WAIVER OF CERTAIN PROVISIONS OF |
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(1)

(1) Internal Financial Reports — These have been filed previously with the
- Commission and can also be found in Sections 18 and 19 contained within this
binder. - -
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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 appiiéable because Pittsfield Aqueduct
Company, Inc. is a subsidiary of Pennichuck Corporation and has no other
~shareholders. = Pennichuck Corporation’s Annual Report to Shareholders is

contained in this binder.

. v]_,‘41.. .



Federal Income Tax Reconciliation
Pittsfield Aqueduct Company, Inc.
December 31, 2012

Provided pursuant to NHPUC Rule 1604.01(3)

, Net income per books for the test year
Addback provision for Federal and State income taxes

31,564

31,196

Pretax Book Income

Permanent items:

50% meals & entertainment expenses

Amortization of Municipal Acquisition Regulatory Asset (MARA
Disqualifying Dispositions (ISO's)

© 62,759

17,488
(1,448)

16,040

Taxable Income

NHBPT (includes effect of permanent items)

Federal Income Tax (includes effect of permanent items)
Amortization of Investment Tax Credit '

Total Income Taxes ‘

78,800

6,672
24,523

$

31,196

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

_ in Deferred Income Taxes:
Estimated Schedule M-1 ltems:

Accelerated depreciation/Amortization of CIAC 6,672
Book/Tax Difference on disposal of assets 24,523
Prior Year's Charitable Contributions (8,003)
Prepaid Expenses B -
AR Reserve -
Deferred Debits . -
AFUDC 62,759
85,952
5M17/2013 9:11AM _ HAPAC 2013 Rate Case - Test Year 201211604.01 Schedules\2012 PAC Federal Tax Reconciliation #3.xis
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Computation of Detailed Tax Factor
Pittsfield Aqueduct Company, Inc.
December 31, 2012

Provided pursuant to NHPUC Rule 1604.01(4)
Taxable Income

Less: NH Business Profits Tax

5/17/20139:15 AM

100.00%

8.50%

Federal‘ Taxable Income 91.50%
Federal,llncomc Tai Rate .34.00%
Effective Féderal Income Tax Rate 31.11% v
Add: NH Business Profits Tax 8.50%
Efféctive Tax Rate ' 39.61%
Percent of Income Available if No Tax 100.“‘(“)0%
Effective Tax Rate 39.61"/1:)
Percen't Used as a Divisor in Determining

the Revenue Requirement : 60.39%

HAPAC 2013 Rate Case - Test Year 2012\1604.01 Schedules\PAC Print File\Section 17 2012 Tax Factor #4.xls




WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant té 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)  Costof Service Study — Latest cost of service study submitted in DW 10-090.
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Pittsfield Aqueduct Company
Capital Expenditure Budget - 2013
($000)

Provided pursuant to NHPUC Rule 1604.01(8)

Project Réting_

Project Description Total 2013 incl O/H
Joy Street Water Main Final Pavirig 30
_|Build new garage at Pittsfield plant site plan approval 4 15
Subtotal 2012 Carryover Projects 45.00
 New 2013 Projects - PAC ,
' D/DBP Evaluation (study) ‘ 55
Repair wall, paint and seal chemical area 1 8
| Replace six chemical storage tanks 1 7
‘new meters for meter exchanges (25) 1 4
Instalt 1 new service 1 4
Complete 2 service renewals 1 . 8
Install 1newgate 1 4
Subtotal New 2013 Projects 90.00
Total 2013 Capital Projects Budget 135.00
. 2012 Carryover Projects - Total PAC 45.00
New 2013 Projects - Total PAC 90.00
Deferred Projects - 2013
Total Capital Budget - PAC

5/17/20139:24 AM

Project Rating
1= must do, 2= defer, 3= discretionary, 4=
deferred uniess SRF funding avail

'H:\PAC 2013 Rate Case - Test Year 2012\1604.01 Schedules\2013 PAC Capital Budget #8.xis

1356.00




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 'i604.01(1 0)

(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.

- 150 ..



WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rulé 1604.01(12)

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

. 151..




WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Rrovided pufsuant to NHPUC Rule 1604.01(13)

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




Pennichuck Corporation

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

Du#ne Montopoli (2)
Thornas C Leonard (2)
Donald Ware

Stephen Densberger {2) *

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

. Suzanne Ansara

Notes:

{2) no longer with company

Providad pursuant to NHPUC Rule 1604.01(14)

For the Year Ended December 31, 2011

For the Year Ended December 31, 2012

Former Public

(3) accounted for.as merger related costs

Director Compensation

Joseph Bellavance
Steven Bolander
Charles Clough
Clarence Davis
Michae{ German
Janet Hansen
Robert Keller
John Kreick
.Haninah McCarthy"
James Murphy
Martha O'Neit

.David Bernier

'Sﬁngeth Buhn
Stephen Genest
Paul Indeglia
Thomas } Leonard il
Jay Lustig

lohn McGrath
Casey, McMahon
Preston Stanley, Ir.

Company Relfated . )
Compensation Former Public Company Related Comp ion {3)
: Normal Disqualifying Total Normal Compensation Disqualifying
Title Comper,i_gaiion : Dispostions Comp tion b Separation Payments  Cash in Lieu of Opti Dispostions Total Comp
Former CEO $ 363,323.21 S - S 363,323.21 $ 35,407.98 $ 816,195.00 . $ 797,800.00 $ . - $ 1,649,402.98
Former CFQ $ 217,750.19 $ - 8 217,750.19 $ 46,23833 §$- 395,308.00 $ 101,068.08 $ - $ 542,615.41
Current COO $ 226,525.31 $ 65,187.63 $ 291,722.94 $ 193,827.79 $ - s 147,789.94 $ 4,902.45 $ 346,520.18
“Former Sr. VP S 179,649.84 § - $ 179,649.84 $ 2694443 $ 347,093.00 $ 245,071.19 $ 28,630.47 $ 647,739.15
Former Secretary $ 194,673.76 $ - $ 194,673.76 $ 36,098.63 $ 339,604.00 § 162,225.20 $ - $ 537,927.83
Former VP $ 183,713.56. $ - $ 183,713.56 s 69,145.31 $ 330,311.00 $ 205,773.70 $ 27,703.83 $ 632,933.84
Current CEO ’ nfa nfa nfa $ 176,878.88 $ - S - $ - $ 176,878.98
Current CFO n/a n/a nfa $ 140,024.67 $ - s 14,570.00 S . - -3 154,594.67
Current Secretary nfa’ nfa nfa s 46,810.15 § -8 - $ -8 46,810.15
{1} includes salary, bonuses, 401K match, taxable fringes and other compensation.
Director and Director and
Committee Fees - _Cohmittee Fees -
2011 | 2012 _Comments
Former Director $ 13,600.00 $ ~  1,283.06 Compensated thiru 1/25/2012 - no longer with company
Former Director S 16,600.00 $ 1,883.06 Compensated thru 1/25/2012 - no longer with company
Former Director $ 14,200.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
Former Director $ 16,600.00 § 1,283.06 Compensated thru 1/25/2012 - no longer with company
Former Director $ 16,600.00. $ 1,883.06 Compensated thru 1/25/2012 - no longer-with company
Former Director $ 16,600.00 $ 1,283.06 Compensated thru 1/25/2012 - no longer with company
Former Director S 19,100.00 $ 1,453.83 Compensated thru 1/25/2012 - no longer with company
Former Director $ 21,300.00 $ 1,727.05 Compensated thru 1/25/2012 - no longer with company
Former Director $ 14,200.00 $ 1,283.06. ', Compensated thru 1/25/2012 - no longer with company
Former Director $ 18,100.00 $ 1,985.52 Compensated thru 1/25/2012 - no longer with company
Former Director .  § 14,800.00 $ 1,283.66 Compensated thru 1/25/2012 - no longer with company
Current Director nfa S 12,000.00
Current Director nfa $ 12,000.00
Current Director n/a $ 12,000.00
Current Director nfa $ 12,000.00
Current Director nfa $ . 12,000.00
Current Director n/a $ 12,000.00
Current Director n/a $ 12,000.00
" Current Director nfa $ 12,000.00
Current Director n/a $  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
Clty 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, Penmchuck 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.




Provided pursuant to NHPUC Rule 1604.01(16)

Pittsfield Aqueduct Company, Inc.
Contractual Services

For the Twelve Months Ended December 31, 2012

. Name . Address Amount Purpose
i |ELECTRICAL INSTALLATIONS, INC. 397 WHITTIER HWY . MOULTONBORO NH 03254 43,115 |Electrical Installations Provider & Maintenance Services
;' HACH COMPANY INC 2207 COLLECTIONS CENTER DRIVE CHICAGO IL 60693 12,848 |Equipment Provider
. IHARCRQS CHEMICALS, INC. PO BOX 74583 CHICAGO L. 60690 10,846 |Chemical Provider
¢ {R.H. WHITE CONSTRUCTION CO., INC. MA 01501 Construction Services

41 Central Street AUBURN

63,750

" GGT




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. : f




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. S : ’
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Pittsfield Aqueduct Company
: ‘ o _ Quarterly Income Statements
Provided pursuant to NHPUC Rule 1604.01(19) - 3 Months Ended

3/31/2008 6/30/2008  9/30/2008  12/31/2008 3I31I2009 - 6/30/2009  9/30/2009 12/31/2009
Water Revenues $ 186,679 § 195,398 $ 197,892 § 524,855 $ 361410 $ 337,624 $ 357,822 $ 482,826
Other 2,702 3,767 3,228 3,035 1,971 2,440 2,979 5,196
Total Revenues 189,381 199,165 201,120 527,890 363,381 340,064 360,801 488,022
| Op eréting Expenses: » ' . o o
" Production - 77,061 65,682 75,158 76,738 77,540 80,993 88,804 75,015
Trans & Distrib 37,271 49,049 48,023 45,426 . 47,050 49,925 83,540 62,330
Customer Accting 6,948 7,987 9,784 11,405 10,124 10,899 16,286 24,207
Admin & General . 11,589 12,281 - . 11,163 7,011 10,740 11,699 10,592 13,664
Interdiv Mgt Fee 99,599 104,594 97,315 118,302 108,173 98,953 123,964 ~ 119,906
232 468 239,593 241,444 258,882 253,627 252,469 323,186 295,123
Depreciation/Amort ' . 41,304 42,880 40,535 | 51,038 48,885 49,585 50,259 52,591
Amort Exp: CIAC - (6,119) (6,119) (6,269) (5,806) (17,689) (6,107) (6,107) (6,107)
Amort Expense : 3,617 2,924 2,921 5,707 3,751 3,595 3,514 3,514
Taxes other than Income 9,311 10,508 17,705 34,283 33,225 25,756 - 22,542 . 76,465
Income Taxes (46,852) (57,058) (61,052) 18,371 - (14,250) (22,271)  (39,251) 1,275
’ 233,728 232,728 235,284 362,475 307,550 303,026 354,143 422,860
Operating Income (44,347) . (33,563) - (34,164) 165,414 55,831 37,038 6,658 ‘ 65,161
Other Income (Exp) ; 4,300 - - (159,545) (17,485) © (14,006) . ]
- AFDUC : (9,737) - (1,229) (8,145) - (4,903) (1,438) -
interest on LTD ’ - 1,382 . 1,787 2426 - 8,211 4,306 4,441
Interest on STD - - - - 3,905 (3,905) - -
Intercomany Interset 40,549 51,474 58,358 (16,189) 56,166 55,776 55,900 52,523
Amortization - - 573 873 - : - - - ' - -
31,385 53,429 58,916 (21,908) 60,071 55,179 58,768 56,964

