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PART I - FINANCIAL INFORMATION
ITEM 1 — FINANCIAL STATEMENTS

ARTESIAN RESOURCES CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
Unaudited
(In thousands)
March 31, December

ASSETS 2012 31,2011
Utility plant, at original cost less accumulated depreciation $354,552 $353,397
Current assets

Cash and cash equivalents 453 311
Accounts receivable (less allowance for doubtful accounts 2012 - $210; 2011-$216) 3,136 4,997
Unbilled operating revenues 4,110 3,636
Materials and supplies 1,434 1,483
Prepaid property taxes 651 1,293
Prepaid expenses and other 1,293 1,530
Total current assets 11,077 13,250
Other assets

Non-utility property (less accumulated depreciation 2012-$447; 2011-$417) 4,184 4,214
Other deferred assets 5,333 5,142
Total other assets 9,517 9,356
Regulatory assets, net 2,667 2,734

$377,813 $378,737

LIABILITIES AND STOCKHOLDERS' EQUITY
Stockholders' equity

Common stock $8,642 $8,611
Preferred stock --- ---
Additional paid-in capital 86,815 86,311
Retained earnings 18,917 18,075
Total stockholders' equity 114,374 112,997
Long-term debt, net of current portion 106,243 106,539

220,617 219,536
Current liabilities

Lines of credit 9,078 11,740
Overdraft payable 519 365
Current portion of long-term debt 1,724 1,718
Accounts payable 2,664 2,784
Accrued expenses 2,613 2,253
Deferred income taxes 456 772
Accrued interest 1,403 1,223
Customer deposits 984 942
Other 2,619 2,863
Total current liabilities 22,060 24,660

Commitments and contingencies — -

Deferred credits and other liabilities
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Net advances for construction 14,249 14,405
Postretirement benefit obligation 455 455
Deferred investment tax credits 637 643
Utility plant retirement cost obligation 1,151 -
Deferred income taxes 42,804 41,732
Total deferred credits and other liabilities 59,296 57,235
Net contributions in aid of construction 75,840 77,306

$377,813 $378,737

See notes to the condensed consolidated financial statements.
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ARTESIAN RESOURCES CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Unaudited
(In thousands, except per share amounts)

Operating revenues

Water sales

Other utility operating revenue
Non-utility operating revenue

Operating expenses

Utility operating expenses
Non-utility operating expenses
Depreciation and amortization
State and federal income taxes
Property and other taxes

Operating income

Other income, net

Allowance for funds used during construction (AFUDC)
Miscellaneous

Income before interest charges

Interest charges

Net income applicable to common stock
Income per common share:

Basic

Diluted

Weighted average common shares outstanding:
Basic

Diluted

Cash dividends per share of common stock

See notes to the condensed consolidated financial statements.

For the Three Months
Ended March 31,
2012 2011
$15,044 $12916
735 746
919 1,095
16,698 14,757
7,929 8,078
498 940
1,960 1,810
1,688 694
1,033 1,016
13,108 12,538
3,590 2,219
34 35
653 597
4,277 2,851
1,772 1,842
$2,505 $1,009
$0.29 $0.13
$0.29 $0.13
8,626 7,651
8,603 7,699
$0.1930 $0.1892
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ARTESIAN RESOURCES CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Unaudited
(In thousands)

For the Three Months
Ended March 31,

2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $2,505 $1,009
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 1,960 1,810
Deferred income taxes, net 750 330
Stock compensation 29 31
AFUDC, equity portion (22 ) (21
Changes in assets and liabilities:
Accounts receivable, net of allowance for doubtful accounts 1,861 (34
Unbilled operating revenues (474 ) 573
Materials and supplies 49 (18
Prepaid property taxes 642 610
Prepaid expenses and other 237 1,267
Other deferred assets (240 ) (254
Regulatory assets 67 12
Accounts payable (120 ) 192
Accrued expenses 360 (359
Accrued interest 180 155
Customer deposits and other, net (202 ) 359
Postretirement benefit obligation - (54
NET CASH PROVIDED BY OPERATING ACTIVITIES 7,582 5,584
CASH FLOWS USED IN INVESTING ACTIVITIES
Capital expenditures (net of AFUDC, equity portion) (3,597 ) (2,587
Proceeds from sale of assets 11 12
NET CASH USED IN INVESTING ACTIVITIES (3,586 ) (2,575
CASH FLOWS FROM FINANCING ACTIVITIES
Net repayments under lines of credit agreements (2,662 ) (3,765
Increase (decrease) in overdraft payable 154 (137
Net advances and contributions in aid of construction 72 4
Change in deferred debt issuance costs 29 49
Net proceeds from issuance of common stock 506 463
Dividends paid (1,663 ) (1,445
Issuance of long-term debt -—- 2,830
Principal repayments of long-term debt (290 ) (864
NET CASH USED IN FINANCING ACTIVITIES (3,854 ) (2,865

