KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 95-554
PuBLIC SERVICE COMMISSIONDATA REQUEST No. 1

ITEMS 1-34
L |
Witness Responsible:
M. Miller
31. a Provide acopy of al other serviceagreementsand contractsthat K entucky-American
has with any affiliate company.
b. Describe in detail the pricing policies of Kentucky-American and its affiliates with
regard to affiliate company transactions.
Response:
a See attached Service Company Agreement, Carbon L ease Agreement and Financial
Services Agreement
b. American Water Works Service Company I nc. pricesitsservicesto affiliate companies

at cost. In other words, the pricing to affiliate companies does not include a profit
margin.

The Company also has signed | ease agreements with American Water Resources, Inc.
(doing businessas American Carbon Services), for leasing Granular Activated Carbon
(GAC). Thepricingof thisagreement isbased on the Company receiving competitive
bidsfrom American Water Resources, Inc. and two other companies. American
Water Resources bid produced the least cost to Kentucky American.

On June 15,2000, Kentucky American signed an agreement with American Water
Capital Corp (AWCC). The Company agreed to pay AWCC a portion of the costs
And appropriate overhead incurred by AWCC in providing financial services.

For electronic version, see KAW _R_PSCDRI1#31_052004.pdf
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ANNUAL REPORT RELATINGTO A
NONREGULATEDACTIVITY OF AN
AFFECTED UTILITY ORI TS AFFILIATE

Pursuant to 807 KAR 5:080
YEAR ENDED: DECEMBER 31,2003

KENTUCKY-AMERICAN WATER COMPANY
(the" Company™)

Section 2. (a) Not applicable.
(b) Not applicable.

(¢) Nonregulated affiliates of the Company includethose listed in the Public
Service Commission Case No. 2002-00018, as amended and reported to
the PSC, said list beingreferenced and incorporated herein.

Nonregulated affiliates with service agreementswith the Company are:

1. American Water Works Service Company dated January 1. 1989,
for avariety of servicesincluding data processing, finance and
accounting, regul atory assistance, human resources, risk
management and loss control, water quality testing,
communications, auditing, financia management and customer
service.

2. AmericanWater Capital Corp. dated June 15,2000, for a cash
management system and both long and short term borrowing
pursuant to the PSC approva in Case No, 2000-189.

3. American Water Resources, Inc. (formerly AmericanAnglian
Environmental Technologies, L.?.), dba American Carbon
Servicesdated January 21,2002 for the purchaseof services and

productsfor water treatment purposes.

There were no new or amended serviceagreements in the year ended December 31,2003.



MAY 14 2884 17:54 FR KAWC 859 268 6327 TO S13843536332-808 P.83/52

DATA REQUEST 1 #31
Page 2 of 49

AGREEMENT

Agreenment dated January 1, 1989, between AMERI CAN WATER WORKS

SERVI CE COVPANY, I NC. , a Delaware corporation (hereinafter

mService Conpany"), and KENTUCKY- AMERI CAN WATER COVPANY, a
Kentucky corporation (hereinafter "Wter Conmpany").

The background of this Agreenent ie that:

1 Both Service Conpany and Water Conpany are subsidiaries
of American Water Works Conpany, Inc., a Delaware
corporation (hereinafter ™Anerican").

2. Wat er Conpany has been organized for and is presently
engaged in the business of providing potable water as a

B public utility in the State of Kentucky.

3. Servi ce Conpany maintains an organi zati on whose officers
and enployees are famliar with all facets of the water
utility business, including the devel opnment, business
and property of Wter Conpany, and are experienced in
the efficient managenent, financing, accounting and
operation of water utility properties and the extension
and inprovenent thereof. The officers and enpl oyees of
Service Conpany are qualified to aid, assist and advise
Water Conpany in its business operations through the
services to be perforned under this Agreenent.

4. Service Conpany has provi ded adm ni strative and
operating services to Water Conpany for nmany years, the

D past 17 years pursuant to an agreenent dated January 1,

-1-
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1271. Because Water Conpany is of the epinien that it
cannot obtain the sane quality and diversification of
services on a conparable economc basis elsewhere, it
proposes to enter into a new agreement with Service
Conpany nore specifically defining the types of services
avail able to it.

5. Service Conpany has entered or proposes to enter into
agreenents simlar to this agreenent wth other
affiliated water conpanies (hereinafter collectively
"Wat er Conpani es").

5. The services to be rendered under this agreenent are to
be rendered by Service Conpany to Water Conpanies at
their cost to Service Conpany, as hereinafter provided.

NOW THEREFCRE, in consideration of the prem ses and nmutual

agreenents herein contai ned, the Water Conpany and Servi ce Conpany

agree that:

ARTI CLE 1. PERSONNEL aNp SERVI CES TO BE PROVI DED

1.1 During the term of this agreenent and upon the terns and

conditions hereinafter set forth, Service Conpany shall provide
corporate guidance for Water Conpany. |n addition to the gui dance
provided by the officers and enpl oyees of Service Conpany through
the coordination of functional activities for all subsidiaries of
American, the officers and enployees of Service Conpany shall

furnish and Water Conpany shall purchase from Service Conpany, the

foll owi ng services: Accounting, Admnistration, GComrunication,

Corporate Secretarial, Engineering, Financial, Human Resources,
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Informati on Systens, (peration, Rates and Revenue, Risk Managenent
and Water Quality, together with such other servicee a6 Water
Conpany and Service Conpany nay agree; provided, however, that
Water Conpany nmay perform the service with its own personnel or
engage anot her conpany or person to provide those servicee on its
behal f. Service Conpany by nutual consent nay engage another
Conpany or person to provi de such services on its behal f.

1.2 Service Conpany shall employ qualified officers and
enpl oyees and those persons shall be available for election by
Wat er Conpany to serve as officers of Water Conpany.

1.3 Wthout Ilimtation, services to be provided by the

Servi ce Conpany shall be rendered as fol |l ows:
A.  Accounting: Service Conpany shall assist in the

preparation and inplenentation of accounting methods and proce-
dures to determne that they conform fully to the requirenents,
rul es and regul ati ons of governmental authorities having jurisdic-
tion and review Water Conpany's nonthly financial reporte, annual
reports and other reports to stockhol ders and to any government al
authorities. It shall advise and assist in the establishnent and
mai ntenance ot current record keeping techniques; revi ew
accounting procedures, nethods and forns; and eval uate systens of
internal control for receipt and disbursenent of funds, naterials
and supplies, and other assets. Servi ce Conpany shall nmaintain
accounting records as required by \Water Conpany. When
appropriate, Service Conpany shall cooperate and consult wth

Wt er Conpany' s i ndependent certified public accountants.
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Service Conpany shall assist in the preparation of operating
and construction budgets and nonitor the control over such budgets
by conparing experienced costs to the projections.

Service Conpany shall prepare or assist in the preparation of
federal, state and local tax returns for and to the extent

required by Water Conpany.
B Administration: Service Conpany shall make qualified

enpl oyees available to perform or aseiet in the performance of
Water Conpany's corporate activities. Those enployeee shall keep
t hensel ves informed on all aspects of Water Conpany's operatlone
and shall regularly visit Water Cempany's facilities. They shall
make recommendations to Water Conpany for operating expenditures
and for additions to and inprovenent6 of property, plant and
equi pnent . They shall keep abreast of economic, regulatory,
governnental and operational devel opnments and conditions that may
affect Water Conpany; and advise Water Conpany of any such devel -
opments and conditions to the extent that they may be Inportant to
Wat er Conpany. Service Conpany shall provide an internal audit
staff for periodic audits of accounts, records, policies and
procedures of Water Conpany and submt reports thereon.

C. Communi cati ons: Service Conpany shall r econmend

procedures to pronote satisfactory relations wth enployees,
custonmers, communities end the general public and assist in the
preparation of conmunication materials, (including press releases,
brochures, audio visual presentations and speeches) plant tours,

public exhibits and displays and other related services to inform

t he public.
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D Corporate Secretarial : servi ce Conpany shal |
maintain, in such places and manner as may be reguired by

applicable 1aw, docunents of Water Conpany, such z2: m nute books,
charters, by-laws, contracts, deeds and other corporate records,
and shall admnister an orderly program of records retention. It
shall maintain, or arrange for the maintenance of, records of
stockhol ders of Water Conpany, prepare or arrange for the
preparation of stock certificates, performduties relating to the
transfer of stock and perform other corporate secretaria
functions as required including preparation of notices of
st ockhol der and di rect or meetings and the m nutes t hereof.

Service Conpany shall review and nay assist in the
preparati on of docunents and reports required by Wter Conpany
such as deeds, easenents, contracts, charters, franchises, trust
| ndentures and regul atory reports and filings.

E Engineering: Service Conpany shall advise, and
provi de engi neering services to assist Water Conpany in planning
for, operating, maintaining and constructing its facilities.

It shall conduct distribution system surveys and hydraulic
anal yses and prepare or review maps, charts, operating statistics,
reports and ot her pertinent data.

