Projects -
Engineering 1 Petham - Sawmill Final Paving/Cleanup 10
Engineering 1 Locke Lake Dam Site Phase 1 Clean Up 10
Engineering 1 Liberty Tree Station Carry Over 470
Subtotal 2012 Carryover Projects 490.00
New 2013 Projects
|Engineering 1 Hudson/Hickory/Avery Station 75
|Engineering 13 Avery Interconnection 450
Engineering Locke Lake Dam Site Phase 2 (SRF new) 400
Engineering 1 Route 111 Relocation (Windham) NHDOT exit 3 150
Engineering 3 Station Demolition (Maple Hills) 50
Subtotal New 2013 Projects 1,125.00
Total 2013 Capital Projects Budget 1,615.00

Total 2013 incl

) Project Description Project Rating O/H
2012 Carryover Projects .
| | N
- Subtotal 2012 Carryover Projects -
New 2013 Projects
Water Supply Booster/Well pump Replacements 4 60
Water Supply Miscellaneous Structural Improvements 4 20
Water Supply Install Treatment Systems 14 25
Water Supply SCADA Communications, Thurston Woods, Lee 3 30
Water Supply |rehab. Tanks to extend useful life. Replaceement costs 2 - 3 x rehab. Inspect and repair storage tanks, Pine Haven, Londonderry 4 40
Water Supply install Iron and Manganese Treatment, Stonesled, Bow 1,4 30
Subtotal New 2013 Projects 205.00
Total 2013 Capital Projects Budget 205.00




60¢€

Provided pursuant to NHPUC Rule 1604.01(8)

Pennichuck East Utility, Inc.
2013 Capital Expenditure Budget
($000)

Page 2

Total 2013 Inci

Project Description Project Rating O/H
Total 2013 incl
Project Description Project Rating O/H
2012 Carryover Projects .
T&D ] -
F [ 1 .
Subtotal 2012 Carryover Projects -
New 2013 Projects
|T&D New Services (10) 1 35
T&D Renewed Services (20) 1 45
T&D New/replaced Hydrants (2) 3 9
T&D 1 Valves (8)/ Flushing Units (4) 3 33
T&D 150 New Meters 1 18
IT&D 2 Sampling Stations 1 5
T&D 701 Meters for meter exchanges to replace lead meters (585 PEU + 115 NC) 1 260
T&D 1 Paving 1 20
Subtotal New 2013 Projects 425,75
Total 2013 Capital Projects Budget 425.75
2012 Carryover Projects - Total PEU 490.00°
New 2013 Projects - Total PEU 1,755.75
Total Capital Budget - PEU 2,245.75

Project Rating
1= must do, 2= defer, 3= discretionary, 4= deferred unless SRF
funding avall



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(9)

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

Provided pursuant to NHPUC Rule 1604.01(10)

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

Provided pursuant to NHPUC Rule 1604.01(11)

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

Provided pursuant to NHPUC Rule 1604.01(12)

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

Provided pursuant to NHPUC Rule 1604.01(13)

(13) = Audits or Studies which Utility has not submitted to Commission — None.

314



G1¢e

Pennichuck Corporation

Offlcer and Director Compensation
For the years ended 12/31/11 and 12/31/12

Provided pursuant to NHPUC Rule 1604.01(14)

Officer Compensation

Duane Montopoli (2)
Thomas C Leonard (2)
Donald Ware

Stephen Densberger {2)

Roland Olivier (2)
Bonalyn Hartley (2)
John Patenaude
Larry Goodhue
Suzanne Ansara

]gotes;

For the Year Ended December 31, 2011

-For the Year Ended December 31, 2012

Title
Former CEOQ
Former CFO
Current COO

Former Sr. VP
Former Secretary
Former VP
Current CEO
Current CFO
Current Secretary

Former Public

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

(2) no longer with company

{3) accounted for as merger related costs

Director Compensation

Joseph Bellavance
Steven Bolander
Charles Clough
Clarence Davis
Michael German
Janet Hansen
Robert Keller

John Kreick
Hannah McCarthy
James Murphy
Martha O'Neil
David Bernier
Elizabeth Dunn
Stephen Genest
Paul Indeglia
Thomas J Leonard it
Jay Lustig

John McGrath
Casey, McMahon
Preston Stanley, Jr.

Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Former Director
Current Director
Current Director
Current Director
Current Director
Current Director
Current Director
Current Director
Current Director
Current Director

Company Related
Compensation Former Public Company Related Compensation {3)
Normal Disqualifying Total Normal Compensation Disqualifying
Compensation 1 Dispostions Comp ! Separation Payments Cash in Lieu of Options Dispostions Total Comp fon

S 363,323.21 § - S 363,323.21 S 35,407.98 $ 816,195.00 $ 797,800.00 $ - $ 1,649,402.98
$ 217,750.18 $ - $ 217,750.19 $ 46,238.33 § 395,309.00 $ 101,068.08 $ - $ 542,615.41
$ 226,525.31 § 65,197.63 § 291,722.94 $ 193,827.79 $§ - $ 147,789.94 $ 4,902.45 $ 346,520.18
$ 179,649.84 $ - S 179,649.84 $ 26,944.49 § 347,093.00 $ 245,071.19 $ 28,630.47 S 647,739.15
$ 194,673.76 $ - S 194,673.76 S 36,098.63 $ 339,604.00 S 162,225.20 $ - $ 537,927.83
$ 183,713.56 $ - S 183,713.56 $ 69,14531 $ 330,311.00 $ 205,773.70 $ 27,703.83 $ 632,933,84

nfa n/a n/a $ 176,878.98 $ - $ - $ - S 176,878.98

n/a nfa n/a $ 140,024.67 S - $ 14,570.00 $ - $ 154,594.67

n/a nfa nfa $ 46,810.15 $ - 8 -8 -8 46,810.15

Director and Director and
Committee fees- Committee Fees -
2011 2012 Comments

S 13,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
$ 16,600.00 $ 1,883.06 Compensated thru 1/25/2012 - no longer with company
$ 14,200.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
$ 16,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
$ 16,600.00 $ 1,883.06 Compensated thru 1/25/2012 - no longer with company
$ 16,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
S 19,100.00 $ 1,453.83 Compensated thru 1/25/2012 - no longer with company
S 21,300.00 $ 1,727.05 Compensated thru 1/25/2012 - no longer with company
S 14,200.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
s 18,100.00 $ 1,985.52 Compensated thru 1/25/2012 - no longer with company
$ 14,800.00 S 1,283.06 Compensated thru 1/25/2012 - no longer with company

n/a S 12,000.00

n/a $ 12,000.00

n/fa $ 12,000.00

n/a S 12,000.00

n/a $ 12,000.00

n/a $ 12,000.00

n/a $ 12,000.00

n/a S 12,000.00

n/a S 12,000.00



Provided pursuant to NHPUC Rule 1604.01(15)

# 15 Voting Stock

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

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

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

23, 2011.

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

Provided pursuant to NHPUC Rule 1604.01(16)

Pennichuck East Utilities, Inc.
Contractual Services over $10,000

For the Twelve Months Ended December 31, 2012

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




WAIVER OF CERTAIN PROViSIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(17)

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

Provided pursuant to NHPUC Rule 1604.01(18)

(18) Balance Sheet and Income Statements — The statements have either been filed

previously with the Commission or will be filed as a part of the Company’s rate
case filing.
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Water Revenues
Other

Total Revenues

Operating Expenses:
Production
Trans & Distrib
Customer Accting
Admin & General
Interdiv Mgt Fee

Depreciation/Amort

Amort Exp: CIAC

Taxes other than Income

Gain from forgiveneess SRF Debt
Income Taxes

Operating Income
Other income (Exp)

AFDUC A
Interest exp: bonds & notes
Interest-other

interest income
Intercompany Interest
Amortization

Net Income (Loss)

PennichuckiEzst Utility, Inc.
Quarterly Income Statements
2008 to 2012

Provided pursuant to NHPUC Rule 1604.01(19)

3 Months 3 Months 3 Months 3 Months
Ended Ended Ended Ended
3/31/2008 6/30/2008 9/30/2008 12/31/2008
$ 1,051,863 $ 1,490,609 $ 1,372,691 $ 1,141,587
8,302 7,704 8,080 7,393
1,060,165 1,498,313 1,380,771 1,148,980
279,718 300,442 312,385 307,265
71,295 102,181 105,535 58,532
29,859 40,242 39,053 29,889
- 22,028 22,725 19,930 20,360
313,085 332,570 276,033 302,598
715,985 798,159 752,935 - 718,643
147,561 150,802 151,613 154,539
(37,887) (38,113) (38,202) (39,439)
93,512 85,501 100,584 112,466
(1,450) (1,450) (1,450) (1,450)
22,280 169,215 117,950 48,224
940,002 1,164,114 1,083,332 992,982
120,163 334,199 297,439 155,997
(4,300) - - 4,300
1,525 1,680 3,656 8,664
(78,448) (72,580) (115,868) (91,181)
(667) (1,286) (1,437) (392)
(4,303) (4,026) (3,963) (3,963)
(83,418) (77,892) (121,268) (95,536)
33,970 257,987 179,828 73,426

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

are excluded

*Eor the years 2010 to 2012, North Country water systems

are included

Page 1
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- Water Revenues
Other

Total Revenues

Operating Expenses:
Production

Trans & Distrib
Customer Accting
Admin & General
Interdiv Mgt Fee

Depreciation/Amort

Amort Exp: CIAC

Taxes other than Income

Gain from forgiveneess SRF Debt
Income Taxes

Operating Income
Other Income (Exp)

AFDUC

Interest exp: bonds & notes
Interest-other

interest income

- Intercompany Interest
Amortization

Net Income (Loss)

Pennichuck East Utility, Inc.
Quarterly Income Statements
2008 to 2012

Provided pursuant to NHPUC Rule 1604.01(19)

3 Months

3 Months 3 Months 3 Months
Ended . Ended Ended Ended
3/31/2009 6/30/2009 9/30/2009 12/31/2009
$ 1,117,010 $ 1,337598 $ 1,427,746 $ 1,123,302
6,131 8,676 8,284 9,178
1,123,141 1,346,274 1,436,030 1,132,480
286,335 264,400 265,359 321,178
89,256 95,903 81,442 63,375
42,060 34,912 33,690 29,840
27,827 25,084 21,111 22,750
310,831 301,171 337,178 312,663
756,309 721,471 738,780 749,806
158,115 157,891 161,051 166,485
(38,983) (38,936) (38,963) (40,571)
111,062 101,240 101,046 153,774
(1,450) (1,450) (1,450) (1,450)
24,831 131,056 162,094 (12,293)
1,009,883 1,071,272 1,122,557 1,015,751
113,257 275,001 313,473 116,729
17,960 11,032 - -
(89,235) (89,856) (94,396) (91,406)
(161) (118) (304) (2,277)
(3,963) (3,963) (3,963) (3,900)
(93,359) (93,938) (98,662) (97,583)
37,858 192,095 214,811 19,146

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

are excluded

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

are included

Page 2
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Water Revenues
Other

Total Revenues

Operating Expenses:
Production
Trans & Distrib
Customer Accting
Admin & General
Interdiv Mgt Fee

Depreciation/Amort

Amort Exp: CIAC

. Taxes other than Income

Gain from forgiveneess SRF Debt
Income Taxes

Operating Income
Other Income (Exp)

AFDUC

Interest exp: bonds & notes
Interest-other

interest income
Intercompany Interest
Amortization

Net Income (Loss)

Pennichuck East Utility, Inc.
Quarterly Income Statements
2008 to 2012

Provided pursuant to NHPUC Rule 1604.01(19)

3 Months 3 Months 3 Months 3 Months
Ended Ended Ended Ended
3/31/2010 6/30/2010 9/30/2010 12/31/2010
$ 1,367,212 $ 1642699 $ 2,020,955 $ 1,348,118
9,471 15,924 14,439 17,813
1,376,683 1,658,624 2,035,394 1,365,931
382,406 383,162 432,816 366,114
103,777 150,393 134,812 104,238
27,503 45,024 48,917 61,458
23,071 29,671 21,621 23,706
447,692 419,666 422748 409,046
984,450 1,027,917 1,060,914 964,563
207,022 210,198 211,213 222,704
(38,731) (38,558) (38,956) (47,895)
139,072 115,564 134,381 263,280
(1,450) (1,450) (2,390) (2,390)
(5,557) 70,071 204,702 (76,048)
1,284,806 1,383,742 1,569,865 1,324,214
91,877 274,881 465,529 41,718
(48,981) (122,104) (106,184) (105,365)
(510) - (948) -
138 463 - -
(49,040) (43,858) (43,935) (43,102)
(1,955) (2,550) (2,369) (2,369)
(100,349) (168,049) (153,437) (150,836)
(8,472) 106,832 312,092 (109,119)

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

are excluded

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

are included

Page 3
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Water Revenues
Other
Total Revenues

Operating Expenses:

Production

Trans & Distrib
Customer Accting
Admin & General
interdiv Mgt Fee

Depreciation/Amort

Amort Exp: CIAC

Taxes other than Income

Gain from forgiveneess SRF Debt
Income Taxes

Operating Income
Other Income (Exp)

AFDUC

Interest exp: bonds & notes
Interest-other

interest income
Intercompany [nterest
Amortization

Net Income (L.oss)

_Pennichuck East Utility, Inc.
Quarterly Income Statements
2008 to 2012

' Provided pursuant to NHPUC Rule 1604.01(19)

3 Months 3 Months 3 Months 3 Months
Ended Ended Ended Ended
3/31/2011 6/30/2011 9/30/2011 12/31/2011
$ 1,340,768 $ 1,551,593 $ 1,888,180 $ 1,364,065
13,950 13,370 10,554 18,695
1,354,718 1,564,963 1,898,734 1,382,760
376,956 451,912 462,887 396,211
162,008 178,024 168,771 148,392
40,554 34,383 48,461 45,457
29,330 29,828 29,801 26,714
427,039 405,376 451,468 425,992
1,035,887 1,099,524 1,161,388 1,042,766
223,959 224,537 223,927 237,672
(44,219) (44,340) (44,937) (45,353)
214,674 184,897 184,897 207,839
(5,601) 13,593 (18,372) (2,390)
(69,631) (15,468) 93,793 (78,500)
1,355,068 1,462,743 1,600,696 1,362,034
(350) 102,220 298,039 20,726
(59,224) (102,443) (102,696) (101,659)
346 - 17 -
(44,562) (36,971) (34,008) (34,948)
(2,371) (2,372) (2,372) (2,372)
(105,810) (141,785) (139,058) (138,978)
(106,160) (39,565) . 158,981 (118,252)

