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Pennichuck.Water Works, Inc. (NH) · 
Updat.e - Moody's upg·r-ades Penni chuck's· Water Revenue 
Note to A3 

Summary Rating Rationale· 
Moody's Investors Service has upgraded to A3 from Baa2 the rating on Pennichuck 
Water Works, lnc'sWater Revenue Notes,· Series 1996. The rating affects $3:6' mil,\ion in 
outstanding debt. 

Th€ upgrade to A3 reflects Pennichuck Water Works lnc.'s (NH)_ (PWW), a su~s iCfia. ry of 
Pennich uck Corporation, stable operating transition from a publicly-traded corporation to a 
private·liheld. corporation wholly owned by City of Nashua, New Hampshire (Aa2 stable). 
The rating further incorporates the system's moderate size, satisfactory liquidity Vi(ith stmng 
deb't ·seryice coverage, ahd limited legat provisions. The rating further reflects the regulatory 
comtraJnts that PWW operates U'nder compared to other munic!p.a l·owned utilities. 

Credit Strengths 

» Healthy debt service coverage 

» Stable service area and customer base 

» Conservative fiscal and capital management 

Credit Challenges 

» Rate case approval subject to the New Hampshire Public Utility Commission (NHPUC) 

» Capital improvement plan fund.ed almost entirely with long term debt 

. Rating Outlo9k 
Mo.ody's does ~ot usually assign outlooks to municipal water utilities with this amount of 
debt outstanding. 

Factors that Could Lead to an Upgrade · 

» Continu~d stability in operations and debt servfce coverag~ 

» Maintenance of a manageable cfobt burden 

Factors that Could Lead to a Downgrade 

» Significant increase in debt beyond current expectations 

» Multi·yeC1r trend of red.Yee@, debt service (;Overage 
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Ex~ibit l . 
- .. 

Pannldluck Water Workst Inc., NH 

${gem Sze- O&M (in $000s) 21,407 

~rvice Area WOO!th: MA ·% of US mooiaril 122.10'% 

Rate Covenant (x) None 

Debt S3rvioe Ferve Fa:tuirement 

Management 
FateMarfagemenf · r.· 

R3gulatory Compliance and Gapital Ranning 

ROS'ltla S~h 

2013 2014 2015 · 2016 

Operating A:Nenue ($000~· 27,755 28,211 29,685 30,923 
9,tstern Sze· .. O&M (in $000s) 15,176 15,519 16,453 . 21,407 

Net H.tnaed' Debt ·{$000) ·so,3f1 97,$95 83,771 82,757 

Annual Debt ~ice Cbverage (x) 3.47x 3.3ax 2.29x 2.04x 

CaS1 on Hand . 134 days _ 124·days 127days 111 days 

Debt to Operating Pevenues (x) t8x 3.5x 2.8x 2.Sx 

Source: fvloody's Investors Service and PWW's financial statements 

Detailed Rating Considerations 
Service Area and System Characteristics: Service area expected to remain stable while system remains in good condition 
PWW is the largest of Penni chuck Corporation's three regulated water l)tiHtysubsidia ries, pr;oviding service to 28,076 customers in 
Nashua and 11 surrounding municipalities. The system is small compared to regulated water ut ilities but is more of a moderate in size 
relative to other municipal-owned utilities. 

The city of Nashua is the largest community in PWW's service area with a population of approximately 86,000 and city residents 
account for 66% of the customer base. The city's median family income is equal to 122.% of the US median. The customer base hcis 
been stable over the last five years with modest growth and will likely remain stable over the near term. The top ten customers by 
consumption reflect some concentration at 21 % of total sales With Anheuser Bush Inc.; representing the top customer with 7.5%. 
PWW has a contract with the company to provide water through 2021. The top ten customers by revenue are much more dive rse 
representing only 9.7% of sales revenue, with- NQsh~ representirig almost the. total amount at 9.5%. 

The system has ample water c~pacity derived -from 14 wells and four ponds provid,ing a total of 212.3 million gallons of storage 
capacity. PWW pumps water from the Merrimack River in the summer months. The system has one water treatement plant located 
in Nashua with a permitted capacity of 35 MGD. fhe 2016 civerage daily demand was 13.3 MGD with a peak of 24.5 MGD during the 
month of July. From 2005 through 2009 PWW compl.e~ed a complete renovati_on to the treatment plant. 
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Debt. Sf!rvi,c;e Coverage and Liquidity: Healtlly: debt s~rvice cov~rage with liquidity that is bolst~red by~ rate stabilization, 
fund 
The rate-making structure under the 2011 settlement agreement with Nashua and the NHPUC, and further modified by more recent 
rate cases, has resulted in favorable debt service coverage and positive operating results that will likely ·ccl'i1tiriue. In practice, the rate 
making structure is based on historfcal test years and the revenue -compcnerits are atmoS't entire{y ·fixed (%%). Under the current 2Dl7 
rate case (pending approval, and based upon the 2015 test year) there are essentially three components; the City Bond Fixed Re've-nue 
Requirement - the debt service obligation of roughly $7.5 million per year due to Nashua so the city can repay bonds jssJ..l~d lo .a~qlJ.ic~ , 

Penn ichuck Corporation, the O,peratin_g Expen$t: Revenue Requirement which covers PWW'~ material and non-material ope~ati.rlg · · 
expenses, and third, the Debt Service Revenue Requirement - that equals 1.1 times PWW's debt service. - . · 

The rate case in 2013, which was required by the merger order resulted in a 0% rate change and has provided for stable oper~ti~ns 
and strong debt service coverage, including 2.04 times in 2016 based on Moody's definition of net revenues. Over the last four years, 
coverage has averaged 2.8 times with coverage gradually declining to the 2016 level. When adjusted for the payment made to Nash1.1a 
(city bond fixed revenue requirement) to cover repayment on the .. city's acquisition-bonds by deduct·ing t·hat payment from operating 
costs and adding it to debt service, debt service coverage is 1.4 times. 

