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All references in this Annual Report to “Starrett”, the “Company”, “we”, “our” and “us” means The L.S. Starrett Company anc

its subsidiaries.
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PARTI

Item 1 - Business

General

Founded in 1880 by Laroy S. Starrett and incorporated in 1929, the Company is engaged in the business of
manufacturing over 5,000 different products for industrial, professional and consumer markets. As a global
manufacturer with major subsidiaries in Brazil (1956), Scotland (1958) and China (1997), the Company offers its
broad array of products to the market through multiple channels of distribution throughout the world. The Company’s
products include precision tools, electronic gages, gage blocks, optical and vision measuring equipment, custom
engineered granite solutions, tape measures, levels, chalk products, squares, band saw blades, hole saws, hacksaw
blades, jig saw blades, reciprocating saw blades, M1® lubricant and precision ground flat stock.

Starrett® is brand recognized around the world for precision, quality and innovation.

Products

The Company’s tools and instruments are sold throughout North America and in over 100 foreign countries. By far the
largest consumer of these products is the metalworking industry including aerospace, medical, and automotive but
other important consumers are marine and farm equipment shops, do-it-yourselfers and tradesmen such as builders,
carpenters, plumbers and electricians.

For 129 years the Company has been a recognized leader in providing measurement solutions consisting of hand
measuring tools and precision instruments such as micrometers, vernier calipers, height gages, depth gages, electronic
gages, dial indicators, steel rules, combination squares, custom and non contact gaging and many other items. Skilled
personnel, superior products, manufacturing expertise, innovation and unmatched service has earned the Company its
reputation as the “Best in Class” provider of measuring application solutions for industry. During fiscal 2008, the
Company enhanced its wireless data collection solutions, making them more customer-friendly and more
software-compatible.

The Company’s saw product lines enjoy strong global brand recognition and market share. These products encompass
a breadth of uses. Over the last twelve months, the Company introduced several new products including its ADVANZ
carbide tipped products and its VERSATIX products with a patent pending tooth geometry designed for the cutting of
structurals and small solids. This launch was further enhanced through the global introduction of new support
programs and marketing collateral. These actions are aimed at positioning Starrett for global growth in wide band
products for production applications as well as product range expansions for shop applications. A full line of
complementary saw products, including hack, jig, reciprocating saw blades and hole saws provide cutting solutions
for the building trades and are offered primarily through construction, electrical, plumbing and retail

distributors. During fiscal 2008, the Company was issued a patent for its bi-metal unique® manufacturing process
and products. This break-through Split Chip Advantage technology enables the Company to produce saw blades,
which are up to 50% stronger and offer up to 170% more contact area than traditional electron beam (EB) products.
This technology is now used on many of the Company’s saw products.

Recent acquisitions have added to the Company’s portfolio of custom measuring solutions that complement the
Company’s existing special gaging expertise. On July 17, 2007, the Company purchased all of the assets of Kinemetric
Engineering. Kinemetric Engineering specializes in precision video-based metrology, specialty motion devices and
custom engineered systems for measurement and inspection. Kinemetric Engineering brings a wealth of experience,
engineering and manufacturing capability. This business unit also oversees the sales and support of the Company’s
high quality line of Starrett Optical Projectors, combining to make a very comprehensive product offering.
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The Company’s custom engineered granite product offering was further enhanced by the acquisition of Tru-Stone
Technologies Inc. (Tru-Stone) in fiscal 2006. This strategic acquisition significantly improved the granite surface
plate capabilities providing access to high-end metrology markets such as the electronics and flat panel display
industry. The consolidation of the Company’s granite surface plate operations with Tru-Stone provided savings in
labor and operating expenses.
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Personnel

At June 27, 2009, the Company had 1,768 employees, approximately 50% of whom were domestic. This represents a
net decrease from June 28, 2008 of 453 employees. The headcount reduction is the result of the global recession and
includes reductions at all of the Company’s operating units with the exception of Mexico.

None of the Company’s operations are subject to collective bargaining agreements. In general, the Company considers
relations with its employees to be excellent. Domestic employees hold a large share of Company stock resulting from
various stock purchase plans. The Company believes that this dual role of owner-employee has strengthened
employee morale over the years.

Competition

The Company is competing on the basis of its reputation as the best in class for quality, precision and innovation
combined with its commitment to customer service and strong customer relationships. To that end, Starrett is
increasingly focusing on providing customer centric solutions. Although the Company is generally operating in highly
competitive markets, the Company’s competitive position cannot be determined accurately in the aggregate or by
specific market since none of its competitors offer all of the same product lines offered by the Company or serve all of
the markets served by the Company.

The Company is one of the largest producers of mechanics’ hand measuring tools and precision instruments. In the
United States, there are three other major companies and numerous small competitors in the field, including direct
foreign competitors. As a result, the industry is highly competitive. During fiscal 2009, there were no material changes
in the Company’s competitive position in spite of the current global economic crisis, which is accelerating the
migration of American manufacturing jobs to lower cost countries. Internationally, the Company’s significant
investments in manufacturing and sales operations in China appears to have resulted in market share gains and
enhanced brand recognition. The Company’s products for the building trades, such as tape measures and levels, are
under constant margin pressure due to a channel shift to large national home and hardware retailers. The Company is
responding to such challenges by expanding its manufacturing operations in China and in the Dominican Republic.
Certain large customers offer private labels (“own brand”) that compete with Starrett branded products. These products
are often sourced directly from low cost countries.

Saw products encounter competition from several domestic and international sources. The Company’s competitive
position varies by market segment and country. Continued research and development, new patented products and
processes, and strong customer support have enabled the Company to compete successfully in both general and
performance oriented applications.

Foreign Operations

The operations of the Company’s foreign subsidiaries are consolidated in its financial statements. The subsidiaries
located in Brazil, Scotland and China are actively engaged in the manufacturing and distribution of precision
measuring tools, saw blades, optical and vision measuring equipment and hand tools. Subsidiaries in Canada,
Argentina, Australia, New Zealand, Mexico and Germany are engaged in distribution of the Company’s products. The
Company expects its foreign subsidiaries to continue to play a significant role in its overall operations. A summary of
the Company’s foreign operations is contained in Note 14 to the Company’s fiscal 2009 financial statements under the
caption “OPERATING DATA” found in Item 8 of this Form 10-K.

Orders and Backlog

The Company generally fills orders from finished goods inventories on hand. Sales order backlog of the Company at
any point in time is not significant. Total inventories amounted to $60.2 million at June 27, 2009 and $61.1 million at
June 28, 2008. The Company uses the last-in, first-out (LIFO) method of valuing most domestic inventories
(approximately 55% of all inventories). LIFO inventory amounts reported in the financial statements are
approximately $33.7 million and $27.5 million, respectively, lower than if determined on a first-in, first-out (FIFO)
basis at June 27, 2009 and June 28, 2008.
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Intellectual Property

When appropriate, the Company applies for patent protection on new inventions and currently owns a number of
patents. Its patents are considered important in the operation of the business, but no single patent is of material
importance when viewed from the standpoint of its overall business. As noted previously, during fiscal 2008 the
Company was issued a patent for its bi-metal unique® manufacturing process and products. The Company relies on
its continuing product research and development efforts, with less dependence on its current patent position. It has for
many years maintained engineers and supporting personnel engaged in research, product development and related
activities. The expenditures for these activities during fiscal years 2009, 2008 and 2007 were approximately $1.6
million, $2.4 million and $2.7 million respectively, all of which were expensed in the Company’s financial statements.

The Company uses trademarks with respect to its products and considers its trademark portfolio as one of its most
valuable assets. All of the Company’s important trademarks are registered and rigorously enforced.

Environmental

Compliance with federal, state, local, and foreign provisions that have been enacted or adopted regulating the
discharge of materials into the environment or otherwise relating to protection of the environment is not expected to
have a material effect on the capital expenditures, earnings and competitive position of the Company. Specifically, the
Company has taken steps to reduce, control and treat water discharges and air emissions. The Company takes

seriously its responsibility to the environment and has embraced renewable energy alternatives and expects to bring on
line a new hydro — generation facility at its Athol, MA plant in 2010 to reduce its carbon foot print and energy costs, an
investment in excess of $1 million.

Strategic Activities

Globalization has had a profound impact on product offerings and buying behaviors of industry and consumers in
North America and around the world, forcing the Company to adapt to this new, highly competitive business
environment. The Company continuously evaluates most all aspects of its business, aiming for new world-class ideas
to set itself apart from its competition.

Our strategic concentration is on global brand building and providing unique customer value propositions through
technically supported application solutions for our customers. Our job is to recommend and produce the best suited
standard product or design and build custom solutions. The combination of the right tool for the right job with value
added service will give us a competitive advantage. The Company continues its focus on lean manufacturing, plant
consolidations, global sourcing and improved logistics to optimize its value chain.

The execution of these strategic initiatives has expanded the Company’s manufacturing and distribution in developing
economies which has increased its international sales revenues to 49% of its consolidated sales.

On September 21, 2006, the Company sold its Alum Bank, PA level manufacturing plant and relocated the
manufacturing to the Dominican Republic, where production began in fiscal 2005. The tape measure production of the
Evans Rule Division facilities in Puerto Rico and Charleston, SC has been transferred to the Dominican Republic. The
Company vacated and plans to sell its Evans Rule facility in North Charleston, SC. This move has achieved labor
savings while satisfying the demands of its customers for lower prices.

The Tru-Stone acquisition in April 2006 represented a strategic acquisition for the Company in that it provides an
enhancement of the Company’s granite surface plate capabilities. Profit margins for the Company’s standard plate
business have improved as the Company’s existing granite surface plate facility was consolidated into Tru-Stone,
where average gross margins have been higher. Along the same lines, the Kinemetric Engineering acquisition in July
2007 represented another strategic acquisition in the field of precision video-based metrology which, when combined
with the Company’s existing optical projection line, will provide a very comprehensive product offering.

6
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SEC Filings and Certifications

The Company makes its public filings with the Securities and Exchange Commission (“SEC”), including its Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all exhibits and
amendments to these reports, available free of charge at its website, www.starrett.com, as soon as reasonably
practicable after the Company files such material with the SEC. Information contained on the Company’s website is
not part of this Annual Report on Form 10-K.

Item 1A — Risk Factors
SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Annual Report on Form 10-K and the Company’s 2009 Annual Report to Stockholders, including the President’s
letter, contains forward-looking statements about the Company’s business, competition, sales, gross margins,
expenditures, foreign operations, plans for reorganization, interest rate sensitivity, debt service, liquidity and capital
resources, and other operating and capital requirements. In addition, forward-looking statements may be included in
future Company documents and in oral statements by Company representatives to security analysts and investors. The
Company is subject to risks that could cause actual events to vary materially from such forward-looking statements,
including the following risk factors:

Risks Related to the Economy: The Company’s results of operations are materially affected by the conditions in the
global economy. As a result of the global economic recession, U.S. and foreign economies have experienced and
continue to experience significant declines in employment, household wealth, consumer spending, and

lending. Businesses, including the Company and its customers, have faced and are likely to continue to face
weakened demand for their products and services, difficulty obtaining access to financing, increased funding costs,
and barriers to expanding operations. The Company’s results of operations have been negatively impacted by the
global economic recession and the Company can provide no assurance that its results of operations will improve.

Risks Related to Reorganization: The Company continues to evaluate to consolidate and reorganize some of its
manufacturing and distribution operations. There can be no assurance that the Company will be successful in these
efforts or that any consolidation or reorganization will result in revenue increases or cost savings to the Company. The
implementation of these reorganization measures may disrupt the Company’s manufacturing and distribution activities,
could adversely affect operations, and could result in asset impairment charges and other costs that will be recognized
if and when reorganization or restructuring plans are implemented or obligations are incurred.

Risks Related to Technology: Although the Company’s strategy includes investment in research and development of
new and innovative products to meet technology advances, there can be no assurance that the Company will be
successful in competing against new technologies developed by competitors.

Risks Related to Foreign Operations: Approximately 49% of the Company’s sales and 40% of net assets relate to
foreign operations. Foreign operations are subject to special risks that can materially affect the sales, profits, cash
flows and financial position of the Company, including taxes and other restrictions on distributions and payments,
currency exchange rate fluctuations, political and economic instability, inflation, minimum capital requirements and
exchange controls. In fact, during fiscal 2009, the Company experienced negative foreign exchange effects as the
British Pound and Brazilian Real weakened against the U.S. dollar. Finally, the Company’s Brazilian operations, which
constitute over half of the Company’s revenues from foreign operations, can be very volatile, changing from year to
year due to the political situation, currency risk and the economy. As a result, the future performance of the Brazilian
operations may be difficult to forecast.