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

are excluded

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

are included

Page 4
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Water Revenues
Other

Total Revenues

Operating Expenses:

Production

Trans & Distrib
Customer Accting
Admin & General
Interdiv Mgt Fee

Depreciation/Amort

Amort Exp: CIAC

Taxes other than lncome

Gain from forgiveneess SRF Debt
“income Taxes

Operating Income
Other Income (Exp)

AFDUC

Interest exp: bonds & notes
Interest-other

interest income
Intercompany Interest
Amortization

Net income (Loss)

‘Bennichuck East Utility, Inc.
Quarterly Income Statements
2008 to 2012

Provided pursuant to NHPUC Rule 1604.01(19)

3 Months 3 Months 3 Months 3 Months
Ended Ended Ended Ended
3/31/2012 6/30/2012 9/30/2012 12/31/2012
$ 1,347,417 $ 1,548,352 $ 1,975,039 $ 1,364,363
10,726 13,954 10,932 12,584
1,358,143 1,562,306 1,985,971 1,376,947
382,181 413,109 463,519 418,530
185,223 187,997 153,103 102,764
24,001 62,675 28,056 43,970
65,741 53,906 86,811 61,383
403,606 349,018 336,701 274,579
1,060,752 1,066,704 1,068,191 901,226
252,103 250,829 249,969 272,890
(45,261) (45,282) (45,480) (45,764)
208,540 198,500 201,298 240,064
(5,208) 3,640 (2,390) (2,390)
(95,952) (4,495) 152,067 (9,061)
1,374,975 1,469,898 1,623,654 1,356,966
(16,832) 92,408 362,317 19,981
(22,760) (3,871) - -
(54,751) (56,018) (90,095) (88,610)
(34,757) (36,606) (37,721) (51,140)
(2,370) (2,767) (2,658) (2,507)
(91,878) (95,391) (130,474) (142,256)
(131,470) (6,854) 231,843 (122,275)

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

are excluded

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

are included

Page 5
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Provided pursuant to NHPUC Rule 1604.01(20)

Customer Type March $ March Cons. June $
Residential $ 915,835 104,852 $ 1,091,649
Commercial $ 148,126 14,067 $ 154,174
Industrial $ - - 3 -
Municipal $ 75,771 1,250 $ 82,860
$ 1,139,732 120,169 $ 1,328,683
Customer Type March $ March Cons. June $
Residential $ 1,068,298 107,360 $ 1,180,717
Commercial $ 154,769 15,109 $ 173,396
Industrial $ - - $ -
Municipal 3 89,471 1,186 $ 91,586
$ 1,312,538 123,655 $ 1,445,698
Customer Type March $ March Cons. June $
Residential $ 1,110,791 107,644 $ 1,235,143
Commercial $ 160,541 15,516 $ 157,838
Industrial $ - - $ -
Municipal $ 90,572 1,430 $ 90,016
$ 1,361,904 124,590 $ 1,482,998

qz¢e

Pennichuck East Utility, inc. Revenues
Quarterly Sales Volume Schedule for
the Five Years from 2008 through 2012

June Cons.
135,477
15,607
1,682
152,766

June Cons.
126,951
17,571
1,566
146,088

June Cons.
129,904
16,205
1,423
147,532

2008
September $ September Cons.
$ 1,258,485 165,474
$ 179,468 20,181
3 - -
$ 93,471 1,687
$ 1,531,424 187,342
2009
September $ September Cons.
$ 1,312,216 149,819
$ 185,805 20,289
$ . -
$ 90,380 1,425
$ 1,688,400 171,533
2010
September $ September Cons.
$ 1,716,383 216,077
$ 206,676 23,785
$ - -
$ 98,230 2,780
$ 2,021,289 242,642

December $

$
$
$
$
$

999,215
153,633
91,086
1,243,933

December $

$
$
$
$
$

1,141,041
177,017
98,153
1,418,211

December $

$
$
$
$
$

1,223,186
181,035
93,697
1,497,917

December Cons.
114,392

15,016

1,512

130,920

December Cons.
120,517

18,935

2,767

142,219

December Cons.

126,732

19,252

1,655
147,639

Totat $

Total Cons.
4,265,183 520,195
635,400 64,871

343,189 6,131
(25,399) Abatements
(3,465) Other Adjustments
5,214,907 Total Water Billed
84,728 Unbilled Revenue
338,275 Recoupment

RIh B P4 D O & & O

5,637,910 591,197

Total $
$

Total Cons.
4,702,271 504,647
690,987 71,904

369,590 6,944
(2,391) Abatements
7 Other Adjustments
5,760,463 Total Water Billed
3,196 Unbilled Revenue
181,076 Recoupment

AR 7 & O PO B O P

5,944,735 583,495

Total $

Total Cons.
5,285,504 580,357
706,090 74,758
372,514 7,288
(5,800) Abatements
(20) Other Adjustments
6,358,287 Total Water Billed
23,026 Unbilled Revenue
(2,329) Recoupment

RN €A P B D P B B N

6,378,984 662,403




Pennichuck East Utility, Inc. Revenues
Quarterly Sales Volume Schedule for

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

2011
Customer Type March $ March Cons. - June $ June Cons. September $ September Cons. December $ December Cons.
Residential $ 1,114,153 108,189 § 1,181,666 119,678 $ 1,591,852 192,537 § 1,105,365 117,389
Commercial $ 156,270 14,755 § 158,295 14,850 $ 206,680 23456 § 184,172 19,555
Industrial $ - - § - - $ - - 8 - -
Municipal $ 90,680 1,140 $ 91,829 1,330 § 89,620 858 $ 157,953 1,251
$ 1,361,103 124,084 §$ 1,431,790 135,858 $ 1,888,152 216,851 § 1,447,491 138,195
2012
Customer Type March $ March Cons. June $ June Cons. September $ September Cons. December $ December Cons.
Residential $ 1,043,174 106,576 $ 1,207,378 135,536 $ 1,562,049 199,516 $ 1,119,010 119,343
Commercial $ 162,850 15874 § 185,444 19,766 $ 202,391 22219 § 182,896 18,860
Industrial $ - - 9 - - 3 - - $ - -
Municipal $ 157,620 1,214 § 159,339 1,354 § 155,072 659 $ 158,992 1,347
$ 1,363,644 123,664 $ 1,652,160 156,656 $ 1,919,512 222,394 § 1,460,898 139,550

Note: North Country water systems have been included in the 2008 and 2009 sales number for comparability.

Prior to 2010, the North Country water systems were part of Pittsfield Aqueduct Company.

9zt

Total $

L2

Total Cons.
4,993,037 537,793
705,417 72,616
430,082 4,579
(4,951) Abatements
- Other Adjustments
6,123,585 Total Water Billed
21,021 Unbilled Revenue
- Recoupment

PIH B ¥ & H 4 H &

6,144,608 614,988

Total $

Total Cons.
4,931,610 560,971
733,581 76,719
631,023 4,574
(1,990) Abatements
- Other Adjustments
6,294,225 Total Water Billed
(57,120) Unbilled Revenue
(1,934) Recoupment

PP A ¥ & P &6 &hH P &~

6,235,171 642,264
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Pennichuc' Utility, Inc.

Page 1
2013 Capital liture Budget
{Yvwy)
Provided pursuant to NHPUC Rule 1604.01(21)
Total 2013 incl
Project Description Project Rating O/H
2012 Carryover Projects R
Engineering Petham - Sawmill Final Paving/Cleanup 10
Engineering Locke Lake Dam Site Phase 1 Clean Up 10
Engineering Liberty Tree Station Carry Over 470
Subtotal 2012 Carryover Projects 490.00
New 2013 Projects
|Engineering . 1 Hudson/Hickory/Avery Station 75
|Engineering 1,3 Avery Interconnection 450
Enginesring 1 Locke Lake Dam Site Phase 2 (SRF new) 400
Engineering 1 Route 111 Relocation (Windham) NHDOT exit 3 150
|Engineering 3 Station Demolition (Maple Hills) 50
Subtotal New 2013 Projects 1,125.00
Total 2013 Capital Projects Budget 1,615.00

Total 2013 incl

Project Description Project Rating O/H
2012 Carryover Projects -
Subtotal 2012 Carryover Projects -
New 2013 Projects
Water Supply Booster/Well pump Reptacements 4 €0
Water Supply Miscellaneous Structural Improvements 4 20
Water Supply Install Treatment Systems 1,4 25
Water Supply SCADA Communications, Thurston Woods, Lee 3 30
Water Supply Jrehab. Tanks to extend useful life. Replaceement costs 2 - 3 x rehab. Inspect and repair storage tanks, Pine Haven, Londonderry 4 40
Water Supply install Iron and Manganese Treatment, Stonesled, Bow 1.4 30
Subtotal New 2013 Projects 205.00
Total 2013 Capital Projects Budget 205.00
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Provided pursuant to NHPUC Rule 1604.01(21)

Pennichuck East Utility, Inc.
2013 Capital Expenditure Budget
($000)

Page 2

Total 2013 incl

Project Description Project Rating O/H
Total 2013 incl
Project Description Project Rating O/H

2012 Carryover Projects ) : ) -

ﬁ_.go—_‘____ﬂ_l._ T -

i ] | -

: Subtotal 2012 Carryover Projects -

New 2013 Projects

|T&D 1 New Services (10) 1 35
T&D 1 i Renewed Services (20) 1 45
1T&D 1 New/replaced Hydrants (2) 3 9
T&D alves (8)/ Flushing Units (4) 3 33
|T&D 50 New Meters 1 19
T&D 2 Sampling Stations 1 5
|T&D 701 Meters for meter exchanges to replace lead meters (585 PEU + 115 NC) 1 260
1 T&D Paving 1 20
Subtotal New 2013 Projects 425.75
Total 2013 Capital Projects Budget 425.75
2012 Carryover Projects - Total PEU 490.00
New 2013 Projects - Total PEU 1,755.75
Total Capital Budget - PEU 2,245.75

Project Rating

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

funding avail
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Provided pursuant to NHPUC Rule 1604.01(21)

Pennichuen . . Utllity, Inc,
2014 Capltal Expenditure Budget
($000)

.aged

Total 2014 inct

) Project Description Project Rating O/H

2013 Carryover Projects -

[Engineering | | | -

{ l | -

Subtotal 2013 Carryover Projects -

New 2014 Projects
|Engineering 1 l.ocke Main Replacement (Likely SRF) 400
Engineering 1 Hardwood Station Reconstruction 490
|Engineering 13 Locke Lake New Water Source Phase 1 500
Subtotal New 2014 Projects 1,390.00
Total 2014 Capital Projects Budget 1,390.00
Total 2014 inct
Project Description Project Rating [e]}a]

L ] ] 1 -

Subtotal 2013 Carryover Projects -
Water Supply Booster/Well pump Replacements 4 50
‘Water Supply Migcellaneous Structural improvements 4 20
Water Supply Instali Treatment Systems 1.4 25
Water Supply SCADA Communications, Spruce Pond, Windham 3 30
Water Supply |rehab. Tanks to extend useful life. Replaceement costs 2 - 3 x rehab. nspect and repair storage tanks, Souhegan Woods, Amherst 4 40
Water Supply Paint floor Peacham Rd. Station, Bamstead 3 10
Water Supply |rehab. Tanks to extend useful life. Replaceement costs 2 - 3 x rehab. Repair tanks, Sunrise Estates, Middteton 3 40
Subtotal New 2014 Projects 215.00
Total 2014 Capital Projects Budget 215.00
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Pennichuck East Utility, Inc. Page 4
2014 Capital Expenditure Budget
($000)

Provided pursuant to NHPUC Rule 1604,01{21)

. Total 2014 incl
Project Description Project Rating O/

013 Carryover Projects : -
T&D I ] i -
Subtotal 2013 Carryover Projects -
New 2014 Prolects
IT&D New Services (10) 35
iT&D Renewed Services (12) 45
ITaD New Hydrants (2 9
| T&D alves (8)/ Flushing Unfts (4) 35
T4D 50 New Meters 19
[T&D Sampling Stations 5
iT&D 75 Meters for meter exchanges for replacement of lead meters (538 PEU + 137 NC) 260
118D Paving 35
Subtotal New 2014 Projects 442,75
Total 2014 Capital Projects Budget 442.75
2013 Carryover Projects - Total PEU .
New 2014 Projects - Total PEU 2,047.75
Deferred Projects - 2014 -
Deferred Projects - 2014 (Carryover) : -
Deferred SRF Projects - 2014 -
Deferred SRF Projects - 2014 (Carryover) -
Total Capital Budget - PEU 2,047.75
Prolect Rating
1= must do, 2= defer, 3= discretionary, 4= deferred unless SRF

funding avall



Pennichuck East Utility

Annual Statement of Cash Flows
For the years ended December 31, 2014 and 2013

Provided pursuant to NHPUC Rule 1604.01(22)

Operating Activities:
Net Income

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

Depreciation and amortization

Gain on sale of land/cell tower leases
Amortization of deferred investment tax credits
Provision for deferred income taxes

Allowance for funds used during construction
Undisttibuted earnings in real estate partnerships
Special shareholder distributions

Change in assets and liabilities:

(Increase) decrease in accounts receivable and unbilled revenue

(Increase) decrease in refundable income taxes
(Increase) decrease in materials and supplies
(Increase) decrease in prepaid expenses

(Increase) decrease) in deferred chatges and other assets
Increase (decrease) in accounts payable and accrued expenses

Increase (decrease) in other
Net cash provided by (used in) operating activities
Investing Activities:

Putchases of property, plant and equipment
Conttibutons in aid of construction
(Increase) decrease in restricted cash

Sale (purchase) of investment securities
Net (increase) decrease in notes receivable
Proceeds from sale of land

Net change in investment in real estate partnerships and deferred land costs

Net cash provided by (used in) investing activities
Financing Activities:

