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THIS CONSOLIDATED WATER PURCHASE CONTRACT made and entered

into as of this 25th day of April, 2005, by and between the NEW

JERSEY WATER SUPPLY AUTHORITY, a public body corporate and politic,

with corporate succession, with a mailing address of Post Office

Box 5196, Clinton, New Jersey 08809 (the "Authority"), and NEW

JERSEY AMERICAN WATER, INC. a corporation existing under the laws

of the State of New Jersey, having its principal office at 989

Lenox Drive, Lawrenceville, New Jersey, 08648 ("Purchaser");

WITNESSETH THAT:

WHEREAS the Authority, on July i, 1990, commenced

operation of the System (as defined in Section 1 hereof, all

capitalized terms used in the Agreement having, unless the context

otherwise requires, the meanings set forth in said Section) as a

source of surface water supply, derived from the Manasquan River,

for the Authority’s supply area; and

WHEREAS prior to the System Operation Date, the Authority

and various Water Purveyors entered into Initial Water Purchase

Contracts which in the aggregate represent 16.097 MGD of

Uninterruptible Service; and
WHEREg~S each Initial Water Purchase Contract provides

that any Water Purchase Contract for Uninterruptible Service

between the Authority and a Water Purveyor entered into on or after

the System Operation Date shall be a Delayed Water Purchase

Contract or Consolidated Contract containing certain provisions

affecting only Delayed Water Purchases; and

WHEREAS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated April I0, 1987 (the "Original Water Purchase
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Contract") for diversions of 5.00 mgd, the Point of Delivery

located on Hospital Road, Wall Township, New Jersey.

~E~AS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated September i, 1988 (the "Contract Amendment

No.I") for increased diversions of 0.40 mgd, the Point of Delivery

located on Hospital Road, Wall Township, New Jersey for a total

supply of 5.40 mgd.

~-~E~S, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated October i, 1991, (the "Contract Amendment

No.2") for diversions of 0.315 mgd, the Point of Delivery located

on Hospital Road, Wall Township, New Jersey, for a total supply of

5.715 mgd, said increased diversion reflecting the transfer of

System supply from another original Authority customer, Aberdeen

Township Municipal Utilities Authority; and

~-~~, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated October i, 1992 (the "Contract Amendment

No.3") for diversions of 0.50 mgd, the Point of Delivery located on

Hospital Road, Wall Township, New Jersey, for a total supply of

6.215 mgd, said increased diversion reflecting the transfer of

System supply from another original Authority customer, Borough of

Union Beach; and

~~, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated May I, 1993 (the "Contract Amendment No.4")

for diversions of 0.090 mgd, the Point of Delivery located on

Hospital Road, Wall Township, New Jersey, for a total supply of

6.305 mgd, said increased diversion reflecting the transfer of

System supply from another original Authority customer, the Borough

of Allenhurst; and
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W~EREAS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated June i, 1994 (the "Contract Amendment No.5")

for diversions of 0.33 mgd, the Point of Delivery located on

Hospital Road, Wall Township, New Jersey, for a total supply of

6.635 mgd, said increased diversion reflecting the transfer of

System supply from another original Authority customer, the Borough

of Highlands; and

W-~E~S, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated October i, 1994 (the "Contract Amendment

No.6") for diversions of 0.40 mgd, the Point of Delivery located at

Hospital Road, Wall Township, New Jersey, for a total supply of

7.035 mgd, said increased diversion reflecting the transfer of

System supply from another original Authority customer, the

Township of Howell; and

W~EI~.AS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated December 23, 1996 (the "Contract Amendment

No.7") for diversions of 0.730 mgd, the Point of Delivery located

at the Oak Glen Water Treatment Plant, Township of Howell, New

Jersey, for a total supply of 7.765 mgd, said increased diversion

reflecting the transfer of System supply from another original

Authority customer, the Township of Howell; and

W-~EREAS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated August 26, 1998 (the "Contract Amendment

No.8") for diversions of 0.300 mgd, the Point of Delivery located

at the Oak Glen Water Treatment Plant, Township of Howell, New

Jersey, for a total supply of 8.065 mgd, said increased diversion

reflecting the transfer of System supply from another original

Authority customer, Adelphia Water Company; and
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WBERE~KS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated January I, 2000 (the "Contract Amendment

No.9") to reflect a change in the Point of Diversion of 0.40 mgd

from Hospital Road, Wall Township to the Oak Glen Water Treatment

Plant, said supply reflecting the diversions originally supplied by

the Authority to the Township of Howell and transferred to

Purchaser in the 6th Amended Contract,    resulting in total

contractual diversions of 6.635 mgd from Hospital Road, and 1.43

mgd from Oak Glen Water Treatment Plant; and

WHEREAS, the Authority entered into a Manasquan Reservoir

Water Supply System Uninterruptible Supply Water Purchase Contract

with Purchaser, dated June i, 2003 (the "Contract Amendment No.10")

to reflect a change in the amounts of water to be diverted from the

Oak Glen Water Treatment Plant and Hospital Road points of

diversion resulting in total contractual diversions of 4.035 MGD

and 4.030 MGD from Hospital Road and Oak Glen Water Treatment Plant

respectively and further requiring Purchaser’s transmission of

real-time flow metering information for its Hospital Road and Oak

Glen Water Treatment Plant diversions from Purchaser’s supervisory

control data acquisition system on a daily basis, said changes made

in response to the completion of the Oak Glen Water Treatment Plant

and the installation of real-time flow monitoring equipment at that

facility; and

WHERE,&S, the Authority entered into a Manasquan Reservoir

Water Supply Delayed Water Purchase Contract with Purchaser, dated

July i, 2001 (the "Ist Delayed Water Purchase Contract") for

diversions of 1.00 mgd, the Point of Delivery located at either

Hospital Road, Wall Township or the Oak Glen Water Treatment Plant,

Township of Howell (at Purchaser’s discretion), for a total supply

of 9.065 mgd, and
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W~EBEAS, the Authority entered into a Manasquan Reservoir

Water Supply Delayed Water Purchase Contract with Purchaser, dated

October i, 2002 (the "2nd Delayed Water Purchase Contract") for

diversions of 1.935 mgd, the Point of Delivery located at either

Hospital Road, Wall Township or the Oak Glen Water Treatment Plant,

Township of Howell at Purchaser’s discretion), for a total supply

of Ii.0 mgd, and
W~EREAS, in light of the numerous aforementioned contract

amendments, it is in the parties’ best interest to consolidate all

terms and conditions of these contracts into a single consolidated

contract; and

WHEREAS, by Resolution No. 1584, the Authority authorized

execution of a Contract for supply of 1.5 mgd from the Manasquan

Reservoir Water Supply System to Purchaser (Consolidated Contract);

and

W~EREAS, the water to be supplied to Purchaser pursuant

to this Consolidated Contract is to be delivered to Purchaser for

treatment and distribution to Purchaser’s customers through

Purchaser’s transmission system; and

WHEREAS the Authority and the State have entered into the

State Loan Agreement pursuant to which the State has made State

Loans to the Authority.

NOW, THEREFORe, for and in consideration of the premises

and mutual covenants and agreements herein set forth, the Authority

and Purchaser agree as follows:

Section i. DEFINITIONS.

this Contract shall, unless the context

otherwise, have the following meanings:

"Advisory Committee"    means    the

established pursuant to Section 3 of this Agreement.
7
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"Adjusted Annual Payment" means the Annual Payment for

any Annual Payment Period, as adjusted in accordance with any

revision of the Rate Schedule(s) in effect for such Annual Payment

Period.

"Annual Overdraft Rate" means the Rate for Annual

Overdraft Service of 115 percent as may be amended from time to

time by the System Rules and Regulations.

"Annual Overdraft Service" means the average daily supply

of raw water withdrawals from the System diverted during any

calendar year, to the extent and from time to time available, in

excess of aggregate uninterruptible service, for certain seasonal,

non-emergent, interim, interruptible, non-guaranteed uses.

"Annual Payment" means the aggregate amount projected by

the Authority to be payable to the Authority by the Purchaser

during each Annual Payment Period for Uninterruptible Service

hereunder, derived by multiplying the applicable rates and charges

in the Rate Schedule(s) in effect for the relevant Annual Payment

Period by the number of MG available to Purchaser on an annual

Uninterruptible Service basis (as provided in Section 2.A. (i) of

this Agreement, subject to the provisions of Section 5.B. hereof)

and subject to adjustment to reflect (i) any Delayed Water

Purchaser Surcharges applicable to Purchaser, (ii) any credits to

allocate benefits of any Delayed Water Purchase Surcharges to

Purchaser, and (iii) other charges, credits or adjustments provided

for in the proviso to clause (ii) of paragraph (a) of the

definition of Rate Schedule, in Section 5.F., Section 6.G. or

Section 6.H., hereof, or elsewhere herein.

"Annual Payment Period" means the Fiscal Year, during

which Uninterruptible Service is to be provided to the Purchaser

hereunder.

"Annual Requirements" means the aggregate amount required

during each Annual Payment Period to pay all Operation and



Maintenance Expenses, Debt Service Cost, Source Water Protection

Fund Requirements, and Special or Reserve Fund Requirements of the

System; provided, however, that the amount to be included for Debt

Service Costs with respect to each Annual Payment Period, or

portion thereof, shall be that accruing in the Bond Year, or

corresponding portion thereof, commencing during the Fiscal Year

within which such Annual Payment Period or portion thereof falls.

"Authority" means the New Jersey Water Supply Authority

established pursuant to the Authority Act.

"Authority Act" means the "New Jersey Water Supply

Authority Act", P.L. 1981, c.293, as amended (N.J.S.A. 58:1B-I et.

seq.).
"Bonds" means    (i)    all bonds or notes issued and

outstanding under the Resolution and (ii) all other bonds, notes

and other evidences of indebtedness or obligations issued or

incurred by the Authority to finance or refinance any cost, expense

or liability paid or incurred or to be paid or incurred by the

Authority in connection with the financing, planning, designing,

constructing, acquiring, operating or maintaining of any part of

the System including but not limited to the 2005 Resolution.

"Bond Year" means the period commencing on August 1 of

each calendar year ending on the next following July 31.

"Consolidated Contract" means this agreement wherein

Purchaser’s Uninterruptible Service contracts including Initial

Water Purchase Contracts, any amendments thereto and Delayed Water

Purchase Contracts have been merged into a single agreement.

"Contract" means this Water Purchase Contract.

"Converted Unsold System Capacity Interest Accretion

Bonds" means, as of any date of computation, the aggregate of all

Delayed Water Purchasers’ Shares of Converted Unsold System

Capacity Interest Accretion Bonds.



"Coverage Charge" has the meaning given to such term in

Section 713.4 of the Resolution.