It shall assist Water Conpany in the proper naintenance and
protection of Water Conpany properties by periodic inspection of
its structures, tanks, reservoirs, dans, wells and electrical and
mechani cal equi pnent .

The engineering services provided by Service Conpany shal

also include the conduct of field investigations as neceesary to
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obtai n engi neering informati on and, when required, the preparation
of studies, reports, designs, draw ngs, cost estinates, Specifi-
cations, and contracts for the construction of additions teo or
I nprovenents of Water Conpany's source of supply, treatnent plant,
punpi ng stations, distribution system and such other facilities
as Water Conpany nay request. Service Conpany shall provide a
Material s Managenent Program to arrange for the purchase of
equi prent, materials, and supplies in volume on a basis
advant ageous to Water Conpany and assist in the evaluation of new
and exi sting products and application procedures.

¥, FEinancial: Service Conpany shall assist in the
devel opnent and inplenmentation of financing prograns for Wter
Conpany, including the furnishing of advice fromtinme to tine on
securities market conditions and the formand timng of financing;
advi se concerni ng arrangements for the sale of its securities; and
assist in the preparation of necessary papers, docunents,
regi stration statenents, prospectuses, petitions, applications and
decl arati ons. It shall prepare reports to be filed with, and
reply to inquiries nade by, security hol ders and bond and nortgage
trustees,

Servi ce Conpany shall assist Water Conpany in cash managenent
i ncluding arrangenents for bank credit |ines, establishment Of
collection policies, and developnent of tenporary investnent
pr ogr ans.

Service Conpany shall provide assistance to Water Conpany in

the preparation of all financial reports.



MAY 14 2884 17:S5 FR KALC 859 268 6327 TO 913B43536332-50@ P.@3-58

DATA REQUEST 1 #31
Page 8 of 49

G Hinan Resources: Service Conpany shall assist in

obtaining qualified personnel for Water Conpany: in establishing
appropriate rates of pay for those enployees; and in negotiating
with bargaining units representing Water Conpany enployees. It
shall carry out training prograns for the devel opnent of personnel
and advise and assist Water Conpany regardi ng personnel. It shall
al so advise and assist Water Conpany in regard to group enployee
i nsurance, pension and benefit plans and in the drafting or
revising of those plans when required. It wll keep Water Conpany
apprised of all enployment Jlaws and develop procedure6 and

controls to assure conpliance.
H Informati on Systems: Service Conmpany shall make

available to Water Conpany electronic data processing services.
Those services shall include custonmer billing and accounting,
preparation of financial statements and other reports including
t hose required by Federal and State agencies.

. Qperation: Service Conmpany shall develop and assi st
in the inplenentation of operating procedures to pronote the
efficient and economc operation of Hater Conpany. Periodic

operational reviews will be perforned by Service Conpany personnel

and any deviations from adopted procedures will be reported to
Wat er Conpany.
3. Rates and Revenue: Service Conpany personnel shall

make recomendations for changes in rates, rules and regulations
and shall assist Water Conpany in the conduct of proceedings
before, and in its conpliance with the rulings of, regulatory

bodi es having jurisdiction over its operation. These personnel
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shall keep abreast of economc and regulatory developnents and
conditions that may affect Hater Conpany; and advi se Water Conpany
of any such devel opnents and conditions to the extent that they
may be inportant to Water Conpany. Rates and Revenue personnel
shall assist in the preparation of rate filings or applications
and the supporting docunments and exhibits requested or required by
the Water Conmpany and their respective regulatory conmm ssions.
Service Conmpany shall also provide qualified personnel to testify
on Water Conpany's behalf as required during any regulatory

proceedi ngs.
K Ri ak Managenent : Service Conpany shall provide a

Ri sk Management Program to review the exposures to accidental |oss
of the Water Conpany, reccemmend efficient nethods of protection
ei ther through the purchase of insurance, self-insurance eor other
ri sk nmanagenent techniques and arrange for the purchase of
I nsurance coverage. It shall also supervise investigation
procedures; review clains; and negotiate and assist in, and
eval uate proposals for, settlement at the request of \Water
Conpany. It shall assist in the establishment of safety and
security progranms to avoid or minimigze risk and | oss.

L. VWater Quality: Service Conpany shall assist Wter

Conpany to conply wth standards of governnmental agencies and
establish and attain water quality objectives of the Wter
Conpany. 't shall assist in providing design criteria for
Processes, coordinating wth public agenci es, devel opi ng

approaches and solutions to water quality problens, and providing
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technical assistance and general direction for Water Conpany

personnel .
It shall also provide |aboratory services for progranmed

anal yses as required by drinking water regulations, and special

anal yses as required by Water Conpany.

ARTI CLE 11. PAYMENT FOR SERVI CES

2.1 In consideration for the services to be rendered by
Service Conpany as hereinabove provided, Water Conpany agrees to
pay to Service Conpany the cost thereof determned as provided in
this Article II and in Article JII.

2.2 Al costs of service rendered by Service Conpany
personnel for Water Conpany or in comon wth other Wter
Conpani es shall be charged to Water Conpany based on actual tinme
spent by those personnel as reflected in their daily time sheets
or other nutually acceptable means of determ nation.

2.3 Al costs of Service Conmpany incurred in connection wth
services rendered by Service Conmpany which can be identified and
rel ated exclusively to Water Conpany, shall be charged directly to

Wat er Conpany.

2.4 Al costs incurred in rendering services te \ater
Conpany in common with simlar services to other Water Conpanies
which cannot be identified and related exclusively to services
rendered to a particular Water Conpany, shall be allocated anong
all Water Conpanies so served, or, in the case of costs incurred

with respect to services rendered to a particular group of Water
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Conpani es, anong the members of such group, based on the number of
custonmers served at the imediately preceding cal endar year end.
2.5 Cost for support personnel (secretaries, clerical
personnel, clerks, nessengers, telephone operators, mail clerks,
and other incidental support personnel of the Service Conpany) as
well as the cost of |ease paynents, depreciation, utilities and
other costs associated with |leasing office space and equi pment by
Service Conpany shall be allocated anmong the Water Conpanies on

the basis of the proportion of the aggregate cost allocated under

Sections 2.3 and 2. 4.

ARTI CLE 111. ALLOMANCE FOR QVERHEAD

3.1 In determning the cost to be assessed Dby Service
Conpany for the rendering of services to Water Conmpany as herein
provi ded, there shall be added to the salaries of all officers and
enpl oyees for whose services charges are to be nmade, a percentage
sufficient to cover the general overhead of Service Ceompany, as
defined below, properly allocable thereto. Such percentage shal
be calculated each nonth and shall be the ratio of the total
general overhead of the Service Conpany for the nonth to the total
salaries of the enployees for whose service charges are to be made
to the Water Conpani es. No geheral overhead of Service Conpany
shall be added to costs incurred for services of non-affiliated
consul tents enpl oyed by Service Conpany.

3.2 The term "general overhead" shall include:

(a) pension and insurance premums paid for the benefit of

Servi ce Conpany enpl oyees,

-10~
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(b) legal and other fees for services rendered te the

Service Company,
(e) taxes,

(d) other general office supplies and other similar
expenses, and

(e) interest on working capital.

ARTI CLE 1v. BILLI NG PROCEDURES AND BOORS AND RECORDS

4.1 As soon as practicable after the lagt day of each month,
Service Company shall render a bill to Water Company for all
amounts due from Water Company for services and expenses for such
month plus an amount equal te the estimated cost of such services
and expenses for the current month, all computed pursuant to
Articles 11 and 1II. Such bill shall be in sufficient detail to
show separately the charge for each class of service rendered.
All amounts so billed shall reflect the credit for paymente made
on the estimated portion of the prior bill and shall be paid by
Water Companly within a reasonable time after receipt of the bill
therefore.

4.2 Service Compatly agrees to keep its books and records
available at all times for inspection by representatives of Water
Company or by regulatory bodies having jurisdiction over Water
Company.

4.3 Service Company shall at any time, upon request of Water
Company, furnish any and all information required by Water Company

with respect to the services rendered by Service Company

-1]=-
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hereunder, the costs thereof, and the allocation of such costs

anmong Water Conpani es.

ARTI CLE V. QOTHER AGREEMENTS

51 It is understood by Water Conpany that Service Conpany
has entered or may enter into simlar agreements with other Water
Conpanies that are affiliated with American to which simlar
services are to be furnished. Service Conmpany will not enter into
agreenments to perform simlar services for other conpanies on
terms nore favorabl e than those provided herein.

5.2 It is understood by Water Conpany that Service Conpany
has entered or may enter into en agreement or agreenents wth
Anerican and certain other conpanies not engaged in the water or
sewer service business to which limted services are te De
furnished; Wter Conpany consents to such additional agreenents,
provi ded, however, that no part of the cost of furnishing such

services will be charged to Water Conpany.