(Repayments) advances on line of credit
Payments on long-term debt

Proceeds on long-term borrowings
Debt issuance costs

Proceeds from issuance of common stock and dividend reinvestment plan

Dividends paid
Net cash provided by (used in) financing activities
Net increase (dectease) in cash
Cash at beginning of period

Cash at end of period

5/17/20131:14 PM

2013

(63,321)

727,013

(41,516—)

(168,415)

,183)
165,494
791,598

(2,286,394)

I AT}

(2,245,750)

(2,245,750)

(396,526)
3,520,000

3,123,474

2014

400,000

730,000

(42,000)

150,000

(840,250)

397,750

(2,047,750)

(2,047,750

(400,000)
2,050,000

1,650,000

H:\PEU 2013 Rate Casé - Test Year 2012\1604.01 Schedules\2013 & 2014 PEU Sources and Uses of Funds #22.xls
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Pennichuck East Utility, Inc.
Maturity of Long-Term Debt
For the Twelve Months Ended December 31, 2012

Provided pursuant to NHPUC Rule 1604.01(23)
2018 and

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

Secured Bank Note CoBank , 5.950% 2/28/30 % 172,095 $ 178,283 § 184,695 $ 190,985 $ 198,205 § 3,133,592 $ 4,057,854
NH SRF - Green Hills State of NH, DES 3.728% 1/1/25 3 18,769 $ 17,325 § 17,325 $ 17,325 § 17,325 § 120,313 ¢ 208,381
NH SRF - Green Hills - 25% Forgiveness . 3.728% 1/1/25 $ 5799 § 5799 § 5799 § 5789 § 5799 § 39,181 § 68,177
NH SRE - Pelham Tank State of NH, DES 3.488% 21127 $ 26,433 § 25,301 § 26,198 § 27,126 $ 28,088 $ 302,094 $ 435,240
NH SRF - Maple Hills State of NH, DES 2.952% 6/1/30 $ 25,875 § 24630 % 25,367 § 26,126 $ 26,910 § 409,441 § 538,349
NH SRF - Birch Hill State of NH, DES 2.864% 12/1/31 $ 75,517 $ 71,816 § 73,900 $ 76,044 $ 78,251 $§ 1,356,758 $ 1,732,287
NH SRF - Locke Lake State of NH, DES 2.952% 5/1/30 $ 12,490 $ 11,701 $ 11,858 $ 12,001 § 12,129 § 137,672 §$ 197,851
NH SRF - Locke Lake - 25% Forgiveness 2.952% 5/1/30 $ 3,760 $ 3,760 $ 3,760 § 3,760 § 3,760 $ 46,371 $ 65,171
NH SRF - Locke Lake 2011 State of NH, DES 2.864% 6/1/33 6,505 11,220 11,295 11,3580 11,389 133,764 185,523
NH SREF - Locke Lake 2011 - 40% Forgiveness 2.864% 6/1/33 3,615 6,025 6,025 6,025 6,025 86,862 114,477
NH SRF - Liberty Hill : State of NH, DES TBD TBD $ - 8 -8 - $ - 8 - 8 12,524 § 12,524
NH SRF - Locke Lake 2012 State of NH, DES TBD TBD $ - $ - $ - $ - $ - $ 362,958 $ 362,958

. $ 350,757 $ 355,860 $ 366,221 $ 376,541 § 387,880 $ 6,141,531 $ 7,978,791




WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(24)

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

Provided pursuant to NHPUC Rule 1604.01(25)

(25) Parent Company Information — 2012 & 2011 Audited Financial Statements and
2010 Form 10K item 8, and 2009 and 2008 Annual Reports to Shareholders
contained in this binder.
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INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholder
Pcnnichuck Corporation and Subsidiaries

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

Management’s Responsibility for the Consolidated Financial Statements

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

Auditors’ Responsibility

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

are free from material misstaternent.

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




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

Opinion

In our opinion, the consolidated financial statements referred fo above present fairly, in all
material respects, the financial position of Pennichuck Corperation and Subsidiaries as of
Becember 31, 2612, and the results of its operations and ifs cash flows for the year then
- ended in accordance with accounting principles general accepted in the United States of
America.

March.4, 2013
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(in thousands, except share data)

Asof
December 31, 2012
ASSETS.
Property, Plant and Equipment, net § 164,058
Curront Assets:
Cash and cash equivalents 873
Restricted cash 5443
Accounts receivablé - hilled, pet 2.380
Aceounts receivable - unbilled, net 1991
Inventory 751
Prepaid expenses 485
Prepaid property taxes 881
Deferred and refundable income taxes 148
Total Cutrent Assets 12952
Other Assets:
Deferred land opsts
Debt issuaice expenses
Investmient in real estate partnership
Other
Acquisition premium _ 83261
Total Other Assets 99,520
TOTAL ASSETS § 276,530

The accompanying notes gre an mtegral part of these consolidated financinl statement:
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET - CONTINUED
(in thousands, except share data)

As of
December 31,2012
STOCKHOLDER'S EQUITY AND LIABILITIES
Stockholder's Equity:
Common stock; $0.01 par value; 1,000 shares authorized,
issued and outstanding b -
Additional paid in capital 30,561
Retained deficit (2,366)
Accumulated other comprehensive income 35
'~ Total Sharcholders’ Equity 28,230
Long Term Debt, Less Cutrent Portion 174,279
Current Liabilities:
Current portion of long term debt ' 2,780
Accounts payable 908
Accrued property taxes 57
Deferred revenue 61
Accrued interest payable ; 618
Other accrued expenses : 127
Accrued wages and payroll withholding - 262
Customer deposits and other 137
Total Current Liabilities - 4,950
Other Liabilities and Deferred Credits:
Deferred income taxes 20,625
Accrued pension liability 8,855
Unamortized debt premium 464
Deferred investment tax credits 669
Regulatory liability 846
Accrued post-retirement benefits 2,368
Customer advances ' 84
Contributions in aid of construction, net 33,533
Derivative instrument » 825
‘Other long term liabilities 802
Total Other Liabilities and Deferred Credits 69,071
TOTAL STOCKHOLDER'S EQUITY AND LIABILITIES $ 276,530

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

Operating Revenues

Operating Expenses:
Operations and maintcnance

Depreciation and amortization

- Taxes other than income taxes

Total Operating Expenses
Operating Income

Merger-related Costs
Interest Expense
Gain on Sale of Land
Other, Net

Income (Loss) Before (Provision for) Benefit From Income Taxes

(in thousands)

(Provision for) Benefit From Income Taxes

Net (Loss)

For the Year Ended
December 31,2012

$ 37,756

18,540

9,186

(3,750)
(9,615)

1,629
(32)

(2,582)
680

§  (1,902)

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

(in thousands)
For the Year Ended
December 31, 2012
Net(Loss) § (1,902)
Other Comprehensive Inceme (Loss):
Unreatized loss on derivatives (149)
Reclassification of net foss realized in nef income 157
Retirement of old capital strueture due to change in controi 530
Income tax benefit relating fo other comprelignsive income _
Other Comprehensive Incoms (Loss) .53
Comprehensive (Loss) $ (1,367

The accompanying notes are an integral part of these consolidated finaricial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
(in thousands, except per share data)

Accumulated
Additional Other
- Common Stock : Paid in Retained Comprehensive Treasury
Shares ’":Aﬁadﬁﬁtf Capital ‘Eamings/(l)_eﬁcit) ___Income (Loss) Stock Total

Balance as of ]
January 1, 2012 4,695,757 § 4,696 § 41689 31,132 $ (500) $ (138) § 56879
Exercise of stock options 1,067 1 20 - - - 21
Stock-based compensation - - 56 - - - 36
Retirement of old capital structure
due to change in control {4,696,824) (4,697) (41,765) (11,386) 530 138 (57,180)
Issuance of common shares under
new capital structure 1,000 ~ - 30,561 - - - 30,561
Common dividends declared-
$209.934 per share . .= - 210 - - 210
Net loss - - - (1.902) - - (1.902)
Other comprehensive income (loss):

Unrealized loss on derivatives, .

net of taxes of $(60) - - - - (89) - 89

Reclassification of net loss realized

innet income, netof taxes of 63 - - - - 94 94
Balance as of
December 31, 2012 ....1,000 § - $ 30,561 $ (2,366 $ 35 § - $ 28230

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



PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
(in thousands)

For the Year Ended
December 31,2012
Operating Activities:
Net (Loss) $ (1,902)
Adjustments to reconcile pet loss to net cash provided by operating activities:
Depreciation and amortization 5,438
Amortization of original issue discount 12
Amortization of deferred investment tax credits (33)
Provision for deferred income tax (13)
Undistributed loss in real estate partnership 6
Stock-based compensation expense 56
Changes in assets and labilities:
Increase in accounts receivable and unbilled revenue 1,207
Decrease in refundable income taxes (79
Increase in materials and supplies _ 63
Increase in prepaid expenses 467
Decrease in deferred charges and other assets 491
(Decrease) in accounts payable and deferred revenue (161)
Increase in accrued interest payable (130)
Increase in other . 1,654
Net cash provided by operating activities 7,076
Investing Activities:
Purchase of property, plant and equipment including debt component
of allowance for funds used during construction {6,980)
(Increase) in restricted cash (5,443)
Payments made in connection with merger-related activities (143,971
Increase in investment in real estate partnership and deferred land costs 294
Net cash used in investing activities $ (156,100)

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

(in thousands)
For the Year Ended
December 31, 2012
Financing Activitics:
Payments on long term debt § (G097
Contributions in aid of construction 55
Proceeds from long term borrowings 120,209
Debt issuance costs 30}
Proceeds from issuance of common stock and dividend reinvestment plan 30,583
Dividends paid 210
Net cash provided by financing activities 146,910
Decrease in cash and cash equivalents 2,114)
Cash and cash equivalents, beginning of period 2,987
‘Cash and cash equivalents, end of period . $ 873

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

For the Year Ended

December 31_, 2012
Cash paid (refunded) during the period for:
Interest 5 9,512
Income taxes 186
Non-cash items:
Contributions in aid of construction 1,133
42

Forgiveness of debt

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

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

Description of Business:

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

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

Summary of Significant Accounting Policies:
(a) Basis of Presentation

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

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

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

estimates.

(c) Property, Plant and Equipment

Property, plant and equipment, which includes principally the water utility assets of our
Company’s utility subsidiaries, is recorded at cost plus an allowance for funds used during

construction on major, long-term projects and includes property funded with contributions in
aid of construction. The provision for depreciation is computed on the straight-line method

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

: December 31, Useful Lives
(in thousands) 2012 (in years)
Utility Property: :
Land and land rights $ 2,911 -
Source of supply 50,027 34-75
Pumping and purification 28,794 15-35
Transmission and distribution, including 119,638
services, meters and hydrants 40-91
General and other equipment 10,206 7-75
Intangible plant 766 20
Construction work in progress 1,063 ‘
Total utility property 213,405
Total non-utility property 5 5
Total property, plant and equipment 213,410
Less accumulated depreciation (49,352)
Property, plant and equipment, net $ 164,058

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

(d) Cash and Cash Equivalents

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

(e) Concentration of Credit Risks

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

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

recovered.
(g) Accounts Receivable - Unbilled

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

period. Actual results could differ from those estimates.

(h) Inventory

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

(i) Deferred Land Costs

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

December 31, 2012.

() Deferred Charges and Other Assets

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

of the following:
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Recovery

Period
(in thousands) 2012 (in years)
Regulatory assets:
Source development charges $ 820 5-25
Miscellaneous studies 608 4-25
Unrecovered pension and post-retirement
benefits expense 8,096 )
Total regulatory assets 9,524
Supplemental executive retirement plan asset . 748
Subtotal 10272
Deferred financing costs 3,623 ‘1"

Total deferred charges and other assets ~ $ 13,895

s . . . _— L s
1 We expect o recover these amounts consistent with the anficipated expense recogntlion
of these assets.

(k) Contributions in Aid of Construction (“CIAC*)

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

the life of the property.
() Revenues

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

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

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

(m) Investment in Joint Venture

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

(n) Income Taxes

Income taxes are recorded using the accrual method and the provision for federal and state
income taxes is based on income reported in the consolidated financial statements, adjusted
for items not recognized for income tax purposes. Provisions for deferred mcome taxes are
recognized for accelerated depreciation and other temporary differences. A valuation allow-
ance is provided to offset any net deferred tax assets if, based upon available evidence, it 1s
more likely than not that some or all of the deferred tax assets will .not be realized.
Investment tax credits previously realized for income tax purposes are amortized for financial
statement purposes over the life of the property, giving risc to the credit.

. (0) Recently Issued Accounting Standards

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

Note 2 — Post-retirement Benefit Plans
Pension Plan and Other Post-retirement Benefits

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

expected to be earned in the future.

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

Plans are funded from the general assets of our Company.

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

OPEB Plans, we pay a maximum monthly benefit of $303 based on years of service.

The following table sets forth information regarding our DB Plan and our OPEB Plans as of -

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

DB Plan OPEB Plans
(in thousands) December 31,2012
Projected benefit obligations $ 18,569 $ 3,212
Employer contribution 983 49
Benefits paid, excluding expenses (369) 49)
Fair value of plan assets 9,713 818
Accumulated benefit obligation 16,158 -
Funded status (8,855) (2,394)
Net periodic benefit cost 1,388 180
Amount of the funded status recognized in the
Consolidated Balance Sheet consisted of:
Current liability $ - $ (26)
Non-current liability ~ (8,855) (2,368)
Total § (8855 $_ (2394

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

from January 1, 2012 to December 31, 2012, were as follows:

DB Plan OPEB Plans
(in thousands) December 31,2012
Regulatory asset balance, beginning of period $ 6,907 $ 1,208
Net actuarial loss/(gain) incurred during the period 1,352 (212)
Prior service cost incurred during the period - (785)
Recognized net actuarial (gain)/loss (385) 11
Regulatory asset balance, end of period $ 7814 $ 222

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

lifetime of active employees.

