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Report of independent Auditors 

To the Board of Directors and 
Shareholder of Utilities, Inc.: 

In our opinion, the accompanying consolidated balance sheets and 
of operations, common shareholder's equity, capitalization, and cas 

2009 and 2008, and the results of their operations and their cash 

financial statements are the responsibility of the Comp 
d our audits of 

America. Those standards require that we plan 

on a test basis, evidence supporting th 
assessing the accounting principles u 

reasonable basis for our opi 

i t to obtain reasonable assurance 

in the financial statements, 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Statements of Operations 
For the Years Ended December 31,2009 and 2008 

2009 2008 

Utility operations 
Operating Revenues: 

'?"?.'at e r S 58 081 937 S 55 283 683 
'?"!!astet>Jater 53 186 IC10 51 119 225 
I;liscellaiieoiis 2 727 75 1 2 575 592 
t Ion-Regulated Senices 1 697 799 2 112 7 L  

Tot a I O pe rat i ng Reive n 11 e s 115 696 587 111 1 
Operating Expenses: 

Ope rat I a 11 ail d m a  I nten a n c e 
Del>reciation and amortization 
Taxes- 

Pro1:erty and other general taxes 
Income taxes 

Total Operating Expenses 
liiconie after Operating Expenses 

0 ther (Inca me) Deductions: 
Interest expnse  
Interest income 

AI l o v m  ce for fir n d s 11 s e cl cI 11 rin g construct I on- b o rr 
Total Other (Incomei Decluctions 
Income from Utility Operations 

t i 1  393 9801 

Gain (Loss; on disposition of iiti l ity 
Less Income taxes applicable t o  c 

3 560 180 675 717 
t let Income/ iLo S 5 G f 2  924 S i 635405;  

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Balance Sheets 
December 31,2009 and 2008 

2009 2008 

Asset5 
Property Plant and Equi1;nnent at cost 

Plant 111 serfice- 
',?,'ater S 393 821 715 S 382 119 819 
'L'Vastewater 381 120 897 387 317 961 
Other 13 328 156 43 191 730 

818 271 098 812 992 

Less - 
A c c i i i i i i i  la t e d de1:reciation 
PI  ant a c q ti is it I o n adjustments net 

Plant Linder construction 

Total Plant net 

Current Ctssets 
Cash and Cash Eqiw:alents 
Restricted cash 
Recep,ables iinclucling unbillerl rewmie  of 
56.278 101; and SG 566 175 resp3lbjely: 
Cu s t om ers I ess al I otv! an ce for ti ncoll ect i h I e 
accounts of S I  199 609 ancl 5310 552 res1:ectlvel 

Other 
Piep;i inents and other assets 

Total Current Assets 

Goodvdl 13 839 5128 21\ I17 317 
Defeired charges heing 3 336 253 2 816 275 

9 968 -122 Regulatory assets _--- 
31 111 183 

9 976 717- 
32 970 369 

S 738 689 202 S 768 565 383 

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Balance Sheets 
December 31.2009 and 2008 

2009 2008 

Capitalization and Liabilities 
CaFitaliiatioii isee statements: 
C o iii i i i  o n s Ii a i e 110 I d e rs e q ii itt; 
Lo i i  g - t e ri i i  de lit exc I ii d i n g cur re ii t iii a t 111 it i es 

s 161 229 938 s I57 737 0 1 1  

341 229 938 337 73T 011 
317315 611 3 2 1 1 6 8 4 " -  

1811 000 000 I 8 0  000 O Q O  

C o i t  ri hut i o lis iii A.i 11 o f  C on struct i on 
Aclvances in Aid of Constiiiction 

Total C o iit ri but I o i i  a ii d A.cl ;an ces 

Current Liabilities 
Notes I:ayable t o  hanks 
/?ccoiints payable 
Ciist o iii e r deposits 
Accrued taxes 
Accr i  i ecl interest 
Fa!;able to de;elol:ers 
Deferiecl reieiitie 