ARTI CLE vi. TERM OF AGREEMENT

This agreenent shall becone effective as of the later of (a)
the date first nentioned above or (b) the date the parties receive
the last of any necessary approvals Of governmental regulatory
agencies having jurisdiction in the prem ses. Upon becom ng
effective, this agreenent shall be the sole agreement between the
parties concerning the subject matter hereof and shall supersede
all prior agreenents, witten or oral, including the agreenent

dated January 1, 1971, which shall termnate on the date this

12~
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agreement becomes effective. This agreement shall continue in
full force and effect until terminated by either of the parties
hereto giving the other party hereto ninety day's notice in
writing; provided, however, that this agreement shall terminate as
of the date Water Compaty or Service Compaly ceases to be an
affiliate of American.

IN WITNESS WHERECF, Service Compaty and Water Company have
caused this agreement to be signed in their respective corporate
names by their respective Presidents or Vice Presidents, and
impressed with their respective corporate seals attested by their
respective Secretaries or Assistant Secretaries, all as of the day

and year first above written.

AMERICAN WATER WORKS SERVICE

ATTEST: COMPANY, INC.
“-—-::—:_—_-_‘_-‘.___,,_,_ —_—
\\N_;ﬁf%/ ;Z::;;;;;%ai; ‘ ;fﬂ%%:- ;éf{ﬁéeﬁﬁfégdﬁf
: Pres:.dent 3(
ATTEST KENTUCKY-AMERICAN WATER COMPANY

-13~
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GAC | EASE AGREEMENT
LEXINGTON, KENTUCKY

This LEASE AGREEMENT is made this L’f/’_ day of _Januaty 2004
between American Water Resources, Inc. a Virginia corporation, having its principal office
at 1025 Laurel Oak Drive, Voorhees, New Jersey 08043 (hereinafter "American Garbon
Services") and Kentucky-American, a Kentucky corporation, having its principal office i
Lexington, Kentucky (hereinafter "Kentucky");

WHEREAS. American Carbon Services is the owner of carbonreactivation plants
that have the capability to provide custom reactivated carbon to the potable water industry;

and
WHEREAS, Kentucky has a need for Granular Activated Carbon ("GAC"), for the

purpose of Taste and Odor ("T&O) control in its Lexington, Kentucky water plant; and
WHEREAS, American Carbon Servicesis willing to provide GAC to Kentucky on a

lease basis.
THEREFORE, Kentucky desires to enter into this Agreement with American Carbon

Servicesto provide all GAC that Kentucky will procure during 2004, and in considerationof
the mutual promises contained in this Agreement the parties agree as follows:
A Services

1. American Carbon Services will pick up spent carbon requiring
reactivation from the five (5) filters, Filters #22, #23, #24, #28 and #26 at the Lexington,
Kentucky water plant and transport the spent carbon to its carbon reactivation plant during
t he initial term of this Agreement on a schedule agreedto by the parties. AmericanCarbon
Services will provide all labor and equipment for the removal and replacement of all carbon
at the Lexington, Kentucky water plant.

2. American Carbon Services will reactivate all spent bituminouscarbon
and will return all reactivated carbon meeting the Quality Control specifications, set forthin
Exhibit I, attached to and made part of this Agreement. In addition, American Carbon
Services will provide all virgin GAC required as make up GAC necessary to return to
Kentucky water plant to meet the required volume fill of 680 cubic feet of GAC for each
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filter. Kentucky acknowledges that American Carbon Services has titleto andis the owner
of all GAC supplied by American Carbon Services under this Agreement. Kentucky may
not remove the GAC from the filters or cause the GAC to be removed except for
emergency maintenance in accordance with the terms of this Agreement.

3. American Carbon Services will test all carbon supplied under this
Agreement every six months from samples supplied by Kentucky. The first test will occur
during the month of July 2004 and shall include lodine Number, Apparent Density, Total
Ash, Abrasion Number and Screen Analysis.

4. After the GAC has beenin afilter forthirty-six (36) months, Kentucky
may, during the term of this Agreement elect to: (a) have American Carbon Services
reactivate the GAC from such filter, at a cost to be determined between the parties in a
renewal agreement, (b) have American Carbon Services remove the GAC from suchfilter,
at a cost to be determined between the parties, or (c) maintain the service of the GAC in
such filter for a period not to exceed one (1) year. Inthe event Kentucky electsto maintain
service of the GAC in afilter for an additional year, the warranty of such GAC will not be
extended beyond the 36-month warranty period, to cover such additional year. American
Carbon Services shall not be liable for the failure of the GAC to control taste and odor
during such period or damage that may be caused to the filters or the water plant.

5. Kentucky will provide all necessary water, electricity and suitable
drainage to accomplish the transfer of the spent and reactivated carbon into and out of
Kentucky's water plant's filters.

B. Consideration

1. Kentucky shall pay American Carbon Services for the services
provided under clauses 1 through 3 of Section A a monthly fee of $2,427.00 beginningon
the first day of the month following installation of all GAC in such filters to be initially
provided by American Carbon Services, and continuing for the term of this Agreement.

2. Kentucky shall pay American Carbon Services a monthly fee of
$1,214.00 per month for all months beyond the initial term that the GAC for a filter is in
service at the Kentucky water plant, not to exceed one (1) year. The payments shall be

2
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due on the first day of each month that the GAC remains in service.

3. In the event that Kentucky elects to terminate this Agreement as
providedin paragraph D below, not enter into a renewal Agreement or otherwise have the
GAC removed from the filters, American Carbon Services will remove the GAC from the
filters and provide the services in Section A4 and Kentucky will pay American Carbon
Servicesafee of $0.15/Ib for all GAC removed. The payment shallbe due thirty (30) days
after the invoice date.

C.  Warranty

1. American Carbon Services warrants that the GAC suppliedunder this
Agreementwill, during the initial term of this Agreement, provide acceptable T&O control
as detailed in Exhibit IL.

D. Term

1. The initial term of this Agreement shall begin on the date of initial
installation of all GAC into the filters set out in Section B.1 and conclude thirty-six (36)
months thereafter. If Kentucky does not otherwise elect to have American Carbon
Services remove or reactivate the GAC at the end of its respective warranty period, this
Agreement shall be automatically extended at the end of fhe term on a month-to-month
basis unless and until either party provides not less than thirty (30) days prior written
notice to the other of termination. Any such extension of this Agreement shall not extend
the warranty under Section C, above, thirty-six (36) months beyond installation into the
respective filters. Following receipt by American Carbon Services of such notice of
termination, American Carbon Services will provide the services in Section A.4 and
Kentucky will pay American Carbon Services a fee of $0.15/lb. of GAC removed from
filters. Payment shallbe due thirty (30) days after the invoice date.

E. Force Majeure

Either party hereto shall be excused to the extent that its performance is
preventedby any circumstance reasonably beyond its control, including but not limitedto,
fire, explosion, strike, labor dispute, war, act of God, riot, or action of any governmental

3
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authority. In the event of any such event, Kentucky shall reimburse American Carbon

Services for any substantiated costs incurred as a result of such event and any increases

to the cost to provide the services hereunder.

F.

G.

Termination

1. Either party may terminate this Agreement after having provided seven
(7)days written notice to the other party (the "defaultingparty’) outlining
the basis for the alleged material breach or default of the defaulting
party's obligations under this Agreement, and provided that (1) the
defaulting party has not cured such default within thirty (30) days of
notice being givento it, or (2) if suchbreachis capable of being cured or
remedied but cannot be cured er remedied within such thirty (30) day
period, and the defaulting party either fails to commence such cure or
remedy as soon as reasonably possible following such thirty (30) day
period. This right to terminate shall be in addition to any other remedy
available at law far such material breach or default.

2. For purposes of this Agreement, the failure of Kentucky to remit payment
when due to American Carbon Services shall be considered a material
breach of this Agreement for which Kentucky shall have only the seven
(7) day period in which to cure after notice from American Carbon
Services.

3. In the event of any such termination, American Carbon Services shall
have the right to remove all GAC installed into the filters and shall be
entitledto recover the casts of such removalfrom Kentucky, inadditionto
any other remedies it may have under law or equity.

