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Dear Mr. Conner:

Pursuant to your authorization, we have made a replacement cost new (“RCN”) determination of
the tangible personal property associated with the water system owned and operated by Pennichuck Water
Works, Inc. (“PWW™) as of December 31, 2004.

At your request, we conducted the RCN determination in close concert with and under the
supervision Mr. Richard Riethmiller. Mr. Riethmiller’s primary function, in addition to supervising the
RCN determination, was to perform the depreciation analysis. Mr. Riethmiller provided his depreciation
analysis to us and we incorporated his analysis into the RCNLD determination presented in our report.

We understand the RCNLD determination is being incorporated by Mr. Robert Reilly, of N
Willamette Management Associates, as a part of his overall fair market value appraisal of the operating
assets of PWW system. During the course of the assignment, we met with both Mr. Riethmiller and Mr.
Reilly to coordinate the aspects of the RCN and the RCNLD with Mr. Reilly’s overall valuation. We
believe these meetings resulted in a consistent and complete analysis of the value of PWW:s tangible
assets.

In our opinion, the total RCN of Pennichuck’s tangible assets is $551,298,000 (rounded) as of
December 31, 2004. Afier factoring in Mr. Riethmiller’s observed depreciation assessment, the total
RCNLD of PWW’s tangible personal property assets is determined to be $412,155,000 (rounded).

This letter, and the following narrative report, presents our findings and conclusions as of
December 31, 2004. Our report describes the methodologies employed and the Schedules that present the
RCNLD analysis.

We gratefully acknowledge the assistance of Pennichuck’s personnel in the conduct of our
analysis.

Respectfully Submitted,
GANNETT FLEMING, INC.

PRSIV ==

HAROLD WALKER, III

Manager, Financial Studies

Valuation and Rate Division
HW:amp

A Tradition of Excellence
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INTRODUCTION
Pennichuck Valuation Purpose

I understand that the City of Nashua has filed a petition to condemn the operating assets of
Pennichuck Water Works, Inc. (“PWW?”), located in the City of Nashua, New Hampshire and ten
outlying communities. As a result, counsel for PWW engaged Gannett Fleming, Inc.
(“Gannett”) to conduct a replacement cost new (“RCN”) determination of the tangible personal
property associated with the water system owned and operated by PWW. Gannett conducted the
RCN determination in close concert under the supervision of Mr. Richard Riethmiller. In doing
so, Gannett assisted Mr. Riethmiller in completing his replacement cost new less depreciation
(“RCNLD”) analysis of PWW’s tangible personal property being condemned. Specifically, Mr.
Riethmiller analyzed the extent of observed or existing depreciation in the System in order to
determine an observed depreciation assessment of the tangible personal property. We then
applied the results of Mr. Riethmiller’s depreciation analysis to the RCN in order to calculate the
RCNLD of the tangible personal property in the PWW System as of December 31, 2004. The
RCNLD will ultimately be updated to the date of hearing.

Mr. Riethmiller’s RCNLD determination is being incorporated by Mr. Robert Reilly, of
Willamette Management Associates, as a part of his overall fair market value appraisal of the
operating assets of the PWW System. During the course of the assignment, Gannett met with -
both Mr. Riethmiller and Mr. Reilly to coordinate all aspects of the RCN and the RCNLD with
Mr. Reilly’s overall appraisal. These meetings resulted in a consistent and complete analysis of
the value of the PWW’s tangible assets.

The purpose of this report is to describe the results of the RCN and present the findings of the
RCNLD based upon Mr. Riethmiller’s observed depreciation analysis. It should be noted that
the RCNLD values presented herein relate primarily to PWW?’s structures and improvements and
do not include the value of the land or the discrete intangible assets that are being valued by
others. This report incorporates Attachment HW-2 and Attachment HW-3. When the report
makes reference to a Schedule, it is referring to the Schedules contained in Attachment HW-2
unless otherwise noted.

Attachment HW-2 is composed of 20 Schedules and presents the findings of the RCN and
RCNLD analysis. Attachment HW-3 is composed of the workpapers which provide additional
detail supporting the RCN presented in Attachment HW-2. It should be noted that not all
Schedules contained in Attachment HW-2 have additional detailed workpapers. Accordingly,
Attachment HW-3 schedules are not numbered consecutively. Rather the Schedules contained in
Attachment HW-3 are numbered to coincide with the Schedule numbering in Attachment HW-2
for ease of reference.

Replacement Cost New Less Depreciation
Based on our analysis, the total RCN of PWW’s tangible personal property is $551,000,000
(rounded) as of December 31, 2004. After factoring in Mr. Riethmiller’s observed depreciation

assessment, the total RCNLD of PWW’s tangible assets is determined to be $412,000,000
(rounded). Schedule 1 presents the overall RCNLD for PWW’s tangible personal property.
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Schedules 2 through 19 provide the complete and detailed analysis describing PWW’s inventory,
quantities, unit costs, replacement costs new, observed depreciation assessment percentages and
the RCNLD (summarized for each asset account) that is summarized on Schedule 1.

Replacement Cost New

The RCN method is one of several appraisal methods available within the cost approach. The
replacement cost new method measures the current cost of replacing service of an existing
property with similar new property having the nearest equivalent utility to the property being
valued (as defined by the International Glossary of Business Valuation Terms). For purposes of
this assignment, the RCN is defined as the estimated cost of replacing the water treatment,
storage and distribution assets of PWW System’s under current conditions with equivalent and/or
similarly functional property. Our approach also assumed construction of the entire system in
one continuous effort.