Currently, a 2017 rate case (based upon the 2015 test year) is in the final stages of being approved by the NHPUC PW~. eMp.e~ts a rate 

. i~~ease_?_!_:!g_:81 %!_ m~~~.0.:l~~ith_?~0,8 ,~n -~ ~g~°-r§!~-!!3~!~~5,e?:._.g~~~~f!~~_0.~~i P1·cceas~g_ener~t~-~mp.le covera. e .. as_!_WV'!_ i~~~~-­
additional debt from 2018 through 2021. 

LIQUIDITY 

As of 2D16 fiscal year-end PWW's cash plus the $5 million rate stabilization funds represent 111 days cash on hand, which is average for 
a municipal utility. 

Debt and Legal Covenants 
PWW's debt to operating revenues is strong at 2.57 times but will increase over the next several years given additional borrowing 
plans. Additionally, when adding the $111 mill·ion of Nashua's acquisition bonds to PWW's debt profile, the debt to operating revenues 
increases to a more moderate 6 times. As part of the acquisition, PWW's capital funding plan has been converted from a 50% equity 
and 50% debt fund ing source to a 100% debt financed structure. Positively, this new structure has eliminated large bullet maturities, 
replacing them with fixed-rate bonds that amort·ize over the long term from level debt service payments. Future debt plans include the 
issuance of $32.5 million in three tranches from 2018 through 2020. 

The 1996 notes rated by Moody's have no rate covenant or debt service reserve fund requirement. The notes are on parity with all 
other unsecured debt of Pennichuck, which includes the Series 2014A, 20148, 2015A and 201SB bonds that were issued under a 2014 
loan and trust agreement. Under the agreement the 2014 and 2015 bonds are subject to a rate covenant and additional bonds test of 
1.1 times. In practice and underthe current rate case, PWW applies the 1.1 times covenant to all debt service obligatiohs including the 
1996 notes and SRF loans. Payments for debt service flow together into the system's debt service requirement fund. 

DEBT STRUCTURE 

The 1996 note is a bullet maturity with a principal amount of $2.4 million due in 2021. PWW pays an annual $400,000 principal 
payment plus interest on the $4 million that is currently outstanding. 

Including the $4 million in notes rated by Moody's, PWW has a total of $82.8 million in debt outstanding including the Series 2014 and 
2015 bonds and SRF loans. All debt is fixed rate. The final maturity is in 2046. 

DEBT-RELATED DER1VATIVES 

PWW is ljOt party to any interest rate swaps or other derivative agreements. 

PENSIONS AND OPES 
Pennichuck Corporation has a non-contributory, defined benefit pension plan that tovers substantially all employees. As of the 
latest valuation report dated January 1, 2017, the plan is 92.6% funded . In fiscal 2016, the company contributed $970,000 or 4.5% 
of op~rating and mei iriteneince rnsts. The company also provides a defined contribution plan for employees to which it contributed 
$215,000 in fiscal 2016. 

3 31 Aui?Ust 20ii PennkhU£k Wat~r Works, irtc. {NM): Upt!Me - Moody's upgrades Pe!'niidiu~k 's W;itst ~ev.~ntNi Ncte to A.~ 
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The ·<:(}rporatlDri:m·akes p21y-as "-yo1i"go rontribu, i'eJns towatds ·it1i0P'fB Ua'b i ~ ityr ck:int· ib ~thg· $1 O,Gecr rlil '201 ct The' urf:fufnded 'lfab~lify fcir 
OPEB is 21% funded as of the valuCJtion report dated January 1, 2016 and totals $2.2 million . 

! 
. .j .. ' 

Mar;iage.meot and. Governance 
PW':Af-m.9nage~en~ provides .rnns~rvatiye fiscql r:nanagement and capit?l,plarin-lng. th~t SUP.ports th.e .c~;,,,pq.ny's .?table .operating 
en~ironrner.it. 

Legal Security · 
The nC§>te's·are unsecured ob-ligations of Pennichuck Water Works, Inc. pa.!d frbm net watet rev-enu~s of the system. 

Use of Proceeds 
Not appkaqle 

Obligor Profile 

. . -It l . ~ ' 

PWW is t he largest sub5ldiary ·oLPennichuck Corporat·ion owned by t he City of Na~hua . The wate( system :serves Nashua .and n 
surrounding communities with approximately 28,000 in customers. 

Methodology 
The prin-cipal methodb'lcgy used in this ·rating was U5 Municipal UtiHty 'Revenue Debt published in Dee:eh1ber 2-014: Please see the 

Rating Methodologies page on www.moodys.com for a copy of this methodology. 
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REPORT NUMBER 1686602 
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