Dispute Resolution

1. In the event there is a dispute between the parties arising under this
Agreement, which does not involve claims made by or asserted against
third parties, the parties to this Agreement agree to submit such disputes
to non-binding mediation, which shall be considered an express condition

4
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precedent to any further resolutionprocess. Inthe event the parties are
unable to resolve such disputes through mediation, the parties shall be
entitled to submit the dispute to a court of competent jurisdiction in the
State of Kentucky. If the parties mutually agreeto do so, the parties may
agree to arbitration, in lieu of litigationin the local court system, through
a mutually agreed upon dispute resolution agency.
2. Inthe eventthere is a claim or demand made in any proceeding against
American Carbon Services by any third party which arises out of or
relates to the American Carbon Services' duties or obligations underthis
Agreement, nothing in this Agreement shall be construed to limit, waive
or otherwise impair American Carbon Services' ability to join Kentuckyas
a party to those proceedings, and to assert claims in the nature of
indemnity or contribution for any damages or losses made against
American Carbon Services in said proceedings.
3. Inthe event there is a claim or demand madein any proceedingagainst
Kentucky by any third party which arises out of or relates to the American
Carbon Services' work under this Agreement, nothing in this Agreement
shall be construedto limit, waive or otherwise impair Kentucky's ability to
join American Carbon Services and to assert claims in the nature of
indemnity or contribution for any damages or losses made against
Kentucky in said proceedings.
H. Kentucky Law to Govern
This Agreement shall be governed and construed in accordance with the
laws of the State of Kentucky without giving effect to conflict of law principles.
L Notices
All notices required under this Agreement shall be given by Certified Mail,
Return Receipt Requested and shall be deemed made when deposited in the U.S. Mail
properly addressed, with postage prepaid, as follows:
American Water Resources, Inc.

5
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1025 Laurel Oak Rd.
Voorhees, NJ 08043
Attn: President

Kentucky-American Water Company

2300 Richmond Road

Lexington, KY 40502

Attn: N ck Rowe, Vice President

J.  Taxes

The fees provided for in this Agreement to be paid by Kentucky do not
include any taxes or other assessments. Kentucky agrees to pay all taxes or gevemmental
assessments imposed on the services to be provided by American Carbon Services.

K Miscellaneous

1. This Agreement shall not be assignable by either party without the
prior written consent of the other party, which consent shall not unreasonably be withheld.
Any assignee shall assume all the obligations of this Agreement and the assignor shallnot
be relieved of its obligations under this Agreement by reason of an assignment.

2 This Agreementconstitutes the entire agreementbetweenthe parties.

All previousrepresentationsrelative hereto, eitherwrittenor oral, are hereby annulledand
superseded. No modifications shall be binding on either party unless it shall be inwriting
and signed by an authorized officer of both parties.

3. Any waiver by either party of any provision or condition of this
Agreement shall not be construed or deemed to be a waiver of any other provision or
condition of this Agreement nor a waiver of a subsequent breach of the same provisionor
condition unless such waiver be so expressed in writing and signed by the party to be
bound.

4. If any provision contained herein is held to be unenforceable by a
court of law or equity, this Agreement shall be construed as if such provisions did not exist
and the unenforceability of such provision shall not be held to render any other provision of
this Agreement unenforceable.

5. The reactivationmust be conducted in a facility dedicatedexclusively

6
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to the reactivation of GAC from potable water treatment plants. No reactivation facility that
has accepted GAC usedfor purposes other than potable water treatment is acceptablefor
use under this Agreement. The GAC shall not be mixed or blended with any other
reactivated GAC or exposed to any other reactivation products. All equipment used for
reactivation, transport and installation which will come into contact with Kentucky's GAG,
including but not limited to GAC storage and feed equipment, GAC cooling, screéening and
handling equipment, shall be cleaned and thoroughly purged of any previous ¢lient's
material. Kentucky's GAC for reactivation must be treated as a discreet and separate
batch and shall not contact any other reactivated GAC

6. Only NSF-Approved bituminous virgin GAC may be supplied for
makeup purposes. The virgin GAC supplier must have at least 10 water treatment plants of
similar source as the Kentucky plant using the virgin GAC in service for at least five (5)
years. No other sources of GAC for reactivation purposes will be acceptable.

7. American Carbon Services hereby agrees to indemnify and save
harmless Kentucky against any and all liability, loss, damage, costs or expense which
Kentucky may incur, suffer or be requiredto pay as a result of American Carbon Services'
negligentacts, errers or omissions or failure to perform in accordance with this Agreement
or American Carbon Services' violation of any Federal, State or locallaws or regulationsin
its performance of this Agreement.

8. Kentucky hereby agrees to indemnify, defend and save harmless
American Carbon Services against any and all liability, loss, damage, costs or expense
which American Carbon Services may incur, suffer or be requiredte pay as aresult of the
GAC becoming a hazardous material, hazardous waste or hazardous substance, while in
the care, possession and control of Kentucky during the lease of the GAC.
Notwithstanding American Carbon Services' ownership of the GAC during the term of this
Agreement, American Carbon Services shall not be liable or responsible for the
transportation, handling, treatment, storage, disposal or other activity in connection with
American Carbon Services, which becomes a hazardous material, hazardous waste or

hazardous substance.
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9. In no event shall the parties be liable to each other, and each party

specifically waives as against the other, any and all claims for consequential, incidental,
special or punitive damages resultingin any way from performance or non-performance of
this Agreement, whether such damages are characterized as arising under breach of
contract or warranty, tort (including negligence), fault, strict liability, indemnity or other
theory of legal liability.

10. Atleasttwo weeks prior to beginningthe GAC exchange operation, a
responsible American Carbon Services representative shall meet with the applicable
Kentucky Operations Superintendentto review the plans for the GAC exchange operation,
including daily dates and times work is to begin and to end, to determine if any special
circumstances exist, and to determine if any special equipment is required. American
Carbon Services shall provide any auxiliary equipment, services, or materialsrequiredto
conduct the GAC exchange operation at no additional cost to Kentucky.

11. At least one week prior to beginning the GAC exchange operation.
American Carbon Services shall provide Kentucky with a written schedule showing dates
and times of installation. The Kentucky Operations Superintendent shall approve this
schedule. The GAC exchange operation shall commence promptly eachday by 8:00 A.M.,
and American Carbon Services shall provide sufficient labor in order to minimize the
amount of time eachfilteris out of service. American Carbon Services shallreimburse any
overtime incurred by Kentucky personnelas a result of deviation of this schedule in full to
Kentucky.

12.  All schedulingof deliveries of materials, equipment, services and GAC
shall be conducted by the responsible American Carbon Services representative. Any
additional costs incurred as a result of scheduling conflicts, errors, or omissions shall be
paid solely by American Carbon Services.

13.  During the GAC removal process, all GAC is to be removed from the
applicable filters with exception of up to a maximum of one inch of GAC. The contractor
shall remove the GAC in a manner so as not to disturb sand and gravel layers. Any sand
repiacement required as result of disturbance during GAC removal shall be replacedand

8
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paid for by American Carbon Services. All waste sand, GAC, or other waste materials
generated as aresult of the exchange operation shall be removed and properly disposed

of by American Carbon Services, at no additional cost to Kentucky.
14.  The depth of reactivated GAC installedin each filter shall deviate by

no more than one inch from the depths listedin Exhibit Ill at the completion(f installation
of eachfilter. No additional filters shall be taken out of service for exchange purposes until
the Kentucky Operations Superintendenthas verifiedthe proper depth in each completed
filter.

15.  In order to avoid freezing of equipment and installation delay which
could jeopardize the operation of the treatment plant, to the extent operationally
practicable, the GAC exchange process shall not occur during periods in which air
temperatures drop below 15 degrees Fahrenheit. Where possible and practical, the
exchange operation shall be temporarily postponed and rescheduledto When temperature
conditions are more favorable. Thetime period shown in Exhibit lIt may be extendedfora
period of up to one month should this condition occur.

IN WITNESS WHEREOF, the parties have causedthis Agreementto be executed
by their duly authorized representatives.

ACCEPTED AND AGREED: ACCEPTED AND AGREED:
KENTUCKY-AMERICAN AMERICAN WATER RESOURCES, INC
WATER COMPANY

n_‘lﬂ-—‘ /1/ e
By: _ By, (N ey~

/

Title: President Title: President
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Date_—van. 1, LooN
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EXHIBITI

GRANULAR ACTIVATED CARBON PROPERTIES

lodine number 800 minimum
Density 28-30 Ib./eubic foot
Effective Size 0,8-1.0mm
Uniformity Coefficient 2.1 maximum
Moisture 2% maximum
Abrasion Number 75 minimum
Typical Mesh Size 8 x 30 mm

11
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EXHIBIT If

WARRANTY

American Carbon Services warrants that, when used under normat condiiions, as
currently exist at the Lexington, Kentucky Plant, the GAC provided under this Agreement
will perform the function of adsorption of dissolved organics that contribute to taste and
odors duringthe life of the warranty, for a period of thirty-six (36) months after installation
of the GAC into the respective filters. For purposes of the warranty, effective T&O
adsorption is defined as the reduction of adsorbable dissolved odors such that the
threshold order number of the carbon filtered water as measured by the proceduredefined
in "Standard Methods for the Examination of Water and Wastewater”, 20" Edition, shall
not consistently exceedtwo (2) in the carbon filtered effluentfor four (4) consecutive days
while the treatmentplant is in normal operation. The thirty-six(36) month warranty period
for the GAC installed into the filters will begin once the respective filtering unitis placed in
service afler backwashingfollowinginstallationof the GAC. American Carbon Sercvices’
obligationunder the warrantyis contingent, for the duration of the warranty period, onthe
following conditions within the centrol of Kentucky:

A The general background levels of the raw water of the water plant for taste
and odor, as set out inthe mostrecentfive (5) year raw water testing history
of the water plant, shall be maintained. If the concentration of erganics inthe
raw water supply should greatly exceedthese general background levels, as
in the case of an accidental industrial discharge, chemical spill or other
adversity, Kentucky will initiate the feed of powered carbon or may elect a
complete bypass of contaminated water during the course of abnormal
conditions. In the event Kentucky does not immediately take emergency
measures to prevent the GAC from being exposed to excessive levels of
organic contaminants, the warranty for such filters affected by the
exceedance in general background levels shall be null and void.