Risks Related to Industrial Manufacturing Sector: The market for most of the Company’s products is subject to
economic conditions affecting the industrial manufacturing sector, including the level of capital spending by industrial
companies and the general movement of manufacturing to low cost foreign countries where the Company does not
have a substantial market presence. Accordingly, economic weakness in the industrial manufacturing sector may, and

13
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in some cases has, resulted in decreased demand for certain of the Company’s products, which adversely affects sales
and performance. Economic weakness in the consumer market will also adversely impact the Company’s performance.
In the event that demand for any of the Company’s products declines significantly, the Company could be required to
recognize certain costs as well as asset impairment charges on long-lived assets related to those products.
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Risks Related to Competition: The Company’s business is subject to direct and indirect competition from both
domestic and foreign firms. In particular, low cost foreign sources have created severe competitive pricing pressures.
Under certain circumstances, including significant changes in U.S. and foreign currency relationships, such pricing
pressures tend to reduce unit sales and/or adversely affect the Company’s margins.

Risks Related to Insurance Coverage: The Company carries liability, property damage, workers’ compensation,
medical and other insurance coverages that management considers adequate for the protection of its assets and
operations. There can be no assurance, however, that the coverage limits of such policies will be adequate to cover all
claims and losses. Such uncovered claims and losses could have a material adverse effect on the Company. Depending
on the risk, deductibles can be as high as 5% of the loss or $500,000.

Risks Related to Raw Material and Energy Costs: Steel is the principal raw material used in the manufacture of the
Company’s products. The price of steel has historically fluctuated on a cyclical basis and has often depended on a
variety of factors over which the Company has no control. The cost of producing the Company’s products is also
sensitive to the price of energy. The selling prices of the Company’s products have not always increased in response to
raw material, energy or other cost increases, and the Company is unable to determine to what extent, if any, it will be
able to pass future cost increases through to its customers. The Company’s inability to pass increased costs through to
its customers could materially and adversely affect its financial condition or results of operations.

Risks Related to Stock Market Performance: Currently, the Company’s domestic defined benefit pension plan is
slightly underfunded. Due to a drop in the stock market, the Company’s domestic plan became temporarily
underfunded and required the reclassification of prepaid pension cost on the balance sheet from an asset to a contra
equity account, thus reducing stockholders’ equity and book value per share. This has also occurred for the Company’s
UK plan, which was underfunded during fiscal 2007, 2008 and 2009.

Risks Related to Acquisitions: Acquisitions, such as the Company’s acquisition of Tru-Stone in fiscal 2006 and
Kinemetric Engineering in fiscal 2008, involve special risks, including the potential assumption of unanticipated
liabilities and contingencies, difficulty in assimilating the operations and personnel of the acquired businesses,
disruption of the Company’s existing business, dissipation of the Company’s limited management resources, and
impairment of relationships with employees and customers of the acquired business as a result of changes in
ownership and management. While the Company believes that strategic acquisitions can improve its competitiveness
and profitability, the failure to successfully integrate and realize the expected benefits of such acquisitions could have
an adverse effect on the Company’s business, financial condition and operating results.

Risks Related to Investor Expectations: The Company’s share price significantly declined during fiscal 2009. The
Company's earnings may not continue to grow at rates similar to the growth rates achieved in recent years and may
fall short of either a prior quarter or investors’ expectations. If the Company fails to meet the expectations of securities
analysts or investors, the Company's share price may continue to decline.

Risks Related to the Company’s Credit Facility: Under the Company’s credit facility with TD Bank, N.A., the Company
is required to comply with certain financial covenants. While the Company believes that it will be able to comply

with the financial covenants in future periods, its failure to do so would result in defaults under the credit facility

unless the covenants are amended or waived. An event of default under the credit facility, if not waived, could

prevent additional borrowing and could result in the acceleration of the Company’s indebtedness. This could have an
impact on the Company’s ability to operate its business.
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Risks Related to Information Systems: The efficient operation of the Company's business is dependent on its
information systems, including its ability to operate them effectively and to successfully implement new technologies,
systems, controls and adequate disaster recovery systems. In addition, the Company must protect the confidentiality
of data of its business, employees, customers and other third parties. The failure of the Company's information
systems to perform as designed or its failure to implement and operate them effectively could disrupt the Company's
business or subject it to liability and thereby harm its profitability. For those reasons, the Company is in the process of
developing a broader global IT strategy.

Risks Related to Litigation and Changes in Laws, Regulations and Accounting Rules: Various aspects of the
Company's operations are subject to federal, state, local or foreign laws, rules and regulations, any of which may
change from time to time. Generally accepted accounting principles may change from time to time, as well. In
addition, the Company is regularly involved in various litigation matters that arise in the ordinary course of business.
Litigation, regulatory developments and changes in accounting rules and principles could adversely affect the
Company's business operations and financial performance.

Item 1B — Unresolved Staff Comments
None.

Item 2 - Properties

The Company’s principal plant and its corporate headquarters are located in Athol, MA on about 15 acres of
Company-owned land. The plant consists of 25 buildings, mostly of brick construction of varying dates, with
approximately 535,000 square feet.

The Company’s Webber Gage Division in Cleveland, OH, owns and occupies two buildings totaling approximately
50,000 square feet.

The Company-owned facility in Mt. Airy, NC consists of one building totaling approximately 320,000 square feet. It
is occupied by the Company’s Saw Division, Ground Flat Stock Division and a distribution center. A separate 36,000
square foot building which formerly housed the distribution center was vacated in November 2008 and is currently
listed for sale.

The Company’s Evans Rule Division owns a 173,000 square foot building in North Charleston, SC. In fiscal 2006,
manufacturing operations were moved to a new 50,000 square foot facility in the Dominican Republic from both the
North Charleston site and Mayaguez, Puerto Rico operations. The Company now occupies a 3,400 square foot leased
office in North Charleston for administrative personnel and has the North Charleston property listed for sale.

The Company’s Exact Level Division was relocated to the Evans Rule facility in the Dominican Republic. Its 50,000
square foot building located in Alum Bank, PA was sold on September 21, 2006.

The Company’s subsidiary in Itu, Brazil owns and occupies several buildings totaling 209,000 square feet. The
Company’s subsidiary in Jedburgh, Scotland owns and occupies a 175,000 square foot building. Two wholly owned
subsidiaries in Suzhou and Shanghai (People’s Republic of China), lease approximately 41,000 square feet and 5,000
square feet, respectively. The Company signed a lease for a new 133,000 square foot building in Suzhou to
accommodate our need for increased manufacturing space. We plan to close the Shanghai distribution center and sales
office and consolidate all operations into the new building.

In addition, the Company operates warehouses and/or sales-support offices in the U.S., Canada, Australia, New
Zealand, Mexico, Germany, Japan, and Argentina.

A warehouse in Glendale, AZ encompassing 35,000 square feet was closed in fiscal 2006 and the building was sold
during fiscal 2008.
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With the acquisition of Tru-Stone in fiscal 2006, the Company added a 90,000 square foot facility in Waite Park, MN.

With the acquisition of Kinemetric Engineering in fiscal 2008, the Company added a 9,000 square foot leased facility
in Laguna Hills, CA, which was expanded to 14,000 square feet.

The Company has vacated a sales office in Kennesaw, GA and plans to terminate the lease.

In the Company’s opinion, all of its property, plants and equipment are in good operating condition, well maintained
and adequate for its needs.

Item 3 - Legal Proceedings
The Company is, in the ordinary course of business, from time to time involved in litigation that is not considered
material to its financial condition or operations.

Item 4 - Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of fiscal 2009.

PART II

Item 5 - Market for the Company’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

The Company’s Class A common stock is traded on the New York Stock Exchange. Quarterly dividend and high/low
closing market price information is presented in the table below. The Company’s Class B common stock is generally
nontransferable, except to lineal descendants, and thus has no established trading market, but it can be converted into
Class A common stock at any time. The Class B common stock was issued on October 5, 1988, and the Company has
paid the same dividends thereon as have been paid on the Class A common stock since that date. On June 27, 2009,
there were approximately 5,100 registered holders of Class A common stock and approximately 1,900 registered
holders of Class B common stock.

Quarter Ended Dividends High Low
September 2007 $ 0.10 19.48 15.27
December 2007 0.20 20.27 17.00
March 2008 0.10 19.99 13.69
June 2008 0.12 23.83 18.15
September 2008 0.12 28.50 13.50
December 2008 0.12 21.80 9.51
March 2009 0.12 16.31 5.30
June 2009 16.70 0.1575
2001:
Fourth Quarter $ 17.23 $ 14.69 $0.1575
Third Quarter 17.12 15.50 0.1538
Second Quarter 18.73 15.00 0.1538
First Quarter 17.00 14.69 0.1538
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Table of Conten

SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth selected consolidated financial data for the periods indicated. All share and per share amounts reflect the

(In thousands, except per share data)

four-for-three common stock split effective November 14, 2003. The selected consolidated financial data as of September 30, 2003, and for the
nine months ended September 30, 2003 and 2002, have been derived from our unaudited financial statements which have been incorporated by
reference in this prospectus, and in the opinion of management, contain all adjustments (consisting of only normal recurring accruals) necessary
to present fairly the financial position as of September 30, 2003, and the results of operations for the nine month periods ended September 30,
2003 and 2002. Operating results for the nine months ended September 30, 2003, are not necessarily indicative of results which may be expected
for the full year. The selected consolidated financial data as of December 31, 2002 and 2001, and for the three years ended December 31, 2002,
have been derived from our audited financial statements which have been incorporated by reference in this prospectus. The selected consolidated
financial data as of December 31, 2000, 1999 and 1998, and for the two years ended December 31, 1999, have been derived from audited
financial statements not included herein. The information set forth below should be read in conjunction with Management s Discussion and
Analysis of Financial Condition and Results of Operations located elsewhere in this prospectus and the Consolidated Financial Statements and
accompanying Notes to Consolidated Financial Statements incorporated by reference in this prospectus. Historical and interim operating results
are not necessarily indicative of results for any other interim period or for a full year.

Consolidated Income Statement Data:
Operating Revenues

Operating Expenses

Net Income

Earnings Applicable to Common Stock
Earnings per Share of Common Stock:
Basic

Diluted

Dividends Paid per Share of Common Stock
Average Number of Shares Outstanding:
Basic

Diluted

Consolidated Balance Sheet Data:

Total Assets

Utility Plant-Net

Common Equity

Convertible Preferred Stock
Nonredeemable Preferred Stock

Long-Term Debt (excluding current portion)
Total Debt

Nine Months Ended
September 30, Year Ended December 31,
2003 2002 2002 2001" 2000 1999? 1998
$ 48,565 $ 46,738 $ 61,933 $ 59,638 $ 54,477 $ 53,497 $ 43,058
39,581 37,422 49,466 48,145 44,538 42,832 33,909
5,421 5,738 7,765 6,953 5,305 7,881 6,521
5,230 5,547 7,511 6,698 5,051 7,580 6,202
$ 0.50 $ 0.54 $ 0.73 $ 0.66 $ 0.50 $ 0.77 $ 0.71
0.50 0.54 0.73 0.66 0.50 0.76 0.71
$ 0484 $ 0473 $ 0.634 $ 0.623 $ 0.613 $ 0.593 $ 0.578
10,448 10,258 10,277 10,128 10,041 9,851 8,706
10,791 10,602 10,621 10,472 10,385 10.294 9,158
As of September 30, As of December 31,
2003 2002 2002 2001" 2000 1999 1998
$ 255,005 $ 243,048 $ 244,604 $ 236,374 $ 219,400 $ 215,036 $ 203,501
216,824 205,218 207,943 196,063 188,278 179,722 159,116
79,661 75,835 76,501 72,290 70,635 70,489 66,729
2,961 2,961 2,961 2,961 2,961 2,961 3,894
1,102 1,102 1,102 1,102 1,102 1,102 1,102
97,456 87,499 87,483 88,140 82,109 82,330 78,032
111,016 105,387 105,773 101,724 88,374 84,532 79,103

(1) In 2001, we acquired the assets of a 300-customer water utility in Cumberland County, New Jersey, which we now operate as Bayview, and
we also acquired Southern Shores, a 2,200-customer system in Southern Delaware.
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(2) Beginning January 1, 1999, USA-PA, along with Middlesex, has operated and maintained the City of Perth Amboy s water and wastewater
systems.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Middlesex Water Company has operated as a water utility in New Jersey since 1897, and in Delaware, through our wholly-owned subsidiary,
Tidewater, since 1992. We are in the business of collecting, treating, distributing and selling water for domestic, commercial, municipal,
industrial and fire protection purposes. We also operate a New Jersey municipal water and wastewater system under contract and provide
wastewater services in New Jersey and Delaware through our subsidiaries. We are regulated as to rates charged to customers for water and
wastewater services in New Jersey and for water services in Delaware, as to the quality of water service we provide and as to certain other
matters. Only our USA, USA-PA and White Marsh subsidiaries are not regulated utilities.