NET INCREASE IN CASH AND CASH EQUIVALENTS 142 144

~—
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CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF PERIOD
Supplemental Disclosures of Cash Flow Information:

Utility plant received as construction advances and contributions

Interest paid
Income taxes paid

See notes to the condensed consolidated financial statements.

311
$453
$12

$1,592
$me

179
$323
$382

$1,687
-
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 - GENERAL

Artesian Resources Corporation, or Artesian Resources, includes income from the earnings of our eight wholly owned
2 (13 29

subsidiaries and the income derived from our Service Line Protection Plans described below. The terms “we”, “our”,
“Artesian” and the “Company” as used herein refer to Artesian Resources and its subsidiaries.

DELAWARE REGULATED SUBSIDIARIES

Artesian Water Company Inc., or Artesian Water, our principal subsidiary, is the oldest and largest public water utility
in the State of Delaware and has been providing water service within the state since 1905. Artesian Water distributes
and sells water to residential, commercial, industrial, governmental, municipal and utility customers throughout the
State of Delaware. In addition, Artesian Water provides services to other water utilities, including operations and
billing functions, and also has contract operation agreements with private and municipal water providers. We also
provide water for public and private fire protection to customers in our service territories.

Artesian Wastewater Management, Inc., or Artesian Wastewater, is a regulated entity that owns wastewater collection
and treatment infrastructure and provides wastewater services to customers in Delaware as a regulated public
wastewater service company. As of March 31, 2012, Artesian Wastewater owned and operated four wastewater
treatment facilities, which are capable of treating approximately 730,000 gallons per day and can be expanded to treat
approximately 1.6 million gallons per day, or mgd. As contemplated in our original service agreement, ownership of
one of the wastewater treatment facilities located in Sussex County previously owned and operated by Artesian
Wastewater was transferred to Sussex County. The transfer was scheduled to occur once Sussex County had sewer
service available to service the area. The utility plant of $2.2 million related to this wastewater treatment facility was
originally received as contributions in aid of construction and subsequently removed from contributions in aid of
construction following the transfer.

MARYLAND REGULATED SUBSIDIARIES

Artesian Water Maryland, Inc., or Artesian Water Maryland, began operations in August 2007. Artesian Water
Maryland distributes and sells water to residential, commercial, industrial and municipal customers in Cecil County,
Maryland.

On December 21, 2011, Artesian Water Maryland completed its purchase from Cecil County of all of Cecil County’s
right, title and interest in and to the Meadowview, Pine Hills, Harbourview and Route 7 water facilities and the
associated parcels of real property, easement rights and water transmission and distribution systems pursuant to an
Asset Purchase Agreement, dated October 7, 2008, as amended, (the “Asset Purchase Agreement”). The total price for
the purchased assets was $2.2 million, which, pursuant to the Asset Purchase Agreement, was equal to the net asset
value of the purchased assets at closing. Artesian Water Maryland paid the full purchase price and assumed certain
liabilities at closing. As previously disclosed, on August 31, 2011, the Maryland Public Service Commission, or
MDPSC, issued an order granting Artesian Water Maryland authority to exercise the franchise area served by the
water facilities acquired under the Asset Purchase Agreement. The water systems serve approximately 1,500
customers.

Artesian Wastewater Maryland, Inc., or Artesian Wastewater Maryland, is a regulated wastewater entity in the State of
Maryland and was incorporated on June 3, 2008 specifically for the purpose of executing two purchase agreements, or
the Asset Purchase Agreements, relating to the Meadowview Wastewater Facility, Highlands Wastewater Facility,

10
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Cherry Hill Wastewater Facility and the Harbourview Wastewater Facility, and related real property, easement rights
and wastewater collection systems with respect to each facility or the wastewater facilities.

