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AQUA AMERICA, INC.

762 W. Lancaster Avenue
Bryn Mawr, Pennsylvania 19010

Notice of Annual Meeting of Shareholders
To Be Held May 10, 2012

TO THE SHAREHOLDERS OF
AQUA AMERICA, INC.:

Notice is hereby given that the Annual Meeting of Shareholders of AQUA AMERICA, INC. (the Company ) will be held at tBrexelbrook
Banquet Facility & Corporate Events Center, 4700 Drexelbrook Drive, Drexel Hill, PA 19026 at 8:30 A.M., local time, on Thursday, May
10, 2012, for the following purposes:

1. To consider and take action on the election of four directors to the class of directors for
terms expiring at the 2015 Annual Meeting or expiring at the 2013 Annual Meeting if
the shareholders approve the Amendment to the Company s Articles of Incorporation
set forth in Proposal No. 3;

2. To consider and take action on the ratification of the appointment of
PricewaterhouseCoopers LLP as the independent registered public accounting firm for
the Company for the 2012 fiscal year;

3. To consider and take action on an Amendment to the Company s Articles of
Incorporation to declassify the Board of Directors and to provide for the transition to
the annual election of directors;

4. To consider and take action on the Company s 2012 Employee Stock Purchase Plan;

5. To consider and take action on an advisory vote on the Company s executive
compensation programs as disclosed in this Proxy Statement;

6. To consider and take action on a shareholder proposal requesting that the Board of
Directors create a comprehensive policy articulating the Company s respect for and
commitment to the human right to water, if properly presented at the meeting; and

7. To transact such other business as may properly come before the meeting or any
adjournments or postponements thereof.

Only shareholders of record at the close of business on March 12, 2012 will be entitled to notice of, and to vote at, the meeting and at any
adjournments or postponements thereof.

By Order of the Board of Directors,
ROY H. STAHL

Secretary

March 30, 2012

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting To Be Held On May 10, 2012. We are mailing to
many of our shareholders a notice of availability on the Internet of our proxy materials, rather than mailing a full paper set of the materials. The
notice of availability contains instructions on how to access our proxy materials on the Internet, as well as instructions on how to obtain a paper
copy if a shareholder elects to do so. All shareholders who do not receive such a notice of availability, including shareholders who have
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previously requested to receive a paper copy of the materials, will receive a full set of paper proxy materials by U.S. mail. This process will
reduce our costs to print and distribute our proxy materials.

REGARDLESS OF WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING, AS A SHAREHOLDER YOU ARE URGED
TO COMPLETE, SIGN AND RETURN THE ENCLOSED PROXY CARD IN THE ENVELOPE PROVIDED, WHICH REQUIRES
NO POSTAGE IF MAILED IN THE UNITED STATES, OR VOTE ELECTRONICALLY, THROUGH THE INTERNET OR BY
TELEPHONE, BY FOLLOWING THE INSTRUCTIONS SET OUT ON THE PROXY CARD. BY USING THE INTERNET OR
TELEPHONE YOU HELP THE COMPANY REDUCE POSTAGE AND PROXY TABULATION COSTS.
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IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR
THE ANNUAL MEETING OF SHAREHOLDERS TO BE HELD ON MAY 10, 2012

The Notice of Annual Meeting. Proxy Statement and 2011 Annual Report to Shareholders are
available at: http://ir.aquaamerica.com/

AQUA AMERICA, INC.

762 W. Lancaster Avenue
Bryn Mawr, Pennsylvania 19010

PROXY STATEMENT

This proxy statement is furnished in connection with the solicitation of proxies by the Board of Directors (the Board of Directors or the
Board ) of Aqua America, Inc. ( Aqua America orthe Company ) to be used at the Annual Meeting of Shareholders to be held Thursday, May 10,
2012 and at any adjournments or postponements thereof ( 2012 Annual Meeting or the meeting ).

The cost of soliciting proxies will be paid by the Company, which has arranged for reimbursement, at the rate suggested by the New York
Stock Exchange, of brokerage houses, nominees, custodians and fiduciaries for the forwarding of proxy materials to the beneficial owners of
shares held of record. In addition, the Company has retained Alliance Advisors LLC to assist in the solicitation of proxies from (i) brokers, bank
nominees and other institutional holders, and (ii) individual holders of record. The fee paid to Alliance Advisors LLC for normal proxy
solicitation is an amount not to exceed $7,500 plus expenses, which will be paid by the Company. Directors, officers and regular employees of
the Company may solicit proxies, although no compensation will be paid by the Company for such efforts.

Under rules adopted by the U.S. Securities and Exchange Commission (  SEC ), the Company is now furnishing proxy materials to many of its
shareholders on the Internet, rather than mailing printed copies of those materials to each shareholder. If you received a notice of availability
over the Internet of the proxy materials ( Notice ) by mail, you will not receive a printed copy of the proxy materials unless you request one.
Instead, the Notice will instruct you as to how you may access and review the proxy materials on the Internet. If you received a Notice by mail
and would like to receive a printed copy of our proxy materials, please follow the instructions included in the Notice. The Notice was first sent
to shareholders of record as of March 12, 2012, and proxy materials, which include the Notice of Annual Meeting of Shareholders, this proxy
statement and Annual Report to Shareholders for the year ended December 31, 2011, including financial statements and other information with
respect to the Company and its subsidiaries (the Annual Report ), are first being made available to shareholders of record as of March 12, 2012,
on or about March 30, 2012. Additional copies of the Annual Report may be obtained by writing to the Company at the address and in the
manner set forth under Additional Information on page 69.
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PURPOSE OF THE MEETING

As the meeting is the Annual Meeting of Shareholders, the shareholders of the Company will be requested to:

e consider and take action on the election of four directors to the class of directors for terms expiring at the 2015 Annual Meeting or
expiring at the 2013 Annual Meeting if the shareholders approve the Amendment to the Company s Articles of Incorporation set forth
in Proposal No. 3;

e consider and take action on the ratification of the appointment of PricewaterhouseCoopers LLP as the independent registered public
accounting firm for the Company for the 2012 fiscal year;

e consider and take action on an Amendment to the Company s Articles of Incorporation providing for declassification of the Board of
Directors and the transition to the annual election of directors;

e consider and take action on the Company s 2012 Employee Stock Purchase Plan;

e consider and take action on a non-binding advisory vote on the Company s executive compensation programs;

e consider and take action on a shareholder proposal requesting that the Board of Directors create a comprehensive policy articulating
the Company s respect for and commitment to the human right to water, if properly presented at the meeting (the Shareholder
Proposal ); and

e transact such other business as may properly come before the meeting or any adjournments or postponements thereof.

VOTING AT THE MEETING

General

Holders of shares of the Company s Common Stock of record at the close of business on March 12, 2012 are entitled to vote at the meeting.
As of that date, there were 139,043,871 shares of Common Stock outstanding and entitled to be voted at the meeting. Each shareholder entitled
to vote shall have the right to one vote on each matter presented at the meeting for each share of Common Stock outstanding in such
shareholder s name.

The Company s charter and bylaws provide that the affirmative vote of a majority of the votes cast by those shareholders present in person or
represented by proxy at the meeting is required to take action with respect to any matter properly brought before the meeting on the
recommendation of a vote of a majority of the entire Board of Directors. The Company s bylaws also provide that the affirmative vote of at least
three quarters of the votes which all voting shareholders, voting as a single class, are entitled to cast is required to take action with respect to any
other matter properly brought before the meeting.
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Manner of Voting

Shares cannot be voted at the meeting unless the holder of record is present in person or by proxy. The enclosed proxy card is a means by
which a shareholder may authorize the voting of his or her shares at the meeting if they are unable to attend in person. Alternatively, you may
vote electronically, over the Internet or by telephone, following the instructions set out on the proxy card (as outlined in the notice of availability
of the Internet of the proxy materials). The shares of Common Stock represented by each properly executed proxy card or electronic proxy will
be voted at the meeting in accordance with each shareholder s direction. Shareholders are urged to specify their choices by marking the
appropriate boxes on the enclosed proxy card or electronic proxy. If the proxy card or electronic proxy is signed, but no choice has been
specified, the shares will be voted as recommended by the Board of Directors. If any other matters are properly presented at the meeting or any
adjournment or postponement thereof for action, the proxy holders will vote the proxies (which confer discretionary authority to vote on such
matters) in accordance with their judgment.

Execution of the accompanying proxy or voting electronically or by telephone will not affect a shareholder s right to attend the meeting and
vote in person. Any shareholder giving a proxy or voting electronically or by telephone has the right to revoke the proxy or the electronic or
telephonic vote by giving written notice of revocation to the Secretary of the Company at any time before the proxy is voted, by executing a
proxy bearing a later date, by making a later-dated vote electronically or by telephone or by attending the meeting and voting in person.
Attendance at the meeting will not, by itself, revoke a previously granted proxy.

Quorum

A quorum of shareholders is necessary to hold a valid meeting for the transaction of business. The holders of a majority of the shares entitled
to vote, present in person or represented by proxy at the meeting, constitute a quorum. Abstentions and broker non-votes are counted as present
and entitled to vote for purposes of determining a quorum.

Broker Non-Votes

A broker non-vote occurs when a bank, broker or other holder of record holding shares for a beneficial owner does not vote on a particular
proposal because that holder does not have discretionary voting power under New York Stock Exchange ( NYSE ) rules for that particular item
and has not received instructions from the beneficial owner. If you are a beneficial owner, your bank, broker or other holder of record is
permitted under NYSE rules to vote your shares on the ratification of PricewaterhouseCoopers LLP as our independent registered public
accounting firm for the 2012 fiscal year, even if the record holder does not receive voting instructions from you. The record holder may not vote
on the election of directors, the Amendment to the Company s Articles of Incorporation, the Company s 2012 Employee Stock Purchase Plan or
the Shareholder Proposal without instructions from you. Without your voting instructions on these matters, a broker non-vote will occur.

-7-
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Proposal No. 1 Election of Directors

Under the Company s charter and bylaws, directors are elected by a plurality of the votes cast at the meeting. A plurality means that the four
director nominees receiving the most votes FOR election to a director position will be elected as directors. Votes may be cast FOR or
WITHHOLD for each nominee. WITHHOLD votes and broker non-votes will be excluded entirely from the vote to elect directors and will have
no effect, other than for purposes of determining the presence of a quorum. Thus, the four director nominees with the most FOR votes will be
elected at the meeting. The four directors elected at the meeting will be elected for terms expiring at the 2015 Annual Meeting, unless the
shareholders approve the Amendment to the Company s Articles of Incorporation set forth in Proposal No. 3, in which event the four directors
terms will expire at the 2013 Annual Meeting.

In 2011, the Board of Directors adopted a majority voting policy for the election of directors in uncontested elections. Under this policy, any
incumbent director who is nominated for re-election and who receives a greater number of WITHHOLD votes than FOR votes for the director s
election shall promptly tender his or her resignation to the Board of Directors, which shall evaluate the relevant facts and circumstances in
connection with such director s resignation, giving due consideration to the best interests of the Company and its shareholders. Within 90 days
after the election, the independent directors shall make a decision on whether to accept or reject the tendered resignation, or whether other action
should be taken. The Board of Directors will promptly disclose publicly its decision and the reasons for its decision. The Board of Directors
believes that this process enhances accountability to shareholders and responsiveness to shareholder votes, while allowing the Board of Directors
appropriate discretion in considering whether a particular director's resignation would be in the best interests of the Company and its
shareholders. The Board of Directors policy on the majority election of directors is set forth in the Company s Corporate Governance Guidelines.
Copies of the Corporate Governance Guidelines can be obtained free of charge from the Corporate Governance portion of the Investor Relations
section of the Company s website, www.aquaamerica.com.

Proposal No. 2 Ratification of the appointment of PricewaterhouseCoopers LLP as the independent registered public accounting firm
for the Company for the 2012 fiscal year

Under the Company s charter and bylaws, the affirmative vote of a majority of the votes cast by those shareholders present in person or by
proxy at the meeting is required to ratify the appointment of PricewaterhouseCoopers LLP as the independent registered public accounting firm
for the Company for the 2012 fiscal year. Abstentions will not be considered votes cast on this proposal and, therefore, will have no effect, other
than for purposes of determining the presence of a quorum.

10
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Proposal No. 3 Approval of an Amendment to the Company s Articles of Incorporation to Provide for the Declassification of the Board
of Directors and the Transition to the Annual Election of Directors

Since this proposal is submitted to the shareholders with the approval of a majority of the entire Board of Directors, under the Company s
Articles of Incorporation and Bylaws, the affirmative vote of a majority of the votes cast by those shareholders present in person or by proxy at
the meeting is required to approve the Amendment to the Company s Articles of Incorporation to provide for the declassification of the Board of
Directors and the transition to the annual election of directors. Abstentions and broker non-votes will not be considered votes cast on this

Proposal and, therefore, will have no effect.

Proposal No. 4 Approval of the Company s 2012 Employee Stock Purchase Plan

Since this proposal is submitted to the shareholders with the approval of a majority of the entire Board of Directors, under the Company s
Articles of Incorporation and Bylaws, the affirmative vote of a majority of the votes cast by those shareholders present in person or by proxy at
the meeting is required to approve the Company s Employee Stock Purchase Plan. Abstentions and broker non-votes will not be considered votes
cast on this Proposal and, therefore, will have no effect.

Proposal No. 5 Advisory Vote on Executive Compensation

Because the vote is advisory, it will not be binding upon the Company, the Board of Directors or the Executive Compensation Committee.
The Board of Directors and the Executive Compensation Committee, which is comprised of independent directors, value the opinions of the
Company s shareholders and expect to take into account the outcome of the vote when considering future executive compensation decisions to
the extent they can determine the cause or causes of any significant negative voting results.