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

2012:

DBPlan  OPEB Plans
(in thousands) ' December 31, 2012
Net actuarial (gain)/loss | $ 7874 $ 384
Prior service cost - v (162)
Regulatory asset $ 7874 $ 222

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

Discount rate for net periodic benefit cost, beginning of period (a) 4.50%
Discount rate for benefit obligations, end of period 4.00%
Expected return on plan assets for the period (net of investment expenses) 7.50%
Rate of compensation increase, beginning of period 3.00%
Healthcare cost trend rate (applicable only to OPEB Plans) 10.00%

(&) An increase or decrease in the discount rate of 0.5% would resull in a change in the funded status as of December
31, 2012, for the DB Plan and the OPEB Plans of appreximately $1.4 miillion and $1.6 million, respectively,

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

assets into net periodic benefit costs is $2,000 and $0, respectively.

In establishing its investment policy, our Company has considercd the fact that the DB Plan
is & major retirement vehicle for its employees and the basic goal underlying the establish-
ment of the policy is to provide that thc 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 bascd on the Plans’ expected asset
allocation, expected returns on various classes of Plan assets as well as historical returns.

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

. at a commercial bank.
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The investment strategy for our DB Plan and our OPEB Plans utilizes several different asset
classes with varying risk/return characteristics. The following table indicates the asset
allocation percentages of the fair value of the DB Plan and OPEB Plans’ assets for each
major type of plan asset as of December 31, 2012, as well as the targeted allocation range:

DB Plan OPEB Plans
Asset Asset
Allocation Allocation
Range Range
Equities 60% 30% - 100% 64% "~ 30% - 100%
Fixed income 40% 20% - 70% 36% 0% - 50%
Cash and cash equivalents 0% 0% - 15% 0% 0% - 15%
Total 100% 100%

- .

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

dates.

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

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

be at estimated fair value.

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

durations.

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

reporting date.

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

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

used as of December 31, 2012 was as follows:

(in thousands)

DB Plan:
Equities:
Pooled separate accounts

Fixed Income;
General investment account
Pooled separate accounts

Cash and cash equivalents:
Money Market funds

Total Pension Plan

OPEB Plans:

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

Cash and cash equivalents:
Money market funds

Total Post-retirement Plans

Totals

Level 3

Totals Level 1 Level 2

§ 5,866 “ $ 5,866 $ -
1,704 - - 1,704

2,143 - 2,143 -
$ 9713 - § 8,009 $ 1,704

$ 179 179 $ - $ -

274 274 - -

67 67 o -

297 297 - -

1 - T _®

$ 818 8§17 ‘ $ 1 $_ -
$ 10,531 817 $ 8,010 $ 1,704

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

Level 2: Based on significant observable inputs.

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

(in thousands)

Balance, beginning of period $ 1,735
Plan transfers 285
Benefits paid (369)

Return on plan assets (net of investment expenses) 53

Balance, end of period § L704

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

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

(in thousands) DB Plan OPEB Plans
2013 $ 421 $ 66
2014 438 74
2015 550 83
2016 / 695 84
2017 A 751 95
2018-2022 5,168 i
Total $ 8,073 $ 1,149

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

Defincd Contribution Plan

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

Operating Leases

We lease our corporate office space as well as certain office equipment under operating lease
agreements. Total rent expense was approximately $314,000 for the period from January-1,
2012 to 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
2016 269
2017 157
Total $ 1,283

Note 4 — Financial Measurement and Fair Value of Financial Instruments

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

respective dates.

We use a fair value hierarchy which prioritizes the inputs to valuation methods used to

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

active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measurements). The three levels of fair value
hierarchy are as follows:

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

Level 2: Based on significant observable inputs.

Level 3: Based on significant unobservable inpats.

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

(in thousands) Total Level 1 Level 2 Level 3
Interest rate swap $ (825) § - $ 825 § -

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

follows:

Carrying Fair
(in thousands) Value Value
Liabilities:
Long-term debt $ (177,058) § (189,149)
Interest rate swap liability (825) (825)

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

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

that will be recovered in future rates.

Note 5 — Income Taxes

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

2012 were as follows:

(in thousands)

Federal ’ § (507

State (137)

Amortization of investment tax credits (36)
Total § (680)

Current ¥ (1,255)

Deferred ‘ 575
Total $§  (680)
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The following is a reconciliation between the statutory federal income tax rate and the
effective income tax rate for 2012:

Statutory federal rate 34.0%
State tax rate, net of federal benefits 5.5%
Permanent differences -14.6%
Amortization of investment tax credits 1.4%
Effective tax rate 26.3%

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

{in thousands)

Liabilities:

Property-related, net $ 24,834

Pension deferred asset 3,119

Other 1,426
Total liabilities 29,379

Assets:

Pension accrued liability 3,508

Federal net operating loss carryforward 1,858

Alternative minimum tax credit 240

NH Business Enterprise Tax credits 23

Other 3,125
Total assets 8,754

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

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

in the consolidated balance sheet as of December 31, 2012.

As of December 31, 2012, we estimated approximately $240,000 of cumulative federal
alternative minimum tax credits that may be carried forward indefinitely as a credit against

our regular tax liability.
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As of December 31, 2012, we had New Hampshire Business Enterprise Tax (“NHBET™)
credits of approximately $23,000, which were eamed in 2012 and expire in 2017. We
anticipate that we will fully utilize these NHBET credits bcfore they expire; therefore we
have not recorded a valuation allowance related to these credits.

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

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

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

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

remain subject to examination by the state jurisdictions.

Our practice is to recognize interest and/or penalties related to income tax matters in “Other,
Net” in the Consolidated Statements of Income. We incurred no interest or penalties during

the year ended December 31, 2012.
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Note 6 — Debt

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

(in thousands)

Unsecured note payable to City of Nashua, 5.75%, due 12/25/2041
Unsecured senior note payable due to an insurance company
7.40%, due March 1, 2021

Unsecured Business Finance Authority:
Revenue Bond (2005 Series BC-4), 5.375%, due October 1, 2035
Revenue Bond (2005 Series BC-3), 5.00%, due April 1, 2018
Revenue Bond (2005 Series A), 4.70%, due October 1, 2035
Revenue Bond (Series 2005A), 4.70%, due January 1, 2035
Revenue Bond (Series 2005B), 4.60%, due January 1, 2030
Revenue Bond (Series 2005C), 4.50%, due January 1, 2025
Revenue Bond, 1997, 6.30%, due May 1, 2022

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

Unsecured New Hampshire State Revolving Fund (“SRF”) notes "

Total long-term debt
Less current portion
Less original issue discount

Total long-term debt, net of current portion

§ 117,925

5,600

12,130
7,475
12,125
1,785
2,320
1,175
3,000
4,058

9741

177,334
(2,780)
@15)

§ 174,279

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

rate change date.

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

follows:
' (in thousands) _é.'..“.‘_’l’.'_‘.t___.,
2013 $ 2,780
2014 2,875
2015 2,998
2016 3,127
2017 3,265
2018 and thereafter A162,289
Total $ 177,334
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Several of Pennichuck Water’s loan agreements contain a covenant that prevents Pennichuck
Water from declaring dividends if Pennichuck Water does not maintain a minimum net
worth of $4.5 million. As of December 31, 2012, Pennichuck Water’s net worth was
$130.9 million. Pennichuck Water Works also has debt issuance covenants whereby they
must also maintain a maximum total debt to capital ratio of 65%, a maximum funded debt to
net property, plant and equipment ratio of 60%, and an interest coverage ratio of at least 1.5;
at December 31, 2012 the total debt to capital ratio was 28%, the funded debt to net property,
plant and equipment ratio was 39%, and the interest coverage ratio was 3.17.

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

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

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

(in thousands)

Established line as of December 31, 2012 _ $ 10,000
Maximum amount outstanding during petiod -
Average amount outstanding during period -
Amount outstanding as of December 31, 2012 -
Weighted average interest rate during period n/a
Interest rate as of December 31, 2012 n/a

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

comprehensive loss.

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

next twelve months.

Note 7 — Transaction with the City of Nashua

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

the City of Nashua as its sole shareholder.

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

Order”) dated November 23, 2011.

Transactions with Related Party — City of Nashua

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

Rate Stabilization Fund — Restricted Cash

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

PUC Order.

Municipal Acquisition Regulatory Asset (“MARA”)

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

Note 8 — Sale of Land

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

of income.

Note 9 — Subsequent Events

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

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 stafements of income, shareholders’ equity,
comprehensive income, and cash flows for the year then ended. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audit.

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

basis for our opinion.

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

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

Board of Directors and Shareholders
Pennichuck Corporation

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

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

provides a reasonable basis for our opinion.

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

Reading, Pennsylvania
March 4, 2011
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

As of December 31,
2011 2010
ASSETS R DRSPS
Property, Plant and Equlpment net $ 161,323  § 158,796
Current Assets:’ £ R TR W
Cash and cash equlvalenfs v 2,383
. Accounts receivable, niet of allowance of $52 and $54 in 201 Lo SR R
_“‘and 2010, respectively L 2,153
Unbilled revenues 2,389
“Materials and supplies : 743
Deferred and refundabln mcome taxes ' 717
- “Prepaid expenses TR . oo 1,307
Total Current Assets » 11,251 9,692

Deferred land costs S
©° Deferred charges’and other assets = ¢
Investment in real estate partnership

hed LIS

TOTAL ASSETS _ $ 189,400 § 181,601

The accompahying notes are an integral part of these consolidated financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - CONTINUED
(in thousands, except share data)

As of December 31,
2011 2010

SHAREHOLDERS® EQUITY AND LIABILITIES
Shareholders’ Equity:
Common stock—$1 par value;
- -Authorized-11,500, 000 shares in 2011 and 2010 v
JIssued- 4,695,757 and 4,677,105 shares, respectlvely

L 46TT

_Outstanding= 4,694,555 and 4,675,903 shares, respectively = v 26§
Additional paid in capital 41,689 41,312
- "Retained earnings - SEENT g 01,1320 10,488
Accumulated other comprehenswe loss ($00) (189)
‘Treasury stock, at cost; 1,202 shares in2011and 2010 = = i (138) - (138)

Total Sharcholders’ Equity s s

Current portion. of long=térm debt -
Accounts payable o

; ceried liability “retainage
_ Other current hablhtxes

Total Current Llabrhtles

Deferred Credits and Other Reserves
% Deferred income taxes” -
Deferred mvestment tax credits
. " Regulatory liability .
~ Post-retirement health benefit obligation
5.7 Accrued pension liability . -
» Other habxlmes

Total Deferred Credlts and Other Reserves

Contrrbutxons in Ard of Constructlon o . 22
"TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES ~ ~ § 1

st

The accompanying notes are an integral part of these consolidated financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share data)

Years Ended December 31,

_ L 2011 2010‘
Operating Revenues c e §_ 38307 §_
Operatmg Expenses: ; e e
" ‘Operations and maintenance - Lo e 18798
. Depreciation and amo,rtlzaﬁon L 420
- Taxes other than income taxes Gl 4480

~ Total Operating Expenses

‘Interest Expense - . : v
. Allowance for Funds _Used Durmg Construcnonh o

Income Before Provision for Income Taxes _

Net Income . ‘ $ 4,111 $ , 3,781

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

Years Ended December 31,
- 2011 2010
‘NetIncome = PR o8 o4 % 3,781
Other Comprehensive Loss '
© " Unirealized Loss on Derivatives S R . (459)
Recla551ﬁcat10n of Net Loss Rcallzed in Net Income 45
Comprehensive Loss (31L (189)
CompréhensiveTncome -~ = i i o $__ 38000 8 3,592

The accompanying notes are an integral part of these consolidated financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
(in thousands, except share and per share data)

Accumulated
Additional ’ Other
Common Stock Paid in Retained Comprehensive Treasury
Shares Amount Capital Earnings (Loss) Income Stock
Balances as of
December 31, 2009 4,652,260 - 4,652 40,619 10,086 ; — (138)
‘.thmcomc o S — & 3,781 S e e e
_ Common stock offering — s 6) —
. Dividend refnvestment plan 6,521 . 7 o {36 e
Stock-based compensation _— — 239 -

i'lCommoidlwdends B N SRR EL S S BT T T e
"declared—$725pershare : R R TSI fel L 03,379)
Exercise of stock options
“Tax effect fdxsquahfymg

;. dispositions %0 -
Other comprehenswe
income:

Reclassnﬁcatlon adjustment
for net loss realized in net
income, net of tax benefit
of $58 — — — e 87

Common dividends
declared—$.74 per share

P 240
Tax effect of dxsquahfymg
dispositions

) .Unréaiized loss on
derivatives, net of tax benefit

Balancesasof
December 31, 2011 . 4,695,757 3 4,69 $ 41,689 $ 1L132 $ (500) $ (138)

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

Years Ended December 31,

2011 2010
‘Operating Activities: SO S
Net income $ 4,111 $ 3,781
Adjustments to reconcile net income to net cash ‘ : '
‘provided by operating activities: ) e .
Depreciation and amortization 4,461 4,459
‘Amortization of original issue discount - 12 12
Amortization of deferred
investment tax credits (33) (33)
Provision for deferred income taxes . , 2,465 2,085
Equity component of allowance for funds used
‘ during construction 3)
. Undistributed loss'in: real estate partnership -~ - SRS

o : xper
(Increase) decrease in deferred charges and
other assets

Purchase of property, plant and equxpment
including debt component of allowance for
funds used during comstruction (5,907) (8,507)

Increase in investment in real estate partnership
_, and deferred land costs S — L) 30)

The accompanying notes are an integral part of these consolidated financial statements,
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED
(in thousands)

Years Ended December 31,

2011 2010
Financing Activities: v DR AR
Payments on long-term debt $ (1,184)  § (6,227)
Contributions.in aid of construction T L st T 259
Proceeds from long-term borrowmgs 851 6,833
Debt issuance costs:: i , ol (A3) e (54),
Proceeds from issuance of common stock and
dividend remvestment plan 287 479
.+ Dividends paid b il v BT L (3,379)
Net cash used in ﬁnancmg activities (3,551) (2,089)

‘Cash and cash equivalents, beginning of year 2,383 1,570

_ ;:Cash and cas 1

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

Years Ended December 31,
(in thousands) 2011 2010

-Cash "ald (refunded) during the 3 ear‘”

et s 296 % 3156
cncometaxes - io T el L RE T (436) 8

Non-cash items: . T RS R
‘Contributions in a1d of constructxonv S 1 897 B 680
Forgiveness of debt 0 &

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

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

Description of Business:

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

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

Acquisition of Company:

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

$138 million in cash.