On September 27, 2011, Artesian Resources, Artesian Wastewater Maryland and Cecil County mutually agreed to
enter into a Termination of Asset Purchase Agreements, Franchise and Parent Guaranty, or the Termination
Agreement, to terminate the Asset Purchase Agreements relating to the wastewater facilities. Certain ancillary
agreements, including a wastewater franchise agreement between Artesian Wastewater Maryland and Cecil County,
and a parent guaranty between Artesian Resources and Cecil County, were also terminated by the Termination
Agreement. Termination of the wastewater franchise agreement was approved by the MDPSC on April 18, 2012.

11
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PENNSYLVANIA REGULATED SUBSIDIARY

Artesian Water Pennsylvania, Inc., or Artesian Water Pennsylvania, began operations upon receiving recognition as a
regulated public water utility by the Pennsylvania Public Utility Commission, or PAPUC, in 2002. It provides water
service to a residential community in Chester County. Artesian Water Pennsylvania filed an application with the
PAPUC to increase our service area in Pennsylvania, which was approved and a related order was entered on February
4,2005. This application involved specific developments, in which we expect modest future growth.

OTHER SUBSIDIARIES

Our three other subsidiaries, none of which are regulated, are Artesian Utility Development, Inc., or Artesian Utility,
Artesian Development Corporation, or Artesian Development, and Artesian Consulting Engineers, Inc., or Artesian
Consulting Engineers.

Artesian Utility was formed in 1996. It designs and builds water and wastewater infrastructure and provides contract
water and wastewater services on the Delmarva Peninsula. Artesian Utility also evaluates land parcels, provides
recommendations to developers on the size of water or wastewater facilities and the type of technology that should be
used for treatment at such facilities, and operates water and wastewater facilities in Delaware and Maryland for
municipal and governmental organizations. Artesian Utility also has contracts with developers for design and
construction of wastewater facilities within the Delmarva Peninsula, using a number of different technologies for
treatment of wastewater at each facility.

We currently operate wastewater treatment facilities for the town of Middletown, in Southern New Castle County, or
Middletown, under a 20-year contract that expires on February 1, 2021. The facilities include two wastewater
treatment stations with capacities of up to approximately 2.5 mgd and 250,000 gallons per day, respectively. We also
operate a wastewater disposal facility in Middletown in order to support the 2.5 mgd wastewater treatment station.

One of the wastewater treatment facilities in Middletown now provides reclaimed wastewater for use in spray

irrigation on public and agricultural lands in the area. Our relationship with the Town of Middletown has given us the

opportunity to create the Artesian Water Resource Management Partnership, or AWRMP, to encourage and support

the use of reclaimed water for agricultural irrigation and other needs. Using reclaimed water to irrigate farm fields can

save the Delmarva region millions of gallons of groundwater each day. The AWRMP’s first project in Middletown
will save up to three million gallons of water per day during the peak growing season. Through the AWRMP

initiative, Artesian will provide planning, engineering and technical expertise and help bring together the various state,

local and private partners needed for water recycling project approvals.

Artesian Development is a real estate holding company that owns properties, including land zoned for office
buildings, a water treatment plant and wastewater facility, as well as property for current operations, including an
office facility in Sussex County, Delaware. The facility consists of approximately 10,000 square feet of office space
along with nearly 10,000 square feet of warehouse space. This facility allows all of our Sussex County, Delaware
operations to be housed in one central location.

Artesian Consulting Engineers acquired all the assets of Meridian Architects and Engineers in June 2008. As a result
of the decline in new housing and development due to the economic downturn, the need for development and
architectural services has remained depressed. Therefore, in April 2011, management decided to reduce staffing
levels and reorganize the business. Artesian Consulting Engineers no longer provides development and architectural
services to outside third parties. Artesian Consulting Engineers will continue to work with existing clients on projects
already in progress for engineering services until those projects are complete. Artesian will continue to provide

12
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design and engineering contract services through our Artesian Utility subsidiary.
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Artesian Resources initiated a Water Service Line Protection Plan, or WSLP Plan, in March 2005. The WSLP Plan

covers all parts, material and labor required to repair or replace participating customers’ leaking water service lines up
to an annual limit. As of March 31, 2012, approximately 16,800, or 24.3%, of our eligible water customers had signed

up for the WSLP Plan. The WSLP Plan was expanded in the second quarter of 2008 to include maintenance or repair

to customers’ sewer lines. This plan, the Sewer Service Line Protection Plan, or SSLP Plan, covers all parts, material
and labor required to repair or replace participating customers’ leaking or clogged sewer lines up to an annual
limit. As of March 31, 2012, approximately 9,500, or 13.8%, of our eligible customers had signed up for the SSLP

Plan. Also, in the second quarter of 2010, the WSLP Plan and SSLP Plan were extended to include non-customers of

Artesian Resources. As of March 31, 2012, approximately 850 non-customer participants have signed up for either

the WSLP Plan or SSLP Plan.