The RCN and RCNLD included the research and verification of the inventory of PWW’s
tangible personal property. Upon verification of the inventory, current material costs, current
construction costs, engineering costs, administration costs, interest during construction, and
entrepreneurial profit' were applied to the inventory listing in order to determine the RCN. The
RCNLD method assumes that the system would be recreated under the conditions existing at the
date certain, using the similar materials, standards, design, layout, and quality of workmanship -
used to create the original assets.

It should be noted that since the RCN is based primarily on replacement cost new, Mr.
Riethmiller adjusted his condition assessment to reflect functional obsolescence to the extent
applicable. That is, since the RCN used here is the cost to replace the existing assets with assets
that may be functionally superior to the existing property, Mr. Riethmiller may have lowered his
condition assessment to account for functional obsolescence where he deemed necessary. In
limited instances, the RCN presented here is based on a trended original cost due to the type of
assets being assessed. This latter approach was limited primarily to those items that comprise the
General Plant accounts and other similar accounts (accounts 339.4-348.5) that include such items
as furniture, tools, communication equipment, etc.

INVENTORY AND PRICING

The first step in the RCN analysis was to prepare a detailed and comprehensive inventory of the
PWW System assets. PWW personnel were initially interviewed in order to develop an
overview of the system and to identify the various records that could be used to develop the most
accurate accounting of the PWW System inventory. PWW personnel also identified and guided
the Gannett inventory staff to all known, visible assets in the system. The PWW System records
were examined and reviewed for purposes of developing the inventory. The following data
sources were reviewed to extract information on the existing components of the PWW System:

' The administration costs and entrepreneurial profit are those of the contractors and engineers. The cost of
overhead of the entity having the water system constructed has not been included. Generally overhead costs are
allocated as part of an asset’s cost, and usually represent 5% to 15% of infrastructure asset total costs.
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e Work order files, filed by work order (paper filed in PWW’s main office and electronic
copies).

e Mains listing (electronic engineering file).

e Services listing (electronic engineering file).

e Valve listing (electronic engineering file).

e Hydrant listing (electronic engineering file).

e Meter listing (electronic engineering file).

e General plant account (electronic engineering file).

e Distribution system map prepared to scale, showing water lines, valves, and hydrants.
e Inspection reports of the overall system and specific tanks.

e Drawings and plans.

e Previously published annual reports of system data.

e Interviews of PWW’s personnel with institutional knowledge of the PWW’s System
operation and assets.

e System inspection.

For regulatory purposes, PWW also maintains a listing of all pertinent property with original
(historical) cost dollars in a record called the Property Budget or Continuing Property Records
(“CPR”). This original cost data in the CPR are used to establish rates in the regulatory process
and are typically very accurate in regard to historical costs. However, the property units listed
are often not totally reflective of the actual property in the System. Our review of the PWW
CPR records confirmed that, although the original cost data were accurate, the property units did
not adequately reflect the actual property in the System to serve as the sole information source
for our inventory. However, the CPR records were utilized as a check against the electronic
engineering records and other inventory sources that were utilized.

PWW’s tangible assets were inventoried, priced and grouped according to the uniform system of
accounts for water utilities listed below.

304.2 Structures and Improvements

305.2 Collection and Impounding Reservoirs
307.2 Wells and Springs

311.2 Pumping Equipment

320.3 Water Treatment Equipment
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330.4 Distribution Reservoirs and Standpipes
331.4 Transmission and Distribution Mains
333.4 Services
334.4 Meters and Meter Installations
335.4 Hydrants
""""" 339.4 Other Plant and Miscellaneous Equipment
340.5 Office Fumiture and Equipment
341.5 Transportation Equipment
343.5 Tools, Shop and Garage Equipment
344.5 Laboratory Furniture & Equipment
346.5 Communication Equipment
347.5 Miscellaneous Equipment
348.5 Other Tangible Plant

The uniform system of accounts allows for some assets to be broken down and separated by
functionality of the unit asset rather than the total asset. For example, a booster station could be
disaggregated with the pumps being placed in account 311.2 and its related structure into account
304.2. For RCN purposes the total assets were kept together in one account that best describes
the overall asset’s use. In reference to the previous example, the entire booster station was
grouped in its entirety in account 311.2.

After we completed the inventory of the PWW System assets, we conducted the inventory
pricing phase of our analysis to determine the RCN of the entire system. Material and equipment
costs were obtained either by direct quote from New Hampshire contractors, from
manufacturer’s published pricing list(s), PWW’s capital budget reports for the years 2002-05;
Bancroft Contracting Corp bid dated January 2004; US Pipe Co.; contracts 1-2 for PWW’s WTP
upgrade; Gannett Fleming’s bid database; work order details for new Hampshire utilities or from
a published service such as New Hampshire Department of Transportation, Weighted Average
Unit Prices for Projects; R.S. Means: 2004 Heavy Construction Cost Data; and R.S. Means:
2004 Facilities Construction Cost Data.

Labor and equipment crews were priced out based on information from contractors in the PWW
area or based on the above-referenced sources. In almost all cases, items were priced based upon
the actual item inventoried. In cases where a particular item was no longer available or
economically justified, the pricing on current similar products was incorporated. For instance,
cast iron pipe is no longer produced. The cast iron mains were priced out as ductile iron. The
prevailing wage rates in the PWW area were used based on discussions with contractors and a
review of bid documents.