Netlncome‘(Loss) S (71432) $ (88, 991) $  (93,080) $ 27,776 $ (93,080) § 27776 $  (21,725) $ (32 147) $ (52,110) $ 8,198
* lncluded North Country and Pittsfield
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Pittsfield Aqueduct Company

v : : : - Quarterly Income Statements
Provided pursuant to NHPUC Rule 1604.01(19) 3 Months Ended

3/31/2010 6/30/2010  9/30/2018  12/31/2010 3/31/2011 6/30/2011  9/30/2011 12/31/2011

J 12/31/2012
- Water Revenues $ 143,799 § 151,318 $ 139,787 $ 159,082 $ 154,977 § . 229,762 $ 178,288 . $ 169,129 $164,856 $ 171,351 § 178,520 . $ 169,242
Other = 952 985 . 1,669 2,016 1,663 1,993 1,354 1,591 2,481 2,020 1,452 1,198
Total Revenues 144,751 152,303 141,456 161,098 156,640 231,758 179,642 170,720 167,337 ~ 173,371 179,972 170,440
Operating Expenses: o ' S ‘ : :
Production 24,312 26,997 24576 25,652 23,251 24,258 . 30,304 34,217 30,182 24,449 26,625 23,424
Trans & Distrib 12,603 19,598 12,198 17,565 44,899 16,235 13,817 20,688 19,350 16,217 19,598 14,492
Customer Accting 8,243 - 6,714 4,140 5,794 6,513 3,906 . 13,446 3,181 2,967 17,810 (4,783) 5,100
Admin & General . 19,813 15,525 16,046 16,655 17,041 - 16,002 18,085 15,018 8,262 - 7,613 7,719 16,722
Interdiv Mgt Fee 46,570 40,245 38,479 44,288 49,270 39,023 38,668 44,809 39,893 33,560 31,600 28,169
- 111,541, ~ 109,079 95,440 109,953 140,974 99,424 - 114,020 117,913 100,654 99,649 80,758 86,907
Dep;'eciaﬁon/Amort - 26,135 25,905 24,828 27,362 25,907 26,018 26,114 26,449 31,145 30,851 30,968 32,433
Amort Exp: CIAC _ (5,723) (5,723) - (5,723) (65,723  (5,723) (5723)  (5723)  (5723) (5723)  (5723)  (5723) (5,723)
Taxes other than Income 21,831 (3,900) 15,845 27,012 30,709 8,595 19,652 24,111 24,953 22,557 22,557 -27,301
Income Taxes - (9,5621) - 5484 (1,159) (4,604)  (19,458) 35,486 4,626 (2,353) _ 413 4,247 14,949 11,587
. 144,262 130,845 129,?30 154,000 172,410 163,800 168,689 160,397 151,443 151,580 143,510 152,505
Operating income 489 21,458 12,226 - 7,098 (15,770) 67,955 20,953 10,322 15,894 21,792 36,462 17,935
Other Income (Exp) - - - - - : - - - - (1,585) - (1,871)
AFDUC . | - - - - - - - - - - - -
intereston LTD -~ .- 801 - - - - - - - . - - -
Interest on STD - - ’ _ - - - - - - - -
Intercompanyy Interest © {15,004)  (13,898) (13,993) (14,085) (13,895)  (13,852) (13,901) (13,828) (13,817) (13,732) (13,670)  (15,842)
Amortization ’ - ' - - - - - - - - - - -
(15,004)  (13,098) (13,993) ~  (14,085) (13,895)  (13,852) (13,901)  (13,828) (13,817) (13,732) (13,670)  (15,842)

Net income (L.oss) $ (14,516) § 8361 § (1,767) § (6,988) $ (29.665) $ 54,103 $ 7,052 § (3,506)

* Pittsfield Only (Excludes North Country)

$ 2077 $ 6475 § 22791 $ 221
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Provided pursuant to NHPUC Rule 1604.01(20)

Customer Type
Residential
Commercial

. Industrial

Municipal

Customer Type

‘ Residential

Commercial
Industrial
Municipal

Customer Type
Residential
Commercial
Industrial
Municipal

4 N O H e

¥ P BhH

¥ A A P

March $

62,367 -

13,944
- 2,650
32,983
111,944

March $
77,980
20,241

2,654
41,894
142,769

March $
-90,880
20,862
2,542
34,106
148,389

March
Cons.

13,195

2,232

310
285
16,022

March

‘Cons.
12,286
2,723

135
304

15,448

March
Cons.
11,974
2,347
102
341
14,764

¥ N N N 9N

P O LH H

© €t P h

June $
58,176
14,104

2,716
33,049
108,045

~June §
75,318
19,957
2,899
46,351
144,526

June $

84,715

24,149
2,547
34,130

145,541

Quarterly Sales \

June Cons. -

12,044
2,282
330
305
14,961

_ June Cons.

10,828
2,306
129
319
13,582

June Cons.
10,698
3,021

103

346

14,168

PP P W

2008

September $
64,878
14,673

2,648
32,534
114,733

LR I -

2009

September $
82,558
21,737

2,535
45,511

2010

September $
$ 93,145
$ 23,210
$ 2,703
$ 33,203
$ 152,261

152,340

September
Cons.

14,132

2,438
310
149

17,029

September
Cors.

12,354
2,693
94

173
15,314

September
Cons.

12,406

2,791

135
155
15,487

.me Schedule for
the Five Years from 2008 through 2012

December $
57,470
15,127
32,428

2,755

107,780

4 N P &

December $
76,850
20,603

2,933
46,310
146,697

4 P O PO B

December $
89,434
24 470

2,734
36,279
152,817

December
Cons.

11,877
2,580
166
3N
14,934

December
Cons.

11,156
2,463
143
349
14,111

December
Cons.

10,599
2,822
106
323
13,850

Total $ .
242,891
57,848
40,442
101,322

Total Cons.
51,248
9,532
1,116
1,050

(1,006) Abatements

Other Adjustments

441,496 Total Water Billed
.(12,570) Unbilled Revenue
94,737 Recoupment

523,663

62,946

Total $
312,707
82,537
11,020
180,067

Total Cons.
46,624

10,185

501

1,145

(5,796) Abatements
(0) Other Adjustments
580,535 Total Water Billed
27,603 Unbilled Revenue
(7,536) Recoupment

AN A & B O N B H B

600,603

58,455

Total $
358,174
92,691
10,525
137,717

Total Cons.
45,677
10,981
446
1,165

(6,853) Abatements
0 ‘Other Adjustments
592,256 Total Water Billed
1,730 Unbilled Revenue

Recoupment

593,986

58,269
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' Provided pursuant to NHPUC Rule 1604.01(20)

Customer Type
Residential
Commercial

‘Industrial

Municipal

_Customer Type

Residential
Commercial
Industrial
Municipat

Note:

March
March $ Cons.
$ 94,789 11,031
$ 24,448 2,796
$ 2,813 105
$ 37,303 208
$ 159,353 14,230
, March .
March $ Cons.
$ 9888 10,108
$ 22,985 2,134
$ 2,942 88
$ 43,991 307
$ 168,817 12,637

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

& € &N ¥ D

e P A P hH

June $
90,840
22,161

3,377
37,287
153,665

June $
104,884
23,509
3,246
44,176
175,815

Pittsfield Aqueduct |

-June Cons.

10,305
2,364
178
296
13,143

June Cons.
C 11,115
2,221

139

340 .

13,815

2011

September $

108,809
24,059
3,241
43,071
179,270

£ PO O H P

2012

September $
104,158
21,768
3,156
42,038
172,021

H A B P B

September
Cons.

11,810
2,302
187
184
14,453

Septembér
Cons.

11,022

1,913

124

132

13,191

Quarterly Sales Volume Schedule for
the Five Years from 2008 through 2012

December $
98,036
23,566

' 3,150
43,974

168,726

P P P N &

December $
103,665
22,170
3,013
44,081
172,928

€ B P P D

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

- December

Cons.
9,910
2,218

1237

302
12,563

December.
Cons.

10,804
1,971
102
329
13,206

Total $

Total Cons.

392,564

94,234

12,581
161,633

(7) Abatements

43,056

9,680

563
1,080

- Other Adjustments
661,006 Total Water Bifled

7,229 Unbilled Revenue
63,920 Recoupment

PN & B B B O DB

732,155

54,379

Total §

" Total Cons.

411,605
90,433
12,358

175,186

(59) Abatements

43,049
8,239
453
1,108

- Other Adjustments
689,523 Total Water Billed
(5,484) Unbilled Revenue

(70) Recoupment

RIA B P P N PO h L

683 969

52,849
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Pittsfield Aqueduct Company

Capital Expenditure Budget - 2013

($000)

Provided pursuant to NHPUC Rule 1604.01(21)

2012 Carryover Projects - PAC

Pr,ojéct Description

Project Rating _ _Total 2013 incl O/H

Joy Street Water Main FinaIvPaving

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

30
Build new garage at Pittsfield plant site plan approval 4 15
Subtotal 2012 Carryover Projects 45.00
New 2013 Projects - PAC - - |
i ] o D/DBP Evaluation (study) 55
Repair wall, paint and seal chemical area 1 8
Replace six chemical storagg tanks 1 7
new meters for meter exchanges (25) 11 4
install 1 new service ' 1 4
Camplete 2 service renewals 1 8
| Install 1 new gate 1 _ 4
Subtotal New 2013 Projects 20.00
. Total 2013 Capital Projects Budget 135.00
2012 Carryover Projects - Total PAC 45.00
New 2013 Projects - Total PAC 90.00
Deferred Projects - 2013 -
Total Capital Budget - PAC

135.00
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Pittsfield Aqueduct Company
Capital Expenditure Budget - 2014
(SO_TOO) '

Provided pursuant to NHPUC Rule 1604.01(21)

' Project Rating

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

, Project _ .