In connection with the Merger Agreement, the City and our Company agreed that this transaction
constitutes full settlement of their eminent domain dispute. Shareholders of our Company approved the
Merger Agreement at a Special Shareholder Meeting on June 15, 201 1 and the NHPUC issued its order,
which became effective December 23, 2011, approving the acquisition by the City on
November 23, 2011.

Summary of Significant Accounting Policies:
(a) Basis of Presentation

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

consolidation.
(b) Use of Estimates in the Preparation of Financial Statements
The preparation of financial statements in conformity with accounting principles generally

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

(c) Property, Plant and Equipment

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

Useful
Lives
(in thousands) 2011 2010 {in years)
Utility Property: | o
andandland rights 0 o o $ 02946 % 2,99 0 =
49,729 49,304 34-75
g & purification’ : 28427 o0 028072 15335
Transmission & distribution, mcludmg
services, meters and hydrants 115,335 109,817 40-91
i General aﬁd other equipment T T D947 0,496 i LTS
Intangible plant 747 20
' work in progress: Sl BB e e e
201,114
. 5

207712 200,119

r.t,y’ plam&eq“‘pmem L AuhLIe R e
ess dccumulated depreciation T 2(46,389) - '}”z.-.ﬁ(42',323) Ty
Property, plant and equnpment, net $ 161,323 $ k158,796

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

(d) Cash and Cash Equivalents

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

(e) Concentration of Credit Risks

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

I
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(f) Accounts receivable

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

() Unbilled Revenues

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

from those estimates.
(h) Materials and Supplies

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

(i) Deferred Land Costs

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

(i) Deferred Charges and Other Assets

Deferred charges include certain regulatory assets and costs of obtaining debt financing.
Regulatory assets are amortized over the periods they are recovered through NHPUC-authorized water
rates. Deferred financing costs are amortized over the term of the related bonds and notes. Our
Company’s utility subsidiaries have recorded certain regulatory assets in cases where the NHPUC has
permitted, or is expected to permit, recovery of these costs over future periods. Currently, the regulatory
assets are being amortized over periods ranging from four to 25 years. Deferred charges and other assets
as of December 31, 2011 and 2010 consisted of the following:

Recovery
Period

(in thousands) _ 2011 2010 (in years)
Regulatory assets: ‘

“i~'Sotirce'dévelopment charges - © “$ 876 .$ . =932 . 0525

- Miscellaneous studies 602 681 4-25

“PShrbanesiOxleycosts - T o © 49 244 e S

Unrecovered pension and post-retirement
benefits expense 8,115 3,960 o
" Total regulatory assets ) 9,642 T 58170 o el
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Franchise fees and other : - 7

Supplemental executive retirement plan asset 692 636 : o
Deferred financing costs . 3.829 4,042
Total deferred charges and other assets $. 14,163 $. .. .10,502

M 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.

(D) Contributions in Aid of Construction (“CIAC”)

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

(m) Revenues

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

" uncollectible accounts.

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

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

(n) Investment in Joint Venture

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

AFUDC represents the estimated debt and equity costs of capital necessary to finance the
construction of new regulated facilities. AFUDC consists of an interest component and an equity

component. AFUDC is capitalized as a component of property, plant and equipment and has been

reported separately in the Consolidated Statements of Income. The AFUDC rate was 7.38% in 2011 and
2010. The total amounts of AFUDC recorded for the years ended December 31, 2011 and 2010 were as

follows:

(in thousands) . 2011 2010
Debt (interesty componient  § 3
[Equity component 3

. "Total AFUDC = S e

(p) Income Taxes

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

(q) Recently Issued Accounting Standards

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

(1) Reclassifications

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

Note 2 — Post-retirement Benefit Plans
Pension Plan and Other Post-retirement Benefits

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

14
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We provide post-retirement medical benefits for eligible retired employees through one of two
plans (collectively referred to as our “OPEB Plans”). For employees who retire on or after the normal
retirement age of 65, benefits are provided through a post-retirement plan (the “Post-65 Plan”). For
employees who retire prior to their normal retirement age and who have met certain age and service
requirements, benefits are provided through a post-employment medical plan (the “Post-employment
Plan”). Future benefits under the Post-65 Plan increase annually based on the actual percentage of wage
and salary increases earned from the plan inception date to the normal retirement date. The benefits under
the Post-employment Plan allow for the continuity of medical benefits coverage at group rates from the
employee’s retirement date until the employee becomes eligible for Medicare. The OPEB Plans are
funded from the general assets of our Company.

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

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

DB Plan OPEB Plans
as of December 31, as of December 31,
* (in thousands) : ~ 2011 2010 : 2011 _ 2010

nef t obhganon EA

Amounts of the funded status recognized in
the Consolidated Balance Sheets as of
Decemberv31 , 2011 and 2010 con51sted off

| 4’623) &
L (4623) 8
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Changes in plan assets and benefit obligations recognized in regulatory assets, for the years
ended December 31, 2011 and 2010, were as follows:

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

(in thousands) 2011 2010 2011 2010
 Regulatory asset balance, beginning of year - F$ 0 w4011 $0 0 3,799 . $ G % 68

Net actuarial loss/(gain) incurred during the year 3,087 367 823 (106)
Porserviescostincumed dung the year o— = —

Amortization of prior secvice cost ' — — 49) (22)

Regulatory asset/(liability) balance, end of year $ 6,907 3 4,011 $ 1,207 $ (51)

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

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

‘respectively:
DB Plan _ OPEB Plans
_ as of December 31, ~as of December 31,
(in thousands) 2011 2010 2011 2010

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

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

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

historical returns.

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

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

DB Plan : OPEB Plaas
Asset Allocation Asset Allocation
2011 2010 Range L2011 2010 Range
Equitic G LT 61% L 6T% 0% =90% 58%.
Fixedincome ~ ~ 39%  33%  25%-65% 42%
Cas cashequivalents = 0% O ET 0% 0%<15% 0 0%
Total 100% 100%

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

December 31, 2011 and 2010, respectively.

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

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

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

The methods described above may produce a fair value calculation that may not be indicative of

net realizable value or reflective of future fair values. Furthermore, while the Plan’s management

. believes the valuation methodologies are appropriate and consistent with other market participants, the

use of different methodologies or assumptions to determine the fair value of certain investments could
result in a different fair value measurement at the reporting date.

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

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

(in thousands) Totals ‘ Level 1 __Level 2 Level 3.

PNNW comtlﬁlb'nmstock »

s es =

General investment account v ‘ ~1,735 R 1—-' " ' —_

parate accounts CAASY i R 48
Cash and cash equwalents ‘ ‘ - ‘ -
iy market funds L I e D [ e =
Total Pension Plan _ $ 8 165 $ 605 $ 5 825 $ 1,735
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OPEB Plans:

Mutual funds:
Balanced/hybrid funds $ 166 § 166 $ —  § e
- U.S. equity securities funds 239 239 — s
International equity funds 57 57 — -
Fixed income funds ' 264 264 . S L
Cash and cash equivalents:
Money market funds e I e 1 e
Total Post-retirement Plans $ 727 % 726 $ 15 —
Totals'. L% 8892 8 1331 8.0 5826 $§ 1,735

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 __Level2 Level 3

‘DB Plan: :
Equities: -
ooled separate. accounts o $ 0 44

il quity securitiesfunds 0 1T
International equity funds
“:Fixed income funds "

Cash and cash equwalents
-»Money market funds " e - o)

__Total Post-retirement Plans

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

(in thousands) 2011 2010
-Balance, Beginning of Year $ 1850 s8 1,733
Plan transfers 76 161
" Benefits'paid . SR @y @2y
Return on plan assets (net of investment
_expenses) 183
Balanceé, End of Year. - $ $. 1,850

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

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

(in thousands)

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

Defined Contribution Plan

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

Note 3 - Stock-based Compensation Plan
Share-based payments to employees from grants of stock options are recognized as compensation
expense in the consolidated financial statements based on their fair value on the grant date. For purposes

of calculating the fair value of each stock grant as of the date of grant, our Company uses the
Black Scholes Option Pricing model. '
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The impact of stock-based compensation on the Consolidated Statements of Income for the years
ended December 31, 2011 and 2010 was as follows:

Years Ended December 31,

(in thousands) 2011 2010

‘Stock-based compensation a7 $ 109 8 239

Incometaxes | — (4 (96)
- Stock-based compensation, netoftax . $ 65 . $ | 143

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

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

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

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

Options outstanding as of December 31, 2009 - = - 222,691 '$  15.29-22.51 '$ © 19,61
Granted 71,900 20.11-21.14 20.54
Exercised . v Lo (26,182) 15292222 119,80
Canceled/forfeited » — - —
Options outstanding as of December 31, 2010 268,409~ 15292251 . 1984

Canceled/forfeited -
Options outstanding as of December 31,2011

(28448) 15292124 1881

239961 $_17.64-22.51 1996

Exercisable as of Decémber 31,2010 189,778 08 1529225108 1992,

199362 17642251

cisable as of December 31;2011

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

Options OQutstanding ' Options Exercisable

Weighted Weighted
Remaining Average Average
Number - Contractual Exercise Number Exercise
Exercise Outstanding Life Exercisable Price
Price As of 12/31/11 (in years) P

6.65 2251
8.08 20.11
0,000 824 ST 214 L
239,961

20.11
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In accordance with the terms of the Merger Agreement, no options were granted in 2011. The
weighted average fair value per share of options granted during 2010 was $3.69. The fair value of each
option grant was estimated on the date of grant using the following assumptions:

Years Ended December 31,

2011 2010
Risk-free'interestrate .~ =o', 0 112582281% .
Expected dividend
yield e 3.41-3.48%
Expectedlives "= .0 st syl 545 years
Expected volatility — 25.37-25.41%

Note 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 $320,000 and $346,000 for the years ended
December 31,2011 and 2010, respectively.

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

(in thousands) __Amount

Total

Note 5 — Shareholder Rights Plan

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

Effective October 29, 2010, our Board voted unanimously to extend the expiration date of the
Rights under the Rights Plan from November 1, 2010 to the date of the 2011 annual meeting of
our Company’s shareholders, which was held on May 5, 2011 The Board did not propose any further
extension of the expiration date of the Rights beyond the 2011 annual meeting and, accordingly, the
Rights expired on May 5, 2011.
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Note 6 — Financial Measurement and Fair Value of Financial Instruments

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

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

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

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

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

(in thousands) December 31,2011 Level 1 Level2 . Level 3

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

Gl S e $ 0 (3148

- Interest rate swap - “$:5

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

2011 2010

_ Carrying Fair Carrying Fair
(in thousands) ____Value Value Value Value

Long-term debt
nterest rate swap liability .

$ (60 533)
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The fair value of long-term debt has been determined by discounting the future cash flows using
current market interest rates for similar financial instruments of the same duration. The fair value for
long-term debt shown above does not purport to represent the amounts at which those debt obligations
would be settled. The fair market value of our interest rate swap represents the estimated cost to
terminate this agreement as of December 31, 2011 and 2010 based upon the then-current interest rates and

the related credit risk. -

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

future rates.

Note 7 - Equity Investment in Unconsolidated Company

As of December 31, 2011 and 2010, Southwood held a 50 percent ownership interest in a limited
liability company known as HECOP IV. HECOP IV, whose assets and liabilities are not included in the
accompanying Consolidated Balance Sheets, owns approximately nine acres of undeveloped land in
Merrimack, New Hampshire. The remaining ownership interest in HECOP IV is held by John P. Stabile
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 significant.

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

Note 8 — Income Taxes

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

(in thousands) . 2011 2010

sFederal " . - i S 93T
it te L doiar . . .
JAmortizition of investment tax credits
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The following is a reconciliation between the statutory federal income tax rate and the effective
income tax rate for 2011 and 2010:

2011 2010
Statutory federal rate - _ 340% - 340%
State tax rate, net of federal benefit 5.6 % . 53%
Permanént differences - e . ©03)% 01%
Amortization of investment tax credits 0.5)% (0.6)%
‘Other .- . S ; o S 04% e =%
Effective tax rate 39.2 % 38.8%

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

(in thousands) 2011 2010

Prop related )
Pensiondeferredasset -

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

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

Sheet as of December 31, 201 1.

As of December 31,2011, we estimated approximately $384,000 of cumulative federal
alternative minimum tax credits that may be carried forward indefinitely as a credit against our regular tax

Hability.

26

392



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

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

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

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

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

in the Consolidated Statements of Income. We recorded such interest and/or penalties during the years
ended December 31, 2011 and 2010 in the amounts of approximately $0 and $0, respectively.

Note 9 — Debt
Long-term debt as of December 31, 2011 and 2010 consisted of the following:

(in thousands) 2011 2010

/Unsecured senior notes payable due to an insutance company:
7.40%, due March 1, 2021 _ $
'75Uﬁ§éctiféd§'BﬁSiﬁé§§aFikiéhEéf'AUtho'ri_tyf T e
'Revenue Bond (2005 Series BC-4), 5.375%, due October 1, 2035
. "Revenue Bond (2005 Series BC:3),'5:00%, due April'1,2018
~ Revenue Bond (2005 Series A), 4.70%, due October 1, 2035
" “Revenue Bond (Series 2005A), 4.70%, due Tanuary:1,2035 .
Revenue Bond (Series 2005B), 4.60%, due January 1, 2030
“Revenue Bond (Séries 2005C), 4.50%, due January.1,2025 . *
Revenue Bond (Series 2005D), 4.50%, due January 1, 2025
- Revenue Bond; 1997, 6.30%, due May 12022 .~ v o7
Unsecured notes payable to bank, floating-rate, due March 1, 2030
"Unsecured New Hamipshire State Revolving Fund (“SRF”) niotes @
Totat [ong-term debt
7 Lesscurfent portion. .
Less original issue discount
- Total long-term debt, net of current portion =* *' A
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) SRF notes are due through 2031 at interest rates ranging from 1% to 4.488%. These notes are payable in
120 to 240 consecutive monthly installments of principal and interest. The 1% rate applies to construction
projects still in process until the earlier of (i) the date of substantial completion of the improvements, or
(ii) various dates specified in the note (such earlier date being the interest rate change date). Commencing
on the interest rate change date, the interest rate changes to the lower of (i) the rate as stated in the note or
(ii) 80% of the established 11 General Obligations Bond Index published during the specified time period
before the interest rate change date.