The sources of data used in the determination of the RCNLD include data related to the
quantities of material and equipment necessary to accomplish the replacement and the related
unit costs to purchase and install the materials and equipment.

Pricing the construction and development cost of the entire distribution system was estimated by
assuming one general contractor with 20 work crews. This would result in a reasonable
installation period of approximately 3.75 years. The installed price of the mass accounts items
(i.e., mains, services, meters and hydrants) was based on installing these assets in their current
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location(s) with the applicable pavement removal, pavement replacement, backfill, and bedding
included in the scope of work in accordance with what is the current standard. Pricing data on
this was provided by construction contractors and derived from bid documents, work orders and
New Hampshire Department of Transportation Unit Prices for Projects. In addition to material
and construction costs, we included estimates of engineering and administrative costs, interest
during the appropriate construction period (“AFUDC”), and entrepreneurial profits. The total
RCN indication is $551,000,000 (rounded) as reflected on Schedule 1.

- TANGIBLE ASSETS INCLUDED IN THE RCNLD

A listing of the individual assets that have been inventoried and priced is shown below by
assigned account. Schedules 2-19 provide a listing of: the quantities of material; equipment
necessary; and unit costs to result in the replacement of the assets.

304.2 Structures and Improvements
The assets comprising this account include the D and M Station, Merrimack River Intake,

Merrimack Pump Station and the Will St. Service Shop and Stores. The inventory and pricing
for most of these assets were based primarily on quantity take-offs from drawings. The exception
being the Will St. Service Shop and Stores where original costs where trended to current 2004
prices. The project engineering and inspection for the D and M Station, Merrimack River Intake,
and the Merrimack Pump Station was 15% and included all permitting. There was no project -
engineering and inspection assumed for the Will St. Service Shop and Stores. In total, four
assets were assumed to be constructed over a weighted average period of 8.6 months with an
annual AFUDC rate of 5%.

305.2 _Collection and Impounding Reservoirs

The assets comprising this account include the NHTCC-STS?, Supply Pond Dam, Harris Pond
Dam, Bowers Pond Dam, and Holt Pond Dam. The inventory and pricing for these assets were
based on quantity take-offs from drawings. The project engineering and inspection was assumed
to 7% and the AFUDC rate of 5% was assumed over a weight average period of 8.6 months.
Additionally we included a deduction for the future cost for the removal and restoration
(Negative Net Salvage) of the Merrimack Dam.

307.2 Wells and Springs
The assets comprising this account include:

Amberst Village Gravel Well
Ashley Common Bedrock Well
Atherton Commons Bedrock Well
Autumn Woods Bedrock Well
Bager Hill Bedrock Well

Bedford Water Co. Gravel Well
Birchfields Bedrock Well

Bon Terrain Gravel Well

* NHTCC stands for the New Hampshire Technical Community College and is also known as the Votech
Stormwater Treatment project.
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Drew Woods Bedrock Well
English Woods Bedrock Well
Glen Ridge Bedrock Well
Great Bay Bedrock Well

Hi & Lo Estates Bedrock Well
Hubbard Hill Bedrock Well
Maple Haven Bedrock Well
Powder Hill Bedrock Well
Redfield Estates Bedrock Well

Richardson Estates Bedrock Well

Souhegan Woods Gravel Well
Sweet Hill Bedrock Well
Twin Ridge Bedrock Well
Valleyfield Bedrock Well
Woodlands Bedrock Well

The inventory and pricing for these assets were based on quantity take-offs from drawings,
discussions with contractors, annual reports and other Company provided data. Each well was
assumed to be constructed over an eight-month period. Doing so resulted in AFUDC being
accrued over a weighted average of four months. The project engineering and inspection was ~

estimated to 15% of the project.

311.2 Pumping Equipment

PWW’s 36 booster stations comprise this account. For pricing purposes, the booster stations
were grouped around the type and size (based on equipment type and building size) of pumping
station. This was done to derive average stations required to meet each group’s requirements.
Underground pit stations were grouped together (type). The quantity take-offs used represented
an effort to identify a station that fell into the middle of the type of booster station based on size.

Below is a listing of the booster stations by group assigned.

Group - 1
Barr Farms Booster

Fifield Booster
Kessler Farm Booster
Shakespeare Booster
Skymeadow Booster
Taylor Falls Booster

Group -2
Bedford Water Company CWS

English Woods CWS
Glenridge CWS
Hi-Lo CWS

Hubbard Hill CWS
Maple Haven CWS
Redfield Estates CWS
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Richardson CWS

The Woodlands CWS
Ashley Commons CWS
Great Bay CWS

Sweet Hill CWS
Valleyfield CWS

Atherton Commons Booster

Group - 3
Soughegan Woods CWS

Cabot Preserve
Powder Hill

Badger Hill CWS
Twin Ridge CWS
Autumn Woods CWS

Group - 4

Donald Street

High Pine Booster

Main Dunstable Booster
Timberline Booster

Group -5
Soughegan Booster
Drew Woods CWS

Group - 6
Milford Booster

Cobum Ave. Booster
Pilgrim Hill Booster

The AVD booster station and the Great Brooks booster station were excluded from the RCNLD
because they are no longer in service. The Bon Terrain booster station was analyzed separately
from the booster stations placed into the six groups.