B. Normal treatment of the water prior to carbon filtration will continue to be
practiced. Thisincludes suitable disinfection, coagulationand clarification of
the raw water and stabilization of the clarified water before GAC filtration.

C Average and maximum filtration rates will not exceed 3.0 and 4.0 gallons per
minute per square foot, respectively.

D. The GAC bed depth will be maintainedby Kentucky in eachfilter, as close to
the initial bed depth as possible, with the exception of a possible loss of up
to one (1.0) inch of GAC bed depth perfilter per year due to attritionlosses.

If losses should exceed one (1.0) inch of bed depth in any filter during any

12
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one (1) year of operation, Kentucky shall immediately advise American
Carbon Services to replace the excess GAC loss with GAC egual te that
supplied. Kentucky shall pay American Carbon Services for any such
replacement of GAC at a price of eighty-five cents ($0.85) per pound or
replacethe GAC using material that meets the specifications givenin Exhibit
I. In the event Kentucky does not immediately advise American Carbon
Servicesto replace such loss, the warranty for the GAC in suchfilter shallbe
null and void, until such time as the GAC has been replaced.

E. The water plant filters will be maintained in good operating conditionand in
accordance with accepted industry practice. If the GAC fails to perform due to
encrustationby inorganic precipitates, such as calcium carbonates, excessive biological
growths, etc., Kentucky shall bear the cost of cleaning, and if necessary, replacing the
GAC to restore performance, in accordance with procedures providedby American Carbon
Services. The GAC warranty shall be nuil and void unless and until Kentucky cleans and
replaces the GAC as required hereunder.

Should the GAC during the warranty period fail to perform in accordance with the
warranty, for reasons other than the contingencies set out above, American Carbon
Serviceswill. at its sole aption, either reactivate or rewlace all or wart of the GAC torestore
its capabilityto meet the warranty. All cost to bringtie GAC back into compliance withthe
terms of this warranty will be for the account of American Carbon Services.

EXCEPT AS SET FORTH IN THIS EXHIBIT Ii, AMERICAN CARBON SERVICES
MAKES NO WARRANTY EXPRESSED OR IMPLIED, INCLUDING THE WARRANTIES
OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE, WITH
RESPECT TO THE CARBON OR THE SERVICES TO BE PROVIDED UNDER THIS
AGREEMENT. AMERICAN CARBON SERVICES SHALL HAVE NO LIABILITY FOR ANY
INDIRECT, INCIDENTAL OR CONSEQUENTIAL DAMAGES ARISING OUT OF A
BREACH OF THIS WARRANTY. KENTUCKTS SOLE REMEDY FOR ANY BREACHOF
THIS WARRANTY SHALL BE TO REQUIRE AMERICAN CARBON SERVICES TO
EITHER REACTIVATE OR REPLACE CARBON AS PROVIDED ABOVE.

13
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EXHIBITIN

KENTUCKY-AMERICAN WATER COMPANY —1 EXINGTON WTP

- Surface Area | Carbon Depth =~ Carbon Volume
Filter No. (sq. ft.) (Inches) (Cubic feet) Exchange Date
22 340 24 680 Feb./2004
23 340 24 880 Feb./2004
24 340 24 680 Feb./2004
25 340 24 680 Feb./2004
28 340 24 680 Feb./2004

S:Corent.Laxingiza XY .00

14
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GAC L EASE AGREEMENT

LEXINGTON. KENTUCKY

This LEASE AGREEMENT is made this 21 day of January. 2002 between American
Water Resources, Inc. (doing business as American Carbon Services) a Virginia
corporation, having its principal office at 1025 Laurel Oak Drive, Voorhees, New Jersey
08043 (hereinafter "American Carbon Services") and Kentucky-American. a Kentucky
corporation, having its principal office in Lexington, Kentucky (hereinafter"Kentucky");

WHEREAS. American Carbon Servicesis the ownerof a carbonreactivationplantin
Columbus, Ohio, that has the capability to provide custom reactivated carbon to the
potable water industry; and

WHEREAS, Kentucky has a need for Granular Activated Carbon ("GAC), for the
purpose of Taste and Odor {"T&Q) control in its Lexington, Kentucky water plant; and

WHEREAS. American Carbon Services s willing to provide GAC o Kentucky on a
lease basis.

THEREFORE, Kentucky desires to enter into this Agreementwith American Carbon
Servicesto provide all GAC that Kentucky will procure during 2002, and in considerationof
the mutual promises contained in this Agreement the parties agree as follows:

A. Services

1. American Carbon Services will pick up spent carbon requiring
reactivation from the six (6) filters, Filters #1101 ,#12, #13, #14, #15 and #16 & the
Lexington, Kentucky water plant and transport the spent carbon to its carbon reactivation
plant located in Columbus, Ohio during the initialterm of this Agreement on a schedule
agreed to by the parties. American Carbon Services will provide all labor and equipment
for the removal and replacement of all carbon at the Lexington, Kentucky water plant.

2. American Carbon Services will reactivate all spent bituminous carbon
and willreturn all reactivated carbon meeting the Quality Control specifications, set forthin
Exhibit I, attached to and made part of this Agreement. In addition, American Carbon
Services will provide all make up carbon necessary to return to Kentucky the required
volume fill of 680 cubic feet of GAC for each filter. Kentucky acknowledgesthat American
Carbon Services has title to and is the owner of all GAC supplied by American Carbon
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Services under this Agreement. Kentucky may not remove the GAC from the filters or
cause the GAC to be removed except for emergency maintenance in accordance with the

terms of this Agreement.
3. American Carbon Services will test all carbon supplied under this

Agreement every six months from samples supplied byA Kentucky. The firsttest will occur
during the month of July 2002 and shall include lodine Number, Apparent Density. Total
Ash. Abrasion Number and Screen Analysis.

4, Upon termination of this Agreement, American Carbon Services will
provide for the removal, transportation, reactivation and disposal of any GAC provided
under this Agreement, unless Kentucky elects to maintain the carbon in service in
accordance with Section B.Z., below.

5. Kentucky will provide dl necessary water, electricity and suitable
drainage to accomplish the transfer of the spent and reactivated carbon into and out of
filters.

E. Consideration

1. Kentucky shall pay American Carbon Services for the services
provided under clauses 1 through 3 of Section A a monthly fee of $2,850.00 beginning on
the first day of the month following installation of all carbon to be initially provided by
American Carbon Services, and continuing for the term of this Agreement.

2. Kentucky shall pay American Carbon Services a monthly fee of
$1,425.00 per month for all months beyond the initial term that the GAC is in service at the
Kentucky water plant. The payments shall be due on the first day of each month that the
GAC remains in service.

3. In the event that Kentucky elects to terminate this Agreement as
provided in paragraph D below, American Carbon Services will provide the services in
Section A.4 and Kentucky will pay American Carbon Services a fee of $0.15/Ib for all GAC
removed. The payment shall be due thirty (30) days after the invoice date.

C. Warrantv
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1. American Carbon Services warrants that the GAC supplied underthis
Agreement will, during the initial term of this Agreement, provide acceptable T&QO control
as detailed in Exhibit .
D. Tem
1 The initial term of this Agreement shall begin on the date of initial
installation of all GAC and conclude thirty-six (36) months thereafter. At the end of the
initial term, this Agreement shall be automatically extended on a month-to-month basis
unless and until either party provides notless than thirty (30) days prior writtennotice to the
other of termination; provided, however, that any such extension shall not extend the
warranty under Section C, above, beyond the expiration of the initial thirty-six (36) month
term. Following receipt by American Carbon Services of such notice of termination,
American Carbon Services will provide the services in Section A4 and Kentucky will pay
American Carbon Services afee of $0.15/1b. of carbon removed from filters. Paymentshall
be due thirty (30) days after the invoice date.
E. Force Maieure
Either party hereto shall be excused to the extent that its performance is
prevented by any circumstance reasonably beyondits control, including, but not limited to,
fire, exptosion, strike, labor dispute, war, act of God, riot, or action of any governmental
authority.
F. Kentuckv Law to Govern
This Agreementshallbe governed and construedin accordance with the laws
of the State of Kentucky without giving effect to conflict of law principles.

G Notices
All notices required under this Agreement shall be given by Certified Mall,
Return Receipt Requested and shall be deemed made when deposited in the U.S. Mails
properly addressed, with postage prepaid, as follows:

American Water Resources, Inc.
1025 Laurel Oak Rd.