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

(in thousands) | Amount

‘2012
2013
20147

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

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

$53.1 million, respectively.

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

Our Bank of America revolving credit loan facility contained a covenant that required our
Company to maintain a minimum consolidated tangible net worth of $46.4 million ($37.0 million plus
equity proceeds subsequent to December 2007). As of December 31, 2011, our consolidated tangible net
worth was $56.9 million. This revolving credit facility terminated in accordance with its terms on
January 25, 2012 upon consummation of the merger.
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Our short-term borrowing activity for the years ended December 31, 2011 and 2010 were:

(in thousands) 2011 2010

 Established line at year end -$° 12,000 $- 16,000
Maximum amount outstanding during year — 645

* Average amount outstanding during year , S e 16
Amount outstanding at year end e —

- Weighted average interest rate during year | S om0 325%
Interest rate at year end n/a n/a

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

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

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

Note 10 — Subsequent Events
Merger with the City of Nashua, New Hampshire

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

Sale of land

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

Management’s Report on Internal Control Over Financial Reporting

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

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

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

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

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

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

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

/s/ Duane C. Montopoli N _/s/ Thomas C. Leonard
Duane C. Montopoli Thomas C. Leonard
President and Chief Executive Officer ~ Senior Vice President and Chief Financial Officer
March 4, 2011
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Pennichuck Corporation

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

on our audit.

: We conducted our audit in accordance with the standards of the Public Company Accounting

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

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

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

In our opinion, Pennichuck Corporation maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2010, based on criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

Commission (COSO).
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We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheets and the related statements of income,
shareholders” equity, comprehensive income, and cash flows of Pennichuck Corporatian, as well as the
financial statement schedules listed in the accompanying index, and our report dated March 4, 2011
expressed an unqualified opinion.

s/ Bar,enteBeardLLC

Reading, Pennsylvania
Marchi4, 2011
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Pennichuck Corporation

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

ﬁnanciajl statement schedules based on our audits.

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

audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material

respects, the financial position of Pennichuck Corporation as of December 31, 2010 and 2009, and the
results of its operations and its cash flows for each of the years in the three-year period ended December
31, 2010, in conformity with accounting principles generally accepted in the United States of America.
Also, in our opinion, the financial statement schedules, when considered in relation to the basic
consolidated financial statements taken as a whole, present fairly, in all material respects, the information
set forth therein.
: We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), Pennichuck Corporation’s internal control over financial reporting as of
December 31, 2010, based on criteria established in Jnternal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO0), and our report dated
March 4, 2011 expressed an unqualified opinion.

/s/ ParenteBeard LLC

Reading, Pennsylvania
March 4, 2011
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except s_hare data)

As of December 31,
2010 . 2{0094

$ 181,601 $

The accompanying notes are an integral part of these consolidated financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - CONTINUED
(in thousands, except share data)

As of December 31,

2000 2009

The accompanying notes are an integral part of these consolidated financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share data)

Years Ended December 31,

q
S

Diluted 4697221 42940

4]

gl nnsthetl)
13 4,266,129

The accompanying notes are an integral part of these consolidated financial statements.
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. PENI‘f[CHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS? EQUITY
(in thousands, except share and per share data)

Accumulated
Additional Other
:Common Stock Paid.in Retained Comiirchensive Treasury

Incoimic (Los

Capital

Reclassificatio

for net loss realized in
income, net of tax benefit

6f$80 —— o , — — 120

50
406



PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY - CONTINUED
(in thousands, except share and per share data)

Accumulated
“Additional Other
Comnion Stock Paid in Retained Comprehensive: Treasury
Amount _Ca _Earnings _ Income (Loss) Stock

ek ot
Tax effect of disqualifying
tions:

Unrealized loss on
derivatives, net of tax benefit

4677105 . $ 4677 $ 41312 $ 10488

$ (189, S 138

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

Years Ended December 31,

2010

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,

2010 , 2009 2008

Equ1ty component of allowance for funds used
durm : construction 8) 65)

(Increase) decrease in accounts receivable and
unbilled revenue

Decrease (increase) in deferred charges and
other assets

o
Purchase of property, plant and equipment,
mcludmg debt component of allowance for

Net casused in investing aivi_ties (8487 ' (8,076) $_ (14,297)
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED
(in thousands)

Years Ended December 31,

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

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

2010 2005 2008

1
Contributions in aid of censtruction b ,_ 680 3 346 $ 943

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

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

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

Description of Business:

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

undeveloped land.

Our Company’s regulated water utility subsidiaries are engaged principally in the collection,

storage, treatment and distribution of potable water to approximately 33,800 customers throughout the

State of New Hampshire. The utility subsidiaries, which are regulated by the New Hampshire Public
Utilities Commission (the “NHPUC?”), are subject to the provisions of Accounting Standards Codification

(“ASC”) Topic 980 “Regulated Operations.”

Acquisition of Company:

On November 11, 2010, the City of Nashua (the “City”) and the Company entered into a Merger
Agreement pursuant to which the City will, subject to a number of conditions precedent and
contingencies, purchase all of the outstanding common stock and common stock equivalents of
Pennichuck Corporation for $29.00 per share, or approximately $138 million, in cash. Pursuant to the
terms of the Settlement Agreement that was entered into contemporaneously with the Merger Agreement,
the Company and the City have agreed that the eminent domain proceeding between them shall be
dismissed in its entirety upon any termination of the Merger Agreement.

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

The initial scheduling hearing of the NHPUC occurred on February 24, 2011. Final hearings on

the matter are scheduled for July 27 through July 29, 2011. We are unable to predict if, or when, the
closing will occur but we believe it is not likely to occur prior to the fourth quarter of 2011.
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Summary of Significant Accounting Policies:

(a) Basis of Presentation

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

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

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

(c) Property, Plant and Equipment

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

(in thousands) 2010 2009

oo

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

(d) Cash and Cash Equivalents

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

(e) Concentration of Credit Risks

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

() Accounts receivable

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

(g) Unbilled Revenue

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

from those estimates.

(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 remaining undeveloped
landholdings and any land improvement costs, which are stated at the lower of cost or market. All costs
associated with real estate and land projects are capitalized and allocated to the project to which the costs
- relate. Administrative labor and the related fringe benefit costs attributable to the acquisition, active
development and construction of land parcels are capitalized as Deferred Land Costs. No labor and
benefits were capltallzed for the years ended December 31, 2010 and 2009.
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(i) Deferred Charges and Other Assets

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

Recovery
Period-
(in thousands) 2010 2009 (in years)

Regulatory assets:

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

(k) Treasury Stock

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

when tendered.
() Contributions in Aid of Construction (“CIAC*)

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

(m) Revenue

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

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

(n) Investment in Joint Venture

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

(0) Allowance for Funds Used During Construction (“AFUDC”)

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

2009 and 2008 were as follows:

(in thousands) 2010 2009 . 2008

(p) Income Taxes

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

credit.
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(q) Earnings Per Share

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

options.

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

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

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

2000 2009 2008

(r) Recently Issued Accounting Standards

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

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

withholding.

Note 2-—DPostretirement Benefit Plans
Pension Plan and Other Postretirement Benefits

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

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

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

DB Plan _ OPEB Plans

as of December 31, , as of December 31,

(in‘thousands) T 2010 2009 2010 2009

“Total § (4623) §__ (4031 §__ (1748) $ _ (1697)

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

DB Plan » OPEB Plans

s of December 31, o 4s'of December 31,
2010 , 2009 2010 2009

j Recognized net actuarial losses
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Amounts recognized in regulatory assets for the DB and OPEB Plans that have not yet been

recognized as components of net periodic benefit cost of the following at December 31, 2010 and 2009,
respectively:

DB Plan : OPEB Plans

as of December 31, as.of December 31,

(in thousands) 2010 2009 ’ 2010 2009

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

{(a) an increase or decrease m the discount rate of 0.5%, would result in a change in the funded status as of

December 31, 2010, for the DB Plan and the OPEB Plan’s, of approximately $1.0 million and $200,000,
respectively

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

DB Plan OPEB Plans
Year Ended December 31, Year Ended December 31,
(in thousands) 2010 2009 2008 2010 2009 2008

Interest cost on projected benefit _ , _
bligation 606 560 497 wa /a n/a

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

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

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

(in thousands) 2010 2009

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

historical returns.

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

commercial bank,

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

DB Plan OPEB Plans

Asset Allocation Asset Allocation
2010 2009 __Range 2010 2009 Range

25% 27% 25% —65% 42%

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

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

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

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

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

price.

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

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

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

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

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

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

(in thousands) Totals Level 1 Level2 . Level3
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ﬁﬁé;ii;

WWM

Mob ey market fund

T

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as
of December 31, 2009 was as follows:

Level 3

(in thousands) Totals Level 1
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The following table presents a year-end reconciliation of DB Plan assets measured and recorded
at fair value on a recurring basis, using significant unobservable inputs (level 3):

(in thousands) 2010 2009

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

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

(it thousainds) DBPlan _ ___ OPEB Plans

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

Defined Contribution Plan

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

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

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

Year Ended December 31,

(in thousands) 2010 2009 2008

SRS

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

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

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

The 2009 Plan provides for the granting of incentive stock options to employees and non-
qualified stock options to employees and directors at a price per share equivalent to the market value at
the date of the grant. Option grants have varying vesting schedules and expire ten years from the date of
grant. The 2009 Plan also authorizes the granting of restricted stock awards to employees and directors.

There are 500,000 shares of common stock subject to issuance under the 2009 Plan. As of

December 31, 2010 and 2009, 111,934 and 183,834 shares, respectively, were available for future grant
under the 2009 Plan. During the term of the Merger Agreement, we are prohibited from issuing any new
incentive stock options or non-qualified stock options under the 2009 Plan.
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The following table summarizes the activity under the stock option plans for the three-year period
ended December 31, 2010.

Average
Number of Price per
Shares Price pér Share Share

>xerclsable of December 31, 200

SRR koo
189,778 $ . 15.29-22,51

xerciable as of Deberv3 1,2010
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The following table summarizes information about options outstanding and exercisable as of

December 31, 2010.

Options Qutstanding Options Exercisable

‘ Weighted Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise
‘Exercise Qutstanding Lifc Price Exercisable Price
‘Price As of (in years) Per Sharc As of 12/31/10 Per Share
12/31/10

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

grant using the following assumptions:

_ Y_ea;' E_nded December__31,
2010 2009 2008

341-348%

25.18%

S

5 {8
pected volatility

25.37 - 25.41%

Note 4—Commitments and Contingencies
Merger Agreement with the City of Nashua and Prior Eminent Domain Proceedings

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

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

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

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

In March 2004, as part of the eminent domain process, the City filed a petition with the NHPUC
seeking approval to acquire all of our water utility assets, whether or not related to our Nashua service
area. The NHPUC ruled in January 2005 that the City could not use the eminent domain procedure to
acquire any of the assets of Pennichuck East or Pittsfield Aqueduct, and that, with regard to the assets of

" Pennichuck Water, the question of which assets, if any, could be taken by the City was dependent on a
determination to be made by the NHPUC after a hearing as to what was in the public interest.

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

of Pennichuck East and Pittsfield Aqueduct.

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

effective.

Separately, under RSA 38:13, the City has 90 days from the date of the final determination of the
price to be paid for the assets of Pennichuck Water to decide whether or not to issue the debt necessary to
fund the taking of the Pennichuck Water assets upon the terms set forth in the NHPUC’s July 25, 2008

order. On June 30, 2010, our Company and the City jointly filed a motion with the NHPUC requesting a-

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

On November 11, 2010, the City and the Company signed the Merger Agreement pursuant to
which the City will, subject to a number of conditions precedent and contingencies, purchase all of the
outstanding common stock and common stock equivalents of the Company for $29.00 per share, or
approximately $138 million, in cash. On January, 11,2011, the City’s Board of Aldermen voted 14 —1 to
approve and ratify the price and the Merger Agreement and authorize the related financing.

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

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

Other Eminent Domain Proceedings

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

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

system in Bedford as part of a significantly smaller utility.

Our Company cannot predict the ultimate outcome of these matters.

Operating Leases

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

December 31, 2010, 2009 and 2008, respectively.

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

(in thousands) _Amount
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Note S—Business Segment Reporting
Our operating activities are currently grouped into the following two primary business segments.

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

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

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

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

2008

(in thousands) : 2010 ‘ 2009
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(in thousands) 2010 _ 2009 2008

5

n (benefit) for income taxe

lilited

The operating revenues within each business segment are sales to unaffiliated customers.
Expenses allocated by the parent company to its subsidiaries are calculated based primarily on a ratio of
each subsidiary’s revenues, assets, customer base and net plant to the consolidated amounts for each

metric.

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

Within the regulated water utility business segment, one customer accounted for approximately
8.0%, 8.5% and 8.4% of water utility revenues in 2010, 2009 and 2008, respectively. During 2010, 2009
and 2008, the regulated water utility segment recorded approximately $2.7 million, $2.6 million and $2.4
million, respectively, in water revenues which were derived from fire protection and other billings to this
customer. As of December 31, 2010, 2009 and 2008, this customer accounted for approximately 9.9%,
8.7% and 8.3% of total accounts receivable, respectively.
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The following table presents information about our two primary business segments as of and for
the years ended December 31:

Total deeclatlon and amortization expense , $ 4,459 $ 4,28 ’ $ 4,201

Note 6—Financial Measurement and Fair Value of Financial Instruments

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

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

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

Level 3: Based on significant unobservable inputs.