NOTE 2 — BASIS OF PRESENTATION
Basis of Presentation

The unaudited condensed consolidated financial statements are presented in accordance with the requirements of Form
10-Q and consequently do not include all the disclosures required in the financial statements included in the
Company's annual report on Form 10-K. Accordingly, these financial statements and related notes should be read in
conjunction with the financial statements and related notes in the Company's annual report on Form 10-K for fiscal
year 2011 as filed with the Securities and Exchange Commission on March 15, 2012.

The condensed consolidated financial statements include the accounts of Artesian Resources Corporation and its
wholly-owned subsidiaries, including its principal operating company, Artesian Water. In the opinion of the
Company, the accompanying unaudited condensed consolidated financial statements reflect all normal recurring
adjustments necessary to present fairly the Company's balance sheet position as of March 31, 2012, the results of
operations for the three month periods ended March 31, 2012 and 2011 and cash flows for the three month periods
ended March 31, 2012 and 2011.

The results of operations for the interim period presented are not necessarily indicative of the results for the full year
or for future periods.

Reclassification

Certain accounts in the prior year financial statements have been reclassified for comparative purposes to conform
with the presentation in the current year financial statements. These reclassifications had no effect on net income or
stockholders' equity.

NOTE 3 - STOCK COMPENSATION PLANS

On May 25, 2005, the Company’s stockholders approved a new Equity Compensation Plan, which authorizes up to
500,000 shares of Class A Non-Voting Common Stock, or Class A Stock, for issuance, referred to as the 2005 Equity
Compensation Plan, or the Plan. Since May 25, 2005, no additional grants have been made under the Company’s other
stock-based compensation plans that were previously available. The Company accounts for stock options issued after
January 1, 2006 under FASB Accounting Standards Codification, or ASC Topic, 718. For the three months ended
March 31, 2012, compensation expense of approximately $29,000 was recorded for stock options granted in May
2011. Approximately $31,000 in compensation expense was recorded during the three months ended March 31, 2011
for stock options issued in May 2010. Costs were determined based on the fair value at the grant dates and those costs

14
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are being charged to income over the service period associated with the grants.
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The fair value of each option grant is estimated using the Black-Scholes-Merton option pricing model with the
following weighted-average assumptions used for grants issued in 2011 and 2010. All options were granted at market
value with a 10-year option term with a vesting period of one year from the date of grant.

2011 2010
Expected Dividend Yield 3.99 % 4.24 %
Expected Stock Price Volatility 0.25 0.27
Weighted Average Risk-Free Interest Rate 3.12 % 3.38 %
Weighted Average Expected Life of Options (in years) 8.36 8.97

The expected dividend yield was based on a 12-month rolling average of the Company’s dividend yield. The expected
volatility is the standard deviation of the change in the natural logarithm of the stock price (expressed as an annual

rate) for the expected term shown above. The expected term was based on historic exercise patterns for similar

grants. The risk-free interest rate is the 10-year Treasury Constant Maturity rate as of the date of the grants.

The following summary reflects changes in the shares of Class A Stock underlying options:

Weighted Weighted  Aggregate

Average Average Intrinsic
Option Exercise Remaining  Value (in
Shares Price Life (Yrs.) thousands)
Plan options
Outstanding at January 1, 2012 450,000 $17.61
Granted --- -
Exercised (20,250 ) 12.40
Expired -
Outstanding at March 31, 2012 429,750 $17.85 4.45 $598
Options exercisable at March 31, 2012 396,000 $17.75 4.05 $598

The total intrinsic value of options exercised during the three months ended March 31, 2012 was approximately
$134,190.

The following summary reflects changes in the non-vested shares of Class A Stock underlying options:

Weighted
Average
Grant — Date
Option Fair Value

Non-vested Shares Shares Per Option
Non-vested at January 1, 2012 33,750 $3.50
Granted --- ---
Vested --- -
Canceled --- ——
Non-vested at March 31, 2012 33,750 $3.50

As of March 31, 2012, there was $15,000 of total unrecognized expense related to non-vested option shares granted
under the Plan. The cost will be recognized over the remaining 0.13 year vesting period of the unvested options.