The inventory and pricing for the booster station assets was based on quantity take-offs from the
average booster station from each group. Each booster station was assumed to be constructed
over an eight-month period. Doing so resulted in AFUDC being accrued for over a weighted
average of four months. The project engineering and inspection was estimated to 15% of the
project.

320.3 Water Treatment Equipment

The water treatment equipment account is comprised solely of PWW’s water treatment plant.
Currently, PWW is in the process of upgrading its water treatment plant to meet more stringent
federally mandated water quality standards. The water treatment plant project is being
constructed in stages. The initial stage began in the second half of 2005 and the project is
expected to be completed in 2009. PWW has committed approximately $1.6 million in its 2005
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capital budget to completing the design phase required for this project. An additional $7.1
million has been allocated in its 2005 budget to initiate construction of required improvements.
The cost of the entire water treatment plant project is currently estimated at approximately $38
million.

When the final upgrade is completed it is estimated that about 20% of the original cost from the
existing water treatment facility will be still be in use. Accordingly, 20% of these costs were
trended to 2004 costs and added to the $38 million upgrade. As the upgrades are completed the
net water treatment plant should be adjusted accordingly.

For presentation purposes, the full upgrade is included on Schedule 6. However, as is evident by
viewing the summary RCNLD shown on Schedule 1, the future construction liability has been
subtracted from the overall value until such a time that it is completed.

It should be noted that no AFUDC or engineering and inspection costs have been added to the
construction contracts since the contracts already include engineering and inspection costs and
AFUDC will be accrued as it occurs. Furthermore, the RCNLD includes $1.5 million of
negative net salvage associated with the demolition costs that are part of the upgrade contracts.

330.4 Distribution Reservoirs and Standpipes
The tanks that comprise this account are listed below.

Ambherst Tank

Bon Terrain Tank

Coburn Tank

Drew, Bliss, Hubbard Tank
Fifield Tanks

Kessler Farm Tank

Powder Hill Tank
Shakespeare Tanks

The inventory and pricing for these assets was based on quantity take-offs from drawings,
discussions with Company personnel, and review of inspection reports. Each well was assumed
to be constructed over a 12-month period. Doing so resulted in AFUDC being accrued for over a
weighted average of six months. The project engineering and inspection was estimated to 7% of
the project.

It should be noted that although the steel Fifield Tank is included in the RCN, it has effectively
been removed from the RCNLD by assigning 0% condition assessment due to the fact that it is
anticipated to be replaced in the near future. Due to the high cost of steel and hence scrap metal,
the net salvage is estimated to zero based upon the premise that a contractor would be willing to
remove the tank at no charge if they were allowed to keep the scrap steel for re-sale.

331.4 Transmission and Distribution Mains
PWW’s 2,246,348 feet of mains comprises this account. The inventory and pricing for these
assets were based on quantities taken from the electronic engineering records. During our
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research at PWW we reviewed the origins of these records with company employees who had
institutional knowledge.

The sources used to compile the electronic records for the mains are still kept in the engineering
department at PWW. The earliest records are contained in leather books or sketch books and
cover the period 1880 to 1931. In 1932, the records began to be recorded on index cards that are
maintained in filing cabinets. This practice continued for the period 1932 to 1984. During this
period, the information listed in the leather books was transferred to index cards for continuity.
From 1985 to 1993 the records were entered into “construction summaries” that were maintained
by accounting. The current electronic format began in 1994. Beginning in 1994 all main records
including index cards and construction summaries where entered into the electronic format
maintained in the engineering department.

The mains are by length, size and material. In total, 17 different material types were noted as
listed below.

Asbestos Cement
Asbestos/Cement (AC or Transite) Pipe
AWWA C-900 PVC Pipe
Polyvinyl Chloride

PVC or PE

High Density Polyethylene Pipe
Polyethylene

Copper Pipe

9. Copper Tubing

10. Cast Iron Pipe

11. Cast Iron Pipe (Concrete Lined)
12. Cement Mortar Lined Steel Pipe
13. Ductal Iron Pipe (Concrete Lined)
14. Galvanized Steel Pipe

15. Reinforced Concrete Pressure Pipe
16. Swedish Steel Spiral Pipe

17. Unspecified Material

PN AW

The first nine materials listed include repetitive names for the same type of pipe. For example,
#1 and #2 are the same material of pipe (Asbestos Cement). Similarly, #3, #4 and #5 are the
same materials of pipe (Polyvinyl Chloride) as are #5, #6, and #7 (Polyethylene).3 Finally, #8
and #9 are both copper pipe. In the end, the records reflected 11 different materials for pipe and
one unspecified material. The unspecified pipe material in the records is a result of acquiring
small municipal or developer systems which did not have records of their pipe materials.

The mains include pipe in 16 different diameters, ranging from 1” to 72”. Unspecified diameter
is listed for a small amount of pipe, again arising as a result of acquisitions of small municipal or
developer systems that did not have detailed inventory material records. For pricing purposes,

*#5, PVC or PE could be placed into one of two groups, Polyvinyl Chloride pipe or Polyethylene pipe.
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small diameter pipe (4” and less) was assumed for those pipes with an unspecified diameter.
Four additional assumptions were made in pricing the replacement of the mains: (1) Use PVC
pipe pricing for mains 3-inches and below; (2) Use PVC or Ductal Iron pricing for pipes 4-inches
through 30-inches, based on what currently exists (i.e., all plastic pipe is assumed to PVC and all
other material pipe is assumed to be Ductal Iron); (3) Use Concrete Pipe pricing for 42-inch and
72-inch; and (4) Use PVC whenever the material is unspecified.