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

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

(in thousands) December 31, 2009 Level 1 Level2 Level 3

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

2010 _ 2009

Carrying. Fair  Carrying Fair
(in thousands) __Value Value =~ Value . Value

hg-term debt

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

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

Note 7—Equity Investments in Unconsolidated Companies

As of December 31,2010 and 2009, Southwood held a 50 percent ownership interest in a limited
lability company known as HECOP IV. HECOP IV, whose assets and liabilities are not included in the
accompanying consolidated balance sheets, owns approximately nine acres of undeveloped land in
Merrimack, New Hampshire. The remaining ownership interest in HECOP IV is held by John P. Stabile
11 (“Stabile”), principal owner of H.J. Stabile & Son, Inc. The shori-term cash needs of HECOP 1V are
expected to be funded by its partners on an on-going basis and are not expected to be significant.

Until December 2008, Southwood also held a 50 percent ownership interest in three other limited

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

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

Note 8—Income Taxes

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

(in thousands) 2010 2009 . 2008

1,563 2743

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

2000 2009 2008

36.7%

‘Effective tax rate ' C ‘39.6
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The State of New Hampshire income tax liability on income attributable to our Company’s joint
ventures is imposed at the limited liability company level, and not at the Pennichuck Corporation level (in
contrast to federal income taxes). Therefore, State of New Hampshire income taxes in the amount of
approximately $-0-, $-0- and $217,000 were reflected in 2010, 2009 and 2008, respectively, under “Net
(loss) earnings from investments accounted for under the equity method” in the accompanying
consolidated statements of income.

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

{in‘thousands) 2010 2009

erprise Tax

Less current deferred ast

We had a federal net operating loss in 2009 in the amount of approximately $4.1 million. The net
operating loss, which can be carried forward until the year 2029, is expected to be partially utilized in
2010 in the amount of $1.6 million with the balance of $2.5 million carried forward to 2011. The benefit
of the net operating loss carried forward is approximately $862,000 and is included in Deferred Income
Taxes in the Consolidated Balance Sheet as of December 31, 2010.

, As of December 31,2010, we estimated approximately $374,000 of cumulative federal
alternative minimum tax credits that may be carried forward indefinitely as a credit against our regular tax

Tiability.
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As of December 31, 2010, we had New Hampshire Business Enterprise Tax (“NHBET”) credits
as follows: '

Year of Original Remaining Year of
_Origination Amount Amount Expiration

(in thousands)

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

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

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

revenue.

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

positions.

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

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

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

{in‘thousands)

Total long-term debt, net of current portion ] 59,66 3

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

before the interest rate change date.

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

(in thousands) , Amount.

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

shareholders.
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Several of Pennichuck Water’s loan agreements contain a covenant that prevents Pennichuck
Water from declaring dividends if Pennichuck Water does not maintain a minimum net worth of $4.5
million. As of December 31, 2010 and 2009, Pennichuck Water’s net worth was $53.1 million and $52.6

million, respectively.

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

respectively.

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

was $56.2 million and $55.2 million, respectively.

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

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

(in thousands) 2010 ' 2009

 Interest rate at year end 3.25%

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

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

in accumulated other comprehensive loss.
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Swap settlements are recorded in the income statement with the hedged item as interest
expense. During the twelve months ended December 31, 2010, $145,000, pre-tax, was reclassified from
accumulated other comprehensive loss to interest expense as a result of swap settlements. We expect to
reclassify approximately $167,000, pre-tax, from accumulated other comprehensive loss to interest
expense as a result of swap settlements, over the next twelve months.

Note 10—Shareholder Rights Plan

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

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

plan.

Note 11—Quarterly Financial Data (Unaudited)

First Second Third Fourth
(in thousands, except per share amounts) Quarter ~ Quarter Quarter . Quarter

Operating Income

Diluted T (0.02) 0.18 032
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Lexy’ Capitahued On d Engk ) (89,788} “ . s 5 (69,768 - .

“ Oaliars t«ggliqui.qlq:_

N
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HARAL 2013 Rate Case » Test Yaar 201201604 01 Schedules\Copy of Mgt Fee Allocation 12 31 12 - Adjusiment xisx

Wages 8
Tier2 Tler3 Exdnges Ooly
] L Tiet Allogation {Requlated +  (PWW+PEUs Tierd, {badgated
1 T equired Snecial Mocation Tiee (Al PWSCY PWSC) {Requiated} PWSC Only PAC Only  3pecificslly on
Faghities - Manchrster Streel
Office Supplies & Expense 35,553 1 35,653 - W ¥ w w .
Orfice Equipmant Rental 31,660, %. 31,650 - « - * - »
Rental Exp HECOP 11} 282.27¢ 1 2278 . « R A . .
Manchoster St Phone 25,287 3 25,757 S a ~ . N .
HECOR W Fitup Aliowance . 3 IS -, » > « N .
Marchaster St Blectric 38,184, ) 30,184 - - B . « .
IMairtenance Manchester St 29 896 k3 29,898 " R - « » .
Fifice Equmment malntenance 17.226 £ 17,228 - - . « - .
Misceflanaous Charnes
Senior Managamant Vehicies 5356 ¥ 5,355 - - . . -
Senior Maragement Fuel Purchased 732 kS 7.7 3 - x » .
Senor Management Vehicle Registrations D8 % £OR - - ¥ R .
Couriar & Exprass Mail Bxpense 1,087 k 1087 » . » B -
Dutside Svos (Bupervision/Spec Sves) 220,330 1 220,820 » » - . « -
Mestings and Conventions 14,168 ¥ 14,185 > - - - -
ticense Faes 15,084 1 15,034 # - “ . - .
Nerls 1.87% 3 1.971 » v - - + 0
Hecruter Foes 3,645 1 3,845 w - . “ » N
Engineenng Dapt Expensa 4,865 * - IS " 4,685 - . e
Engineanang Vehictas 4303 £ - S « 2303 “ N N
B erring « Fuo Furchaserd 21,857 A “ - " 24.857 - . .
Engneering ~ Vetde Ragiswaion 1,855 4 - - - 1,950 . . «
Muaint of Communication Equip 3.530 Z ¥ 3,530 ¥ u . B .
JComputer Maintenanca 411,489 ki 311,458 - . v . . .
Comm Deprotiation 53,831 2 . 58 831 . 5 - - .
Computer Sepreciation 259172 ¢ * “ 5 " - .
Office Furniture Depreciation 38,061 % « - . - .
Amart Recruiler Feos (Def Chos) . b1
Union Negallations - 2011 25,856 %
Compensation Study - 2008 '-' b1 Do
Frotal Allocadle Expenses i 5838 5885 | R R 2 ADLATY 0542 * 103 555
TR o T TTI— TR s ot s
Tier 1 - use the corpormte expense allacation betwaan 185C, PWEC and ragudated uiifities. Tha allocation armong ttllities wil be based o 1otal assets and custontars,
Tiar 2+ allnoate to FWW, PEU, PAC and PWEG based on total assets and tustomers
Tier 3~ allecate to PWW, PEU und PWSC based en tatsl assats and custoners
Tier 4 - attocate to the reguiated wiilies (FWW, PEL anu PAC) based on total assets and custormers
(1) Retention/Banus, Ovarlime, Merit increases and summer wmp help are inchiied In Cfficery' and Oftice Salatins
{2} Outside Services include teimporary heip from temparary services providers
{3} Efectively, all Admin 8 Gon Expensa (ntd Engmeerlng) are aliocated less insurange, Regulatary Cemmission, Memberships. Misc General, Public Relations snd Charitable Convibutions and Unior Benefis
o ——

1]
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[ N n T A CompAne)

Real Extate

* . PWS customers based on municpality customera and pro ratad based on services rendered

Total Con Ops
PwW PEY Pittsfield Reguiatd___ (Pws)1 ase) Total
Ry 5 $ 28084,48¢ § §283,%6 $ 821,120 § 35098987 § 2807311 § -8 IAL R rad
: 92.88% 7.42% 0.00% 160 00%
= I % T - 2012 105 b 4] 106
1 W‘cummﬁf halp) 99,06% 094% 0.00% 100.00%
] Footage - w/ addt] lease spare 17,6891 4,574 o 19,465
xrasiar Streat Facilty® 9101% 8.05% S.00% 100.00%
Totnt Assets? § 241107852 % 43,108,532 S 4,835,412 $ 289081798 & 176914 2,371,238 § 291,590,847
83 41% 14 91% 167% ©3 123% 0.08% 081% 180 00%
et 28.871 6,969 ez9 34,454
T7.95% 20.22% 182% 100 60%
£0.85% 17 57% 1.75% 95 75% 4 05% 0.2G% 100 (0%
Check Totat
2,804,119 649 9863 084 727 3,898,709 156,467 T6 S 3.5a2 852 k] -
77 25% 18 92% 168% 4 08 D.20%
'L TSC employres nat counted a5 thelr payroll and benefits are charged directly; PWS - 100% of 4 smployes and 50% af 1 employes charged directly and nos counted
’ Based on December 2012 Preliminary Less lntercampany AScourl 8alances par CharliefLany 507
Totsl Con Ops Real Estate
PWW PEY Plisfialid: R PWS) 1 (T8¢} Totat
ot Assats® $ 241078582 X 43,108533 § 4,835,472 S282.081798 5 175814 § £ 08 288,228,712
' a3a1 14 81% 167% 93 4% O 0RY% 0.00% 100.00%
Contiimeed 26871 8959 32 34,459 8,501 6 42970
77 96% 2022 1.82% 80 22% 18 78%
J\me Pareentage 80 69% 97 87% 175% 90 08% 2.02%, 100 U0%
e - Check Tota)
Afioeandn’ of Allocablo Expenses 855,868 142 835 14.227 812,950 83,628 a g 202,476 5 .
Effective Allocation % 72 68% 1% 93% 1.58% 2 92% NiA

HAPAC 2013 Rate Cana - Test Year 2012\1604 01 Schedules'Copy af Mg;-nt Fen Allocation 12 31 12 . adjustment i
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PWSC only and PAC atily
Total Allocations

o

tnatigeated
LR N

T e g gty S
Allesation Caleubtian.. Tar 1, PRU30d FWSCY
Con Ops Real Estate
PwWwW LPEY . Pitshield. g {ISCY Toal
Trotef Assate® ¥ 241107852 § 43,108,533 F 176914 ¥ 284393300
] 84 78% 18 18% 0.08% 100 00%
Costimorst 26,871 6.955 8,501 42,341
63 48% 16 48% 26.08% 100 00%
{ainage Percantage 7412% 18.01% a7 10C G0%
Allggation at Allocable Expenses H B . 0 & B 0 F3 .
Efecthia Allocation % #OIVIO! #wio! N/A B0V NA
Allogaten Caleyiation: T Rilaind Comoamen)
Con Ops Reai Lstate
PWW o PEY o pitsheld pws) syt Tatal
Fromt Assots? 5 241107052 S 43,108,553 % 4,835,412 5 289,081,738
83 41% 14.91% 167% 99 99%
Customars® 28,871 5,988 829 34,460
77 88% 20 22% 182% 100 H0%
J\W Percentage BO 83% 17 81% 1.75% 100.0%%
. - . ) Check Tota)
Alkodatianof Allocable Expenses % 643,511 & 140,793 8 14,023 [ 3 $ £01,327 2 -
JEfdenvx Allocation 5 80 88% 7 5% 178% Ni Nia
Con Ops Keai kstage
‘ PWW PEU Pittsfleld Pws) asg)’ Total Check Total
Siruct Allocsble Costs 0 o ) 170,342 7 g 170,342 3 .
N A NIA
Summary st Aocitiony: PWW PEU ) Pigstiold .o Totals
Tieet 2,984,119 849,863 i ; 3,862,802
Tier 2 555,808 142,835 402,478
Tior 3 - - - . -
Yoer 4 648 519 140,793 B . 501327

Eheck Tota

HPAC 2013 Rete Case - Test Year 201211804 01 SchedulasiCony of Mgmt Fee Allocation 12 31 12 - Adiustment xlsx
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2011 BENEFIT SUMMARY

Page 6

Post Retimunt Reattn Expenss
o Eamlayment Haalth Bxpense

munm yiage
Bortion.

13248
819,323
131018

51,887
131,117
870,974

3,178

73.6%2

11,048

22,107
3,084
35,887

Mnbon Wage Portien  ABpoation Method

- Specific
375213 Abocated bmdonmmamoas
ARG Ky i

TRELR Aliocated basad of pro-rais wages
ST0.874 PBosed on achual porticpation (HR)

2524 Allacaied baswd on pro-oita headcounts’

TAB22 Bused on actisal padickistion (HR)
9827 Aloosted basad on prowata hepdcounts
~ Alacated bused on pro-ats headcounts
18,850 Allocated based on pro-rata headeounts
§,391 Aflocated based on pr-rata headesunis
31.883 Allocsted based on pro-rats heancounts
217843 Aliveated based on pro-rata weles
5318 Alincated baspd on pro-rate wages
96,351 Allocatad hassd on pro-mia wages
52,126 Aliocated based on pro-rata wages
18,712 From LG's caladation
Spacific

224362 Alocmed Based Of PIO-TALS wanes
2H72 Avocaied based on pro-rats wages
32838 Mocma Dasad on pro-rits wages

4,827 982 2932832 Wages per Payroll (Payiosity}
180.860) (48,207) Year End Payroll Accruat Entry
...... 80,41 . 54.207.. Curment Manth Payrotl Accruat
A 837 708 ZEAT 84T
02 37.8%
B4 .48
. 5204 A V%
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Pennichuck Water Works ' Page 7

Work Order Allocation of Operations and Production Expenges
Formonth Ending 42134142 ...