16
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NOTE 4 - REGULATORY ASSETS

FASB ASC Topic 980 stipulates generally accepted accounting principles for companies whose rates are established
or subject to approvals by a third-party regulatory agency. Certain expenses are recoverable through rates charged to
our customers, without a return on investment, and are deferred and amortized during future periods using various
methods as permitted by the Delaware Public Service Commission, or DEPSC, the MDPSC and the
PAPUC. Depreciation and salary study expenses are amortized on a straight-line basis over a period of five years and
two years for all other expenses related to Delaware rate proceedings and applications to increase rates. Other
expenses related to Maryland rate proceedings and applications to increase rates are amortized on a straight line basis
over a period of five years or until the next rate increase application. The postretirement benefit obligation is the
recognition of an offsetting regulatory asset as it relates to the accrual of the expected cost of providing postretirement
health care and life insurance benefits to retired employees when they render the services necessary to earn the
benefits. The deferred income taxes will be amortized over future years as the tax effects of temporary differences
that previously flowed through to our customers are reversed. Goodwill was recognized as a result of the acquisition
of Mountain Hill in August 2008 and is currently being amortized on a straight-line basis over a period of fifty
years. Deferred acquisition and franchise costs are the result of due diligence costs related to the December 2011
purchase of water assets in Cecil County, Maryland and the November 2010 purchase of the Port Deposit, Maryland
water assets. Amortization of these deferred acquisition costs begins once the acquired assets are placed into
service. The amortization of the Port Deposit acquisition began in November 2010 and the amortization of the Cecil
County acquisition began in December 2011. These acquisition costs will be amortized over a period of twenty years,
while the franchise costs will be amortized over a period of eighty years.

Regulatory assets, net of amortization, comprise:
Unaudited
(in thousands)
March 31, December

2012 31,2011
Postretirement benefit obligation $567 $567
Deferred income taxes 503 506
Goodwill 346 348
Deferred acquisition and franchise costs 812 816
Expense of rate and regulatory proceedings 439 497
$2,667 $2,734

Artesian Water contributed $29,000 to its postretirement benefit plan in the first three months of 2012. These
contributions consist of insurance premium payments for medical, dental and life insurance benefits made on behalf of
the Company’s eligible retired employees.

NOTE 5 - NET INCOME PER COMMON SHARE AND EQUITY PER COMMON SHARE

Basic net income per share is based on the weighted average number of common shares outstanding. Diluted net
income per share is based on the weighted average number of common shares outstanding and the potentially dilutive
effect of employee stock options. The following table summarizes the shares used in computing basic and diluted net
income per share:

For the Three Months

Ended March 31,
2012 2011

18
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(in thousands)

Weighted average common shares outstanding during the period for Basic computation 8,626 7,651
Dilutive effect of employee stock options 37 48
Weighted average common shares outstanding during the period for Diluted computation 8,663 7,699
10
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For the three months ended March 31, 2012, employee stock options to purchase 200,250 shares of common stock
were excluded from the calculations of diluted net income per share, as the calculated proceeds from the options’
exercise were greater than the average market price of the Company’s common stock during this period.

The Company has 15,000,000 authorized shares of Class A Stock and 1,040,000 authorized shares of Class B
Stock. As of March 31, 2012, 7,760,243 shares of Class A Stock and 881,452 shares of Class B Stock were issued
and outstanding. As of March 31, 2011, 6,783,811 shares of Class A Stock and 881,452 shares of Class B Stock were
issued and outstanding. The par value for both classes is $1.00 per share. For the three months ended March 31, 2012
and March 31, 2011, the Company issued 30,737 and 28,157 shares of Class A Stock, respectively.

Equity per common share was $13.26 and $13.91 at March 31, 2012 and December 31, 2011, respectively. These
amounts were computed by dividing common stockholders' equity by the number of weighted average shares of
common stock outstanding on March 31, 2012 and December 31, 2011, respectively.

NOTE 6 - REGULATORY PROCEEDINGS

Our water and wastewater utilities generate operating revenue from customers based on rates that are established by
state Public Service Commissions through a rate setting process that may include public hearings, evidentiary hearings
and the submission of evidence and testimony in support of the requested level of rates by the Company.