"Current Debt Service Portion" means that portion of the

State Loan Bonds comprised of (i) that principal amount of the

State Loan Bonds the proceeds of which are applied to redeem the

1985 Bonds or to complete the System which bears the same

relationship to the total principal amount of such Bonds as the

number of MGD which on the date of issuance of such Bonds has been

contracted for under Water Purchase Contracts on an Uninterruptible

Service basis bears to thirty (30) MGD, (ii) that principal amount

of the State Loan Bonds the proceeds of which are deposited in the

debt service reserve fund with respect to the Current Debt Service

Portion of the State Loan Bonds upon the entry into additional

Water Purchase Contracts; and (iii) the amount of Deferred Debt

Service Portion which is converted into the Current Debt Service

Portion upon entry into additional Water Purchase Contracts; and

interest on the Current Debt Service Portion of the State Loan

Bonds, payment of which is to be deferred and added to principal.

"Daily Overdraft Rate" means the Rate for Daily Overdraft

Service of 120 percent as may from time to time be amended by the

System Rules and Regulations.

"Daily Overdraft Service" means the daily supply of water

withdrawn from the System to the extent and from time to time

available, in excess of uninterruptible service or if an optional

water use schedule has been authorized, diversions established in

an optional water use schedule for certain, seasonal, non-emergent,

interim, interruptible, non-guaranteed uses.

"Daily Period" means the period from midnight to midnight

of any day.

"Debt Service Costs" means the aggregate amounts payable

during any specified period:



(a) for (i) interest accruing during such period on the

Bonds, but not including any interest accruing on the State Loan

Bonds which is to be deferred and added to principal, until payment

in respect of such deferred interest is to commence, (ii) that

portion of each required principal payment or mandatory redemption

or sinking fund payment on the Bonds (together, "Principal

Installment") which would accrue during such period if such

Principal Installment were deemed to accrue during such period if

such Principal Installment were deemed to accrue daily in equal

amounts from the next preceding Principal Installment due date (or,

if there shall be no such preceding Principal Installment due date,

from a date one year preceding the due date of such Principal

Installment or from the date of issuance of the indebtedness

involved, whichever date is later), with such interest and

Principal Installments to be calculated on the assumption that no

Bonds outstanding at the date of calculation will cease to be

outstanding except by reason of the payment of each Principal

Installment on the due date thereof and (iii) such additional

amount as may be required to provide any debt service coverage

required by the terms of the State Loan Agreement (with excess

funds generated by such coverage requirement to be applied as

provided in the State Loan Agreement, the Resolution and in Section

6.G. hereof) or any other agreement entered into with respect to

other Bonds; and

(b) into any debt service reserve fund established for any

Bonds, other than the State Loan Bonds (the reserve fund for which
is to be funded as described in the State Loan Agreement) ;

provided, however, that there shall be excluded from any of the

foregoing any amounts which are to be paid (i) from Bond proceeds,

either directly or after deposit thereof in any fund securing

Bonds, (ii) from investment income derived from any fund securing

Bonds, (iii) from proceeds of Delayed Water Purchase Surcharges or



other charges levied upon Delayed Water Purchasers, or (iv) upon

optional redemption of or acceleration of the maturity of any

Bonds.

"Deferred Debt Service Portion" means that portion of the

State Loan Bonds which is not included within the Current Debt

Service portion of the State Loan Bonds and interest accruing

thereon payment of which is to be deferred and added to principal.

"Delayed Water Purchase Contract" means any Water

Purchase Contract, which provides for Uninterruptible Service

commencing subsequent to the System Operation Date, including any

amendment to any Initial Water Purchase Contract which provides for

an increase in the amount of Uninterruptible Service effective

subsequent to the System Operation Date to the extent of the amount

of such increase.

"Delayed Water Purchase Surcharge" means the amounts

calculated in accordance with Section 6.E. and 6.F. hereof, which

amounts represent the Debt Service Costs rate component of payments

to be made under any Delayed Water Purchase Contract or Delayed

Water Purchase Provisions of a Consolidated Contract,    for

Uninterruptible Service that exceeds the Debt Service Costs rate

component payable by Initial Water Purchasers by reason of:

(a)    Charges    imposed to cover    Debt    Service Costs

attributable to interest accruing during the extra three year

deferral period applicable to the Deferred Debt Service Portion of

the State Loan Bonds on that portion of the State Loan Bonds

attributable to the portion of the originally unsold System

capacity covered by Uninterruptible Service to be provided under

such Delayed Water Purchase Contract or Delayed Water Purchase

Provisions of a Consolidated Contract;

(b) Charges imposed otherwise to assure that other

System Water Purchasers will not be required to contribute by way
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of Debt Service Costs included in Annual Requirements more than

they would otherwise have been required to bear by reason of the

delay in entry into the Delayed Water Purchase Contract or Delayed

Water Purchase Provisions of a Consolidated Contract, or will be

reimbursed for such excess Costs previously borne by them; and

(c) Any other charges imposed to provide equitable

treatment as between System Water Purchasers entering into Water

Purchase Contracts on different dates (including but not limited to

charges, and corresponding credits), designed appropriately to

distribute the benefits of disproportionate contributions to

reserve funds;

Provided however, that in lieu of the imposition upon any one or

more Delayed Water Purchasers of Delayed Water Purchase Surcharges

with respect to any one or more items, such Delayed Water

Purchaser(s) may, at the time of entry into such Delayed Water

Purchase Contracts, make a single lump sum payment in respect of

such item(s) in a manner to be agreed upon between the Authority

and such Delayed Water Purchaser(s).

"Delayed Water Purchase" means the Uninterruptible

Service provided to Purchaser pursuant to a Delayed Water Purchase

Contract or the Delayed Water Purchase Provisions of a Consolidated

Water Purchase Contract.

"Delayed Water Purchase Provisions" means provisions of

this Consolidated Contract pertaining to Uninterruptible Service

commencing subsequent to the System Operation Date, including any

amendment to any Initial Water Purchase Contract which provides for

an increase in the amount of Uninterruptible Service effective

subsequent to the System Operation Date to the extent of the amount

of such increase.

"Delayed Water

Purchaser entering into a

Purchaser"    means    any    System Water

Delayed Water Purchase Contract or



Consolidated Water Purchase Contract containing Delayed Water

Purchase Provisions.

"Department"    means    the    New    Jersey    Department    of

Environmental Protection.

"Division" means the Water Supply Administration and its

predecessor agency, the Division of Water Resources in the

Department.

"Fiscal Year" means the twelve-month period commencing on

July 1 of each year and ending at midnight on the following June

30.
"Force Majeure" means acts of God, strikes, lockouts or

other industrial disturbances, orders of the Government of the

United States or the State or any agency or instrumentality of any

civil or military authority,

riots,    epidemics,    landslides,

hurricanes,    storms,    floods,

acts of terrorism, insurrections,

lightning,    earthquakes,    fires,

washouts,    droughts,    explosions,

breakage or accidents to machinery, pipelines, dams or canals,

partial or entire failure of water supply,    arrests,    civil

disturbances, acts of any public enemy, and any other causes not

reasonably within the control of the party claiming inability to

comply timely with its obligations.

"GPM" means gallons of water per minute.

"Initial Water Purchase Contract" means a Water Purchase

Contract providing for Uninterruptible Service commencing on the

System Operation Date.

"Initial Water Purchaser" means a Water Purveyor party to

an Initial Water Purchase Contract.

"MG" means million gallons of water.

"MGD" means million gallons of water per day.

"Minimum Dependable or Safe Yield" means that amount of

water which the System is capable of supplying continuously

throughout a repetition of the most severe drought of record, after



compliance with any minimum passing flow requirements of the

Manasquan River established by the System’s water diversion permit

as from time to time in effect.    The Minimum Dependable or Safe

Yield initially is 30 MGD, which amount may be increased as the

Authority may determine based upon appropriate documentation

received from the Authority’s Consulting Engineers.

"New Jersey ~uner±can" means New Jersey American Water,

Inc. a New Jersey corporation.

"1985 Bonds" means the $66,200,000 principal amount of

the New Jersey Water Supply Authority Bonds (Manasquan Reservoir

Project), 1985 Series.

"Operation and Maintenance

the amount (as set forth in the

Expenses" for any period means

Fiscal Year budget of the

Authority, as from time to time amended) of all current costs,

obligations and expenses of, or arising in connection with,

operation, maintenance and administration of the System, and minor

additions or improvements thereof or thereto, or of performance of

any Water Purchase Contract, including, but not limited to, all of

the following, to the extent the same are appropriately allocable

to the System and are to be incurred consistently with Prudent

Water Supply Practices all as determined on the cash basis of

accounting and in accordance with generally accepted accounting and

cost allocation principles:

(a)    all    repairs

reconstruction of the System;

and    ordinary    replacements    and

all wages, salaries and other

personnel costs, including costs of pension, retirement, health and

other employee benefit programs; all fuel, utilities, supplies and

equipment; and all supervisory, engineering, accounting, auditing,

legal and financial advisory services;

(b) all taxes and payments in-lieu of taxes;

(c) all claims not covered by the Authority’s

insurance;



(d) all fees and expenses incurred in connection with

any credit facility or the issuance of any Bonds, and fees and

expenses of counsel, fiduciaries and others in connection with any

such credit facility or Bonds to the extent not capitalized

pursuant to the requirements of the Resolution or other documents

pursuant to which Bonds are issued; and

(e) any other current costs, expenses or obligations

required to be paid by the Authority under the provisions of any

agreement or instrument relating to Bonds or by law; provided,

however, that Operation and Maintenance Expenses shall not include

(i) any of the foregoing to the extent they are to be paid from any

Special or Reserve Fund, (ii) any costs, obligations or expenses

for major new construction or (iii) any allowance for depreciation

of the System.

"Optional Water Use Schedule" means the Criteria for

Optional Water Use Schedule set forth in Appendix A hereto.    Said

Schedule is based upon a hypothetical assumption that there is

available unsold System capacity of 5.0 MGD in excess of the amount

(the "Contracted Uninterruptible Amount") of water which the

Authority is obligated to provide to its System Water Purchasers

during the year for which a water use plan (a "Plan") is submitted

pursuant to said Schedule. To the extent that such excess capacity

is greater, the permissible maximum and minimum monthly and daily

volumes of water, which may be selected by the Purchaser in any

Plan may be appropriately adjusted. At no time shall the Authority

approve Plans, which in the aggregate would require it to deliver,

on a daily, monthly, annual or other basis, water service in excess

of the Minimum Dependable or Safe Yield of the System.

"Order" means the Administrative Order issued by the

Division on July 30, 1985 which designates Water Supply Critical

Area No. I, and any subsequent amendments thereto.



"Point of Delivery" means the location where the System’s

delivery equipment interconnects with the New Jersey American’s

interconnection system. Specifically, two points of delivery will

be utilized for water purchased under this Contract and will be

referred to as Hospital Road, Wall Township and Oak Glen Water

Treatment Plant, Squankum Yellowbrook Road, Howell Township.

"Projected Annual Requirement" means the aggregate amount

projected by the Authority in its Fiscal Year budget, as from time

to time amended, to be required during each Annual Payment Period

to pay all Annual Requirements.

