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TABLE 1

1 Pennichuck Water Works, Inc.

2

2

3

3

3

2008 2008 2010 2011 LTM 9/30/2012

Funds From Operatwns (FFO)/ Debt 11 6% 141% 172% 192% 34%

FF0 + Interest I Interest 3 3x 3 Tx 4 2x 4 4x 1 6x

Debt I CapItalizatIon 537% 46 6% 44 1% 41 4% 75 6%

RCF I Capex O.4x 0.9x 0.8x 1.Yx 0.2x

Company ProfiLe

3 Pennichuck Water Works, Inc. (PWW, Baa3 senior unsecured, positive outlook) is a
‘~ relatively small regulated water utility company based in Merrimack, New Hampshire.

— PWW is currently owned by Pennichuck Corporation (Carp), which also owns two other,
considerably smaller water utilities, and has modest-sized investments in non-regulated
activities. Corp is owned by the City ofNashua, NH. For the fiscal year-ended December
~1, 2011, PWW reported revenues and finds from operations (FF0) of$28.7 million and
$9.9 million, respectively. PWW also represents approsrimately 75% of Corp’s consolidated
revenues (2011).

Recent Events

On January 25, 2012, the City of Nashua, New Hssmpshirc completed its acquisition of all
outstanding common stock of Corp. The stock was purchased for $29/share and Corp ceasc.~
to be publicly traded on the NASDAQ.

ThIs Credit Analysis provides an in-depth
di≤cussion of credit ratingls) for Periniciluck
Water Works, Inc. and should be i~~d in
conjunction with Moodys niOct recent
Credit Opinion end rating information
available on ~i~jvebsite.
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Rating Rationale

PWW’s Baa3 senior unsecured raring reflects the company’s stable water utility operations,
economically healthy customer base (approximately 67% residential), appropriate credit metrics For its
rating category and historically constructive relationship with the New Hampshire Public Utility
Commission (NH-PUC). Challenges for the company indude its ongoing capital needs and small size,
which can leave it negatively exposed to cool, wet weather conditions in any given year.

We note that the issuer of the Moody’s rated PWW bonds is a tax-advantaged finance conduit. As
background, in October 2005 PWW raised $50 million of30-year tax-exempt “Water Facility
Revenue Bonds” to help fund capital spending for its rate regulated operations over the next several
years. The initial Aaa ratIng assigned to the $50 million of bonds, (issued by the Business Finance
Authority of the State of New Hampshire) reflected the unconditional and non-cancelable insurance
policy provided by AMBAC Assurance Corporation (AMBAC), to provide assurance of timely
payment ofprincipal and interest when due. PWW was the underlying obligor and source of cash
flows for debt service and repayment of the bonds. Due to a series of downward rating actions on
AMBAC, Moody’s now views the operative rating assigned to the notes as solely reflecting die credit
profile of PWW.

Of the initial $50 million offering in 2005, approximately $38 million was utilized to support capital
projects in PWW’s service area; the centerpiece ofwhich was a $40 million water treatment project,
now complete. The escrow balance of approximately $11 million was returned to investors on July 1,
2010.

Small But StabLe Regulated Utility Operations

PWWis the largest ofPcnnichuck Corporation’s three regulated water utility subsidiaries, providing
service to approximately 26,000 customers in Nashua and 10 surrounding municipalities. However,
with just $28.7 million of revenue in 2011 PWW is extremely small compared to the peer group of
regulated water utilities rated by Moody’s.

Offsetting the small size is the relative stability expected within the regulated fiwnework. The NH-
PUG regulates P~X’W’s rates and the company has been active in recent years in seeking rate increases.
In August 2009, the NH-PUG approved a 22% rate increase ($4.7 million) based on 2007 usage
volume. We believe this was a constructive outcome given the elevated capital spending in the
preceding years. However, the combination ofcooler, wet weather, water conservation, and some
economic slowing iii 2009 led to reduced volumes, naking it difficult for the compaiy to realize the
flail benefit of the increased øtre aurhojization,

In May 2010, the company so~ighc a further inwtal increase of $3,9 million (16,2%) and in June
2011 Jse NH-PUG authorized art increase of $2.9 million. Importantly, the order also approved a
pilot Water Initastructure and Conservation Adjustment (“WICA”) mechanism that will allow
Permichuck Water to recover, through a rate surcharge between rate cases, certain costs of replacing
and rchabilitarng aging water infrastructure assets as they are placed into service, Ultimately, we
believe this will help to reduce regulatory lag on investment in new pipes and other infrastructure. The
WICA charge is expected to allow PWW to increase its rates, ba~ed upon approved is-service projects,
up to a maximum of2% per year and 7.5% in total between rate cases beginning in 2013,

a ~.:n~.aa~e~ ~. ~
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Appropriate Credit Metrics For Rating Category

