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Executive Director and Secretary

New Hampshire Public Utilities Commission
Walker Building
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Concord, NH 03301-2429

Re:  Aquarion Water Company of New Hampshire

Verified Petition for Approval of the Acquisition of Aquarion Company by
Macquarie Utilities Inc. A

Dear Ms. Howland:

Enclosed for filing with the Commission are seven copies of Aquarion Water Company
of New Hampshire's Verified Petition for Approval of the Acquisition of Aquarion Company by
Macquarie Utilities Inc. 1have forwarded the Verified Petition and Exhibits in electronic form to
Ann Guinard. .

Thank you for your assistance with this matter. Please call me with any questions.

Very truly yours,
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Sarah B. Knowlton
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cc: Charles F. Firlotte
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STATE OF NEW HAMPSHIRE
BEFORE THE
NEW HAMPSHIRE PUBLIC UTILITIES COMMISSION

DW 06-
Re: Aquarion Water Company of New Hampshire

Verified Petition for Approval of the Acquisition of Aquarion Company
by Macquarie Utilities Inc.
Aquarion Water Company of New Hampshire (“Aquarion-NH”) and Macquarie

Utilities, Inc. (“Macquarie” or “MUI”) (together, the “Joint Petitioners™) hereby file this
petition requesting that the New Hampshire Public Utilities Commission (the
“Commission™), pursuant to the provisions of RSA 369:8,I1 and RSA 374:33, approve the
indirect acquisition of Aquarion-NH by MUI. The proposed acciuisition will be
accomplished through the sale by Kelda Group Inc. of all of the outstanding shares of the
common stock of Aquarion Company, the parent of Aquarion Water Company which in turn
is the parent of Aquarion-NH, to Macquarie Utilities Inc. This transaction will result in “no
net harm”, and in fact will be beneficial to the customers of Aquarion-NH, and therefore, the
proposed transactions meet the public interest standard embodied in RSA 369:8,II and RSA

374:33. In support thereof, the Joint Petitioners state the following:

The Parties

1. Aquarion-NH is a New Hampshire corporation and a public utility as defined
in RSA 362:2, with a principal place of business in Hampton, New Hampshire. Aquarion-
NH serves approximately 8,700 customers in the Towns of Hampton, North Hampton, and
Rye, New Hampshire.

2. Aquarion Company (“Aquarion”) is a Connecticut corporation with a

principal place of business in Bridgeport, Connecticut. Aquarion is a holding company that



owns 100 percent of the common stock of Aquarion Water Company who owns 100% of the
common stock of Aquarion-NH, as well as the stock of water utilities in other jurisdictions.
Aquarion is owned by Kelda Group, Inc., which is a wholly owned subsidiary of Kelda
Group plc., a public limited company organized under the laws of England and Wales.
Neither Aquarion, Kelda Group, Inc. nor Kelda Group plc are public utilities as defined by
RSA 362:2.

3. Macquarie Utilities Inc. is a Delaware corporation and a member of the
Macquarie group, which is comprised of Macquarie Bank Limited and its subsidiaries, funds
and affiliates. MUI is controlled by two investment entities, Macquarie Infrastructure
Partners (“MIP”) and Macquarie Utilities, LP (“MULP”), which will provide the equity for
the transaction. MIP, an infrastructure fund managed out of Macquarie U.S.A.’s New York
offices, has raised an initial $669 million' and is in the process of raising significant
additional funds. The 'A'quarion transaction will be MIP’s first investment, to which it will
contribute approximately $165 million of equity. MULP will contribute approximately $135
million of equity to the Aquarion transaction. MUI, pursuant to shareholder agreements with
MIP and MULP?, will be controlled by Macquarie managed entities.

4, The Macquarie group has significant experience managing, operating, and
investing in a diversified group of infrastructure businesses, including water companies,
natural gas companies, and electricity transmission companies. The Macquarie group is one
of the world’s largest global investors and managers of infrastructure assets with a record of

proven service delivery and over $24 billion of infrastructure and infrastructure-like equity

! $110 million is pending MIP’s first Employee Retirement Income Security Act compliant Venture
Capital Operating Company Investment.

? Once finalized, copies of the shareholder agreements will be filed with the Commission.



currently under its management. Through its investments, the Macquarie group is

responsible for servicing customers in the following sectors around the world:

Gas distribution 3.8 million households

Water 1.9 million households

Electricity distribution 550,000 households

Electricity transmission Approximately 3 million people
Airports 110 million passengers per year

Toll Roads Approximately 2.4 million cars per day
Rail 2.5 million people per year

5. In North America, the Macquarie group’s infrastructure asset portfolio
includes investments in Cardinal Power, Thermal Chicago (District Energy), The Gas
Company, Altalink, the Detroit-Windsor tunnel, Chicago Skyway, Dulles Greenway, Icon
Parking, Indiana Toll Road’, the Sea-to-Sky Highway Improvement Project and South Bay
Expressway. In addition, the Macquarie group’s global portfolio includes significant water
investments, such as South East Water in the United Kingdom and Prospect Water in

Australia. Together these two companies provide water for over 1.9 million households.

The Transaction

6. On February 24, 2006, Kelda and MUI entered into a stock purchase
agreement for the sale of Aquarion Company (“SPA”™). A copy of the SPA is attached as

Exhibit 1 to this Petition. Pursuant to the SPA, Kelda will sell to Macquarie all the issued

* Subject to financing and customary closing arrangements, including regulatory approvals.



and outstanding shares of common stock of Aquarion (the “Sale”). At the completion of the
Sale, Aquarion will be wholly owned by entities that are managed and/or controlled by the
Macquarie group. A copy of the organizational structure of Aquarion prior to the Sale is
attached as Exhibit 2, while a post-Sale organizational chart is attached as Exhibit 3. As
demonstrated by Exhibit 3, Aquarion-NH will continue, unchanged, as a subsidiary wholly
owned by Aquarion, with no change to its organizational structure post-Sale. The only
change that will occur will bé the change in c.ontrol of Aquarion from Kelda to MUL

7. Pursuant to the SPA, Aquarion’s stockholders will vote on the approval of the
stock purchase agreement with MUL. The proposed transaction is also subject to the waiting
period applicable to the transaction under the Hart-Scott-Rodino Antitrust Improvements Act
of 1976 having been terminated or expired‘; and regulatory approvals from the New York
Public Service Commission and the Connecticut Department of Public Utility Control®.
Aquarion-NH and MUI seek approval of this transaction to become effective no later than the
fourth quarter of 2006.

The Standard for Approval in New Hampshire

8. In New England Electric System, DE 99-035, Order No. 23,308 (1999) (“New
England Electric”), the Commission stated that the mandate in RSA 369:8, whiqh requires
that acquisitions will “not adversely affect the rates, terms, service, or operation of the public
utility within the state” embodies the same standard reflected in RSA 374:33, which

authorizes the Commission to approve acquisitions that are “lawful, proper and in the public

“It is expected that the Hart-Scott-Rodino Act filing will be submitted to the Federal Trade
Commission and the Department of Justice on or around June 23, 2006. The waiting period will
therefore expire 30 days from the date of that filing, unless previously extended or terminated early.

* In addition to Aquarion-NH, Aquarion Company owns Aquarion Water Company of New York,
Aquarion Water Company of Sea CIiff, and Aquarion Water Company of Connecticut.
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interest.” New England Electric, slip op. at 16. Thus, proposed acquisitions must meet a “no
net harm” test in order to be approved by the Commission. Id. The Commission stated that,
in applying the no net harm test, it must “assess the benefits and risks of the proposed merger
and determine what the overall effect on the public interest will be, giving the transaction.. . .
approval if the effect is at worst neutral from the public interest perspective.” Id.
Accordingly, the Commission’s standard will be met where an applicant for approval of an
acquisition demonstrates that customers would be no worse off with the acquisition than
without the acquisition. Pursuant to the Commission’s findings in New England Electric, the
Joint Petitioners file herewith a proposal that meets and exceeds the Cbmmission’s no net
harm standard, and thus seeks its approval.

The Effect of the Sale on Aquarion-NH and its Customers

9. The Sale will result in no net harm to Aquarion-NH’s customers. Aquarion-
NH’s management structure will remain in place and as a result, will remain aware of and
responsive to local issues and will maintain the high quality of service currently provided to
customers. The pre and post-Sale organization structure of Aquarion-NH is reflected on
Exhibit 4, Importantly, the Sale will not result in any change in rates or other terms of
service for Aquan'on—NH’s customers. In short, on a day-to-day basis, Aquarion-NH’s '
customers will continue to interact with the same staff of Aquarion-NH that it does today,
and will continue to receive utility service on the same terms and conditions as provided by

~ Aquarion-NH when it was controlled by Kelda.

10.  The Macquarie group, which is comprised of Macquarie Bank and its

worldwide subsidiaries, funds and affiliates, provides specialist investment advisory and

financial services, including fund and investment management in select markets around the
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world, with over 8,200 staff in 24 countries. Macquarie Bank has a Standard & Poors credit
rating of A and a Moody’s credit rating of A2 (long-term).

11.  The Macquarie group is a global leader in the infrastructure sector, with
recognized strength in both infrastructure funds management and infrastructure advisory
services. The funds management division of the Macquarie group, IB Funds, manages $24
billion global equity investment portfolio, which includes investments in over 90 assets in 20
countries, including the United States, Canada, Australia, South Korea, the United Kingdom,
Germany, Sweden, Belgium, Denmark, Portugal and Italy.

12.  Access to capital markets is one of the key factors of successful infrastructure
management. The Macquarie group’s infrastructure advisory business will play an important
role in identifying potential opportunities to achieve a more efficient capital structure,
through:

Arranging additional debt facilities to enable further investment in existing

infrastructure;

* Arranging additional financing such that Aquarion fnay grow via acquisitions; and
* Refinancing existing debt.

13.  Given the Macquire group’s significant experience owning, managing and
investing in infrastructure, including distribution utilities, MUI brings to the transaction the
rcquisife technical, financial, and managerial competence. The Macquarie group employs
former regulators and utility executives who will be available to consult with and oversee
operation of Aquarion-NH through Macquarie group’s office in New York City.

14.  Aquarion-NH’s customers will receive the benefit of an investor who is

attracted to long-term stable returns and is willing to invest the capital into the systems that it

s 7



owns, combined with a locally-based management team that has an established record of
providing strong customer service. Specifically, Aquarion-NH’s customers will benefit from
MUT’s ability to fund needed capital additions to meet ever increasing federal and state
standards governing drinking water aﬁd to maintain and improve customer service through
access to internal and external sources of capital. In sum, MUT has the experience, the
investment philosophy and the access to capital to be an effective, long-term manager of
Aquarion-NH’s assets.

15, In addition, the Sale will not have an adverse effect on rates, terms, service or
operation of Aquarion-NH for at least the following reasons:

A, The corporate structure of Aquarion-NH will not be affected by the
Sale. In addition, the tariffs, rates and regulations of Aquarion-NH
will not change or be amended by the Sale.

B. The assets, including rate base, of Aquarion-NH will not be altered by
the Sale.s In particular, MUI is not proposing to record an acquisition
premium on the books of account of Aquarion-NH as a result of the
Sale.

C. Aquarion-NH will continue to be managed locally.

D. The Sale will provide Aquarion-NH’s customers with the benefit of
the expertise and resources of MU]J, including access to capital.

16.  MUTY’s indirect acquisition of Aquarion-NH will not have an adverse impact
on the rates, terms, service and operations of Aquarion-NH and through a shared
commitment and support will enable Aquarion-NH to improve its already excellent
operations and service. Therefore, MUT’s acquisition of Aquarion-NH clearly will result in

no net harm to Aquarion-NH’s customers. For these reasons, Aquarion-NH and MUI request

¢ As described later in the Petition, the Joint Petitioners are requesting that a regulatory asset be
established to address certain post-retirement benefits. This will not have an impact on rates.

7 ]



that the Commission approve the Sale to be effective no later than the end of the fourth
quarter of 2006.

Pension and Post-Retirement Obligations

17.  Aquarion currently calculates its pension and post-retirement benefit
(“OPEB”) costs pursuant to the requirements of SFAS No. 87, Employee Accounting for
Pensions, and SFAS No. 106, Employers’ Accounting for Post-Retirement Benefits Other
Than Pensions, respectively. This method of calculating pension and OPEB expense is also
recognized for rate-making purposes. As such, all prior service costs and gains and losses
are amortized through expense over time and recognized in future rates.

18.  According to generally accepted accounting principals (“GAAP”), this
acquisition must be accounted for pursuant to the provisions of SFAS No. 141, Business
Combinations, and requires the fair value of the assets and liabilities associated with the
pension and OPEB benefit obligations be reflected in Aquarion-NH’s financial statements at
acquisition. All previously unrecognized gains and losses, prior service costs and transition
obligations must be recognized currently. Because Aquarion-NH is subject to the provisions
of SFAS No. 71, Accounting for the Effects of Certain Types of Regulation, and will collect
these amounts in its rate-making prospectively, it proposes to record a corresponding
regulatory asset/liability equal to the amoﬁnt necessary to adjust its financials to reﬂéct the
fair value required by the standards.

19. It should be noted that this accounting is intended to comply with the
provisions of generally accepted accounting principles, but will not impact rate-making or
the level of pension or OPEB expense recorded prospectively. As the pension and OPEB

costs reflect the amortization of unrecognized costs prospectively (as it has historically



done), Aquarion-NH will reduce the asset/liability recorded in purchase accounting along
witha corfesponding amount of the regulatory asset/liability, with no net impact on
Aquarion-NH’s results of operations. There is no required adjustment in ratemaking to
reflect any of this accounting on the costs to be recovered or amounts on which Aquarion-
NH has requested a return.

20.  The exact amount of pension and OPEB asset/liability with the offsetting
regulatory asset/liability will be determined as of the closing date of the Sale. Ifthe
calculation was performed at December 31, 2005, it would have resulted in a pension
regulatory liability of approximately $61,000 and an OBEB regulatory asset of

approximately $587,000. For these reasons, Aquarion-NH requests that the Commission

authorize it to record a corresponding regulatory asset/liability equal to the amount necessary

to adjust its financials to reflect the fair value of its pension and post-required benefits as
required by applicable accounting standards.

WHEREFORE, the Joint Petitioners respectfully request that the Commission:

a. Determine that the proposed indirect acquisition of Aquarion-NH by MUI,

which will be accomplished through the acquisition of Aquarion Company by

MUI, will result in “no net harm” to the customers of Aquarion-NH;

b. Approve the above-described transactions as filed in accordance with RSA

369:8,11(b)(2), or, alternatively, RSA 374:33;

c. Issue an order authorizing Aquarion-NH to record a corresponding regulatory

asset/liability equal to the amount necessary to adjust its financials to reflect

the fair value of its pension and post-required benefits as required by

applicable accounting standards; and

o,



d. Issue such other and further orders as may be just and reasonable and
consistent with the public interest.
Respectfully submitted,
JOINT PETITIONERS:
AQUARION WATER COMPANY OF NEW
HAMPSHIRE
MACQUARIE UTILITIES INC.
By Their Attorneys,

McLANE, GRAF, RAULERSON &
MIDDLETON, P.A. .