"Prudent Water Supply Practices" means, as of any

particular time, any practices, methods and acts, engaged in or

approved by a significant portion of the water supply industry

operating in areas having comparable characteristics to those of

the System and the Supply Area, or any of the practices, methods

and acts which, in the exercise of reasonable judgment in the light

of the facts known at the time the decision was made, could have

been expected to accomplish the desired result at a reasonable cost

consistent with good practices, reliability, safety and expedition.

Prudent Water Supply Practices are not intended to be limited to

the optimum practice, method or act, to the exclusion of all

others, but rather are intended to be a spectrum of possible

practices, methods or acts expected to accomplish the desired

results.

"Purchaser" means the New Jersey American Water, Inc.

"Purchaser’s Interconnection System" means all present

buildings,    structures,    transfer pumps, meters, meter vaults,

telemetry equipment, piping, valves, and other control apparatus

and equipment, to the extent located on properties, or facilities

owned by the Authority, installed by or on behalf of, and owned by,

the Purchaser (i) to connect Purchaser’s system with the System’s

delivery equipment located at the Points of Delivery and to
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withdraw, and measure, control, and monitor the flow and quality of

water the Purchaser withdraws from the System, and (ii) to

transport such water to the receiving pipelines located at the

boundary of the System property.

"Purchaser’s Delayed Water Purchase Share of Converted

Unsold System Capacity Interest Accretion Bonds" means an amount,

the computation of which is set forth in Appendix C hereto, equal

to the product obtained by multiplying the ratio that the MG of

Purchaser’s Delayed Water Purchases in this Consolidated Contract

(in million gallons per day) on an Uninterruptible Service basis

bears to Unsold System Capacity by the principal amount of Unsold

System Capacity Interest Accretion Bonds.

"Quarterly Water Payments" means either (i) the amount

obtained by dividing the amount of the Purchaser’s Annual Payment

or Adjusted Annual Payment for any Fiscal Year by four, or (ii)

such other or different required quarterly payments of which the

Authority gives notice to the Purchaser pursuant to Section 5.B.

hereof.

"Rate Schedule" means the "Schedule of Rates, Charges and

Debt Service Assessments for the Sale of Water from the Manasquan

Reservoir Water Supply System" to be promulgated by the Authority

in accordance with applicable laws and regulations, as the same may

from time to time be amended in accordance with provisions of the

System Rules and Regulations with respect to procedures to be

followed in connection with proposed rate changes,    which

establishes the rates, charges and debt service assessments (herein

together called the "Rates") by the Authority for Uninterruptible,

Daily Overdraft, Annual Overdraft, Standby and Short-Term Service

for System water in accordance with the following:

(a) Uninterru~tible Service. The Rates per MG set forth

in such Rate Schedule for Uninterruptible Service under the Initial



Water Purchase Contracts and Consolidated Contracts shall be

established for each Fiscal Year on the basis of:

(i) the Projected Annual Requirements for such Fiscal

Year,    after deducting therefrom projected net revenues in

connection with the ownership or operation of the System from

sources other than payment for Uninterruptible Service except to

the extent that such other revenues are to be applied to

obligations not included in such Projected Annual Requirements such

as payments, credits or rebates to System Water Purchasers (i) to

effect the adjustments for the purposes of which Delayed Water

Purchase Surcharges may be levied, and (2) to compensate for any

amounts charged to System Water Purchasers in Prior Fiscal Years by

reason of default in payment of any obligation under any Water

Purchase Contract which obligation is subsequently collected by the

Authority or (3) to distribute proceeds of surplus water sold as

provided in Section 5.I hereof.

(ii) divided by the number of MGD of System water which

are required by the terms of all Water Supply Contracts for

Uninterruptible Service during the Fiscal Year involved multiplied

by 365, provided, however, that the Authority may exclude for any

period, for purposes of computation hereunder, the Uninterruptible

Service called for under any Water Purchase Contract or

Consolidated Contract if an Event of Default has occurred

thereunder, without affecting the Authority’s rights to enforce the

provisions of such Contract against the Water Purveyor party

thereto, but any payment received from such Water Purveyor for such

Uninterruptible Service with respect to such period shall be

rebated or credited to the non-defaulting System Water Purchasers;

provided, however, that Rates so established for any Annual Payment

Period may be changed prospectively as provided in Section 5.G.

hereof;
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(b) Daily Overdraft Service. The Rates set forth in such

Rate Schedule for Daily Overdraft Service established for each

Fiscal Year shall apply to Purchaser’s diversions in excess of its

contractual Uninterruptible Service or the diversions set forth in

the Optional Water Use Schedule for each day during any calendar

month; Daily Overdraft Service shall be the product of the

diversions in excess of Uninterruptible Service or the Optional

Water Use Schedule as the case may be during any Daily Period, the

Operations and Maintenance Expense rate component, the Debt Service

Costs rate component for Initial Water ?urchase Contracts, the

Source Water Protection Fund rate component and one hundred and

twenty percent (120%) as may from time to time be amended by the

System rules and regulations. Payment received in any Fiscal Year

with respect to Daily Overdraft Service during such Year shall not

be included in actual or projected revenues for such Year for

purposes of determining the Rates applicable to such year but shall

be included in revenues for the Fiscal Year succeeding that in

which payment is received for purposes of determination of the

Rates for Uninterruptible Service in such succeeding Fiscal Year;

(c) Annual Overdraft Service. The Rates set forth in such

Rate Schedule for Annual Overdraft Service established for each

Fiscal Year shall apply each day a Purchaser’s average daily

diversion exceeds its daily uninterruptible supply during any

calendar year; the Annual Overdraft Service Rate shall be equal to

the product of: the number of days in such calendar year, the

Annual Overdraft Rate, the Operations and Maintenance Expense rate

component, the Debt Service Costs rate component for Initial Water

Purchase Contracts, and the Source Water Protection Fund rate

component. Payments received in any Fiscal Year pursuant to clause

(ii) above shall be applied in the manner described in the second

sentence of Paragraph (b) above;
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(d) Short-Term Service. The Rates set forth in such Rate

Schedule for Short-Term Service established for each Fiscal Year

shall be an amount per MG equal to the sum of the amounts per MG

charged for such Fiscal Year as the Debt Service Costs rate

component for Initial Water Purchase Contracts, the Operation and

Maintenance Expense rate component, and the Source Water Protection

Fund rate component. The Purchaser’s Rate for Short-Term Service

will be prorated from the rates for Initial and Delayed Purchase

Water based on the volume of water contracted for Uninterruptible

Service under each. Payments received in any Fiscal Year pursuant

to clause (ii) above shall be applied in the manner described in

the second sentence of Paragraph (b) above;

(e) Standby Service.    The Rates set forth in such Rate

Schedule for Standby Service shall be established for each Fiscal

Year on the basis of (i) a standby charge for each month during

Standby Service is available equal to the capacity, in MGD, of the

Purchaser’s withdrawal facilities to be served by such Standby

Service multiplied by the rate per MG established by the Rates for

such month for Uninterruptible Service plus (ii) a charge for water

actually consumed in any month at the rate per MG established by

the Rates for Short-Term Service at the time of such consumption,

net of the standby charge for such month. Payments received in any

Fiscal Year pursuant to clause (ii) above shall be applied in the

manner described in the second sentence of Paragraph (b) above; and

(f) Point of Delivery. The Operation and Maintenance

Expense component of all Rates is to be based upon the Point of

Delivery being located at the Authority’s Manasquan River intake

facility known as Hospital Road, Wall Township, New Jersey, and any

System Water Purchaser taking delivery of System water at a

different Point of Delivery will be assessed an additional charge
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to cover additional operation and maintenance expense associated

with establishment of and making delivery at such Point of

Delivery, including, but not limited to, in the case of any Water

Purchaser establishing a Point of Delivery on the transmission line

between the Manasquan River intake facility and the reservoir, an

additional charge to cover the Authority’s cost of pumping water to

the reservoir to replace water delivered from the reservoir to such

Purchaser, after appropriate allowance in case of reservoir water

also being utilized to satisfy the requirements of other System

Water Purchasers.

"Resolution" means the Manasquan Reservoir Water Supply

System Bond Resolution adopted by the Authority on April 16, 1987

as the same may be amended from time to time.    "2005 Resolution"

means the New Jersey Water Supply Authority Manasquan Reservoir

Water Supply System Bond Resolution adopted on or about June 6,

2005 as the same may be amended from time to time.

"Short-Term Service" means the supply of System water for

certain interim interruptible, non-guaranteed or short-term uses,

such as growing agricultural or horticultural products, meeting

extraordinary requirements in consumer demand for potable or

industrial water as a result of transfers arising from a

declaration of drought by the Department or Monmouth County Office

of    Emergency Management,    meeting    non-seasonal    extraordinary

requirements in consumer demand for potable or industrial water or

emergent maintenance or temporary failure of a critical component

of a System Water User’s infrastructure provided on a non-

guaranteed or interruptible basis.

"Source Water Protection Fund" means a special reserve

fund for acquisitions and watershed planning activities within the

Manasquan Basin, for those properties critical to the long-term

protection of water quality and quantity in the System.
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"Special or Reserve Fund" means any special or reserve

fund (i) established under the Resolution or any other resolution

or agreement pursuant to which any Bonds are issued, other than a

debt service reserve or similar fund, or (ii) established by the

Authority with respect to the System as a renewal or replacement

reserve, pumping reserve, major rehabilitation reserve, self-

insurance reserve, State pooled risk insurance reserve, general

reserve or other reserve determined by the Authority to be

necessary or desirable in accordance with Prudent Water Supply

Practices.

"Special or Reserve Fund Requirements" means payments

required or proposed to be made to any Special or Reserve Fund,

appropriately reduced to reflect application to such Requirements

of surplus revenues generated by debt service coverage requirements

pursuant to Section 6.G hereof.

"Standby Service" means the supply of System water, for

certain occasional uses,    such as fire protection or other

emergencies, natural or otherwise.

"State" means the State of New Jersey.

"State Loans" means loans made by the State

Authority under the State Loan Agreement.

to the

"State Loan Agreement" means the agreement entered into

between the Authority and the State, acting on behalf of the

Department, dated as of April 16, 1987, as the same may be amended

from time to time.

"State Loan Bonds" means all Bonds issued pursuant to the

Resolution and the State Loan Agreement.
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"Supply Area" means, initially, those regions of Monmouth

County identified as Demand Centers i, 2, 3 and 5 in the Order, as

the same may hereafter be modified, to which there may be added in

the future all or portion of those regions in northern Ocean County

identified as Demand Centers 4 and 7.

"Syste~u" means the water supply system constructed by the

Authority in Monmouth County, the major components of which are a

770 acre, four-billion, seven hundred million gallon reservoir

facility in Howell Township, a raw water intake facility and pump

station located adjacent to the Manasquan River off of Hospital

Road in Wall Township, and a five and one-quarter mile transmission

pipeline connecting the reservoir and the intake facility, together

with all component plants, structures and other real or personal

property, and additions and improvements thereto, necessary or

useful and convenient for the accumulation, supply or transmission

of water including but not limited to:     reservoir facilities,

settling and sediment storage basins,    dam,    dikes,    intake

structures. The System shall not be deemed to include any System

Water Purchaser’s interconnection system or any water treatment

facilities whether or not located on the System property.