Proposal No. 6 Shareholder Proposal

Under the Company s charter and bylaws, the affirmative vote of at least three quarters of the votes which all voting shareholders, voting as a
single class, are entitled to cast is required to approve this proposal because it is not being brought before the meeting on the recommendation of
a majority of the Board of Directors. Abstentions and broker non-votes will not be considered votes cast on this proposal and, therefore, will
have no effect, other than for purposes of determining the presence of a quorum.

Since the Shareholder Proposal is presented in the form of a request to the Board of Directors, approval of the Shareholder Proposal will not
have the effect of requiring the Board of Directors to prepare a comprehensive report on the human right to water, but will represent simply an
expression of the wishes of the shareholders on that subject. The Board of Directors would still be required by statute to decide whether it would
be in the best interests of the Company to prepare such a report and could decide in the exercise of its business judgment not to have the
Company prepare such a report as requested in the Shareholder Proposal.

-9.
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Your proxy vote is important. Accordingly, you are asked to complete, sign and return the accompanying proxy card or vote
electronically or telephonically regardless of whether or not you plan to attend the meeting.

(Proposal No. 1)

ELECTION OF DIRECTORS

The Board of Directors is divided into three classes. One class is elected each year to hold office for a three-year term and until successors of
such class are duly elected and qualified, except in the event of death, resignation or removal. The Company is required by its Articles of
Incorporation and Bylaws to maintain the size of its classes of directors as nearly equal in number as possible. As set forth in Proposal No. 3, the
Board of Directors has approved an Amendment to the Company s Articles of Incorporation (the Amendment ), subject to approval by the
Company s shareholders, that provides for the transition to the annual election of the members of the Board of Directors. If the Amendment is
approved by the shareholders at the 2012 Annual Meeting, the nominees for election at the 2012 Annual Meeting will be elected for a one-year
term expiring at the 2013 Annual Meeting, and until their successors are duly elected and qualified. Additionally, if the Amendment is approved
by the shareholders, the directors previously elected with terms expiring at the 2013 and 2014 Annual Meetings will also be elected at the 2013
and 2014 Annual Meetings, respectively, for one-year terms and until their successors are duly elected and qualified.

In July 2009, Mr. Glanton, Chairman of the Corporate Governance Committee, recommended to the Corporate Governance Committee that
Mr. Wendell F. Holland, a partner in the law firm of Saul Ewing LLP and former Chairman of the Pennsylvania Public Utility Commission, be
appointed to the Board of Directors. At its meeting on August 2, 2011, the Corporate Governance Committee unanimously approved the
nomination of Mr. Holland for appointment to the Board of Directors and recommended his appointment to the Board of Directors. On August
2, 2011, the Board of Directors considered the qualifications of Mr. Holland and unanimously approved his appointment to the Board of
Directors to the class of directors with terms expiring at the 2012 Annual Meeting of Shareholders.

In accordance with the Company s Corporate Governance Guidelines, the Chairman of the Corporate Governance Committee reported to the
Corporate Governance Committee that Nicholas DeBenedictis, Richard H. Glanton, Lon R. Greenberg and Wendell F. Holland, the four
directors with terms expiring at the 2012 Annual Meeting would be willing to serve on the Board of Directors if re-elected. The Corporate
Governance Committee reviewed the qualifications of the four directors in relation to the criteria for candidates for nomination for election to
the Board of Directors under the Company s Corporate Governance Guidelines. The Corporate Governance Committee voted to recommend to
the Board of Directors, and the Board of Directors approved, the nomination of Mr. DeBenedictis, Mr. Glanton, Mr. Greenberg and Mr. Holland
for election to the class of directors to be elected at the 2012 Annual Meeting, with Mr. Glanton abstaining on both votes with respect to his
nomination.

-10-
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In April 2012, Mr. Richard L. Smoot reached the retirement age of 72 for directors under the Company s Corporate Governance Guidelines.
Mr. Smoot submitted his resignation effective on his 72" birthday to the Board on February 24, 2012. The Board of Directors requested, and
Mr. Smoot agreed, that he remain on the Board of Directors until the 2012 Annual Meeting, at which time Mr. Smoot will retire as director of
the Company after fifteen years of service as a director.

Therefore, four directors, Mr. DeBenedictis, Mr. Glanton, Mr. Greenberg and Mr. Holland, will stand for election by a plurality of the votes
cast at the 2012 Annual Meeting, and five directors having terms ending at either the 2013 or 2014 Annual Meetings, will continue to serve on
the Board of Directors depending on the period remaining in each of their terms. At the 2012 Annual Meeting, proxies in the accompanying
form, properly executed, will be voted for the election of the four nominees listed below, unless authority to do so has been withheld in the
manner specified in the instructions on the proxy card or the record holder does not have discretionary voting power under the NYSE rules (see

Voting At The Meeting Broker Non-Votes on page 3). Discretionary authority is reserved to cast votes for the election of a substitute should

any nominee be unable or unwilling to serve as a director. Each nominee has stated his willingness to serve and the Company believes that the
nominees will be available to serve.

The Board of Directors unanimously recommends that the shareholders vote FOR the election of Mr. DeBenedictis, Mr. Glanton,
Mr. Greenberg and Mr. Holland as directors.

Information Regarding Nominees and Directors

For each of the four nominees for election as directors at the 2012 Annual Meeting and the five directors in the classes of directors whose
terms of office are to expire either at the 2013 Annual Meeting or the 2014 Annual Meeting, set forth below is information as to the positions
and offices with the Company held by each, the principal occupation of each during the past five years, the directorships of public companies
and other organizations held by each and the experience, qualifications, attributes or skills that, in the opinions of the Corporate Governance
Committee and the Board of Directors make the individual qualified to serve as a director of the Company.

NOMINEES FOR ELECTION AT 2012 ANNUAL MEETING

Nicholas DeBenedictis Biography: Mr. DeBenedictis has served as Chief Executive Officer of the Company since July 1992
Ardmore, PA and Chairman of the Board since May 1993. He also serves as Chairman and Chief Executive Officer
Director since 1992 of the Company s principal subsidiaries, including Aqua Pennsylvania, Inc. Between April 1989 and

June 1992, he served as Senior Vice President for Corporate Affairs of PECO Energy Company (now
known as Exelon). From December 1986 to April 1989, he served as President of the Greater
Philadelphia Chamber of Commerce and from 1983 to 1986 he served as the Secretary of the
Pennsylvania Department of Environmental Resources. Mr. DeBenedictis is a director of Exelon
Corporation and P.H. Glatfelter Company and served as a director of Met-Pro Corporation until
February 2010. He also serves on the Boards of Pennsylvania area non-profit, civic and business
organizations. Age: 66.

Qualifications: In addition to his knowledge and experience as the Company s Chief Executive Officer
since 1992 and his prior experience as a senior executive of a major electric utility, Mr. DeBenedictis
has experience as the head of Pennsylvania s environmental regulatory agency. He serves as a director
of two other public companies, including as a member of the corporate governance, audit and
compensation committee of those companies. Mr. DeBenedictis has also held leadership positions with
various, educational, civic and charitable institutions. The Board of Directors views Mr. DeBenedictis
experience with various aspects of the utility industry and his demonstrated leadership roles in business
and community activities as important qualifications, skills and experience for the Board of Directors
conclusion that Mr. DeBenedictis should serve as a director of the Company.

-11-
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Richard H. Glanton
Philadelphia, PA
Director since 1995
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Biography: Mr. Glanton is Chairman of the Philadelphia Television
Network, a privately-held media company and Managing Member of
ElectedFace LLC, an on-line service that connects people with their
elected officials. Mr. Glanton was Senior Vice President of Corporate
Development at Exelon Corporation from 2003 to 2008. From 1983 to
2003 he was a partner at the law firms of Wolf Block LLP (1983 to 1986)
and Reed Smith LLP (1986 to 2003). Mr. Glanton is a director of The
GEO Group, Inc. and Mistras Group, Inc. Age: 65.

Qualifications: Mr. Glanton has more than 25 years of legal experience in
law firms and 13 years of executive experience as President of The Barnes
Foundation for more than eight years from 1990 to 1998 and at Exelon.
Mr. Glanton has approximately 28 years of continuous experience serving
on boards of publicly traded companies. He has served as a director on
boards of five publicly-traded companies, four of which are traded on the
NYSE and one, CGU is traded, on the United Kingdom Stock Exchange.
He served as a Director of CGU of North America, a British-based
Insurance Company, from 1983 to 2003 when it was sold to White
Mountain Group of Exeter New Hampshire and Berkshire Hathaway. He
was a member of both its Executive and Audit Committees during his
20-year tenure on that board. From 1990 until 2003, he served as Director
of PECO Energy and Exelon Corporation Boards until he resigned to
assume a senior management position within the Company at the request
of its Chairman. He served on Executive, Audit and Governance
Committees of PECO/Exelon. He has been a director of the GEO Group
since 1998, where he serves on its three Member Executive Committee,
and as Chairman of the Audit and Finance Committee and a Member of its
Governance and Compensation Committees. He has served as Chairman of
Aqua America s Corporate Governance Committee since 2005. The Board
has determined that Mr. Glanton is an independent director. The Board of
Directors views Mr. Glanton's independence, his experience in utility
acquisitions, his experience as a director of other publicly-traded
companies and his demonstrated leadership roles in other business
activities as important qualifications, skills and experience for the Board of
Directors' conclusion that Mr. Glanton should serve as a director of the
company.

-12-
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Lon R. Greenberg Biography: Mr. Greenberg has been Chairman of the Board of Directors of UGI
Wyndmoo.r, PA Corporation since August 1996 and Chief Executive Officer since August 1995. He was
Director since 2005 formerly President (July 1994 to August 2005), Vice Chairman of the Board (1995 to

1996) and Senior Vice President Legal and Corporate Development (1989 to 1994) of
UGI Corporation. Mr. Greenberg is a member of the Board of Trustees of Temple
University and the Temple University Health System. Mr. Greenberg also serves as a
director of Ameriprise Financial, Inc., UGI Utilities, Inc. and AmeriGas Propane, Inc.
Age: 61.

Qualifications: Mr. Greenberg has over 20 years of experience in various executive,
legal and corporate development roles with a major gas utility company and international
distributor of propane. He is also Chairman of the nation's largest retail propane marketer
and he serves as a director for a NYSE-listed financial planning, products and services
company. He is a member of the Board of Trustees of a major university in Philadelphia
and the university s health system. Mr. Greenberg has served as a member of the
Company s Executive Compensation Committee since 2005 and a member of the
Company s Audit Committee since 2009. Mr. Greenberg has also held leadership
positions with various civic and charitable institutions. The Board of Directors has
determined that Mr. Greenberg is an independent director, financially literate and an audit
committee financial expert within the meaning of applicable U.S. Securities and
Exchange Commission ( SEC ) rules. The Board of Directors views Mr. Greenberg s
independence, his experience with various aspects of the utility industry, his experience
as an executive of a non-utility business and his demonstrated leadership roles in business
and community activities as important qualifications, skills and experience for the Board
of Directors conclusion that Mr. Greenberg should serve as a director of the Company.

~13-
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Wendell F. Holland
Bryn Mawr, PA
Director since 2011
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Biography: Mr. Holland is a partner in the law firm of Saul Ewing, LLP. Mr.
Holland served as Chairman of the Pennsylvania Public Commission from 2004 to
2008 and as a Commissioner from 1990 to 1993 and 2003 to 2004. Mr. Holland
was Of Counsel of the law firm of Obermayer Rebman from 1999 to 2003, Vice
President of American Water Works Company from 1996 to 1999 and a partner at
the law firm of LeBoeuf Lamb Greene and McRae from 1993 to 1995. He has
served as Treasurer of the National Association of Utility Regulatory
Commissioners (NARUC) and also served on NARUC s Executive Committee,
Board of Directors, and as Chairman of its Audit and Investment Committees. He
is a member of the Board of Bryn Mawr Trust Bank and was a member of the
Allegheny Energy Board of Directors from 1994 to 2003. Age: 59.

Qualifications: Mr. Holland has extensive knowledge and experience in the
regulation of public utilities, especially water utilities. His experience as Chairman
of the Public Utility Commission in Pennsylvania for four years and a
Commissioner for four years will provide valuable insight into the regulatory
process. His service as a member of the Board of Directors of a large,
publicly-trade energy company will enable him to play a meaningful role on the
Company's Board of Directors. As outside counsel to, and an executive at, other
public utility companies, he has a perspective on the various issues facing public
utility companies.

DIRECTORS CONTINUING IN OFFICE WITH TERMS EXPIRING IN 2013

William P. Hankowsky
Philadelphia, PA
Director since 2004

Biography: Mr. Hankowsky has been Chairman, President and Chief
Executive Officer of Liberty Property Trust, a fully integrated real estate
firm, since 2003. Mr. Hankowsky joined Liberty in 2001 as Executive
Vice President and Chief Investment Officer. Prior to joining Liberty, he
served for 11 years as President of the Philadelphia Industrial
Development Corporation. Prior to that, he was Commerce Director for the
City of Philadelphia. Mr. Hankowsky serves on the Board of Directors of
Citizens Financial Group and on various charitable and civic boards,
including the Philadelphia Convention and Visitors Bureau and the
Kimmel Regional Performing Arts Center. Age: 60.