Date: Junez_z_<2006 ' By: WE %‘—»(Aﬁ/\

“Steven V. Camerino, Esq.
Sarah B. Knowlton, Esq.
15 North Main Street
Concord, NH 03301
(603)226-0400 — Telephone
(603)230-4448 - Facsimile

- I, Charles V. Firlotte, President and Chief Executive Office, Aquarion Company,
being first duly swom, hereby depose and say that I have read the foregoing Verified
Petition, and the facts alleged therein are true to the best of my knowledge and belief.

Charles V. Firlotte

STATE OF CONNECTICUT
COUNTY OF FAIRFIELD

Sworn to and subscribed before me this | 3t" day of June, 2006.

A AKX

Public ‘

A ,-.——-*;' C /Notary

My Commission Expires: ELIZABETH CAMERINO-SCHULTZ
NOTARY PUBLIC
My Commission Expires February 28, 2007
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1, Christopher Leslie, Chief Executive Officer, Macquarie Infrastructure Partners Inc.,
bemg first duly swormn, hereby depose and say that I have read the foregomg Venﬁed

Dated:

? =
ChuisopHer Sestie—

STATE OF MISSOUE |
COUNTYOF_(COLE
it
Sworn to and subscribed before me this day of June, 2006.

ndrs (A

Justice of the Peace/No Public

My Commission Expires:
ANDREA M. BINKLEY
Notary Public - State of Missouri
County of Gole
My Commission Expires Feb. 17, 2007

11
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Certificate of Service

I hereby certify that a copy of this Petition has this day been sent by electronic mail to
F. Anne Ross, Esq.

Dated: J une2_2, 2006 W %d

“Sarah B. Knowlton, Esq.
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EXHIBIT 1

EXECUTION COPY

STOCK PURCHASE AGREEMENT

BETWEEN

KELDA GROUP INC.

and

MACQUARIE UTILITIES INC.

Dated as of February 24, 2006

SALE OF AQUARION COMPANY

ALLEN & OVERY

NEW YORK
77275-00006 NY:821505.13

EXHIBIT 1
CONTENTS
Section : Page
1. Purchase and Sale of Shares; Repayment of Inter-Company Loan; Closing 1
1.1 Purchase and Sale of the Shares; Repayment of Inter-Company Loan.................. f
12 Closing Date
13 Transactions to be Effected at the Closing
2. Representations and Warranties Regarding Seller and the Shares
2.1 Organization; Power and Qualification 3
22 Authority; Execution and Delivery; Enforceability
23 No Conflicts; C 3
24 Litigation 4
2.5 Compli with Applicable Law 4
26 Brokers
2.7 The Shares 4
3. Representations and Warranties Regarding Company and the Subsidiaries. 4
3.1 Organization and Standing; Books and Records 4
32 Capital Stock of Company and the Subsidiaries 5
33 No Conflicts; Consent:
34 Fi ial S 7
35 Title to Property 9
3.6 Real Property 9
3.7 Intellectual Property
38 No Breaches or Defaull 11
39 Permit 12
3.10 Envir | Matters 12
3.11 Water Quality 14
312 Insurance 14
3.3 Taxes 14
3.14 Litigation 16
3.15 Benefit Plans 16
3.16 Absence of Changes or Events 19
3.17 Compliance with Applicable Law 19
3.18 Employee and Labor Matters 20
3.19 Regulation as a Utility 21
3.20 Transactions with Affiliates 21
3.21 No Additional Rep ion 21
4. Representations and Warranties of Purchaser 21
4.1 Organization; Power and Qualification 22
42 Authority; Execution and Delivery; Enforceability 22
4.3 No Conflicts; Consent: 22
44 Litigation 22
45 Compli with Applicable Law 23
4.6 Brokers 23
4.7 Availability of Funds
4.8 I Intent 23
4.9 Purchaser Acknowledg 23
5 C 24
5.1 Covenants Relating to Conduct of Busi 24
7727500006 NY:821505.13 i February 23, 2006
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EXHIBIT 1

any increase in compensation or benefits or grant or award any stock-based
compensation (the increases set forth in this clause (C), Seller Compensation
Increases), except, in each case, to or with employees of Company or any
Subsidiary in the ordinary course of business consistent with past practice or as
may be required under existing agreements;

incur or assume any liabilities, obligations or Indebtedness or Guarantee any such
liabilities, obligations or Indebtedness of any other person (other than refinancing
of existing Indebtedness in a manner substantially consistent with the Forecast
with new Indebtedness that is prepayable without penalty), unless such liabilities,
obligations or Indebtedness (A) are incurred or assumed in the ordinary course of
business, (B) are capable of prepayment without penalty and (C) the proceeds of
which are not used to pay any dividend to Seller but are exclusively used to fund
Permitted Additional Capital Expenditures (as defined below);

permit, allow or suffer any of its material assets to become subjected to any Lien
or Encumbrance that would have been required to be listed on Section 3.5 or 3.6
of the Seller Disclosure Schedule if existing on the date of this Agreement;

cancel any material Indebtedness (individually or in the aggregate) or waive,
settle or discharge any material claims or rights;

revoke or amend any material Tax election or make any change in any method of
accounting or accounting practice or policy other than those required by GAAP;

acquire by merging or consolidating with, or by any other manner, any business
or any corporation, partnership, iation or other b organization or
division thereof;

acquire by purchasing a substantial portion of the assets or stock of any business
or any corporation, partnership, iation or other busi organization or
division thereof or otherwise acquire any assets that are, in any such case, either
material, individually or in the aggregate, to Company and the Subsidiaries, taken

as a whole or represent a value of U.S.$500,000 or more;

make or incur any capital expenditure that is individually, in excess of U.S.$1
million or make or incur any such expenditures which, in the aggregate, are in
excess of U.S.$5 million (Permitted Additional Capital Expenditures);

sell, lease, license or otherwise dispose of any of its assets that are material,

individually or in the aggregate, to Company and the Subsidiaries taken as a
whole or represent a value of U.S.$500,000 or more;

declare, set aside or pay a dividend or make any other distribution in respect of
any class of capital stock of C y or any Subsidiaries (other than dividends
and distributions by any Sub y to Company or her Subsidiary) or
redeem or otherwise reacquire any such capital stock; provided, however, that,
the aggregate amount of dividends and other distributions payable by Company
or any Subsidiary to Seller during the period from January 1, 2006 through the
date of payment of such dividend or distribution shall not exceed the lower of (A)

25 February 23, 2006

EXHIBIT 1

those amounts set forth in the Forecast or (B) the sum of 90% of net income of
each Utility Subsidiary (calculated in accordance with GAAP) during such
period;

(xiv) take any action that would reasonably be expected to result in any Company
Material Adverse Effect;

(xv) file any voluntary petition for bankruptcy or liquidation;

(xvi) effectuate (1) a "plant closing” (as defined in the WARN Act) affecting any
single site of employment or one or more facilities or operating units within any
single site of employment of Company or any of the Subsidiaries; or (2) a "mass
layoff* (as defined in the WARN Acts) at any single site of employment or one
or more facilities or operating units within any single site of employment of
Company or any of the Subsidiaries;

(xvii) enter into any transaction with Kelda, Seller or any of their affiliates (other than
Company or any Subsidiary) other than in the ordinary course of business and
consistent with past practice;

(xviii) other than in the ordinary course of business or in connection with any capital
expenditures permitted under Section 5. 1(a)(xi) and the amount of which does
not exceed U.S.$7.5 million per agreement or require performance for a term
exceeding two years, amend or modify in any material respect, or renew (except
on terms that are substantially similar to those in existence as of the date of this
Agreement, together with other commercially reasonable terms) any Company
Material Contract or enter into or adopt any new contract that if in existence on
the date of this Agreement would be a Company Material Contract;

Qribeids

(xix) modify the respective operating budgets of Company or any y in any

manner that is inconsistent with the Forecast; or

(xx)  authorize any of, or commit or agree, whether in writing or otherwise, to take or
to do any of the foregoing actions.

(b) Seller shall keep, or cause to be kept, in full force and effect (or replace with policies providing
substantially similar coverage) through the close of business on the Closing Date, all Company
Insurance Policies. As of the Closing, Seller shall, to the extent permitted, assign to Purchaser
any and all assignable rights which Seller may have under such Company Insurance Policies
covering claims relating to the period on or prior to the Closing Date.

(c) Other than with respect to corporate governance matters, neither Seller nor Seller's direct or
indirect parent companies, including Kelda, shall, without the prior written consent of Purchaser,
take, or cause to be taken, any action relating to Company, the Subsidiaries, their respective
businesses and assets, the Transaction or any matter contemplated by this Agreement that would
require the approval of or any action of any of the boards of directors or equity holders of Seller
or any of Seller's direct or indirect parent companies, including Kelda.

(d) For the sake of clarity, the parties acknowledge and agree that, other than as expressly
contemplated by this Section 5.1, none of Seller, Kelda or their respective affiliates (other than
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Company and the Subsidiaries) shall be entitled to, and shall not cause Company or any
Subsidiary to pay to Seller, Kelda or their respective affiliates, any funds or cash from Company
or any Subsidiary other than: (i) dividends permitted to be paid under Section 5.1(a)(v); (ii) the
management fees set forth in the Forecast; (iii) payments in respect of Taxes allocable to
Company and Subsidiaries in respect of periods beginning on or after January 1, 2006 as set forth
in the Forecast (unless otherwise consented to by Purchaser, such consent not to be unreasonably
withheld, conditioned or delayed); or (iv) interest payments, when due and owing, in respect of
the Inter-Company Loan.

Seller shall cause the Company to (i) provide advance notice of any proposed termination,
negotiation or renegotiation with respect to any existing collective bargaining agreements and (ii)
keep the Purchaser apprised of any significant developments in the course of such negotiations
with respect to the applicable bargaining representatives.

Access to Information

Seller shall, and shall cause Company and each Subsidiary to, afford to Purchaser and its
accountants, counsel and other representatives reasonable access, upon reasonable notice during
normal business hours during the period prior to the Closing, to such properties, assets, books,
contracts, commitments, Tax Returns, records, other documents and personnel of Company and
each Subsidiary as may be bly req d, and, during such period shall furnish promptly
to Purchaser any information concerning Company or any Subsidiary as Purchaser may
reasonably request; provided, however, that, in any such case, such access or request for
information does not reasonably disrupt the normal operations of Company or any Subsidiary.

Confidentiality

Purchaser acknowledges that the information being provided to it in connection with the
Acquisition and the consummation of the other transactions contemplated hereby is subject to the
terms of a confidentiality agreement, dated as of February 13, 2006 (the Confidentiality
Agreement), the terms of which are incorporated into this Agreement by reference.
Notwithstanding any provision of the Confidentiality Agreement or this Agreement to the
contrary, Purchaser shall be permitted to disclose information made available to it under this
Agreement or pursuant to the Confidentiality Agreement to any person or entity that is an equity
investor, or potential equity investor, in Purchaser or any of Purchaser’s permitted assignees (or to
the advisors to any such investor) under this Agreement so long as any such person or entity
agrees to be bound by the terms of the Confidentiality Agreement with respect to such
information as if it were a party thereto. Effective upon, and only upon, the Closing, the
Confidentiality Agreement shall terminate with respect to information relating solely to Company
and the Subsidiaries; provided, however, that Purchaser acknowledges that any and all other
information provided to it by Seller shall remain subject to the terms and conditions of the
Confidentiality Agreement.

Reasonable Best Efforts

On the terms and subject to the conditions of this Agreement, each party shall use its reasonable
best efforts to cause the Closing to occur, including taking all reasonable actions necessary to
comply promptly with all legal requirements that may be imposed on it or any of its affiliates
with respect to the Closing. For the sake of clarity, reasonable best efforts shall not include
waiving any conditions or other rights set forth in this Agreement.
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Each of Seller and Purchaser shall as promptly as practicable, but in no event later than 120 days
following the date of this Agreement, file with the United States Federal Trade Commission (the
FTC) and the United States Department of Justice (the DOJ) the notification and report form, if
any, required for the transactions contemplated by this Agreement pursuant to the HSR Act (HSR
Filing). Any supplemental information requested by the FTC or DOJ in connection with any
such HSR Filing (Requested Information) shall also be provided as promptly as practicable.
Any such HSR Filing and provision of Requested Information shall be in substantial compliance
with the requirements of the HSR Act. Each of Seller and Purchaser shall furnish to the other
such necessary information and reasonable assistance as the other may request in connection with
its preparation of any such HSR Filing or Requested Information. Seller and Purchaser shall keep
each other apprised of the status of any communications with, and any inquiries or requests for
additional information from, the FTC or the DOJ. Each party shall use its reasonable best efforts
to cause the condition set forth in Section 6.1(a) to be satisfied. For purposes of this Section 5.4,
the "reasonable best efforts” of Purchaser and Seller shall include refraining from taking any
action (other than those permitted or cc plated by this Agr ) that would reasonably be
expected to result in a Company Material Adverse Effect, a Purchaser Material Adverse Effect or
result in the failure of any condition set forth in Article 6 to be satisfied.

The parties shall, and shall cause their affiliates to, cooperate and use reasonable best efforts
promptly to prepare and jointly file, but in no event later than 120 days following the date of this
Agr all y dc ion, to effect all necessary applications, notices, petitions,
filings and other documents, and to use reasonable best efforts to obtain the Other Regulatory
Approvals. The parties shall diligently prosecute all such applications, notices, petitions, filings
and other documents so as to obtain the Other Regulatory Approvals at the earliest practicable
time. Copies of all filings provided by one party to any Government Entity in connection with
the Other Regulatory Approvals will be provided to the other party ten days prior to such filing,
and such other party shall have the right to comment on all such filings. Copies of all
correspondence provided by one party to any Government Entity in connection with the Other
Regulatory Approvals will be provided promptly to the other party.

Prior to the Closing and until the first anniversary thereof, each party shall, and shall cause its
affiliates to, use its reasonable best efforts to obtain, and to cooperate in obtaining, all consents
from third parties necessary or appropriate to permit the consummation of the Acquisition;
provided, however, that the parties shall not be required to pay or commit to pay any amount to
(or incur any obligation in favor of) any person from whom any such consent may be required
(other than inal filing or application fees).

From the date of this Agreement until the Closing, the parties shall reasonably cooperate with
each other so as to keep the other informed as to the condition of Company and the Subsidiaries
and the status of the Acquisition and the other transactions contemplated by this Agreement,
including, in the case of Purchaser, as to activities of Purchaser related to financing the
Acquisition or the other transactions contemplated by this Agreement. In furtherance thereof, the
parties shall each-appoint an officer-level employee to serve as head of their transition team and
shall hold regular meetings or conference calls so that the members of each party's transition
teams may discuss the condition of Company and the Subsidiaries and the status of the
Acquisition and the other tr ions cc lated by this Ag|

P

77275-00006 NY:821505.13 28 February 23, 2006

[




55

(€]

()

(©)

(@

5.6

(a)

(b)

EXHIBIT 1

Expenses; Transfer Taxes

Whether or not the Closing takes place, and except as set forth in Section 5.8 and Article 8, all
costs and expenses, including fees of and disbur for 1, financial advisors and
accountants, incurred in connection with this Agreement and the transactions contemplated by
this Agreement shall be paid by the party that incurs such costs and expenses, including all costs
and expenses incurred pursuant to Section 5.4; provided, however, that Seller and Purchaser shall
each bear 50% of all costs of all consultants and counsel jointly retained in connection with

obtaining the Other Regulatory Approvals.