Project Description Rating Total 2014 incl O/H

|Build new garage at Pittsfield plant 4 100

- Subtotal 2013 Carryover Projects 100.00

New 2014 Projects - PAC _— :

v N Treatment Process Upgrade for DEP reduction 330

1 )  Paint and seal filter area in plant 3 15

Instali- 1 new service 1 4

“Complete 2 service renewals 1 8

install 1 new gate ; 1 4

Rebuild or replace 1-backwash pump. 1 3

Subtotal New 2014 Projects 364.00

Total 2014 Capital Projects Budget 464.00

2013 Carryover Projects - Total PAC 100.00
New 2014 Projects - Total PAC 364.00°

Total Capital Budget - PAC 464.00




Pittsfield Aqueduct

Annual Statement of Cash Flows )
For the Twelve Months Ended December 31, 2013 and 2014

Provided pursuant to NHPUC Rule 1604.01(22)

2013 L2014
Operating Activities: ‘ . '
‘Net Income 948 50,000
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 91,257 95,000
Gain on sale of land/cell tower leases - '
Amortization of deferred investment tax credits : -
Provision for deferred income taxes . 622 700

Allowance for funds used during construction : -
Undistributed eatnings in real estate partnerships -
Special shateholder distributions -

Change in assets and liabilities: ‘ ‘
(Increase) decrease in accounts receivable and unbilled révenue (4,798) . 6,000)
(Increase) decrease in refundable income taxes ' -
(Increase) dectease in materials and supplies

(Increase) decrease in prepaid expenses (98,045) -
(ncrease) dectease) in defetred charges and other assets . ) 27,192 : -
Increase (decrease) in accounts payable and accrued expenses ' ©{11,059) -
Increase (decrease) in other ' 131,175 - (8,000)
Net cash provided by (used in) operating activities : 137,292 131,700
Investing Activities: o : . 7
Purchases of propetty, plant and equipment (135,000) (464,000)
Conttibutions in aid of construction - '
(Inctease) decrease in restricted cash -
Sale (puschase) of investment secutities. -
Net (increase) dectease 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 ' (135,000) (464,000)
Financing Activities:
(Repayments) advances on line of credit -
Payments on long-term debt ' - .
Proceeds on long-term borrowings - - 335,300
Debt issuance costs : (2,292) (3,000)
Proceeds from issuance of common stock and dividend reinvestment plan o .
Dividends paid -

' Net cash provided by (used in) fiancing activities 2.29) : 332,300
Net increase (decrease) in cash - -
Cash at beginning of period - 900 900
Cash at end of period . 900 900
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WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES '

Provided pursuant to NHPUC Rule 1604.01(23)

(23) Sinking Fund Provisions — None.




WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(24)

(24) Short Term Debt Outstanding — submitted with supportmg schedules and ethblts
‘ 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 ltem 8 contained in this binder. 2009 and 2008 Annual Reports
- to Shareholders previously provided in DW 10-090.
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‘Mote 1 Description of Businoss:and Suminary-of
 Significant Accounting Policies :

Nate 2 Post-rétiremont Benefit Plans-

Note3 Cominitiments and Contingoncies

Note4 Pinencisl Measurement.and Fair Value of Financial Instuonents

Note 5 Income Taxes

Note 6 Dbt R

Note 7 “Tritisaofion with tio City of Nashna:
* Note§ 8alsof Land

Note 9 SubsequentBvents

O AT O Y W e

169



=

- -,---\‘ . '. G
8 é}{ f,f\‘\«i PAN \Y'} "}l\._,

HASE SRRSO Y

INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholder
Pconichuck 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 misstateroent.

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.

~
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We beliove that the audit evidence we have ebtamd is suffictert and appropriate to provide
& basis for our audit opinion,

‘ A .
In our opinjon, the consolidated financial statements referred to above present fairly, in all
- miaterial respects, the finaucial position of Pennichuck Corporation and Subsidiaries as of
 December 31, 2012, and the results of its operations and its cash flows for the year then
- ended in accordance with accounting principies gemeral accepted in the United States of
America. :




PENNICHUCK CORPORATION AND SUBSIDIARIES ‘
CONSOLIDATED BALANCE SHEET
(in thpusands, except share data)

As of
December 31, 2012
ASSETS .
Property, Plant and Equipment, net ‘ & 164,058

“Current Assets:
Cash and cash equivalents : 873 -~
Restricted cash ; 5443
Accounts receivable - billed, net ‘ 2380
Accounts receivable - unbilled, net 1,994
Inventory '

- Prepaid expenses
Prepaid property taxes

Deferred and refundable income taxes

Total Current Assets -

Other Assets: '
Deferred land costs 2,251
Debt issuance expenses 3,623
Investment in real estate partnership _ 113
Other , 10,272
Acquisition premium ' ‘ 83,261

Total Other Assets ‘ : 99,520
TOTAL ASSETS S $ 2716530

The accompanying notes are an integral part of these consolidated financial statements
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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 $ -
Additional paid in capital ' 30,561
Retained deficit ' (2,366)
Accumulated other comprehensive income 35
Total Shareholders’ Equity : ' 28,230
Long Term Debt, Less Current Portion ' : 174,279 .
Current Liabilities: (
Catrent portion of long term debt - 2,780
‘Accounts payable ' 908
Accrued property taxes . 57
Deferred revenue : _ 7 ' 61 i
Accrued interest payable 618 '
Other accrued expenses 127
Accrued wages and payroll withholding ' 262
Customer deposits and other ‘ 13
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 ' o 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 intcgral part of these consolidated financial statements, . | O ‘
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME

(in thousands)

Operating Revenues

Operating Expenses:
Operations and maintenance
Depreciation and amortization
Taxes other than income taxes

Total Operating Expenses
- Operating Income

Merger-telated Costs
 Interest Expense
Gain on Sale of Land
Other, Net
Income (Loss) Before (Provision for) Benefit From Income Taxes
(Provision for) Benefit From Income Taxes

Ne;t (Loss)

For the Year Ended
December 31, 2012

$ 37,756

18,540
5173
4,857

28510
9,186

(3,750)
(9,615)
1,629

(32)

(2,582)
680

$  (1,902)

The accampanying nates are an integral part of these consolidated financial statements,
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PENNICHUCK CORPORATION ANDSI?B&H)‘ ARIES
‘CONSOLIDATED STATEMENT OF COM NSIVE INCOME
(in thiougands) '

For the Year Exded
_December 31,2012

Net (Loss) § 1902

Other Comprehensive Income (Loss): ‘ N
Urirealized loss on derivatives (149)
Reclassification of net loss realized in net income 157
Retivement of old capital strusture due to change in control 530
Income tax benefit relating to other comprehensive income

Other Comprehensive Income (Loss)

- Comprehensive (Loss)

The accompanying notes are an integral part of these wﬁsalidmed financial statements.
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

(in thousands, except per share data) i
~ Accumniated
Additional ) Other
N ,_Cog;n_n_qg ,Stoek — Paid in Retained Comprehensive Treasury
_Shares . _Amount __ Capital __Earnings/(Deficit) Jncome(Loss) Stock _ Total
Balance as of -
January 1, 20]2 - 4,695,757 $ 469 § 41,689 3 1LI32 §  (500) $ (138) $ 56879
Exercise of stock options : 1,067 1 2 . ' . - 71
* Stock-based compensation - - 56 . . . 36

Retirement of old capital structure
-due to change in control (4,696,824) (4,697) (41,76%) (11,386) 530 138 (57,180)
Issuance of common shares undér
new capital structure 1,000 -~ 30561 - - - 30,561
Common dividends declared- ) »
$209.934 per share - ., ¥ 210) - - (21
Netloss , - - = a9 - - (1902)
Other comprehensive income (loss):

Unrealized loss on derivatives, » , : ‘

net of taxes of $(60) ‘ . " - - (89) - (89)
* Reclassification of net loss realized

in net income, net of taxes of $63 - Lo e , - _ 94' = _ 94
Balance as of B o .
December 31,2012 e 1,000 : $ - % 30561 $ £2,3622 $ 35 $ - . § 28230

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

(in thousands)
For the Year Ended
December 31, 2012
Operating Activities: ,
Net{Loss) S $§  (1,902)
Adjustments to reconcile net loss to net cash provided by operaﬁng‘activities: '
Depreciation and amortization ' _ 5,438
Amortization of original issue discount o7 - 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 liabilities: .
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- (16l)
Increase in accrued interest payable , (130)
Inctease in other ‘ ' _ 1,654
Net cash provided by operating activities ' S 1076
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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PENNICHUCK CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

(in thousands)

For the Year Ended

_ DecemberVSI, 2012

Financing Activities:
Payments on long term debt
Contributions in aid of construction
Proceeds from long term borrowings
Debt issuance costs
Proceeds from issuance of common stock and dividend reinvestment plan
Dividends paid '
Net cash provided by financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents; beginning of period

Cash and cash equivalents, end of period

$  (3.697)
55
120,209
(30)
30,583
210)
2;114)
2,981

$ 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 i $ 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 Accounﬁng Policies

Descripﬁonv of Business:

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

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

(a) Basis of Presentation

The accompanying consolidated financial statements include the accounts of our Company
- and its wholly owned subsidiaries. All s1gmﬁcant intercompany transactions have been elimi-

nated in consolidation.

®) Use of Estimates in the Preparation of Fmanczal Statements

The preparatxon of financial statements in conformity w1th 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 cxpenses during the reperting period. Actual results could differ from those

estimates.

(c) Property, Plant and Equtpment

Property, plant and eqmpment which includes prmmpaﬂy the water utlhty 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) - v 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 A 3. 5
Total property, plant and equipment 213,410
Less accumulated depreciation _(49,352)
Property, plant and equipment, net -~ $ 164,058

Maintenance, repairs and minor itprovements 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 Aequivalents génerally consist of cash, money market funds and other short-
term liquid investments with original maturities of three months or less.

(¢) 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.

11
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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 balanices. 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 accrued at the end of each accountmg

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 construction of land parcels are

capitalized as deferred land costs. No labor and benefits were capitalized for the year ended

December 31, 2012.

() Deferred Charges and Otker Assets

Deferred charges include certain regulatory assets and costs of obtaining debt financing.
Regulatory assets arc 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, 2012 consisted
of the following:

12
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Recdvery

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 {1}
Total regulatory assets gl
Supplemental executive retirement plan asset ' 748
Subtotal 10272
Deferred financing costs o 3,623 W

Total deferred charges and other assets  $ 13,895

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

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

Under construction contracts with real estate developers and others, our Company’s utility .

 subsidiaries may receive non-refindable 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 chatges 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 recoguized 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. ' o

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

13
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Company’s real estate holdings outside of our rcguléted utilities are comprised primarily of
undeveloped land. '

(i) 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 cartying value of the investment.