The pricing of mains is based on discussions with pipe manufacturers, reviews of local bids and
discussions with local contractors. The price for the installation of the mains was based on
current practices including: (1) Trench width minimum to allow for 5’ trench box; (2) Maintain
minimum 5 feet of cover mains; (3) Assumed 10% for rock excavation; (4) Paving areas based
on trench width plus three-foot cutback in Nashua®, and one-foot cutback in other locations was
used. Labor costs and labor productivity was based on local contractors estimates; and (5)
Material backfill was based on existing PWW technical specifications.

The entire system of mains was assumed to be constructed over a 45-month period. That
resulted in AFUDC being accrued over a weighted average of 22.5 months. The project
engineering and inspection was estimated at 7% of the project.

333.4 Services

All services are contained in account 333.4. The service and the other mass accounts (meters -
and hydrants) were inventoried and priced similarly to the mains. In total, 479,985 feet of
services were inventoried and priced. This length of services represented 23,001 services.
Eleven types of materials were identified as shown below, although copper is the predominant
material found in the smaller diameter services.

Brass Pipe

Cast Iron Pipe

Cement Mortar Lined Steel Pipe
Copper Tubing

Ductal Iron Pipe

Fire Service CI or DI
Galvanized Steel Pipe
Polybutylene Pipe

. Polyethylene Pipe

10. Polyvinyl Chloride Pipe
11. Quest Pipe (Plastic)

12. Unspecified Material

XN A WD~

As was the case with the mains, some services are unspecified material. This has been traced
back to acquisitions of small systems with little or no records. The services range in size from
5/8” to 20”.

“ A three-foot cutback in Nashua is very conservative given the fact that Nashua requires full street width repaving if
the street has been repaved in the last five years. Assuming a 30-year life cycle for streets would imply that 16.7%
of streets in Nashua would fall in the 5-years or under category.
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For pricing purposes, all non-fire services less than 16” in diameter were replaced with PVC
pipe. All non-fire services 16” and higher are replaced with Ductal Iron. All fire services were
assumed to be replaced with Ductal Iron.

The pricing of services is based on discussions with pipe manufacturers, reviews of local bids
and discussions with local contractors. The price for the installation of the service was based on
current practices including: (1) Trench width minimum to allow for 5’ trench box; (2) Maintain
minimum 5 feet of cover mains; (3) Assumed 10% to rock excavation; (4) Paving areas based on
trench width plus three-foot cutback in Nashua with a deduction for paving overlap associated
with main replacement’, and one-foot cutback in other locations was used. Labor costs and labor
productivity was based on local contractors estimates; and (5) Material backfill was based on
exiting PWW technical specifications.

The RCN for services are lower than it would have been had services been priced separately
from mains. Specifically, specific costs associated with installation and paving was not included
because there would have been an overlap between the installation of the mains and the services
based on the length of each service cutback requirements assumed for the mains. Further, cost of
installing services is understated or conservative due to excluding the cost of sidewalk
restoration in Nashua. The increased cost of sidewalk restoration more than offsets the savings
of services installed unpaved areas.

The entire system of services was assumed to be constructed over a 45-month period. That
resulted in AFUDC being accrued over a weighted average of 22.5-months. The project
engineering and inspection was estimated at 7% of the project.

334.4 Meters and Meter Installations

Meters comprise this account. The electronic meter file lists 24,562 meters in service. They
range in size from 5/8” to 10”. Over 92% of the meters are 5/8”. Meter pricing and installation
is based on published price records, reviews of local bids and discussions with local contractors.

The entire system of meters was assumed to be constructed over a 45-month period. That
resulted in AFUDC being accrued over a weighted average of 22.5-months. The project
engineering and inspection was estimated at 7% of the project.

335.4 Hydrants

Hydrants are listed in account 335.4. A total of 2,464 are contained in the electronic hydrant file.
Hydrant pricing and installation is based on published price records, reviews of local bids and
discussions with local contractors.

For pricing purposes, the entire system of hydrants was assumed to be constructed over a 45-
month period. That resulted in AFUDC being accrued for a weighted average of 22.5-months.
The project engineering and inspection was estimated at 7% of the project.

* A three-foot cutback in Nashua is very conservative given the fact that Nashua requires full street width repaving if
the street has been repaved in the last five years. Assuming a 30-year life cycle for streets would imply that 16.7%
of streets in Nashua would fall in the 5-years or under category.
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Capital Assets Accounts

The capital assets accounts include those accounts that are populated by relatively short lived
assets. These eight accounts are listed below:

e Other Plant and Miscellaneous Equipment
o Office Furniture and Equipment
Transportation Equipment

Tools, Shop and Garage Equipment
Laboratory Furniture & Equipment
Communication Equipment
Miscellaneous Equipment

Other Tangible Plant

The asset inventories of these accounts are shown on Schedules 12-19. The inventory for these
accounts was derived from the CPR. For RCN purposes, a trended original cost approach was
used to determine the replacement cost. The assets listed in each account were reviewed to
determine an appropriate cost index. A total of 40 cost indices were used to trend the data. The
specific index used for each asset is noted on their respective schedules. Within each account,
the numbers of indices selected is an indication of the homogeneity of assets comprising those .
accounts. Seven of the eight accounts contain similar assets within their account. Of these seven
accounts, the number of indices required for trending ranged from three to 15 indices. The lone
outlier in term of homogeneity of the assets comprising the accounts is account 348.5, Other
Tangible Plant. A total of 27 indices were used to trend the assets comprising the accounts.