Qualifications: Mr. Hankowsky has over 35 years experience managing
public, private and non-profit organizations, including eight years as
Chairman and Chief Executive Officer of Liberty Property Trust, a
publicly-traded Real Estate Investment Trust which owns 80 million
square feet of office and industrial space in over 20 markets throughout the
United States and the United Kingdom. He has experience in financing,
acquisitions and real estate matters across the United States. Mr.
Hankowsky has also held leadership positions with various cultural and
civic institutions in the greater Philadelphia region. Mr. Hankowsky has
served as Chairman of the Company s Executive Compensation Committee
since 2005. The Board of Directors has determined that Mr. Hankowsky is
an independent director, financially literate and an audit committee
financial expert within the meaning of applicable SEC rules. The Board of
Directors views Hankowsky s independence, his experience with real
estate, financing and acquisitions and his demonstrated leadership roles in
business and community activities as important qualifications, skills and
experience supporting the Board of Directors conclusion that Mr.
Hankowsky should serve as a director of the Company.
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Andrew J. Sordoni, III
Forty Fort, PA
Director since 2006
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Biography: Mr. Sordoni is Chairman of Sordoni Construction Services, Inc., a building
construction and management services company and has been an officer of that company
since 1967. Mr. Sordoni was Chairman or President of C-TEC Corporation, a diversified
telecommunications company from 1979 to 1993. Since 1974 he has headed Sordoni
Foundation, Inc. and has served as a director of various business and charitable
organizations. He is also a director of Harsco Corporation. Age: 68.

Qualifications: Mr. Sordoni has experience as a director and executive of various public
and private companies throughout the course of his career, including experience in
construction, finance, administration and acquisitions. He was Chairman and President of
a regulated public utility company in Pennsylvania. He has been a director of another
publicly-traded company since 1988 and is chairman of that company s nominating
committee and a member of its compensation committee and executive committee. Mr.
Sordoni has lived and worked in northeast Pennsylvania, an important area of the
Company s operations, for over 50 years. Mr. Sordoni has served as a member of the
Company s Audit Committee since 2006. The Board of Directors has determined that Mr.
Sordoni is an independent director, financially literate and an audit committee financial
expert within the meaning of applicable SEC rules. The Board of Directors views Mr.
Sordoni s independence, his experience as an executive of a public utility company in
Pennsylvania, his experience in construction, finance and acquisitions, his knowledge of
northeast Pennsylvania, his experience as a director of another publicly-traded company
and his demonstrated leadership roles in business and community activities as important
qualifications, skills and experience supporting the Board of Directors conclusion that Mr.
Sordoni should serve as a director of the Company.
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DIRECTORS CONTINUING IN OFFICE WITH TERMS EXPIRING IN 2014

Mary C. Carroll Biography: Ms. Carroll is a retired consultant and an advisor to non-profit
Bryn Mawr, PA corporations, businesses and government agencies and is a well-recognized
Director since 1981 civic volunteer. She is the Honorary Trade Representative of Nepal and

Chairman of the Nepal Foundation. She is a founder, director or trustee of
various civic and charitable organizations, including the YMCA of
Philadelphia and Vicinity and the Friends of Patan Hospital. Age: 71.

Qualifications: As the Company s longest serving director, Ms. Carroll has
knowledge of the Company s history and culture. She has been a community
leader for over 35 years, having served as an officer or member of the
board of directors of over 30 local, regional and national non-profit
organizations. She has established advisory boards which consulted and
worked with the federal government. She has served as founder, President
and CEO of organizations involved in economic development, conservation
and self-help in Philadelphia and in Nepal, Russia and South Korea. Ms.
Carroll has both a unique community-oriented and world perspective. Ms.
Carroll has been a member of the Company s Corporate Governance
Committee since 1981. The Board of Directors has determined that Ms.
Carroll is an independent director. The Board of Directors views Ms.
Carroll s independence, her knowledge of the company s history and culture
and her demonstrated leadership roles in community activities as important
qualifications, skills and experience for the Board of Directors conclusion
that Ms. Carroll should serve as a director of the Company.

Mario Mele Biography: Mr. Mele is President of Fidelio Insurance Company, a health
Ft. Washington, PA insurance company specializing in underwriting group dental insurance and
Director since 2009 President of Dental Delivery Systems, Inc., a dental HMO with over 50,000

enrollees in Pennsylvania, New Jersey and New York. Mr. Mele served as
Chairman of the Montgomery County, Pennsylvania Board of
Commissioners from 1992 to 2000. He has also been a member of the
Board of Directors of the Southeastern Pennsylvania Transportation
Authority from 1997 to 2001 and a member of the Board of the
Pennsylvania Liquor Control Board from 1980 to 1987. Age: 70.

Qualifications: Mr. Mele has 35 years of experience as the president of a
health insurance company and over 20 years of experience in various state
and local governmental organizations. He has held leadership roles in
various cultural and civic organizations. He also has B.A and M.A. degrees
in physics. The Board of Directors has determined that Mr. Mele is an
independent director. The Board of Directors views Mr. Mele s
independence, his experience with health insurance issues and state and
local government, his science education and his demonstrated leadership
roles in business and community activities as important qualifications,
skills and experience for the Board of Directors conclusion that Mr. Mele
should serve as a director of the Company.
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Ellen T. Ruff
Charlotte, NC
Director since 2006
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Biography: Ms. Ruff was President, Office of Nuclear Development, for
Duke Energy Corporation, from December 2008 until her retirement in
January 2011. Duke Energy Corporation is a leading energy company
focused on electric power and gas distribution operations and other energy
services in the Americas. From April 2006 through December 2008, Ms.
Ruff was President of Duke Energy Carolinas, an electric utility that
provides electricity and other services to customers in North Carolina and
South Carolina. Ms. Ruff joined the Duke Energy organization in 1978 and
during her career held a number of key positions, including, Vice President
and General Counsel of Corporate, Gas and Electric Operations, Senior
Vice President and General Counsel for Duke Energy, Senior Vice
President of Asset Management for Duke Power, Senior Vice President of
Power Policy and Planning, Group Vice President of Power Policy and
Planning and Group Vice President of Planning and External Affairs. Ms.
Ruff is a director of Mistras Group, Inc. Age: 63.

Qualifications: Ms. Ruff has over 30 years of experience with a major
utility company in various management, operations, legal, planning and
public affairs positions. Ms. Ruff has lived and worked in North Carolina,
an important area of the Company s operations, for many years. Ms. Ruff
has served as a member of the Company s Executive Compensation
Committee since 2006. The Board of Directors has determined that Ms.
Ruff is an independent director. The Board of Directors views Ms. Ruff s
independence, her experience with various aspects of the utility industry,
her knowledge of North Carolina and her demonstrated leadership roles in
business and community activities as important qualifications, skills and
experience for the Board of Directors conclusion that Ms. Ruff should
serve as a director of the Company.
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CORPORATE GOVERNANCE

The Board of Directors operates pursuant to a set of written Corporate Governance Guidelines. Copies of these Guidelines can be obtained
free of charge from the Corporate Governance portion of the Investor Relations section of the Company s websitewww.aquaamerica.com.

Our website is not part of this Proxy Statement; references to our website address in this Proxy Statement are intended to be inactive textual
references only.

Director Independence

The Board of Directors is, among other things, responsible for determining whether each of the directors is independent in light of any
relationship such director may have with the Company. The Board has adopted Corporate Governance Guidelines that contain categorical
standards of director independence that are consistent with the listing standards of the NYSE. Under the Company s Corporate Governance
Guidelines, a director will not be deemed independent if:

e the director is, or has been within the last three years, an employee of the Company, or an immediate family member is, or has been
within the last three years an executive officer of the Company;

o (A) the director or an immediate family member is a current partner of a firm that is the Company s internal or external auditor, (B) the
director is a current employee of such a firm, (C) the director has an immediate family member who is a current employee of such a
firm and personally works on the Company s audit, or (D) the director or an immediate family member was within the last three years
(but is no longer) a partner or employee of such firm and personally worked on the Company s audit within that time;

e the director or an immediate family member is or, has been within the last three years, employed as an executive officer of another
company where any of the Company s present executive officers at the same time serves or served on that company s compensation
committee;

e the director has received, or has an immediate family member who has received, during any twelve-month period within the last three
years, more than $120,000 in direct compensation from the Company, other than director and committee fees and pension or other
forms of deferred compensation for prior service (provided such compensation is not contingent in any way on continued service) and,
in the case of an immediate family member who is not an executive officer, other than compensation for service as an employee of the
Company;

e the director is an executive officer or employee, or someone in her/his immediate family is an executive officer, of another company
that, during any of the other company s past three fiscal years made payments to, or received payments from, the Company for property
or services in an amount which, in any single fiscal year of the other company, exceeded the greater of $1 million or 2% of the other
company s consolidated gross revenues; or

e the director serves as an executive officer of a charitable organization and, during any of the charitable organization s past three fiscal

years, the Company made charitable contributions to the charitable organization in any single fiscal year of the charitable organization
that exceeded the greater of $1 million or two percent, of the charitable organization s consolidated gross revenues.
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For purposes of the categorical standards set forth above, (a) a person s immediate family includes a person s spouse, parents, children,
siblings, mothers-and fathers-in-law, sons- and daughters-in-law, and brothers-and sisters-in-law and anyone (other than domestic employees)
who shares such person s home, and (b) the term executive officer has the same meaning specified for the term officer in Rule 16a-1(f) under the
Securities Exchange Act of 1934.

In addition to these categorical standards, no director will be considered independent unless the Board of Directors affirmatively determines
that the director has no material relationship with the Company (either directly, or as a partner, stockholder, director or officer, of an
organization that has a relationship with the Company). When making independence determinations, the Board of Directors broadly considers all
relevant facts and circumstances surrounding any relationship between a director or nominee and the Company. Transactions, relationships and
arrangements between directors or members of their immediate family and the Company that are not addressed by the categorical standards may
be material depending on the relevant facts and circumstances of such transactions, relationships and arrangements. The Board of Directors
considered the following transactions, relationships and arrangements in connection with making the independence determinations:

1. The Company made contributions to charitable or civic organizations for which the following directors serve as directors, trustees or
executive officers: Ms. Carroll, Mr. Glanton, Mr. Greenberg, Mr. Hankowsky, Mr. Mele and Mr. Sordoni. None of the Company s
contributions exceeded the greater of $1 million or 2% of the recipient organization s consolidated gross revenues.

2. The Company purchases energy at normal tariff rates from Duke Energy Corporation and UGI Corporation or their affiliates for which
Ms. Ruff and Mr. Greenberg, respectively, serve or served as executive officers. The amounts paid by the Company to these other
entities are not material to these other entities.

3. The Company provides water service at normal tariff rates to Liberty Property Trust and UGI Corporation or their affiliates for which
Mr. Hankowsky and Mr. Greenberg, respectively, serve as executive officers. The amounts paid to the Company by these other
entities are not material to these other entities.

4. Mr. DeBenedictis serves on the board of directors of civic or charitable organizations with Mr. Greenberg, Mr. Hankowsky and Mr.
Sordoni.
5. The Company has banking arrangements with Citizens Financial Group or its affiliates and Mr. Hankowsky is a member of the Board

of Directors of Citizens Financial Group. The amounts paid by the Company to these other entities are not material to these entities.

6. The Company has had a relationship with the law firm at which Mr. Holland is a partner prior to Mr. Holland joining that firm. Most
of the legal services provided by the law firm to the Company were rendered by attorneys other than Mr. Holland. The Company paid
fees for legal services to this firm of $543,313 in 2009, $671,819 in 2010 and $245,433 in 2011.
-19-
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Based on a review applying the categorical standards set forth in the Company s Corporate Governance Guidelines and considering the
relevant facts and circumstances of the transactions, relationships and arrangements between the directors and the Company described above, the
Board of Directors has affirmatively determined that each nominee for director and each of the Company s other directors, other than Mr.
DeBenedictis, the Company s Chief Executive Officer, is independent.

In 2005, the Board of Directors approved share ownership guidelines for each director to own shares of Company common stock having a
value equal to five times the annual cash retainer for directors. Directors have up to five years to attain this guideline share ownership level.
Each director currently owns sufficient shares to comply with these guidelines.

Board of Directors leadership structure

The Board of Director s current policy is that the positions of Chairman and Chief Executive Officer be held by the same person. The Board
of Directors believes that this leadership structure has served the Company well over the years by providing unified leadership and direction and,
in combination with the Company s other corporate governance policies and procedures, is in the best interests of the Company s shareholders.
The Board of Directors may separate these positions in the future should circumstances change, such as in connection with a transition in
leadership.

The Board of Directors annually elects a lead independent director to coordinate the activities of the other independent directors and enhance
the role of the independent directors in the overall corporate governance of the Company. Unless otherwise determined by the Board, the
director elected annually to serve as the Chair of the Corporate Governance Committee will also serve as the lead independent director. The
duties and powers of the lead independent director include:

e presiding at all meetings of the Board at which the Chairman of the Board is not present, including executive sessions of the
independent directors;

e serving as liaison between the independent directors and the Chairman of the Board;

e consulting with the Chairman of the Board on meeting agendas and information provided to the Board for
meetings, including the authority to add items to the agendas for any such meeting;

¢ reviewing and approving meeting schedules to assure that there is sufficient time for discussion of all agenda
items;

¢ having the authority to call executive sessions of the independent directors and to prepare the agendas for such
executive sessions;
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e serving as the Board s liaison for consultation and communications with shareholders on behalf of the independent directors;
e serving as a member of the Executive Committee;

e in the event of the death or incapacity of the Chairman and Chief Executive Officer, becoming the acting Chairman of the Board until
a new Chairman is selected; and

e having the authority (on behalf of the independent directors) to engage such legal, financial or other advisors as the independent
directors shall deem appropriate at the expense of the Company and without consultation or the need to obtain approval of any officer
of the Company.