(n) Income Taxes

Income taxes are recorded using the accrual method and the provision for federal and state
' income taxes is based on income reported in the consolidated financial statements, adjusted
for items not recognized for income tax purposes. Provisions for deferred income taxes are

recognized for accelerated depreciation and other temporary differences. A valuation allow-
ance is provided to offset any net deferred tax assets if, based upon available evidence, it is
more likely than not that some or all of the deferred tax assets will.not be realized.
Investment tax credits previously realized for income tax purposes are amortized for financial

statement purposes over the life of the property, giving rise to the credit.

(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 bene
expected to be eamned in the future.

We provide post-retirement medical benefits for eligible retired employees through one of
two plans (collectively referred to as our “OPEB Plans”). For employees who retire on or
after the normal retirement age of 65, benefits are provided through a post-retirement plan
(the “Post-65 Plan”). For eligible employees who retire prior to their normal retirement age
and who have met certain age and service requirements, benefits are provided through a post-

employment medical plan (the “Post-employment Plan”). Future benefits under the Post-65

Plan increase annually based on the actual percentage of wage and salary increases earned

14
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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 qua»liﬁ/ing 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 conttibution 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 4
" Consolidated Balance Sheet consisted of: _
Current liability ’ § - $ (26)
Non-current liability _(2,368)
Total § :2,3_94 )

_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:

¥

DBPlan =~ OPEB Plans
(in thousands) | December 31,2012
Regulatory asset balance, beginning of period $ 6907 $ 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 _ | 11
Regulatory asset balance; end of petiod $ 7874 $ 22

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. The Post-65 Plan was changed as of

15
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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 eamed 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 reccgnized 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;

DB Plan OPEB Plans
(in thousands) December 31,2012
Net actuarial (gain)/loss $ 7874 $ 384
Prior service cost - (162),
Regulatory asset $ 7874 $¢ 22
, R X o

T he key assumptions used to value benefit obligations and calculate net pcnodlc benefit cost
for our DB and OPEB Plans mclude the following: : :

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

(a) An inorease or decrease in‘the discount rate of 6.3% would result in & change in the funded stutus ay o December
31,2013, for the DB Plan and the OPER Plans of approximately $1.4 miflion and $1.6 million, respectively..

The estimated net actuarial loss for our DB Plan that will be amortized in 2013 from the
rcgulatory 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 201 3 from the regulatory

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

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

DBPlan ~_OPEB Plans
Asset ' Asset
Allocation ~ Allocation
. , Range Range
Equities . o 60% . 30%-100% 64% 30% ~ 100%
Fixed income ' 40% 20% - 70% 36% 0% - 50%
Cash and cash equivalents 0% 0% - 15% e 0% 0%-15%
Total 100% 100%
R —————

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 instraments, 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'referencé 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 amnuity

contract with a life insurance company. The assets under the contract are invested in pooled
separate accounts and in a general investment account. The pooled separate accounts are
valued based on net asset value per unit of participation in the fund and have no unfunded
commitments or significant redemption restrictions at year-end. The value of these units is

determined by the trustee based on the current market values of the underlying assets of the .

pooled separate accounts. Therefore, the value of the pooled separate accounts is deemed to
be at estimated fair value. ' ‘ '

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

durations. .

The methods described above may produce a fair value calculation that may not be indicative
of 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) ~_ Totals Levell  Level2 =~ Level3

DB Plan:
Equities: _
Pooled separate accounts $ 586 § - $ 586 § -
Fixed Income: | :
General investment account 1,704 = - 1,704
Pooled separate accounts 2,143 n 2,143 -
Cash and cash equivalents: ) _ :
Money Market funds - o T
Total Pension Plan | $ 9713 § - $ 83,009 $ 1,704
OPEB Plans:
Mutual funds: '
Balanced/hybrid funds $ 179 $ 179§ - $
-U.S. equity securities funds o 274 274 e :~"
International equity funds 67 67 “ -
Fixed income funds . 2w 297 - .
Cash and cash equivalents: ~
Money market funds 4 1 u . 1"_ s
Total Post-retiremeflt Plans =~ $ 818 §_ 817 $ 1 - $. ¥
- Totals o $ 10,531 $ 817 $ 8010 § 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 S (369)

Return on plan assets (net of investment expenses) 53

Balance, end of period $ 1,704

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

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

(inthousands) _DB Plan OPEB Plans
2013 $ 421 $ 66
2014 488 74
2015 550 ' 83
2016 695 | 84
2017 751 95
2018 - 2022 5,168 47,
Total . $ 8073 § 1,149

] oo

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

Defined Contribution Plan

In addition to the defined benefit plan, we have a defined contribution plan covering
substantially all employees. Under this plan, our Company matches 100% of the first 3% of
each participating employee’s salary contributed to the plan. The matching employer’s con-
tributions, recorded as operating expenses, wére 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 January1,

- 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 obscrvable inputs.

Level 3: Based on significant unobservable inputs.

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

(in thousands) Total =~ Levell Level 2 Level 3
Interest rate swap _ $ Aﬁﬁ $ - $_(825) $ e

The carrying valuc 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 dees 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 Recelvable 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.

' Noté 5 Income Taxes

The components of the fcdcral 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 A $ (689)
Current $ (1,255
Deferred ' _ LA
Total | A §___(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 o -14.6%
Amortization of investment tax credits ~ ___ 14%
Effective tax rate 26.3%
g T———

The témp()rary 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 o 3,119

Other : 1,426

' Total liabilities* | 29,379

Assets: | | : |

Pension accrued liability o 3,508

Federal net operating loss catryforwar 1,858

Alternative minimum tax credit . 240

NH Business Enterprise Tax credits 23,

Other 3,125
Total assets 8,794

Net non-current deferred income tax liability $ AZQE:S: |

‘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 before they expire; therefore we
have not recorded a valuation allowance related to these credits. :

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

‘We had a regulatory liabiiity related to income taxes of épproximately $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 roturn, or
planned to be taken in a future tax return, that has not been reflected in measuring income tax
expense for financial reporting purposes. As a result of this review, we determined that we
had no material uncertain tax positions. We will use tax planning strategies, if required, and
when possible, to avoid the expiration of any future net operating loss and/or tax credits.

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

remain subject to examination by the state jurisdictions.

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

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

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

(in thousands) » _
Unsecured note payable to City of Nashua, 5.75%, due 12/25/2041 $ 117,925
Unsecured senior note payable due to an insurance company
7.40%, due March 1, 2021 A - 5,600
Unsecured Business Finance Authority: : :
Revenue Bond (2005 Series BC-4), 5.375%, due October 1, 2035 12,130
Revenue Bond (2005 Series BC-3), 5.00%, due April 1, 2018 - 1,475
Revenue Bond (2005 Series A), 4.70%, due October 1, 2035 12,125
Revenue Bond (Series 2005A), 4.70%, due January 1, 2035 1,785
Revenue Bond (Series 2005B), 4.60%, due January 1, 2030 2,320
Revenue Bond (Series 2005C), 4.50%, due January 1, 2025 _ 1,175
Revenue Bond, 1997, 6.30%, due May 1, 2022 ' 3,000
Unsecured notes payable to bank, floating-rate, due March 1, 2030 4,058
Unsecured New Hampshire State Revolving Fund (“SRF”) notes 0 . .9,741
Total long-term debt _ 177,334
Less current pottion ' (2,780) -
Less original issue discount . : (275)
Total long-term debt, net of current portion $ 174,279

() SRF notes are-duc through 2033 at interest rates ranging from 1% to 4.488%. Thesc 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 impravements, 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 ratc 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 requi‘rementsvsubsequen‘c to December 31, 2012 are as
follows: : :

(in thdusands)’ Amount
2013 - o $ 2,780
2014 2,875
2015 ' 2,998
2016 " 3,127
2017 3,265
2018 and thereafter 162z2-'89
Total $ 177334
o e
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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 maxinmum 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 2 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 January 2002

through August 2009, provided however that such amount shall not exceed $500,000 in any

fiscal year, or $5,000,000 in the aggregate, of all such distributions.

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

(in thousands)
Established line as of December 31, 2012 ~$ 10,000
Maximum amount outstanding during period N
Average amount outstanding during period ' ok
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 Décember 31, 2012, we had a $4.1 million interest rate swap which qualifies as a-
derivative. This financial derivative is designated as a cash flow hedge. This financial instru-
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ment is used to mitigate interest rate risk associated with our outstanding $4.1 million loan
which has a floating interest rate based on the three-month London Interbank Offered Rate
(“LIBOR™) plus 1.75% as of December 31, 2012, The combined effect of the LIBOR-based
borrowing formula and the swap produces an “all-in fixed borrowing cost” equal to 5.95%.
The fair value of the financial derivative, as of December 31, 2012, included in our Consoli-
dated Balance Sheets under “Deferred credits and other reserves™ as “Other liabilities” was
$825,000. Changes in the fair value of this derivative were deferred in accumulated other

comprehensive loss.

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

next twelve months.

Note 7 — Transaction with the City of Nashua

On January 25, 2012, in full setflement of an ongoing Eminent Domain lawsuit filed by the
City of Nashua (“City”) and with the approval of the New Hampshire Public Utilities
Commission (“NHPUC”), the City acquired all of the outstanding shares of Pennichuck

Corporation (“Pennichuck”) and, thereby, indirect acquisition of its regulated subsidiaries. -
The total amount of the acquisition was $150.6 million (“Acquisition Price”) of which -

$138.4 million was for -the purchase of the outstanding shares, $5.0 million for the
establishment .of a Rate Stabilization Fund, $2.6 million for legal and due diligence costs,
$2.3 million for severance costs, $1.3 million for underwriting fees, and $1.0 million for
- bond discount and issue costs. The entire purchase of $150.6 million was funded by General
Obligation Bonds (“Bonds”) issued by the City of Nashua. Pennichuck is not a party to the
Bonds and has not guaranteed nor is obligated in any manner for the repayment of the Bonds.