All transfer taxes applicable to the transfer of the Shares shall be paid by the party obligated to do
so under Applicable Law. Each party shall use reasonable efforts to avail itself of any available
exemptions from any such Taxes or fees and to cooperate with the other party in providing any
information and documentation that may be necessary to obtain such exemptions.

All transfer taxes applicable to the actual or deemed transfer of Owned Real Property and Leased
Real Property shall be paid by the party obligated to do so under Applicable Law. Each party
shall use reasonable efforts to avail itself of any available exemptions from any such Taxes or
fees and to cooperate with the other party in providing any information and documentation that
may be necessary to obtain such exemptions and to effect the real estate transfer tax filings.

For the sake of clarity, all amounts for which Seller is responsible under this Section 5.5 shall be
borne solely by Seller or Kelda and shall not be paid by Company or any Subsidiary.

Benefit Plan Matters

On and after the Closing Date, Purchaser shall give all Affected Employees full credit for all
purposes (including for purposes of eligibility to participate, early retirement eligibility and early
retirement subsidies, vesting and benefit accrual, except where it would result in a duplication of
benefits) under any employee benefit plans or arrangements maintained by Purchaser or its
subsidiaries immediately prior to the Closing Date for the Affected Employees' service with
Company or any Subsidiary to the same extent recognized by Company or any Subsidiary under
comparable plans immediately prior to the Closing Date; provided, however, that this language
shall not be construed as giving past service credit for awards that require future service as a
condition of earning any bonus, incentive or equity awards granted on or after the Closing Date.
Affected Employee means each individual who is employed by Company or any Subsidiary on
the Closing Date, including any such individuals on approved leave of absence (including
maternity and paternity leave, vacation, sick leave, short-term or long-term disability, military
leave, jury duty and bereavement leave). Section 5.6(a) of the Seller Disclosure Schedule lists, as
of the date of this Agreement, each Affected Employee and his or her date of hire.
Except as otherwise provided in collective bargaining ag: to the extent applicable to
Affected Employees, until the first anniversary om the n_om:_m. Purchaser shall, or shall cause its
subsidiaries to, provide (i) each Affected Employee with salary and bonus opportunities that are
no less favorable to such Affected Employee than those in effect immediately prior to the Closing
Date, but not including for this purpose any bonus or incentive p ion plans, prog

or arrang maintained by Seller, the Seller Compensation Increases or any
BEQ.E—MR_ compensation, and (ii) Affected Employees with employee benefit plans and
arangements (other than salary and any and all bonus opportunities and incentive compensation
referenced in clause (i) that are, except as otherwise specifically provided in this Section S.6,
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substantially similar in the aggregate to those provided to the Affected Employces immediately
prior to the Closing Date. Purchaser shall provide to each Affected Employee who is covered by
a collective bargaining agr such p ion and benefits as are required to be provided
pursuant to the applicable collective bargaining agr Notwithstanding anything in this
Agreement to the contrary, nothing in this Agreement shall confer upon any Affected Employee
the right to continue in employment following the Closing Date, or is intended to interfere with
Purchaser's, Company's or any Subsidiary's right (A) to terminate the employment of any
Affected Employee for any reason or no reason from or following the Closing Date or (B) to
terminate any Benefit Plan to the extent such plan is maintained by Company or any Subsidiary
as of the Closing Date. Effective as of the Closing Date, Company or Purchaser shall assume the
employment and continuity agreements set forth in Section 3.15(a) of the Seller Disclosure
Schedule; provided, however, that Seller shall fund any cash severance payments due under those
certain agreements set forth in Section 5.1(a)(xvii) of the Seller Disclosure Schedule.

With respect to any welfare benefit plans of Purchaser and its subsidiaries (Purchaser Welfare
Plans) in which the Affected Employees and their dependents may be eligible to participate after
the Closing Date Purchaser shall (i) waive all limitations as to preexisting conditions, exclusions
and waiting periods with respect to participation and coverage requirements applicable to the
Affected Employees to the extent waived under the applicable corresponding Benefit Plan
immediately prior to the Closing Date and (ii) provide each Affected Employee with credit for
any co-payments and deductibles paid prior to the Qcmim Date in the calendar year in which the
O_Om:_m Date occurs (or, _-. _mﬁ_. in the calendar year in which Affected Employees and their
d c par ion in the applicable Purchaser Welfare Plan) for purposes of
mnzm@_nm any applicable n_nn_coza_n or out-of-pocket requirements under any Purchaser Welfare
Plans in which the Affected Employees are eligible to participate after the Closing Date

As of the Closing Date, each participant in any Company Pension Plan that is a Defined Benefit
Plan (other than such a plan being retained by Seller or any Retained Entity) who is then an
employee of any Retained Entity shall be fully vested in his or her accrued benefits thereunder
and treated as a terminated vested participant in such Company Pension Plan.

401(k) Plan Matters

(i) Prior to the Closing Date, Seller shall cause one of the Retained Entities to assume
sponsorship of the Aquarion Company 401(k) Savings and Investment Plan (Retained
Entities' 401(k) Plan). No later than the Closing Date, Seller shall ensure that the
Savings Plan for Employees of Aquarion Water Company of Connecticut, Aquarion
Water Company of New York, Aquarion Water Company of M | s and
Aquarion Water Company of New Hampshire (Purchaser's 401(k) Plan) provides
benefits on and following the Closing Date solely for Affected Employees who are
partici in the R d Entities' 401(k) Plan immediately prior to the Closing Date.

mmn_.>n.no~aam=_v_ov.anvzf.:m-:_ﬁn.hmszmnm.ao:w:._m:mmomn_o

Closing Date shall become a umminmve_. in Purchaser's 401(k) Plan as of the Closing
Date.

(ii) Prior to the Closing Date, Seller shall cause to be transferred (a 401(k) Transfer) to
_vEd—_nmﬂ.u 401(k) _V_E.r Ez_ Seller uw_dnm to cause Purchaser's 401(k) Plan to accept, the

(i g all g loans and subject to any qualified domestic

relations orders pursuant to Section A_.RE of the Code) for Affected Employees in
Purchaser's 401(k) Plan as of the valuation date next preceding such transfer. Following
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the 401(k) Transfer, Purchaser’s 401(k) Plan shall assume all assets and liabilities from
the Retained Entities' 401(k) Plan, but solely with respect to Affected Employees. Seller
has made available (or will make available as soon as reasonably practicable following
the date of this Agreement) to Purchaser a list of all Affected Employees who are
participants in the Retained Entities' 401(k) Plan as of the date of this Agreement,
together with the amount of their account bal and any ding plan loans.

Company shall continue to be responsible in accordance with all self-funded welfare plans in
effect prior to the Closing Date for all reimbursement claims (such as medical and dental claims)
for expenses incurred, and for all non-reimbursement claims (such as life insurance claims)
incurred, under such plans prior to the Closing Date (whether or not such claims are submitted
prior to the Closing Date) by employees of Seller, the Retained Entities and their respective
subsidiaries (other than Company and the Subsidiaries) and their dependents. To the extent that
any expense is incurred under such self-funded welfare plans by Company, which exp is not
otherwise reimbursed by the stop loss insurance in effect as of the Closing Date and which, in the
ordinary course, would be charged back to the Retained Entities, such amount shall be charged to
the Retained Entities by Company, following the Closing Date, in accordance with past practice
and Seller shall promptly reimburse Company therefor. In no event will employees of the
Retained Entities participate in such self-funded welfare plans of Company from or following the
Closing Date. Company shall continue to be responsible in accordance with all insured welfare
plans in effect prior to the Closing Date for all claims incurred under such plans prior to the
Closing Date by employees of Seller, the Retained Entities and their respective subsidiaries (other
than Company and the Subsidiaries) and their dependents, except for any liabilities caused by the
failure of Seller or any Retained Entity to comply with Applicable Law or the terms of any
applicable plan or contract.

Cafeteria Plan Matters

(1) Prior to the Closing Date, Seller shall cause one of the Retained Entities to assume
sponsorship of the Aquarion Oo:.vm:w Flexible Benefits Plan (Company Cafeteria
Plan). If the Closing Date occurs prior to January 1, 2007, _vE.n__mme. agrees to accept a
spin-off into a cafeteria plan (that includes flexible spending re accounts)
qualifying under Section 125 of the Code (Purchaser Q:.n.o.._n Plan) of the flexible
spending reimbursement accounts of the Affected Employees from the Company
Cafeteria Plan and to honor and continue through the end of the calendar year in which
the Closing Date occurs the elections made by each Affected Employee under the
Company Cafeteria Plan in respect of such flexible spending reimbursement accounts that
are in effect immediately prior to the Closing. As soon as practicable following the
Closing Date, Seller shall cause to be transferred from the Company Cafeteria Plan to the
Purchaser Cafeteria Plan the excess of the aggregate accumulated contributions to the
flexible spending reimbursement accounts made by Affected Employees prior to the
Closing during the year in which the Closing occurs over the aggregate reimbursement
payouts made to the Affected Employees prior to the Closing for such year from such
accounts. From and after the Closing, Purchaser shall assume and be solely responsible
for all claims by Affected Employees under the Company Cafeteria Plan, whether
incurred prior to, on or after the Closing Date, that have not been paid in full as of the
Closing Date.

(ii) Notwithstanding Section 5.6(g)(i), if the Closing Date occurs on or following January 1,
2007, Seller shall cause the Retained Entities to establish a separate flexible spending
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plan and all employees of the Retained Entities and their dependents who were then
eligible to participate in the Company Cafeteria Plan shall be eligible to participate in
such new flexible spending plan as of January J, 2007. Company shall retain all
liabilities under the Company Cafeteria Plan in respect of period prior to January 1, 2007,
except for any liabilities caused by the failure of Seller or any Retained Entity to comply
with Applicable Law or the terms of any applicable plan or contract.

Following the date of this Agreement, Seller and Purchaser shall reasonably cooperate in all
matters reasonably necessary to effect the transactions contemplated by this Section 5.6,
including exchanging information and data relating to workers compensation, employee benefits
and employee benefit plan coverages, and in obtaini | d

g any gover approvals required
hereunder, unless such exchange of information and data would violate Applicable Law.

Purchaser shall honor all vacation days, holiday and sick days accrued by each Affected
Employee as of the Closing Date. As soon as practicable following the date of this Agreement,
Seller shall provide Purchaser with a schedule of all vacation, holiday and sick days of the
Affected Employees accrued as of January 1, 2006.

Solely to the extent the insurance carrier under the Aquarion Company Long Term Disability
Income Plan (the LTD Plan) to cover the applicable individuals from and following the
Closing, Company shall retain liability for long-term disability benefits payable under the LTD
Plan in respect of any covered individuals who (A) as of the Closing Date are disabled (within the
meaning of the LTD Plan) and (B) either as of the Closing Date are eligible to receive, or
following the expiration of any applicable elimination period will be eligible to receive, disability
benefits under the LTD Plan in respect of such disability, including, in each case, employees of
Seller, the Retained Entities or their respective subsidiaries (other than Company and the
Subsidiaries). Seller and Purchaser shall cooperate to cause the insurance carrier under the LTD
Plan to continue to cover the individuals -described in the immediately preceding sentence
following the Closing Date. Any and all employees of the Retained Entities that are in
employment, or return to employment following the Closing Date, shall be the exclusive liability
of Seller or the Retained Entities, except with respect to such pre-Closing welfare benefits to the
extent provided in Section 5.6(f) and the LTD Plan benefits as provided hereinabove.

Purchaser shall and shall cause Company and the Subsidiaries to honor each collective bargaining
agreement in effect as of the Closing Date to which Company or any Subsidiary is a party

In addition to the requirements of Section 5.6(b), until the first anniversary of the Closing, or if
sooner, the date an applicable Affected Employee's employment is terminated, Purchaser shall, or
shall cause its subsidiaries to, provide Affected Employees who are Non-Union Employees
annual base salary that is no less than the average annual wages provided to Union Employees
who are performing substantially similar job functions but solely to the extent such employees
were receiving annual base salaries not less than such average annual wages as of the Closing.
Non-Union Employee means any Affected Employee who is (i) not covered by any collective
bargaining agreement to which Company or any Subsidiary is a party and (ii) performing job
functions substantially similar to those performed by a Union Employee. Union Employee
means any Affected Employee who is covered by any collective bargaining agreement to which
Company or any Subsidiary is a party.
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(m)  Seller shall provide Purchaser with such information and documents concemning the Benefit Plans
and the Affected Employees as Purchaser may reasonably request from time to time prior to the
Closing or thereafter to the extent such information is not readily available from Company.

5.7 Tax Matters

(a) Tax Sharing Arrangements

Seller shall cause the provisions of any Tax sharing agreement between (i) Seller or any of its
affiliates (other than Company and the Subsidiaries) and (ii) Company or any Subsidiary, to be
terminated on or before the Closing Date. After the Closing Date, no party shall have any rights
or obligations under any such Tax sharing agreement.

) Tax Returns

(0]

(i)

(iif)

T7275-00006 NY:R21505.13

Seller shall have the exclusive authority and obligation on behalf of Company
and Subsidiaries to prepare, execute and timely file, or cause to be prepared,
executed and timely filed, all foreign, federal, state and local Tax Returns of
Company and Subsidiaries that are due on or prior to the Closing Date, and
subject to Sections 5.7(cX(i) and 5.7(cXii)(A) shall pay or shall cause to be paid
any and all Taxes due with respect to such Tax Retums. Such Tax Returns shall
be prepared in a manner consistent with past practice.

Seller shall have the exclusive authority and obligation on behalf of Company
and Subsidiaries to prepare and timely file, or cause to be prepared and timely
filed, and, if required to do so by applicable Tax Law, shall deliver, within 30
days prior to the deadline for the filing of such Tax Returns, to Purchaser for
signing and filing all (A) consolidated, combined or unitary Income Tax Returns
for which Seller is the common parent and are not required to be filed on or prior
to the Closing Date and (B) other Tax Returns with respect to To.o_om:_w
Periods that end on or before the Closing Date. Subject to Sections 5.7(c)(i) and

5.7(c)(ii)(A), Seller shall pay or shall cause to be paid any and all Taxes shown
as due with respect to such Tax Retums described in the preceding sentence.
Such Tax returns shall be prepared in a manner consistent with past practice, and
Seller shall deliver a draft of such Tax Returns to Purchaser at least 30 days prior
to their due date and shall take into account in good faith any comments of
Purchaser with respect thereto.