For pricing purposes, all of the capital asset accounts were assumed to accrue no AFUDC due to
the nature of the assets. Similarly, no project engineering and inspection was assumed for these
accounts as well.

CONCLUSION

Based on our analysis, the total RCN of PWW’s tangible assets is $551,000,000 (rounded) as of
December 31, 2004. After factoring in Mr. Riethmiller’s observed depreciation assessment, the
total RCNLD of PWW’s tangible assets is determined to be $412,000,000 (rounded) at the same
point in time. Schedule 1 presents the overall RCN and RCNLD for PWW. Schedules 2
through 19 provide the complete and detailed analysis describing the PWW’s inventory,
quantities, unit costs, RCN, observed condition assessment percentages and the RCNLD
(summarized for each asset account) that is summarized on Schedule 1.
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Harold Walker
HW-3
DW 04-048 - 20 Pages

PENNICHUCK WATER WORKS, INC.
MERRIMACK, NEW HAMPSHIRE

REPLACEMENT COST NEW LESS DEPRECIATION
AS OF DECEMBER 31, 2004

WORKPAPERS
FOR
SCHEDULES 4, 5,7 & 8

JANUARY 2006

Prepared by:

GANNETT FLEMING, INC.
VALUATION AND RATE DIVISION

&

Valley Forge, Pennsylvania
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HAROLD WALKER, III

TECHNICAL SPECIALTIES

Cost of Capital Studies for Fair Rate of Return, Capital Budgeting and Valuation Purposes
e Economic Valuation

e Financial Benchmark Analysis

e Financial Modeling

PERSONAL INFORMATION
B.S., Finance, The Pennsylvania State University, 1984.
Completed the regulation and ratemaking courses presented by the College of Business
Administration and Economics Center for Public Utilities at New Mexico State University.
Completed the Project Management and Continuous Quality Improvement Training, presented by
Gannett Fleming, 1996.
Completed the Project Manager Training course presented by The Pennsylvania State University
QOutreach Program, 2000-2001.
Professional Designation: "Certified Rate of Return Analyst" (CRRA)
Board of Directors, Society of Utility and Regulatory Financial Analysts (SURFA)
Pennsylvania Municipal Authorities Association, Electric Deregulation Committee
Member: PMAA, National Association of Water Companies (NAWC) and SURFA

EXPERIENCE

Mr. Walker joined the firm in 1996 in the capacity of Manager, Financial Studies. He has been
responsible for having conducted hundreds of "fair rate of retum" studies for regulated firms. Also
supervises and develops financial and economic studies on behalf of investor-owned and municipally
owned water, wastewater, electric, natural gas distribution and transmission, oil pipeline, and telephone
utilities, as well as resource recovery companies. Provides clients with financial decision studies for
capital budgeting purposes and develops financial models for determining future capital requirements. He
valued utility property, and common stock for acquisition and divestiture. He assists in both the public
and private placement of fixed capital securities.

He is also responsible for the economic valuation of utility property, municipal property and common
stock. The valuations were required for clients to evaluate acquisition and divestiture. The valuations
considered market conditions, rate regulation, change of law and future capital costs. The valuations were
estimated, in part, through the application of the market approach, the income approach, and the selected
transactions approach.

Mr. Walker is also Head, Gannett Fleming GASB 34 Task Force. The GASB 34 task force is responsible
for development of GASB 34 services, educating Gannett Fleming personnel and Gannett Fleming clients
on GASB 34 and how it may affect them. The GASB 34-related services include: Inventory of Assets;
Valuation of Assets; Salvage Estimation; Annual Depreciation Rate Determination; Estimation of
Depreciation Reserve; Asset Service Life Determination; Asset Condition Assessment; Condition
Assessment Documentation, Maintenance Estimate for Asset Preservation; Establishment of Condition
Level Index; GIS and Data Management Services; Management Discussion and Analysis (MD&A)
Reporting; Required Supplemental Information (RSI) Reporting; Auditor Interface; and GASB 34
Compliance Review.
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He has presented expert testimony about 50 occasions on a range of financial issues including appropriate
capital structure and fixed capital cost rates, depreciation, fair rate of return, synchronization of interest
charges for income tax purposes, fair value and cash working capital on behalf of electric power, natural
gas distribution, telephone, wastewater, and water utility clients. Submitted testimonies before various
Public Utility Commissions including those in Colorado, Connecticut, Delaware, Indiana, Michigan,
Missouri, New Hampshire, New Jersey, New York, Oklahoma, Pennsylvania, Vermont and West
Virginia.