"System Operation Date" means July i, 1990, the date upon

which the Authority commenced operation of the System and began to

make Uninterruptible Service available to the System Water

Purchasers.

"System Rules and Regulations" means those rules and

regulations applicable to water supply service from the System to

be promulgated by the Authority in accordance with applicable laws

and regulations, as from time to time amended, which shall include

provisions with respect to procedures to be followed in connection

with proposed rate changes similar to those currently in effect for

24



other water supply systems of the Authority the current form of

which is attached hereto as Appendix B, which provisions shall also

refer to the State Board of Public Utilities as an additional party

entitled to notice and to participate in such procedures wherever

reference is made in Appendix B to the Department of the Public

Advocate, Division of Rate Counsel.    The Authority agrees that it

will not reduce the six month period for official notice of

proposed rate adjustments specified in paragraph (a) 1 of Appendix

B.

"System Water Purchaser" means any Water Purveyor which

is party to a Water Purchase Contract with the Authority for the

procurement of Uninterruptible Service.

"Uninterruptible Service" means the supply of System

water which the Purchaser is authorized continuously to withdraw

without interruption for public water supply purposes.

"Unsold System Capacity" means the difference between the

Minimum Dependable or Safe Yield, currently calculated to be thirty

(30) MGD and the total MGD of Uninterruptible Service System Water

Purchase Contracts for all Water Purchasers.

"Water Act" means the "Water Supply Management Act", P.L.

1981, c. 262, as amended (N.J.S.A. 58:1A-I et. seq.) and the "Water

Supply Management Act Rules" (N.J.A.C. 7:19-1 et. seq.) promulgated

thereunder.

"Water Purchase Contracts" means the contracts providing

for Uninterruptible Service to one or more System Water Purchasers.

"Water Purveyor" means any person or entity, public or

private, including, but not limited to, a corporation, partnership,
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municipality or county, or a political subdivision thereof, which

owns, operates and maintains a public water system.

"Water Supply Plan Approval" means any approval by the

Division of the purchase of System water by a Water Purveyor

whether in the form of a water supply allocation permit, an interim

approval of a water supply plan submitted by a Water Purveyor as

required by the Order pending issuance by the Division of water

supply allocation permit, or otherwise.

Section 2. WATER SERVICE TO BE PROVIDED.

A.    The Authority shall supply and make available for

delivery to the Purchaser:

(i) Uninterruptible Service in the total amount of 12.5

MGD from the following two Points of Delivery: Hospital Road, Wall

Township and Purchaser’s interconnection with the Authority’s force

main adjacent to Purchaser’s Oak Glen Water Treatment Plant

property, said combined Uninterruptible Service being subject to a

maximum diversion of 7.5 MGD from Purchaser’s interconnection with

the Authority’s force main adjacent to Purchaser’s Oak Glen Water

Treatment Plant property to safeguard the Minimum Dependable or

Safe Yield of the System. The combined 12.5 MGD is the maximum

amount of water to be withdrawn in any twenty-four (24) hour period

as the total Uninterruptible Service from both Points of Delivery

referenced in this Section except as otherwise permissible under

the Optional Water Use Schedule;

(ii) Overdraft Service of that number of MGD necessary to

meet Purchaser’s diversionary needs in excess of Uninterruptible

Service; and

(iii) Short-Term Service of that number of MGD which

shall be established by separate agreement supplemental hereto



between the Authority and the Purchaser entered into on an annual

basis, with the number of MGD so established to be the maximum

amount which may be withdrawn in any Daily Period during the year

covered by such supplemental agreement;

all subject to the other terms and conditions of this Contract and,

to the extent not inconsistent, herewith, the System Rules and

Regulations. This volume constitutes Purchaser’s total withdrawal

including Purchaser’s Initial and Delayed Water Purchase Contract

amounts but excludes Purchaser’s withdrawals pursuant to water

contracted by other purveyors under tri-partite agreements.

B.    Purchaser shall not, without the consent of the

Authority, withdraw any water under the Short-Term Service

provisions hereunder without first giving notice to the Authority

of its proposed utilization of the Short-Term Service provisions,

and receiving approval thereof from the Authority, in accordance

with the procedures established in the System Rules
and

Regulations.

C.    Purchaser shall not, without the consent of the
Authority, withdraw water at rates greater, in the aggregate for

all Services provided hereunder, than 9,549 GPM or 12,500,000

gallons in any Daily Period, which amounts shall be appropriately

adjusted to reflect fluctuations in water use permissible under the

Optional Water Use Schedule.

D.    When required by the Authority, the Purchaser shall

submit in writing to the Authority a schedule of its’ combined

normal withdrawal of water from the System, presented in terms of

instantaneous withdrawals of water at specified gallons per minute

and MG per Daily Period.     If Purchaser elects to utilize the

Optional Water Use Schedule, it shall submit to the Authority the
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water use plan required by Paragraph 3(b) of that Schedule.    The

Purchaser agrees to notify the Authority eight (8) hours in advance

of any proposed departure from said schedule or plan for a specific

Daily Period. If an unanticipated emergency, natural or otherwise,

necessitates the withdrawal of more water than contemplated by said

schedule or plan, Purchaser agrees promptly to (i) notify, and to

the extent feasible secure prior approval of the Authority and (ii)

notify the Authority of its proposed time of resumption of normal

consumption.     If the Purchaser fails to notify the Authority,

Purchaser agrees to reimburse the Authority for any loss or expense

occasioned thereby.

E.    If the Authority determines that rationing of System

water is necessary, by reason of drought conditions (the existence

of which shall be determined in compliance with all applicable

provisions of law) or a System emergency, it shall allocate all

available water first to providing Uninterruptible Service under

all Water Purchase Contracts, without any preference or priority

based on date of entry into the Water Purchase Contract or

commencement of service thereunder, at the Authority’s election,

either (i) pro rata in accordance with the volume of water

available to each System Water Purchaser under the Uninterruptible

Service provided for in the relevant Water Purchase Contract; or

(ii) pro rata in accordance with the volume of water actually

provided each System Water Purchaser during the last preceding

Annual Payment Period in which rationing of water was not

necessary; or (iii) upon such other basis as shall be, in the

judgment of the Authority, appropriate to distribute equitably

among all System Water Purchasers the burden of such rationing. In

the event that rationing is to be imposed by reason of a System

emergency for more than a seven day period, the Authority shall

consult with and give appropriate effect to recommendations of the

28



Department.    If such rationing is instituted, or if in fact the

Authority does not provide the amount of water called for

hereunder, or advises the Purchaser that it will be unable to do

so, the Purchaser may procure replacement water from other sources

but shall nevertheless at all times be required to pay for all

water available for delivery to the Purchaser from the System on an

Uninterruptible Service basis, except to the extent that Purchaser

is required, in order to obtain replacement water, to contract for

more replacement water than the amount of the curtailment imposed

by the Authority.    Purchaser shall notify the Authority of the

terms upon which it arranges for such alternate supply of water.

F. Following a rationing event, and to the extent excess

water is available in the System, the Authority will make

reasonable efforts to allow the Purchaser the opportunity to

withdraw all or part of the lost contract volume within the fiscal

year that the event occurred.

Section 3. ADVISORY COMMITTEE.

The Purchaser and the other System Water Purchasers may

establish the Advisory Committee upon such terms as they shall

determine, for the purpose of, among other things, reviewing (i)

the proposed budget of the Authority with respect to the System and

the proposed Rate Schedule for any Fiscal Year, and (ii) any other

matters affecting the System or the Water Purchase Contracts. The

Advisory Committee shall appoint one or more representatives, not

to exceed six (the "Representatives") who shall be the sole

representatives of the Committee in all of its dealings with the

Authority and who shall be selected on a basis such that they shall

represent the varying interests of the Water Purchasers as nearly

as may be. The Representatives shall communicate to the Authority

any recommendations, which the Advisory Committee shall determine
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appropriate. The Authority will give appropriate consideration to

all recommendations of the Advisory Committee but the Authority

shall not be obligated to comply with any recommendation and the

manner or extent of its consideration and evaluation of each

recommendation shall be such as the Authority in its sole

discretion shall determine to be appropriate under all of the

circumstances.    The Authority agrees to provide to the Advisory

Conm~ittee such information relating to the System as may be

reasonably requested by the Committee, including information with

respect to the allocation of costs as between the supply of

untreated water under Water Purchase Contracts and other services

or activities of the Authority.

Section 4. SYST~MWATER QUALITY.

A.    The water to be supplied by the Authority hereunder

shall be raw, untreated water, which the Authority shall supply to

all System Water Purchasers without distinction as to source or

quality of the water supplied.    The Authority does not represent

that such water will have been stored in the System reservoir or

held in the System settling basin for any period of time.

B.    The Authority agrees to establish and maintain a

system, of such design as the Authority shall, in its sole

discretion, deem appropriate, to monitor the water quality of

ground water and surface water from which System water is derived

and to provide the information derived from such system to the

Purchaser. The Authority and the Purchaser agree that in the event

that, at the request of the Purchaser, they shall jointly conclude

on the basis of such information that there is any trend towards

degradation as a result of contamination in the quality of the

waters monitored by the system which threatens adversely to affect
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the treatment of System water, they, together with other System

Water Purchasers concerned, will jointly request appropriate action

by the Department to require that corrective measures be taken with

respect to such contamination.    Nothing in this paragraph B shall

prevent the Purchaser from taking action independently of the

Authority with respect to water quality problems before the

Department or otherwise.

Section 5. PAYMENT FOR WATER SERVICES.

A.    General.    Purchaser agrees to make all payments for

each of the respective water services available hereunder in the

amounts, at the time and place and in the manner provided herein or

in =he Rate Schedule. Such Rates which are set forth in the Rate

Schedule shall be established by the Authority in an amount at

least sufficient so that all payments in the aggregate received by

the Authority in respect of the System will provide for all Annual

Requirements.

B.    Uninterruptible Service.    For the period of January

i, 2005 through June 30, 2006, Purchaser shall pay the Authority

quarterly for contractual uninterruptible supply reflecting (i)

Purchaser’s Initial Water Purchase Contract purchases, the product

of: 8.065 MGD, 91.25 (said number reflecting the average number of

days’, in each calendar quarter), and a total rate component of

$921.64 per MG (1/1/05 - 6/30/05) or $895.01 per MG (7/1/05 -

6/30/06) ; (ii) Purchaser’s 1 MGD Delayed Water Purchase Contract

purchase, the product of 1.00 MGD, 91.25 (said number reflecting

the average number of days in each calendar quarter), and a Delayed

Water Purchase Rate component of $i, 186.00 per MG (1/1/05 -

6/3C/05) or $1,164.26 per MG (7/1/05 - 6/30/06); (iii) Purchaser’s

1.935 MGD Delayed Water Purchase Contract purchase, the product of

1.935 mgd, 91.25 (said number reflecting the average number of days
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in each calendar quarter), and a Delayed Water Purchase Rate

component of $1,192.89 per MG (i/i/05 - 6/30/05) or $1,164.26 per

MG (7/1/05 - 6/30/06); and iv) Purchaser’s 1.5 MGD Delayed Water

Purchase Contract purchases, the product of 1.5 MGD, 91.25 (said

number reflecting the average number of days in each calendar

quarter), and a Delayed Water Purchase Rate component of $1,518.86

per MG (1/1/05 - 6/30/05) or $1,164.26 per MG (7/1/05 - 6/30/06).