Purchaser shall have the exclusive authority and obligation to prepare and timely
file, or cause to be prepared and timely filed, all Tax Returns of Oo:._vm:v. and
w.._wma_u:nm for which Seller is not responsible pursuant to Sections 5.7(b)(i) and

5.7(b)(ii). Subject to Section 5.7(c)(ii), Purchaser shall pay or cause to be paid
any and all Taxes due with respect to such Tax Returns. With respect to Tax
Returns of Company and Subsidiaries that reflect Pre-Closing Periods, Purchaser
shall provide to Seller at least 30 days prior to the due date for filing such Tax
Returns (A) drafts of all such Tax Retumns; (B) a statement certifying the amount
of Taxes shown on such Tax Return that is allocable to Seller pursuant to Section
5.7(c)(i), together with the appropriate supporting information and schedules and
(C) an opportunity to review and comment on such Tax Returns. Purchaser shall
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in good faith take into account such comments in its preparation of such Tax
Retumns.

(c) Liability, Indemnification and Apportionment of Taxes

@

(i)

(iv)

Seller shall be liable for and, Seller shall indemnify and hold harmless Purchaser and its
affiliates (the Purchaser Indemnitees) against all Taxes (whether assessed or

d) (A) applicable to Company or any Subsidiary attributable to a Pre-Closing
Period, (B) attributable to any breach of any covenant in this Section 5.7, (C) attributable
to any breach of any representation in Section 3.13, (D) attributable to a Pre-Closing
Period or a Straddle Period for which Company or any Subsidiary is liable under Treas.
Reg. §1-1502-6 or any similar provision of sate, local or foreign law or (E) for which
Seller is vaosm_v_n pursuant to wnozoz 5.5; provided, however, that Seller shall not be
liable for (I) any or penalties attributable to the negligence, unreasonable delay or
bad faith of Purchaser or its affiliates or (II) any interest or penalties imposed or assessed,
or losses incurred, to the extent attributable to Purchaser’s late filing of any Tax Retum or
late payment of any Taxes. Seller shall be entitled to any refund of (or credit for) Taxes
allocable to any Pre-Closing Period, including any applicable interest thereon. Purchaser,
Company or any Subsidiary, as the case may be, shall pay over to Seller any such refund
or the amount of any credit within 15 days after actual receipt or recognition.

Purchaser shall be liable for and Purchaser shall indemnify and hold harmless Seller and
its affiliates (the Seller Indemnitees) against all Taxes (whether assessed or unassessed)

licable to Company or any Subsidiary (A) attributable to Post-Closing Periods and (B)
m=< breach of any covenant in this Mno=o= 5.7. Except as otherwise provided herein,
Company or any Subsidiaries, as the case may cn. shall be entitled to any refund of (or
credit for) Taxes allocable to any Post-Closing Period, including any applicable interest
thereon. Seller shall pay over to Company any such refund or the amount of any credit
within 15 days of actual receipt or recognition.

b,

For purposes of this Agr t, it is Yy to apportion the liability for
Taxes that are either based upon or related to income, receipts, capital or net worth for a
Straddle Period, the determination of the Taxes that are apportioned to the Pre-Closing
Period and the Post-Closing Period shall be determined by assuming that the Straddle
Period consisted of two taxable years or periods, one which ended at the close of the
Closing Date and the other of which began at the beginning of the day following the
Closing Date, and items of income, gain, deduction, loss or credit for the Straddle Period
shall be allocated between such two taxable years or periods on a “closing of the books
basis" by assuming that the relevant books were closed at the close of the Closing Date;
provided, however, that (A) transactions occurring on the Closing Date after the Closing
not in the ordinary course of business shall be apportioned to a Post-Closing Period to the
extent vo:n_zaa by ,:d»m:Q Regulations Section _ 1502-76(b)(1)(ii}(B), and (B)

, allo ord ions that are calculated on an annual basis, such as the
maq d iation, shall be apportioned between such two taxable years or
periods on a A_u__v. basis and Taxes that are computed on a periodic basis, such as property
Taxes, shall also be so apportioned on a daily basis.

R

Seller or Purchaser, as the case may be, shall provide reimbursement for any Tax paid by
one party all or a portion of which is the responsibility of the other party in accordance
with the terms of this Section 5.7. Within a reasonable time prior to the payment of any
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such Tax, the party paying such Tax shall give written notice to the other party of thz Tax
payable and the portion which is the liability of each party, although failure to do so will
not relieve the other party from its liability hereunder.

If, as a result of any action, suit, investigation, audit, claim, assessment or amended Tax
Return, there is any change after the Closing Date in an item of income, gain, loss,
deduction, credit or amount of Tax that results in an increase in Tax liability for which
Seller would otherwise be liable pursuant to this Section 5.7, and such change results in a
decrease in the Tax liability of Purchaser, Company or any Subsidiary for any taxable
year or period beginning after the Closing Date (or for the portion of any Straddle Period
beginning after the Closing Date), Seller shall be liable only for the net amount of such
increase after taking into account the net present value of such decrease in accordance
with the provisions of this Section 5.7 (and, to the extent such increase in Tax liability is
paid to a Tax authority or Government Entity by Seller or any affiliate thereof, Purchaser
shall pay Seller an amount equal to the net present value of such decrease).

Controversies

(0]

(i)

Purchaser shall notify Seller in writing within 30 days of the receipt by Purchaser or any
Affiliate of Purchaser (including Company or any Subsidiary after the Closing Date) of
written notice of any inquiries, claims, assessments, audits or similar events with respect
to Taxes relating to a Pre-Closing Period for which Seller may be liable under
Section 5.7(c)(i) (any such inquiry, claim, assessment, audit or similar event, a Tax
Matter). For Tax Matters relating solely to a taxable period that ends on or before the
Closing Date for which Seller acknowledges in writing its liability under
Section 5.7(c)(i), Seller, at its own expense, shall have the exclusive authority to
represent the interests of Company or any Subsidiary with respect to any such Tax Matter
before the IRS or any other Tax authority or Government Entity or authority or any court
and shall have the sole right to extend or waive the statute of limitations with respect to
such Tax Matter, including responding to inquiries, filing Tax Retumns and settling audits
or lawsuits; provided, however, that Seller shall not enter into any settlement of or
otherwise compromise any such Tax Matter that adversely affects or may adversely affect
the Tax liability of Purchaser, Company or any Subsidiary for any Post-Closing Period,
including any Straddle Period, without the prior written consent of Purchaser, which
consent shall not be unreasonably withheld. Seller shall keep Purchaser fully and timely
informed with respect to the commencement, status and nature of any Tax Matter. Seller
shall, in good faith, allow Purchaser or Purchaser's counsel to consult with it regarding
the conduct of or positions taken in any such proceeding. For Tax Matters relating to
Straddle Periods, each of Seller and Purchaser may participate, at its own expense, in
representing the interests of Company or any Subsidiary; provided that the representation
shall be controlled by Purchaser; provided, further, that Purchaser shall not enter into any
settlement of, or otherwise compromise, any such Tax Matter that adversely affects or
may adversely affect the Tax liability of Seller, Company or any Subsidiary for any Pre-
Closing Period, including any Straddle Period, without the prior written consent of Seller,
which consent shall not be unreasonably withheld.

For Tax Matters relating solely to a taxable period that begins after the Closing Date,
Purchaser, Company or any Subsidiary, as the case may be, at its own expense, shall have
the exclusive authority to represent the interests of Company or any Subsidiary with
respect to any such Tax Matter before the IRS or any other Tax authority or Government

7727500006 NY:821505.13 a5 February 23, 2006

EXHIBIT 1

Entity or authority or any court and shall have the sole right to extend or waive the statute
of limitations with respect to such Tax Matter, including responding to inquiries, filing
Tax Returns and settling audits or lawsuits; provided, however, that Purchaser, Company
or any Subsidiary, as the case may be shall not enter into any settlement of or otherwise
compromise any such Tax Matter that adversely affects or may adversely affect the Tax
liability of Seller, Company or any Subsidiary for any Pre-Closing Period, including any
Straddle Period, without the prior written consent of Seller, which consent shall not be
unreasonably withheld. Only if and when a Tax Matter becomes reasonably expected to
adversely affect the Tax Liability of Seller, Company or any Subsidiary for any Pre-
Closing Period, Purchaser, Company or any Subsidiary, as the case may be, (A) shall
keep Seller fully and timely informed with respect to the status and nature of any such
Tax Matter and (B) reasonably consider comments from Seller or Seller's counsel
regarding the conduct of or positions taken in any such proceeding.

(i)  In the event that Purchaser fails to notify Seller with respect to a Tax Matter in
accordance with Section 5.7(d)(i), Seller shall not be relieved of its obligation to
indemnify Purchaser under this Agreement with respect to such Tax Matter except to the
extent that such failure to notify Seller prejudices Seller's ability to adequately defend
against such Tax Matter.

(e) Assistance and Cooperation

.3 gy

After the Closing Date, each party shall (and shall cause their respective affiliates, g
Company and Subsidiaries, to):

@ assist the other party in preparing any Tax Returns, audit examinations and any
administrative or judicial proceedings relating to Tax liabilities imposed on Seller,
Purchaser, Company or any Subsidiary for all Pre-Closing Periods or Straddle Periods
including during normal ¢ hours, the fur g or making available of available
of records, personnel (as reasonably required and at no cost to the other party), books of
account, powers of attorney or other materials necessary or helpful for the preparation of
such Tax Returns, the conduct of audit inations or the def of claims by Tax
authorities or Governmental Bodies as to the imposition of Taxes;

(ii) each party shall retain all Tax Returns, schedules and work papers and all material
records or other documents relating to all Taxes of Purchaser, Company and the
Subsidiaries for the Tax period first ending after the Closing Date and for all prior Tax
periods until the later of (A) the expiration of the statute of limitations of the Tax periods
to which such Tax Returns and other documents relate, without regard to extension,
except to the extent notified by the other party in writing of any such extensions for
applicable Tax periods, or (B) seven years following the due date (without extension) for
such Tax Returns, and each of the parties shall maintain such Tax Returns, schedules,
work papers, records and documents in the same manner and with the same care it uses in
maintaining its Tax Returns, schedules, work papers, records and documents; and

(iii)  each party shall give the other party reasonable written notice prior to destroying or
discarding any such books or records and, if the other party so requests, the other party
may take possession of such books and records.

) Disputes
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If the parties disagree as to the calculation of any amount relating to Taxes governed by this
Section 5.7, the parties shall promptly consult with each other in an effort to resolve the
disagreement. If any such disagreement is not resolved within 30 days after either party gives the
other written notice that it cannot be resolved, the parties shall jointly select a firm of nationally
recognized independent accountants (the Expert) selected jointly by the parties to resolve the
disagreement. The Expert shall decide the matter in question as an expert (and not as an
arbitrator) and the Expert's decision shall be final, except in the case of manifest error. Both
parties shall make all relevant information available to the Expert. The cost of the Expert shall be
bome by the parties in such proportions as the Expert considers to be fair and reasonable in all
circumstances to resolve the disagreement.

Payments

(i) If a party, Company or any Subsidiary pays any Taxes to be borne by another party under
this Agreement, the other party shall within 30 days of receipt of notice thereof reimburse
the paying party (or Company) for the Taxes paid, which payment shall be in clear funds.

(ii) Any amounts paid by Seller to Purcl , Company or any Subsidiary or by Purchaser,
Company or any Subsidiary to Seller vE.mEE to this Agreement shall be treated by the
parties as adj to the paid by Purch to Seller for the Shares.

J

Post-Closing Cooperation

Seller and Purchaser shall cooperate with each other, and shall cause their affiliates and their
officers, employees, agents, auditors and representatives to cooperate with each other, for a
period of 60 days after the Closing to ensure the orderly transition of Company and the
Subsidiaries from Seller to Purch and to any disruption to Company and the
Subsidiaries and the other respective businesses of Seller and Purchaser that might result from the
Acquisition and the other transactions lated by this Ag

P

For a period of five years after the Closing Date (or such longer period as may be necessary to
enable Seller to comply with Applicable Law), Purchaser shall, and shall cause its subsidiaries
(including Company and the Subsidiaries) to, afford Seller and its representatives reasonable
access, upon reasonable notice, during normal business hours and without undue interruption of
Purchaser's business, to the books, records and personnel of Company and the Subsidiaries in
respect of matters pertaining to _..25% prior to the Closing Uma in connection with financial
statements and reporting obligations and other ble purposes; provided, that
nothing herein shall limit Seller's rights of discovery. Purchaser agrees to hold all of the books
and records of Company and the Subsidiaries existing on the Closing Date in accordance with
Purchaser’s standard record retention policies; provided, that Purchaser shall not destroy, alter or
dispose (or permit to be destroyed, altered or disposed) any such books and records for a period
of five years from the Closing Date or such longer time as may be required by Applicable Law
without first offering in writing at least 60 days prior to such destruction, alteration or disposal to
surrender them to Seller.

Each party shall reimburse the other for reasonable out-of-pocket costs and expenses incurred in
assisting the other pursuant to this Section 5.8. Neither party shall be required by this Section 5.8
to take any action that would unreasonably interfere with the conduct of its business or
unreasonably disrupt its normal operations (or, in the case of Purchaser, those of Company or any
of the Subsidiaries).
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Publicity

Through the Closing Date, no public release or announcement concerning the Acquisition or the
other tr: i lated by this Ag shall be issued by either party without the
prior consent of the other vua (which consent shall not be unreasonably withheld, conditioned or
delayed), except as such release or announcement may (a) be required by Applicable Law or the
rules or regulations of any United States or foreign securities exchange or (b) be in connection
with obtaining the Other Regulatory Approvals, in which case the party required to make the
release or announcement shall allow the other party r ble time to on such release
or announcement in advance of such issuance and consider in good faith the comments of the
other party; provided, however, that each of Seller and Purchaser may make intemal
announcements to their respective employees (and in the case of Seller, to the employees of
Company and the Subsidiaries) that are consi with the parties' prior public disclosures
regarding the Acquisition and the other transactions contemplated by this Agreement after
reasonable prior notice to and consultation with the other.

Records

On the Closing Date, Seller shall deliver or cause to be delivered to Purchaser all material
agreements, documents, books, records and files, (collectively, Records), if any, in the
possession of Seller relating to the business and operations of Company or any of the Subsidiaries
to the extent not then in the pc ion of Cc y and the Subsidiaries, subject to the following
exceptions:

p

(a) Purchaser recognizes that certain Records may contain incidental information relating to
Company and the Subsidiaries or may relate primarily to subsidiaries, divisions or
businesses of Seller other than Company and the Subsidiaries, and that Seller may retain
such Records and shall provide copies of the relevant portions thereof to Purchaser;

(b) Seller may retain all Records prepared in connection with the sale of the Shares,

including analyses relating to C y and the Subsidiaries; and

P

(c) Seller may retain any Tax Returns, and Purchaser shall be provided with copies of such
Tax Returns that relate to Company's and the Subsidiaries’ separate Tax Retumns or
separate Tax liability.

Seller shall maintain as confidential, in accordance with its standard policies regarding
confidentiality, all records retained by it pursuant to Section 5.10.