Voorhees, NJ 08043

Attn: Mr. Stephen Gordon, President
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Kentucky-American Water Company
2300 Richmond Road

Lexington, KY 40502

Attn: Nick Rowe, Vice President

H.  Taxes
The fees provided for in this Agreement to be paid by Kentucky do not

include any taxes or other assessments. Kentucky agreesto pay all taxes or governmental
assessmentsimposed on the services to be provided by American Carbon Services.

R Miscellaneous
1. This Agreement shall not be assignable by either party without the

written consent of the other party, which consent shall not unreasonably be withheld. Any
assignee shall assume all the obligations of this Agreement and the assignor shall not be
relieved of its obligations under this Agreement by reason of an assignment.

2. This Agreement constitutes the entire agreementbetween the parties.

All previous representationsrelative hereto, either written or oral, are hereby annulled and
superseded. No modifications shall be binding on either party unless it shall be in writing
and signed by an authorized officer of both parties.

3. Any waiver by either party of any provision or condition Of this
Agreement shall not be construed or deemed to be a waiver of any other provision or
condition of this Agreement nor a waiver of a subsequent breach of the same provisionor
condition unless such waiver be so expressed in writing and signed by the party to be
bound,

4. if any provisioncontained hereinis held to be unenforceableby a court
of law or equity, this Agreement shall be construed as if such provisions did not exist and
the unenforceability of such provision shall not be held to render any other provision of this
Agreement unenforceable.

S. The reactivationmust be conductedin a facility dedicated exclusively
to the reactivation of GAC from potable water treatment plants. No reactivation facility
which has accepted GAC used for purposes other than potable water treatment is
acceptable for use underthis Agreement. The GAC shall not be mixed or blended withany
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other reactivated GAC or exposed to any other reactivation products. All equipment used
for reactivation, transport and installation which will come into contact with Kentucky's
GAC, including but not limited to GAC storage and feed equipment, GAC cooling,
screening and handling equipment, shall be cleaned and thoroughly purged of any
previous client's material. Kentucky's GAC for reactivation must be treated as a discreet
and separate batch and shall not contact any other reactivated GAC

0. Only NSF-Approved bituminous virgin GAC may be supplied for
makeup purposes. The virgin GAC supplier must have at least 10 watertreatmentplants of
similar source as the Kentucky plant using the virgin GAC in service for at least five (5)
years. No other sources of GAC for reactivation purposes will be acceptable.

1. American Carbon Services hereby agrees to indemnify and save
harmless Kentucky against any and all liability, loss, damage, costs or expense which
Kentucky may incur, suffer or be required to pay by reason of any release of hazardous
materials, hazardous wastes or hazardous substances, which release arises out of or
occurs in connection with the acts of transportation, handling, treatment, storage, disposal
or other activity in connection with the GAC which is the subject hereof.

8. At least two weeks prior to beginning the GAC exchange operation, a
responsible American Carbon Services representative shall meet with the applicable
Kentucky Operations Superintendentto review the plans for the GAC exchange operation,
including daily dates and times work is to begin and to end, to determine if any special
circumstances exist, and to determine if any special equipment is required. Any auxiliary
equipment, services, or materials required to conduct the GAC exchange operation shall
be provided by American Carbon Services at no additional cost to Kentucky.

9. At least one week prior to beginning the GAC exchange operation,
American Carbon Services shall provide Kentucky with a written schedule showing dates
and times of installation. The Kentucky Operations Superintendent shall approve this
schedule. The GAC exchange operation shall commence promptly each day by 8:00 A.M.,
and sufficent labor shall be provided by American Carbon Services in order to minimize

the amount of time each filter is out of service. Any overtime incurred by Kentucky
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personnel as a result of deviation of this schedule shall be reimbursedin full to Kentucky

by American Carbon Services.
10. Allscheduling of deliveries of materials, equlpment, servicesand GAC

shall be conducted by the responsible American Carbon Services representative. Any
additional costs incurred as a result of scheduling conflicts, errors, or omissions shall be

paid solely by American Carbon Services.
11. Duringthe GAC removal process, all GAC is to be removedfrom the

applicable filters with exception of up to a maximum of one inch of GAC. The contractor
shall remove the GAC in a manner so as not to disturb sand and gravel layers. Any sand
replacementrequired as result of disturbance during GAC removal shall be replaced and
paid for by American Carbon Services. All waste sand, GAC, or other waste materials
generated as a result of the exchange operation shall be removed and properly disposed
of by American Carbon Services, at no additional cost to Kentucky.

12. The depth of reactivated GAC installed in each filter shall deviate by
no more than one inch from the depths listed in Exhibit JI! at the completion of installation
of eachfilter. No additionalfilters shall be taken out of service for exchange purposes until
the proper depth in each completed filter has been verified by the Kentucky Operations
Superintendent.

13.  In order to avoid freezing of equipment and installation delay which
could jeopardize the operation of the treatment plant, to the extent operationally
practicable, the GAC exchange process shall not occur during periods in which air
temperatures drop below 15 degrees Fahrenheit. Where possible and practical, the
exchange operation shall be temporarily postponed and rescheduledto when temperature
conditions are more favorable. The time period shownin Exhibit ill may be extended for a
period of up to one month should this condition occur.

IN W TNESS WHEREOF, the parties have caused this Agreementto be executed
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IN WITNESS WHEREOF, the parties have caused this Agreement to be executed

by their duly authorized representatives.

ACCEPTED AND AGREED: ACCEPTED AND AGREED:
KENTUCKY-AMERICAN AMERICAN WATER RESOURCES, INC
WATER COMPANY

— — By: ' :
By: | Q Stepifen Gorden

Nick Rowe '

Title: Vice President Title: Presdent
Date l"‘ ZJ’ &2" Date /"OZ/"&‘:""
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EXHIBIT |

GRANULAR ACTIVATED CARBON PROPERTIES

lodine number 800 minimum
Density 28-30 Ib./cubic foot
Effective Size 0.8-1.0 mm
Uniformity Coefficient 2.1 maximum
Moisture 2% maximum
Abrasion Number 75 minimum
Typical Mesh Size 8 x 30 mm
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EXHIBIT 1I

WARRANTY

American Carbon Services warrants that, when used under normal conditions, as
currently exist at the Lexington, Kentucky Plant, the GAC provided under this Agreement
will perform the function of adsorption of dissolved organics which contribute to taste and
odors during the life of the warranty. For purposes of warranty, effective T&0O control is
defined as the reduction of adsorbable dissolved odors such that the threshold order
number of the carbon filtered water as measured by the procedure defined in "Standard
Methods for the Examination of Water and Wastewater", 20" Edition, shall not persistently
exceed two (2) in the carbon filtered effluent for four (4) consecutive days with the
treatment plant in normal operation. The warranty will begin on the date of installation of
the GAC and continue for thirty-six (36) months thereafter. The warranty is contingenton

the following:

A If the concentration of organicsin the raw water supply should greatly exceed
general background levels, as in the case of an accidental industrial
discharge, chemical spill or other adversity, Kentucky will initiate the feed of
powered carbon or may elect a complete bypass of contaminated water
during the course of abnormal conditions. If emergency measurers are not
taken immediately to prevent the GAC from being exposed to excessive
levels of organic contaminants, the warranty will be voided.

B. Normal treatment of the water prior to carbon filtration will continue to be
practiced. Thisincludes suitable disinfection, coagulationand clarification of
the raw water and stabilization of the clarified water before GAC filtration.

C. Average and maximum filtrationrates will not exceed 3.0 and 4.0 gallons per
minute per square foot, respectively.

D. The GAC will be maintained by Kentucky in each filter with the exceptionof a
possible loss of up to one and one-half (1.5) inches of GAC bed depth per
year attrition losses. If losses should exceed one and one-half (1.5) inches
of bed depth in any filter during any one-(l) year of operation, the excess
GAC loss willbe replaced. Kentucky shallpay American Carbon Servicesfor
any such replacement of GAC at a price of seventy-five cents ($0.75) per
pound or replace the GAC using material that meets that specifications given
in Exhibit 1.

E The water plant filters will be maintained in good operating condition and in
accordance with accepted industry practice.

9
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If the GAC fails to perform due to encrustation by inorganic precipitates, this shall
not be considered to be a breach of the warranty and Kentucky will bear the cost of
cleaning the GAC to restore performance, in accordance with procedures provided by
American Carbon Services.

Should the GAC during the warranty period fail to perform in accordance with the
warranty, American Carbon Services will, at its sole option, either reactivate or replace all
or part of the GAC to restore its capability to meet the warranty. All costto bring the GAC
back into compliance with the terms of this warranty will be for the account of American
Carbon Services.