For the period of July i, 2005 through June 30, 2031, Purchaser

shall pay the Authority quarterly for its total 12.5 MGD
contractual uninterruptible supply, the product of: 12.5 MGD, the
average number of days in the calendar quarter relative to the
number of days in the calendar year, and the total rate per MG

set
forth in the Schedule of Rates (N.J.A.C. 7:11-4.1(d)).

Purchaser agrees to make Quarterly Water Payments for
the

Uninterruptible Service referenced herein not later than the
10th

day of January, April, July and October in each year with respect

to the calendar quarter ending on the last day of the immediately

preceding month.

C.    Daily Overdraft Service. Purchaser shall pay the

Authority monthly, the Daily Overdraft Rate (see 36 N.J.R. 5617,

December 20, 2004), consisting of one hundred and twenty (120)

percent of the product of the Operations and Maintenance Expense

rate component (N.J.A.C. 7:11-4.3), the Debt Service Costs rate

component (N.J.A.C. 7:11-4.4(b)), the Source Water Protection Fund

rate component (N.J.A.C. 7:11-4.5), and any rate components and

such modifications to the Daily Overdraft Rate adopted by the

Authority, for each day during any calendar month in which

Purchaser’s diversions exceed (i) the diversions set forth in an

authorized optional water use schedule or (ii) in the absence of an

authorized optional water use schedule (a 7.5 mgd from Purchaser’s
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interconnection with the Authority’s force main adjacent to

Purchaser’s Oak Glen Water Treatment Plant property, and (b) 12.5

mgd in total combined diversions from Hospital road or Oak Glen.

In the absence of an optional water use schedule, Purchaser shall

pay the Daily Overdraft Rate for diversions in excess of either

(C) (ii) (a) or (C) (ii) (b) above. Purchaser agrees to make monthly

water payments for the Daily Overdraft Service referenced herein

not later than 30 days of receipt of an Authority invoice for said

month.

D.    Annual Overdraft Service. Purchaser shall pay the

Authority on February ist of each year the Annual Overdraft Rate

(see 36 N.J.R. 5617, December 20, 2004) for each day during each

calendar year in which Purchaser’s average daily diversion exceeds

12.5 MGD.    The Annual Overdraft Rate shall equal one hundred and

fifteen (115) percent of the product of: the Operations and

Maintenance Expense rate component (N.J.A.C. 7:11-4.3), the Debt

Service Costs rate component (N.J.A.C. 7:11-4.4(b), the Source

Water Protection Fund rate component (N.J.A.C. 7:11-4.5), and any

rate components and such modifications to the Annual Overdraft Rate

adopted by the Authority.    Purchaser agrees to make annual water

payments for the Annual Overdraft Service referenced herein not

later than the i0th day of February each year with respect to the

calendar year ending on the last day of the immediately preceding

December.

E. Except as hereinafter provided, payments for

Uninterruptible Service made with respect to all quarters of the

same Fiscal Year shall be equal whether or not (i) the Purchaser

shall have elected to utilize the Optional Water Use Schedule or

(ii) the Purchaser actually withdraws the full amount of water

available pursuant to the Uninterruptible Service hereunder;
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provided, however, that Purchaser shall not be required to make

payment to the extent that the Authority does not make water

available under such Uninterruptible Service (whether by reason of

rationing as provided in Section 2.F hereof or otherwise) except as

provided in Section ll(a)    hereof. Otherwise,    Purchaser’s

obligations hereunder shall be absolute and unconditional, and

shall not, except as expressly provided herein, be affected by

fluctuations in consumptive use by Purchaser’s customers or by any

failure by the Authority to perform its obligations hereunder or be

subject to any other defense or to any reduction, whether by

offset, counterclaim or otherwise, except for any reductions or

credits provided for herein, in any Rate Schedule or in the System

Rules and Regulations.    The Authority shall notify the Purchaser

not later than thirty days prior to the beginning of each Annual

Payment Period of the amount of the Purchaser’s Annual Payment for

Uninterruptible Service hereunder and, if the Authority determines

that the Quarterly Water Payments under this Contract and other

Water Purchase Contracts should be made on a basis other than in

equal installments, in order to permit the Authority to meet its

Annual Requirements as they become due, it shall, concurrently with

such notice, provide the Purchaser with a schedule of the amounts

of each of the Quarterly Water Payments to be made by the

Purchaser.

F.      Other Service. Payment for water provided to

Purchaser pursuant to either the Short-Term Service or the Standby

Service hereunder, as well as for any other charges payable by

reason of excessive withdrawals or otherwise, shall be made within

thirty (30) days following receipt of the Authority’s invoice

therefor and shall be based upon System water actually consumed, or

in the case of Standby Service, the demand charge referred to in

Paragraph (e) of the definition of "Rate Schedule."
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G.    Rate Adjustments and Procedures.     The Authority

reserves the right from time to time to adopt adjustments to the

Rate Schedule in accordance with applicable laws and regulations,

including the public notice and hearing requirements and other

requirements set forth in the System Rules and Regulations. If as

a result of any such adjustments the Annual Payment for

Uninterruptible Service hereunder is adjusted by the Authority

subsequent to the notice given as provided in Paragraph E above,

the Authority shall notify the Purchaser of the adjustment and of

any revised schedule of Quarterly Water Payments required to

reflect such adjustment.

H.    Other Payment Provisions.    Payments hereunder shall

be made at the address of the Authority listed in Section 12 below.

All amounts not paid when due shall be subject to a late payment

charge at two (2) percent above the prime rate of the Wachovia

Bank, prevailing on the due date, but not to exceed eighteen (18)

percent per annum, from the date when due until paid.

I. Sale of Excess Water. The Purchaser may notify

the Authority that for a period of not less than 60 days nor more

than one year (the "Surplus Period") specified amounts of water

available to it under the Uninterruptible Service provided for in

this Agreement (the "Surplus Water") will be surplus to the needs

of the Purchaser, which notice shall be given not less than 30 days

nor more than 90 days prior to commencement of the Surplus Period.

Following receipt of such notice, the Authority shall notify each

other System Water Purchaser of the availability for purchase of

the Surplus Water (and any Surplus Water under any other Water

Purchase Contract) on the same basis as provided for Short-Term

Service in the Rate Schedule currently in force.    To the extent

that the Authority shall receive purchase requests from System



Water Purchasers for Surplus Water (which are in addition to and

not in substitution for purchases of water on a Short-Term Service

or Standby Service basis under existing Water Purchase Contracts)

it will use its best commercially reasonable efforts to provide

such Surplus Water (on a pro rated basis if other Surplus Water is

also available) to such System Water Purchasers.    The Authority

shall pay over to the Purchaser, or credit against the amounts due

or to become due from the Purchaser, under this Agreement, the

amounts received from the sale of the Surplus Water arising under

this Agreement after first deducting therefrom all costs and

expenses (pro rated as appropriate) incurred by the Authority in

carrying out the provisions of this Paragraph I. Nothing in this

Paragraph I shall prevent the Purchaser from disposing of Surplus

Water in any other manner.

Section 6. CERTAIN COVENANTS.

A.    The Authority agrees that it will not make any

material addition to the presently planned scope of the System’s

facilities for the purpose of increasing the System’s raw water

supply capacity or creating facilities other than those provided

herein for raw water supply facilities unless, in the reasonable

judgment of the Authority at the time such addition or other

facilities are authorized (including reasonable projections of

demand), such addition or other facilities will not increase the

costs to be borne by the Initial Water Purchasers or Purchaser

under this Water Purchase Contract.

B.    The Authority    shall    continuously    operate    and

maintain the System in an efficient manner in accordance with

Prudent Water Supply Practices.     The Authority shall have no

liability in the event that the water, which is actually available

to the System from the Manasquan River, is insufficient to permit
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the Authority to comply with its obligations hereunder or is

environmentally deficient.

C.    The Authority shall not enter into any Water

Purchase Contract which would result in (i) Uninterruptible Service

called for under all Water Purchase Contracts exceeding the then

Minimum Dependable or Safe Yield of the System or (ii) the water

supply called for under all contracts or commitments for System

water exceeding the then maximum output capacity of the System.

D.    The Authority agrees that it will borrow the amount

available to it under the State Loan Agreement and apply the

proceeds as provided therein.    The Authority agrees that it will

not refinance the State Loan Bonds on any basis which will increase

the amount of the Debt Service Costs per MG required to be borne by

the Initial Water Purchasers in any Fiscal Year during which the

Bonds being refinanced were to have been outstanding.

E.    Delayed Water Purchase Contracts and Consolidated

Contracts containing Delayed Water Purchase Provisions shall

contain provisions requiring the payment of Delayed Water Purchase

Surcharges by Water Purveyor parties to such contracts in amounts

and on such terms as shall be determined by the Authority as set

forth herein.    The Authority agrees that it will impose Delayed

Water Purchase Surcharges with respect to the matters described in

paragraph (a) of the definition of Delayed Water Purchase Surcharge

and by Section 6.F hereof, unless other methods of affecting the

adjustments involved are adopted by the Authority, but the methods,

periodic amounts and timing of such charges and allocation of

benefits shall be as reasonably determined by the Authority. Such

payments shall be made on the same basis as Quarterly Water

Payments under Section 5.B hereof.

F.     Delayed Water Purchase Surcharges shall include the

payment when due of the principal and sinking fund installments of

and interest on Purchaser’s Delayed Water Purchase Share of
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Converted Unsold System Capacity Interest Accretion Bonds. Delayed

Water Purchase Surcharges shall also include, as a component of the

Coverage Charge allocable to the Delayed Water Purchase Provisions

of this Consolidated Contract, an amount equal to 20 percent of the

principal and sinking fund installments of and interest on the

Purchaser’s Delayed Water Purchase Share of Converted Unsold System

Capacity Interest Accretion Bonds as set forth in Appendix C. The

Authority shall, in computing the Applicable Debt Service Schedule

pursuant to Section 719 of the Resolution for the Delayed Water

Purchaser party to the Delayed Water Purchase Provisions of this

Consolidated Contract, provide for the amortization of the

Purchaser’s Delayed Water Purchase Share of Converted Unsold System

Capacity Interest Accretion Bonds.