We are subject to regulation by the following state regulatory commissions: The DEPSC regulates both Artesian
Water and Artesian Wastewater. Artesian Water Maryland and Artesian Wastewater Maryland are subject to the
regulatory jurisdiction of the MDPSC, and Artesian Water Pennsylvania is subject to the regulatory jurisdiction of the
PAPUC.

Rate Proceedings

Our regulated utilities periodically seek rate increases to cover the cost of increased operating expenses, increased
financing expenses due to additional investments in utility plant and other costs of doing business. In Delaware,
utilities are permitted by law to place rates into effect, under bond, on a temporary basis pending completion of a rate
increase proceeding. The first temporary increase may be up to the lesser of $2.5 million on an annual basis or 15%
of gross water sales. Should the rate case not be completed within seven months, by law, the utility may put the entire
requested rate relief, up to 15% of gross water sales, in effect under bond until a final resolution is ordered and placed
into effect. If any such rates are found to be in excess of rates the DEPSC finds to be appropriate, the utility must
refund the portion found to be in excess to customers with interest. The timing of our rate increase requests are
therefore dependent upon the estimated cost of the administrative process in relation to the investments and expenses
that we hope to recover through the rate increase. We can provide no assurances that rate increase requests will be
approved by applicable regulatory agencies and, if approved, we cannot guarantee that these rate increases will be
granted in a timely or sufficient manner to cover the investments and expenses for which we initially sought the rate
increase.

Artesian Water, the DEPSC, and the Division of the Public Advocate entered into an agreement to settle Artesian
Water’s April 2011 application for an increase in rates. PSC Order No. 8097, issued on January 31, 2012, approved
the settlement agreement, authorizing a permanent rate increase in revenue of approximately 11.13%, or $6.25 million
on an annualized basis. Since the permanent rate increase did not exceed amounts already collected under previously
approved temporary increases in rates, Artesian Water was not required to refund any amounts to its customers. The
approved permanent rate increase became effective January 1, 2012. The settlement also authorized a return on equity
of 10%. Additionally, effective January 1, 2012, the settlement agreement permitted a tariff change that includes the
use of a seasonal connection charge as well as a new approach for presenting the cost of retired property and

20
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ratemaking treatment for salvage costs to be recovered in rates. Previously, when depreciable units of utility plant
were retired, the cost of retired property, together with any cost associated with retirement less any salvage value or
proceeds received, was charged to accumulated depreciation. Under the settlement agreement, effective January 1,
2012, any cost associated with retirement less any salvage value or proceeds received is charged to a regulated
retirement liability. This new approach resulted in an approximately $1.2 million reclassification of accumulated
depreciation of utility plant to deferred credits and other liabilities on our Condensed Consolidated Balance Sheet as
of March 31, 2012. The settlement also authorized Artesian Water to change from quarterly to monthly billing, which
was implemented in April 2012.

11
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Service Territory Expansion Proceedings

On September 27, 2011, Artesian Wastewater Maryland and Cecil County mutually agreed to terminate two Asset
Purchase Agreements and a wastewater franchise agreement with respect to certain wastewater facilities in Cecil
County. Termination of the wastewater franchise agreement was approved by the MDPSC on April 18, 2012. On
December 21, 2011, Artesian Water Maryland completed its purchase of water assets from Cecil County and began
serving the franchise area granted to the Company by Cecil County and expanded water service to approximately
1,500 customers. See Note 1 — General — Maryland Regulated Subsidiaries for further discussion.

Other Proceedings

Delaware law permits water utilities to put into effect, on a semi-annual basis, increases related to specific types of
distribution system improvements through a Distribution System Improvement Charge, or DSIC. This charge may be

implemented by water utilities between general rate increase applications that normally recognize changes in a water

utility’s overall financial position. The DSIC approval process is less costly when compared to the approval process
for general rate increase requests. The DSIC rate applied between base rate filings is capped at 7.5% of the amount

billed to customers under otherwise applicable rates and charges, and the DSIC rate increase applied cannot exceed

5% within any 12-month period. In 2011, the DEPSC approved a 1.47% DSIC rate that was effective January 1,

2011. For the three months ended March 31, 2011, we earned approximately $190,000 in DSIC revenue. We did not

have any DSIC rates in effect during the three months ended March 31, 2012.