Oversight of Risk Management
The Board oversees management s risk management activities through a combination of processes.

e Management has developed a Company-wide Enterprise Risk Management process intended to identify, prioritize and monitor key
risks that may affect the Company. At least annually, the Board reviews this Enterprise Risk Management process and management
presents to the Board a report on the status of the risks and the metrics used to monitor those risks. Each risk that is tracked as part of
the Enterprise Risk Management process has a member of the Company s management who serves as the owner and monitor for that
risk. The risk owners and monitors report on the status of their respective risks at the quarterly meeting of management s Compliance
Committee. The information discussed at the Compliance Committee meeting is then reviewed by the Disclosure Committee
composed of the Company s Chief Executive Officer, Chief Financial Officer, General Counsel, Chief Accounting Officer and Director
of Internal Audit. The results of the Disclosure Committee meetings are presented to the Audit Committee each quarter.

e The Audit Committee, in consultation with management, the independent registered public accountants and the internal auditors,
discusses the Company s policies and guidelines regarding risk assessment and risk management as well as the Company s significant
financial risk exposures and the steps management has taken to monitor, control and report such exposures. The Audit Committee
meets in executive session with the Director of Internal Audit and with the independent registered public accountants at the end of

each Audit Committee meeting. The Company s GeneraCounsel reports to the Audit Committee quarterly regarding any significant
litigation involving the Company and his opinion of the adequacy of the Company s reserves for such litigation.

e The Executive Compensation Committee considers the risks that may be presented by the structure of the Company s compensation
programs and the metrics used to determine individual compensation under that program. In addition, two members of the Audit
Committee are also members of the Executive Compensation Committee, which allows for the sharing of information concerning the
risk assessment and risk management reviewed by the Audit Committee with the Executive Compensation Committee in its
consideration of the Company s compensation policies and practices.
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e The Corporate Governance Committee leads an annual discussion by the Board of Directors regarding the Company s strategic plans
and management s performance with respect to such plans.

e The Board believes that the present leadership structure of having the same person serve as the Chairman and Chief Executive Officer
of the Company, along with the important risk oversight functions performed by the Audit Committee, the Executive Compensation
Committee and the full Board, permits the Board to effectively perform its role in the risk oversight of the Company.

e Management briefs the Board of Directors on acquisitions valued in excess of $2 million and the Board approves every acquisition
valued in excess of $10 million or which involves the issuance of the Company s common stock as part of the acquisition.

e In addition to updates at each Board meeting by operating management regarding any significant operational or environmental matters,
management provides the Board with an annual update on environmental matters by the Company s Chief Environmental Compliance
Officer in connection with a presentation by the Company s Senior Vice President of Engineering on the Company s proposed capital
spending plans.

Code of Ethics

The Company maintains a Code of Ethical Business Conduct for its directors, officers and employees, including the Company s Chief
Executive Officer, Chief Financial Officer and Chief Accounting Officer, as defined by the rules adopted by the SEC pursuant to Section 406(a)
of the Sarbanes-Oxley Act of 2002. The Code of Ethical Business Conduct covers a number of important subjects, including: conflicts of
interest; corporate opportunities; fair dealing; confidentiality; protection and proper use of Company assets; compliance with laws, rules and
regulations (including insider trading laws); and encouraging the reporting of illegal or unethical behavior. Copies of the Company s Code of
Ethical Business Conduct can be obtained free of charge from the Corporate Governance portion of the Investor Relations section of the

Company s websitewww.aquaamerica.com. The Company intends to post amendments to or waivers from the Code of Ethical Business
Conduct (to the extent applicable to the Company s executive officers, senior financial officers or directors) on its website.

Policies and Procedures for Approval of Related Person Transactions

The Board has a written policy with respect to Related Person Transactions to document procedures pursuant to which such transactions are
reviewed, approved or ratified. The policy applies to any transaction in which (1) the Company is a participant, (2) any related person has a
direct or indirect material interest and (3) the amount involved exceeds $120,000, but excludes certain types of transactions in which the related
person is deemed not to have a material interest.

Under this policy, a related person means: (a) any person who is, or at any time since the beginning of the
Company s last fiscal year was, a director, an executive officer or a director nominee; (b) any person known to be the
beneficial owner of more than 5% of any class of the Company s voting securities; (c) any immediate family member
of a person identified in items (a) or (b) above, meaning such person s spouse, parent, stepparent, child, stepchild,
sibling, mother- or father-in-law, son- or daughter-in-law, brother- or sister-in-law or any other individual (other than
a tenant or employee) who shares the person s household; or (d) any entity that employs any person identified in (a),
(b) or (c) or in which any person identified in (a), (b) or (c) directly or indirectly owns or otherwise has a material
interest.
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The Corporate Governance Committee, with assistance from the Company's General Counsel, is responsible for reviewing, approving and
ratifying any related person transaction. In its review and approval or ratification of related person transactions (including its determination as to
whether the related person has a material interest in a transaction), the Corporate Governance Committee will consider, among other factors:

o the nature of the related person s interest in the transaction;

e the material terms of the transaction, including, without limitation;

e the amount and type of transaction;

e the importance of the transaction to the related person;

e the importance of the transaction to the Company;

e whether the transaction would impair the judgment of a director or executive officer to act in the best interest of the Company; and

e any other matters the Corporate Governance Committee deems appropriate.

The Corporate Governance Committee intends to approve only those related person transactions that are in, or are not inconsistent with, the best
interests of the Company and its shareholders.

As noted under Director Independence on page 14, the Company had an existing relationship with the law firm that Mr. Holland joined as a
partner in 2008. Most of the legal services provided by that law firm to the Company relate to regulatory matters for the Company s New Jersey
subsidiaries and do not involve services by Mr. Holland. Because the legal services provided to the Company exceed $120,000, the relationship
between the Company and the law firm constitutes a related person transaction. Prior to nominating Mr. Holland for appointment to the Board of
Directors, the Corporate Governance Committee reviewed the relationship between the Company and the law firm pursuant to the Company s
Related Person Transaction Policy and concluded that the relationship was in the best interests of the Company since the attorneys performing
most of that work had been handling regulatory matters for the Corporation s New Jersey subsidiary for several years prior to Mr. Holland
joining the firm.

Board and Board Committees

The Board of Directors held seven meetings in 2011. The Company s Bylaws provide that the Board of Directors, by resolution adopted by a
majority of the whole Board, may designate an Executive Committee and one or more other committees, with each such committee to consist of
two or more directors. The Board of Directors annually elects from its members the Executive, Audit, Executive Compensation and Corporate
Governance Committees. The Board may also from time to time appoint an ad hoc Finance Committee to approve the terms of the Company s
financings. The Retirement and Employee Benefits Committee, which is comprised of senior management of the Company, reports periodically
to the Board of Directors. Ms. Carroll serves as an advisor to the Retirement and Employee Benefits Committee. Each director attended at least
75% of the aggregate of all meetings of the Board and the Committees on which each such director served in 2011. The Board of Directors
encourages all directors to attend the Company s Annual Meeting of Shareholders. All the directors were in attendance at the 2011 Annual
Meeting of Shareholders.
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Each of the standing Committees of the Board of Directors operates pursuant to a written Committee Charter. Copies of these Charters can
be obtained free of charge from the Corporate Governance portion of the Investor Relations section of the Company s website,

www.aquaamerica.com.

The current members of the standing Committees of the Board of Directors are as follows:

Executive Committee Executive Compensation Committee Audit Committee
Nicholas DeBenedictis* William P. Hankowsky* Lon R. Greenberg*
Richard H. Glanton Lon R. Greenberg Richard L. Smoot
William P. Hankowsky Ellen T. Ruff William P. Hankowsky
Lon R. Greenberg Andrew J. Sordoni, 11T

Corporate Governance Committee
Richard H. Glanton*

Mary C. Carroll

Mario Mele

* Chairman

Executive Committee. The Company s Bylaws provide that the Executive Committee shall have and exercise all of the authority of the Board
in the management of the business and affairs of the Company, with certain specified exceptions. The Executive Committee is intended to serve
in the event that action by the Board of Directors is necessary or desirable between regular meetings of the Board, or at a time when convening a
meeting of the entire Board is not practical, and to make recommendations to the entire Board with respect to various matters. The Executive
Committee met twice in 2011. The Executive Committee currently has four members, and the Chairman of the Board of Directors serves as
Chairman of the Executive Committee.

Audit Committee. The Audit Committee is composed of four directors, whom the Board of Directors has affirmatively determined meet the
standards of independence required of audit committee members by the NYSE listing requirements and applicable SEC rules. Based on a review
of the background and experience of the members of the Audit Committee, the Board of Directors has determined that all members of the Audit
Committee are financially literate and are audit committee financial experts within the meaning of applicable SEC rules. The Audit Committee
was required to meet at least four times during the year and met four times during 2011. The Audit Committee operates pursuant to a
Board-approved charter which states its duties and responsibilities. The primary responsibilities of the Audit Committee are to monitor the
integrity of the Company s financial reporting process and systems of internal controls, including the review of the Company s annual audited
financial statements, and to monitor the independence of the Company s independent registered public accounting firm. The Audit Committee
has the exclusive authority to select, evaluate and, where appropriate, replace the Company s independent registered public accounting firm.
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The Audit Committee has considered the extent and scope of non-audit services provided to the Company by its independent registered
public accounting firm and has determined that such services are compatible with the independent registered public accounting firm maintaining
its independence. For more information, see the Audit Committee Report on page 56.

Executive Compensation Committee. The Executive Compensation Committee is composed of three directors, whom the Board of Directors
has affirmatively determined are independent directors as defined by the NYSE listing requirements. The Executive Compensation Committee
operates pursuant to a Board-approved charter which states its duties and responsibilities. The Executive Compensation Committee has the
power to, among other things, administer and make awards under the Company s equity compensation plans. The Executive Compensation
Committee reviews the recommendations of the Company s Chief Executive Officer as to appropriate compensation of the Company s executive
officers (other than the Chief Executive Officer) and determines the compensation of such executive officers. The Committee reviews and
recommends to the Board of Directors the compensation for the Company s Chief Executive Officer, which is subject to final approval by the
Board of Directors. The Executive Compensation Committee held five meetings in 2011.

Corporate Governance Committee. The Corporate Governance Committee is composed of three directors, whom the Board of Directors has
affirmatively determined are independent directors as defined by the NYSE listing requirements. The Corporate Governance Committee
operates pursuant to a Board-approved charter which states its duties and responsibilities, which include identifying and considering qualified
nominees for directors, developing and periodically reviewing the Corporate Governance Guidelines by which the Board of Directors is
organized and executes its responsibilities. The Corporate Governance Committee advises the Board of Directors on executive selections and
succession, including ensuring that there is a succession plan for the Chief Executive Officer and such other senior executives as determined by
the Corporate Governance Committee. In addition, the Chairman of the Corporate Governance Committee and lead independent director
conducts corporate governance discussions in executive sessions with the Board of Directors. The Corporate Governance Committee also
reviews and approves, ratifies or rejects related person transactions under the Company s written policy with respect to related person
transactions. The Corporate Governance Committee met four times during 2011.
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OWNERSHIP OF COMMON STOCK

The following table sets forth certain information as of March 12, 2012 with respect to shares of Common Stock of the Company
beneficially owned by: (1) each person known to the Company to be the beneficial owner of more than 5% of the Common Stock of the
Company; (2) each director, nominee for director and executive officer named in the Summary Compensation Table; and (3) all directors,
nominees and executive officers of the Company as a group. This information has been provided by each of the directors, executive officers and
nominees at the request of the Company or derived from statements filed with the SEC pursuant to Section 13(d) or 13(g) of the Exchange Act.
Beneficial ownership of securities as shown below has been determined in accordance with applicable guidelines issued by the SEC. Beneficial
ownership includes the possession, directly or indirectly, through any formal or informal arrangement, either individually or in a group, of voting
power (which includes the power to vote, or to direct the voting of, such security) and/or investment power (which includes the power to dispose
of, or to direct the disposition of, such security).

Shared voting Amount and Percent
Name and Address Sole voting and sole and shared Nature of of
investment power investment Beneficial Class
of Beneficial Owner (§)) power Ownership 2)
1) Certain beneficial owners:
BlackRock, Inc. (3) 8,593,279 - 8,593,279 6.18%

40 East 52" Street
New York, NY 10022

2) Directors (including nominees) and named executive officers:

Mary C. Carroll 20,279 3,784 (4) 24,063 |
Nicholas DeBenedictis 884,895 299,046 (5) 1,183,942 *
Christopher H. Franklin 107,892 107,892 |
Richard H. Glanton 8,742 8,742 *
Lon R. Greenberg 10,000 6,200 (6) 16,200 3
William P. Hankowsky 12,860 12,860 *
Wendell F. Holland 0 0 |
Karl M. Kyriss 100,608 14,011 (7) 114,620 *
Mario Mele 11,000 15,582 (8) 26,582 |
Ellen T. Ruff 9,000 9,000 *
David P. Smeltzer 175,141 23,916 (9) 199,057 |
Richard L. Smoot 20,000 20,000 *
Andrew J. Sordoni 52,686 12,536 (10) 65,222 |
Roy H. Stahl 209,550 20,000 (11) 229,550 *
3) All directors, nominees and executive officers as a group (15 persons)
1,725,228 (12) 418,325 (13) 2,143,553 1.54%

® Less than 1%

(1)  Includes shares held under the Company's 401(k) Plan as applicable. Also includes the following number of shares issuable upon exercise
of outstanding stock options exercisable on or before May 31, 2012: 429,317 shares issuable to Mr. DeBenedictis; 149,331 shares
issuable to Mr. Stahl; 132,497 shares issuable to Mr. Smeltzer; 86,297 shares issuable to Mr. Kyriss; and 79,943 shares issuable to Mr.
Franklin.
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Percentage of ownership for each person or group is based on 139,043,871 shares of Common Stock outstanding as of March 12, 2012.
For each beneficial owner, the shares include all shares issuable to such person or group upon exercise of outstanding stock options
exercisable within 60 days of that date.