G.    The Authority agrees that it will apply to the

prepayment of State Loan Bonds surplus revenues generated by debt

service coverage requirements imposed pursuant to the State Loan

Agreement and the Resolution, to the extent they exceed the amounts

required to be deposited in the debt service fund for the State

Loan Bonds or in any Special or Reserve Fund, with the benefits

from the resulting reduction in Debt Service Costs to be allocated

among System Water Purchasers in proportion to their respective

contributions to the surplus revenues which were so applied to

prepayment of State Loan Bonds, either by way of appropriate

Delayed Water Purchase Surcharges and related credits, or any other

appropriate method.

H.    The Authority agrees that, if the State shall

determine to require a debt service reserve fund for State Loan

Bonds in addition to the 50 percent of maximum annual debt service

which is to be funded from water charges levied to provide debt

service coverage as described in the State Loan Agreement, the

Authority will permit any System Water Purchaser to provide the

additional debt service reserve fund deposit allocable to such



System Water Purchaser’s Water Supply Contract (in cash, or in the

form of a letter of credit or insurance contract meeting the

requirements of the Resolution and acceptable to the Trustee under

the Resolution), in which event the Authority will impose

appropriate charges and effect related credits, so as to restrict

the imposition of additional Debt Service Costs arising from any

State Loan made to fund such additional reserve requirements, and

limit the benefit of investment income from the debt service

reserve fund, to those System Water Purchasers not providing such

funding for the portion of such requirements attributable to their

Water Purchase Contracts.

Section 7. DELIVERY AND WITHDRAWAL OF WATER.

A.    Purchaser has entered into other Water Purchase

Contracts with other Water Purveyors.    This Contract shall not be

affected by any failure of Purchaser to continue such agreements.

The failure of Purchaser to accept such water shall not affect its

obligation to make payment for such water otherwise available for

delivery by the Authority.    The Authority shall have no

responsibility with respect to any failure of Purchaser and any

other party to enter into any such agreement or with respect to any

agreement entered into by Purchaser, or for the performance by

Purchaser or any other party (including the action or inaction of

any other party’ s employees, agents, officers, directors or

controlling persons) under any such agreement.    The provisions of

this Section 7 shall be applicable to all water received by the

Purchaser at the Point of Delivery, whether for its own account or

for the account of such other Water Purveyors. Purchaser’ s

obligation to make payment hereunder shall not be affected by any

failure by Purchaser and any other party to enter into any such
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agreement or with respect to any contract entered into by

Purchaser, or for the performance by Purchaser or any other party

(including the action or inaction of any other party’s employees,

agents, officers, directors or controlling persons) under any such

agreement.

B.    Water shall be withdrawn from the System at

Purchaser’s sole cost and expense.    Title to all water supplied

from the System shall be in the Authority up to the Point of

Delivery, at which point title shall pass to the Purchaser (or in

the case of water received by Purchaser for the account of other

Water Purveyors, such other Water Purveyors) upon withdrawal of

such water. The Authority and the Purchaser each agree to hold the

other harmless from all liability, loss or damage arising from

improper water flows or other events relating to water while title

is in the other party hereto.

Do

Purchaser’s

approval of

withheld.

E.

C.    The Authority grants to the Purchaser an easement

for the term of this contract permitting access for Purchaser’s

personnel and equipment upon, over and under System property as may

be necessary to install and construct at the Point of Delivery and

on adjoining System property at or near the Point of Delivery, and

to     replace,     repair,     operate     and    maintain     Purchaser’s

Interconnection System, all at Purchaser’s sole cost and expense.

The Purchaser shall make no material alterations in
Interconnection System without the prior written

the Authority, which shall not be unreasonably

The Authority or %ts designated representative shall

have the right at any time to examine Purchaser’s Interconnection

System and modifications thereto. The Purchaser shall, at its sole

cost and expense, within ten (I0) days (or such longer period as



may be required by law or as the parties may agree) after receipt

of written demand from the Authority, make such modifications or

repairs to Purchaser’s Interconnection System as, in the opinion of

the Authority, may be required to eliminate leakage of water from,

or potential damage to the System.    On Purchaser’s failure to do

so, the Authority may make such modifications and repairs and the

Purchaser agrees to reimburse the Authority promptly after demand

for the Authority’s cost and expense in so doing.

F.    The Purchaser shall purchase or construct, install,

operate,    maintain and repair,    as a part of Purchaser’s

Interconnection System, at its sole cost and expense and in a

manner which the Authority determines to be in accordance with

Prudent Water Supply Practices, automated flow meters at the

point(s)    of    diversion    that    electronically    transmit    daily

diversionary flow information to the Authority, of the type and at

location(s) approved by the Authority.    The Purchaser shall have

said flow meters tested for accuracy at its own sole cost and

expense before installation, by a testing firm approved by the

Authority, and shall furnish a certified report of such test to the

Authority.     The Purchaser shall have such tests repeated and

furnish a report of said tests to the Authority (i) at least once

each year (ii) following meter repairs and (iii) at such other

reasonable time as the Authority may reasonably request at

Purchaser’s sole cost and expense, except that, in the event that

any test required pursuant to clause (iii) above establishes that

the meter does not vary more than two percent from actual, such

test shall be at the sole cost and expense of the Authority.

G.    The Purchaser shall keep a daily record of flow

rates and cumulative daily water withdrawal totals and shall submit

to the Authority, not later than the tenth (i0th) business day of

each such month, copies of such records for the preceding month.

The Authority or its designated representative shall have the right
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at any time to examine the flow meter or other measuring device and

the above mentioned records, as well as to order tests pursuant to

clause (iii) or paragraph F above, or repairs or replacements

thereof.

H.    In the event of meter malfunction involving

variances greater than two percent from actual, the Authority may

estimate the amounts of water actually withdrawn and base charges

upon such estimates rather than meter readings, without prejudice

to the right of the Purchaser to dispute such estimate and to

pursue any legal remedy in connection therewith.    Such estimates

shall be based on the Purchaser’s average daily withdrawals, with

due consideration of the scale of plant operation before and during

the breakdown period, or on such other method consistent with

Prudent Water Supply Practice as the Authority shall determine.

I. The Purchaser agrees to indemnify, defend and hold

harmless the Authority from and against all claims, damages or

losses suffered, sustained or required to be paid by the Authority,

arising from any act or omission of the Purchaser, its officers,

agents,    representatives    or    employees,    in    connection    with

Purchaser’s Interconnection System, the operation thereof, or any

activities carried out by the Purchaser, its officers, employees,

agents or representatives, on the premises of, or with respect to,

the System, or with respect to any of the services which are the

subject of this Contract.

J. The Authority, to the fullest extent permitted by the

New Jersey Tort Claims Act, shall be responsible and shall at its own

expense, defend itself against any and all suits, claims, losses,

demands or damages of whatsoever kind or nature, arising out of or in

connection with any act or omission of the Authority, its employees,

agents or contractors, in performance of the obligations assumed by

the Authority pursuant to this Agreement.     The Authority hereby
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releases the Purchaser from any and all liabilities, claims, losses,

costs, expenses and demands of any kind or nature whatsoever, arising

under the state or federal law, solely out of or in connection with

the Authority’s performance of the obligations assumed by the

Authority pursuant to this Agreement.

Section 8. FORCE MAJEURE.

If by reason of Force Majeure either the Authority or

Purchaser shall be rendered unable wholly or in part to satisfy its

obligations under this Contract and shall give notice and full

particulars of such Force Majeure in writing to the other such

party hereto within a reasonable time after occurrence of the event

or cause relied on, then the obligation of the party giving such

notice, to the extent affected by such Force Majeure, shall be

suspended during the continuance of the inability then claimed;

provided, however, that the existence of an element of Force

Majeure shall in no event affect the obligation of the Purchaser to

make the Quarterly Water Payments and other payments required under

this Contract (subject to the provisions of Section 5.B hereof),

but nothing in this Section 8 shall require the Purchaser to make

any payment for water which the Authority does not make available

to the Purchaser.    Either party so affected shall use its best

efforts to remove or overcome such Force Majeure with all
reasonable dispatch.

Section 9. TERM OF CONTRACT.

A.    This Contract shall become effective on January I,

2005 and terminate on June 301 2031, unless previously terminated

as provided herein.
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B.    The Authority shall have the right to terminate this

Contract without penalty as provided in Section ii hereof.

C.    In the event of an emergency, natural or otherwise,

and, where practicable, after public notice and hearing in

accordance with the "Administrative Procedure Act," P.L. 1968,

c.410, as amended (N.J.S.A. 52:14B-I et. seq.), the Authority

reserves the right temporarily to curtail or suspend the

Purchaser’s withdrawal of water from the System, in which event

Purchaser’s payment obligation shall be reduced as provided in

Section 5(E) hereof.

D.    Within ninety (90) days after termination of this

Contract or such longer period as may be reasonably required, the

Purchaser agrees to remove from System property any facilities

installed by Purchaser on System property, and to restore said

property to its former condition as nearly as may be and in a

manner satisfactory in the reasonable judgment of the Authority and

to release and reconvey any easement granted pursuant to Section

7.C. hereof.    On Purchaser’s failure to do so, the Authority may

make such removal and restoration at the sole cost and expense of

the Purchaser, which cost and expense the Purchaser agrees to pay

on demand. If such facilities are not removed within said 90 day

period, the Authority also reserves the option to sell such

facilities to assist in defraying the cost and expense of removal

and restoration.     Purchaser may within thirty (30) days after

termination submit a written offer to sell or donate such

facilities to the Authority, which the Authority shall accept or

reject in writing within sixty (60) days.

E.    In the event that the Department shall approve an

apportionment of System water to the Purchaser for an additional

period beyond the term of this Agreement, the Authority agrees that
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if the Purchaser shall give notice to the Authority promptly after

such approval of its desire to extend the term of this Contract to

cover the additional period, not exceeding 25 years, for which such

apportionment has been approved, the Authority will negotiate with

the Purchaser in good faith with a view to agreeing to such an

extension on fair and reasonable terms.

Section i0. INSURANCE.

A.    AUTHORITY INSURANCE. The Authority shall exercise

reasonable commercial efforts to purchase and carry fire, casualty,

public liability and other insurance on the System, or otherwise

establish and fund its own self-insurance program or participate in

any State-administered pooled risk or self-insurance program, for

purposes and in amounts which ordinarily would be carried or funded

by a person or entity owning and maintaining similar facilities,

except that the Authority shall not be required to carry liability

insurance except to insure itself against risk of loss due to

claims for which it can, in the opinion of the Authority’s legal

counsel, be liable under the New Jersey Tort Claims Act, or any

similar law or judicial decision. All premiums for such insurance

shall constitute an Operation and Maintenance Expense of the

System.