Our New Jersey water utility system (the Middlesex System ) provides water services to approximately 58,000 retail customers, primarily in
central New Jersey. The Middlesex System also provides water service under contract to municipalities in central New Jersey with a total
population of approximately 267,000. In partnership with our subsidiary, USA-PA, we operate the water supply system and wastewater system
for the City of Perth Amboy, New Jersey. Our other New Jersey subsidiaries, Pinelands Water and Pinelands Wastewater, provide water and
wastewater services to residents in Southampton Township, New Jersey.

Our Delaware subsidiaries, Tidewater and Southern Shores, provide water services to approximately 23,000 retail customers in New Castle,
Kent and Sussex Counties, Delaware. Our other Delaware subsidiary, White Marsh, services an additional 1,900 customers in Kent and Sussex
Counties.

The majority of our revenue is generated from retail and contract water services to customers in our service areas. We record water service
revenue as such service is rendered and include estimates for amounts unbilled at the end of the period for services provided after the last billing
cycle. Fixed service charges are billed in advance by our subsidiary, Tidewater, and are recognized in revenue as the service is provided.

Our ability to increase operating income and net income is based significantly on three factors: weather, adequate and timely rate increases, and
customer growth. These factors are evident in the discussions below which compare our results of operations from prior years. Cool, wet
weather led to lower revenues and earnings in 2003 and lower earnings in 2000. Rate increases for Middlesex and many of our subsidiaries
increased revenues and net income in 2002 and 2001. Since 2000, customer growth in our Delaware service territories has increased revenues
greater than the cost to serve these new customers.

The following discussion and analysis should be read in conjunction with the Consolidated Financial Statements contained in our most recent
Annual Report on Form 10-K and our most recently filed Quarterly Report on Form 10-Q. All share and per share amounts discussed below
reflect the four-for-three common stock split effective November 14, 2003.

Results of Operations Nine Months Ended September 30, 2003
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Operating revenues for the nine months rose $1.8 million or 3.9% over the same period in 2002. Customer growth of 9.1% in Delaware provided
additional facility charges and connection fees of $1.2 million. Higher base rates in our Delaware service territories provided $0.5 million of the
increase. Though we anticipate continued growth in the number of customers and increased water consumption among our Delaware systems,
such growth and increased consumption cannot be guaranteed. Additionally, weather conditions may adversely impact future consumption
despite anticipated growth in the number of customers. For example, for the nine months ended September 30, 2003, cool wet weather in the
Mid-Atlantic region pushed Tidewater s consumption revenue down by $0.4 million and Middlesex consumption revenue down by $0.1 million.
Despite such adverse weather
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conditions, revenues from our operations and maintenance contracts rose $0.5 million due to scheduled increases in fixed fees under the City of
Perth Amboy contract. Wastewater operations in Delaware provided $0.1 million in additional revenues.

Operating expenses increased by $2.2 million or 5.8%. Costs related to main breaks resulting from severe winter weather conditions in the first
quarter of 2003 contributed to additional expenses of $0.3 million. There were also higher sewer disposal costs of $0.3 million for USA-PA. An
increase in our Delaware employee base, general wage increases and higher costs associated with employee medical and retirement benefits
pushed up costs by $0.4 million. In New Jersey, payroll costs, employee benefits and legal fees pushed up costs by $0.8 million. Water
treatment, source of supply and pumping costs increased by $0.4 million combined. Other taxes increased by $0.2 million generally due to
payroll related taxes and real estate taxes in both New Jersey and Delaware. Lower federal income taxes of $0.5 million over last year are
attributable to the unfavorable operating results during the first nine months of 2003.

Going forward we anticipate an increase in New Jersey s electric generation costs due to deregulation of electricity and an increase in the cost of
raw water under a new contract with the New Jersey Water Supply Authority of at least 8.5%. These increasing costs, in addition to higher
business insurance and security costs prompted us to file for a 17.8% base rate increase with the BPU for Middlesex and a 19.02% base rate
increase for Pinelands. We cannot predict whether the BPU will approve, deny or reduce the amount of our requests, however, despite the
outcome, we will continue to seek rate increases in the future where increased operating costs and capital investment necessitate such action.
Tidewater received PSC approval to increase its Distribution System Improvement Charge to 4.89% of base rates from 2.49%, effective January
1, 2004.

Depreciation expense for the nine months ended September 30, 2003 increased by $0.3 million or 7.6% due to a higher level of utility plant in
service.

Other income decreased by $0.1 million as interest rates fell on short-term cash balance investments.

Allowance for funds used during construction rose $0.1 million for the year as Tidewater s capital program now includes larger projects with
longer construction schedules.

Net income decreased to $5.4 million from $5.7 million and basic and diluted earnings per share decreased by $0.04 to $0.50.

Results of Operations 2002 Compared to 2001

Operating revenues increased $2.3 million or 3.9% over the prior year. Higher base rates in New Jersey and Delaware provided $1.9 million of
the increase. A full year of ownership of the Bayview and Southern Shores systems generated additional revenue of $0.4 million. Service fees
from our operation and maintenance contracts rose $0.2 million due to an increase in fixed fees for sewer disposal under the City of Perth
Amboy contract.
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Consumption revenues decreased by $0.2 million. Drought restrictions in New Jersey caused decreased usage in the amount of $1.3 million. The
continued double-digit growth of our Tidewater customer base offset $1.1 million of the lower consumption revenues.

Operating expenses increased $1.3 million for the year. Operation and maintenance expenses accounted for $1.0 million of the increase. There
were higher sewer costs of $0.2 million for USA-PA. General wage increases, higher costs associated with employee medical and retirement
benefits and an increase in our Delaware employee base, pushed up operation and maintenance costs by $0.7 million. Approximately $0.2
million was due to the inclusion of expenses of Southern Shores for the entire year. Increases in business insurances, audit fees and stock
exchange filing fees amounted to $0.2 million. A favorable decrease in water production and treatment costs of $0.3 million was due to drought
related consumption decreases in our New Jersey operations.
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Other taxes increased by $0.2 million due to revenue related taxes in New Jersey, increased real estate taxes and payroll taxes in both New
Jersey and Delaware. Higher federal income taxes of $0.2 million over 2001 were attributable to favorable operating results over that year.

Depreciation expense decreased by $0.1 million, or 1.7%, due to the full recovery of our investment in transportation equipment, which we
depreciate at a higher rate than our mains and appurtenances.

Allowance for funds used during construction rose $0.1 million for the year as the capital programs of Middlesex Water Company and
Tidewater now include larger projects with longer construction periods. Other income was lower by $0.2 million due mostly to the recognition
of a one time gain reported in 2001 by a small investor-owned water utility in southern Delaware, in which we own a 23% interest.

Even though there was a higher level of long-term and short-term debt outstanding compared to 2001, lower interest rates on short-term debt and
the $6.0 million refinancing of long-term debt at a lower rate helped to keep the interest expense increase to 2.0% or $0.1 million.

Net income rose to $7.8 million from $7.0 million and basic and diluted earnings per share rose $0.07 from $0.66 to $0.73 per share.

Results of Operations 2001 Compared to 2000

Operating revenues grew to $59.6 million from $54.5 million amounting to a 9.4% increase. Favorable weather patterns resulted in higher
consumption in our New Jersey service areas and provided $2.1 million of additional revenues. Delaware enjoyed both favorable weather
patterns and customer growth of 24%, which accounted for its revenue increase of $1.1 million. Rate increases, primarily in New Jersey,
accounted for $2.0 million of revenue.

Total operating expenses rose 8.1% or $3.6 million over 2000. The cost of purchased water increased by $0.2 million, due to higher sales in the
Middlesex System. This increased the operations expense portion of total operating expenses. Employee labor and benefits rose $0.4 million and
rate case expenses were $0.2 million higher than 2000. Business insurances increased by $0.2 million. Maintenance increased by almost $0.2
million with almost 40% of the increase attributable to the two new systems, Southern Shores and Bayview, acquired in 2001.

Depreciation expense increased by almost 7.5% or less than $0.4 million. In addition to the increase to Utility Plant of $9.7 million during the
year, an increase in the PSC approved composite depreciation rate for Tidewater were the primary reasons for the increase of this expense
category.

Increases in real estate taxes of almost $0.2 million and gross receipts and franchise taxes on higher sales for us of $0.4 million accounted for
much of the variance in other taxes. Federal income taxes grew by $1.1 million as net income rebounded by 31% compared to 2000. Other
income jumped 38% as a result of a one-time gain by a small investor-owned water utility in southern Delaware. We are a 23% equity owner of
that water utility.
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Rate relief in New Jersey, customer growth in Delaware and the return of more typical spring and summer weather patterns to both regions,
fueled higher revenues and the resulting increased net income.

Liquidity and Capital Resources

Our capital program for 2003 is estimated to be $18.0 million. We plan to expend $11.0 million for water system additions and improvements
for our Delaware systems, which include the construction of two elevated tanks, a sludge removal plant and the creation of several new wells
and interconnections. We have spent $2.7 million for the RENEW program, which is our program to clean and cement line unlined mains in the
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Middlesex System. There is a total of approximately 143 miles of unlined mains in the 730-mile Middlesex System. In 2003, 5.3 miles of
unlined mains were cleaned and cement lined. The capital program also includes $4.3 million for scheduled upgrades to our existing systems in
New Jersey. The scheduled upgrades consist of $0.7 million for mains, $0.8 million for service lines, $0.3 million for meters, $0.3 million for
hydrants, $0.1 million for computer systems and $2.1 million for various other items. As of September 30, 2003, we had expended $13.1 million
on our capital program.

To pay for our remaining capital program in 2003, we will utilize internally generated funds and funds available under existing New Jersey
Environmental Infrastructure Trust loans (currently, $4.5 million) and Delaware State Revolving Fund loans (currently, $3.3 million), which
provide low cost financing for projects that meet certain water quality and system improvement benchmarks. If necessary, we will also utilize
short-term borrowings through $30.0 million of available lines of credit with three commercial banks. As of September 30, 2003, we had $12.5
million outstanding against the lines of credit. We expect to use the net proceeds from this offering to repay in full all of our outstanding
short-term borrowings.

The table below presents the estimated capital expenditures, in millions, for all our companies for 2004, 2005 and 2006:

2004 2005 2006
Delaware Systems $14.1 $12.8 $ 7.6
Raw Water Line 6.0 4.0 0.0
RENEW Program 3.8 3.0 3.0
Scheduled Upgrades to Existing Systems 4.5 4.6 3.5
Total $28.4 $244 $14.1

Going forward into 2004 through 2006, we currently project that we will be required to expend approximately $67.0 million for capital projects.
Plans to finance those projects are underway as we expect to receive approval to borrow up to $17.0 million under the New Jersey
Environmental Infrastructure Trust program in November of 2004. We anticipate that some of the capital projects in Delaware will be eligible
for the Delaware State Revolving Fund program in that state and we are pursuing those opportunities. We also expect to use internally generated
funds and proceeds from the sale of common stock through the Dividend Reinvestment and Common Stock Purchase Plan.