Pennichuck remaius 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”),V Pittsfield
Agueduct - Company, Inc. (“PAC”), Pennichuck Water Service Corporation, and The

Southwood Corporation will continue as subsidiaries of Pennichuck Corporation and PWW,

PEU and PAC will continue as regulated companies under the jurisdiction of the New
Hampshire Public Utilities Commission. The terms of the merger and the requisite
accounting and rate-setting mechanisms were agreed to in the NHPUC Order 25,292 (“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%. Penmichuck 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 notec 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. |

Muricipal Acquisition Regulatory Asset (“MARA”)

Pursuant to the PUC Order, Pennichuck established anew 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.

the'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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j’i!,'/PTa'renteBeard

Independent Auditors’ Report

Board of Directors and Stockholders
Pennichuck Corporation

We have audited the accompanying consolidated balance sheet of Pennichuck Corporation (the
“Company”) as of December 31, 2011, and the related statements of income, shareholders’ equity,
comprehensive income, and cash flows for the year then ended. These consolidated 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 médnagement, 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 lndependent 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 conisolidated financial statements referred to above present fairly, in all material
réspects, 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 Anmerica. . »

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

As of December 31,
2011 2010

AR

'ASSETS S ' e o
Property Plant and‘Equxpment net o

Currenf Assets::

Deferred land costs o
<& _e‘i"r‘“é‘déﬁﬁ? vosiaiid others

TOTAL ASSETS N §__189400 §__181 601

The accompariying 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,
i '20'11 o 2010

utstandmg~ 4, 694 555- and 4 675 903 v-shar
Additional paid in capital

taj
A_ccumulated other comprehensrve loss
“Treasury stock;at cost; 1,202 shiares in-201 1 4Hd" 2010

‘Total Shareholders Equlty

’”’ﬁf longHer debt sk
ts s pa able
S ERE r%&%hp’éﬁme s
. Accrued wages and payroll wnthholdmg

T L e

Deferred mvestment tax eredltS‘ |
MPREglatory Tiability
Post-retlrement health beneﬁt obhgatlon L _

“Wcﬁﬁ

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,
2011 2010
‘Operatitig’Revénues . -/
Operatmg Expenses
© #Opétations and Thainténance. >

Dgprema n and amorhzatlon

Emiinent Domam and Merger-related Costs

finte ”Wﬁiﬁpense

NetIncome o _ $._ . 4,_111 $ 3,_7_81.

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,

Other Comprehenswe Loss

UriredliZed Los§ oo Dérivatives . .. B

R cléssiﬁcatlon of Net Loss. Reallzed m Net In ome _' B

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
'Commeon Stock Paid in Retained Comprehensive Treasury
Shares Amount Capital =~ Earnings (Loss) Income Stock

Balances as of

 December 31, 4,652,260 4,652

INelindoine ' s
Common stock. offenng‘

g&ﬁ;ﬁiﬁd Toiivestne

, Rcclasslﬁcatlon adjustment
for net loss realized in net
income, net of tax. benefit

87

Common dmdends
declared—$.74 per share

FEXCICISC OAALOCH OPIIC

" Tax effect of disqualifying ,

" dispositions ' : 28 - —
IR R A i : 2 S i

Unrealized loss on
derivatives, net of tax benefit

Balances as of . : "
_ December 31, 2011 ‘ 4,695,757 $ 4,696 $ 41,689 $ 11,132 $ {300) $ (138)

i

The aécompanying 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,

0 2019,

iOperating Activitiés: < .
’ Net mcome

Amortization of deferred
mvestment tax credits
oRtfor defered e axes.
Equlty component of allowance for funds used
during constructlo_n o (3 ‘ ®)
g{ﬁnhisﬁ’ib“i'lted losssm,réﬁl Estatei Me?shlp £ MR R

unbllled revenues o
S8 Cincrease) i refindabEreomE kes:

Increase in materlals'and sup lies

v

-

(Increase) decrease in deferred charges and
_other assets

Increase (decrease) in accrued interest payable
y -

HeRgase invbier i LR

Purchase of pronerty, plant and equ1pment '
mcludmg debt component of allewance for

" Increase in mvestment in real estate partnershlp
and deferred land costs

drgra il me

FGash Tised in Tivesting activities

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

 Years Ended December 31,

0 200

Financing Activities: ' » 5
Rayments on long-term debt

Proceeds‘ from issuance of common stock and
dmdend remvestment plan

Cash and cash € mvalents, begmnmg of

v '7!*; Jw
7 ,,;,

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

—Years Ended l_)ecembef 31,
(in thousands) _ ' 2011 . 2010

Itt % 296 0§ 315

Contrlbutlons in hld of constructlon :
Forgiveness of débt -

‘The accompanying notes are an integral part of these consolidated financial statements:
9
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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 Bu_s_iness_:

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, Néw Hampshire (the “City””) completed its acquisition

of all of the. outstanding voting securities of our Company in a merger transaction pursuant to the
Agreement and Plan of Merger (the “Merger Agreement”) dated as of November 11, 2010 between our

Company and the City. The Merger Agreement provided for the purchase of all the outstanding common -
stock and common stock equivalents of our Company for $29.00 per share, or approximately

$138 million in cash.

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

Significant Accountin Poliéies: v

(a) Basis of Presentation

The accompanying consolidated financial statements include the accounts of our Compény and its

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

) 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 200, (inyears) .
Utility Property: ‘ '
SaLARARA nd vigh
. Source of supply

{EIRUMpIRER& pufifidation s i Uy
Transmission & distribution, including
services, meters and hydrants

PGSl Ad oihereqipment Al

#

__Intangible plant
SRR ro

o Lot tility propert
TonlinoRinlity.property
__Total property, plant & equipment

e g

' APropeﬂ;y, plant and equipment, net

161323 $__

~ Maintenance, repairs and minor imprévements 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 equivalénts 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 ptimarily 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.

1
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() Accounts receivable

'Accounts receivable are recorded at the invoiced amounts. The allowance for doubtful accounts is
our best estimate of the amount of probable credit losses in our existing accounts receivable, and
is determined based on historical write-off experience and the aging of account balances. We review the
allowance for doubtful accounts quarterly. Account balances are written off against the allowance when it

is probable the receivable will not be recovered.

(g) Unbilled Revenues

We read our customer meters on a monthly basis and record revenues based on meter reading
results. Information from the last meter reading date is used to estimate the value of unbilled revenues
through the end of the accounting period. Estimates of ‘water utility revenues for water delivered to

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. -

(}) Deferred Charges and Other Assels

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) .21 2010  _ (inyears)

‘Regulatory assets:
Fsoiiee developnient charges
Miscellaneous studies
YSHbanes DRI LT
Unrecovered pension and post-retirement:
_ benefits expense
“TGtalEgtilatory assets T o T

12

customers but not yet billed are accrued at the end of each accounting period. Actual results could differ——
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Franchise fees and other - 7

‘Supplemental executive retirement plan asset - 692 - ‘ SN
~ Deferred financing costs ‘ . 3,829
" Total deferred charges and other.assets .- -$ 14,163 ..’

) We expect to recover these amounts consistent with the antlclpated expense recogmtnon of
these assets.

(%) Treasury Stock

’ ’I‘reaéury 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 1n the financial statements for estlmated

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 agreéd-upon
contract rates. Revenues from unplanned additional work are based upon time and materials incurred in
connection with activities not specifically 1dent1ﬁed 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 prlmartly 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 Unconsohdated
‘Company” for further discussion of Southwood’s equity investments.
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(o) Allowance for Funds Used During Construction (“AFUDC”)

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

follows:

- (in thousands) ' ‘ 2011 2010

DG (irrestyGotiponent s . 1§ g R
'Equity component
'&:

Kimofal AFUDC

(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.
(@) 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.

(r) 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: , :

i

DB Plan . i OPEB Plans
as of December 31, . as of December 31,
~ (in thousands) ' 2011 2010
HTojeciedBEnEnt BlEAtoN Je. it SHERISI8 A ’
Employer contribution

Sl

S,pdid

TRl eXpenses
lan assets

s g

EHSHER

) R e AR

F i

Amiounts of the funded status recognized in
the Consolidated Balance Sheets as of
December 31, 2011 and 2010 consisted of:

FCorréiit liability TR R
. Non-current liability
BT Y
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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,
2011 ' 2010 2011 2010

(in thousands)
“Repulatory dssef balarice beginhing of yédr

Net actuarial loss/(gam) incurred during the year
SPrioFSevice cost incired diifiig thé year -~ . 0 e 0
Amomzanon of prior servnce cost

Regulétgi'y‘;;éséﬂ(iléblllty) Baléﬁée, end of year

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 premlum 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.

Amouﬁts recognlzed 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

respectwely
DB Plan o ) OPEB Plans
' ____asof December31,  as of December 31,
(in thousands) 2011 ~ 2010 o 2011 2010
NeTaCAnAlIBai) Hoss HISH e, : Eh o
Prior servme cost
egiiatoryasset

: The key assumptions used to value benefit obhgatlons and calculate net penodlc benefit cost for
our DB and OPEB Plans mclude the followmg :

(&) Anincrease or decrease in the discount rate of 0.5%, would resalt 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’ expeoted 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’ asscts for each major type of plan asset as
of December 31, 2011 and 2010, as well as the targeted allocation range: .

__DBPlan » , o ... OPEB Plans )
Asset Allocation Asset AHocation
: 2011 . 2010 Range 2011 . 2010 . Range
T e e 158%: L SRR
Fixed income : b 33% 42% - 10%—-40% -
(B Saleis F e Al T ORI
" Total 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 ylelds of similar instruments with comparable durations.

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

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

believes the valuation methodologies are appropriate and consistent with other market participants, the
use of different methodologies or-assumptions to determine the fair value of certain investments could

result in a different fair value measurement at the reporting date.

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

(Level 3 measurements).

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

(in thousands) - . Totals =~ . Levell Level2 =~ Leveld =

P
PNNW common stopk
3 g&"”q «M’éﬁi’gﬁ%ﬁp@fk m‘,:

“P3 Slcd“%epﬁ?ate‘%ac““‘é‘ﬁun Hey

Cash and cash ulvale ts:
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OPEB Plans:

Mutual filnds: - 7 T oo T e
Balanced/hybrld funds $ 166 § 166 $
5'U.85 8quity secutities fands~ -~ . 239 T ee239.0 LT ek
International equity funds 57 57
. -Fixéd“income funds. L 064 T T 268 T

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

uities;
&%mgﬁ* *f,»:a“m n%&;

] NN’W co_mm stock

""‘Ys s

xt"‘ﬁdémé 3 :

SRS

Cash and cash e ulvalems.