Some of Mr. Walker’s assignments include:

e GASB 34 Valuation and Inventory, Harrisburg, PA, City of Harrisburg. GASB 34 Valuation
Task Leader responsible for assisting the City in complying with the inventory and valuation
requirements prescribed in GASB 34. The required consulting services included the independent
inventory and valuation of 19 bridges and 5 dam and flood-control structures. The asset
inventory includes the historical cost of the asset, a description of the asset, the year of
construction or acquisition, the method of acquisition (e.g., purchase or donation), funding
source, estimated salvage value, estimated useful life, and functional use of the asset. The City is
using the depreciation approach for valuing and reporting its bridges and dam and flood-control
structure assets.

e GASB 34 Valuation and Inventory, Harrisburg, PA, City of Harrisburg. GASB 34 Valuation
Task Leader responsible for inventorying and valuing the City's infrastructure assets for GASB
34 compliance. The infrastructure assets being inventoried and valued include the sanitary sewer
system, stormwater sewer system, combined sanitary and sewer system, water system, roads,
traffic lights, and street lights. The asset inventory includes the historical cost of the asset, a
description of the asset, the year of construction or acquisition, the method of acquisition (e.g.,
purchase or donation), funding source, estimated salvage value, estimated useful life, and
functional use of the asset. The City is using the depreciation approach for valuing and reporting
its infrastructure assets.

e GASB 34 Valuation and Inventory, Lebanon, PA, City of Lebanon. GASB 34 Valuation Task
Leader responsible for inventorying and valuing the City's infrastructure assets for GASB 34
compliance. The infrastructure assets being inventoried and valued include the sanitary sewer
system, stormwater sewer system, and water system. The asset inventory includes the historical
cost of the asset, a description of the asset, the year of construction or acquisition, the method of
acquisition (e.g., purchase or donation), funding source, estimated salvage value, estimated useful
life, and functional use of the asset. The City is using the depreciation approach for valuing and
reporting its infrastructure assets.

¢ GASB 34 Valuation and Inventory, Uwchlan, PA, Uwchlan Township. GASB 34 Valuation
Task Leader responsible for inventorying and valuing Uwchlan Township's infrastructure assets
for GASB 34 compliance. The infrastructure assets being inventoried and valued include the
sanitary sewer system, stormwater sewer system, roads, bridges, sidewalks, curbs, traffic lights,
street lights, and recreation trails. The asset inventory includes the historical cost of the asset, a
description of the asset, the year of construction or acquisition, the method of acquisition (e.g.,
purchase or donation), funding source, estimated salvage value, estimated useful life, and
functional use of the asset. The Township is using the depreciation approach for valuing and
reporting its capital assets.
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e GASB 34 Valuation and Inventory, Uwchlan, PA, Uwchlan Township. GASB 34 Valuation
Task Leader responsible for assisting the Township in complying with the inventory and
valuation requirements prescribed in GASB 34. The infrastructure assets that were inventoried
and valued included the sanitary sewer system. The asset inventory included the historical cost of
the asset, a description of the asset, the year of construction or acquisition, the method of
acquisition (e.g., purchase or donation), funding source, estimated salvage value, estimated useful
life, and functional use of the asset. The Township is using the depreciation approach for valuing
and reporting its capital assets. This service of inventorying and valuing the sanitary sewer
system has been provided on three occasions, for the years 2002, 2003, and 2004.

¢ GASB 34 Valuation and Inventory, New Hanover, PA, New Hanover Township. GASB 34
Valuation Task Leader responsible for assisting the Township in complying with the inventory
and valuation requirements prescribed in GASB 34. The infrastructure assets being inventoried
and valued include the sanitary sewer system, stormwater sewer system, roads, sidewalks, curbs,
traffic lights, street lights, parks, and recreation trails. The asset inventory includes the historical
cost of the asset, a description of the asset, the year of construction or acquisition, the method of
acquisition (e.g., purchase or donation), funding source, estimated salvage value, estimated useful
life, and functional use of the asset. New Hanover is using the depreciation approach for valuing
and reporting its capital. Additional GASB 34-related services will be provided after the
inventory and valuation is completed.

e Cost of Capital and Fair Rate of Return, Lancaster, PA, City of Lancaster Sewer Fund.
Expert Witness involved in determining the appropriate cost of capital and fair rate of return for
the City. Due to the lack of appropriate market data concerning the City, comparable groups of
companies with actively traded stocks were used to estimate the City's fund equity cost rate. A
number of financial models were used to derive the fund equity cost rate, including discounted
cash flow, risk premium, and the capital asset pricing model. The appropriate income-tax rate
and capital structure were also developed as part of the overall recommendation. Because the
City does not pay personal income taxes, the recommended returns were tax-adjusted to reflect
the appropriate personal income-tax rate of the owners of the Sewer Fund, the City’s property
taxpayers.

¢ Cost of Capital and Fair Rate of Return, MO, Missouri-American Water Company. Expert
Witness involved in determining the appropriate cost of capital and fair rate of return. Due to the
lack of appropriate market data concerning Missouri-American’s common stock, comparable
groups of companies with actively traded stocks were used to estimate the company’s common
equity cost rate. A number of financial models were used to derive the common equity cost rate
including discounted cash flow, risk premium, and the capital asset pricing model. The impact of
large rate base disallowances, risk, capital attraction, and credit quality were also addressed.