Increases in certain operating costs will impact our liquidity and capital resources. For example, beginning on August 1, 2003, with the
deregulation of the electricity generation market in New Jersey, our electric commodity unit costs increased by over 40% and the remaining
regulated portion of our electricity rates rose 15%. Furthermore, the New Jersey Water Supply Authority changed the way it contracts for
supplemental water purchases with all contract customers, including us. These changes, which are effective January 1, 2004, are expected to
increase our cost of raw water by at least 8.5%. Also, costs for our employee pension plan continue to rise as the return on plan assets has
dropped due to the overall performance of the stock market prior to 2003. These increasing costs, when added to already higher costs for
business insurances and security costs, prompted us to file for a 17.8% base rate increase with the BPU. We currently anticipate that this matter
could be decided by the summer of 2004. There is no certainty, however, that the BPU will approve any or all of the requested increase.

In Delaware, Tidewater received approval for a 2.49% Distribution System Improvement Charge ( DSIC ) from the PSC, effective for services
rendered on or after July 1, 2003. The DSIC is a separate rate mechanism that allows for cost recovery of certain capital improvement costs
incurred in between base rate filings. Delaware regulated water utilities are allowed to apply for a DSIC every six months with the maximum
increase limited to 5.0% in any twelve month period and a 7.5% overall limitation. The PSC approved an increase in Tidewater s DSIC to 4.89%
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of base rates from 2.49%, effective January 1, 2004. In addition, because Tidewater continues to
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make significant capital additions and improvements to its new and existing systems, it believes it will be necessary to file for a base rate
increase by early spring 2004. That increase request, which is expected to be in excess of 20%, is due to the $20.0 million of additional utility
plant placed in service or to be placed in service since the last rate case.

The table below presents our known contractual obligations, as of September 30, 2003 for the periods specified.

Payment due by period

(in millions)

Less than 1 More than 5
Total year 1-3 years 4-5 years years
Contractual Obligations
Long-Term Debt $ 985 $ 1.1 $ 22 $ 23 $ 92.9
Purchased Water Contracts 28.3 4.0 6.6 4.5 13.2
Total $126.8 $ 5.1 $ 838 $ 638 $ 106.1

Off-Balance Sheet Arrangements

USA-PA operates the City of Perth Amboy s (Perth Amboy) water and wastewater systems under a service contract agreement through June 30,
2018. The agreement was effected under New Jersey s Water Supply Public/Private Contracting Act and the New Jersey Wastewater
Public/Private Contracting Act. Under the agreement, USA-PA receives a fixed fee and a variable fee based on increased system billing.
Scheduled fixed fee payments began at $6.4 million in the first year and will increase over the term of the contract to $9.7 million.

In connection with the agreement, Perth Amboy, through the Middlesex County Improvement Authority, issued approximately $68.0 million in
three series of bonds. Middlesex guaranteed one of those series of bonds, which are designated the Series C Serial Bonds, in the principal
amount of approximately $26.3 million. Perth Amboy guaranteed the two other series of bonds. The Series C Serial Bonds have various maturity
dates with the final maturity date on September 1, 2015. As of September 30, 2003, approximately $24.4 million of the Series C Serial Bonds
remained outstanding.

We are obligated to perform under the guarantee in the event notice is received from the Series C Serial Bonds trustee of an impending debt
service deficiency. If Middlesex funds any debt service obligations as guarantor, there is a provision in the agreement that requires Perth Amboy
to reimburse us. There are other provisions in the agreement that we believe make it unlikely that we will be required to perform under the
guarantee, such as scheduled annual rate increases for the water and wastewater services as well as rate increases due to unforeseen
circumstances. In the event revenues from customers could not satisty the reimbursement requirements, Perth Amboy has Ad Valorem taxing
powers, which could be used to raise the needed amount. Accordingly, we have not recorded a liability for this guarantee.

Critical Accounting Policies
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The application of accounting policies and standards often requires the use of estimates, assumptions and judgments. Changes in these variables
may lead to significantly different financial statement results. Our critical accounting policies are set forth below.

Regulatory Accounting

‘We maintain our books and records in accordance with accounting principles generally accepted in the United States of America. Middlesex and
certain of its subsidiaries, which account for 88% of Operating Revenues and 99% of Total Assets, are subject to regulation in the state in which
they operate. Those companies
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are required to maintain their accounts in accordance with regulatory authorities rules and guidelines, which may differ from other authoritative
accounting pronouncements. In those instances, the Company follows the guidance provided in the Financial Accounting Standards Board
(FASB) accounting pronouncement, Statement of Financial Accounting Standards (SFAS) No. 71, Accounting For the Effects of Certain Types
of Regulation.

In accordance with SFAS No. 71, we defer costs and obligations if it is probable that these items will be recognized for rate-making purposes in
future rates. Accordingly, we have recorded costs and obligations, which will be amortized over various future periods. Any change in the
assessment of the probability of rate-making treatment will require us to change the accounting treatment of the deferred item. We do not believe
any of the deferred items we have recorded will be treated differently by the regulators in the future.

Revenues

Revenues from metered customers include amounts billed on a cycle basis and unbilled amounts estimated from the last meter reading date to
the end of the accounting period. The estimated unbilled amounts are determined by utilizing factors which include historical consumption usage
and current climate conditions. Differences between estimated revenues and actual billings are recorded in a subsequent period.

Revenues from unmetered customers are billed at a fixed tariff rate in advance at the beginning of each service period and are recognized in
revenue ratably over the service period.

Revenues from the City of Perth Amboy management contract are comprised of fixed and variable fees. Fixed fees, which have been set for the
life of the contract, are billed monthly and recorded as earned. Variable fees, which are based on billings and other factors and are not
significant, are recorded upon approval of the amount by the City.

Pension Plan

We maintain a noncontributory defined benefit pension plan (Plan), which covers substantially all employees with more than 1,000 hours of
service.

The discount rate utilized for determining future pension obligations is based on a review of long-term bonds that receive one of the two highest
ratings given by a recognized rating agency. The discount rate determined on this basis has decreased from 7.25% at December 31, 2001 to
6.75% at December 31, 2002.

Lowering the expected long-term rate of return on the pension plans by 0.5% (from 8.0% to 7.5%) would have increased the net periodic
pension cost by approximately $0.1 million. Lowering the discount rate by 0.5% would have increased the net periodic pension cost by $0.2
million.
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Future actual pension income will depend on future investment performance, changes in future discount rates and various other factors related to
the population participating in the pension plans.

Accounting Standards

The Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standard ( SFAS ) No. 149, Amendments of
Statement 133 on Derivative Instruments and Hedging Activities ( SFAS 149 ), which amends and clarifies financial accounting and reporting for
derivative instruments and for hedging activities under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. SFAS

149 is generally effective after June 30, 2003. The adoption of SFAS 149 did not have any effect on our financial statements.

FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities And Equity ( SFAS 150 ),
which establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of both liabilities and
equity. SFAS 150 is effective for financial
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instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning after
June 15, 2003. The adoption of SFAS 150 did not have any effect on our financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation of Variable Interest Entities, an interpretation of Accounting
Research Bulletin No. 51, Consolidated Financial Statements ( FIN 46 ). The adoption of FIN 46 (as amended) is not expected to have any effect
on our financial statements.
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OUR COMPANY

Overview

Middlesex Water Company was incorporated as a water utility company in 1897 and owns and operates regulated water utility systems in central
and southern New Jersey and in Delaware as well as a regulated wastewater utility in southern New Jersey. We also operate water and
wastewater systems on behalf of others in New Jersey and Delaware.

Middlesex System

The Middlesex System provides water services to approximately 58,000 retail customers, primarily in eastern Middlesex County, New Jersey
and provides water under contract to the Township of Edison, the Boroughs of Highland Park and Sayreville, and both the Old Bridge and the
Marlboro Township Municipal Utilities Authorities. The Middlesex System treats, stores and distributes water for residential, commercial,
industrial and fire prevention purposes. Under a special contract, the Middlesex System also provides water treatment and pumping services to
the Township of East Brunswick. The Middlesex System, through its retail and contract service operations, produced approximately 73% of our
2002 revenue and 70% of our revenue during the first nine months of 2003.

The Middlesex System s retail customers are located in an area of approximately 55 square miles in Woodbridge Township, the City of South
Amboy, the Boroughs of Metuchen and Carteret, portions of Edison Township and the Borough of South Plainfield in Middlesex County and, to
a minor extent, a portion of the Township of Clark in Union County. The retail customers include a mix of residential customers, large industrial
concerns and commercial and light industrial facilities. These retail customers are located in generally well- developed areas of central New
Jersey. The contract customers of the Middlesex System comprise an area of approximately 141 square miles with a population of approximately
267,000. Contract sales to Edison, Sayreville, Old Bridge and Marlboro are supplemental to the existing water systems of these customers. The
State of New Jersey in the mid-1980 s approved plans to increase available surface water supply to the South River Basin area of the state to
permit a reduced use of ground water in this area. The Middlesex System provides treated surface water under long-term agreements to East
Brunswick, Marlboro, Old Bridge and Sayreville consistent with the state-approved plan.

Tidewater Systems

Tidewater Utilities, Inc., together with its wholly-owned subsidiary, Southern Shores Water Company, L.L.C., provides water services to
approximately 23,000 retail customers for domestic, commercial and fire protection purposes in over 240 separate community water systems in
New Castle, Kent and Sussex Counties, Delaware. The Tidewater Systems produced approximately 13% of our total revenue in 2002 and 15%
of our revenue during the first nine months of 2003. Tidewater has another wholly-owned subsidiary, White Marsh Environmental Systems, Inc.,
which owns the office building that Tidewater uses as its business office, and which operates water and wastewater systems under contract.
White Marsh s rates for water and wastewater operations are not regulated by the PSC.

Utility Service Affiliates (Perth Amboy)
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Utility Service Affiliates (Perth Amboy) Inc., operates the City of Perth Amboy s water and wastewater systems under a 20-year agreement,
which expires in 2018. Perth Amboy has a population of 40,000 and has approximately 9,300 customers, most of whom are served by both
systems. The agreement was effected under New Jersey s Water Supply Public-Private Contracting Act and the New Jersey Wastewater
Public/Private Contracting Act and requires USA-PA to lease from Perth Amboy all of its employees who currently work on the Perth Amboy
water and wastewater systems. Under the agreement, USA-PA receives both fixed and variable
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fees based on increased system billing. Fixed fee payments began at $6.4 million in the first year and are to increase over the term of the 20-year
contract to $9.7 million. Variable fees in 2002 were approximately $0.2 million. USA-PA produced approximately 12% of our total revenue in
2002 and 12% of our revenue during the first nine months of 2003.

In connection with these systems, we guaranteed a series of bonds in the principal amount of approximately $26.3 million. In addition to the
agreement with Perth Amboy, USA-PA entered into a 20-year subcontract with a wastewater operating company for the operation and
maintenance of the Perth Amboy wastewater system. The subcontract provides for the sharing of certain fixed and variable fees and operating
expenses.

Pinelands System

Pinelands Water Company services 2,300 residential customers in Burlington County, New Jersey. The Pinelands System produced
approximately 0.7% of our total revenue in 2002 and 0.7% of our revenue during the first nine months of 2003.

Pinelands Wastewater Company services approximately 2,300 primarily residential retail customers. Under contract, it also services one
municipal wastewater system in Burlington County, New Jersey with about 200 residential customers. The Pinelands Wastewater System
produced approximately 1.3% of our total revenue in 2002 and 1.3% of our revenue during the first nine months of 2003.

Utility Service Affiliates, Inc.

In 1999, we implemented a franchise agreement with the City of South Amboy ( South Amboy ) to provide water service and install water system
facilities in South Amboy. The South Amboy franchise was approved by the BPU and its implementation significantly impacted two existing
agreements entered into by the parties. The first agreement was for the sale of water to South Amboy on a wholesale basis. The second

agreement was for the provision of management services for a fixed fee.

Bayview System

In April 2001, Bayview Water Company bought the assets of a 300-customer water utility in Cumberland County, New Jersey. The Bayview
System produced less than 1.0% of our total revenue in 2002 and less than 1.0% of our revenue during the first nine months of 2003.

Our Strategy

We strive to increase shareholder value by:
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maintaining and strengthening our position as a reliable provider of quality water and wastewater services;

continuing to increase our retail customer base in Delaware;

providing new water and wastewater service related businesses that are not regulated utilities;

acquiring other water and wastewater utilities; and

pursuing additional contracts for the operation and management of municipal water and wastewater systems.