The information for BlackRock, Inc. was obtained from the Schedule 13G/A filed by BlackRock, Inc. with the SEC on February 13,
2012.

The shareholdings indicated are owned of record by Ms. Carroll's husband.

The shareholding indicated include 109,250 shares held jointly with Mr. DeBenedictis wife. The shareholdings indicated also include
189,797 shares owned by Mr. DeBenedictis' wife, including 126,002 shares in two trusts for which his wife is trustee.

The shareholdings indicated are owned jointly with Mr. Greenberg's wife.
The shareholdings indicated are owned jointly with Mr. Kyriss' wife.

The shareholdings indicated include 3,666 shares owned by the Fidelio Foundation for which Mr. Mele is trustee, 7,916 shares owned
by Dental Delivery Systems, Inc. of which Mr. Mele is President and 4,000 shares owned by Mele Brothers Realty of which Mr. Mele is
partner.

The shareholdings indicated are owned jointly with Mr. Smeltzer's wife.

The shareholdings indicated include 2,000 shares owned of record by Mr. Sordoni's wife and 10,536 shares owned by a trust for the
benefit of Mr. Sordoni's children and with respect to which Mr. Sordoni's wife is trustee.

The shareholdings indicated are owned jointly with Mr. Stahl's wife.

The shareholdings indicated include 959,880 shares issuable to such group upon exercise of outstanding stock options exercisable on or
before May 12, 2012.

The shareholdings indicated include 418,325 shares (i) held in joint ownership with spouses, (ii) held as custodian for minor children,
(iii) owned by family members or (iv) in trusts for adult children.
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EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Executive Summary

Our executive compensation program is intended to attract, retain and motivate a talented management team and appropriately reward them
for their accomplishments in fulfilling our objectives with respect to our various stakeholders. Our program consists of a combination of
short-term and long-term compensation vehicles and a substantial portion of the named executive officers total direct compensation comes from
incentive compensation as shown in the tables below. We believe that the types of compensation vehicles we use and the relative proportion of
the named executive officers total compensation represented by these vehicles is consistent with current competitive compensation practices. We
measure the competitiveness of our program for our executive officers against the median compensation for comparable positions at other
companies in our benchmark market. Since compensation levels are typically aligned with a company s revenues, we adjust the Company s
revenues in the manner described below to align with the companies in the benchmark market and size-adjust the market data using regression
analysis to determine the market rates for our named executive officer positions. Our goal is to provide total direct compensation that is
competitive with the market rates for each named executive officer. The total target direct compensation for each of our named executive
officers was below the median of the benchmark market for each of their positions at the beginning of 2012.

In this Compensation Discussion and Analysis, we address the compensation paid or awarded to our executive officers listed in the Summary
Compensation Table that immediately follows this discussion. We refer to these executive officers as our named executive officers. As used in
this Compensation Discussion and Analysis, the total of base salary and annual cash incentive compensation is referred to as total cash
compensation and the total of base salary, annual cash incentive compensation and equity incentive compensation is referred to as total direct
compensation.

As part of the program to provide for an appropriate alignment of pay for performance, we consider the ratio of performance-based
compensation to the executive s total direct compensation and, with respect to the equity incentives, the ratio of performance-based to time-based
equity incentive awards. The table below shows the portion of each named executive officer s 2011 total direct compensation that is considered
performance-based (i.e. annual cash incentives and performance-based equity incentives).

Total Percentage

2010 Cash Performance- Performance-
Incentive Peformance Restricted Stock based Restricted Performance-based based

Name Salary Paid in 2011 Units Units Stock Units Restricted Stock  Compensation

N. DeBenedictis 18% 22% 11% - 15% 34% 82%

D. Smeltzer 43% 26% 21% 10% - 0% 47%

R. Stahl 43% 26% 21% 10% - 0% 46%

K. Kyriss 50% 22% 19% 10% - 0% 41%

C. Franklin 47% 26% 18% 9% - 0% 44%

The information in the table above differs from the information in the Summary Compensation Table on page 36 in that it excludes amounts
from the Changes in Pension Value and Non-qualified Deferred Compensation Earnings and All Other Compensation because these amounts are
not considered in establishing the named executive officers annual total cash compensation and total direct compensation and some of the
amounts in those columns in the Summary Compensation Table can vary significantly from year to year.
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With respect to the annual equity incentive awards, the table below shows the portion of the 2011 equity incentive awards for each named
executive officer that are performance-based.

Percentage of
Total Grant Date
Fair Value of
2011 Equity
Incentives that
are Performance-

Name based
N. DeBenedictis 100%
D. Smeltzer 66%
R. Stahl 66%
K. Kyriss 66%
C. Franklin 66%

In evaluating the pay for performance alignment, the Company focuses primarily on the financial factors that we believe are important to our
investors and other stakeholders and that management has the best opportunity to impact through their efforts on behalf of the Company.
Accordingly, the Company s net income and earnings before income taxes and depreciation are the metrics used in the determination of the
annual cash incentives, earnings per share is the metric used in determining the amount to be realized from 50% of the performance share units
and operating income is the metric used in the determining the vesting of performance-based restricted stock and restricted stock units. The
three-year compound annual growth rate ( CAGR ) for these metrics as well as the growth in the Company s dividend through fiscal year 2011 are
as follows:

FINANCIAL PERFORMANCE DATA

3-year

CAGR
Revenues 6%
EBITD 9%
Operating Income 10%
Earnings per Share 15%
Dividends 7%

Finally, it should be noted that the Total Compensation in the Summary Compensation Table on page 36 for Mr. DeBenedictis, the
Company s Chief Executive Officer, who reached aged 65 in September 2010, includes a one-time grant of 57,000 shares of restricted stock in
2010 in connection with Mr. DeBenedictis entry into an Employment Agreement to continue to serve as Chief Executive Officer beyond his
normal retirement date through January 2013 and a one-time grant of 50,000 shares of restricted stock in 2011 in connection with the Company s
request that Mr. DeBenedictis further extend the term of his Employment Agreement to June 30, 2015.
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Objectives of Aqua America s Compensation Program

Our executive compensation program is designed to motivate our executives to achieve our goals of providing our customers with quality,
cost-effective and reliable water and wastewater services and providing our shareholders with a long-term, positive return on their investment.

Toward that end, our compensation program is designed to meet the following objectives:

e provide compensation levels that are competitive with those provided by other companies with which we may compete for executive
talent;

e motivate executives to achieve annual customer service-oriented objectives and strategic business initiatives and reward them for their
performance in achieving these objectives and initiatives;

e create a strong link between the compensation of our executives and our financial performance and shareholder value; and

e retain executives of significant abilities.

In administering the executive compensation program, the Executive Compensation Committee (the Compensation Committee ) attempts to
strike an appropriate balance among the elements of our compensation program to achieve the objectives described above. Each of the elements
of the program is discussed in greater detail below. In reviewing the Company s overall compensation program in the context of the risks
identified in the Company s enterprise risk management processes, the Compensation Committee does not believe that the risks the Company
faces are materially increased by the Company s compensation programs and, therefore, the Compensation Committee does not believe that the
program creates a reasonable likelihood of a material adverse effect on the Company.

Elements of Aqua America s Compensation Program

Our executive compensation program is composed of the following six elements, which we believe are important components of a
well-designed, balanced and competitive compensation program:

e Base Salary

e Annual Cash Incentive Awards (referred to as Non-Equity Incentive Plan Compensation in the Summary Compensation Table on page
36)

e Equity Incentives and stock ownership guidelines
e Retirement Benefits
e Non-Qualified Deferred Compensation Plans

e Change-in-Control Agreements
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We utilize these six elements to achieve the objectives of our compensation program as follows:

e competitively benchmarked base salaries are designed to attract and retain executives consistent with their talent and experience,
market-based salary increases are designed to recognize the executive s performance of their duties and responsibilities, and
promotions and related salary increases are designed to encourage executives to assume increased job duties and responsibilities;

e annual cash incentive awards are intended to reward executives and other employees for improving the quality of service to our
customers, controlling the cost of service to our customers by managing expenses and improving performance, achieving economies of
scale by the acquisition of additional water and wastewater systems that can benefit from our resources and expertise, disposing of
under-performing systems where appropriate and enhancing our financial viability and performance by the achievement of annual
objectives;

e stock ownership guidelines are designed to focus executives on the long-term performance of the Company and align the interests of
our executives with our shareholders by encouraging executives to maintain a significant ownership interest in the Company. Equity
incentives are designed to reward executives and other employees for (1) enhancing our financial health, which also benefits our
customers, (2) improving our long-term performance through both revenue increases and cost control, and (3) achieving increases in
the Company s equity and in absolute shareholder value and shareholder value relative to peer companies, as well as helping to retain
executives due to the longer term nature of these incentives;

e retirement benefits are intended to assist executives and other employees to provide income for their retirement;

e our non-qualified deferred compensation plan is designed to allow eligible executives to manage their financial and tax planning and
defer current income until a later date, either following retirement or another separation from employment; and

e change-in-control agreements with selected executive officers are designed to promote stability and dedication to shareholder value in
the event of a fundamental transaction affecting the ownership of the Company and to enable the executives to evaluate such a
transaction impartially.

Benchmarking Competitive Compensation and the Role of the Compensation Committee s Consultant

The Compensation Committee has retained Pay Governance LLC ( Pay Governance orthe consultant ), a nationally-recognized compensation
consulting firm, as the Compensation Committee s consultant to assist it in designing and assessing the competitiveness of our executive
compensation program. Annually, the Compensation Committee has the consultant develop a market rate for base salary, total cash
compensation and total direct compensation for each of the named executive officer positions, including the allocation between cash
compensation and equity incentives. Each market rate represents the compensation level that would be paid to a hypothetical, seasoned
performer in a position having similar responsibilities and scope, in an organization of similar size and type as the Company.
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In developing the market rates for the named executive officers in 2011, the Compensation Committee s consultant used compensation data
from all 56 of the investor-owned utilities in the utility industry database used by the consultant to determine the market rates for the named
executive officers. In prior years, the consultant utilized compensation data from all the investor-owned utilities included in the utility industry

database used by the consultant, but also used data from water companies participating in the independent water utility compensation survey and
data from approximately 750 companies included in the general industry database used by the consultant. The Compensation Committee
believes that utilizing the data from only utility companies and adjusting the Company s revenues as described below to better align the
Company s data with the data in the utility industry database, provides a more appropriate comparison for determining the market rates for the
Company s named executive officers given that we are a utility company. This contrasts with our past practice of including data from non-utility
general industry companies with respect to the equity component of compensation. Also, due to the relatively limited number of investor-owned
water utility companies of the Company s size, the Compensation Committee believes that using the broader utility market data provides
reasonable and reliable data for determining competitive compensation levels. All 56 companies in the utility industry database used by the
consultant are listed in Appendix A to this Proxy Statement. The Company has no involvement in the selection of the companies that are
included in the database used by the consultant. Each company listed in Appendix A was used in the development of the market rates for 2011,
as described in this paragraph. The Company, the Compensation Committee and Pay Governance are mindful that compensation levels for
executives of companies are typically aligned with a company s size as defined by revenues. In other words, executives in companies with higher
revenues are generally paid more than executives with comparable positions in companies with lower revenues. The Compensation Committee
and Pay Governance have concluded that the Company s revenues under-represent the complexity and scope of the Company s business given the
Company s low cost of goods sold relative to energy-based utilities. The cost of goods sold as a percentage of revenues is significant for
energy-based utilities due to their fuel, gas and other power costs. These commodity costs are subsequently recovered through the revenues of
the energy-based utilities as they are ultimately passed through to the customer. The Company, like other water utilities, does not have a
comparable commodity cost. The purpose of the adjusted revenue analysis is to create a consistent comparison to the compensation data in the
utility database used by the consultant by estimating the revenue that the Company would earn if its cost of goods sold was in similar proportion
to that of energy-based utilities. In order to determine a factor by which to adjust the Company s annual revenues, the Compensation Committee
recommended that the consultant analyze the income statements of a sample of delivery-focused (i.e. non-power generating) utilities, chosen by
the consultant with no input from the Company, to develop a typical cost of goods sold factor attributable to commodity costs.

The consultant s analysis determined that the commodity costs of the cost of goods sold averaged 55% of revenues for these companies and
calculated what the Company s adjusted revenues would be using this factor. Since there are certain complexities associated with procuring these
commodities at the energy-based utilities, the consultant recommended, and the Compensation Committee agreed, that it would be appropriate to
discount the market rates generated by the adjusted revenue methodology. Thus, it was agreed that the Company average the market data
produced using the Company s adjusted revenue scope with market data generated using the Company s actual revenue scope in determining the
market rates for the Company s executives.

-32-

35



Edgar Filing: AQUA AMERICA INC - Form DEF 14A

Because the companies listed in Appendix A vary widely in terms of revenues, the independent compensation consultant used regression
analysis to size-adjust the benchmark data for each named executive officer s revenue responsibility using the Company s actual and adjusted
revenues, where possible, and averaging the results to determine market rates for base salary, total cash compensation and total direct
compensation for each named executive officer. Tabular data were used where regression data were unavailable due to insufficient correlation
and/or limited sample size to ensure the accuracy of the regression analysis. Regression analysis is an objective calculation that identifies a
relationship between one variable (in this case, total cash compensation, equity incentives and total direct compensation) and another variable
that is related to it (in this case, total company revenues). Therefore, in developing the market rates for total cash compensation, equity
incentives and total direct compensation, the independent compensation consultant uses regression analysis to determine what the companies in
Appendix A would pay at the median for positions comparable to those of the Company s named executive officers.