BVIGHeYAiaTke

Total Pension Plan _

o 1850“ )
WM&@& 646;‘§§§

Intematlonal equlty funds
?ﬁ-“‘ ced: ”ff“gﬁié”ﬁihds

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

(inthousands) 2011 2010
“Halaticé; Beginning of Year
Plan transfers |
e

Return on -plan assets (net of investment

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 ap‘propriéte, v
are expected to be paid in the years indicated:

(in thousands) ' : . DBPlan . OPEBPlans _

= M‘m G fﬁ“ﬁ!\?ﬁ:"
@@szfazmm

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. o

. Note 3 - Stock-based Compensation Plan
Share-based payrhents 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. = | :
20
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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) ooz 2010
‘Stock-based Compensation. »5: . T SO 09 I8 70239,
Income taxes . ‘ o (44)

- Stock-based compensanon pétoftax = . .- L8 T65 g

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 pemuts the grantmg 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 equlvalent 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 optlon 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 75" 222,601:48 - :1529-22,51.:8 . . 1981
Granted 71,900 20.11-21.14 20,54
Exercised W S YU (26,182) 8 15292222000 1980
Canceled/forfeited .

Opions’ outstanﬁmgas of December.31; 201
Granted . :
Exércised
Canceled/forfelted
Q Pk "‘ N ‘f’

589 7181%%3‘{ o Q‘I 5’29‘-225‘51 i %gf BE

The following table summarizes information about stock options 6utstanding and exercisable as
of Décember 31, 2011.

_._Options OQutstanding Options Exercisable
S Weighted . ‘ : Weighted
_ Remaining Average Average
Number =~ Contractual Exercise Number Exercise
Ex'e;i‘cise " Outstanding Life Price Exercisable Price
As of 12/31/11 (@in years) Per Share ‘ As of 12/31/11 Per Share

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

Years Ended December 31,

2011 2010

Risk-free interest rate ™ "0 eyt AN 584D 81% 7

Expected dividend :
yield 3.41 -3.48%

Expested lives 3 ¥ S RIS 1O 45 Yehfs
Expected volatility - i 2537-2541%

Note 4 - Commitmen‘ts'and Contingencies

Operating Leases

We lease our corporate office space as well as certain office equipmeﬁt 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

T A\

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 st_ock.

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, Turther
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 measurenients). The three levels of fair value hierarchy are as follows:

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

Level 3: Based on significant unobservable inputs.

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

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

(in thousands) ___December31,2011 . Levell = Level2 Level 3

G e § PR

Tritdfestrate Siap - S PRI

(in thousands) - December 31,2010 _Leyell

Tnferést rate §wap. 3

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:

2000 L2010
Carrying Fair Carrying Fair
(in thousands) V_-.)lu_e, Value . . Valwe . Value
fhiiabilities: ST SRR R Y
Longfermdebt $ (60533) (55169 $ (60871)
g;?ﬁgglﬁt"ef‘fesﬁgétégwéﬁfligﬁﬂﬁy}..;;“f? 3,‘_.-;.;?,,5_;;7,3;(‘;834);'-:‘3_-_-; oo f;a(834')-=<:?$" 0 (314)
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The fair value of long-term debt has been determined by discounting the future cash flows using
current market interest rates for similar financial instruments of the same duration. The fair value for
long-term debt shown above does not purport to represent the amounts at which those debt obligations
would be settled. The fair market value of our interest rate swap represents the estimated cost to
terminate this agreement as of December 31,2011 and 2010 based upon the then-current interest rates and

. the related credit risk.

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

future rates.

Note 7 - Equity Investment in Unconsohdated Company

As of Decembcr 31,2011 and 2010, Southwood held a 50 perccnt ownership interest in a limited
liability company known as HECOP IV. HECOP 1V, whose assets and liabilities are not included in the
accompanying Consolidated Balance Sheets, owns approximately -nine acres of undeveloped land in
Merrimaek, New Hampshire. The remaining ownership interest in HECOP 1V is held by John P. Stabile
II, 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

Consohdated 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)

eldral 1o v
State
Emartization of investmeiit tax ‘credits™

meferred i
Total
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" The following is a reconciliation between the statutory federal income tax rate and thie effective

income tax rate for 2011 and 2010:

2011 2010
‘Statiitory federalrate . Lo sl T s 340 %t e 34.0%:
State tax rate, net of federal benefit 5.6 % 53%
Pefimariént differences - - o - (03)%- 01% "
. Amortization of investment tax credits o 05)% "~ (0.6)%
CIOMHer i e e A e 20A%: e
Effective tax rate 392 % __388%

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

b BEGHHTE

Property-re
giisiohdere
OMEr e
BCAT ORI Tiabilities
Assets: v
pengioneeied Tability v /& ZOBARIR I G RIT
Federal net operating loss carryforward e 1 | |
PARGHEVE hinfiin &k credi : :
NH Business Enterprise T
OB R
Total assets

IOt S teTeincome X iabiliiy,

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 tirning 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

WA

may no longer be deductible and would be capitalized as part of the merger consideration.. -

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

Sheet as of December 31, 2011.

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

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

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

We made a review of our portfolio of uncertain tax positions. In this regard, an uncertain tax
position represents our expected treatment of a tax position taken in a filed tax return, or planned to be
taken in a future tax return, that has not been reflected in measuring income tax expense for financial

- reporting purposes. As a result of this review, we determined that we had no material uncertain tax
positions. We will use tax planning strategies, if required, and when posmble 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 éxamination 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 20 10 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 folloWingﬁ

(in thousands) | 2000 2010

SUnSEEHTed” '.iemd F;o1és: payable dul 10%an instirdfcs companys 7'
"~ 7.40%, due Maich 1 2021
3Unsediired BusingsSiEinance Authority:: L
Revenue B Q(2005 Series BC-4), 5.375 /o, due October 1, 2035
‘WiRéEenuEBond (2005 SeriesB0i3)35:00%; dueApHi1,12018 77
_ Revenue Bond (2005 Series A), 4.70%, due October 1, 2035
i RéVeRuS Bond! %Se;ie&ZOQSA)f" 09 due Jatinaty 15 2035
Revenue Bond gSenes 2005B), 4.60%, due January 1, 2030 - ’
HReVenne Bond. (Séfiés?OOSﬁ):@ 509 due Tanitiary 1, 202577 g
Revenue Bond (Series 2005D), 4. 50%, due January 1, 2025
-_,“’:"-?fﬁéﬁ BGHI1997; *?6*"30%,,,,, €My 179022 :
‘ nk, floating-rate, due
re Staté'Revolvinig Fund ($SREY) notes M

Hion. e 096y 7
. ngmal issue dlscount o o L » (288)
- Total I6hg-terin debt, net of cutréht postion - % 1 Tt $ 59437 1 '§ 7:59.80¢
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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
(i) 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)
2013
084 % <L UF

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

$53.1 million, respectively.

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

 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 A 2010

2 516,000 % -
645

‘Establishied line'at'year e end EE L 812,000 T e
Maxnm

Avgrage
Amount
i Weightéd Gvérageintérest rate during year.:

X g

Interest rate at year end

m"

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 beenmade 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 berrowing formula and the swap produces an “all-in fixed borrowing cost”
equal to 5.95%. The fair value of the finaneial 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 derlvatlve were deferred in

accumulated other comprehenswe loss.

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

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

. On January 25, 2012, the City completed its acquisition of all of the outstanding voting securities
of our Company in a merger transaction pursuant to the Merger Agreement dated as of
November 11,2010 between our Company and the City. The Merger Agreement provided for the
purchase of all the outstanding eommon 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. o

~ The Company’s independent registered public accounting firm, ParenteBeard LL.C, has issued an
attestation report on the effectiveness of the Company’s internal control over financial reporting. . Their
report appears on the following page. ’ ' T

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

Board of Directors and Shareholders
Pennichuck Corporation

We have audited Pennichuck Corporation’s (the “Company”) internal control over financial

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

responsibility is to express an opinion on the Company’s internal control over financial reporting based
on our audit.

We conducted our audit in accordance with the standards of ‘the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether effective internal control over financial reporting was maintained in:

all material respects. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, and ‘testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion. :

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

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

In our opinion, Pennichuck Corporation maintained, in all material respects, effective internal
control aver 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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N We dlsg have audited, in-accordance with the standards of the Public' Company Accoutiting
Oversighit Board (United States}, the consolidated balance sheets and the related statomerits of income;.
shareliolilers® equity, comprehensive income, and cash flows of Pennichuck Corporation, as well as tie
financlal statement schediiles. listed in the acdompanying index, and our report dated March. 4, 2011

dxpressed an-unqualified oplnion, ‘

I/ ParentoBeand LLC.

Reading, Pennsylvania
March:4,2011
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Report of Independent Registered Public Accounting Firm

Board of Directors. andShareholders
Pennichuck Corporation

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

financial statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements. An audit also includes assessing the accounting principles used and significant estimates made

by management, as well as evaluating the overall financial statement presentation. We beliéve that our
-audits provide a reasonable basis for our opinion. :

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

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

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

__As of December 31,

$.:1 . “__,1,31;601 $ 177,40

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

N
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PENNICHUCK CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - CONTINUED
(in thousands, except share data)-

As of December 31,
2010 2009

. Df etax ts -

Postretirement health et : | s

Contributions in Aid of Constriction v

The accompanying notes are an integral part of these consovlidated' 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,
20' ; 0 .

Diluted . 4697221 4294013 4,266,129

'Iheaccompan&ing 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)

-Awnﬁmta&dz
Addi’ti(mai _ Other

] Common Stock

Amount

Unrealized loss on
ves, net of tax benefit

Reclassification adjustment
for net loss realized in net
income, fiet af tax benefit
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PENNICHUCK CORPORATION AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY - CONTINUED
(in thousands, except share and per share data)

A‘:’@u‘m'utatctl

Additional ()thér
d-# Retained (o \

derivatives, net of tax benefit

$ 4677 0§ _41312  $_10488

w6105

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 2009 2008

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

Years Ended December 31,

" Net income

Purchase of property, plant and aqulpment,
mcludmg debt< component of allowanee foi

Increase in investment in real estate artnersp
__and deferred land costs

- Net cash usedinvesting activities $  (848T) S T(8,076). §.
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PENNICHUCK CORPORATION AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED
(in thousands)

Years Ended Dgc‘ember 31,

Cash and cash equivalents, end of year $ - 2383 R 1,570 8 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.

" Contributions in aid of construction

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. (“Piitsfield 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 arc 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.”

Ac_qugg‘ ition 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 impoesed 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 occutred 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 oceur 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 e¢liminated 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. o

(c) Property, Plant and Equipment

Property, plant and equipment, which includes principally the water wtility 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 constryction. The
provision for depreciation is computed on the straight-line method over the estimated useful lives of the
assets which range from 5 to 91 years. The average composite depreciation rate was 2.5% in 2010 and
2009 and 2.6% in 2008. The components of property, plant and equipment as of December 31, 2010 and
2009 were as follows: , v ' :

(irthousands) , 2010 2009

on, including

ydrants

Property, plant and equipment, e

56

245 .