Maintain and Strengthen our Position as a Reliable Provider of Quality Water and Wastewater Services

We believe that our water quality meets or is better than all primary regulatory requirements for water quality. We also believe that we have

adequate supplies to provide water in sufficient quantities to meet our customers current and future requirements in all of our service areas. In

order to maintain and improve our
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ability to provide quality water in sufficient quantities, we regularly upgrade our facilities. We completed the upgrade and expansion of our Carl
J. Olsen Plant in Edison, New Jersey in 2000 in order to meet more stringent regulatory requirements anticipated for water quality and to
increase our capacity to meet peak-day demands for water in the utility system serviced by the plant.

We also continue to improve our central New Jersey distribution system by cleaning and cement lining unlined pipe through our RENEW

Program ( RENEW ). In 2003, we cleaned and lined 5.3 miles of water main in Woodbridge Township, New Jersey. This program helps eliminate
interior pipe restrictions and improves water quality and flow. In addition to rehabilitating the older water mains, RENEW provides for new

valves, hydrants and service lines to be installed where necessary. Since establishing RENEW in 1995, we have rehabilitated approximately 53.5
miles of water main. Since 1999, the funding for this program has come from low-interest loans from the State Revolving Fund Program
administered by the New Jersey Environmental Infrastructure Trust.

Continue to Increase our Retail Customer Base in Delaware

Since 1992, we have increased our retail customer base in Delaware from approximately 3,000 to approximately 23,000 through acquisitions and
customer growth. In August 2001, our Tidewater subsidiary acquired Southern Shores, a 2,200-customer system in southern Delaware. Our
customer base in Delaware has the potential to grow substantially with the existing territories we currently serve. The developments we either
serve or have entered into contracts to serve have obtained approvals to build additional housing units. If those additional housing units are built
and sold, we project our customer base would grow to 38,000 customers, without the acquisition of additional housing units. Further, there is
significant economic development and population growth within and near many of our Delaware service areas. For example, according to the
United States Census Bureau, from 1990-2000, the population in Kent and Sussex Counties increased 14.1% and 38.3%, respectively.

Provide New Water and Wastewater Service Related Businesses that are not Regulated Utilities

White Marsh has begun a campaign to acquire contracts to operate non-regulated wastewater systems throughout Delaware. Systems currently
under contract or expected to be signed shortly will generate annual revenues of approximately $0.1 million. We believe this campaign puts us in
a better position to obtain additional water and wastewater projects in Delaware.

Middlesex Water Company and USA have jointly entered into a venture with an entity that offers meter installation and related services. This
venture seeks to obtain competitively bid service contracts with municipalities in the Mid-Atlantic and New England regions. The contract work
may include any or all of the following: meter purchases, replacement meter program, new meter program and meter testing.

Acquire Other Water and Wastewater Ultilities

We have successfully grown through acquisitions in the past and will continue to seek such growth opportunities in the future. We intend to
continue to pursue acquisitions of municipally-owned and investor-owned water and wastewater systems and will continue to engage in
activities with respect to potential acquisitions, such as identifying suitable acquisition opportunities, analyzing and investigating potential
acquisitions, and attempting to negotiate mutually agreeable terms with acquisition candidates.
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Pursue Additional Contracts for the Operation and Management of Municipal Water and Wastewater Systems

Since January 1, 1999, USA-PA has operated and maintained the City of Perth Amboy s water and wastewater systems. We are paid both fixed

and variable fees based on increased system billings. In light of the success we have had with this contract, we continue to seek opportunities to
enter into contracts with additional
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municipalities to operate their water and wastewater systems. For example, in August 2003, we submitted a bid to operate water and wastewater
facilities for two major military installations located in New Jersey. In addition, we have been awarded an operation and maintenance contract
with the town of Ocean View, Delaware. Such contracts provide another way for us to expand our service territories and increase the number of

customers we serve.

Summary of Statistical Information (Consolidated Operations)

The following table sets forth certain of our summary statistical information.

REVENUES
Residential
Commercial
Industrial

Fire Protection
Contract Sales
Contract Operations
Other

Total

Customers

Population Served (Retail)

Miles of Main

Fire Hydrants

Pumpage (million gallons)

Average Daily Pumpage (million gallons)

Water Supplies and Contracts
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Nine Months
Ended
September 30, Year Ended December 31,
2003 2002 2001 2000 1999 1998
(In thousands)
$ 19,163 $ 24,793 $ 22916 $ 20,640 $ 19,724 $ 17,816
4,771 6,032 6,054 5,691 5,447 4,917
5,569 7,368 7,544 7,116 6,483 6,801
5,146 6,495 6,182 5,816 5,477 4,967
6,467 8,728 8,806 7,808 8,321 7,519
6,074 7,465 7,288 6,837 7,489 465
1,375 1,052 848 569 556 573
$ 48,565 $ 61,933 $ 59,638 $ 54477 $ 53,497 $ 43,058
As of
September
30, Year Ended December 31,
2003 2002 2001 2000 1999 1998

93,916 91,922 88,985 84,300 80,573 69,316
371,000 362,936 351,252 337,000 322,000 271,000
1,138 1,118 1,070 1,011 967 962
5,876 5,791 5,663 5,250 5,049 4,913
13,878 18,158 18,722 17,991 18,484 17,552
50.8 49.7 51.3 49.2 50.6 48.1
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Our New Jersey and Delaware water supply systems are physically separate and are not interconnected. In New Jersey, the Pinelands System
and Bayview System are not interconnected with the Middlesex System or each other. We believe we have adequate sources of water supply to
meet the current and anticipated future service requirements of our present customers in New Jersey and Delaware.

Middlesex System

Our Middlesex System obtains water from surface sources and wells, which we call groundwater sources. Surface sources of water provided
approximately 70% of the Middlesex System s water supply in 2002 and 77% in the first nine months of 2003; groundwater from wells provided
approximately 23% in 2002 and 16% in the first nine months of 2003; and the balance of 7% in 2002 and 7% in the first nine months of 2003
was purchased from a nonaffiliated water utility. Middlesex System s distribution storage facilities are used to supply water to its customers at
times of peak demand, outages and emergencies.

The principal source of surface water supply for the Middlesex System is the Delaware & Raritan Canal, which is owned by the State of New
Jersey and operated as a water resource by the New Jersey Water Supply
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Authority. Middlesex has recently entered into a renewed and modified agreement with the New Jersey Water Supply Authority, which is
effective January 1, 2004 and expires November 30, 2023, and provides an average purchase of 27 million gallons per day of untreated water
from the Delaware & Raritan Canal, augmented by the Round Valley/Spruce Run Reservoir System. The total costs under the predecessor
agreements in each of 2002, 2001 and 2000 were $1.9 million and were $1.5 million in the first nine months of 2003. We project that due to the
renewed and modified agreement, expenses resulting from this agreement will increase our cost of raw water by at least 8.5% on a going
forward basis. Middlesex also has an agreement with a nonaffiliated water utility for the purchase of treated water. This agreement, which
expires December 31, 2005, provides for the minimum purchase of 3 million gallons per day of treated water with provisions for additional
purchases. The total costs in the first nine months of 2003, and each of 2002, 2001 and 2000 under this agreement were $1.4 million, $1.8
million, $1.7 million and $1.6 million, respectively.

Our Middlesex System also derives water from groundwater sources equipped with electric motor-driven, deepwell turbine-type pumps. The
Middlesex System has 31 wells, which provide an aggregate pump capacity of approximately 27 million gallons per day.

Tidewater Systems

Water supply to Delaware customers is derived from the Tidewater Systems 213 wells which provided overall system delivery of 1,369 million
gallons during 2002, and 228 wells providing 917 million gallons during the first nine months of 2003. The Tidewater Systems do not have a
central treatment facility but has several regional filter plants. Several of its water systems in New Castle, Kent and Sussex Counties, Delaware
have interconnected transmission systems. Tidewater continues to submit applications to Delaware regulatory authorities for the approval of
additional wells as demand warrants.

Pinelands System

Water supply to our Pinelands System is derived from four wells drilled into the Mt. Laurel aquifer which provided overall system delivery of
155 million gallons in 2002 and 134 million gallons during the first nine months of 2003.

Bayview System

Water supply to Bayview customers is derived from two wells, which provided an overall system delivery of 11 million gallons in 2002, and 8
million gallons during the first nine months of 2003. Each well has treatment facilities. Bayview has completed the replacement of its entire
distribution system with approximately 16,000 feet of mains, valves and hydrants.

Pinelands Wastewater System

The Pinelands Wastewater System discharges into the South Branch of the Rancocas Creek through a tertiary treatment plant that provides
clarification, sedimentation, filtration and disinfection. The total capacity of the plant is 0.5 million gallons per day. Current average flow is 0.3
million gallons per day. Pinelands has a current valid discharge permit issued by the New Jersey Department of Environmental Protection
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( DEP ).

Utility Plant

The water utility plant in our systems consist of source of supply, pumping, water treatment, transmission and distribution, general facilities and
all appurtenances, including all connecting pipes.

Middlesex System

The Middlesex System s principal source of surface supply is the Delaware & Raritan Canal owned by the State of New Jersey and operated as a
water resource by the New Jersey Water Supply Authority.
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Water is withdrawn from the Delaware & Raritan Canal at New Brunswick, New Jersey through our intake and pumping station located on
state-owned land bordering the canal. It is transported through our 54 inch supply main for treatment and distribution at our Carl J. Olsen ( CJO )
Plant in Edison, New Jersey. The design capacity of our raw water supply main is 55 million gallons per day. Facilities at the CJO Plant consist

of source of supply, pumping, water treatment, transmission, storage, laboratory and general facilities. In 2000, we substantially completed the
upgrade and expansion of the CJO Plant, which began in 1997. We monitor water quality at the CJO Plant, each well field and throughout the
distribution system to determine that federal and state water quality standards are met.

The design capacity of the intake and pumping station in New Brunswick, New Jersey, and the raw water supply main located there, is 80
million gallons per day. The four electric motor-driven, vertical turbine pumps presently installed have an aggregate design capacity of 82
million gallons per day. Associated facilities are the 4,900 feet of 54-inch reinforced concrete water main connecting the intake and pumping
station with the CJO Plant, 23,200 feet of 48-inch reinforced concrete transmission main connecting the CJO Plant to our distribution pipe
network, and related storage, pumping, control, laboratory and other facilities. We also have a 58,600 foot transmission main, a 38,800 foot
transmission main, and a long-term, nonexclusive agreement with the East Brunswick system, all used to transport water to several of our
contract customers.

The CJO Plant includes chemical storage and chemical feed equipment, two dual rapid mixing basins, four upflow clarifiers which are also
called superpulsators, four underground reinforced chlorine contact tanks, twelve rapid filters containing gravel, sand and anthracite for water
treatment and a steel washwater tank. The plant also includes a computerized Supervisory Control and Data Acquisitions system to monitor and
control the CJO Plant and the water supply and distribution system in the Middlesex System. The firm design capacity of the CJO Plant is now
45 million gallons per day (60 million gallons per day maximum capacity). The main pumping station at the CJO Plant has a design capacity of
90 million gallons per day. The four electric motor-driven, vertical turbine pumps presently installed have an aggregate capacity of 72 million
gallons per day.

In addition to the main pumping station at the CJO Plant, there is a 15 mgd auxiliary pumping station located in a separate building. It has a
dedicated substation and emergency power supply provided by a diesel-driven generator. It pumps from the 10 million gallons distribution
storage reservoir directly into the distribution system.

Middlesex System s storage facilities consist of a 10 million gallon reservoir at the CJO Plant, 5 million gallon and 2 million gallon reservoirs in
Edison (Grandview), a 5 million gallon reservoir in Carteret (Eborn) and a 2 million gallon reservoir at the Park Avenue Well Field.

In New Jersey, we own the properties on which Middlesex System s 31 wells are located, the properties on which our storage tanks are located as
well as the property where the CJO Plant is located. We also own our headquarters complex located at 1500 Ronson Road, Iselin, New Jersey,
consisting of a 27,000 square foot, two story office building and an adjacent 16,500 square foot maintenance facility.