Certain Licenses and Permits

Seller agrees that all Permits that are held in the name of any employee, officer, director,
stockholder or agent of Seller or its affiliates (other than Company or any Subsidiary) on behalf
of Company or a Subsidiary shall be duly and validly transferred to Company or a Subsidiary
without consideration prior to or as soon as reasonably practicable following the Closing.
Section $.11 of the Seller Discl Schedule lists any Company Permits that are held in the
name of any employee, officer, director, stockholder or agent of Seller or its affiliates (other than
Company or any Subsidiary) on behalf of Company or a Subsidiary.
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Resignations

On the Closing Date, Seller shall cause to be delivered to Purchaser duly signed resignations,
effective as of the Closing, from those officers and di s of Company and the Subsidiaries as
shall have been designated in writing by Purchaser to Seller not less than ten days prior to the
Closing. Seller shall take such other action as is necessary to accomplish the foregoing.

Further Assurances

From time to time, as and when requested by either party, the other party shall execute and
deliver, or cause to be executed and delivered, all such documents and instruments and shall take,
or cause to be taken, all such further or other actions (subject to Section 5.4), as such party may

reasonably deem necessary or desirable to consummate the Acquisition and the other transactions
lated b
cC y this Agr

P

Reorganization Transactions

Seller shall, at its sole cost and expense (which costs and expenses shall not be paid by Company
or any Subsidiary) take such actions as may be necessary to ensure that, immediately prior to the
Closing, neither Company nor any Subsidiary shall own, beneficially or of record, any capital
stock, or other equity interest in or securities of, any Retained Entity. Any Taxes arising out of
compliance with this Section 5.14 (including Income Taxes on gain recognized with respect to
the distribution of assets) shall be borne by Seller.

Community Service Programs.

The parties acknowledge that the community service programs that are currently provided by
Company and its Subsidiaries serve a number of important goals. After the Closing, Purchaser
currently intends to cause Company and its Subsidiaries to continue to support community
service programs.

Continuation of Indemnification

Purchaser agrees that after the Closing it shall cause Company and the Subsidiaries to continue to
indemnify and hold harmless each of their present and former directors, officers, employees and
agents, in their capacities as such, from and against all damages, costs and expenses actually
incurred or suffered in connection with any threatened or pending actions, suits or proceedings

relating to the busi of Company or the Subsidiaries or the status of such individual as a
director, officer, employee or agent prior to the Closing, to the fullest extent permitted by the
organizational dc of Company and the Subsidiaries or by Applicable Law. Purchaser
m—_m__ retain or include in the organi: al dc of Company and the Subsidiaries

ification and Ipation provisions, including provisions respecting the advancement of

expenses, substantially similar to those in effect on the Closing Date for the benefit of the (current
or former) officers, directors, employees and agents, and shall not thereafter amend the same
(except as required by changes in Applicable Law or to the extent that such amendment preserves
or broadens the indemnification or other rights theretofore available to such officers, directors
employees and agents). If Company or any Subsidiary merge into, consolidate with or transfer all
or substantially all of their assets to another person, then and in each such case, Purchaser shall
make and shall cause such person to make proper provision so that the surviving or resulting
corporation or the transferee in such transaction shall assume the obligations of Purchaser,
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Company and the Subsidiaries under this Section 5.16. This Section 5.16 shall continue for a

period of six years following the Closing and is intended to benefit each director, officer, agent or
employee who has held such capacity on or prior to the Closing Date.

Financial Statements

Until the Closing Date, Seller shall provide Purchaser with copies of all (a) annual audited
fi ial of Company and each Utility Subsidiary, (b) annual unaudited financial
statements of the Other Subsidiaries and (c) dited quarterly fi ial stat of Company
and each Subsidiary, in each case, in such form as historically prepared by Company and the
Subsidiaries. ~ Seller further agrees to cooperate reasonably, at Purchaser's request and at
Purchaser's expense with any supplemental finance disclosure requirements of Purchaser in
connection with capital raising activities of Purchaser related to financing the transactions
contemplated by this Agreement, including using reasonable efforts to cause the accounting firm
that audited the financial statements to provide its consent with respect to the inclusion of its
opinion relating to the financial statements in any registration statement filed Purchaser or its
United States affiliates; provided, however, that Purchaser shall indemnify and hold harmless
Seller and its employees, officers, directors and affiliates in connection with any _E_:__Q incurred
in connection therewith.

Rate Cases

In connection with any filings made with respect of the rates for any Utility Subsidiary, Seller
shall cause Company and the Subsidiaries to (a) provide Purchaser with an opportunity to review
and comment on any such filing, (b) give reasonable consideration to all comments provided by
Purch and (c) r bly consult with Purchaser from time to time with respect to the status
thereof. Seller shall not make any filing nor take any position in any such filing that, individually
or in the aggregate, would be expected to have a Company Material Adverse Effect.

Updating of Information

Seller may, subject to the provisions of this Section 5.19, from time to time (but no more
frequently than monthly) prior to the tenth calendar day preceding the Closing Date by notice in
accordance with this Agreement supplement or amend Sections 3.1 through 3.20 of the Seller
Disclosure Schedule to reflect matters arising after date of this Agreement, and to the extent such
I or dment discl additional liabilities of Company or any Subsidiary that arise
wmn_. the date of this Agreement, the Seller Disclosure Schedule and the repr ions and
warranties made by Seller shall be deemed to include and reflect such disclosure as of the date of
this Agreement and thereafter, including the n_omim Date; provided, however, that if any matters
reflected in one or more of any such suppl or d individually or in the
aggregate, have had or would have a Company Material Adverse Effect, the Purchaser shall have
the right to terminate this Agreement pursuant to Section 7.1(a)(vi). Notwithstanding the
foregoing or any provision of this Agreement to the contrary, no information included in any
supplement or amendment as to which Seller had knowledge as of the date of this Agreement or
that seeks to correct any matter relating to the period on or prior to the date of this Agreement
shall be considered to have been disclosed for purposes of determining whether Purchaser may
seek indemnification under Section 8.1(a)(i) and the Seller Disclosure Schedule and the
representations and warranties made by Seller shall not be deemed to include or reflect such
f or q

PP
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Intra-Group Transactions

Seller shall, as its sole cost and expense (which costs and expenses shall not be paid by Company
or any Subsidiary) take such actions as may be necessary to ensure that effective as of the Closing
Date, all intra-group receivables, payables and loans then existing between Kelda, Seller or their
respective affiliates (but excluding Company and the Subsidiaries), on the one hand, and
Company or any Subsidiary, on the other hand, shall be settled in a manner not having any

adverse Tax ¢ | on the Company or its Subsidiaries.

Section 168(k) Deduction

Notwithstanding any other provision in this Agreement to the contrary, neither Seller, Company
nor any Subsidiary shall take any deduction pursuant to Section 168(k) of the Code that was not
reported on a Tax Return (excluding any Amended Tax Return) as originally filed prior to the
date of this Agreement, unless required to do so by Applicable Law. If Seller, Company or any
Subsidiary is required to take, or otherwise does take, any such deduction, then Seller shall (a)
promptly notify Purchaser in writing of the same and provide Purchaser with the relevant
information regarding any such deduction and (b) any and all amounts received by Seller (with
respect to any Tax Period), without offset of any Tax payable or receivable with respect to any
Pre-Closing Period, from any and all Tax authorities as a result of taking such deduction within
15 days of receipt of such amount shall (i) if received prior to Closing shall be contributed to
Company or (ii) if received after Closing shall be paid over to Company (which amount, for the
avoidance of doubt, shall not be included any calculation of net income for purposes of
ection 5. 1(a)(xiii)).

Integration Committee

At Purchaser’s request on or following the date hereof, Company and Purchaser shall create a
special integration committee (Integration Committee) that shall operate as a subcommittee of
Company's Executive Committee, and shall be tasked with directing and overseeing the work of
the Transition Team (as described in Exhibit C). The Integration Committee shall be co-chaired
by a senior executive of Company and a senior executive of Purchaser and shall be composed of
such co-chairs and two other desi| of each of C y and Purchaser. The Transition Team

B! P

shall undertake to implement the transition arrangements described on Exhibit C.

No Solicitation to Employ

Until the first anniversary of the Closing Date, neither Seller nor its affiliates shall solicit to
employ or employ, effective at any time on or after the Closing Date, any Affected Employee
unless Purchaser has first refused to cause Company or a Subsidiary to continue to employ such
Affected Employee on and following the Closing Date or such Affected Employee’s employment
with Company or a Subsidiary is terminated by Company or such Subsidiary as of or after the
Closing Date.
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CONDITIONS PRECEDENT
Conditions to Each Party's Obligation

The obligation of Purchaser to purchase and pay for the Shares and the oc:mwmo: of Seller to sell
the Shares to Purchaser is subject to the satisfaction or waiver on or prior to the n_om:_m of the
following conditions:

(a) Government Approvals. The waiting period under the HSR Act shall have expired or
been terminated and all Other Regulatory Approvals shall have become a Final Order;
provided, however, that in the event each Other Regulatory Approval has not become a
Final Order prior to March 31, 2007, Purchaser and Seller shall agree to negotiate in good
faith as to adjustments to the terms of this Agreement so as to permit the transfer of those
Subsidiaries approvals with respect to the transfer of which have been received as of such
date, it being understood and agreed that neither party shall be obligated to agree to any
such adjustments; provided, further, that none of the Other Regulatory Approvals,
individually or in the aggregate, shall impose any condition on Company or any
Subsidiary that would have a Company Material Adverse Effect. For purposes of this
Agreement, a Final Order means action by the R_n§=~ regulatory authority that has not
been reversed, stayed, enjoined, set aside, lled or suspended, with respect to which
any waiting period prescribed by Applicable Law before the Rn:mwnso:m contemplated
by this Ag may be d has expired, as to which all conditions to the
consummation of such transactions prescribed by Applicable Law have been satisfied and
having any applicable appeals period expire without any appeal being filed, or if such
appeal is filed, such appeal is fully and finally dismissed without the opportunity for
further appeal.

IR

(b) No Injunctions or Restraints. No Appli Law or injunction d d,
promulgated, o:no_.n& or issued by any Government Entity or other legal restraint or

prohibition p: g the cc ion of the Acquisition shall be in effect.

Conditions to Obligation of Purchaser

The obligation of Purchaser to purchase and pay for the Shares is subject to the satisfaction (or
waiver by Purchaser) on or prior to the Closing Date of the following conditions:

(a) Representations and Warranties, The representations and warranties of Seller in this
Agreement shall be true and correct (without reference to any qualification as to
materiality or Company Material Adverse Effect) as of the Closing Date as though made
as of such time, except to the extent such representations and warranties expressly relate
to an earlier date (in which case such representations and warranties shall be true and
correct (without reference to any qualification as to materiality or Company Material
Adverse Effect) as of such earlier date), in each case except for breaches as to matters
that, individually or in the aggregate, have not had or would not have a Company
Material Adverse Effect. Purchaser shall have received a certificate signed by an
authorized officer of Seller to such effect.

(b) Performance of Obligations of Seller. Seller shall have performed or complied in all
material resp with all obligations and co required by this Agreement to be
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performed or complied with by Seller by the time of the Closing, and Purchaser <hall
have received a certificate signed by an authorized officer of Seller to such effect.

() Absence of Proceedings. There shall not be pending or threatened any proceeding by
any Government Entity challenging or seeking to restrain or prohibit the Acquisition or
any other tr: i lated by this Agt and no statute, rule, regulation,

executive order, decree, S::BEQ restraining oanq preliminary or permanent injunction
or other order d , promulgated n_:.oann_ or issued by any Government

Entity, or other legal restraint or prohibition p ing the purchase and sale of the
Shares shall be in effect.

(d) FIRPTA Certificate. Seller shall have delivered to Purchaser at the Closing a certificate
under Section 1445(b)(2) of the Code, in form and sub N bly satisfactory to
Purchaser, certifying that Seller is not a foreign person and thus the >2__.=m_=o= is exempt
from withholding pursuant to Foreign Investment in Real Property Tax Act (FIRPTA).

(e) No Affiliate Transactions. There shall not be outstanding or ongoing any transactions
or indebted between Company and any Subsidiary, on one hand, and Kelda, Seller or
their respective affiliates (other than Company or any Subsidiary, but including the
Retained Entities), on the other hand, except for the Inter-Company Loan (which shall be
repaid at Closing) and such other transactions as are made in the ordinary course of
business on terms negotiated on an arm's length basis and that are terminable by
Company or any Subsidiary, without penalty, on not more than 90 days notice.

) No Company Material Adverse Effect. No Company Material Adverse Effect has
occurred since the date of this Agreement that is continuing.

Conditions to Obligation of Seller
The obligation of Seller to sell the Shares is subject to the satisfaction (or waiver by Seller) on or
prior to the Closing Date of the following conditions:

(a) Representations and Warranties. The representations and warranties of Purchaser in
this Agreement shall be true and correct (without reference to any qualification as to
materiality or Purchaser Material Adverse Effect) as of the Closing Date as though made
as of such time, except to the extent such representations and warranties expressly relate
to an earlier date (in which case such representations and warranties shall be true and
correct (without reference to any qualification as to materiality or Purchaser Material
Adverse Effect) as of such earlier date, in each case except for breaches as to matters that,
individually or in the aggregate, have not had or would not have a Purchaser Material
Adverse Effect). ‘Seller shall have received a certificate signed by an authorized officer
of Purchaser to such effect.

(b) Performance of Obligations of Purchaser. Purchaser shall have performed or complied
in all material respects with all obligations and covenants required by this Agreement to

be performed or complied with by Purchaser by the time of the Closing, and Seller shall
have received a certificate signed by an authorized officer of Purchaser to such effect.

£ qr

(c) Absence of Proceedings. There shall not be p g or thr d any prc g by
any Government Entity challenging or seeking to restrain or prohibit the Acquisition or
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any other i plated by this Ags and no statute, rule, regulation,
executive order, decree, temporary r ining order, preliminary or per injunction
or other order enacted, entered, promulgated, enforced or issued by any Government
Entity, or other legal restraint or prohibition preventing the purchase and sale of the

Shares shall be in effect.

6.4 Frustration of Closing Conditions
Neither party may rely on the failure of any condition set forth in this Article 6 to be satisfied if
such failure was caused by such party's failure to act in good faith or to use its reasonable best
efforts to cause the Closing to occur, as required by Section 54.