Two key metrics for PWW are FF0 to debt and FF0 + interest / interest. For the LTM period ended
September 30, 2012 PWW reported ratios of3.4% and 1.6 times, respectively, for these metrics.
These metrics are negatively affected by a non-reoccurring expense related to eminent domain
proceedings and adjusting for that one-time expense FF0 to debt and FF0 + interest I interest are
10.0% and 2.8 times, respectively, for LTM September 30, 2012. The appropriate “Baa” range for
these metrics in the regulated water sector would be in the ranges of 10-15% and 2.5-4.5 times,
respectively. At the parent level the metrics are just slightly wealcer (for example consolidated FF0 to
debt has averaged 15% at Corp compared to 17% at PWW from 2009-2011). Adding the debt the
City of Nashua (Aa2 general obligationrating, stable outlook) raised to finance the purchase of Corp
to PWW’s metrics FF0 to debt and FF0 + interest I interest would be 2.5% and 1.7 times for LTM
September 30, 2012.

Takeover By City Of Nashua Completed

Since 2002, the City ofNashua has attempted to acquire the assets of PWW primarily through the use
ofeminent domain. On November 12, 2010, the City and Corp announced that they had entered
into an agreement whereby the city would purchase Corp in its entirety. This government ownership
of a corporate entity was made possible by special legislation enacted in 2007. The acquisition closed
on January 25, 2012 and the final price of$29/share or $138 million. The City of Nashua approved
an independent board comprised of7 to 13 directors to oversee the company. The city does not expect
to change the operations of the utility but has reduced the nuniber ofexecutive level corporate
employees. We expect the ownership by the City ofNashua to be positive for PWW, as the overhang
of the pending acquisition has been resolved, freeing up resoutces previously dedicated to the takeover
now being able to focus on the utility’s operations.

Liquidity

PWW is viewed to have an adequate liquidity profile. Externally, PWW’s liquidity is currently
supported by the availability of a $10 million revolving credit facility at the parent level that expires in
June 2014. At December 19, 2012, the line was uncirawn. Financial covenants associated with the
bank line include Fixed Charge Coverage Ratio of l.Oxor greater, and an Equity Capitalization Ratio
of35% or greater. PWW has no maturities until 2018 when $7.5 million of revenue bonds come due.

What could Change the Rating Up?

The zating is positive and could be upgraded with the continued successful integration and operation
b~r the City of Nashua. The ultimate number of notches upgraded will depend on our view on the
impact, if any, on the Aa2 raring of the City of Nashua.

Whal could Change the Rating Down?