The Compensation Committee considers target total direct compensation levels that are within a range of 15% of the market rates developed
by the consultant for each position to be competitive. Variances within this range can be a result of performance, experience and other factors.
At the beginning of 2012, the average of the target total cash compensation for the Company s five named executive officers was 7.8% below the
competitive benchmark, and the average of the target total direct compensation for the Company s five named executive officers was 6.2% below
the competitive benchmark. Payouts of prior cash incentives and changes in the value of equity incentives granted in previous years are not
taken into account in determining the amounts of current awards because annual incentives are intended to reward annual performance and the
Compensation Committee makes grants of equity incentives based on their grant date value and the applicable competitive benchmarks for each
named executive officer s position.

Pay Governance, the Compensation Committee s consultant, provides no other services to the Company other than serving as the
Compensation Committee s compensation consultant. The Compensation Committee has concluded that Pay Governance is an independent
consultant to the Compensation Committee.

Determination of Actual Compensation

The Compensation Committee determines the actual amount of each element of annual compensation to award to the Company s executive
officers, including the named executive officers, with the goal of having the target total direct compensation opportunity for the executive
officers generally within a range of 15% above or below the market rate for their position over time. We emphasize pay for performance,
especially for our higher-level executives. Therefore, the named executive officers tend to receive a sizable portion of their total annual
compensation from annual cash incentives and equity incentives. In addition, the percentages of total direct compensation represented by base
salary, annual cash incentive opportunities and equity incentives for the named executive officers are generally in line with the percentages
represented by these elements of total direct compensation for the competitive market rate benchmarks.
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Base Salary

A competitive base salary is necessary to attract and retain a talented and experienced workforce. Actual salaries for the named executive
officers are determined by the Compensation Committee by considering both the market rate for the position and internal equity with both the
other named executive officers and other employees in the Company. The Compensation Committee s goal is to maintain base salaries generally
within a range of 15% above or below the market rate over time for each of the named executive officers, although deviations from this goal
may occur due to promotions, the executive s performance and the time the executive has been in a particular salary grade. Base salaries are
considered for adjustment annually and adjustments are based on general movement in external salary levels, changes in the market rate for the
named executive officers positions, individual performance, internal equity and changes in individual duties and responsibilities. For 2011, the
salary increases for the named executive officers averaged 7.1%, but were still, on average, 3% below the market rate for the named executive
officers after the increase.

Annual Cash Incentive Awards

Annual cash incentives under the Annual Cash Incentive Compensation Plan are intended to motivate management to focus on the
achievement of annual objectives that will, among other things, improve the level of service to our customers, control the cost of service and
enhance our financial performance. The annual cash incentive portion of the compensation package is based on a target incentive award for each
executive, which is stated as a percentage of their base salary. The Compensation Committee selects a target annual incentive percentage for
each executive so that the executive s target total cash compensation, consisting of base salary and target annual cash incentive, when combined
with the executive s target equity incentives, is generally in a range of 15% above or below the total direct compensation for the market rate for
that position. The target incentive award for 2011 as a percentage of base salary for each of the named executive officers was: Nicholas
DeBenedictis 75%; David P. Smeltzer 45%; Roy H. Stahl 40%; Karl M. Kyriss 40%; and Christopher H. Franklin 40%.

Actual annual incentive awards for executive officers are calculated using the following formula:
Salary x Target Incentive Percentage x Company Factor x Individual Factor

The Company Factor is a percentage based on the performance of the Company, or the appropriate business unit of the Company, against an
annual financial target.

The Individual Factor is a percentage based on the executive s performance against individual objectives established separately for each
executive each year.
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The Company Factor ranges from 35%, if 75% of the annual financial performance target is achieved, to 125%, if 110% or more of the

annual financial target is achieved. The Company Factor will be 0% if the Company and business unit does not achieve at least 75% of the
annual financial performance target. The scale for determining the Company Factors is as follows:

Percent of Target Company Factor
Threshold <75% 0%

75 35

80 40

85 45

90 60

95 80

100 100

105 110
Maximum>110 125

We feel that this approach strikes a reasonable balance between pay for performance and encouraging our management team to make

appropriate decisions for the longer-term interest of the Company. For the period of 2009 through 2011, the Company Factors for the executives
have ranged from 73% to 120%.

The financial performance target for determining the Company Factor for executives with overall corporate responsibilities is Aqua
America s budgeted annual net income. The financial performance target for executives with operating unit responsibilities is a combination of
Aqua America s budgeted annual net income and the budgeted annual earnings before interest, taxes and depreciation ( EBITD ) of the executive s
particular operating unit or units. By tying the Company Factor for executives with operating unit responsibilities primarily to the financial
performance of their operating unit or units, we believe that the operating executives will have a closer correlation between their actions and the
Company Factor component of their annual cash incentive compensation. EBITD was chosen as the appropriate financial measure for operating
unit executives since these executives do not have direct responsibility for decisions affecting interest, taxes and depreciation charges. In the
case of both the net income and EBITD measures, adjustments may be made to actual results to reflect the impact of unbudgeted extraordinary
gains or losses, changes in accounting principles and other factors as designated by the Compensation Committee.

The 2011 Company Factor for the named executive officers was determined based on the following weighting of the applicable financial
measures:

Aqua Midwest and

America Southern
Net Northeast Division
Income Division EBITD EBITD

Nicholas DeBenedictis 100% - -

David P. Smeltzer 100% - -

Roy H. Stahl 100% - -

Karl M. Kyriss 20% 80% -

Christopher H. Franklin 20% - 80%
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For purposes of determining the Company Factor for 2011, the range of 75% to 110% of Aqua America s net income and business unit
EBITD was as follows:

2011
Aqua America Net income $98,295,750 to $144,167,100
Northeast EBITD $227,767,500 to $334,059,000
Midwest and Southern EBITD $80,597,250 to $118,209,300

The following table shows (1) the 2011 100% Company Factor Amount, (2) the 2011 Actual Company Factor Amount and (3) the Resulting
2011 Company Factor for each named executive officer for purposes of calculating the 2011 annual cash incentive award paid in 2012. The

2011 100% Company Factor Amount represents the amount required for the named executive officer to achieve a Resulting Company Factor of
100%.

2011 100% 2011 Actual Resulting
Company Factor ~ Company Factor 2011 Company
Target Amount Amount Factor
(in $000) (in $000)

N. DeBenedictis 131,061! 136,957! 109%

D. Smeltzer 131,061! 136,957! 109%

R. Stahl 131,061! 136,957! 109%

K. Kyriss 303,690? 292,7522 91%

C. Franklin 107,4633 111,239 107%

! Weighted 100% Aqua America 2011 Net Income

2 Weighted as follows: 20% Aqua America 2011 Net Income and 80%
Northeast Division 2011 EBITD

3 Weighted as follows: 20% Aqua America 2011 Net Income and 80%
Midwest and Southern Divisions 2011 EBITD

The Individual Factor ranges from 0% to 150% and is determined based on the individual executive s performance against separate objectives
established for each executive each year, along with discretionary points based on the individual s performance. Each named executive officer
has approximately ten individual objectives each year. The Compensation Committee approves the objectives for the Chief Executive Officer,
and the Chief Executive Officer approves the objectives and point weighting for each objective for the other executive officers. The other
executives must achieve objectives with a point rating of at least 70 points to be eligible to receive an annual cash incentive award and the
maximum points that an executive can achieve based on the executive s performance against his or her objectives is 110 points. Up to 40
discretionary points can be awarded for exceptional performance or for achievements on matters not covered by the executive s original
objectives, for a maximum total Individual Factor of 150%. For the Chief Executive Officer, the Individual Factor is based on the overall
assessment by the Compensation Committee and the Board of Directors of his achievements with respect to his objectives with a maximum of
150 points for all the objectives combined. Thus, the maximum Individual Factor rating he can achieve is 150% based on achieving all of his
objectives for the year as determined by the Compensation Committee.
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The individual annual objectives established for the executive officers, including the named executive officers, will vary depending on their
primary areas of responsibility, but the majority of the objectives can be categorized into common areas of emphasis. These common areas of
emphasis are customer growth and strategy, improving customer service, cost control, performance improvement, compliance and revenue
improvement. The Company considers the executive officers annual objectives achievable, but challenging. The individual objectives for the
named executive officers in 2011 focused on the following areas:

Nicholas DeBenedictis

e Strategic planning

e Succession planning

e Customer service

e Customer and revenue growth

e Capital planning / environmental compliance

e Managing controllable costs / operational efficiency
e Legislative / trade association priorities

e Investor Relations

David P. Smeltzer

e Rate case management

e Debt financing

e Operating cost control

e Sarbanes-Oxley Act compliance
e Strategic tax initiatives

Roy H. Stahl

e Outside legal expense control

e Retirement plan investment management
e Compensation plan design

e Litigation and claims management

e Operating cost control

Karl M. Kyriss

e Operational efficiencies

e Capital project and budget management
e Organizational change management

e Customer and revenue growth

e Labor relations management

Christopher H. Franklin

e Customer and revenue growth

e Water quality

e Operational efficiencies

e Organizational change management
e Operating cost control

e Environmental compliance
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For the period of 2009 through 2011, the Individual Factors achieved by the executives based on their performance against their objectives
and discretionary points have ranged from 112% to 145%. The Individual Factors for the named executive officers for 2011 were: Nicholas
DeBenedictis  145%; David P. Smeltzer 120%; Roy H. Stahl = 135%; Karl M. Kyriss 120% and Christopher H. Franklin  125%.

Actual cash incentive awards under the Annual Cash Incentive Compensation Plan for the named executive officers are determined based on
the applicable Company Factor, certified by the Company s Chief Financial Officer, and each executive officer s Individual Factor. For the Chief
Executive Officer, the Board of Directors reviews and approves his Individual Factor based on the Compensation Committee s assessment of the
Chief Executive Officer s performance against his objectives. For the other named executive officers, the Compensation Committee reviews and
approves the Individual Factors based on the Chief Executive Officer s assessment of the named executive officers performance against their
objectives and possible discretionary points recommended by the Chief Executive Officer. Regardless of Aqua America s financial performance,
the Compensation Committee retains the authority to determine the final Company Factor, and the actual payment and amount of any annual
cash incentive award is always subject to the discretion of the Compensation Committee. The Compensation Committee has not exercised this
discretion to grant an annual cash incentive to a named executive officer outside of the provisions of the Plan or to deny a cash incentive award
to a named executive officer that was otherwise earned under the Plan.

Based on the above-described factors, the following table shows the target annual cash incentive and the actual annual cash incentive
approved by the Compensation Committee for 2011 for the named executive officers. The target annual cash incentive is calculated assuming a
100% Company Factor and a 100% Individual Factor for each of the named executive officers, except the Chief Executive Officer, for whom the
target assumes a 150% Individual Factor based on how the Compensation Committee assesses his overall performance as described above.

2011 Target 2011 Total
Cash Incentive Actual Cash
$) Incentive ($)

N. DeBenedictis 691,875 729,006

D. Smeltzer 139,500 182,466

R. Stahl 122,000 179,523

K. Kyriss 104,000 113,568

C. Franklin 102,000 136,425

Equity Incentives

Our use of equity incentives is intended to reward executives and other employees for (1) enhancing our financial health, which also benefits
our customers, (2) improving our long-term performance through both revenue increases and cost control, and (3) achieving increases in the
Company s equity and shareholder value, as well as helping to retain executives due to the longer term nature of these incentives Under the terms
of our 2009 Omnibus Equity Compensation Plan, the Compensation Committee and the Board of Directors may grant stock options, dividend
equivalents, stock units, stock awards, stock appreciation rights and other stock-based awards to officers, directors, key employees and key
consultants of Aqua America and its subsidiaries who are in a position to contribute materially to the successful operation of our business.
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As part of its review of the total compensation package for our executives, the Compensation Committee annually reviews our equity
incentive compensation program. Starting in 2011, the Compensation Committee began using a combination of performance units and restricted
stock units to better link the named executive officer s long-term incentive compensation to performance enhancements that result in increased
shareholder value and enhance our long-term financial stability, which also benefits our customers, and to help retain executives.

We aim to strike a balance between the incentive and retention goals of our equity grants. All of the equity grants to our Chief Executive
Officer are subject to performance goals, as described below. For our other named executive officers, two-thirds of their equity grant is in the
form of performance share units, with the performance metrics described below, and one-third are in the form of time-based restricted share
units.

Annual restricted stock or restricted stock unit grants (together referred to as restricted stock) entitle the grantee to receive the number of
shares granted at the end of a given period of time, or in increments over a period of years on the anniversaries of the grant date, provided the
grantee remains an employee of the Company, unless separation is due to death, disability, retirement or termination following a Change in
Control. For annual restricted stock grants to the named executive officers, dividends or dividend equivalents on the restricted stock are
accumulated and paid when the shares of restricted stock vest. For the 2011 annual grant of restricted stock to the Chief Executive Officer,
vesting is subject to achievement of a year-over-year increase in the Company s operating income in 2011 or 2012. For the restricted stock grants
to the other named executive officers, vesting is not subject to performance criteria. Adjustments may be made to actual operating income results
to reflect the impact of unbudgeted gains or losses, certain non-cash charges arising from changes in accounting or fair value and other factors as
designated by the Compensation Committee.

Performance share or performance share unit grants (together referred to as performance shares) provide the grantee with the opportunity to
earn awards of shares based on performance against designated metrics. Participants are granted a target number of shares that can increase to
200% of the target or decrease to zero based on the Company s actual performance compared to the designated metrics. For the performance
share grants made by the Company in 2011, the period over which the Company s performance will be measured will be the three-year period of
2011 through 2013. Dividends on the performance shares will accrue and be paid at the end of the performance period based on the number of
shares actually earned, if any.