7. TERMINATION, AMENDMENT AND WAIVER

7.1 Termination

(a) Notwithstanding anything to the contrary in this Ag t, this Ag may be terminated
and the Acquisition and the other transactions plated by this Ag abandoned at any
time prior to the Closing:

@i) upon mutual written consent of Seller and Purchaser;

(i) by Seller if any of the conditions set forth in Sections 6.1 or 6.3 shall have
become incapable of fulfillment and shall not have been waived by Seller;

(iii) by Purchaser if any of the conditions set forth in Sections 6.1 or 6.2 shall have
become incapable of fulfillment and shall not have been waived by Purchaser;
provided, however, that if such incapacity of fulfillment of Section 6.2(a) or
6.2(f) results from any notice provided by Seller pursuant to Section 5.19 that
when given discloses matters that, individually or in the aggregate, have had or
would have a Company Material Adverse Effect, such termination shall be made
in accordance with the provisions of clause (vi) of this Section 7.1(a) and not this
clause (iii);

(iv) by either Purchaser or Seller, if the Closing does not occur on or prior to
March 31, 2007; (the Termination Date), unless on such date all conditions to
close other than those set forth in Section 6.1(a) shall have been satisfied or are
capable of being satisfied in which case the Termination Date shall be extended
to May 31, 2007; provided, however, that the right to terminate this Agreement
under this Section 7.1(a)(iv) shall not be available to any party whose failure to
fulfill any obligation under this Agreement shall have been the cause of, or shall
have resulted in, the failure of the Closing to occur on or prior to such date;

) by either Purchaser or Seller, if any Government Entity shall have issued an
order, decree or ruling or taken any other action restraining, enjoining or
otherwise prohibiting the Acquisition and the other transactions contemplated by
this Agreement and such order, decree, ruling or other action shall have become
final and nonappealable; or

7727500006 NY:821505.13 m February 23, 2006

a4




EXHIBIT 1

(vi) by Purchaser, upon 30 days' written notice to Seller, if the Seller Disclosure
Schedule is updated pursuant to Section 5.19 so as to disclose additional
liabilities or obligations of Company or any Subsidiary that, individually or in the
aggregate, would have a Company Material Adverse Effect; provided, however,
that such notice must be delivered to Seller within 30 days after the Seller
Disclosure Schedule is so updated to reflect any matter that, when aggregated
with other updates delivered since the date of this Agreement, discloses
additional liabilities of Company or the Subsidiaries that have had or would have
a Company Material Adverse Effect;

provided, however, that the party seeking termination pursuant to clauses (ii), (iii), (iv) or (vi)
above is not then in material breach of any of its representations, warranties, covenants or

ag) CC d in this Agr

(b) If this Agreement is terminated by either party pursuant to this Section 7.1, written notice thereof
shall forthwith be given to the other party and the transactions plated by this Agr

m__m___uo.o_.am:»aﬂ_,i::o.:?..52»93:3&:.283.:.9«:»33338:852».&3
this Ag are so termi d

(0] Purchaser shall return to Seller all documents and other materials received from
Seller, Company or any Subsidiary relating to the Acquisition, whether so
obtained before or after the ion of this Ag and

(ii) all confidential information received by Purchaser with respect to the business of
Company and the Subsidiaries shall be treated in accordance with the
Confidentiality Agreement, which shall remain in full force and effect in
accordance with its terms notwithstanding the termination of this Agreement.

7.2 Effect of Termination

If this Agreement is terminated as provided in Section 7.1, this Agreement shall become null and
void and of no further force and effect, except that the provisions set forth in Sections 2.6 and 4.6
(relating to finder's fees and broker's fees), 5.5 (relating to certain expenses), 5.9 (relating to
publicity), 7.1 and 7.2 and Article 9, shall survive. Nothing in this Section 7.2 shall be deemed to
release any party from any liability for any breach by such party of the terms and provisions of
this Agreement or to impair the right of any party to compel specific performance by any other
party of its obligations under this Agreement.

73 Amendments and Waivers

This Agr may be ded by any instrument in writing signed on behalf of each party.
By any instrument in writing signed on behalf of either party, such party may waive compliance
by the other with any term or provision of this Agreement that the other party was or is obligated
to comply with or perform. Any such extension or waiver shall be valid only if set forth in an
instrument in writing signed by the party to be bound thereby. Any waiver of any term or
condition shall not be construed as a waiver of any subsequent breach, or a subsequent waiver of
the same term or condition or a waiver of any other term or condition, of this Agreement. The
failure of either party to assert any of its rights under this Agreement shall not constitute a waiver
of any of such rights.
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8. INDEMNIFICATION -
8.1 Indemnification by Seller

(a) From and after the Closing, Seller shall be liable for, and shall indemnify each Purchaser
Indemnitee against and hold it harmless from, any loss, liability, claim, damage or expense,
including reasonable legal fees and expenses (collectively, Losses), suffered or incurred by such
Purchaser Indemnitee (other than any Loss relating to Taxes, for which indemnification
provisions are set forth in Section 5.7(c)) to the extent arising from:

(0] any breach of any representation or warranty of Seller contained in this
Agreement that survives the Closing (in the case of Section 3.6 (Real Property)
only, without regard to any qualification as to materiality or Company Material
Adverse Effect therein);

(ii) any breach of any co of Seller ined in this Agr

(iii)  any liabilities of the Retained Entities or of Company or any Subsidiary with
respect to the Retained Entities (including any liability of Company or any
Subsidiary incurred as a result of Seller's compliance with Section 5.14);

(iv)  any liability arising from the Guaranty, dated as of March 2003, by Company and
in favor of the Water Pollution Control Authority of the City of Bridgeport,
Connecticut; and

) any liability under FIRPTA as a result of the consummation of the Acquisition.

(b) Seller shall not be required to indemnify any Purch Indemni and shall not have any
liability:

(1) under clause (i) of Section 8.1(a) unless the aggregate of all Losses for which
Seller would, but for this clause (i), be liable thereunder exceeds on a cumulative
basis an amount equal to U.S.$4.5 million, and then only to the extent of any
such excess; provided, however, that such limitation shall not apply to
indemnification sought under Section 8.1(a) with respect to breaches of any
representations or warranties set forth in Sections 2.7 (The Shares) or 3.2 (Capital
Stock of Company and the Subsidiaries);

(ii) under clause (i) of Section 8.1(a) for any individual items (aggregating all Losses
relating to substantially identical facts) where the Loss relating thereto is less
than U.S.$25,000; provided, however, that. such limitation shall not apply to
indemnification sought under Section 8.1(a) with respect to breaches of any
representations or warranties set forth in Sections 2.7 (The Shares) or 3.2 (Capital
Stock of Company and the Subsidiaries);

(iii)  under clause (i) of Section 8.1(a) and 5.7(c) in excess of U.S.$75 million;
provided, however, that such limitation shall not apply to indemnification sought
under Section 8.1(a) with respect to breaches of any representations or warranties
set forth in Sections 2.7 (The Shares) or 3.2 (Capital Stock of Company and the
Subsidiaries); and
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(iv)  under Section 8.1(a) and 5.7(c) to the extent the liability or obligation arises as a
result of any action taken or omitted to be taken by Purchaser or any of its
affiliates (including, after Closing, any officers or employees of Company or any

Subsidiary that are intended to have an equity interest or rights or options to
obtain an equity interest in Purchaser or its affiliates, including, after Closing,
Company).

(c) Except as otherwise expressly provided in this Agreement, Purchaser acknowledges that its sole
and exclusive monetary remedy after the Closing with respect to any and all claims relating to
this Agreement, the Acquisition and the other transactions contemplated by this Agreement,
Company or any Subsidiary and its assets and liabilities (other than claims of, or causes of action
arising from, fraud) shall be pursuant to the indemnification provisions set forth in this Article §
(except in the case of Taxes, which is governed by Section 5.7(c)). In furtherance of the
foregoing, Purchaser hereby waives, from and after the Closing, any and all rights, claims and
causes of action (other than claims of, or causes of action arising from, fraud) for damages it may
have against Seller arising under or related to this Agreement, any document or certificate
delivered in connection with this Agreement, any Applicable Law, common law or otherwise
(except pursuant to the indemnification provisions set forth in this Section 8.1).

8.2 Indemnification by Purchaser

(a) From and after the Closing, Purchaser shall and shall cause Company and the Subsidiaries to
indemnify each Seller Indemnitee against and hold it harmless from any Loss suffered or incurred
by such Seller Indemnitee (other than relating to Taxes, for which indemnification provisions are
set forth in Section 5.7(c)) to the extent arising from:

(i) any breach of any representation or warranty of Purchaser contained in this
Agreement that survives the Closing;

(ii) any breach of any covenant of Purcl contained in this Agr

(i) all obligations and liabilities of whatever kind and nature, primary or secondary,
direct or indirect, absolute or ingent, known or unknown, whether or not
accrued, whether arising before, on or after the Closing Date, of Company or any
Subsidiary, including any such obligations or liabiliti ined in any Contract
to which Company or any Subsidiary is a party (in each case other than to the
extent related to Retained Entities or for which indemnification is provided under
Section 8.1); provided, however, that nothing in this Section 8.2(a)(iii) is
intended to limit or qualify any representations or warranties made by Seller in
Article 3 or limit or reduce in any way any indemnification provided in this
Agreement, to the extent such liabilities or obligations were otherwise the subject
of such representations or warranties or would otherwise be the subject of any
such indemnification;

(iv)  any discontinuance, suspension or modification on or after the Closing Date of
any Benefit Plan; and

() any claim that the purchase and sale of the Shares or the transactions
contemplated thereby give rise to any severance or other benefits under any
Benefit Plan.
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Purchaser shall not be required to indemnify any Seller Indemnitee, and shall not have any
liability:

(i) under clause (i) of Section 8.2(a) unless the aggregate of all Losses for which
Purchaser would, but for this clause (i), be liable thereunder exceeds on a
cumulative basis an amount equal to U.S.$4.5 million, and then only to the extent
of any such excess; provided, however, that such limitation shall not apply to
indemnification sought under Section 8.2(a) with respect to breaches of any
representations or warranties set forth in Section 4.7 (Financing);

(ii) under clause (i) of Section 8.2(a) for any individual items (aggregating all Losses
relating to substantially identical facts) where the Loss relating thereto is less
than U.S.$25,000); provided, however, that such limitation shall not apply to
indemnification sought under Section 8.2(a) with respect to breaches of any
representations or warranties set forth in Section 4.7 (Financing); and

(iii)  under clause (i) of Section 8.2(a) and 5.7(c) in excess of U.S.$75 million;
provided, however, that such limitation shall not apply to indemnification sought
under Section 8.2(a) with respect to breaches of any rep: ions or warranties
set forth in Section 4.7 (Financing).

Except as otherwise expressly provided in this Agreement, Seller acknowledges that its sole and
exclusive monetary remedy after the Closing with respect to any and all claims relating to this
Ag t, the Acquisition and the other ions cc plated by this Agr or
Purchaser (other than claims of, or causes of action arising from, fraud) shall be pursuant to the
indemnification provisions set forth in this Article 8 (except in the case of Taxes, which is
governed by Section 5.7(c)). In furtherance of the foregoing, Seller hereby waives, from and
after the Closing, any and all rights, claims and causes of action (other than claims of, or causes
of action arising from, fraud) for damages it may have against Purchaser arising under or related
to this Agreement, any document or certificate delivered in connection with this Agreement, any
Applicable Law, common law or otherwise (except pursuant to the indemnification provisions set

forth in this Section 8.2).

Calculation of Losses

The amount of any Loss for which indemnification or cost sharing is provided under this Article 8
shall be net of any amounts actually recovered or duly rec ble by the indemnified party under
insurance policies with respect to such Loss and shall be (a) increased to take account of any net
Tax cost incurred by the indemnified party arising from the receipt of indemnity payments
hereunder (grossed up for such increase) and (b) reduced to take account of the present value of
any net Tax benefit realized by the indemnified party arising from the incurrence or payment of
any such Loss. In computing the amount of any such Tax cost or Tax benefit, the indemnified
party shall be deemed to recognize all other items of income, gain, loss deduction or credit before
recognizing any item arising from the receipt of any indemnity payment under this Agreement or
the incurrence or payment of any indemnified Loss. Any indemnity or cost sharing payment
under this Agreement shall be treated as an adj to the Purchase Price for Tax purposes,
unless a final determination (which shall include the execution of a Form 870-AD or successor
form) with respect to the indemnified party or any of its affiliates causes any such payment not to
be treated as an adjustment to the Purchase Price for United States federal income tax purposes.
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Termination of Indemnification

The obligations to indemnify and hold harmless any person (a) pursuant to Section 5.7(c), shall
terminate at the time the applicable statutes of limitations with respect to the Tax liabilities in
question expire (giving effect to any extension thereof), (b) pursuant to Section 8.1(a)(i) or

8.2(a)(i), shall terminate when the applicable representation or warranty terminates pursuant to
Section 8.6 and (c) pursuant to the other clauses of Sections 8.1 and 8.2 shall not terminate;
provided, however, that such obligations to indemnify and hold harmless shall not terminate with
respect 1o any item as to which the person to be indemnified shall have, before the expiration of
the applicable period, previously made a claim by delivering a notice of such claim (stating in
reasonable detail the basis of such claim) pursuant to Section 8.5 to the party obligated to provide
indemnification under Sections 5.7(c), 8.1 or 8.2 (the indemnifying party). No indemnifying
party shall be liable to an indemnified party if such i ified party has committed fraud, gross
riegligence or willful misconduct with regard to the action giving rise to such indemnification
claim.

Procedures
Third Party Claims

In order for a person (the indemnified party) to be entitled to any indemnification provided for
under Section 8.1 or 8.2 in respect of, arising out of or involving a claim made by any third party
against such indemnified party (a Third Party Claim), such indemnified party must notify the
indemnifying party in writing (and in reasonable detail) of such Third Party Claim within 20 days
after receipt by such indemnified party of written notice of the Third Party Claim; provided,
however, that failure to give such notification shall not affect the indemnification provided under
Section 8.1 or 8.2 except to the extent the indemnifying party shall have been actually prejudiced
as a result of such failure (except that the indemnifying party shall not be liable for any expenses
incurred by the indemnified party during the period in which the indemnified party failed to give
such notice). Thereafter, the indemnified party shall deliver to the indemnifying party, within
seven days' time after the indemnified party's receipt thereof, copies of all notices and documents
(including court papers) received by the indemnified party relating to such Third Party Claim.
The indemnifying party shall have 30 days from receipt of the notice within which to assume the
defense of the Third Party Claim. If the indemnifying party does not respond within such 30 day
period, the indemnifying party shall be d d to have d the defense of such Third Party
Claim. If the indemnifying party does not to assume the defense of such Third Party Claim, the
indemnified party shall be free to seek enforcement of its right to indemnification under
Section 8.1 or 8.2 in connection with its defense of such Third Party Claim.

Assumption

1f a Third Party Claim is made against an indemnified party, the indemnifying party shall be
entitled to participate in the defense thereof and, if it so chooses, at its own expense, to assume,
conduct and control the settlement or defense thereof with counsel selected by the indemnifying
party; provided, however, that such counsel is not reasonably objected to by the indemnified
party. Should the indemnifying party so elect to assume the defense of a Third Party Claim, the
indemnifying party shall not be liable to the indemnified party for any legal expenses
subsequently incurred by the indemnified party in ion with the deft thereof. If the

demnifying party such def the i ified party shall have the right to participate
in the defense thereof and to employ 1 (not bly objected to by the indemnifying
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party), at its own expense, separate from the counsel employed by the indemnifying party, it
being understood that the indemnifying party shall control and conduct such defense and
settlement. The indemnifying party shall be liable for the fees and exp of counsel employed
by the indemnified party with respect to any Third Party Claim for any period during which the
indemnifying party has not assumed the defense thereof (other than during any period in which
the indemnified party shall have failed to give notice of the Third Party Claim as provided

above).