Total Curieiit Liabilities 

Deferred Credits and Other 
Deferred i i icoii ie taxes 
Deferred iii~~;estmeiit tax credits 
Other 

29 1131 832 

Total Deferred Credits and Ottie 

Total Cal:italization and Li s 738 639 202 s 768 565 381 

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Statements of Changes in Shareholder' Equity 
For the Years Ended December 31,2009 and 2008 

Cointiion Shares Total 
Retained Cornprehenslve 

Shares Amount Capltal Eanilngs Total Income (Loss) 
Pald hi 

Balance at December 31.2007 1 000 5 100 s 98 1 1  1 656 s 60 ZGO 653 5 130 372 -119 

1635 105) l l e t  Loss 16% 1051 
Total Coiiiprehensi:e Loss 2008 5 1,636105! 
Balance at December 31.2008 1000 s 100 S 98 1 1 1  G55 S 5CI525 258 5157 737 011 

_II_____ 

llet income 5 492 92-1 5 192 921 

Capital Contrihution frain parent 1 000 000 
Total Comprelreiisi,e Income 2009 
Balance at December 31, 2009 1000 S 100 S 99 1 1 1  G56 S 65 118 lS? S 16-1 229 938 

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Statements of Capitalization 
At December 31,2009 and 2008 

2009 2008 

C o mm o ii Share h o iders' Equity : 
Coiiimon shares S 10 par value. authorized 
and issued 1 000 shares 

Paid -i 11 c a [:it al 
Retained earnings 

Tot a I C o miii o n SI1 are I1 o lders Eq 11 it y, 

Long -Term Debt: 
Collateral trust notes- 
6 %?& $9 000.@00 due in annual installments 
heginning in 2017 tliroiigli 2035 

Total Long -Term Debt: 

Less Current maturities 
Total Long -Term Debt. net 

C a \:it alizat i o n , e x  I tis ive of s h n it -t eriii fina 11 c iiig 

s 100 s I00 
98 111 656 
59 625 258 

157 737 013 

99 111 656 
65 I18 182 

161 229 938 
--I 

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Consolidated Statements of Cash Flows 
For the Years Ended December 31,2009 and 2008 

2009 2008 

Cash Flows From Operating Activities: 
l l e t  income s 5-192 921 s (635105: 
I le t  inon-cash charges icreclits; to  net income 

Depreciation and amoitization 15 360 824 13 332 6% 
Deferred inconie taxes ancl iin,estiiieiit tax credits net 2 I 6 1  175 2 1  712 
Aii lorti iatioii of cleferred charges and regulator!; assets 3 757 1 1 1  
iiiincrtization of debt and acquisition charges 
iil lovtance far fiinds used cluring coiistrtictioii-Eqirity 1.267 2911 (1 230 
Gain on disposition of assets 
Other net 

Change in assets aiicl liabilities 
Re c e ka 0 I e s 
Pre1:ayiiieiits 
Deferred charges being amoiti iecl 
Regulatory assets 
Accounts payable and accrued liabilities 
Accnied taxes and interest 
Customer deposits 
Deferred i et, en ti e 
Deferred credits 

2 792 753 

1 Jet Cash Pro;icled by Oprati i ig Activities 

Cash Flows From Investing Activities: 
Construct i on ex1:eiid it ti i es 
Acquisition expenditures 
Restricted cash change 

30 501 692 
5 795 1512 

3 891 635 
143 3n 1J02 8731 --- 

Cash Flows From Fi 
Contributions in aicl 9 926 651 9 416 756 

10 757 1-135 067;  

(-112 1261 (823 389; 
I32 7T5 000L "_ 31 275 0011 
122 250 01% - 12 463 3uu 

I627 310: (180 510; 
2 028 302 

S 920 552 S 1 5 1 3  862 

1 517 862 

ental cash flow information: 
t pard inet of amounts capitalized; S 13 192 128 s 12 120 110 

Income taxes paid S 311 916 S I 7 5 5 1  
s 6 7 7 8  092 s 5 718 272 I 1 o in-c a s 17 1x0 1; eit 1; PI ant a i i  d e q ti i p inn e in t c oiit ribiit ions 