The metrics for the performance shares granted in 2011 are as follows:

e For 25% of the performance shares granted, the number of shares to be paid out at the end of the performance period will be
determined based on the Company s total shareholder return ( TSR ) over the performance period compared to the TSR for the
companies in the S&P Midcap Utility Index, based on the following table:

Percentile Ranking Payout as a % of
Versus Peers Target
90t 200%
50t 100%
30t 50%
Below 30% 0%
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e For another 25% of the performance shares granted, the number of shares to be paid out at the end of the performance period will be
determined based on the Company s TSR at the end of the performance period compared to the TSR for the six other large
investor-owned water companies (American Water Works Company, American States Water Company, Connecticut Water Service,

Inc., California Water Service Group, Middlesex Water Company and SJW Corporation), based on the following table:

Ordinal Ranking (including Payout as a % of Target
Aqua) Versus Peers (7 companies)!

I8t 200%

2nd 170%

3rd 130%

4th 100%

5th 50%

6th 0%

7th 0%

! The grant provides for alternative rankings if the number of investor owned water companies decreases.

e For the remaining 50% of the performance shares granted, the number of shares to be paid out at the end of the performance period
will be determined based on the Company s compound annual growth rate in earnings per share over the performance period, based on
the following table:

Aqua America Compound
Annual EPS Growth Rate

(2010-2013) Payout as a % of Target
10% 200%
9% 180%
8% 160%
7% 140%
6% 120%
5% 100%
4% 87.5%
3% 75%
2% 62.5%
1% 50%
0% 0%
_40 -
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Adjustments may be made to the actual earnings per share results to reflect the impact of unbudgeted gains or losses, certain non-cash
charges arising from changes in accounting or fair value and other factors as designated by the Compensation Committee.

The Compensation Committee bases its annual equity incentive awards for the executives on the competitive levels for these awards as
described above and does not consider any increase or decrease in the value of past equity incentive awards in making this decision. In
considering the number of equity incentive awards to be granted in total to all employees each year, the Compensation Committee considers the
number of equity incentive awards outstanding and the number of equity incentive awards to be awarded as a percentage of Aqua America s total
shares outstanding. The number of equity incentive awards granted annually to all employees has been less than 1.0% of Aqua America s total
shares outstanding.

Equity incentive awards are generally all made on the same grant date. It is our policy to make the grant date of equity compensation grants
the date that the Compensation Committee approves the grants, which is either the date of the Compensation Committee s meeting or the date of
the Board meeting following the Compensation Committee s meeting. The meeting dates for all Board and Compensation Committee meetings,
including the dates for the Compensation Committee to approve the equity grants is set in advance, subject to changes for scheduling conflicts,
and is independent of the timing of our disclosure of any material non-public information other than our normal annual earnings release.

Retirement Plans

Our qualified retirement plans are intended to provide competitive retirement benefits to help attract and retain employees. Our non-qualified
retirement plans are intended to: (1) provide executives with a retirement benefit that is comparable on a percentage of salary basis to that of our
other employees participating in our qualified pension plan by providing the benefits that are limited under current Internal Revenue Service
regulations; and (2) provide our Chief Executive Officer with a total retirement benefit based on 25 years of service at normal retirement age.
Starting in 2009, the Company began to fund the trust for the benefits under the non-qualified retirement plans using trust-owned life insurance.
An executive s retirement benefits under our qualified and non-qualified retirement plans are not taken into account in determining the executive
current compensation.

Non-qualified Deferred Compensation Plans

We maintain a non-qualified Executive Deferred Compensation Plan that allows eligible members of management to defer all or a portion of
their salary and annual cash incentives, which enables participants to save for retirement and other life events in a tax-effective manner. Deferred
amounts are deemed invested in one or more mutual funds selected by the participant under trust-owned life insurance policies on the lives of
eligible executives. In addition, in order to provide executives with the full Company matching contribution available to other employees,
executives who choose to defer up to six percent of their salary under one of Aqua America s 401(k) plans, but do not receive the full Aqua
America matching contribution under the plans due to the Internal Revenue Service regulations limiting the total dollar amount that can be
deferred under a 401(k) plan ($16,500 for 2009, 2010 and 2011), receive the portion of the Aqua America matching contribution that would
otherwise be forfeited by the executive as an Aqua America contribution into the Executive Deferral Plan. Effective January 1, 2009, the
Company began to fund the trust holding amounts deferred by the participants in the Executive Deferral Plan using trust-owned life insurance.

An executive s deferrals, Aqua America s contributions and earnings on deferrals and contributiomnider our non-qualified deferred
compensation plan are not taken into account in determining the executive s current compensation.
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Severance Plans

All salaried employees, including the named executive officers, are covered by our severance policy. The policy provides eligible
employees, subject to the terms of the policy, with a severance benefit of two weeks of the employee s weekly base salary per credited year of
service if the employee s employment is terminated because the employee s position is discontinued due to business conditions or a
reorganization and no comparable employment is available and offered to the employee. The policy provides a minimum severance benefit of
four weeks and a maximum benefit of 26 weeks of the employee s base weekly salary at the time of termination and a minimum of one month of
continued medical benefits and a maximum of six months of continued medical benefits following termination to eligible employees. Employees
must sign a general release in order to receive these severance benefits. These benefits are available to all eligible salaried employees.

Our Chief Executive Officer will be entitled to the benefits under his Employment Agreement described on page 47 if his employment is
terminated (a) by the Company without cause, (b) by the Chief Executive Officer for good reason or (c) by his death or disability as set forth in
the Employment Agreement, whether or not that termination occurs after a change-in-control.

Change-in-Control Agreements

We maintain change-in-control agreements with certain executives, including the named executive officers. These change-in-control
agreements are intended to minimize the distraction and uncertainty that could affect key management in the event we become involved in a
transaction that could result in a change in control of Aqua America and to enable the executives to impartially evaluate such a transaction.
Under the terms of these agreements, the covered executives are entitled to certain severance payments and a payment in lieu of the continuation
of benefits if they experience a termination of employment other than for cause, or in the event the executive resigns for good reason, as defined
in the agreements, within two years following a change-in-control of Aqua America. (See the description of Potential Payments Upon
Termination or Change-in-Control on pages 47 through 54.) These agreements are intended to induce the covered executives to remain with
Aqua America and to reinforce and encourage their continued attention and dedication to their duties and responsibilities in the event of a
possible change-in-control.

These change-in-control agreements are referred to as double trigger agreements since they only provide a benefit to executives whose
employment is terminated, or who have good reason to resign, following a change-in-control. These change-in-control agreements do not
provide any payments or benefits to the covered executives merely as a result of a change-in-control, although other benefits, such as the vesting
of equity incentives, may be triggered under our other plans as a result of a change-in-control. Only the agreement with our Chief Executive
Officer signed in 1992 includes a provision allowing him to receive the benefits under the agreement if he resigns within 12 months after a
change-in-control as a result of his determination that circumstances have changed with respect to Aqua America and he is no longer able to
effectively perform his duties and responsibilities. Because of the unique role of a chief executive officer in a corporation, we believe that such a
provision is appropriate. Each of the change-in-control agreements, except the agreement with the Chief Executive Officer, limit the amount of
the payments under the agreements to the Internal Revenue Service s limitation on the deductibility of these payments under Section 280G of the
Internal Revenue Code (the Code ). The agreement with the Chief Executive Officer does not contain this limitation and requires Aqua America
to reimburse him for certain tax impacts if the payments under his agreement exceed the Section 280G limit by at least 10%. See The Impact of
Tax Considerations on Executive Compensation Decisions on page 33. Payment under the Chief Executive Officer s agreement is, however,
contingent on his agreement to a 12-month non-compete agreement.
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The Company has determined that there will be no tax gross-ups in any new change-in-control agreements with executives in the future and
that all such agreements will be subject to the limitations under Section 280G of the Code.

We believe that the multiples of compensation and other benefits provided under the change-in-control agreements, as described on pages 47
through 49 are consistent with the multiples in the market. Executives who receive payments under their change-in-control agreements in
connection with their separation from employment following a change-in-control will not be entitled to any payments under our normal
severance policy, nor will our Chief Executive Officer be entitled to receive the separate severance payment under his Change in Control and
Severance Agreement for a termination following a change-in-control.

The Role of Management in the Executive Compensation Process

Our Chief Administrative Officer assists the Compensation Committee by preparing schedules showing the present compensation of
executives and compiling the recommended salary grade midpoints, market rates, target annual cash incentives and target range of equity
compensation awards from the information provided by the Compensation Committee s consultant. Our Chief Executive Officer compiles and
presents the supporting information for the individual executives performance against their objectives and his recommendations for any
discretionary points for the calculation of the Individual Factor under the Annual Cash Incentive Compensation Plan. He also provides the
Compensation Committee with his recommendations for annual salary increases, any changes in target annual cash incentive percentages and
equity incentive awards for the other executive officers. Our Chief Executive Officer also provides the Compensation Committee with a
self-assessment of his performance against his objectives. Our Chief Financial Officer provides the Compensation Committee with certifications
as to our financial performance for purposes of determining the Company Factor for the Annual Cash Incentive Compensation Plan, our
performance against the criteria established by the Compensation Committee for the vesting of restricted stock grants and the payment of
performance shares. These financial measures are also certified by our Director of Internal Audit. Our Chief Executive Officer makes
recommendations to the Compensation Committee with respect to the compensation awards for the named executive officers other than himself,

but the ultimate decisions regarding compensation for these officers are made by the Compensation Committee.

The Impact of Tax Considerations on Executive Compensation Decisions

While Aqua America s executive compensation program is structured to be sensitive to the deductibility of compensation for federal income
tax purposes, the program is principally designed to achieve our objectives as described above. Section 162(m) of the Code generally precludes
the deduction for federal income tax purposes of more than $1 million in compensation (including long-term incentives) paid individually to our
Chief Executive Officer and the other named executive officers in any one year, subject to certain specified exceptions. We have determined that
it may be appropriate for our Chief Executive Officer s compensation to be at a level such that a portion is not deductible for federal income tax
purposes.
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As noted above, under the change-in-control agreement with our Chief Executive Officer, our payments to our Chief Executive Officer will
not be subject to limitations under Section 280G of the Code if the amounts payable to him under his agreement exceed the Section 280G limit
by more than 10%, and therefore, a portion of the payments may not be deductible. If the amounts payable to our Chief Executive Officer
exceed the Section 280G limit by more than 10%, he shall be paid an additional amount such that the net amount he retains after deduction of
any excise tax imposed under Section 4999 of the Code, and any federal, state and local income and employment tax and excise tax imposed
upon such additional amount shall be equal to the payment otherwise due under the agreement. We included these provisions in our Chief
Executive Officer s change-in-control agreement because we did not want the potential excise tax to serve as a disincentive to our Chief
Executive Officer s pursuit of a change-in-control transaction that might otherwise be in the best interests of our shareholders. We believe that, in
light of our Chief Executive Officer s record of performance, this determination is appropriate.

Equity Ownership Requirements

In 2005, the Board of Directors established stock ownership guidelines for the named executive officers to encourage these executives to
maintain a significant ownership interest in the Company and to help align the interests of these executive officers with the long-term
performance of the Company. In 2012, these guidelines were modified to recognize the different levels of executives who may be among the
named executive officers and to state the guidelines in terms of the number of shares to be held rather than a dollar value, in order to avoid
fluctuations in the number of shares to be held based variations in the Company s stock price. In establishing the number of shares to be held, the
Compensation Committee used a round number of shares the value of which approximates the following multiples of the midpoint of the base
salary grade for the executives:

Approximate Multiple
Position of Salary Midpoint Number of Shares
Chief Executive Officer 5 150,000
Executive Vice President 3 40,000
Senior Vice President 2 20,000

Shareholdings, as defined for ownership requirement purposes include shares held directly or beneficially, and shares under our Employee
Stock Purchase Plan or 401(k) plans. Shareholdings do not include exercisable stock options or restricted shares still subject to restrictions. The
named executive officers are expected to have shareholdings consistent with these guidelines within five years after their becoming a named
executive officer or after receiving a significant promotion. An executive who has not achieved the guideline within this five-year period is
expected to retain one-half of any equity awards, after any required tax withholding, in Company stock and to use 10% of any annual cash
incentive awards after tax to purchase shares of Company stock until the guideline is met. Each of the named executive officers other than the
Chief Executive officer received a significant promotion in 2012, starting a new five-year period. It is the Company s policy not to permit
hedging or short-selling of the Company s stock by its executive officers.
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Recovery of Incentive Compensation

In the event of a significant restatement of our financial results caused by executive fraud or willful misconduct, the Compensation
Committee reserves the right to review the incentive compensation received by the executives with respect to the period to which the restatement
relates, recalculate Aqua America s results for the period to which the restatement relates and seek reimbursement of that portion of the incentive
compensation that was based on the misstated financial results from the executive or executives whose fraud or willful misconduct was the cause
of the restatement.
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COMPENSATION COMMITTEE REPORT

The Executive Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis on pages 21 through 34
with management. Based on this review and discussion, the Executive Compensation Committee recommended to the Company s Board of
Directors, and the Board of Directors approved, the inclusion of the Compensation Discussion and Analysis in the Company s Annual Report on
Form 10-K for the fiscal year ended December 31, 2011 and proxy statement for the 2012 Annual Meeting of Shareholders.

Respectfully submitted,

William P. Hankowsky, Chairman
Lon R. Greenberg
Ellen T. Ruff
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CURRENT COMPENSATION

The following Summary Compensation Table shows compensation paid or earned by the Company s Principal Executive Officer, Principal
Financial Officer and the next three most highly compensated executive officers of the Company during the fiscal years ended December 31,

2009, 2010 and 2011.