Tidewater Systems

The Tidewater Systems storage facilities include 37 storage tanks, with an aggregate capacity of 3.1 mg. Our Delaware operations are managed
from Tidewater s leased offices in Dover, Delaware and Millsboro, Delaware. Tidewater s Dover, Delaware office property, located on property
owned by White Marsh, consists of a 6,800 square foot office building situated on an eleven-acre lot. White Marsh also owns another business
site for which it is exploring several options for future use.
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Pinelands System

Pinelands Water Company owns well site and storage properties that are located in Southampton Township, New Jersey. Pinelands Water
storage facility is a 1.2 million gallon standpipe.
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Pinelands Wastewater System

Pinelands Wastewater Company owns a 12 acre site on which its 0.5 million gallons per day capacity tertiary treatment plant and connecting
pipes are located.

Bayview System

Bayview owns two wells, which are located in Downe Township, Cumberland County, New Jersey.

USA-PA, USA and White Marsh

Our non-regulated subsidiaries, namely USA-PA, USA and White Marsh, do not own utility plant property.

Employees

As of December 31, 2003, we had a total of 148 employees in New Jersey, and a total of 61 employees in Delaware. In addition, we lease 24
employees under the USA-PA contract with the city of Perth Amboy, New Jersey. No employees are represented by a union except the leased
employees. We believe our employee relations are good. Wages and benefits, other than for leased employees, are reviewed annually and are
considered competitive within the industry.

Competition

Our business in our franchised service areas is substantially free from direct competition with other public utilities, municipalities and other
entities. However, our ability to provide some contract water supply and wastewater services and operations and maintenance services is subject
to competition from other public utilities, municipalities and other entities. Although Tidewater has been granted an exclusive franchise for each
of its existing community water systems, its ability to expand service areas can be affected by the PSC awarding franchises to other regulated
water utilities.

Regulation

We are regulated as to rates charged to customers for water and wastewater services in New Jersey and for water services in Delaware, as to the
quality of water service we provide and as to certain other matters. Only our USA, USA-PA and White Marsh subsidiaries are not regulated
utilities. We are also subject to environmental and water quality regulation by the United States Environmental Protection Agency ( EPA ),
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Delaware Department of Natural Resources and Environmental Control ( DNREC ), Delaware Department of Health and Social Services Division
of Public Health ( DPH ) and the Delaware River Basin Commission ( DRBC ) with respect to operations in Delaware. In addition, our issuances
of securities, including the common stock offered under this prospectus, is subject to the prior approval of the BPU.

Regulation of Rates and Services

New Jersey water and wastewater service operations (excluding the operations of USA-PA) are subject to regulation by the BPU. Similarly, our
Delaware water service operations are subject to regulation by the PSC. These regulatory authorities have jurisdiction with respect to rates,
service, accounting procedures, the issuance of securities and other matters of utility companies operating within the States of New Jersey and
Delaware, respectively. For ratemaking purposes, we account separately for operations in New Jersey and Delaware to facilitate independent
ratemaking by the BPU for New Jersey operations and the PSC for Delaware operations.
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In determining our rates, the BPU and the PSC consider the income, expenses, rate base of property used and useful in providing service to the
public and a fair rate of return on that property each within its separate jurisdiction. Rate determinations by the BPU do not guarantee particular
rates of return to us for our New Jersey operations nor do rate determinations by the PSC guarantee particular rates of return for our Delaware
operations. Thus, we may not achieve the rates of return permitted by the BPU or the PSC.

Middlesex Water Company filed a 17.8% base rate increase petition with the BPU on November 5, 2003. Increased operating expenses and
utility plant investment necessitated the rate increase request. Tidewater believes it will be necessary to file for a base rate increase by early
spring, 2004. In accordance with the tariff established for Southern Shores, a rate increase based on the Consumer Price Index was implemented
on January 1, 2004. Other than rates for the Southern Shores system, there can be no assurance that any rate increases will be granted or, if
granted, that they will be in the amounts we requested. Further, we filed a base rate increase petition with the BPU for Pinelands on December
30, 2003, requesting an overall increase for those systems of 19.02%. Tidewater received PSC approval to increase its Distribution System
Improvement Charge to 4.89% of base rates from 2.49%, effective January 1, 2004.

Water Quality and Environmental Regulations

Both the EPA and the DEP regulate our operations in New Jersey with respect to water supply, treatment and distribution systems and the
quality of the water, as do the EPA, DNREC, DPH and DRBC with respect to operations in Delaware.

Federal, New Jersey and Delaware regulations adopted over the past five years relating to water quality require us to perform expanded types of
testing to insure that our water meets state and federal water quality requirements. In addition, environmental regulatory agencies are reviewing
current regulations governing the limits of certain organic compounds found in the water as byproducts of treatment. We participate in
industry-related research to identify the various types of technology that might reduce the level of organic, inorganic and synthetic compounds
found in the water. The cost to water companies of complying with the proposed water quality standards depends in part on the limits set in the
regulations and on the method selected to implement such reduction. We believe the CJO Plant capabilities put us in a strong position to meet
any such future standards with regard to our Middlesex System. We use regular testing of our water to determine compliance with existing
federal, New Jersey and Delaware primary water quality standards, and believe that expansion will allow us to be in a stronger position to meet
any such future regulations regarding our Middlesex System.

Well treatment in our Tidewater Systems is by chlorination and, in some cases, pH correction and filtration. Treatment in the Pinelands System
(disinfection only) is done at individual well sites.

As more fully discussed in our most recent Annual Report on Form 10-K, we are subject to EPA regulations as to maximum contaminant levels
under the Federal Safe Drinking Water Act. There are also similar state regulations by the DEP in New Jersey.

The DEP and the DPH monitor our activities and review the results of water quality tests that are performed for adherence to applicable
regulations. Other regulations applicable to us include the Lead and Copper Rule, the maximum contaminant levels established for various
volatile organic compounds, the Federal Surface Water Treatment Rule and the Total Coliform Rule.
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MANAGEMENT

This table lists information concerning our senior management team:

Name Age Position(s)

Dennis G. Sullivan 62 President and Chief Executive Officer

A. Bruce O Connor 45 Vice President, Controller and Chief Financial Officer
Ronald F. Williams 54 Vice President Operations and Chief Operating Officer
Marion F. Reynolds! 63 Vice President, Secretary and Treasurer

Kenneth J. Quinn 55 General Counsel and Assistant Secretary

James P. Garrett 58 Assistant Vice President Human Resources

Richard M. Risoldi 47 Assistant Vice President of Operations

Gerard L. Esposito 52 President, Tidewater Utilities, Inc.

Dennis G. Sullivan ~ Mr. Sullivan has been a Director of Middlesex since October 1999. Mr. Sullivan was hired in 1984 as Corporate Attorney,
responsible for general corporate internal legal matters. He was elected Assistant Secretary-Assistant Treasurer in 1988 and Vice President and
General Counsel in 1990. He is Chairman of the Board and a Director of Tidewater Utilities, Inc., White Marsh Environmental Systems, Inc.,
Pinelands Water Company, Pinelands Wastewater Company, Bayview Water Company, Utility Service Affiliates, Inc., Utility Service Affiliates
(Perth Amboy) Inc. and Bayview Water Company. He is also a Director of the New Jersey Utilities Association and the National Association of
Water Companies.

A. Bruce O Connor Mr. O Connor, a Certified Public Accountant, joined the Company in 1990 as Assistant Controller and was elected
Controller in 1992 and Vice President in 1995. He was elected Vice President and Controller and Chief Financial Officer in May 1996. He is
responsible for financial reporting, customer service, rate cases, cash management and financings. He was formerly employed by Deloitte &
Touche LLP, a certified public accounting firm from 1984 to 1990. He is Treasurer and a Director of Tidewater Ultilities, Inc., Bayview Water
Company, Utility Service Affiliates, Inc., and White Marsh Environmental Systems, Inc. He is Vice President, Treasurer and a Director of
Utility Service Affiliates (Perth Amboy) Inc., Pinelands Water Company and Pinelands Wastewater Company.

Ronald F. Williams ~ Mr. Williams was hired in March 1995 as Assistant Vice President Operations, responsible for the Company s Engineering
and Distribution Departments. He was elected Vice President Operations in October 1995. He was formerly employed with the Garden State
Water Company as President and Chief Executive Officer since 1991. He is a Director and President of Utility Service Affiliates (Perth Amboy)
Inc., and Director of Utility Service Affiliates, Inc., Pinelands Water Company and Pinelands Wastewater Company.

Marion F. Reynolds Ms. Reynolds, who had been Secretary-Treasurer since 1987 was elected Vice President, Secretary and Treasurer in 1993.
Prior to her employment at Middlesex she had been employed by Public Service Electric and Gas Company, Newark, New Jersey since 1958,
and was elected Assistant Corporate Secretary in 1976. She is Secretary of Tidewater Utilities, Inc., White Marsh Environmental Systems, Inc.,
Pinelands Water Company, Pinelands Wastewater Company and Bayview Water Company and Secretary and a Director of Utility Service
Affiliates (Perth Amboy) Inc., and Utility Service Affiliates, Inc.

Kenneth J. Quinn  Mr. Quinn joined the Company in 2002 as General Counsel and was elected Assistant Secretary in 2003. He has been
engaged in the practice of law for 29 years and prior to joining the Company he had been employed by the law firm of Schenck, Price, Smith
and King in Morristown, New Jersey. Prior to that, Mr. Quinn spent 10 years as in-house counsel to two major banking institutions located in
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New Jersey. In May 2003, he was elected Assistant Secretary of Tidewater Utilities, Inc., Pinelands Water Company, Pinelands Wastewater
Company, Utility Service Affiliates (Perth Amboy) Inc., Bayview Water Company and White Marsh Environmental Systems, Inc. He is a
member of the New Jersey State Bar Association and is also a member of the Public Utility Law Section of the Bar.

1 Ms. Reynolds has advised us that she will be retiring from the Company effective March, 2004.
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James P. Garrett  Mr. Garrett joined the Company in May, 2003 as Assistant Vice President Human Resources. Prior to his hire, Mr. Garrett was
employed by Toys R Us, Inc. from 1980-2003, most recently as Director of Organizational Development. Mr. Garrett is responsible for all
human resource programs and activities at Middlesex Water Company, Inc; Pinelands Water Company; Pinelands Waste Water Company;
Bayview Water Company; Utility Services Affiliates, Inc; Tidewater Utilities, Inc. and White Marsh Environmental Systems, Inc.

Richard M. Risoldi MTr. Risoldi joined the Company in 1989 as Director of Production, responsible for the operation and maintenance of the
Company s treatment and pumping facilities. He was appointed Assistant Vice President of Operations in January 2003. He was formally
employed by the Trenton Water Utility and the North Jersey Water Supply Commission. He is a Director of Tidewater Utilities, Inc. and White
Marsh Environmental Systems Inc. He is also serves as Director and President of Pinelands Water Company, Pinelands Wastewater Company,
Bayview Water Company and Utility Service Affiliates, Inc.

Gerard L. Esposito  Mr. Esposito joined the Company in 1998 as Executive Vice President. Prior to joining the Company he worked for 22
years in various executive positions for Delaware environmental protection and water quality governmental agencies. In 1989, Mr. Esposito
became the Director of the Delaware Division of Water Resources, responsible for the administration of all of Delaware s water pollution, water
supply, water quality, wetlands and environmental laboratory programs. He is a Director of Tidewater Utilities, Inc. and also serves as a Director
and President of White Marsh Environmental Systems, Inc.
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DESCRIPTION OF CAPITAL STOCK

All share and per share amounts discussed herein reflect the four-for-three common stock split effective November 14, 2003. Our authorized
capital stock consists of 20,000,000 shares of common stock, without par value, 140,497 shares of Cumulative Preferred Stock, without par
value, and 100,000 shares of Cumulative Preference Stock, without par value. As of December 31, 2003, there were 10,566,937 shares of
common stock outstanding, four series of Cumulative Preferred Stock representing a total of 37,898 shares outstanding and no shares of the
Cumulative Preference Stock outstanding. The issuance of the common stock offered hereby is subject to approval by the BPU.

The transfer agent for the common stock is Registrar and Transfer Company. Our outstanding common stock is traded on the Nasdaq National
Market System.

Certain New Jersey state laws and provisions in our Restated Certificate of Incorporation may deter or prevent a change in control of us and/or a
change in management, even if desired by a majority of the shareholders.

The following is a brief summary of certain information relating to our common stock, Preferred Stock and Preference Stock. This summary
does not purport to be complete and is intended to outline such information in general terms only.

Dividend Rights

Our Restated Certificate of Incorporation provides that whenever full dividends have been paid on the Preferred Stock and the Preference Stock
outstanding for all past quarterly periods, the Board of Directors may declare and pay dividends on the common stock out of legally available
funds.