The accompanying notes are an integral part of these financial statements. 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31.2009 and 2008 

1. Summary of Significant Accounting Policies 

Nature of Business 
Utilities, Inc. (the “Company”), is a holding company which, at December 31, 2009, owned and 
operated approximately 500 water and wastewater utility systems through 93 subsidiary operating 
companies. The primary areas served include Florida, North Carolina, South Carolina, Louisiana, 
Nevada and Illinois. The utility subsidiaries are subject to regulation by the applicable state 
regulatory commissions. The Company is a wholly owned subsidiary of Hydro Star Holdings 
Company. 

The Company also owns certain unregulated land application facilities, providing services 
basis and a solid waste-collection billing and management service operation provi 
a contractual basis. These services are provided to third parties as well as to our r 

\ operations. 

Principles of Consolidation 

all significant intercompany transactions have been 
related to transactions between our unregulated Ian 
utility operations. These amounts have not been eli 
making process, future revenue approximately eq 
affiliates’ use of the product or service. 

Use of Estimates 
The preparation of financial state ciples generally accepted 

and assumptions that 

from those estimates. 

Income Taxes 
Utilities, Inc. has bee come tax return of Hydro Star LLC. Under a tax 

Star LLC contribute to the consolidated tax liability 
s) for each period. In the accompanying financial based on theirs 

e and the corresponding taxes payable have been determined on a 

eferred and are being amortized over the book lives of the related 

ities and assets are recorded for all temporary differences between the tax basis 
ilities and the amounts reported in the financial statements, measured at the 
statutory income tax rate. As a result of rate-making practices, certain temporary 

not been recognized as deferred income tax expense for rate-making purposes. 

bable that the higher income taxes will be recoverable through rates charged customers, a net 
ulatory asset has been established to recognize this expected regulatory treatment. 

I situations, when such timing differences reverse and become currently payable and it is 

Deferred income taxes are recorded for differences that result from accelerated depreciation, 
contributions in aid of construction for certain contributions received from 1986 to 1996, and 2001 
going forward, investment tax credits, certain deferred charges and certain other differences in the 
recognition of income and expense for tax and financial reporting purposes. 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

Cash Equivalents 
All highly liquid investments with a maturity of ninety days or less when purchased are considered 
to be cash equivalents. 

Restricted Cash 
In certain jurisdictions, cash is restricted for use during capital improvements of specific systems. 
During 2008 the company received approximately $3.5 million of cash from Colonial Pinnacle Nord- 
Du-Lac LAC Development to pay for construction of water and wastewater infrastructure in 
Covington, Louisiana. The Company spent approximately $1 "0 million and $2.2 million related to 
this project in 2009 and 2008, respectively. 

Customer Deposits 
In certain jurisdictions customers are required to make a deposit equal t 
month bill. These deposits earn interest and are returned to the custom 
customer demonstrates good payment history or when the customer no 

Regulation, Regulatory Assets and Other Deferred Charges 

generally set to provide the utility the opportunity 
including depreciation and taxes, and a return on 

in a regulated utility deferring costs 
the rate setting process in future pe 
liabilities resulting from the ratemak 

e expected to be, allowed in 
entities record assets and 

customers through the 
costs, are recorded in 

in maintenance charges, including tank painting 
ized over the approximate life of deferral. 

n availability charges (for customers who own lots where 
le, but do not have a dwelling built and are not taking 
ortion of such billings applicable to periods subsequent to 

billing, maintenance and repair, and management service operation are 
are rendered and are included in Non Regulated Revenues in the 
ent of Operations. 

air Value Measurements 
The Company adopted the guidance for fair value measurements as of January 1,2008. The 
adoption of this guidance did not have a material effect on the Company's financial position or 
results of operations. 