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”). Oceasionally, 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. :

(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 Revenue | : N

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. =
(k) Materials and Suj)plies

Inveﬁtory is stated at the l(;wer of cost, using the average cost method, or market.
() Deferred Land Costs

Included in deferred land costs is our Company’s original basis in its remaining undeveloped
landholdings and any land improvement costs, which are stated at the lower of cost or market. All costs

associated with real estate and land projects are capitalized and allocated to the project to which the costs -

relate. Administrative labor and the related fringe benefit costs attributable to the acquisition, active
development and construction of land parcels are capitalized as Deferred Land Costs. No labor and
. benefits were capitalized for the years ended December 31, 2010 and 2009. '
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(i) Deferred Charges and Other Assels

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 utlhty 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: v

Récovery .
Pertod

(in thousands) 2010 2009 e (in years)

Unrecovered pension and posﬁreen

qppenciiis axpersy

" Franchise fees and other

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

(&) Treasury Srack:
Treasury stock held by our Company represents shares that were tendered by employees as

payment for existing outstanding nptlons Treasury stock received is recorded at 1ts fair market value
when tendered

] Contrtbutwns in Aid of Constructton (“CIAC?) .

Under construction contracts with real estate developers and others, our Company s wtility
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 i 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 § 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 uncollectlble 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 specifi cally 1dermﬁed in the contract,.or for Wthh 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 cotresponding 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 (‘fAFUDé”)

. "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,

12009 and 2008 were as follows:

(in thousands) S 010 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 fo 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 fi nanmal statement purposes over the life of the property, giving rise to the

credit.
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(9) Earnings Per Share

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

options.

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

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

Dilutive effect o urc stock ‘ | S

Denominator:

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

2010 2009 2008

@ Recenily Issued Accounting Standards

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

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

withholding.

Note 2—Postretirement Benefit Plans .
Pension l’lan 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 eamed in the future.

We provide postretirement medical beneﬁts for eligible retired employees through one. of two
plans (collectively refetred 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

lan”). 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 quahfymg employee elects to receive medical benefits under one of our
.OPEB plans, we pay his or her monthly premium, up to a maximum allowable benefit based on eligibility
and years of service. The current maximum monthly benefit is $285. Upon request, the spouse of the
covered former employee may also remain on our group medical plan provided that person s entire

. monthly premlum 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,
(i théusandsy | 2010 2009 2000 2009

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

o o - e gwfﬁecg_mhew’h .. of December 31, .
Gn thousands) | 10 2009 2000 .. 2009

Nt actudtial

_ 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 cast of the following at December 31, 2010 and 2009,
/ respectively:

DBPlan __ OPEBPlans

) . . asofDecember3l, ___ _____asof December 31,
in:thoysands) ' 2000 2009 . 2010 2009

Prior service cost

The key assumptions used to value benefit obligations and calculahe net periodic benefit cost for
our DB and OPEB Plans include the followmg

(2) an increase or decrease in the dlscount 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,
respectlvely

®) apphcable 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,
(Intheusands) 2010 2009 2008 2010 2009 2008

. The estimated net actuarial loss and prior service cost for our DB Plan Vthat‘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 beneﬂf 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:

onsgndy) | 2010 . 2009

In establishing its investment policy, our Company has considered the fact that the DB Planisa
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

DBPlan_ ..__OPEB Plans _
Asset Allocation g » Asset Allocation
2010 . 2009 Range.. . 2010 . 2009 - Range

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

. December 31, 2010 and 2009, respectively.

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

statements subsequent to those respective dates.

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

. The DB Plan also holds assets under an immediate partloipatlon 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 underlymg 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 categoty of
* underlying assets within the pooled separate accounts is as follows as of December 31, 2010 and 2009:

‘# Growth funds accounted for $2.3 mﬂhon, 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. ' : '

» 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 mutval funds which have a readily available market price.

_ The general investment account is not actively traded and significant other observahle 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 refléctive 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 inveéstments 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 measutements).

The fair value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as
of December 31,42010 was as follows:

(in thousands) __Totals . Levell . .Level2 . Level3
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The fuir value of DB Plan and OPEB Plan assets by levels within the fair value hierarchy used as
of December 31, 2009 was as follows:

{in thousands) _ Teials  _ Levll _ Levi2 . Levld
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The following table presents 2 year-end reconciliation of DB Plan assets measured and recorded
at fair value on a recurring basis, using significant unobservable inputs (level 3):

(in thousands) 2010 2009

" Plan transfers

turn on plan assets (net of mvestment

In order to satisfy the minimum funding requlrements of the Employee .Reﬁrement 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 appropnate, are
expected to be paid in the years indicated:

(in thousands) ___DBPn  ___OPEBPlans

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 regulatlons In those instances, we
follow the guidance of ASC 980 (“Regulated Operations™. Based on prior regulatory practice, we
recorded underfinded DB Plan and OPEB Plan obligations as a regulatory asset and we expect to recover
those costs in rates charged to customers.

Defined Contribﬁtion Plan

In addmon to the deﬁned benefit plan, we have a defined contribution plan covermg substantially

Call eimployees. Under this plan, our Company matches 100% of the first 3% of each participating
employee’s salaty 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.

s
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Note 3—Stock-based Compensation Plans

Shate-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) | R 00 2000 . 2008

‘Income taxes

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

The 2009 Plan provides for the granting of incentive stock options to employees -and non-
qualified stock options to employees and directors at a price per share equivalent to the market value at
the date of the grant. Option grants have varying vesting schedules and expire ten years from the date of
grant. The 2009 Plan also authorizes the granting of restricted stock awards to employees and directors.
There are 500,000 shares of common stock subject to issuance under the 2009 Plan. As of

December 31,2010 and 2009, 111,934 and 183,834 shares, respectively, were available for future grant -
under the 2009 Plan. During the term of the Merger Agreement, we are prohibited from issuing any new .-

incentive stock options or non-qualified stock options under the 2009 Plan.
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The following table summarizes the activity under the stock option plans for the three-year period
ended December 31, 2010.

L Average
Numberof ~ Priceper
Shares- __Price per Share ___ Share

ExercxsableasoDecemberBl, 00 | T 1=; :. 15,2992, 5 §
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The following table summarizes information about options outstanding and exercisable as of
December 31, 2010. '

Options Outstanding , Options Exercisable
‘Weighted - ‘Weighted:
_ Remaining Average Average
| Number ‘Contractual Exercise Numtber Exercise
Exercise  OQutstanding Life Price Exercisable - Price-
Pelce Asof (in years) Per Share  Asof12/31/10 Per Share
e , . )

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 edch option grant was estimated on the date of
grant using the following assumptions: : _ ' '
» Year Endéd Décember 31,

TZolo_ 2009 2008

Note 4—Commitments and Contingencies
Merger 4éreement 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 Annofated Chapter 38, as well as the assets of the Company’s Pennichuck East and Pittsfield
Aqueduct utility subsididries. As discussed in Note 1, on November 11, 2010, we entered into. a -

definitive merger agreement (the “Merger Agreement”) with the City pursuant to which the City will,
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subject to a number of conditions precedent, purchase all the outstanding common stock and common .

stock equivalents of Pennichuck Corporation for $29.00 per share. Pursuant to the terms of the
Settlement Agreement, entered into contemporaneously with the Merger Agreement, the Company and
the City have agreed that this transaction constitutes full settlement of their eminent domain dispute.

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

~ We entered into an agreement in April 2002 to be acquired by merger with Aqua America, Inc.
(formerly Philadelphia Suburban Corporation). The merger was subject to several conditions, including
approval by our shareholders and approval by the NHPUC. In February 2003, before we submitted the
merger to our shareholders, we and Aqua America agreed to abandori 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. Tn 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

_aféa. 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 miltion info 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 orqot 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

. - N
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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 takmg

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 (1ncludmg 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 Proceedmgs

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
Hampshlre RSA Chapter 38 to pursue eminent domain.

The Town of Bedford, New Hampshire voted at its town. meetmg 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, mquxred 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

y

system in Bedford as part of a significantly smaler utility.

Our Company cannot predict the ultimate outcome of these matters.

- QOperating 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:

(iri thousands) - . Amount
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Note 5—Business Segment Reporting
Our operating activities are currently grouped into the following two primary business segments.

Regulated water utility operations—Includes the collection, treatment and distribution of

potable water for domestic, industrial, commercial and fire protection setvice 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 foresecable future.
Beginning in 2009, the line titled “Other”, which previously included primarily parent company activity,
including eminent domain-related expenses, now also includes the activities of Southwood. Prior to
2009, Southwood’s activities were considered a reportable segment and were reported on the line titled
“Real estate operations”. The line titled “Other” is not a reportable segment and is shown only to
reconcile to the total amounts shown in our Consolidated Financial Statements.

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

o thousands) o 2010 2009 2008
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(in thousands) . 2010 2000 2008

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

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

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

76

265




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

Total derctio‘n and amiortization cnsc_v ‘ U8 4,459 §

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 subsequcnt to those respective dates.

We use a fair value hlerarchy which prioritizes the inputs to valuation methods used to measure
_ ﬁur 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 unobéervab]e inputs.

An asset or liability’s level within the fair value hierarchy is based on the Iowest level of mput
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: .

(inthousands) December 31, 2010 _ Levell 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

. iCarry'i-ng _ Fair (;‘arrying Fair
(in thousands) Value Value Val‘gg o Value

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

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

Note 7—Equity Investments in Unconsolidated Companies

_ As of December 31, 2010 and 2009, Southwood held a 50 percent ownership interest in a limited

lability company known as HECOP 1V. HECOP 1V, 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 1V is held by John P. Stabile

II (“Stabile™), principal owner of H.J. Stabile & Son, Inc. The short-term cash needs of HECOP IV are

expected to be funded by its partners on an on-going basis and are not expected to be significant.