EXCEPT AS SET FORTH IN THIS EXHIBIT }l, AMERICAN CARBON SERVICES
MAKES NO WARRANTY EXPRESSED OR IMPLIED, INCLUDING THE WARRANTIES
OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE, WITH
RESPECT TO THE CARBON OR THE SERVICES TO BE PROVIDED UNDER THIS
AGREEMENT. AMERICAN CARBON SERVICES SHALL HAVE NO LIABILITY FOR ANY
INDIRECT, INCIDENTAL OR CONSEQUENTIAL DAMAGES ARISING OUT OF A
BREACH OF THIS WARRANTY. KENTUCKY'S SOLE REMEDY FOR ANY BREACH OF
THIS WARRANTY SHALL BE TO REQUIRE AMERICAN CARBON SERVICES TO
EITHER REACTIVATE OR REPLACE CARBON AS PROVIDED ABOVE.

10
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KENTUCKY-AMERICAN WATER COMPANY — L EXINGTON WTP

Filter No Surface Area | Carbon Depth | Carbon Volume
' (sq. ft.) (inches) (cubic feet) | Exchange Date
11 340 24 680 Feb./2002
12 340 24 680 Feb./2002
13 340 24 680 Feb./2002
14 340 24 680 Feb./2002
15 340 24 680 Feb./2002
16 340 24 680 Feb/2002
B:Carban ). Lasinglan KY.00
11
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FINANCIAT SERVICES AGREEMENT

THIS AGREEMENT, dared as of June 15, 2000, by and between Kentucky-
American Warer Company (the*“Company™) and American Water Capital Corp. C*'AWCC”),

BACKGROUND

T —

The Company currently performs its own financial services.

However, the Company has determined rhar it can obtain these services more
efficiently through the consolidation of certain necessary management and staff functions with
rhose performed for other entities that may emter into agreement with AWCC substantially
smilar te thisone (“Co-Participants™).

AWCCis dedicared to performingsuch consolidated functions.

Accordingly, the parties have determined to enter into this Agreement for the
provision of financial services by AWCC to the Company and for the proper determination and
alocation of the costs of providing such servi ces.

Therefore, the parties agree asfollows:

AGREEMENIT

1. Services. AWCC will provide, either directly or through arrangenment s
wirh third parties for the benefit of the Company, such financia services ‘as the Company and
AWCC may fromtime 10 time agree, including but nor limited to!hose more fully descnibed in

Appendix | attached to this Agreement

2. Costs. In consideration of rhe provision of the services contemplated by
paragraph 1, the Company agreesio pay AWCC a ponion of the costs and appropriate overhead
incurred by AWCC in providing those services, as follows. The costs incurred by AWCC in
connection with its bank eredit lines and shori-term public bonowingswill be divided among the
Co-Participants in proportion to the maximum principal amount that each Co-Participant
requests be made availableto it during the course of 2 year. The cests incurred by AWCC in
connectionwith each long-termborrowing by 4 wCC will be divided among each Co-Participant
in proportion to the principal amount of that borrowing that is loaned to that Co-Participant.
AWCC’s overhead will be alocared among the Co-Pasticipants in the same proportion as each
Co-Participant’s long-term and maximum, requested short-term berrowings and investmentsin a
calendar year bear to dl of the long and maximum shon-term borrowings and investments by all
Co-Participants during the same year.

2 Statements. AWCC will prepare and deliver 1o the Company monthly
statements Of the services provided by AW CC and anount s payable o AWCC, giving effeet to

e o o, ‘ 685634668223 PAGE. 82
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al the ‘provisions of Cis Agreement. The Company shal pay the net amount shown on its
stztement within thirty (30) daysafier the billing date.

4. Inspection. Upon reasonable notice, AWCC will nake available 10 the
Company for its inspection AWCC’s books, records, hills, accounts and any other docunent s
which describeor support the costs allocated 10 the Company under this Agreement.

5, Obliearions Nor Joint. AWCC and the Company expressly agree: (a) that
the obligations of the Company and each Co-Participant to AWCC areseveral and R0t 1910% (b)
that e Company will not be responsible to any Ce-Panicipant, 10 AWCC or to any assigneeor
creditor of AWCC for any payment in excess of payments due by the Company to AWCC under
rhis Agreement or a Note in the form anached 1o this Agreemenl: and (c) that no Co-Participant
will be responsible to the Company, to any other Co-Paricipant, to AWCC or to any assignee of
crediter of AWCC for any payment in excess Of payments due by that Co-Participant o AWCC
under any agreement substantially simslar 1o rhis Agreement or under any Note attached to that
other agreement. AWCC covenants and agrees that it will require, as a condition to its entering
into any such other agreement with a Co-Participant, that such other zgreement contains the
same provision as that contained in rhe immediately preceding sentence.

6. Noies.  The Company's borrowings under this Agreement will be
evidenced by one or more promissory notesin the farm of Exhibit A or Exhibit B attached to this

Agreement

7. Non-Exclusivity. Nothing in this Agreement prohibits or restricts the
Company from berrowing from third parties, Or ebiaining services described in this Agreernem
fromthird parties, whenever end on whatever terms it deems appropriate.

8. Effectiveness. This Agreement shall be effective zs of June 15, 2000,
provided that, if prior approval by the regulatory commission of any jurisdiction is required
before this Agreement n@y become effestive aste the Company, or before AWCC may provide
a panicular service hereunder 1w the Company, this Agreemenl shall not be effective as to the
Company or & to that service, as the case may be, unless and until the required approvel has
been obtained. Unless and until this Agreement becomes effective as to the Campany in whole
or in pan, the Company shall not be entitled to the benefits of, nor shall it have any rights or
duties under, this Agreement. This Agreement may be amended or rescinded only by written
instrument signed by the Company and AWCC.

) Termination. The Company may terminate its paricipation in this
Agreemem by giving ten (10) days prior wrinen notice of such iermination to AWCC; and (b)
AWCC nay terminste this Agreement by giving ninety (90) days prior written notice of such
1enmination to the Company, Termination of this Agseement will not affect: (a) the Company’s
obligations under any Promissory Notes; (b) any party's obligationswith respect to any amounts
ow ng under Sections 2 and 3 of tis Agreement (including such amounts amributable to
obligations of any terminating party under ay Promissory Notes that remain outstanding after
this Agreement iS terminated as to that pary); or () AWCC’s obligations tO repay any
investments made by « Company pursuant to Appendix |.

e LD 8563668229 PAGE. 83



MAY 14 2084 17:55 FR kel
C 859 268 8327 10 913243536332 -80e P, 18-55

A g

§3-28-82 16:82 YT eRE T ATA REQUEST 1 #31

Page 42 of 49

10.  Copies. This Agreement may be executed by the partiesin one or mere
copies and each executed copy shall be considered an original.

In witness of the foregoing. each of the Conpany and AWCC has caused its
respective corporate seal 1o be affixed to this Agreement and has caused this Agreement to be
signed 0N its behalf by itsduly authorized officers,

ATTEST: KENTUCKY-AMERICAN WATER COMPANY

Herbert A. Miller, Jr.
Secretary

ATTEST: AMERICAN WATER CAPITAL CORP.

. m Bygﬂ-ﬂf Btk

w—:&t\h;P : 40d Title: Joseph F. Hhwfnete. Jr.
Vice Fres r and Secratary Vice President and Treasurer

ASARAEE22Y PRGE, @4
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‘ APPENDIX |

N 1AL

Set forth below is a list of the services which AWCC agrees to provide to the
Company Upon itsrequest pursuant te the Agreement to whichthi s Appendix ISattached.

1. Short-Term Loans, AWGCC will provide Shon-Term Loans to the
Company pursuant ta the terms Set forth in the promissory notesto be issued by the Conpany to
AWCC, each substanrially in the form attached to this Agreement as Exhibit A.

2. Long-Term Bomowings. AWCC will provide loans other than Shert-Term
Loans to the Company pursuant 1¢ the terms set forth in the promissory noteste beissued by the
Company to AWCC, each substantially in the form attached hereto as Exhibit B.

3. Cash Mznaeement. Cash not required by the Company to pay its daily
disbursements or 1o pay when due the principal of and interest on. the Company's bormowings
from AWCC other than Short-Term Loans will be used by AWCC first to reduce the outstanding
principal balance of the Company's Short-Term Loans owing 10 AWCC and any excess will be
deemed 1o be invested with AWCC and will earn a daily rate of interest that is equal to the
interest income earned by AWCC on those funds. Upon rhe request of that Company, AWCC
shall execute one or more promissory notes in favor of the Company, in form and svbstance
substantally similar 10 the Promissory Note znached as Exhibit A |0 the Agreement as evidence

of such investment.