SUMMARY COMPENSATION TABLE

Grant Date Change in Pension

Fair Value of Non-Equity Value and

Stock and Incentive Non-qualified

Option Plan Deferred All Other Total
Name and Awards Compensation Compensation Compensation Compensatio
Principal Position Year Salary ($)(1) Bonus($) $Q2) $(DH?3) Earnings ($)(4) $O) $)
Nicholas DeBenedictis 2011 599,346 - 1,948,082 729,006 608,972 188,992 4,074,398
Chief Executive Officer 2010 554,499 - 1,525,760 682,080 543,654 219,124 3,525,117
(Principal Executive Officer) 2009 507,527 - 661,650 382,476 752,583 244,748 2,548,985
David P. Smeltzer 2011 303,952 - 220,943 182,466 367,005 50,657 1,125,023
Executive V.P. and Chief 2010 284,889 - 190,300 163,548 207,357 48,971 895,065
Financial Officer 2009 270,846 - 180,450 104,280 177,035 62,224 794,835
(Principal Financial Officer)
Roy H. Stahl 2011 300,275 - 217,379 179,523 384,638 45,506 1,127,321
Chief Administrative Officer, 2010 286,041 - 190,300 159,197 221,813 46,798 904,149
General Counsel and Secretary 2009 280,000 - 187,425 99,098 237,700 70,809 875,033
Karl M. Kyriss 2011 256,669 - 148,239 113,568 296,186 46,357 861,019
Executive V.P. and President, 2010 246,655 - 138,500 117,994 185,922 37,823 726,894
Aqua Capital Ventures 2009 232,500 - 150,375 64,331 163,083 49,368 659,657
Christopher H. Franklin 2011 249,977 - 145,384 136,425 199,168 42,328 773,283
Executive V.P. and President 2010 240,943 - 138,500 121,286 91,987 33,952 626,668
and Chief Operating Officer, 2009 207,231 - 150,375 61,123 57,784 44,020 520,533
Regulated Operations
Notes:

(1) Salary and Non-equity Incentive Plan Compensation amounts include amounts deferred by the individual.

2) The grant date fair value of stock based compensation is based on their fair market value on the date of grant as determined in accordance
with the Financial Accounting Standards Board s (FASB) accounting guidance for stock compensation. The assumptions used in
calculating the fair market value are set forth in the Employee Stock and Incentive Plan footnote to the Company s audited financial

3
@

statements in the Company s Annual Report on Form 10-K.

Non-Equity Plan Incentive Compensation is shown for the year in which the compensation is earned, regardless of when paid.

The change in pension value is based on the aggregate change in the actuarial present value of the named executive officer s accumulated
benefit under all defined benefit and actuarial pension plans (including supplemental plans) from the pension plan measurement date used
for financial statement reporting purposes the Company s audited financial statements for the prior completed fiscal year to the pension
plan measurement date used for financial statement reporting purposes in the Company s audited financial statements for the covered
fiscal year.

The amounts in this column also include any changes in cash surrender value of separate life insurance policies purchased with deferred

compensation. Those separate life insurance policies were eliminated prior to 2011. The amount for Mr. DeBenedictis in 2010, includes
the change in cash surrender value of life insurance of $11,934. The amounts in 2009 include the change in cash surrender value of life
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insurance of $-22,864 for Mr. DeBenedictis, $-5,369 for Mr. Stahl and $-9,200 for Mr. Franklin.
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) For 2011, the amount includes: (i) dividends paid on restricted stock grants pending the vesting or forfeiture of the grants of $30,833 for
Mr. DeBenedictis, $4,038 for Mr. Smeltzer, $3,548 for Mr. Stahl, $3,150 for Mr. Kyriss and $3,150 for Mr. Franklin; (ii) dividend
equivalents paid to the named executives during the year of $139,975 to Mr. DeBenedictis, $40,038 to Mr. Smeltzer, $33,438 to Mr.
Stahl, $32,175 to Mr. Kyriss and $32,175 to Mr. Franklin; and (iii) Company Matching contributions to the Company's 401(k) plan.

For 2010, the amount includes: (i) dividends paid on restricted stock grants pending the vesting or forfeiture of the grants of $48,736 for
Mr. DeBenedictis, $4,765 for Mr. Smeltzer, $6,370 for Mr. Stahl, $2,950 for Mr. Kyriss and $2,950 for Mr. Franklin; (ii) amounts
contributed by the Company to the Executive Deferral Plan representing the amount of the Company's Matching Contribution under the
Company's 401(k) Plan that could not be contributed to the 401(k) Plan as a result of the Internal Revenue Code restrictions on the
amount an participant can contribute as a salary deferral to the plan of $1,800 for Messrs DeBenedictis, Smeltzer and Stahl; (iii) dividend
equivalents paid to the named executives during the year of $123,200 to Mr. DeBenedictis, $33,600 to Mr. Smeltzer, $28,560 to Mr.
Stahl, $26,320 to Mr. Kyriss and $25,200 to Mr. Franklin; (iv) Company Matching contributions to the Company's 401(k) plan and (v)
perquisites for Mr. DeBenedictis, which consisted of reimbursement for legal services related to his employment agreement and changes
to the Company s compensation plans and other miscellaneous expenses totaling $26,972 and $392, respectively.

For 2009, the amount includes: (i) dividends paid on restricted stock grants pending the vesting or forfeiture of the grants of $22,287 for
Mr. DeBenedictis, $5,916 for Mr. Smeltzer, $6,366 for Mr. Stahl, $4,825 for Mr. Kyriss and $4,825 for Mr. Franklin; (ii) dividend
equivalents paid to the named executives during the year of $177,155 to Mr. DeBenedictis, $47,579 to Mr. Smeltzer, $54,462 to Mr.
Stahl, $35,943 to Mr. Kyriss and $33,019 to Mr. Franklin; (iii) Company Matching contributions to the Company's 401(k) plan and (iv)
perquisites for Mr. DeBenedictis, which consisted of reimbursement for legal services related to his employment agreement and changes
to the Company s compensation plans and other miscellaneous expenses totaling $34,096 and $978, respectively.

The 2010 stock award for Mr. DeBenedictis includes a special grant of 57,000 shares of restricted stock made in connection with Mr.
DeBenedictis agreement to enter into an employment agreement in January 2010 to remain as the Company s Chief Executive Officer beyond his
normal retirement date through January 2013. The 2011 stock award for Mr. DeBenedictis includes a special stock grant of 50,000 shares of
restricted stock made in connection with Mr. DeBenedictis agreement to extend his employment agreement at the request of the Board of
Directors for an additional two and one-half years through June 2015.

Starting with the annual restricted stock grants to the named executive officers in 2010, dividends on shares of restricted stock are
accumulated and paid to the named executive officer when the shares of restricted stock are released from restrictions. For prior restricted stock
grants to the named executive officers and the restricted stock grants to the Chief Executive Officer in connection with his 2010 employment
agreement and the 2011 extension thereof, dividends pending the release of the stock from restrictions are paid to the grantee. In either event, the
dividends are included in the All Other Compensation column of the Summary Compensation Table set forth above for the year the dividends
are paid. All amounts deferred by participants in the Executive Deferral Plan and all prior deferrals under the Plan are deemed invested in a
variety of mutual funds selected by each participant under trust-owned life insurance used by the Company to fund the Executive Deferral Plan,
therefore, there are no preferential or above-market earnings on these deferrals. There was a separate life insurance policy for Mr. DeBenedictis
under the Plan through March 2010, so the increase in the cash value of such insurance policy is included in the Change in Pension Value and
Non-Qualified Deferred Compensation Earnings through that date. Mr. DeBenedictis purchased that insurance policy from the trust holding
amounts deferred under the Executive Deferral Plan for the policy s cash surrender value in March 2010.
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The following table sets forth information regarding equity and non-equity awards granted to the named executive officers in 2011.

GRANTS OF PLAN-BASED AWARDS

All Other
All Other Option
Stock Awards: Grant Date
Awards: Number of  Exercise or Fair Value of
Estimated Future Payouts Under Estimated Future Payouts Under
Non- Equity Number of Securities Base Price of ~ Stock and
Equity Incentive Plan Awards(1) Incentive Plan Awards (5)(6)(7) Shares of Underlying  Option Option
Grant Threshold  Target Maximum Threshold Target Maximum Stock or Units  Options Awards Awards
Name Date ($)(2) ($)(3) ($)4) (#) (#) (#) (#) #) ($/Sh) $®)
N.DeBenedictis  2/25/11 113,006 461,250 864,844 7,200 36,400 28,300 E E E 839,582
12/6/11 - - - - 50,000 - - - - 1,108,500
D. Smeltzer 2/25/11 34,178 139,500 261,563 3,013 6,025 12,050 3,335 - - 220,943
R. Stahl 2/25/11 29,890 122,000 228,750 2,964 5,928 11,856 3,281 - - 217,379
K. Kyriss 2/25/11 25,480 104,000 195,000 2,021 4,042 8,084 2,238 - - 148,239
C. Franklin 2/25/11 24,990 102,000 191,250 1,983 3,965 7,930 2,194 - - 145,384
Notes:
€8 The executive's Non-Equity Incentive Plan Awards are calculated based on the
executive's current annual salary multiplied by the executive's target incentive
compensation percentage times an Individual Factor times a Company Factor.
2) The Threshold Non-Equity Incentive Plan Award is based on the minimum Individual
Factor of 70% and the minimum Company Factor of 35%.
3) The Target Non-Equity Incentive Plan Award is based on an Individual Factor of
100% and a Company Factor of 100%.
“) The Maximum Non-Equity Incentive Plan Award is based on the maximum Individual
Factor of 150% and the maximum Company Factor of 125%.
%) The February 25, 2011 Equity Incentive Plan Awards are composed of restricted stock
units and performance share units. The December 6, 2011 Equity Incentive Grant to
Mr. DeBenedicits was in the form of restricted stock. Vesting of the restricted stock
units and restricted stock grants to Mr. DeBenedictis are subject to performance
conditions, but there are no threshold or maximum amounts related to these grants.
6) The performance unit grant for Mr. DeBenedictis vests on the second anniversary of
the grant date. The performance unit grants to the other named executive officers vest
on the third anniversary of the grant date.
@) The restricted stock unit grant for Mr. DeBenedictis vests in two annual installments
on the anniversary of the grant date and restricted stock grant to Mr. DeBenedictis
vests in two annual installments in 2014 and 2015. The restricted stock unit grants for
the other named executive officers vest on the third anniversary of the grant date.
®) The grant date fair value of restricted stock and option awards is based on their fair

market value on the date of grant as determined under the Financial Accounting
Standards Board s ("FASB") accounting standards for stock compensation. The
assumptions used in calculating the fair market value under FASB's accounting
standard for stock compensation are set forth in the 'Employee Stock and Incentive
Plan' footnote to the Company's audited financial statements in the Company's Annual
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Report on Form 10-K.

Under the Estimated Future Payouts Under Non-Equity Incentive Plan Awards columns in the table above, the amounts were calculated
based on the individual s target bonus percentage times their current annual salary, and (1) for the Threshold amount, using an Individual Factor
of 70% and a Company Factor of 35%, (2) for the Target amount, using an Individual Factor of 100% and a Company Factor of 100%, and (3)
for the Maximum amount, using an Individual Factor of 150% and Company Factor of 125%.
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Equity awards in 2011 consisted of restricted stock units and performance share units. The normal annual award of restricted stock units to
the Chief Executive Officer in 2011 vests over a period of two years subject to the Company s achievement of a year-over-year increase in the
Company s operating income in either 2011 or 2012. The special restricted stock award to the Chief Executive Officer in connection with the
extension of his employment agreement to June 30, 2015 vests over a two year period in 2014 and 2015 subject to a year-over-year increase in
the Company s operating income in either 2012, 2013 or 2014. The restricted stock unit grants to the other named executive officers vest at the
end of three years from the grant date. The performance share unit grants to the named executive officers vest at the end of three years from the
grant date, but the amount of the payout can range from zero to 200% of the target grant depending on the Company s performance against the
performance goals described on pages 30 and 31 above. The threshold level of performance share units that a grantee can earn is 50% of the
target grant and the maximum level a grantee can earn is 200% of the target grant. The threshold, target and maximum payout for each of the
named executive officers is shown in the Grants of Plan-Based Awards Table above. The Committee has approved a policy for certain
adjustments to the calculation of the Company s operating income for purposes of determining whether the designated performance goals for the
restricted stock grants and for the calculation of earnings per share for purposes of determining the extent to which the performance goal tied to
earnings per share for the performance share units, as described on pages 29 and 31, have been met.

If the Company does not achieve the required financial performance to meet the designated performance criteria, the shares of restricted
stock that are subject to such performance criteria that would otherwise vest are forfeited. Therefore, the full number of shares of restricted stock
that are subject to performance criteria is included in the Target column under the Estimated Future Payouts Under Equity Incentive Plan
Awards in the Grants of Plan Based Awards Table above. Restricted stock units that are not subject to performance criteria are included in the
All Other Stock Awards column in the Grants of Plan-Based Awards Table above.
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Qutstanding Equity Awards at Fiscal Year-End

The following table sets forth information on outstanding stock option and restricted stock awards held by the named executive officers at

the end of 2011.

Name
N. DeBenedictis

D. Smeltzer

R. Stahl

K. Kyriss

C. Franklin

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

Option Awards Stock Awards
Equity
Incentive Equity
Plan Incentive Plan Equity
Awards: Market Awards: Incentive
Number of Number of  Value of Number of Plan Awards:
Number of Number of Securities Shares or Shares or Unearned Market or Payout
Securities Securities Underlying Units of Units of Shares, Units Value of Unearned
Underlying Underlying Unexercised Stock That ~ Stock That  or Other Rights ~ Shares, Units or
Unexercised Unexercised Unearned Option Option Have Not Have Not That Have Not Other Rights That
Options Options Op