Given the recent acquisition by a higher rated entity, a downgrade is unlikely at this time, Though if
the unregulated business grew significantly, or if there are major operational disruptions, a downgrade
could result.

~~~ •~
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Rating Factors

Exhibit LOG-I, p~ 4
INFRASTRUCTURt

Moody’s also views PWWs rating within the context of our “Global Regulated Water Utilities” rating

methodology (published December 2009). With this methodology, PWW’s mapped unsecured rating

is Baal using both historical and projected PWW metrics implying some cushion against the current

Baa3 unsecured raring. When adding the acquisition debt to the metrics PWW’s methodology implied
rating I~ills to Baa3/Bal .The attached grid details the mapping of PWW1s profile to the sub-factors

outlined in our methodology.

TABLE2

Rating Factors
Pennichuck Water Works, Inc. (LTM Sep-2012)

Global Regutated Water Utilities Aaa As A Ilaa as B Caa

Factor 1: ReguLatory Environment and Asset OwnershIp (40%)

a) Stability& Predictability of Regulatory Environment X

b~ Asset Ownership Model

c) Cost end Investment Recovery (Ability and Timeliness) X
~-

• d) Revenue Risk X

iactor 2: OperationaL Characteristics & Asset I~isk (10%)
~..........

a) Operational Efficiency . X

b) Scale of Capital Program and Asset Condition

Factor 3: StabIlity of flusiness Model and Financial Structure (10%)

~

b) Ability & Willingness to Increase Leverage . X

c) Pn-oportion of Revenues Outside Core Water and Wastewater X

Factor 4: l<ey Credit Metrics (40%) 3-Yr average

~ a) FF0 + Interest I Interest . .. . X

b) Deb~ / Cepitubza Lion X

c)FEOIDebt . . X
— ,. ~—-, .

d) RCF / Capex . . X

~ating:

Indicated Rating from Methodology - .

Actual Rating Assigned Baa3

~ ~ ~- ~~~
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND
NONE OF SUCH INFORMATION MAY lit COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED,
TRANSFERRED. DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN V

WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S
PRIOR WRITTEN CONSENT. V

All information contained herein Is obtained by MOODY’S from sources believed by It to tie accurate and reliable. Because of the
possibility of human or mechanical error as well as ollser factors, however, all information contained herein Is provided “AS IS”
without warranty of any kind, MOODY’S adopts all necessary measures so that the information it uses in assigning a credit rating is of
suffkientquelity end from sources MOODY’S considers to be reliable Including, when appropriate, independent third-perty sources.
However, MOODY’S is not an auditorand cannot in every instance Independently seriflj orvaildate information receivedin Else rating
process, Under no circumstancesshall MOODY’S have any Ilobility to any person or entity far (a) any loss or damage irs whole orin
part caused by, resutling from, or relating to, any error(negllgent or otherwise) or olhercircsmstsnca or contingency within or
outside the control of MOODY’S or any slits directors, ofliosra, employees orogents in connection with the procurement, colbejsjed
compilation, analysis, interpretation, communication, publication or delivery oleny such information, or (b) any direct, indirect,
special, consequential, compensatory or incidental damages whatsoever (including witlsout limitation, lost profits), even II M000Y’$
is advised in advance of the possibility of such dvmages, resulting front the use of or mobility louse, any such Information. The
ratings, financial reporting analysis, projections, and othar observations, if any. constituting part of thu information contained herein
ore, and must be construed solely as, statements of opinion end not statements of fact or recommendations to purchs~e, sell or hold
any securities, Each user of the information contained herein must moire its own study and sisatuatioss of each security it nesy
consider purchasing, holding or selling. V

NO WARISANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, 11MCUNESS, COMPLETENESS, MERCHANTABILITY OR FITNESS
FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING 01k OTHER OPINION OR INFORMATION IS GIVEN OR MADE tlY
MOODY’S IN AM’? FORM OR MANNER WHATSOEVER,

MIS, a wlsolty’owiied credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that moot issuers of debt
securities (Including corporate and menldpal bcsrsds, debentures, notes arid commercial paper) and preferred stock rated by MIS have,
Isriorto assignment of sssy rating, agreed So pay so MIS For ippmlasl and rstiog servires rendered by it fees ranging 1mm 51,50’) to
approximately 52,500,000, I4CO and MIS sls~ seciritsin pclYcies ond procedures to address the Independance of MIS’s ratings scsi
rating processun Information regsr’ling certain sitUations that may eslat between Jircctoea of MCO and rated entitles, and bstv,sen
entities ‘vlio hold ratings lrc’srs MIS awl have also pubicly reperted to the SEC art ownership Interest in b~CO of morn thea 5%, Is
?o5tsd unmsally utw mjnjjyspqm under lbs hesdi~g “Shareholder Relations Corporssts Gov~rnsnce Directarsnd
ShvrehstderAffullatiors PolIcy,!

Any pcb[icatlon into Australia of this docemsnt lx by MOODY’S affiliste, Moody’s lnvrslore Snsvico Ply Limited ARM 61 003 399 657,
which holds Australian Financial Svp,icos License rio, 336969,Thia docemeet Is intended to be provided only to “svhelesslrs cliurs’s”
withirt lisa manning of section iNC of Ohs CorpomtiOflS (ct 2001. 8y continuing to access this document from wilhis Australia, yea
represenl to l’IOOEIY’S Shatycrusre, or are eccessing the document ass reprtssnatati’se of, a “wholesale client” and that neitheryos
nor thu sntilyyou repi’msvrstwiIldire~tly eriadirsctly disseminate this decumerttor its contsnts to “reteil clients” within Ihe meaning
of section 761G cr1 the Corporations Ac~ 200k. V

Notwithstanding the foregoing, credit ratings assigned cn nnd afterOctober 1,2010 by bloody’s jsspsn ~t,iE. (‘MJKK’) nrc MIKKs
csrrent opinions of the relative foturs c, sdit risk of entities, craditcosnmitmenln, or debt ordebt-like sectsritins, In sech a case, “MIS”
In shy fornonins’ crarenwote shell 1w ,ippr,wd ri, he reelereel wiSh “MIKE” MIKE is a wlsnllv-nvowcl rn’dit ratios’ snrnrv c,,I,si~lbre of
Moody’s Grsup jepan G.K., which Is wI;elly owead by Moody’s OverseaS Holdings Inc.. a whslly.owised subsidiary of MCO.

This credit rating is ws opimion as to the creditworthiness of a debtobilgulion of the issuer, not on ties equity Securities of the issueror
ary form of svcerisy thst Is asaitsbte to mEsh Investors. It would be dangerous for retail Investors to mehu any ievestsntnl decision

1. /i~~O.D’Y S based on this credit rating. If in doubtyos should contact your finsncisl or othsr professional advitar.

1NVESTO~~5 SER’I[CE
V ~“'V.., ~ V

~ DECEMUER 27,2(512 CREDIT ANALYSIS; ENNICHUCK WAISt WORKS, INC.

V 069