DEPSC rules under Regulation Docket 15 govern the terms and conditions under which water utilities require
advances or contributions from customers or developers. These regulations require that developers pay for all water
facilities within a new development, with such funding recorded as contributions in aid of construction by the water
utility. In addition, the utility is required to receive a contribution in aid of construction of $1,500 for each new
residential connection to its system towards the cost of water supply, treatment and storage facilities. These
regulations further require developers to fully pay for facilities to serve satellite systems. These required contributions
are intended to place a greater burden upon new customers to pay for the cost of facilities required to serve them. On
February 12, 2010, February 11, 2011 and February 13, 2012, respectively, we filed each of three required annual
reports with the DEPSC, in order to demonstrate our compliance with Regulation Docket 15.

NOTE 7 - INCOME TAXES

Under FASB ASC Topic 740, an uncertain tax position represents our expected treatment of a tax position taken, or
planned to be taken in the future, that has not been reflected in measuring income tax expense for financial reporting
purposes. As a result of our review of our tax positions, we determined that we had no material uncertain tax
positions. The Company would recognize, if applicable, interest accrued and penalties related to unrecognized tax
benefits in interest expense and in accordance with the regulations of the jurisdictions involved. There were no such
interest and penalty charges for the three months ended March 31, 2012 or March 31, 2011. The Company remains
subject to examination by state authorities for tax years 2008 through 2011 and by federal authorities for the tax years
2009 through 2011.

NOTE 8 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for
which it is practicable to estimate that value.

Current Assets and Liabilities
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For those current assets and liabilities that are considered financial instruments, the carrying amounts approximate fair
value because of the short maturity of those instruments.

12
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Long-term Financial Liabilities

The fair value of Artesian Resources' long-term debt as of March 31, 2012 and December 31, 2011, determined by
discounting their future cash flows using current market interest rates on similar instruments with comparable

maturities as guided under FASB ASC 825 are shown below:

In thousands
March 31, December

2012 31,2011
Carrying amount $107,967 $108,257
Estimated fair value 126,868 127,912

The fair value of Advances for Construction cannot be reasonably estimated due to the inability to accurately estimate
the timing and amounts of future refunds expected to be paid over the life of the contracts. Refund payments are
based on the water sales to new customers in the particular development constructed. The fair value of Advances for
Construction would be less than the carrying amount because these financial instruments are non-interest bearing.

NOTE 9 - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS
For the three months ended March 31, 2012, there have been no recent significant accounting pronouncements or

changes in accounting pronouncements that have become effective that materially impact or are expected to materially
impact the Company.
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ITEM 2

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

RESULTS OF OPERATIONS FOR THE PERIOD ENDED MARCH 31, 2012
OVERVIEW

Our profitability is primarily attributable to the sale of water by Artesian Water. Gross water sales in Artesian Water
comprise 88.1% of total operating revenues. Our profitability is also attributed to the various contract operations,
water and sewer Service Line Protection Plans and other services we provide. Water sales are subject to seasonal
fluctuations, particularly during summer when water demand may vary with rainfall and temperature. In the event
temperatures during the typically warmer months are cooler than expected, or rainfall is greater than expected, the
demand for water may decrease and our revenues may be adversely affected. We believe the effects of weather are
short term and do not materially affect the execution of our strategic initiatives. Our contract operations and other
services provide a revenue stream that is not affected by changes in weather patterns.

While water sales revenues are our primary source of revenues, we continue to seek growth opportunities to provide
wastewater service in Delaware and the surrounding areas. We also continue to explore and develop relationships
with developers and municipalities in order to increase revenues from contract water and wastewater operations,
wastewater management services, design, construction and engineering services. We plan to continue developing and
expanding our contract operations and other services in a manner that complements our growth in water service to
new customers. Our anticipated growth in these areas is subject to changes in residential and commercial
construction, which may be affected by interest rates, inflation and general housing and economic market
conditions. We anticipate continued growth in our non-regulated division due to our water and sewer Service Line
Protection Plans.