Y el - s L] 8563468225 paﬁE‘ es
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0 EXHIBIT A
PROMISSORY NOTE
FOR SHORT-TERM LOANS
, 2000

FCR VALUE  RECEIVED, (INAME  OF COMPANY], a
corporation (herein “Borrower™) hereby promises o pay ON
DEMAND 10 the order of American Water Capital Corp., a Delaware corporation (“Lender”), in
samme day funds a1 jis officesat Voorhees, New Jersey or such other place as Lender may from
time 1o time designate, the principal sum of dollars(§____ ") (the
"Maximum Principal Sum"™), or such lesser amount as shall equal the zggregate vnpaid principal
amount of the loans made by Lender to Bonower (other tiian |oans evidenced by a promissory
note under which the principal zmount is due and payable in one or more scheduled installments
more than one year afier the dare of jts issue), ogether with interest thereon framthe date hereof
until paid in full. Interest will be ¢harged on the unpaid outstanding principal balance of this
Note at arate per annura equal to Lender's actual cost of funds to make such loan, such rate to
change as Lender's actual cost of funds changes. Interest on borrowings shall be due and
payable on the first business day of each menth, commencing with the first business day of the
month after the month in which this Note is executed. In the absence of manifest error, the
records maintained by Lender of the amount and term, if any, of borrowings hereunder shall be
deemed conclusive.

Borrower may borrow, repay and reborrow hercunder in amounts whi¢h do not, in
the aggrepate outstanding at any time, exceed the Maximum Principal Sum.

The occurrence of one or more of my of the fellowing shall constitutean event of
default hereunder:

Borrower shall fail 1o make any payment of principal and/er
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days after the same shall become due and payable, whether at maturity or by

accelerarion or otherwise;

b Borrower shall gpply for or consent to the appointment of a
receiver, trustee Or liquidator of itself or any of its preperty, admit in writing itsinability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a voluntary petition in bankrupicy or a petition or an answer seeking
reorganization or a amangement with creditors or to take advantage of any bankruptcy,
reorganization, insolvency, readjustment of debt, disselution or liquidation of law or statute, or
an enswer admitting the material allegations of a petition filed against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the

foregoing; or

c) Any order, judgment or decree shall be emered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantal pan of the assets of Borrower, or appointing a receiver, wustee or liquidator of

A-l
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Borrower OF any o jts property, and such order, judgment or decree &all continue unstayed and
Q in effect for any period of sixty (60) days.

Upon the occunence of any evemt of default, the entire unpaid principal sum
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender
hereunder shall, a the option of Lender, become due and payable immediately. In addirion to
the foregoing, upon the occunence of any event of default, Lender nay forthwith exercise
singly, concurrently, successively or otherwise any and al rights-and remedies available to
Lender by law, equity, statureor otherwise.

Borrower hereby waivers presentment,. demand, notice of nonpayment, protest,
notice of protest or other notice of dishonorin connection with any default in the payment of, or
any enforcement of the payment of, all amounts due hereunder. To the extert permitted by law,
Borrower waives the right ro any sty of execution and the benefit of al exemption jaws now or

hereafier in effect.

Following the occurrence of any event of default, Borrower will pay upon
demand al costs and expenses (including al amounts paid o anomeys. accountants, and other
advisors empieyed by Lender))jncuncd by Lender in the exercise of any of its rights,.remedies
or powers hereunder Wth respect to such event of default, and any amount thereof not paid
promprly following demand thesesor shall be added to the principa rum hereunder and will bear
interest at the contract rare set forth herein from the date Of such demand w1l paid in full. In
connection with and as pan of the foregoing, in the event that thisNoteis placed in the hands of
an attorney for rhe collection of any sum payable hereunder, Bonower agrees to pay reasonable
anomeys fees for the collection of the amount being clamed hereunder, as well as al costs,

disbursements and allowancesprovided by 1aw.

If for any reason one or more of the provisions of this Note or their application to
any entity or circumnstances shall be held to be invalid, illegal or unenforceablein any respect or
10 any extent, such provisions shall nevertheless remain vaid, legal and enforceable in all such
other respects and to such extent as may be permissible. In addition, ay such invalidity,
illegality or uvnenforceability shal nor affectany other provisions of thisNote, but this Note shall
be construed a5 if such invaid, ijlegal or unenforceable provision had never been contained

herein.

This Noteinuresto the benefit of Lender and binds Bonowex and Lender's and
Borrower’s respective successors and assigns, and the words "Lender” and ''Borrower™
whenever occumng herein shall be deemed and construed to include such respective successors

and assigns.

This Promissory Note is one of the promissory notes referred 1o in the Finaneial
Services Agreement dated as of June 15,2000 berween Borrower and Lender 10 which reference
iSmadefor a siatement of additional rights and obligations of the paries hereto.

am o mmm e £563468225 PACE. 87
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I NwiTNESS WHEREOF, Borrower has executed hi's Promi ssory Not e ~ h day
and year first wrinten above.

[BORROWER]

. Name and Title:

ASEERIIG PAGE. 88
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0 , EXHB TB
PROM SSCRY NOTE
ECOR L ONG TERMBCRRON NGS
g , 2000

FOR VAL UE RECEIVED, (NAME (J- COMPANY1, a
corporztion (herein “Berrower”) hereby promises to pay to the order of American Water Capital

Corp., a Delaware corporation (“Lender™), in same day funds &t its offices a
or such other plaee 25 Lender may from rimeto time designate, the

principal sum of dollars ($ ), together with interest thereon
from the dare hereof unmtil paid in full. Interest shall be charged on the unpaid outstanding
principal balance hereof at a rate per aznum equal to the rare paid and te be paid by Lender with
respect to the borrowings it made in order 1o provide funds to Borrower heveunder. |nterest on
borrowingsshall be due and payablein immediately available funds on the same businessday on
which the Lender must pay interest on the borrowings it made in order to provide funds to the
Borrower hereunder. The principal amount hereof shall be due and payable hereunder at such
times and in such zmounts and in such installments hereunder as rhe Lender must pay with
respect to the borrowings it made in order to provide funds to the Borrower hereunder. Lendex
has provided Bomrower with a copy of the documentation evidencing rhe bozrowings made by
Lender in order 1o provide funds e Borrower hereunder. In the absence of manifest ervor, such
documentarion and the records maintained by Lender of the amount and term, if any, of
borrowings hereunder shall be deemed conclusive.

The occurrence of one ar moreof any of rhe following shall constitute an event of
default hereunder:

Borrower shall fajl to make any payment of principal and/er
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days afier the same shall become due and payable, whether at maturity or by
accelerationOr otherwise;

Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its properry, admit in writing itsinability 1o pay
its debts as they marture, Nnake a genera assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or file a veluntary petition in bankruptey Or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage Of any bankruptcy,
reorganization, insolvency, readjustment of debt, dissolution or Jiguidation of law or statute, or
an answer admining the material allegations Of a petition filed 2gainst it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the

foregoing; or

© Any order, judgment or decree shell be entered by any court of
competent jurisdiction, approving a petition seeking reorgznization Of Borrewer Of al or a
substantizl part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Barrower or any of its property, and such order, judgment or decree shall continue unstayed and
in effect for any penied of sixty (60) days.

B-1
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. Upon rhe occurrence of any event of default, the entire unpaid principal sum
hereunder plus al interest accrued thereon plus all other suns due and payable |0 Lender
hereunder shall, at the option of Lender, become due and payable immediately. In addition o
the foregeing, upon the occurrence of any event of default, Lender may forthwith exercise
singly, concumently, successively or otherwise any and al rights and remedies available to
Lender by law, equity, statute or otherwise.

Bonower hereby waivers presentment, demand, notice of nonpaymenr, protest,
notice of protest or other notice of dishonor in cennection with any default in the payment of, or
mYy enforcemem of the payment of, all amounts due hereunder. To the extent permined by law,
Borrower waives the right to any stay of execution and the benefit of all exemption Jaws now or
hereafter in effect.

Following the occurrence of any event of default, Borrower will pay upon
demand all casts and expenses (including all amounts paid to anorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or powers hcreunder with respect 10 such event of default, and any amount thereof nor paid
promptly following demand therefor shall be added to the principal Sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand wntil paid in full. In
connection with and as pan of the foregoing, in the event that this Note isplaced in the hands of
an attorney for the collection Of any sum payable hereunder, Borrower agrees to pay reasonable
antorneys” fees for the ¢ollection of the amount being claimed hereunder, as well as all costs,
disbursements and allowances provided by law.

If for any reason one or more of the provisions of 1his Nete or their application 1@
any entity or circumstances shall be held 1w beinvalid, illegal or unenforceablein any respest er
10 any extent, such provisions shall neveriheless remain valid, legal and enforceable in dl such
other respects and 10 such extent a may be permissible. In additon, any such invalidity,
illegality or unenforceability shall not affect any other provisions of this Note, bur this Note shall
be conswued as if such invalid, illegal or unenforceable provision had never been contained

herein.

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender and “Borrower
whenever occurring herein shall be deemed and construed to include such respective successors

and assi gns.

Thi s Promissory Nete is one of the promissory nores referred to in the Financial
Services Agreement dated asof June 15, 2000 between Borrower and Lender to which reference
ismadefor astatemnent of additional rights and obligstions of Lender and Borrower.

B-2
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3 IN W TNESS WHEREOF, Borrower has executed this Promissory Note the day
and year first written above.
[BORROWER]
"Nameand Title:
B.3
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