B.    PURCHASER INSURANCE.    The Purchaser shall exercise

reasonable commercial efforts to purchase and carry fire, casualty,

public liability and other insurance on any facilities located by

the Purchaser on System property, for purposes and in amounts which

ordinarily would be carried by a person or entity owning, operating

and maintaining such facilities, except that if the Purchaser is a

municipality, or instrumentality thereof, it shall not be required



to carry liability insurance except to insure itself against risk

of loss due to claims for which it can, in the opinion of the

Purchaser’s legal counsel, be liable under the New Jersey Tort

Claims Act or any similar law or judicial decision. The Authority

shall be named as an "additional insured" on all public liability

insurance policies purchased by the Purchaser for facilities

located by the Purchaser on System property.

Section ii. EVENTS OF DEFAULT.

If the Purchaser shall (i) fail to make any payment due

under this Contract for more than 30 days after any such payment is

due or (ii) be unable to perform, or shall default in the

performance of, any of its obligations under this Contract, and

such default is willful or remains uncured more than 60 days after

notice thereof is given by the Authority to Purchaser, then the

Authority may without further notice take any one or more of the

following actions:

(a)    discontinue the supply and delivery of water under

this Contract during the period of such default, without altering

the obligation of the Purchaser to make Quarterly Water Payments or

any other payment required by the terms of this Contract;

(b)    bring any suit, action or proceeding at law or in

equity necessary or appropriate to enforce any covenant, agreement

or obligation against the Purchaser;

(c)    take any other action permitted by law to enforce

its rights under this Contract to recover damages for breach

thereof, or;
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(d)    unless all existing defaults shall theretofore have

been cured, terminate this Contract.

Section 12. PAYMENTS AND NOTICE.

Unless otherwise provided herein, any payment, notice,

communication,    request, reply or advice herein provided or

permitted to be given, made or accepted by the Authority or

Purchaser to each other shall be given or be served either by

depositing the same in the United States mail postpaid and

registered or certified and addressed to the party to be notified,

with return receipt requested, or by delivering the same to an

officer of such party, or by prepaid telegram when appropriate,

addressed to the party to be notified.    Notice deposited in the

mail in the manner hereinabove described shall be conclusively

deemed to be effective, unless otherwise stated herein, from and

after the expiration of three days after it is so deposited.

Notice given in any other manner shall be effective only if and

when received by the party to be notified.    For the purposes of

notice, the addresses of the Authority and Purchaser shall, until

changed as hereinafter provided, be as follows:

If to the Authority, as follows:

New Jersey Water Supply Authority

1851 Route 31

P. O. Box 5196

Clinton, NJ 08809

If to the Purchaser, as follows:

New Jersey American Water, Inc.

989 Lenox Drive

Lawrenceville, New Jersey 08648



The parties hereto shall have the right from time to time and at

any time to change their respective addresses by at least

fifteen (15) days’ written notice to the other parties hereto.

Section 13. SEVERABILITY.

In the event that one or more of the provisions of this

Contract shall for any reason be held to be illegal or invalid by a

court of competent jurisdiction, it is the intention of each of the

parties hereto that such illegality or invalidity shall not affect

any other provision hereof, but this Contract shall be construed and

enforced as if such illegal or invalid provision had not been

contained herein unless a court of competent jurisdiction holds that

such provisions are not separable from all other provisions of this

Contract or that their deletion materially alters the substance of

such Contract.

Section 14. BINDING EFFECT.

This Contract, when executed and delivered by the parties

hereto, shall be a valid and binding agreement which shall be

governed by and construed in accordance with the laws of the State

of New Jersey. No party hereto may assign its rights or obligations

hereunder without the consent of the other party or parties entitled

to the benefit of such rights or obligations.

SECTION 15. Termination of Existing Contracts.

Except ( i ) for amounts which may presently be due

pursuant to the terms thereof for water supply during periods

preceding the effective date of this Agreement and (ii) as is

specifically set forth in this Section 15, this Contract supercedes
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the Existing Contracts being specifically the Original Water

Purchase Contract dated April i0, 1987; ist Amended Contract dated

September i, 1988; 2nd amended Contract dated October I, 1991; 3rd

amended Contract dated October i, 1992; 4th Amended Contract dated

May I, 1993; 5th Amended Contract dated June i, 1994; 6th Amended

Contract dated October i, 1994; 7th Amended Contract dated December

23, 1996; 8th Amended Contract dated August 26, 1998; 9th Amended

Contract dated January i, 2000; ist Delayed Water Purchase Contract

dated July I, 2001; the 2nd Delayed Water Purchase Contract dated

October I, 2002; and the i0th Amended Contract dated June i, 2003,

which are deemed by the parties hereto to be terminated.

IN WITNESS, WHEREOF, the Authority and the Purchaser have

caused this Contract to be duly executed in several counterparts,

each of which shall constitute an original, all as of this O~<~

(Authority Seal) NEW JERSEY WATER SUPPLY AUTHORITY

ATTEST:
By

Henry S. Patterson, III
Executive Director
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(Authorized Authority Notary)

NEW JERSEY AMERICAN WATER COMPANY, INC.

ATTEST :
By:

// ~ horized ( r

and Approved as to Form:

Peter C. Harvey

Attorney General, State of New Jersey

Helene . k
Deputy Attorney General
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APPENDIX A

NEW JERSEY WATER SUPPLY AUTHORITY

P.O. BOX 5196. CLINTON, N.J. 08809. (908) 638-6121 ¯ (908) 638-5241 (FAX)

Criteria For Optional Water Use Schedule

1. On any given day, total delivery to all customers will not exceed 30 mg - the safe yield of the System.

The uninterruptible contract amount in mgd is the maximum amount (in mg), which is to be withdrawn in
any 24 hour period, except as indicated below under the optional water use schedule.

Optional Water Use Schedule

When the total of all uninterruptible contract amounts is equal to or less than 25 mgd, the Purchaser
shall have the option of using up to 20 percent more of the total amount for any given month
determined by the product of the Purchaser’s uninterruptible contract amount in mgd times the number
of days in that month. No less than 20 percent of the total amount is to be used in any month during
the calendar year. The total use in any 24 hour period, when this option is exercised, shall not exceed
120 percent of the Purchaser’s uninterruptible contract amount. The total amount of water delivered to
each Purchaser exercising this option in any one calendar year period shall not exceed the product of
the uninterruptible contract amount in mgd times the number of days in the calendar year.

b) Any Purchaser exercising this option shall submit a water use plan to the Authority by December 15
for the next calendar year, indicating the proposed water use in each and every month during the
calendar year. The Purchaser shall review the water use plan to assure compliance with the terms of
the uninterruptible contract so that the total annual amount will not be exceeded for the calendar year.
If for any reason the Purchaser requires a change to the water use plan, the Purchaser shall notify the
Authority, in writing, not later than fifteen days prior to the beginning of the month required to
institute a change in the water use plan.

c) The Annual Payment payable to the Authority by the Purchaser shall be paid in equal quarterly
payments.

d) The use of this option by a Purchaser may at times require the release of stored water from the
Manasquan Reservoir, when it would not otherwise be required to satisfy the sustained daily delivery
of the total uninterruptible amounts under contract at the time. All Purchases exercising this option will
be assessed an additional charge to cover the increased operating costs associated with such
extraordinary releases of stored water from the Reservoir.

e) When the total amount of uninterruptible water supply contracts exceeds 25 mgd, the optional water
use schedule as defined above will not be available, and all Purchases will then be limited to the use of
no more than the uninterruptible contract amount in any 24 hour period.



APPENDIX B

Page 1 of 3

NEW JERSEY WATER SUPPLY AUTHORITY

7:11-2.14 PROCEDURES FOR RATE ADJUSTMENTS

(a) Prior to adopting an adjustment in the Schedule of Rates,
Charges and Debt Service Assessments established in this subchapter,
the Authority shall comply with the following rate-making procedures
and schedule:

I. official notice: Official notice and an explanation
outlini.ng the need for the proposed rate adjustment shall be given
to. all contractual water customers; the Department of the Public
Advocate, Division of Rate Counsel; and other interested parties ~t
least six months prior to the proposed effective date.--~ ....

2. Supportlng documents and financial recor.ds: All
appropriate supportlng documents and financial records of the
Authority in support of the proposed adjustment shall either be
supplledto all contractual water customers; the Department of the
Publlc Advocate, Division of Rate Counsel; and other interested
parties upon request, or shall be made available for review at the
Authority’s offices in Clinton, New Jersey at the time official
notice of the proposed rate adJbstment is given. This information
shall be deemed to be part of the record of the proceedings for
purposes of preparing the hearing officer’s report required under
(a)7 below.

3. Requests for additional information: The contractual
water customers and the Department of the Public Advocate, Division
of Rate Counsel shall be afforded the opportunity to submit written
Questions and requests for addltlonal~ data prior to the time of the
meeting required under (a)4 below. The Authority staff shall
provide written answers to the (luestions and supply the additional
data requested prior to the meeting,

4. Meeting with contractual customers and the Publlc
Advocate, Division of Rate Counsel.: Within 4S days after sending
official notice to the contractual water customers and the Public
Advocate, Division of Rate Counsel, regarding the proposed rate
adjustment, Authority staff shall meet wlth representatives from the
contractual water customers and the Public Advocate’s office in
order to present and explain the proposal.

I. At that time, contractual water customers and
the Public Advocate, Division of Rate Counsel, will be invited to
submit written questions which .shall be put into the hearing record
and which will be answered by Authority staff at the public hearing.
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ii. In order to be answered at tl~e public hearing,
such Questions must be received by the Authority no later than 15
days prior to thepublic hearing. The Authority staff will make
every reasonable effort to answerthose questions received later
than 15 days prior t,. the public hearing at the.tlme of the
hearing. All questlons.will be answered as part of the hearing
redord at the time of the hearing or as indicated under (a)Svi below.

5. Public hearing: After meeting with the contractual
customers and after giving sufficient opportunity for submission of
written Questions on the proposed rate adju.stment, a public hearing
shall be held, at which ,one or more members of the Authority shall
serve as hearing officer(s). The public hearing agenda shall
include, but not be limited to:

I. Opening statement.by the hearing officer(s);

ii. Staff answers to the Questions raised prior to
toe hearing by the contractual water customers and the Public
Advocate, Division of Rate Counsel;

lii. Oral statements, written statements and any
supporting evidence are to be presented and entered into the record
by all interested parties including the ~.ontractual w~ter customers~
the Public Advocate, Division of Rate Counsel, intervenors who are
Judged by the hearing officer(s) to meet the criteria established in
(a)Siv below, and any other party of interest;

iv. ReQuests for intervention for purposes of
directing Questions to the staff as delineated under (a)Sv below;

(I) Any person other than a contractual water
customer who is substantially and specifically affected by the
proposed rate adjustment may-move either in writing prior to the
public hearing or orally during the public hearing to intervene in
the proceedings for purposes of directing Questions to the staff, as
delineated under (a)Sv below.

(2) Anyone seeking to intervene must identify
themselves as well as the manner in which he/she w111 be affected.
The hearing officer(s) will then either approve or deny the reQuest.

(3) The Public Advocate, Division of Rate
Counsel, shall be deemed a aualified intervenor for purposes of the
public hearing.
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v. Ouestlons by contractual water customers and
qualified intervenors; a’nd

(I) Agenda item (a)51il above provides ?or the
submission of oral statements, written statements and-any supporting
evidence by a11 interested parties.