9 



Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

Goodwill and Acquisitions 
Acquisitions have been accounted for using the purchase method and, accordingly, the operating 
results of the acquired businesses have been included in the consolidated financial statements 
from their dates of acquisition. The assets and liabilities of these businesses are recorded in the 
financial statements at their estimated fair values as of the acquisition dates. Based on the nature 
of the regulatory environment in which certain of the acquired entities operate, fair values of rate- 
regulated assets and liabilities generally have been considered to approximate net original cost. 
The excess of consideration paid in excess of the fair value of the net assets acquired is recorded 
as goodwill. 

performed this assessment at year end 2009 using a discounted cash flow 

have concluded that goodwill has not been impaired. 

The gross amount of goodwill, accumulated impairment losse 
were as follows: 

Balance as of January I 

Goorl!LiII s 20 113 313 s 20 117 317 
A.cc 11 ti1 ii I at ed I iii p ai riiien t Loss 

17839508 20 117317 

s 17 839 508 s 20 Id? 317 

Property, Plant & 
particular asset for its intended use are capitalized. Costs include 
including an allowance for funds used during construction. Upon 
property is charged to accumulated depreciation. See "Goodwill 
uisition Adjustment" for accounting for property, plant and 

lemented a new accounting general ledger software during the fourth quarter of 
ustomer billing software in the second quarter of 2008. A majority of the costs, 
nts, in house personnel, and the cost of the software, associated with the 
these new systems have been capitalized to Property, Plant and Equipment - 

Contributions in Aid of Construction (CIAC) represents the amount of property contributed to the 
Company. In most jurisdictions, CIAC also includes tap-on fees received as new regulated 
customers are added. Such amounts are generally amortized over the same period that the 

10 



Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

related property is depreciated. ClAC is generally deducted from property, plant and equipment in 
the rate making process. Accumulated amortization of ClAC is included in balance sheet as a 
component of accumulated depreciation. 

Advances in Aid of Construction (AIAC) are facilities or cash advances for which a future liability or 
repayment obligation exists. AlAC represents funds expended on behalf of the Company by a 
developer. These funds are generally repaid if, and when individual customers are added. For 
some of these advances, the requirement to repay a developer expires after a specified period of 
time based on the terms of the related agreement or statute. In these instances the related AlAC is 
treated as a contribution after the obligation to repay the developer expires and reclassifie 
CIAC. 

Expenditures for maintenance and repairs are expensed as incurred in accordanc 
applicable Uniform System of Accounts. 

Property in service is generally depreciated using the straight-line 

pools similar assets and depreciates each group as a 
approved by the applicable regulatory commissions 
included within the recoverable cost of service inch 
Depreciation rates range from 1.5% to 5.0%, with a 

permanently disallowed by a regul 
the Company will impair its assets 

de a benefit to the rate payers 
balance sheet and recognizing a 

ed net assets are recorded in the 
regulatory treatment accorded plant 

t of assets acquired, less 

on, and the recovery of, these capitalized costs by inclusion in rate base and 
DC rate approximated 8.5% during 2009 and 2008. AFUDC is a non-cash 

uisitions and Sales 
gal and professional fees and executive time incurred in connection with acquisitions of new 

ater and wastewater systems are capitalized into the cost of specific acquisitions when permitted 
for regulatory purposes. Costs incurred related to disposition activities are written off to Gain on 
Disposition of Utility Systems in the period in which the cost was incurred. 



Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31.2009 and 2008 

Reservation of Capacity Fees 
Fees are received from potential customers to reserve system capacity for a period of time. Such 
capacity fees are deferred and amortized over the period that such capacity is required to be kept 
available and included in miscellaneous revenues in the Consolidated Statements of Operations. 
Once the customer has connected to the system the remaining unamortized capacity fee is 
recognized as income in the year the customer connects regardless of the time frame that capacity 
has been reserved for. The unamortized balance is included in Other Deferred Credits. 

Impact of Prior Year Items on 2009 
During the year-ended December 31, 2009, Utilities, Inc. 
year ended December 31,2008 and prior years. The adj 
recorded in the current period increased 2009 pre-tax inc 
$145,000, respectively. The impact of these items on the financial statements, w 
individually or in the aggregate, is not considered material to any period. 