The dividend rate for our varying classes of Preferred Stock is as follows: $7 per share per annum for the $7 Series Cumulative Preferred Stock,
$4.75 per share per annum for the $4.75 Series Cumulative Preferred Stock, $7 per share per annum for the $7 Cumulative and Convertible
Preferred Stock, and $8 per share per annum for the $8 Series Cumulative and Convertible Preferred Stock.

Voting Rights

Every holder of the common stock is entitled to one vote for each share held of record. Our Restated Certificate of Incorporation and By-laws
provide for a Board of Directors divided into three classes of directors serving staggered three-year terms. A classified board has the effect of
increasing the time required to effect a change in control of the Board of Directors. Our By-laws provide that nominations for directors must be
(1) made in writing, (ii) received by the Secretary of the Company not less than 21 days prior to the date fixed for the meeting of shareholders
and (iii) accompanied by the written consent of the nominee to serve as a director. In addition, the Restated Certificate of Incorporation provides
that the By-laws may only be amended by shareholders if the holders of two-thirds or more of the issued and outstanding shares of common
stock vote for the amendment. Our Restated Certificate of Incorporation also provides that shareholders may take action only at an annual or
special meeting upon prior notice and pursuant to a vote.
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No holder of Preferred Stock or Preference Stock (none of which Preference Stock has been issued) has any right to vote for the election of
directors or, except as otherwise required by law, for any other purpose; provided, however, that if and whenever dividends on the outstanding
Preferred Stock are in arrears in an amount equal to at least four quarterly dividends, the holders of the outstanding Preferred Stock of all series,
voting as a class, are entitled, until all dividends in arrears are paid, to elect two members to the Board of Directors, which two members shall be
in addition to the directors elected by the holders of the common stock. Whenever dividends on the outstanding Preference Stock are in arrears
in an amount equal to at least four quarterly dividends, the holders
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of the outstanding Preference Stock of all series, voting as a class, are entitled, until all dividends in arrears are paid, to elect two members to the
Board of Directors, which two members shall be in addition to the members elected by the holders of the common stock and by the holders of
the Preferred Stock. In addition, unless certain tests set forth in our charter are met, the consent of the holders of a majority of the outstanding
shares of Preferred Stock of all series, voting as a class, is required for issuance or sale of any additional series of Preferred Stock or any class of
stock ranking prior to or on a parity with the Preferred Stock as to dividends or distributions. The consent of the holders of two-thirds in interest
of the outstanding Preferred Stock of all series, voting as a class, is required to create or authorize any stock ranking prior to the Preference
Stock as to dividends or in liquidation, or to create or authorize any obligation or security convertible into shares of any such stock, except that
such consent is not required with respect to any increase in the number of shares of Preferred Stock which we are authorized to issue or with
respect to the creation and establishment of any series of our Preferred Stock.

Convertibility

The conversion feature of the no par $7.00 Series Cumulative and Convertible Preferred Stock allows the holders of such shares of preferred
stock to exchange one convertible preferred share for nine shares of our common stock. In addition, we may redeem up to 10% of the
outstanding convertible stock in any calendar year at a price equal to the fair market value of twelve (12) shares of our common stock for each
share of convertible stock redeemed.

The conversion feature of the no par $8.00 Series Cumulative and Convertible Preferred Stock allows the holders of such shares to exchange one
convertible preferred share for 13.714 shares of our common stock. The preferred shares are convertible at the election of the security holder
until 2004. After that time, both we and the holders of the $8.00 Series Cumulative and Convertible Preferred Stock and have the right to convert
the shares of preferred stock into our common stock.

Liquidation Rights

Holders of common stock are entitled to share on a pro-rata basis, subject to the rights of holders of our First Mortgage Bonds, Preferred Stock
or Preference Stock, in our assets legally available for distribution to shareholders in the event of our liquidation, dissolution or winding up.

Restriction on Acquisitions

As a New Jersey corporation with its headquarters and principal operations in the state, we are a resident domestic corporation as defined in New
Jersey s Shareholder Protection Act (the Act ). The Act bars any business combination as defined in that Act (generally, a merger or other
acquisition transaction) with any person or affiliate of a person who owns 10% or more of the outstanding voting stock of a resident domestic
corporation for a period of five years after such person first owns 10% or more of such stock, unless the business combination both is approved
by the board of directors of the resident domestic corporation prior to the time that person acquires 10% or more of the resident domestic
corporation s voting stock and meets certain other statutory criteria.
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DIVIDEND REINVESTMENT PLAN

We have a Dividend Reinvestment and Common Stock Purchase Plan ( DRIP ) under which participating shareholders may have cash dividends
on all or a portion of their shares of common stock or Cumulative Preferred Stock automatically reinvested in newly issued shares of common
stock and may invest at the same time up to an additional $25,000 per quarter in newly issued shares of common stock. Under the DRIP, we may
permit the purchase of shares of common stock at ninety-five (95) percent of market value for specified periods as announced us from time to
time. We last authorized the purchase of shares of common stock at ninety-five percent (95%) of market value during the period of February 28,
2003 to September 2, 2003. As currently in effect, any purchase of shares under the DRIP is at full market value. No commission or service
charge is paid by participants in connection with any of their purchases under the DRIP. The number of shares authorized under the DRIP is
1,700,000 shares. The cumulative number of shares issued under the DRIP as of December 31, 2003 is 1,251,114.

UNDERWRITING

Subject to the terms and conditions of an underwriting agreement dated , 2004, the underwriters named below, for whom Janney Montgomery
Scott LLC and Edward D. Jones & Co., L.P. are serving as the representatives (the Representatives ), have severally agreed to purchase, and we
have agreed to sell to the underwriters, the aggregate number of shares of common stock set forth opposite their respective names below at the
public offering price less the underwriting discount on the cover page of this prospectus.

Number
Underwriters of Shares
Janney Montgomery Scott LLC
Edward D. Jones & Co., L.P.
Total 700,000

The underwriting agreement provides that obligations of the underwriters to purchase the shares and accept the delivery of the common stock
that are being offered are subject to certain conditions precedent including the absence of any materially adverse change in our business, the
receipt of certain certificates, opinions and letters from us, our attorneys and independent auditors. The offering is being made on a firm
commitment basis and, thus, each underwriter is obligated to purchase all of the shares of the common stock being offered by this prospectus
(other than shares of common stock covered by the over-allotment option described below) if it purchases any of the shares of common stock.

The underwriters propose to offer some of the shares of common stock to the public initially at the offering price per share shown on the cover
page of this prospectus and may offer shares to certain dealers at such price less a concession not in excess of $ per share. The
underwriters may allow, and such dealers may reallow, a concession not in excess of $ per share to certain other dealers. After the public
offering of the common stock, the public offering price and the concessions may be changed by the underwriters.
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The offering of common stock is made for delivery when, as and if accepted by the underwriters and subject to prior sale and to withdrawal,
cancellation or modification of the offer without notice. The underwriters reserve the right to reject any order for the purchase of common stock
in whole or in part.
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The following table shows the per share and total underwriting discount to be paid to the underwriters by us. These amounts are shown assuming
both no exercise and full exercise of the underwriters option to purchase the over-allotment shares:

Per Share Total
Without With Without With
Over-allotment Over-allotment Over-allotment Over-allotment
Underwriter Discounts and
Commissions to be paid by us $ $ $ $

We estimate that our out-of-pocket expenses for this offering will be approximately $

We have granted to the underwriters an option, exercisable for up to 30 days after the date of this prospectus, to purchase up to 100,000
additional shares of common stock, at the same price per share as the public offering price, less the underwriting discounts and commissions
shown on the cover page of this prospectus. The underwriters may exercise such option only to cover over-allotments in the sale of the shares of
common stock offered by this prospectus. To the extent the underwriters exercise this option, each of the underwriters has a firm commitment,
subject to certain conditions, to purchase a number of the additional shares of common stock proportionate to such underwriter s initial
commitment as indicated in the table above that lists the underwriters.

In connection with this offering and in compliance with applicable securities laws, the underwriters may over-allot (i.e., sell more shares of
common stock than is shown on the cover page of this prospectus) and may effect transactions that stabilize, maintain or otherwise affect the
market price of the common stock at levels above those which might otherwise prevail in the open market. Such transactions may include
placing bids for the common stock or effecting purchases of the common stock for the purpose of pegging, fixing or maintaining the price of the
common stock or for the purpose of reducing a short position created in connection with the offering. The underwriters are not required to
engage in any of these activities and any such activities, if commenced, may be discontinued at any time.

In connection with this offering, the underwriters may make short sales of our shares of common stock and may purchase those shares on the

open market to cover positions created by short sales. Short sales involve the sale by the underwriters of a greater number of shares than they are
required to purchase in the offering. Covered short sales are sales made in an amount not greater than the underwriter s over-allotment option to
purchase additional shares in the offering. The underwriters may close out any covered short position by either exercising their over-allotment
option or purchasing shares on the open market. In determining the source of shares to close out the covered short position, the underwriters will
consider, among other things, the price of shares available for purchase on the open market as compared to the price at which they may purchase
shares through the over-allotment option. Naked short sales are sales in excess of the over-allotment option. The underwriters may close out any
naked short position by purchasing shares in the open market. A naked short position is more likely to be created if the underwriters are

concerned that there may be downward price pressure on the price of the shares in the open market after pricing that could adversely affect
investors who purchase in the offering. Similar to other purchase transactions, the underwriters purchases to cover the syndicate short sales may
have the effect of raising or maintaining the market price of the our common stock. As a result, the price of our common stock may be higher

than the price that might otherwise exist in the open market.

The underwriters may also impose a penalty bid. Penalty bids permit the underwriters to reclaim a selling concession from a syndicate member
when the shares of the common stock originally sold by that syndicate member are purchased in a stabilizing transaction or syndicate covering
transaction to cover syndicate short positions. The imposition of a penalty bid may have an effect on the price of the common stock to the extent
that it may discourage resales of the common stock.
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In connection with this offering, the underwriters, selling group members or their respective affiliates who are qualified market makers on the
Nasdaq National Market may engage in passive market making transactions in our common stock on the Nasdaq National Market in accordance
with Rule 103 of Regulation M under the Securities Exchange Act of 1934, as amended, during the five business days prior to the pricing of the
offering before the commencement of offers and sales of the common stock. Passive market makers must comply with applicable volume and
price limitations and must be identified as such. In general, a passive market maker must display its bid at a price not in excess of the highest
independent bid for such security. If all independent bids are lowered below the passive market maker s bid, however, such bid must then be
lowered when certain purchase limits are exceeded.

We and the underwriters make no representation or prediction as to the direction or magnitude of any effect that these transactions may have on
the price of the common stock. In addition, we and the underwriters make no representation that the underwriters will engage in such
transactions or that such transactions, once commenced, will not be discontinued without notice.

Each underwriter does not intend to confirm sales of the common stock to any accounts over which it exercises discretionary authority.

Our directors, executive officers and certain of our other shareholders have agreed that they will not, without the Representatives prior written
consent for a period of 90 days after the effective date of the Registration Statement, sell, offer to sell, contract to sell, or otherwise dispose of,
directly or indirectly, any shares of common stock of the Company or any securities convertible into, or exercisable or exchangeable for,
common stock of the Company (other than shares issuable pursuant to a plan for employees in effect on the date of this prospectus).

We have agreed to indemnify the underwriters against certain liabilities that may be incurred in connection with this offering, including
liabilities under the Securities Act of 1933, as amended, and to contribute to payments the underwriters may be required to make in respect
thereof.
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LEGAL MATTERS

Certain legal matters in connection with the validity of the common stock offered hereby will be passed upon for us by Norris, McLaughlin &
Marcus, P.A., Somerville, New Jersey. Walter G. Reinhard, Esq., a member of the firm of Norris, McLaughlin & Marcus, P.A., is one of our
Directors and owns 1,484 of our shares. Certain legal matters will be passed upon for the Underwriters by Ballard Spahr Andrews & Ingersoll,
LLP, Philadelphia, Pennsylvania.