1f the indemnifying party chooses to defend or prosecute a Third Party Claim, all the indemnified
parties shall cooperate in the defense or prosecution thereof. Such cooperation shall include the
retention and (upon the indemnifying party's request) the provision to the indemnifying party of
records and information that are reasonably relevant to such Third Party Claim, and making
employees available on a mutually convenient basis to provide additional information and
explanation of any material provided h der. If the indemnifying party assumes the defense
of a Third Party Claim, the indemnified party shall not admit any liability with respect to, or
settle, compromise or discharge, such Third Party Claim without the ___ﬂ_n.::_@_:m party’s prior
written t, and the indemnified party shall agree to any settlement, compromise or discharge
of a Third ?:d. Claim that the indemnifying party may recommend that does not impose any
obligations or conditions on the ind ed party (other than obligations or conditions that are
immaterial) and that by its terms obligates the indemnifying party to pay the full amount of the
liability in connection with such Third Party Claim, thereby releasing the indemnified party
completely in connection with such Third Party Claim. Notwithstanding the foregoing, the
indemnified party shall have the right to settle, compromise or discharge any Third Party Claim;
provided, that in such event it shall waive any right to indemnification under Section 8.1 or 8.2
with respect thereto. If the indemnifying party does not assume the defense of a Third Party
Claim, the indemnified party shall have the right to conduct and control the defense and
settlement in such manner as it deems appropriate, including settling or compromising any such
Third Party Claim (after giving prior written notice of the same to the indemnifying party and
obtaining the prior written consent of the indemnifying party, which consent shall not be
unreasonably withheld, conditioned or delayed) on such terms of the indemnified party may

reasonably deem appropriate, and in connection therewith shall have indemnification rights as set

forth in this Agreement.

The indemnification required by Section 8.1 or 8.2 shall be made by periodic payments of the
amount thereof during the course of the investigation or defense as and when bills are received or
loss, liability, claim, damage or expense is incurred. All claims under Section 8.1 or 8.2 other
than Third Party shall be governed by Section 8.5(c). All Claims related to Taxes shall be
govemned by Section 5.7(c).

Other Claims

In the event any indemnified party should have a claim against any indemn g party under
Section 8.1 or 8.2 that does not involve a Third Party Claim being asserted against or sought to be
collected from such i ified party, ﬂ__o indemnified party shall deliver notice of such claim
with r ble pr to the ind fying party. Subject to Sections 8.5 and 8.7, the

.failure by any 5%3:53 party so to notify the indemnifying party shall not relieve the

indemnifying party from any liability that it may have to such indemnified party under
Section 8.1 or 8.2, except to the extent that the indemnifying party demonstrates that it has been
prejudiced by such failure.

February 23, 2006

A8




d

8.6

8.7

EXHIBIT 1

Mitigation

Purchaser and Seller shall cooperate with each other with respect to resolving any claim or
liability with respect to which one party is obligated to indemnify the other party under this
Article 8, including by making commercially reasonable efforts to mitigate or resolve any such
claim or liability. If Purchaser or Seller shall fail to make such commercially reasonable efforts
to mitigate or resolve any claim or liability, then notwithstanding anything else to the contrary
contained in this Agr the other party shall not be required to indemnify any person for any
Loss to the extent that such Loss could reasonably be expected to have been avoided if Purchaser
or Seller, as the case may be, had made such efforts.

Survival of Representations

The representations and warranties ined in this Ag shall survive the Closing until 90
days following the end of Purchaser's first full fiscal year following the Closing; provided,
however, that (a) the representations set forth in Sections 3.13 (Taxes) and 3.15 (Benefit Plans)
shall survive until the expiration of the statute of limitations applicable to the matters governed
thereby (giving effect to any waiver, mitigation or extension thereof), (b) the representations set
forth in Section 3.10 (Environmental Matters) shall survive until the third anniversary of the
Closing Date and (c) the representations set forth in Sections 2.1 (Organization; Power and
Qualification), 2.2 (Authority; Execution and Delivery; Enforceability), 2.7 (The Shares), 3.1
(Organization and Standing; Books and Records) and 3.2 (Capital Stock of Company and the
Subsidiaries) shall survive indefinitely.

Cost Sharing

If, prior to the fifth anniversary of the Closing (provided, however, that Seller's obligations to
provide cost sharing under this Section 8.7 shall not terminate with respect to any Section 8.7
Claim (as defined below) of which Seller has received notice in accordance with clause (i) below
prior to the fifth anniversary of the Closing), any Purchaser Indemnitee suffers or incurs any
Losses with respect to any third party claim based upon the matters set forth on Section 8.7 of the
Seller Disclosure Schedule (a Section 8.7 Claim), Seller shall reimburse such Purchaser
Indemnitee for (a) the first U.S.$5 million of such Losses and (b) one-half of the next U.S.$10
million of such Losses, such that in no event shall Seller's aggregate obligations under this
Section 8.7 to all Purchaser Indemnitees exceed U.S.$10 million. Notwithstanding the foregoing,
the cost sharing set forth in this Section 8.7 shall not apply, and Seller's obligations to reimburse
any Losses suffered by any Purchaser Indemnitee under this Section 8.7 in respect of any Section
8.7 Claim are expressly conditioned upon: (a) such Purchaser Indemnitee must notify Seller in
writing (and in reasonable detail) of the Section 8.7 Claim with respect to which cost sharing is
sought reasonably promptly after receipt by such Purchaser Indemnitee of written notice of such
Section 8.7 Claim; (b) Seller having the right to participate in the defense thereof and to employ
counsel, at its own expense, separate from the counsel employed by the Purchaser Indemnitee, it
being understood that the Purchaser Indemnitee shall control and conduct such defense; and (c)
Seller shall having d to (such not to be bly withheld, conditioned or
delayed) any settlement of such Section 8.7 Claim, it being understood and agreed that it shall be
reasonable for Seller to withhold consent to any settlement that does not include a full and
complete release of Kelda, Seller and their respective affiliates of all claims arising out the facts
on which such Section 8.7 Claim is based.
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GENERAL PROVISIONS
Assignment

This Agreement and the rights and obligations under this Agreement shall not be assignable or
transferable by Seller without the prior written consent of Purchaser. Purchaser may, at its
election and without the consent of Seller (a) assign its rights under this Agreement to any fund
(or similar vehicle) managed by Purchaser or any of its affiliates or to any other entity (so long as
any such assignment shall not relieve Purchaser of any of its obligations under this Agreement) or
(b) make a security assignment of its rights under this Agreement to any lender providing
financing to Purchaser or its permitted assigns in connection with the Acquisition and the other
transactions contemplated by this Agreement (it being understood that any rights under this
Agreement shall only be exercised by Purchaser or its permitted ummmm_ﬁ and that no assignee
pursuant to any security nmm_msa_n_: shall be entitled to directly exercise any rights under this
Ag ). Any g in violation of this Section 9.1 shall be null and void. In
sn_m_:o:. for the sake of n_u_._? it is understood and agreed that the equity interest of Purchaser or
its permitted assigns may be assigned, sold or otherwise transferred by Purchaser or its permitted
assigns, as the case may be, at any time without Seller’s consent.

No Third-Party Beneficiaries

This >m_,no_.=n=~ is for the sole benefit of the parties and their vo-:::on_ assigns and nothing
exp d or implied in this Ags shall give or be construed to give to any person, other
than the parties and such assigns, any legal or equitable rights under this Agreement. Without
limiting the foregoing, it is expressly understood and agreed that the provisions of Section 5.6 are
statements of intent and no employees or other person (including any party hereto) shall have any
rights or remedies, including rights of enforcement, with respect thereto and no employee or other
person is or is intended to be a third-party beneficiary thereof.

Notices

q

All notices, req claims, and other ¢ ions required or permitted to be
given under this Agreement shall be in writing and shall be (a) delivered by hand, (b) sent by
facsimile or (c) sent, postage prepaid, return receipt requested, by registered, certified or express
mail or overnight courier service and shall be deemed given when so delivered by hand or
facsimile, or if mailed, three days after mailing, to the parties at the following addresses (or at
such other address for a party as shall be specified in a notice given in accordance with this

Section 9.3):

if to Purchaser,

Macquarie Utilities Inc.
125 West 55" Street

New York, NY 10019
Phone: (212) 231-1000
Facsimile: (212) 231-1717

Attention: Andrew Ancone

with a copy to:
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Skadden, Arps, Slate, Meagher & Flom LLP
1440 New York Avenue

Washington, DC 20005

Phone: (202) 371-7000

Facsimile: (202) 661-8238

Attention: Pankaj K. Sinha
and
if to Seller,

Kelda Group Inc.

Western House

Halifax Road

Bradford BD6 2SZ, United Kingdom
Phone: +44 1274 600 111
Facsimile: +44 1274 608 608

Attention: Philip Hudson
with a copy to:

Allen & Overy LLP

1221 Avenue of the Americas

New York, NY 10020

Phone: (212) 610-6300

Facsimile: (212) 610-6399

Attention: A. Peter Harwich

Interpretation; Exhibits and Schedules; Certain Definiti

The headings contained in this Agreement, in any Exhibits or Schedule and in the table of
contents are for reference purposes only and shall not affect in any way the meaning or
interpretation of this Agreement. All Exhibits and Schedul d to this Ag ar
referred to in this Agreement are hereby incorporated in and made a part of this Agreement as if
set forth in full in this Agreement. Any capitalized terms used in any Schedule or Exhibit but not
otherwise defined therein, shall have the meaning as defined in this Agreement. When a
reference is made in this Agreement to an Atticle, Section, clause, Exhibit or Schedule, such
reference shall be to an Article, Section or clause of, or an Exhibit or Schedule to, this Agr

unless otherwise indicated. Wherever the words "include,” "includes” or "including” are used in
this Agreement, they are deemed to be followed by the words "without limitation.” The
definitions contained in this Ag are applicable to the singular as well as the plural forms

of such terms.

For all purposes of this Agreement:
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affiliate of any person means any other person that directly or indirectly, through one or more
intermediaries, controls, is controlled by or is under common control with, such first person.

knowledge of any person (other than a natural person or Seller) means the actual knowledge of
the executive officers of such person.

knowledge of Seller means the actual knowledge of those persons listed on Section 9.4(b) of the
Seller Disclosure Schedule after reasonable inquiry.

person means any individual, firm, corporation, partnership, limited liability company,
association, trust, joint venture, unincorporated organization, syndicate, group, Govemnment
Entity or other entity that would be deemed to be a person under Section 13(d)(3) of the
Securities Exchange Act of 1934, as amended.

subsidiary of any person means any other person, an amount of the voting securities, other
voting ownership or voting partnership interests of which is sufficient to elect at least a majority
of its Board of Directors or other governing body (or, if there are no such voting interests, 50
percent or more of the equity interests of which) is owned directly or indirectly by such first
person.

Counterparts

This Agreement may be executed and delivered (including by facsimile transmission) in one or
more counterparts and by each party in separate counterparts, all of which shall be deemed one
and the same agr and shall b effective when one or more such counterparts have
been signed by each party and delivered to other party.

Entire Agreement

This Agreement, the Confidentiality Agreement and the Kelda Guarantee contain the entire
gl and understanding among the parties with respect to the subject matter hereof and
thereof and supersede all prior ag and understandi both written and oral, between
Seller and Purchaser relating to the subject matter hereof and thereof. Neither party shall be
liable or bound to the other party in any manner by any representations, warranties or covenants
relating to such subject matter except as specifically set forth in this Agreement, the
Confidentiality Agreement, or the Kelda Guarantee.

Severability

If any provision of this Agreement (or any portion thereof) or the application of any such
provision (or any portion thereof) to any person or circumstance shall be held invalid, illegal or
unenforceable in any respect by a court of competent jurisdiction, such _=§_E_? ___omn__Q or
unenforceability shall not affect any other provision of this Agr t (or the g portion
thereof) or the application of such provision to any other person or circumstances. Upon such
determination that any term or other provision is invalid, illegal or incapable of being enforced,
the parties shall negotiate in good faith to modify this >m_.on3n_.= 50 as to effect the original intent
of the parties as closely as possible in a lly in order that the transactions
contemplated by this >m_.nn_.=n_= are consummated mu originally contemplated to the greatest
extent possible.
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9.8 Consent to Jurisdiction

Each party irrevocably and unconditionally submits to the exclusive jurisdiction of the United
States District Court for the District of Delaware, or if such court is unavailable, the Delaware
Chancery Court for the purposes of any suit, action or other proceeding arising out of or relating
to this Agreement, the Acquisition or the other ion: plated by this Agreement.
Each party hereby waives formal service of process and agrees that service of any process,
notice or dc by U.S. registered mail to such party's address set forth above shall
be effective service of process for any action, suit or proceeding in Delaware with respect to any
matters to which it has submitted to jurisdiction in this Section 9.8. Each party irrevocably and
unconditionally waives any objection to the laying of venue of any action, suit or proceeding
arising out of or relating to this Agreement, the Acquisition or the other transactions
plated by this Agr in the United States District Court for the District of Delaware,
or the Delaware Chancery Court and hereby and thereby further irrevocably and unconditionally
waives and agrees not to plead or claim in any such court that any such action, suit or proceeding
brought in any such court has been brought in an inconvenient forum.

9.9 Governing Law

This Agreement (and any claims or disputes arising out of or related to this Agreement or to the
transactions contemplated by this Agreement or to the inducement of any party to enter into this
Agreement, whether for breach of contract, tortious conduct or otherwise and whether predicated
on common law, statute or otherwise) shall in all respects be governed by and construed in
accordance with the laws of the State of Delaware, including all matters of construction, validity
and performance, in each case without reference to any conflict of law rules that might lead to the
application of the laws of any other jurisdiction. Each party to this Agreement further agrees that
the laws of the State of Delaware bear a reasonable relationship to this Agreement and
irrevocably and unconditionally waives any objection to the application of the laws of the State of
Delaware to any action, suit or proceeding arising out of this Agreement, the Acquisition or the
other transactions contemplated by this Agreement and further irrevocably and unconditionally
waives and agrees not to plead or claim that any such action, suit or proceeding should not be
governed by the laws of the State of Delaware.

9.10  Waiver of Jury Trial

EACH PARTY HEREBY EXPRESSLY AND IRREVOCABLY WAIVES TO THE FULLEST
EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL
BY JURY IN RESPECT TO ANY ACTION, PROCEEDING OR COUNTERCLAIM
(WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) DIRECTLY OR
INDIRECTLY RELATING TO ANY DISPUTE ARISING OUT OF OR RELATED TO THIS
AGREEMENT, THE ACQUISITION OR ANY TRANSACTIONS CONTEMPLATED BY
THIS AGREEMENT. Each party (a) certifies that no representative, agent or attomey of any
other party has represented, expressly or otherwise, that such other party would not, in the event
of litigation, seek to enforce the foregoing waiver and (b) acknowledges that it and the other party
have been induced to enter into this Agreement by, among other things, the mutual waivers and
certifications in this Section 9.10.
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IN WITNESS WHEREOY, Scller and Purchaser have duly executed this Agrosment as of the dats firt
‘written sbove.