Deferred Charges and Regulatory Assets 2. 

1,833,901 
Deferred charges include the following: 
Debt acquisition expense 
Maintenance and testing 
Other 

Total deferred charges 

Regulatory assets include the following: 
Income tax related 
Regulatory expenses, primarily rate ca 

Total regulatory assets $ 9,968,422 $ 9,976,747 

being amortized to e 
of rate recovery. 

3. Long-term Debt 

ds from 3 to 12 years, corresponding to the period 

Purchase Agreement in the amount of $400 million issuable in 
180 million 6.58% notes was received in July 2006 (the 
principal payments in the amount of $9 million 
payable semi-annually in January and July, with the 

e normal course of business the Company utilizes a short-term revolving bank facility to 

December 31, 2009 and 2008, respectively. These amounts were recorded as a current liability in 
the Consolidated Balance Sheet. The current credit facility has a renewal date of November 10, 
201 1 I The interest rate on these borrowings is based on Prime Rate or LIBOR plus 250 basis 
points, at the option of the Company. The Company currently has borrowings based on both Prime 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31.2009 and 2008 

Rate and LIBOR. The company incurred costs of approximately $375,000 to secure this bank 
credit facility that are being amortized to the income statement over the life of the note agreement. 

The Company’s debt obligations are subject to covenants, which consist of a Debt to Capitalization 
Ratio test and a Minimum Interest Coverage Ratio test calculated at the end of each of its fiscal 
quarters. During 2009, the Company was in compliance with these covenants. 

Management believes that that the existing facility, together with operating cash flows, is sufficient 

with a number of debt covenants. Management expects to be in compliance with all debt 
covenants during 201 0. 

The Company also has letters of credit against its bank credit facility in the amount 
as of December 31,2009 and 2008. 

Fair Value of Financial Instruments 4. 

approximate their fair values. The fair value of the long-term d 
discounting the future cash flows using current market interest 
instruments of the same duration. 

The carrying amounts and fair value of long-term 
follows: 

09 and 2008 are as 

Fair Value 

December 31, 2009 $ 180,000,000 $ 161,329,188 
December 31, 2008 180,000,000 136,502,893 

5. Employee Benefit Plans 

, a Money Purchase Pension Plan is available to 
requirements. The plan is a defined Contribution 

retirement will rec unt accumulated in their individual investment accounts, subject to 
ibutions are expensed as incurred and were approximately 
and 2008, respectively. 

ecember 31, 2009 and 2008, a non-matching 401(k) plan is also available to 

nual contribution to this plan. The annual contribution is determined by the Board 
is discretionary. Contributions are expensed as incurred and were approximately 

746,000 in 2009 and 2008, respectively. 

of January 1,2010 the Company merged the Money Purchase Pension Plan into the 401(K) 
n. The 401(K) plan is adding a matching component in which the Company will match 50% of 

an employee deferral up to 6%. The plan also provides for a discretionary profit sharing 
contribution as determined by the Board of Directors. 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

6. Contingencies and Legal Proceedings 

In the normal course of business, the Company may enter into agreements with developers related 
to the construction or acquisition of property. These agreements may require payments to 
developers that are contingent upon the number of customers added to the systems of the various 
operating companies. These payments to developers are recognized in the balance sheet as a 
liability as new customers are added. The total potential payments as of December 31, 2009 and 
2008 were approximately $1.5 million. Payments owed to developers and accrued were $199,389 
and $188,632 at December 31, 2009 and 2008, respectively. Future payments are expected to be 
made using funds from connection charges collected from additional customers. 

of its business. Management believes resolution of lawsuits will not have a mater 
on results of operations or financial condition. 

Naturally occurring elements are present in all ground water sources. 

utilities in Nevada, has been operating unde 
Environmental Protection, this waiver expire 

timeline for compliance. 