EXPERTS

The financial statements incorporated in this prospectus by reference from our Annual Report on Form 10-K for the year ended December 31,
2002 have been audited by Deloitte & Touche LLP, independent auditors, as stated in their report, which is incorporated herein by reference, and
have been so incorporated in reliance upon the report of such firm given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, proxy statements, and other information with the Securities and Exchange Commission (the
Commission ). You may read and copy any of the reports and other information we file at the Commission s public reference facilities located in

Washington at Judiciary Plaza, Room 1024, 450 Fifth Street, N.W., Washington, D.C. 20549 and at the regional offices of the SEC. You may

call the SEC at 1-800-SEC-0330 for further information about the public reference rooms. Copies of such material can also be obtained from the

Public Reference Section of the commission at 450 Fifth Street, N.W., Washington, D.C. 20549 at prescribed rates. Our SEC filings are also

available to the public over the Internet at the Commission s web site which is located at the following address: http://www.sec.gov.

This prospectus is a part of a registration statement on Form S-3 (which, together with all exhibits filed along with it, will be referred to as the

Registration Statement ) which we filed with the Commission to register the securities we are offering. Certain information and details which
may be important to specific investment decisions may be found in other parts of the Registration Statement, including its exhibits, but are left
out of this prospectus in accordance with the rules and regulations of the Commission. To see more detail, you may wish to review the
Registration Statement and its exhibits. Copies of the Registration Statement and its exhibits are on file at the offices of the Commission and
may be obtained upon payment of the prescribed fee or may be examined without charge at the public reference facilities of the Commission
described above.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The Commission s rules allow us to incorporate by reference the information we file with the Commission, which means we can disclose
important information to you by referring you to those documents. The information incorporated by reference is an important part of this
prospectus. We incorporate by reference the documents listed below, which already have been filed with the Commission, and certain
information we may file in the future will automatically update and take the place of information already filed. The following documents are
incorporated by reference: (a) our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2003, June 30, 2003 and September 30,
2003; (b) our Annual Report on Form 10-K for the year ended December 31, 2002; (c) our Current Reports on Form 8-K filed on April 30, 2003,
July 31, 2003, September 16, 2003, October 31, 2003 and November 6, 2003. The Commission file number for the incorporated documents is
0-422.
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In addition to the documents already filed, all reports and other documents which we file in the future with the Commission pursuant to Sections
13(a), 13(c), 14 and 15(d) of the Securities Exchange Act of 1934, before this stock offering ends, shall also be incorporated by reference in this
prospectus.

You may request a copy of any of these filings. Such requests should be directed to: Ms. Marion F. Reynolds, Vice President, Secretary and
Treasurer, Middlesex Water Company, 1500 Ronson Road, Iselin, New Jersey 08830, Phone No. (732) 634 -1500. You will not be charged for
these copies unless you request exhibits, for which we will charge you a minimal fee. However, you will not be charged for exhibits in any case
where the exhibit you request is specifically incorporated by reference into another document which is incorporated by this prospectus.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers or persons controlling the
registrant pursuant to the foregoing provisions, the registrant has been informed that in the opinion of the Commission such indemnification is
against public policy as expressed in the Securities Act and is therefore unenforceable.

35

Table of Contents 62



Edgar Filing: STARRETT L S CO - Form 10-K

Table of Conten

We have not authorized any dealer, salesperson or other person to give any information or represent anything not contained in this
prospectus. You must not rely on any unauthorized information. If anyone provides you with different or inconsistent information, you
should not rely on it. This prospectus does not offer to sell any shares in any jurisdiction where it is unlawful. The information in this
prospectus is current as of the date shown on the cover page.

700,000 Shares

Common Stock

PROSPECTUS

JANNEY MONTGOMERY SCOTT LLC

Epwarp D. Jones & Co., L.P.
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PART II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 14. Other Expenses of Issuance and Distribution

The costs and expenses, other than underwriting discounts and commissions, payable by the Company in connection with this Offering (all
amounts are estimated except the registration fee) are as follows:

To Be Paid
By The

Item Company
Securities and Exchange Commission registration fee $ 1215
National Association of Securities Dealers, Inc. fee 2,002
Nasdagq listing fee 8,000
Accounting fees and expenses 40,000
Legal fees and expenses 70,000
Printing 25,000
Blue Sky fees and expenses 2,000
Transfer agent fees and expenses 1,000
Miscellaneous 5,783
Total $ 155,000

Item 15. Indemnification of Directors and Officers

Section 14A:3-5 of the New Jersey Business Corporation Act (the NJBCA ) gives the Company power to indemnify each of its directors and
officers against expenses and liabilities in connection with any proceeding involving him by reason of his being or having been a director or
officer if (a) he acted in good faith and in a manner he reasonably believed to be in, or not opposed to, the best interests of the Company, and (b)
with respect to any criminal proceeding, he had no reasonable cause to believe his conduct was unlawful. However, in a proceeding by or in the
right of the Company, there shall be no indemnification in respect of any liabilities or expenses if the officer or director shall have been adjudged
liable to the Company unless the Court in such proceeding determines he is entitled to indemnity for such liabilities and/or expenses. No
indemnification shall be made to or on behalf of a director or officer if a judgment or other final adjudication adverse to such director or officer
establishes that his acts or omissions (a) were in breach of his duty of loyalty to the Company and its shareholders, (b) were not in good faith or
involved a knowing violation of law or (c) resulted in receipt by the director or officer of an improper personal benefit. The NJBCA defines an
act or omission in breach of a person s duty of loyalty as an act or omission which that person knows or believes to be contrary to the best
interests of the Corporation or its shareholders in connection with a matter in which he has a material conflict of interest. If a director or officer
is successful in a proceeding, the statute mandates that the Company indemnify him against expenses.
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Article V of the Company s By-laws provides:

Any present or future director or officer of the Company and any present or future director or officer of any other corporation serving as such at
the request of the Company because of the Company s interest in such other corporation, or the legal representative of any such director or
officer, shall be indemnified by the Company against reasonable costs, expenses (exclusive of any amount paid to the Company in settlement),
and counsel fees paid or incurred in connection with any action, suit, or proceeding to which any such director or officer or his legal
representative may be made a party by reason of his being or having been such director or officer, provided, (1) said action, suit, or proceeding
shall be prosecuted against such director or officer or against his legal representative to final determination, and it shall not be finally adjudged
in said action, suit, or proceeding that he had been derelict in the performance of his duties as such

II-1

Table of Contents 66



Edgar Filing: STARRETT L S CO - Form 10-K

Table of Conten

director or officer, or (2) said action, suit or proceeding shall be settled or otherwise terminated as against such director or officer or his legal
representative without a final determination on the merits, and it shall be determined by the Board of Directors (or, at the option of the Board of
Directors, by a disinterested person or persons selected by the Board of Directors to determine the matter) that said director or officer had not in
any substantial way been derelict in the performance of his duties as charged in such action, suit, or proceeding. The right of indemnification
provided by this By-law shall be in addition to and not in restriction or limitation of any other privilege or power which the Company may have
with respect to the indemnification or reimbursement of directors, officers, or employees.

The Company has in effect a $20 million policy of insurance indemnifying it against certain liabilities to directors and officers of the Company,
and indemnifying directors and officers of the Company against certain of the liabilities which they may incur in acting in their capacities as
such, all within specific limits. The insurance was purchased from the Federal Insurance Company, a subsidiary of the Chubb Group of
Insurance Companies, for a term expiring May 31, 2004.

Pursuant to Section 14A:2-7 of the NJBCA, the Company s shareholders adopted an amendment to the Company s Certificate of Incorporation
which provides that a director or officer shall not be personally liable to the Company or its shareholders for damages for breach of any duty
owed to the Company or its shareholders, except that such provision shall not relieve a director or officer from liability for any breach of duty
based upon an act or omission (a) in breach of such person s duty of loyalty to the Company or its shareholders, (b) not in good faith or involving
a knowing violation of law or (e) resulting in receipt by such person of an improper personal benefit.

Item 16. Exhibits

Exhibits designated with an asterisk (*) are filed herewith. Exhibits designated with two asterisks (**) have been previously filed. The exhibits
not so designated have heretofore been filed with the Commission and are incorporated herein by reference to the documents indicated.

Exhibit
No. Document Description

1.1* Form of Underwriting Agreement.

4.1 Form of Common Stock Certificate, is incorporated by reference to Exhibit 2(a) filed with the Company s Registration Statement
No. 2-55058.

4.2 Articles 7A through 7F, 8, 9 and 10 of the Restated Certificate of Incorporation as amended are incorporated herein by reference
to Exhibit 3.1 to the Company s Annual Report on Form 10-K for the Year ended December 31, 1998.

4.3%% Certificate of Correction of Middlesex Water Company filed with the State of New Jersey on April 30, 1999.

4.4%* Certificate of Amendment to the Restated Certificate of Incorporation Middlesex Water Company, filed with the State of New
Jersey on February 17, 2000.

4.5%% Certificate of Amendment to the Restated Certificate of Incorporation Middlesex Water Company, filed with the State of New
Jersey on June 5, 2002.

5% Opinion of Counsel Re: Legality of Securities Registered.

23.1* Independent Auditors Consent

23.2%% Consent of Counsel is included in its legal opinion filed as Exhibit 5.

24 Power of Attorney (is included as a part of the signature page of this registration statement).

Table of Contents 67



Table of Contents

Edgar Filing: STARRETT L S CO - Form 10-K

1I-2

68



Edgar Filing: STARRETT L S CO - Form 10-K

Table of Conten

Item 17. Undertakings

Insofar as indemnification for liabilities arising under the Securities Act of 1933, as amended (the 1933 Act ), may be available to directors,
officers and controlling persons of the Company pursuant to the New Jersey Business Corporation Act, the By-laws of the Company, the
Underwriting Agreement, or otherwise, the Company has been advised that, in the opinion of the Securities and Exchange Commission, such
indemnification is against public policy as expressed in the 1933 Act and is, therefore, unenforceable. In the event that a claim for
indemnification against such liabilities (other than the payment by the Company of expenses incurred or paid by a director, officer, or
controlling person of the Company in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling
person in connection with the securities being registered, the Company will, unless in the opinion of its counsel the matter has been settled by
controlling precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is against public policy as
expressed in the 1933 Act and will be governed by the final adjudication of such issue.

The undersigned Company hereby undertakes that:

(1) For purposes of determining any liability under the 1933 Act, the information omitted from the form of prospectus filed as part of a
registration statement in reliance upon Rule 430A and contained in the form of prospectus filed by the Registrant pursuant to Rule 424(b)(1) or
(4) or 497(h) under the 1933 Act shall be deemed to be part of the registration statement as of the time it was declared effective.

(2) For purposes of determining any liability under the Securities Act of 1933, each filing of the Registrant s annual report pursuant to Section
13(a) or Section 15(d) of the Securities Exchange Act of 1934 (and, where applicable, each filing of an employee benefit plan s annual report
pursuant to Section 15(d) of the Securities Exchange Act of 1934) that is incorporated by reference in the Registration Statement shall be
deemed to be a new Registration Statement relating to the securities offered therein, and the offering of such securities at that time shall be
deemed to be the initial bona fide offering thereof.

(3) For the purposes of determining any liability under the 1933 Act, each post-effective amendment that contains a form of prospectus shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be
deemed to be the initial bona fide offering thereof.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant certifies that it has reasonable grounds to believe that it meets all of the
requirements for filing on Form S-3 and has duly caused this Registration Statement to be signed on its behalf by the undersigned, thereunto

duly authorized, in the Township of Woodbridge, State of New Jersey on the 16th day of January, 2004.

MipbLESEX WATER COMPANY

By /s/ Dennis G. SULLIVAN

DENNIS G. SULLIVAN
President and Chief Executive Officer

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been signed by the following persons in the capacities
and on the dates indicated below.

/s/ Dennis G. SULLIVAN President, Chief Executive Officer January 16, 2004
and Director

Dennis G. Sullivan

* Chairman of the Board January 16, 2004
J. Richard Tompkins
* Director January 16, 2004
John C. Cutting
* Director January 16, 2004
John P. Mulkerin
* Director January 16, 2004
Stephen H. Mundy
* Director January 16, 2004
Walter G. Reinhard
* Director January 16, 2004
Annette Catino
* Director January 16, 2004

John R. Middleton, M.D.
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Jeffries Shein

A. Bruce O Connor

* By: /s/ Dennis G. Sullivan, as Attorney-in-Fact

Dennis G. Sullivan, Attorney-in-Fact
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Director

Vice President and Controller (Chief Financial

Officer)
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