(2) In addition, under th~s agenda item a11
contractual water customers and quallfled Intervenors may Question
the staff on any aspect of, the need for, the basls o? or any
provision o? the proposed rate adjustment. Follow up Questlons
relative to the answers of the staff may also be dlrected to the
staff during the publlc hearlng.

vl. Responses from staff.

(1) In the event that a response cannot be
immediately given at the hearing, then a written response shall be
prepared within 10 working days after the public hearing,, and a copy
of that written response shall be provided to all contractual water
customers, the Publtc Advocate, Otvtsion of Rate Counsel, and
attendees at the hearing and made a part of the hearing record.

(2) Within 10 working days after recetpt of
the answer, contractual water customers, the Public Advocate,
Division of Rate Counsel, and attendees wtll be permitted to respond
in writlng to the answers, of the staff for the record.

6. Hearing record: The hearing record shall remain open
for at least 25 working days after the public hearing in order to
a11ow addltlonal written comments to be submitted.

7. Hearlng Officer’s Report: After the hearing record
ts closed, a hearing officer’s report, which shall be based solely
on the record of the proceedings, and whtch shall include findings
of fact and specific responses to all issues and ouestions raised
during the public heartng proceedings, shall be prepared and
submitted to the Authority prtor to the Authority taktng final
action on the proposal.



APPENDIX C

RE~ /KeSEY WATE~ SUPPLY AUI~0EITY

STATE FUNDING OF 1985 BONDS

TEPR SHEET

Pursuant to a Loan A~reement to be entered into between the State and the
Authority,* the State will make a loan to the Authority, the proceeds of which
will be applied by the Authority to redeem the 1985 Bonds. To evidence this
loan, the Authority will issue to the State its 1987 Bonds in the. principal
amount equal to the amount of the loan.

The 1987 Bonds will consist of a portion upon which full debt service will
be payable on a current basis after project completlon from proceeds of
exlstlnE water service contracts (the "Current Debt Service Portion") and a
portion upon which debt service is to be deferred, and to accrete untll
addltlonal water contracts are entered into (the "Deferred Debt Service
Portion"). The Deferred Debt Service Portion will convert, pro rata, into the
Current Debt Service Portion as unlnterruptlble service commences under
additional water contracts.

The 1987 Bonds representinE the Current Debt Service Portion will be
secured by and payable solely from a first, and priority llen on the net
revenues of the Authority from the Manasquan River Project, on a parl passu
basis. The Bonds representlnE the Deferred Debt Service Portion will be
secured by a Junior and subordinate llen. The State may remarker the Current
Debt Service Portion to the public.

CUEEERT DEBT SE~"/ICE PORTION

Amount Initially, the same proportion of the total
Bond issue as the volume of water covered by
exlstin~ water contracts bears to the Minimum
Dependable or Safe Yield of 30 MGD, (not to he
less than 40~).

Rate True Interest Cost of State General Obligation
Bonds.

Term Construction period plus 30 years, or date of
commencement of uninterruptible service under
water user contracts plus 30 years, whichever
is later.

Th~s term sheet sets forth, in general terms only, certain of the proposed
financial terms of the proposed Loan A&reement between the State and the
Authority, and does not itself constitute a bindtnE agreement.
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Payment

Debt Service Reserve Fund

Deb~ Service Coverage

- Interest accruing on and after 8/1/90 is
payable currently beginning 2/1/91 and
semi-annually thereafter

- Principal payable annually beginning 8/1/91
- Interest from dated date to a date six months

prior to the first interest payment date is
compounded and capitalized.
Debt will be amortized based on approximately
level debt service.

The debt service reserve fund requirement
shall equal maximum annual debt service on the
1987 Bonds of the Current Debt Service
Portion. Based upon an estimated interest
rate of __~, the Debt Service Reserve
Requirement would be approximately __~. of
the principal amount of outstanding 1987 Bonds
of this portion. Fifty percent of the Debt
Service Reserve required in ~respect of the
1987 Bonds of the Current Debt Service Portion
issued at the time of the making of the State
loan will be funded on February 1, 1995, or
such later date as the State may determine,
with the proceeds of an additional State loan
evidenced by additional 1987 Bonds of the
Current Debt Service Portion (or a credit
facility substituted therefor), except to the
extent funded by cash (or a credit facility
substituted therefor), provided by the
Authority or any water purchaser.    The
remaining 50~ will be funded from water
charges levied to provide debt service
coverage (see below).

For water users who enter into contracts prior
to the issuance of the 1987 Bonds, water
charges will include a debt service coverage
charge,as follows for each year beginning:

211191 - i05 
2/1/92 - ii0 
211/93 - i15 
211/94 and thereafter - - 120 

Excess revenues arising from such coverage
will be used to meet the debt service reserve
fund requirement. The foregoing schedule is
designed to fund completely this requirement
by 12/31/95 on the assumption that the initial
.amount of the CurrentDebt Service Port~on ~s
equal to 40~ of the total Bonds and that no



increase in this Portion occurs prior to
12/31/95. Once the Debt Service Reserve Fund
has been established in the full amount
required,    revenues aristn~ from excess
coverage will be used to meet a renewal and
replacement fund requirement and thereafter to
retire, purchase, or fund a sinking fund for
the 1987 Bonds. As the Deferred Debt Service
Portion becomes part of the Current Debt
Service Portion, the debt service reserve fund
requirement will be increased to include
maximum annual debt service on the Bonds so
converted. Fifty percent of this requirement
in respect of the Bonds so converted will be
funded from water charges levied to provide
debt service coverage (see below). To the
extent, if any, that the State shall require
fundin~ of the balance of this requirement, it
will be funded with the proceeds of an
additional State loan (or a credit facility
substituted therefor),, except to the extent
funded by cash, letters of credit or insurance
policies provided by the Authority or any
water purchaser. For Bonds converted in 1995
or earlier, the State loan will be made in
1995, or such later date as the State may
determine. For Bonds converted in 1996 or
thereafter, the State loan will be made within
12 months of such a conversion, or such later
date as the State may determine.    This
additional State loan will be evidenced by
additional 1987 Bonds of the Current Debt
Service portion.

Optional Redemption The 1987 Bonds will be callable at par plus
accrued and accreted -interest prior to
remarketin~, after which Bonds which are
remarketed will be callable only upon the
terms (includln~ any premium provisions) to be
set forth in the Authority’s Resolutions with
respect thereto.

DEFERRED DEBT S~EVICE POEEION

Amount Initially, maximum of 60~ of the par amount of
the 1987 Bonds. An amount of this Portion
proportionate    to    the    water    contracts
subsequently entered into will be added to the
Current Debt Service Portion.



Rate

Payment

Term

Debt Servi’ce Reserve Fund

Debt Service Coverage

True Interest Cost of State General Obligation
Bonds.

Interest from dated date to 8/1/90 is
compounded and capitalized. For the next
three years, interest will accrue and be added
to principal; however, there will be no
compounding of the interest accrual. After
this point there will be no additional
interest.

No required principa! payments until converted
into Current Debt Service Portion.

As the Deferred Debt Service Portion becomes
part of the Current Debt Service Portion, the
debt service reserve fund requirement will be
increased to include maximum annual debt
service on the Bonds so converted. Fifty
percent of this requi~ement in respect of ~he
Bonds so converted will be funded from water
charges levied to provide debt service
coverage (see below). To the extent, if any,
that the State shall require funding of the
balance of this requirement, it will be funded
with the proceeds of an additional State loan
(or a credit facility substituted therefor),
except to the extent funded by cash (or a
credit    facility    substituted therefor),
provided by the Authority or any water
purchaser. For Bonds convertedin 1995 or
earlier, the State loan will be made in 1995,
or such later date as the State may
determine. For Bonds converted in 1996 or
thereafter, the State loan will be made.within
12 months of such a conversion, or such later
date as the State may determine.    This
additional State loan will be evidenced by
additional 1987 Bonds of the Current Debt
Service portion.

For water users who enter into contracts prior
to 1994 (even if such contracts are entered
into before debt service commences on any
Bonds and hence are not delayed Water Purchase
Contracts), water rates will Include a debt
service coverage charge as follows for each
year beginning:

211/91 - 105~
2/1/92 - 110~
2/1/93 - 115~
2/1/94. and thereafter - 120~



For water users who enter into contracts in
1994 or thereafter, water rates will include a
debt service coverage charge established to
achieve 120~ debt service coverage. Revenues
resulting from excess coverage will be applied
as previously described.

Redemption - Callable at par plus accrued and accreted
interest.

PROVISIONS

1. The Authority will retain investment earnings during the construction
period and agree to comply with all tax regulations concerning arbitrage and
rebate requirements pertaining to the C.0. Bonds issued by the State to fund
the loan.

2. Investment earnings on the debt service reserve fund will ramain in the
debt service reserve fund until the debt service reserve fund requirement has
been met after which time earnings will follow the normal flow of funds.

3. Upon completion of the project, any monies remaining in the construction
fund will be allocated on a pro rata basis to retire the Current Debt Service
portion and the Deferred Debt Service portion of the 1987 Bonds.

4. If project cost. over-runs occur and additional funds are needed to
complete the project, the State agrees to make completion loans (the
"Completion Loans") to the Authority, which will be evidenced by the
Authority’s issuance of an additional series of Current Debt Service Portion
notes and an additional series of Deferred Debt Service Portion notes. The
Completion Loan will be made under the following terms:

The ratio of the new Current Debt Service Portion notes to the new
Deferred Debt Service Portion notes will be the same as the ratio then
existing between the Current Debt Service Portion and the Deferred Debt
Service Portion.

The Completion Loans will bear interest at a rate equal to the market
interest rate on outstanding State general obligation debt ten business
days prior to the date of the closing of the Completion Loan, as
determined and certified by the State Treasurer.

The size of the Completion Loan will be limited to the difference
between ~72,000,000 and the total of the amounts previously advanced by
the State and the emount of additional State loans which will be
required to fund 50% of the debt service reserve fund requirement.
(For this purpose only, the calculation of the debt service reserve
fund requirement will be based upon the assumption that the entire



Deferred Debt Service Portion, both new and outstanding, remains
deferred untll February 1, 1994. However, if an alternatlve mechanism
for funding the debt service reserve fund has been contractually
committed to, this shall be taken into account in making the
calculatlon.)

Subject to these limitations, the Completion Loan will in all other ways
be subject to the relevant require~ents of this term sheet.

Should the requirement for funds to complete the project exceed the amount
which can be obtained through the Completion Loan, the Authority will seek
alternative financing to complete the project.

5. Dates set forth herein assume commencement of uninterruptible service
under water purchase contracts not later than July 1, 1990. If such service
commencement date is delayed, payment of interest on a current basis will be
deferred until such date, the first principal payment date would be the
August 1 following the first full year of such service, and other dates would
be adjusted accordingly.
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