7. Acquisitions and Dispositions 

The Company maintains an active ac 

these sold systems was s were used to pay down the debt of the 

8. Asset Retireme 

relating to water and wastewater properties have been identified, 

me tax expense includes a provision for deferred taxes to reflect the tax effect of temporary 
Fences between when certain costs are recorded for financial reporting purposes and when 

hey are included on the income tax return. 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

Acctimulated deferred income taxes include approximately $3.4 million at December 31, 2009 and 
2008, respectively, with corresponding amounts recorded as regulatory assets. This reflects the 
probable future regulatory treatment afforded certain temporary differences such as the tax effect 
of investment tax credits, the equity component of AFlJDC and other regulatory actions. 

Income tax expense (benefit) is displayed in Operating Expenses for the income taxes primarily 
associated with regulated revenues and expenses considered in the ratemaking process, including 
interest expense, and in Gains on Disposition of Utility Systems presented on the Consolidated 
Statement of Operations. 

A reconciliation of the statutory Federal income tax rate to the effective Federal and state i 
tax rate for 2009 and 2008 fallows: 

Statutoiy Federal iiicoiiie tax rate 
Equity caiiipinent of AFUDC not  subject to taxation 
Amortization of investment tax credits 
Amortization of Excess Rook Value 
State income taxes net of Ferleial tax benefit 
Release of t ax  resewe 
Other primarily mluatioii allo::!ance on state IIOL 
and ii on -[le duct I ble meals and ent ert ai nm e i t  

Effectlie Federal and state iiicoiiie ta 

\ 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31.2009 and 2008 

A summary of the components of the Federal and state income tax expense for 2009 and 2008 
follows: 

2009 2008 

Federal Income Tax Expense Related to Operations: 
Current $ 2,276.576 $ (1,811,783) 
Deferred (2,442.712) 664,923 
Deferred investment tax credits (34,197) (35,529) 

Total 

Federal Income Tax Expense Related to Disposition of Utility Systems: 
Current 
Deferred 

Total 
Total Federal Income Tax Expense 

State Income Tax Expense Related to Operations: 
Current 
Deferred 

Total 

Current 
Deferred 

Total 

Total State Income Tax Expense 

Total Income Tax Expense 

As of December 31, the deferred in nsisted of the following: 

2009 2008 

$ 2,189,119 $ 6,972,520 
Valuation Allowan (1,576,678) (1,658.010) 

689,023 891,547 
1,077,906 745,112 
2,379,370 6,951.169 
-- 

23,941,320 26,186,717 
10,057,557 10,166,284 
33,998,877 36,353,001 

$ (31,619,507) $ (29,401,832) 

me tax asset for the effect of net operating losses has been recorded, which will 
an not be realized through future operations and the reversal of temporary 

ounts over different periods. Alternative Minimum Tax credit can be carried forward indefinitely. 

ffective January 1,2009, the Company has adopted the guidance for accounting for uncertainty in 

rences. The Federal NOL's will begin to expire 2024. The state NOL's vary in different 

income taxes. This guidance prescribes a comprehensive model for how to recognize, measure, 
present, and disclose uncertain tax positions taken or expected to be taken on an income tax 
return. The Company has evaluated its tax positions and concluded that it does not have any 
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Utilities, Inc. and Subsidiary Companies 
Notes to Consolidated Financial Statements 
December 31,2009 and 2008 

material uncertain tax positions. Therefore the adoption of this guidance did not have a material 
effect on the Company's financial position or results of operations. 

I O .  Value Creation Share Plan 

The Utilities, Inc. Board approved a Value Creation Shares Plan, (the "Plan") on May 1, 2006. 
Under the Plan, each value creation share entitles the participant, subject to vesting restrictions, to 
the difference between the award value and the fair market value of a share upon a liquidity event. 
A liquidity event is defined as any sale transaction of the Company, including, without limitation, a 
public offering. The Company will pay the participant in cash an amount equal to (i) the ag 

market value of a share on the liquidity event. The holder of any value crea 
rights as a shareholder with respect to those value creation shares, and the 
value creation share awarded under this agreement is $1 "40. 

Awards granted 
Awards outstanding 
Awards forfeited 
Awards authorized 

awards granted under this plan as 
estimated and is not considered pr 
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