208,759
183,587
184,788
230,130
82,468
Superit 86.688
OAfics Salan%&Wages wWrTe 84,964
Punfication Labor 80,147
Superintendence - Operations 108,504
eree Sataries - Operations 38,162
Maint: Meter Department 663 |
Wik Street Parking 6,404 |
{wil Street Office Supplies 17.030
VWil Street Gas 3.028
Will Street Electric 9,225
Al Street Phone 16,832
Mis¢Gen Exp Ops o 6,200
Migé T&D Materials & Supplies . 23,004
] Slones Expense 22,013
{Small Tools Expensa 18,030
jers - Non-Union Vehicles 32120
QPS: Non-Union Vehicle Reglstration 1,088
WTP Non-Union Vehitles 8,758
nion Vehicle Reglstration 505
poit Expense 49,755
NoA-Uiith Vehlcle Fuel Costs 40,076
{Vactor Machine -
Gen Equipment Exp < 1,553
Will Street Facility 10,073
Tools, Shop & Garage 25,761
1Other Tangible Equipment-Misc Equip 20,588
Noh-Ueion Transporation Depreciation 40,081
Total Allocable Expenses 4,605,889

HAPAC 2013 Rate Case - Test Year 2012\1604.01 Schedules\Copy of Mgmt Fee Allocation 12.31.12 - Adjustment.xax A/12/20131:15 PM
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2012 Warkorder Costs Page 8
o ; JM“ PN Tobbing: PACCopRSt hv: o PRU. Tolat

Laber 144,955.33 ©663,060.63 1,027,.37485 49,047.57 50,707.21 aso,zsslss "66,880.11 TRANTI §7,220,05 28,157.6%  467,337.51 2,965,381.43

Contractor Clearing 9,363.93 350.29 22144 14181727 9,252.52 » 482,758.32 - » 3,990.00 37025 649,837.94

Inventory: Pipes & Fittings 61,672.47 25414 66,822.27 ‘ 43,164,42 68,81 21,396,52 0 956.84 17,797.62 15,386.38 227,319.47

fnventery: Maters 320,748.21 . 37,489.01 - 575.61 1,278.81 7,297.04 1,896.72 806,02 25,803.40 6,109.79 402,004.61

Inventory: Misc TAD 522296 2,043.62 19,201.63 - 1,633.45 - 1,746.7¢8 4 500,80 2,027.49 7.296.3¢ 39,674.80

inventory: Chemicals - 651,687,64 > - - g 21,487.96 » 1,23276 - 54,647,414 729,285.77

Inventory: Fleet - B 9.34 2,227.82 E - e - » . » 2,237.46

Invertory: Backup Gen Fuel . 3,987.80 : B - - 16.00 - . . - 4,003,80

Misc T&D Supplles - - . - . 1,883,329 2 16.00 £ - - » 1,889.33

Truck 69,543.32 €8,271.31 224,978.19 1,915.57 23,551.46 132,786.62 24,397.50 82 02 10,672.57 12,7145 175,843.44 744,877.53

Backhoe 7,915.20 1,020,13 20,486.83 - 6,161.33 89.00 3,773.70 w» 57463 3,286.38 12,105.10 54,698.30

Compressor 85.00 . §,523.50 - - 332.50 586.63 X - . 826.75 414,38

inspection Fees . . . 98,333.00 3 % kS 2, . . 98,333.00

Overhead 14 mu L & 45,665.92 . v 2,348.77 62,394.54

Labor Overhead 2 F02929.8T : EL7004AR. 28E 19,;17440 339,259 51 2.025.:595.89

Misc General Equipment - R ;
Total Costs
Total Costs wio OH & CWIP 708 s:o;za 1.3?7 895»35 2.10“615 43 "7&3.719.23
% of Total 8.13% 23.42% 26.28% 2.85% 8.77%
% of Total wia OH & CWIP 0.10 0.26 0.28 0.01 .11
Ovhd Allacable to Work Orders
149,382 383,193 428,833 46,591 159,880 137,983 483 20,762 23,858 216,353 1,635,888

Totats by Company:
PWW 149,382 383,192 429,832 46,531 67,863 1,076,862 65.8%
PBEU 23,555 216,353 239,908 14.7%
PAC 483 20,762 21,245 1.3%
PWS . - . - i i . 21873 18.2%
Total Overhead 149,382 383,193 429833 45581 7883 0752 23535 216383 1,635,888 100.0%
% Labor 4.89% 23.03% 34.65% 1.65% 1.71% 13.16% 2.26% 0.01%- 1.93% 0.95% 15,76% 100.00%

070, 080 & Fleet Labor Ovarhead hes been calculated per Charile.

HPAC 2013 Rate Case - Test Year 201211604 01 Schedules\Copy of Mot Foe Allocation 12 31 12 - Adjustment xlsx
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Assets Allocation fta other y & el
For Month Ending 123112

42
Eftective Tax Rate - current Page 8
----- Dothirs Apelisadie tox L .
i 3 2= 3o R 1055
Tier Alloeation [Requiated +  (PWW+PEU+ Terd ‘spectfically
Rate of Return _ Net Book Value Required Tier1 (Al Pwscy BwWsc) {Requlated) S¢C O BACOnly onTSCPIL}
2340 Aumniture & Equipment SR RG] ZD04Bg &g 1 [ERETH s i . N - «
2341 paation Equipment 40.965 1.340.488.77 2 » 80,965 B B . . "
2343 1Toels, Shog & Garage Squpment 19,544 2523204, 2 v . 19,644 . R P .
2304 JConmtnasiian Metory 114 188387 2 . 114 M N . P .
2345  {Pd Cparatad Equi 10.943 181,167 80 2 * 10,243 " > - - -
2346 X 41,818 £65.004 .92 & - - 3 41818 - ‘e -
2347 4e47 892,531,38 k3 42 ~ . - » - m‘
2348 23,850 385,008 00 4 > - - 23,853 * » »
2304-70D fail 43363 & « » 2% E3 . - «
2304-750 10868 5A28847.25 3 - ¥ 13,883 » - - -
950 ] R Y337 & R . . - .
955 4 : st Heain Y ] % B . « . «
280 Dafared Post Bmployment Meaith 3 Erisnag »e - - . - %
205 oeterony SERP 1 45,183 = . . . . .
240 JYEBA Tust - Unien E) ] . . . . . .
448 JVBEA Trust . Non-ution i e - « - B .
225 SPROCHIY Fres . > 3 - . s B - -
204 il Neégolistions - 2010 1304 1 v . - . N :
Lntundad EAS 108 & BAS 158 Gomy et cttmaral SR0I8)
950 ‘fDeferved Cauts” o
°wO Fropleyment Health
885 ’ ast Retitement Hewith
248 Ot SERP
236 Legs: Acarued Liability Porslon - 8T
2 fass Accrued Liatility Pengion - LT
304 jregw Post Employmant Manith Liabity « 8T
03 Lass; Past Empluyment Heslth Leablity - LT
306 Acerued Lianilily SERP
440 \ Truat « Union
445 VEBA Trust « Noneunion
316 Gess: Fast Retirement Liablidy Heatth « ST w.o
k3E] Laxs: Post Retiremend Liabiiry teatin - LT ! (2.740.031)
L3S Tox Impact of cument fective 1ax rale L S5
ot impact Urifunded FAS 106 & FAS 158 Gasts [ (e are] {(1,519.36}] % {108.678) . - - ‘ . .
ATuta) Allorabie Expenses 723,043 11.970,930.80 l %{72.2 w ﬁ:‘:“)‘/‘ . ;‘-. m—c -

Tior 1 - usa thi corporate expense afiocation belweun TSC, PWSGC and rmgulated wilities The allscation among btilities witl ba based on tolel assets and custamers

Tier 2 - allocate to PWW, PEL, PAC and PWEC based on total assels amd custiiners

Tier3 « sllocate o PWW, PEU and PWEC died on fofa! asssis and customers

Tiar 4 - allncate to the regulated utlilties (PWW, PEL and PAC) based on tetl assats and custorers

Note: Laboratory Equipment rotinciuded Currently, PWW charges 2 518 foe for at 1ab work which 1 considered lo be a competiive pace and §5 Highey thar chargod by the State of New Hampshire

HAPAC 2013 Rate Case - Tast Year 201211604 01 Schedules\Cnpy of Mgmt Fea Allacation 12 31 12 « Adjustment xisx A2 315 M
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Tatal ConOps Redl Esate
PWW PEU Pisfield. . Beguistad (PSR i.TSCl‘ Total
28084400 8,283,388 ° 851,120 $ 25050967 S 2687317 LTS sraaeary
92 88% T 2% €& D0% 100 80%
8 (FTES) - 2092 105 5 o 187
SUMMar naip) AREO% 141% 0 D0%% 100 G0%
k Raotage ~ w/ aduri leass spave 17094 1574 D 13,465
Manshestor Street Facility #1.91% B08% Q.nosk 100.00%
Yot Asue? & 24LIUT852 5 450833 ¥ 4.835412 THB051788 §  ITAST4 ¥ QITLAEG SLBY.609.84Y
§349% 14 81% CO1ET% a9 13% 11 UR% 081% 10.Dus
Custimen™ 26,87 6,989 629 24,485
N : 17 96% 20 22% 183% 100 00%
Faveinge Pemeantage 80 59% 1¥ 57% 175% 96 83% 4 17% Lo 100 20%
¥ ) Check Total
JAligeation of Allueabie Expenses 217782 84 893 8853 811,826 Z2 A0 1970 % 36,008 % .
Efteetivn Allocation % PS5 16 80% 187% LAYEN L20%
1~ TSC @imployes net colntnd s therr nayrol and benelits are chargad directy; FWS - 150% 0f 1 pmployae ar 50% of 1 amplovas charged direclly and not counted
¢ Besed on [ bar 2012 Srehmiozey Less K paty kocaunt B per Cnate/Lagy 507
¥« Basad on Ducombire 2012 Acluals
%+ Efiective 5131108 YSC wit aotbe charged square fostage
Total Con Ops Real Estate
PWW e PEL utated (PWS)1 . .. {TSC)L. Totai
Tq&_&i.ﬁ.ﬁsuls' $ 231107852 5 43009633 ¢ 4836452 § ZRONRLTOR S 176314 %
n B3 419 1491% 1 87% 89 94% 0 06%
Cupgimners? 26871 969 629 34,465 P 12370
7T e 20 22% 182% 83 22%
Avempn Porcentage 8D BY% 17T 87% L79% 4G Q8% $E0.00%
Chack Total
Aloeebon af Alioeable Expenses 66878 14,564 1451 BZB%2 [ H Q2022 3 -
Etacsen Allocation % 7268% 15 83t 188% NA
Y« PWS customers based on municipality customners and pro rated based on sevices fepdared
B T Y Y T P T T T e YT Y v e
TARecation Galculation s The:d (W, PEUana TWSC)
Con Ogs Real Estate
) Pitisflaly, {PWs) {TSC} Jotal
Totat Asgeist $ ) s 178914 o 4 204,383,300
0.06% 106 (K
o 687 6.969 8,501 42541
€3 36% 16 46% 20-09% 100 20%
Aetrigh Poroeniage 74122 15845 1007% 100 00%
" . Check Total
Docation: of Allocabie Expenses 3 2838 3 4.828 o & 3,417 d N 0,538 £ .
. T2 15 B1% A 1007% NiA

HIAPAC 2093 Rata Case « Tedt Yeur 201201804 04 Schedules\Copy of Mgmt Fos Allosalon 12 31 12« Adjustment xiax
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Page 11
T s L
o Con ops Neat Estate
_ £ PEY. Phlield (FWE) rsey! Total
{ToRe] Asnuts? 5 241307850 § 42100533 § 4805412 § 260,061,768
83 41% 14 41% 167% 166.90%
Cutlomars 26,871 629 24468
77 96% 1.83% 100 0%
Ayt Pertentagn 80.86% 5% 100 01%
] ) . . ) Check Total
JAIRzatien a? Allocable Expenses 3 52824 § s 1.148 o a 3 85,474 $ .
l&x b Allocution % 80,68% 1 75% NA £V
1 sﬁpmcﬂmmum &lcumimi:'ﬁtr&? o R
Gon Ops Real kstute
o Pww PEY, Pitsfield __ North Country {Pws) rsey’ Tetal Check Total
| Birest Allecable Costs ) a T C ’ » [ - 5 &
] NiA A AR
Pww PEU = Pittsfield Nutth Gountry _ Gon Ops {PWS) ET] Totals
412,787 B 543 8563 - 22,312 1K17C 535,008
-3 38,878 14.564 1.481 B 9129 . 92 022
Tierd 22638 4828 . 5,075 . 30,538
Joned 52824 91,504 1,145 N “ 65474
d .
PUWSClonly anu PAC only o A X s TSC. - Gt Tom
81l Allocations EEE ety PR A Py N
wan g ) BN AP0 ONE

WW ey ,kfjaxpunsc allozation » Py
| P aderating expense sliotation - PEU
“operating expensa allocation - Pitstiad

Wt opemting expense allocalion - PO
1PN R aperating exponse allaention » PWs
AtV operating expense altocailon - TSC

ChimeTotals

At fes
P (167922 ‘g~
i 120789 %
: 11850 &
H

¥

k3

Monthty Amty:

2678
o

HAPAC 2013 Rate Case -~ Test Year201211804.01 Schagulea

ony of Mamit Fee Allacalon 12 51 42+ Adjustinent xisx
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Mgmz Fas E: ot iary O ,
Fot Month Ending v431m12
Profevsionsl Feas 57400
D3O Insumnce 38&50
Anfuat Repont Cost
Aotiitors ExpensaBEE Lagal 190,70
Corp chamtm LegatAmedian Binek Teanstar 4, zoa
b y 2127
mamwmwm cmrwu a7
Board of Dimciors 113,435
mmmamum . T e Page 12
Miesaticalsnion Swve LI Soomatms)
. P PEUY Pintialy ool Roguisted . ConDos (PW8) . ReslEstin (Taét  Toml
Revenuss $ B0 S 6236 § 681,120 s 35058067 % weasA 8 < 8 37482T7
{Drsiomps 2012 iy, AD% 18 83% 183% 712% o0 100 0%
) 1 M107852 % Q108533 § 4835812 ) 2051798 3 3 LTV 2371238 $201,509.947
Deonrhec2012 Prelimg 32068% 18 78% 1EOR 0.08% oA 100,004
Aveade Porverage 7 54N 18.71% 1 % 1890% 041% 100.00%
] . Shagk.
Adlocation of Atacobis Expenses 335,018 o7.108 7450 $ 9678 15331 LT 5 AZI4s 3 ‘

s

§

s

H

] 15,331 16326 5
WmQ Fow Expanse AROCtion « TSG 3 1738 1,808 )

c_ammm % PO 4 P 3 x
HAPAL 2013 Rate Catse - Test Yeat 2002180401 & les'\Copy of gt Fae AN $2.31.32 « At  xixx
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WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(27)

(27)  Uniform Statistical Report — Not Applicable.

453



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(28)

(28) Summary Work Papers — To be submitted with testimony and supporting
schedules in 1604-06. '
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