Water Division

Artesian Water, Artesian Water Maryland and Artesian Water Pennsylvania provide water service to residential,
commercial, industrial, governmental, municipal and utility customers. Increases in the number of customers served
contributed to increases in our operating revenue. The Town of Middletown, which is one of our municipal customers
and is located in southern New Castle County, Delaware, has nearly doubled in population since 2001, and population
growth in this area is expected to continue for some time as a result of ongoing and future residential construction. As
population growth continues in Middletown and other areas in Delaware, we believe that the demand for water will
increase, thereby contributing to an increase in our operating revenues. As of March 31, 2012, we had approximately
78,600 metered water customers in Delaware, an increase of approximately 500 compared to March 31, 2011. The
number of metered water customers in Maryland increased by approximately 1,500 compared to 2011 following the
purchase of the Cecil County assets and the number of metered water customers in Pennsylvania remained consistent
with 2011.

Wastewater Division
Artesian Wastewater owns wastewater infrastructure and began providing wastewater services in Delaware in July
2005. Artesian Wastewater Maryland was incorporated on June 3, 2008 to provide regulated wastewater services in

Maryland. Our wastewater customers are billed a flat monthly fee, which contributes to providing a revenue stream
unaffected by weather.
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On September 27, 2011, Artesian Resources, Artesian Wastewater Maryland and Cecil County mutually agreed to
enter into a Termination of Asset Purchase Agreements, Franchise and Parent Guaranty, or the Termination
Agreement, to terminate two purchase agreements, or the Asset Purchase Agreements, relating to the Meadowview
Wastewater Facility, Highlands Wastewater Facility, Cherry Hill Wastewater Facility and the Harbourview
Wastewater Facility, and related real property, easement rights and wastewater collection systems with respect to each
facility or the wastewater facilities. Certain ancillary agreements, including a wastewater franchise agreement
between Artesian Wastewater Maryland and Cecil County, and a parent guaranty between Artesian Resources and
Cecil County, were also terminated by the Termination Agreement. Termination of the wastewater franchise
agreement was approved by the MDPSC on April 18, 2012.
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Non-Regulated Division

Artesian Utility provides contract water and wastewater operation services to private, municipal and governmental
institutions. Artesian Utility currently operates wastewater treatment facilities for the town of Middletown, in
southern New Castle County, or Middletown, under a 20-year contract that expires on February 1, 2021. The facilities
include two wastewater treatment stations with capacities of up to approximately 2.5 mgd and 250,000 gallons per
day, respectively. We also operate a wastewater disposal facility in Middletown in order to support the 2.5 mgd
wastewater facility.

One of the wastewater treatment facilities in Middletown now provides reclaimed wastewater for use in spray

irrigation on public and agricultural lands in the area. Our relationship with the Town of Middletown has given us the

opportunity to create the Artesian Water Resource Management Partnership, or AWRMP, to encourage and support

the use of reclaimed water for agricultural irrigation and other needs. Using reclaimed water to irrigate farm fields can

save the Delmarva region millions of gallons of groundwater each day. The AWRMP’s first project in Middletown
will save up to three million gallons of water per day during the peak growing season. Through the AWRMP

initiative, Artesian will provide planning, engineering and technical expertise and help bring together the various state,

local and private partners needed for water recycling project approvals.

Artesian Development is a real estate holding company that owns properties, including land zoned for office
buildings, a water treatment plant and wastewater facility, as well as property for current operations, including an
office facility in Sussex County, Delaware. The facility consists of approximately 10,000 square feet of office space
along with nearly 10,000 square feet of warehouse space. This facility allows all of our Sussex County, Delaware
operations to be housed in one central location.

Artesian Consulting Engineers acquired all the assets of Meridian Architects and Engineers in June 2008. As a result
of the decline in new housing and development due to the economic downturn, the need for development and
architectural services has remained depressed. Therefore, in April 2011, we decided to reduce staffing levels and
reorganize the business. Artesian Consulting Engineers no longer provides development and architectural services to
outside third parties. Artesian Consulting Engineers will continue to work with existing clients on projects already in
progress for engineering services until those projects are complete. We will continue to provide design and
engineering contract services through our Artesian Utility subsidiary.

Protection Plans

In addition to services discussed above, Artesian Resources initiated a Water Service Line Protection Plan, or WSLP
Plan, in March 2005. The WSLP Plan covers all parts, material and labor required to repair or replace participating
customers’ leaking water service lines up to an annual limit. As of March 31, 2012, approximately 16,800, or 24.3%,
of our eligible water customers had signed up for the WSLP Plan. The WSLP Plan was expanded in the second
quarter of 2008 to include maintenance or repair to customers’ sewer lines. This plan, the Sewer Service Line
Protection Plan,