Until December 2008, Southwood also held a 50 percent ownership interest in three other limited
liability companies known as HECOP I, HECOP Il and HECOP IIL All, or most, of the remaining

78

267




ownership interest in each of these companies was held by Stabile. “Net (loss) earnings from investments
accounted for under the equity method” for the year ended December 31, 2008 included a non-recurring,
non-operating, after state tax gain of approximately $3.4 million ($2.3 million after federal income taxes)
from the January 2008 sale of the three commercial real estate properties that were owned by HECOP’s I
- 1L 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 - 11 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: , , _ ~

o 2o 2008

s

(in thousands)

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

s

2010 . 2009 . . 2008

: Arti of investment fax di ) v

7%
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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:

{inthousands) 2010 . 2009

‘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)

107

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 amortizgd." 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 Deceinber 31, 2010 and 2009 consisted of the following:
a0 2009

(in thousands)

“Total long-tmnd, netnn T 3,666

O SRF notes are due thiough 2031 at interest rates ranging from 1% to 4.488%. These notes are payable in
120 1o 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:

(i 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 2 minimum net worth of $1.5 million. As
of December 31, 2010 and 2009, Pennichuck East’s net worth was $7.0 millien 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 wére:

(in thousands) : 4_ 2000 2009

nterestrate.atyred T O 325% 3.25 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
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 seftlements 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. ‘ o

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
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2012 Workarder Costs

Labar . 060 " 4904757 707,20
Contractor Claaring as0.21 223144 ULETN2T 9,252.52 )
Inventory: Pipes & Fittings 61,672.47 25414 66,62227 - 43,164,42 68,81
tnventory: Meters 320,748.21 b 37,488.01 . 57561 1,27881 )
Inventory: Misc YD 5,222.56 2,043.62 19,201.63 - 1,638.15 - *
inventory: Chemicals > 651,667.64 A - - s 21,487,965 - 123278 ‘e 54.847.41
" tneantory: Fleet - - 9.34 % - v - - e >
. Invertory: Backup Gen Fugl - 3,387.80 - - - 16.00 = . S
Misc T&D Supplies . n - 1,883,39 . 18.00 -~ . »
Truck 69,54332 68273 224,87843 2358148 13278662 2439758 0,672.5¢ 12,7345 17594344
Backhoe 741520 1,025,413 20,485.83 £,151.33 65,00 3779.70 574.63 3,386.32 12,405.10
Compressor B5,00 - 5,522.50 - 392.50 535.63 i Y. 826.75
- Inspection Fees L2 - < 98,333.00 - - . * -
Overhiend . g €85, : :
- Labor-Overhead .
Mise General Equipment -
Total Costs -
Tétal Casts wo OH & CWIP
% of Total 23.42% 26.28% 2.85% 4.45% 8.77% 8.43% 0.03% 12m% 1.44% 13.23% 100.80%
% of Total wia OH & CWIP 010 0.2 Y] o.01 0.04 0.1 0.03 0.00 0.01 .ot 0.15 100
Owhd Allacagle to Work O .
: i 1,635,885 149,362 383,193 429,833 48,591 67,863 159,850 137,982 483 20,762 23,588 216,353 1,635,888
Totals by Company:
PAW 149,382 383,193 429,833 45,581 67,863 1,076,862 65.8%
PEU : 23,585 216,353 233,908 14.7%
PAC 20,762 21,245 1.3%
PWS - ) ASven i bt 25280 e
¥otal Overhead BN 7L Y =20 T N T A BIE B BES e SIS 00.0%
% Labor 4.83% 23.03% 34.65% 1.65% 17% 13.16% 2.28% a.01% 1.83% 0.96% 15.76% 100.00%

@74, 680 & Fieet Labor Overhead has been calculated per Charlie.

HARAC 2013 Rate Case - Test Year 20121804 01 Schedules\Copy of Mgret Fee Aliocalion 12 31 12 - Adjusstrient xlisx
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HAMAC 2013 Rate Case - Test Year 201201604.01 Schedules\Cinpy of Mgrm fee

'R. it 6 Common Asséts Allo:

For Month Ending 1213142
Effsctive Tax Rate - turrent

Zquipment
ipment
ane Euwpment
£

guipment
upment

ity Ponsion « 8T
iability Pengion » LT
ymant Health Leakility - 8T
Hezsh Ligbily - LT
eility SERP .

Past Ratirement Listsidy Heslth - ST
py: Fost Reticement Liabiliy Hsath ~LT

Tox fmpagt af cupent effschive jax rale

mpact Unfunded FAS 106 & FAS 158 Gasts

b8 Alictatle Expences

Tier { - usa dwe focation bet

T
- 2416156

740.09)

U 2 R e R h

PWSCOnly PACOnly
% P - ~ ‘.
» S - - -
1D.644 ~ . - -
M e - “ :.
- ». - ., v
% 41,818 - - -
- » R hd *
. 3588 « - *
2% e = . .
16.568 - v * -
£ ». - . - . »
¥ % * . -~ - *
4 : - -, - . - -
% 3 - - . « i .
1 ¥ % - . - . .
EY 1548 a - . . * »
3 e - Py - P w -
| o > - >, * « H
{108.878) » B - . X .

TEC, PWEG and mpulated wtiities The aliosatio:

Tier 2 - allocate o PV, PEU, PAC gad PWEC based on tolst assets any custotress
Tier3 - sliocate 10 PWW, PEU and PUWEC haseg o1 totas aasais and mustomens

Tier 4 - sliceste o thareguinted LHIking (PWW, PEV and PAD) based on lobdl assets and custonars
Note Laberatory Equipment solinciuded Curantly, PWW chisrges 3 S18 fae for 2l 1ab wark which 1 sonsidered 10 be 3 eompetiive priag snd $8 Ngher than chaiged by the Swta of New Hampshire

1231 12~ Adj

n 2mong Wilitias Wil be based on teiy Assels and custamers
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Tadal dopgpy - RedtEsan
W Pt Reguinied  tpuidy gz’ Tonal
WUBLEED 8250565 891430 5 aSasheeT S 288t § 0 . 8 sy
: 82 88% E ) 200% R0 0%
105 15 7 107
BRE% 181% LR vy 20 0%
 Footage - % ad@t lease space et 1,574 8 19,465
oser Street Facility 21.27% e S0P 100.08%
e Asnets? . S 26LI0RS52 5 4308533 ¥ 4835412 TOHROBIZEE §  I7BSIE 8 2S7AES  Sa0Y 500 H4Y
N . EeR 44 81% to1EPh 28 18% GO8% o Bi% 100.00%
28871 £,859 628 34468
77 e5% 20 22% 482% 00 00%
50 BL&S% 17 57% 1 25% £5.83% 417% L20% e 30%
: ) Cheek Totat
O of Allogable ¢ ALY a4 888 B33 1 E28 2230 197 % 555,005 s -
Aiocation % - i 16 80% 187% 415 225%
¥~ TEC smpioyers ret colated 22 hewr payrol and nenefie aee enarged, cgéecﬂy,, AR 150% 0f 1 seioyse one 50% of 1 srplovae charged giraclly angnot coumad
+B2sed on Deseriiier 2072 Frabmicery Loss y doeannt B per Snarheflagy 587
Baged on Outsmber 2012 Adkuals
5« Effactive 531108 YSC wi actbe sheeged square fontage
e
$ 2411D7852 3 43MNBENY & 4838842 S 2R8.051.78%8 8 178214 3 - B2BEZ2RTIE
B3 4% 1491% 187% 83 94% 8 08% 5% I R0%
2871 2088 o] w. 3488 8,501 2 42970
- 77 8E% 2823% 1 g% B0 2% 48 TR
ERvteage Portaitag £,58% 17.57% .75% 90 8% 9925 100.50% .
; . _ Check Total
Niseabike of Alisable Exprnses 85874 14,554 1451 2,583 Rz o 3 Ry 3 -
- S¥ictive Allscaton % 7265% 15ea +88% SER% NiA
s PWS custamers hesed on municipalily sustomers #nd pro rated pased on servieas rendesed
Lon Ops Reat Estate
D PEM. . e, T
§ 241307882 & 43108833 5 198914 5 z84,388,200-
84 78% 15 16% QA.55% 8 K%
%871 8.569 850 87.34%
83 20% 18 48% 20 08% 100-50%
- 74 12% 8% 10 07% DCI%
. . | | Check Tetal
of Atlosable Expenses $ 25% 8 4.828 o k3 RO7S ¢ H 30,538 s .
Alinestion % 74 12% 15 31% A 0875 i

RAPAL 2015 Rale Gage - Test Yeur 201911504 04 SBehouuizsWiepy of Mgmd Fos Alorehon 12 31 12« Adjusimest xiax

€8¢




v8¢

Page 11

R : ConOps w“‘: e
PN PEL Tt o frwsy - Totl
$TUMLAVEEY & AB09sAs & aB83KAT2 : F 289,001,768
L BIA% 1491% 167% 166,50%
Ssocrst 26871 8985 528 a4 469
77 95% 2% 1,334 100 00%
LA Porcartaga 8489% 17 57% Tt 5% 100 1% '
. . ' . ) Check Total
of Aliatatle Expenses ‘$ sR824 § 11,504 $ 1148 9 2 3 85474 s .
Aliwatinn 3% 80.68% 1757% 1 5% NA Wi
Con Ops Heal =utate
. P PO {ews) asey’ Total Check Tot!
gRicestle ot T [ Ty - FY N 5 s
: HA WA WA B
e o BiSheld . NotiCourtry ConOpsiPRS]  1YSC) Totals
T 612,788 B 555 8953 - PEREE 1070 553,008
88,278 14,5684 1481 3 9.123 E
22638 4878 - « 3,075 N
52324 14,804 1,446 - . N

.

’ ""e:nperse algcation - PN
PIWaceriting expense sliocstion - PEY
¥ operating mxpanse sllocation - Pilistiaid

aparstng expanss afiosalion - POP
roting expense allagation - PWS
Moperatng expunse afionation - TRC

Folls

MAPAC 2013 Rale Case - Test Year 201 231604,0¢ Schacules\Capy of Mgt Fes Alacation 12 371 12 - Adistreans xlax
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Peanichuck Sorprertion
Moy Few Exp o ¥
For Mot Enlag 153912
DA% Insonnse . WAL
Annat o0 Coet s
ExpenseBES Lagat 88,002
Chep Goveensanw LagaiAmasican Biack Towfer 4308
Diimciock Fetis. & MSRNNGR-SoDONLY 202
DEXSAR Ehng/RASEAI Ot Miac Lo
Board o Diretiory 118485 .
oy Page 12
§ WA § 8283066 § 520 ) 35058087 ¥ BT 8 < 8 SN2
TADK D 18% v [ 100 (0%
s 457882 % QL5 8 4825412 $ Fo 3 Cmse 5 L3NS 5205007
o R RY- 8.00% _ EY L 109008
E T 1521% sA% 35 247% 100.00%
as43e o )

s e 1531 Dz 3 ez

H AL 2013 Rate Caser- Tost Your &

Py of Mgrrt Fae

129433 - Achstment.xisx
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- WAIVER OF CERTAIN PROVISIONS OF
' PUC 1600 FILING RULES

'Provided pursuant to NHPUC Rule 1604.01(27)

(27)  Uniform Statistical Report — Not Applicable.‘
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WAIVER OF CERTAIN PROVISIONS OF
PUC 1600 FILING RULES

Provided pursuant to NHPUC Rule 1604.01(28)

(28) Summary Work Papers — To be submltted with testlmony and supportmg
- schedules in 1604-06.
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