e Financial Review, Clintor, NJ, New Jersey Water Supply Authority. Manager of Financial
Studies responsible for the financial review for the consulting engineer’s certificate for the
Delaware and Raritan basin system in conjunction with the proposed use of funding through the
New Jersey Environmental Infrastructure Trust state fiscal years 2004, 2005 and 2006 financing
programs. The financial review consisted of a financial feasibility and rate evaluation study of
the Authority, including an analysis and projection of total revenue requirements for a five-year
period, system expenses, and an analysis of the impacts of the proposed funding through the New
Jersey Environmental Infrastructure Trust State Fiscal Year Financing Programs on System
Rates. Additionally, the financial review demonstrated compliance with all conditions set forth
in Section 203 (1) (b) of the Authority’s Bond Resolution No. 416, adopted November 17, 1988
(as amended).
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e Cash Flow and Risk Analysis, Raytown, MO, Raytown Water Company. Manager of Financial
Studies responsible for the analysis and report that explained, documented, and quantified
Raytown’s inadequate generation of cash flow and its high level of risk. This was accomplished
by comparing Raytown with a comparable group of water utility enterprises with publicly traded
stock to show Raytown’s heighten risks associated with its inadequate generation of cash flow.
The City is currently unable to service its existing capital, and it is unable to attract any new
capital. As such, the City is not able to sufficiently replace its aging infrastructure. The
underpricing of the City's water services is an important factor in the funding gap. The return of
and return on capital are key components of the appropriate price of service. 'When an investor-
owned water utility does not provide sufficient returns or cash flow, capital will not be provided,
and required main replacements cannot be financed.

e Cash Working Capital Study, NJ, New Jersey-American Water Company. Expert Witness
responsible for determining the appropriate cash working capital allowance that the Company
should be afforded an opportunity to earn on as part of its rate base claim. My recommendation
was based upon the results of a lead-lag study. The rationale for the inclusion of working capital
was to compensate investors for use of their funds above the investment in plant. Working capital
bridges the gap between the time funds provide for the cost of service to the customer and the
time the revenue requirement is received as reimbursement for these services. The lead-lag study
in this case represented the level of funding required to operate on a day-to-day basis in providing
for the cost of service. This is measured by calculating the net lag between (1) the provision of
the cost of service and the receipt of the revenue requirement from the Company's customers and
(2) the receipt of goods and services incurred by the Company in providing for the cost of service
and the compensation for those cost-of-service items. The net lag was multiplied by the average
daily cost of service or revenue requirement to determine the cash working capital claim. The
claim was included in the rate base to provide investors with a return on the funds required by the
Company for daily operations. For most of the operating expenses' subaccount line-items used,
the lag days were determined for each invoice or account sampled, based on the midpoints of the
service periods to the dates the Company paid the invoices or accounts, based on varying levels of
sampling of data. Sampling for the line items ranged from 28% to 100% of the total line-item
dollars (or expenses) being sampling.

Prior to joining Gannett Fleming, Mr. Walker was employed by AUS Consultants - Utility Services from
1985 to 1996. He held various positions during his eleven years with AUS, concluding his employment
there as a Vice President. He was also the Publisher of C.A. Tumner Utility Reports from 1988 to 1996.
C. A. Tumer Utility Reports is a financial publication, which provides financial benchmark data and
related ratios and forecasts covering the utility industry. From 1993 to 1994, he became a contributing
author for the Fortnightly, a utility trade journal. His column was the Financial News column and
focused mainly on the natural gas industry.

In 2004, Mr. Walker was elected to serve on the Board of Directors of the Society of Utility and
Regulatory Financial Analysts for the period 2005-2006. In 2000, Mr. Walker was elected President of
the Society of Utility and Regulatory Financial Analysts for the 2001-2002 term. Previously, in 1996 he
was elected to serve on the Board of Directors of the Society of Utility and Regulatory Financial Analysts
during the period 1997-2000.

TECHNICAL PUBLICATIONS

Walker, Harold. "Valuation and Inventory Under GASB 34." Presented at the Government Finance Officers
Association South Central Pennsylvania Regional Chapter, August 2003.

Walker, Harold. "Issues in Ethics." Moderator, presented at the Society of Utility & Regulatory Financial Analysts

35th Financial Forum, April 2003.
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Walker, Harold. "What’s on Tap in the Water Industry." Moderator, presented at the Society of Utility &
Regulatory Financial Analysts 34th Financial Forum, April 2002.

Walker, Harold. "Methodology Debate: Disaggregating Risks of Generation, Transmission, & Distribution Assets."
Moderator, presented at the Society of Utility & Regulatory Financial Analysts 34th Financial Forum, April 2002.

Walker, Harold. "Energy, Water & Communication - Essential Services for a Secure Homeland, Conference."
Chairperson, presented at the Society of Utility & Regulatory Financial Analysts 34th Financial Forum, April 2002.

Walker, Harold. "Valuation and Inventory under GASB 34." Presented at the Government Finance Officers
Association Southeastern Pennsylvania Regional Chapter, April 2002.

Walker, Harold. "GASB 34 & Your Infrastructure." The Authority, August 2001, Volume XXXII, No. 4, pages
10-13.

Walker, Harold. "Managing Risk." Conference Chairperson, presented at the Society of Utility & Regulatory
Financial Analysts 33rd Financial Forum, April 2001.

Walker, Harold. "Paying for Your MSW System - Waste Generation Fees." Presented at the Federation of New
York Solid Waste Association Solid Waste/Recycling Conference & Trade Show, May 2001.

Walker, Harold. "Statement No. 34 of the Government Accounting Standards Board." Presented at the
Pennsylvania Association of Township Supervisors 79th Annual State Convention, April 2001.

Walker, Harold. "Cost of Capital Issues." Presented at the National Association of Water Companies New England
Chapter, October 2000.

Walker, Harold, Timothy Hartman, and Mark Everett. “Waste Generation Study: Life After Flow Control.”
Presented at Waste Con 2000, October 1999.

Walker, Harold, and Timothy Hartman. "The Enhancement of Revenues Through a Waste Generation Study.”
Presented at SWANA's Planning and Management Symposium, July 1999.

321



