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Utility’s cost depends on many issues

Friday, Janasary 10, 2003

By BRAD LEIGHTON. Telegraph Staft, [eightonbfitelagraph-nh.com

NASHUA - Typically, when somecne considers buying something, the first quastion is: “What will it

cost?”

The same is true for the proposed city acquisition

of Pznnichuck Corp., the local water company,

Since Philadelnhia Suburban Corp.'s stock-for-stock cffar Is between $95 rniliiun and $106 million,
then $100 million might seem like a reasonable numbser,

But a municipa! purchase would be an outright buyout and that carries additiona! costs, sald
Maurice Arel, the company’s president and chief executive officer,

To accept any city offer, Pennichuck would first ha
agreement with Phlladelphia Suburban, which cerfies @ $2.5 miilion
fee written into that agraement. Pennichuck wollld ask that the fee
be incfuded in the price for a mupicipa! takeover, Arel said.

Pennichuck waould also ask that its sharcholders be reimbursed for

ve to dissolve its Learn More

An_archive of the
regarding t—h‘e—gcﬁe of
Pennichuck Corp.

cepital gains taxes, he said, Since the Philadelphia Suburban offer is a stock-for-stuck trade,
Pennichuck shzrehoiders would not he subjact to @ capital gains tax in that deal,

In @ putlic purchase, however, the stcck weuld be bought and dissolved. That, in effect, would

force a capital gains tax on shareholders.

Pennichuck would have to reimburse its financial adviser, 5G Barr Devlin, scme $1.5 million based

on the finance company’s contract with the utility.
onto the city, Arel sald.

The company could alsa ask that its stockholders
Fennichuck stock, since those earnings waould not
taking of their property, said Stephen Densberger

Ward 5 Alderman Brian McCarthy, who chairs the
said the city would dispute these costs. If the pure
Public Utilitles Commission decides it is in the pub
purchase price and whatiher these additional costs

A quick survey of somie other public takeovers of
settlament price is often behween two to four time
value in this case is the shareholders’ investment

For example, an individual's hame mortgage inclu
armount still owed the bank in principal. Add them

house, Tt's different than “market value,” which ig

Company officlals wouid ash: that cost be passed

be compensated for future earnings on the
be realized because of trie emlnent domain
, the company's executive vice president.

aldermanlc ccmmittee on the proposed purchese,
chase goes to eminent domain and the state

lic interest, then the PUC would determine the
are Included.

private water companies show that the final

s the “net book value” of the cempany, The book
in the company - the equity = plus the dabt,

des the amaount paid off - the equity ~ and the
tagether and it gives you what wes peid for the
tha price the preoperty would fetch if it was put
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on the market today,

Looking at previous sales of water utilities gives an
municipal takeover.

For example:

n Last year, the city of Indianapalis bought its watey

ol STvekd ag g Foder ke

Idea cf how much Pennichuck might sell for in a

utility from the Indiana-tased energy

compahy NiSource for $522.5 million, or about three times the book value recorded in federal

Securities and Exchange Commission filings.

n Last year, Fernandina Beach, Fla,, bought its wat r system from the Florida Public Utilities Co. for

$24.6 million, or 42 times boo.< value.

n In 2001, Salisbury, Mass., bought its utility from
million, a little less than twice the boak value, said
town’s water committee.

1 In 1886, the Massachusetts towns of Dedham an
which was a little less than twice the book value, sa
Dedham-Westwood Water District.

erry Klima, a retired lawyer whe sat on the

%hn Arnericar Water Worlks Co. for $11.5

Vestv.ooo bought their utility for $8.5 millicn,
d Nan Crossiand, executive director of the

Pennichuck’s book value is about 358 million - $27 m:llmn in debt and $31 miliion in equity. So,

using the book value rule of thumb, the utility coul
million.

«Llim:a said the ratio of book value to final purchase
frot ) state to state.

ost anywhere hetween $116 million to $232

rice car vary greatly from utility to utility and

“’ | caution against directly comparing book value versus purchase price,” he said. "All you are

U1 «ing to get at is a fair market value for the utility.
datermined by state laws on the public purchase of
r;one before the state’s PUC,”

What the final purchase price is often
a utllity as we!l as previous cases that have

The New Harnpshire Public Utilities Commission already has indicated that it wouldn't necessarily
include any damages to Philadelphia Suburban. There is little legal precedent in New Hampshire
that would guide the PUC as to what Is a reimbursable expense and what isn't, said Gary Epler, the

PUC’s general counsel.

"The commission would need to hear arguments on| both sides and then make a ruling,” he said.

.t is impossible to say now what the PUC would er

vauldn't consider legitimate compensation to

Pennichuck stockholders in a public taking of the campany, said Mark Naylor, director of the

commiission’s gas and water divisions.

“In my 12 years wlth the commission, we really ha
utiiities, We have one right now with the city of Ber
said.

"Hudson did file a Chapter 38 feminent domain tak
from Consumers New Rampshire, But then Pennich
worked for all three. It never got to the poalnt of us
included.”

‘en’t had any eminent domain takings of
lin taking the hydroelactiic plant there,” ha

ng) when they were taking their water utility
uck stepped in and they workad out a deal that
determining a price or what costs would be

Hudson bought its water utility from Consumers Water Co. for $34.5

off the non-Hudson assets to Pennichuck for $7.5
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miliian in 1998 and then sold
iilion.
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