Name: Andrew Ancone

Name: Benjamin Perbam
Tide: Director
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IN WITNESS WHEREOF, Scller and Purct have duly d this Ag
written above.

as of the date first

KELDA GROUP INC.

by

Name: Charles V. Firlotte
Title: President

MACQUARIE UTILITIES INC.

by

by

Title: Director

SIGNATURE PAGE TO STOCK PURCHASE AGREEMENT, DATED AS OF FEBRUARY 24, 2006
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Term Section

o e 3.13(a)

Termination Date 7.1(a)

Third Party Claim, 8.5(a)
ucc 1.1

Union Employee 5.6(1)

Utility Financial Statements 3.4(a)

Utility Subsidiaries 3.4(a)

Welfare Plan ...

February 23, 2006
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EXHIBIT B
FORM OF KELDA GUARANTEE

KELDA GROUP PLC, a public limited company organized under the laws of England & Wales
(Kelda) irrevocably guarantees each and every repr ion, warranty, co , agreement and other
obligation of KELDA GROUP INC., a Delaware corporation (Seller), or any of its permitted assigns,
under the Stock Purchase Agreement, dated as of February 24, 2006 (the Agreement), by and between
Seller and MACQUARIE UTILITIES INC., a Delaware corporation (Purchaser), and the full and
timely performance of Seller's obligations under the provisions of the Agreement. This is a guarantee of
payment and performance, and not of collection, and Kelda acknowledges and agrees that this guarantee
is full and unconditional, and no release or extinguishment of Seller's obligations or liabilities (other than
in accordance with the terms of the foregoing Agreement), whether by decree in any bankruptcy
proceeding or otherwise, shall affect the continuing validity and enforceability of this guarantee, as well
as any provision requiring or contempldting performance by Kelda.

Kelda hereby waives, for the benefit of Purchaser, (1) any right to require Purchaser, as a condition of
payment or performance by Kelda, to proceed against Seller or pursue any other remedy whatsoever and
(2) to the fullest extent permitted by law, any defenses or benefits that may be derived from or afforded
by law that limit the liability of or exonerate guarantors or sureties, except to the extent that any such
defense is available to Seller,

Without limiting in any way the foregoing g , Kelda and agrees to take all actions to
enable Seller to adhere to each provision of the Agreement that requires an act or omission on the part of
Kelda.

The provisions of Article 9 of the Agreement are incorporated herein, mutatis mutandis, except that
notices and other communications hereunder to Kelda shall be delivered to:

Kelda Group plc

Western House

Halifax Road

Bradford BD6 2SZ, United Kingdom
Telephone Number: +44 1274 600 111
Facsimile Number: +44 1274 608 608

Attention: Philip Hudson

Kelda understands that Purchaser is relying on this guarantee in entering into the Agreement and may
enforce this guarantee as if Kelda were a party to the Agreement.
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IN WITNESS WHEREOF, Kelda has executed this Guarantee as of this 24" day of February, 2006.
KELDA GROUP PLC
by

Name: Philip Hudson
Title: Group Company Secretary

MACQUARIE UTILITIES INC.

by
Name: Andrew Ancone
Title: President
by
Name: Benjamin Perham
Title: Director
7727500006 NY:821505.13 e B-2 February 23, 2006
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EXHIBIT C
INTEGRATION COMMITTEE

Both Purchaser and Company will commit the equivalent of 3/4 full time people to the transition
efforts (the Transition Team)

The Transition Team will be located at Company's facilities and will have access, consistent with the
terms of this Agreement to Company personnel and records

Company will provide free of charge appropriate office facilities to the Transition Team

The Transition Team will not directly or indirectly interfere with the day to day running of the
business of Company

The Transition Team will liaise with the existing Company management team and focus upon
Cc y's busi plan, including matters relating to Company’s financial and customer information

P

management systems

The Transition Team will meet with the Integration Committee on a biweekly basis, to share their
thoughts and suggestions

Where appropriate, the Transition Team will make recommendations to the Integration Committee

As required the Integration Committee will review and where appropriate endorse proposals from the
Transition Team to sanction certain decisions that need to be made in advance of Closing
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EXHIBIT 1

SELLER DISCLOSURE SCHEDULE
in connection with the
STOCK PURCHASE AGREEMENT
between
KELDA GROUP INC.
and
MACQUARIE UTILITIES, INC.
dated as of February 24, 2006

Unless otherwise defined in this Disclosure Schedule, all capitalized terms used herein shall have
the meanings ascribed to them in the Stock Purchase Agreement between Kelda Group Inc. and
Macquarie Utilities, Inc. dated as of February 24, 2006 (the Agreement). The information
disclosed herein is subject to the terms of the Confidentiality Agreement and Section 5.3 of the
Agreement and should not be used for any purpose other than those contemplated thereby.

This Disclosure Schedule is qualified in its entirety by reference to the specific provisions of the
Agreement, and no information contained herein is intended to constitute, and shall not
constitute, any representation or warranty except to the extent expressly provided in the
Agreement. Matters reflected in this Disclosure Schedule are not necessarily limited to matters
required by the Agreement to be reflected in the Disclosure Schedule. Such additional matters
are set forth for informational purposes and do not necessarily include other matters of a similar
nature. Neither the specification of any dollar amount in any representation or warranty nor the
inclusion of any specific item herein is intended to imply that such amounts, higher or lower
amounts, the items so included or other items, are or are not material, and neither party shall use
the fact of the setting of such amounts or the fact of the inclusion of any such item herein in any
dispute or controversy between the parties as to whether any obligation, item or matter is or is
not material or may or may not constitute an event or condition that could be considered to have
a Company Material Adverse Effect.

Any matter disclosed in one section is also deemed disclosed for purposes of all other sections in
Article 3 with respect to which the relevance of such matter is readily apparent.

EXHIBIT 1

Section 2.3

e Connecticut
Connecticut Department of Public Utility Control approval.

Written notice to the Connecticut Department of Health with respect to permits or licenses as
applicable. Not a condition to Closing and no approval required prior to Closing. Provided to
agency promptly after Closing. Agency may request submission of application for approval of
transfer of permits, licenses, etc.

Written notice to the Connecticut Department of Environmental Protection with respect to
permits or licenses as applicable. Not a condition to Closing and no approval required prior to
Closing. Provided to agency promptly after Closing. Agency may request submission of
application for approval of transfer of permits, licenses, etc.

Compliance with Connecticut Transfer Act (not a condition to Closing and no approval required
prior to closing) with respect to certain Aquarion Water Company of Connecticut water
treatment facilities.

e Massachusetts

Written notice to the Massachusetts Department of Environmental Protection with respect to
permits or licenses as applicable. Not a condition to Closing and no approval required prior to
Closing. Provided to agency promptly after Closing. Agency may request submission of
application for approval of transfer of permits, licenses, etc.

Written notice to the Massachusetts Department of Telecommunications and Energy. Not a
condition to Closing and no approval required prior to Closing.

Written notice to the Massachusetts Department of Insurance in connection with transfer of
Aquarion Safety Valve Company submitted after Closing. Not a condition to Closing and no
approval required prior to Closing.
Written notice to the Massachusetts Health Department with respect to permits or licenses as
applicable. Not a condition to Closing and no approval required prior to Closing. Provided to
agency promptly after Closing. Agency may request submission of application for approval of
transfer of permits, licenses, etc.

s New York

New York Public Service Commission approval.
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Written notice to the New York Department of Environmental Protection with respect to permits
or licenses as applicable. Not a condition to Closing and no approval required prior to Closing.
Provided to agency promptly after Closing. Agency may request submission of application for
approval of transfer of permits, licenses, etc.

Written notice to the Westchester County and Nassau Oo.::Q Health Departments with respect
to permits or licenses as applicable. Not a condition to Closing and no approval required prior to
Closing. Provided to agency promptly after Closing. Agency may request submission of

application for approval of transfer of permits, licenses, etc .

Written notice to the New York State Health Department with respect to permits or licenses as
applicable. Not a condition to Closing. Provided to agency promptly after Closing and no
approval required prior to Closing. Agency may request submission of application for approval
of transfer of permits, licenses, etc.

e New Hampshire
New Hampshire Public Service Commission approval.

Written notice to the New Hampshire Department of Environmental Protection with respect to
permits or licenses as applicable. Not a condition to Closing and no approval required prior to
Closing. Provided to agency promptly after Closing. Agency may request submission of
application for approval of transfer of permits, licenses, etc.

Written notice to the New Hampshire Health Department with respect to permits or licenses as
applicable. Not a condition to Closing. Provided to agency promptly after Closing and no
approval required prior to Closing. Agency may request submission of application for approval
of transfer of permits, licenses, etc.

E

EXHIBIT 1

Section 2.4
Litigation

Ongoing examination by the Internal Revenue Service (“IRS™) of the Company’s 2001, 2002 and
2003 federal tax retumns, as further described in Section 3.14 of this Seller Disclosure Schedule.
Significant matters under review by the IRS include the 2001, 2002 and 2003 charitable
contribution deductions taken with regard to the sales of land and land easements. Company
files consolidated return with Seller. ,
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EXHIBIT 1
Section 3.1(a)
Organization and Good Standin
Company Name State of States Doing Business
Incorporation | as a Foreign
Corporation
Aquarion Company DE CT, MA
Aquarion Water Company CT
Aquarion Water Company of Connecticut CT
Aquarion Water Company of New York, (Inc.) NY
Aquarion Water Company of New Hampshire, NH
(Inc.)
Aquarion Water Company of Massachusetts, (Inc.) | MA
Aquarion Water Capital of Massachusetts, (Inc.) DE MA
Aquarion Water Company of Seacliff, (Inc.) NY
Aquarion Safety Valve Company DE CT, MA, NY, NH, RI,
WA

-5

Section 3.1(b)
Subsidiaries

Aquarion Water Company

Aquarion Water Company of Connecticut
Aquarion Water Company of New York
Aquarion Water Company of New Hampshire
Aquarion Water Company of Massachusetts
Aquarion Water Capital of Massachusetts
Aquarion Water Company of Seacliff
Aquarion Safety Valve Company

EXHIBIT 1
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Section 3.1(c)
Retained Entities

Section 3.1(d)
Certificates of Incorporation; Bylaws

Aquarion Services Company
Main Street South Corporation
Clocktower Partnership Certificates of Incorporation and Bylaws attached.
Aquarion Operating Services Company
Timco, Inc.*

| Aquarion Engineering Service Company*
Grimes Environmental, Inc.*

YWC, Inc.*

Diversified Pumping Services, Inc.*
Interim Dewatering Services, Inc.*

*Dissolved
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Section 3.2
Capital Stock

(a)  Listof Capital Stock of Each Subsidiary
e Aquarion Water Company

There are 20,000 authorized shares of common stock, of which 1,000 has been issued and
are outstanding. All of the issued shares of common stock are owned by Aquarion Company.

e Agquarion Water no.:_x.:v., of Connecticut

There are 2,000,000 authorized shares of common stock, par value $10, 1,009,385 of
which have been issued and are outstanding. All of the issued shares of common stock are
owned by Aquarion Water Company.

e Aquarion Water Company of Massachusetts
There are 50,000 authorized shares of common stock, par value $100 per share, 37,571 of
which have been issued and are outstanding. All of the issued shares of common stock are
owned by Aquarion Water Company.
e Aquarion Water Capital of Massachusetts
There are 1,000 authorized shares of common stock, par value $0.01, 100 of which have
been issued and are outstanding. All of the issued shares of common stock are owned by
Aquarion .

o Aquarion Water Company of New Hampshire

There are 100,000 authorized shares of common stock, par value $25, 87,483 of which
have been issued and are outstanding. All of the issued shares of common stock are owned by
Aquarion Water Company.

There are 28 outstanding shares of 6% Cumulative Preferred Stock of the Aquarion

Water Company of New Hampshire, par value $100. Of the outstanding shares, 5 are held each
by James Miller, Jacqueline G. Cheney and Merrill Lynch, 13 are held by Cede & Co.

e Aquarion Water Company of New York
There are 20,000 authorized shares of common stock, par value $100, 16,850 of which

have been issued and are outstanding. All of the issued shares of common stock are owned by
Aquarion Water Company. j

95
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There are 10,000 authorized shares of preferred stock, par value $100, all of which have
been issued and are outstanding, and none of which have voting rights prior to a default in
dividends. All of the issued and outstanding preferred stock is owned by First Colony Life
Insurance Company.

e Aquarion Water Company of Sea Cliff

There are 500 authorized shares of common stock, par value $50, 499 of which have been
issued and are outstanding. All of the issued shares of common stock are owned by Aquarion
Water Company.

e Aquarion Safety Valve Company

There are 1,500 authorized shares of common stock, no par value, of which 1,500 have
been issued and are outstanding. All of the issued shares of common stock are owned by
Aquarion Services Company.

(b)  Exceptions to Representations Made in Section 3.2

Please refer to the Affidavit of Amendment to the Record of Organization of The
Hampton Water Works Company, dated April 15, 1968, for a description of rights associated
with ownership of the Aquarion Water Company of New Hampshire 6% Cumulative Preferred
Stock.

Please refer to the Certificate of Amendment of the Certificate of Incorporation of Port
Chester Water Works, Inc., filed with the Department of State on October 26, 1993, the
Certificate of Amendment of the Certificate of Incorporation filed with the Department of State
of New York on June 4, 1993 and New York-American Water Company Re: $1,000,000
Cumulative Preferred Stock, Series B, 7.67%, due January 1, 2008..

Please refer to the Stock Pledge Agreement dated as of July 1, 1995 between American
Water Works Company, Inc. (predecessor to Aquarion Water Company) and First Fidelity Bank,
National Association, as trustee, pursuant to which American Water Works pledged 100% of the
common stock of Massachusetts Capital Resources, Inc. (predecessor to Aquarion Water Capital
of Massachusetts) as further security for payment of the Mortgage Bonds (as defined therein).
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(c) List of Equity Ownership Interests

Symbol

AWR
WTR
WTR
CWT
CTWS
MSEX
NI
N
SwWwcC

TORW
CTWS

BIRM

Description

American States Water Company
Aqua America, Inc.

PSC exchange for Consumers Water
California Water Service
Connecticut Water Service
Middlesex Water Company
Nisource, Inc.

SJW Corporation

Southwest Water Company

Torrington Water

Connecticut Water

Neco Enterprises

Birmingham Utilities Inc.
Clocktower Place — Phase II Limited
Partnership

Number
of Shares

600.000
390.000
837.000

200.000

225.000
200.000
162.000
300.000
474.000

334.000
25.000
100.000
2,837.852

$2.225M

EXHIBIT 1

None.

Section 3.3
No Conflicts; Consents
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Section 3.4
Financial Statements

(a) Copies of the financial statements described in Section 3.4(a) of the Stock Purchase
Agreement are attached hereto.

(b) Internal Revenue Service Audit, described further in Section 3.14 of this Seller Disclosure
Schedule.

Potential liabilities or obligations of the Retained Entities, for which no Company or Subsidiary
will be responsible upon Closing.

(c) List of Indebtedness:

o See Section 3.8 for a list of certain documents relating to certain of the outstanding debt
listed in the attached table:

-13-

Aquarion Company and Subsidiaries
Debt Obligations and Preferred Stock
In Thousands

Notes payable — unsecured
AWCCT 6.58% senior notes due August 15, 2012
AWCCT 5.00% note due July 1, 2032
AWCCT 4.50% note due August 1, 2035
AWCCT 4.40% note due August 1, 2029
AWCCT 4.55% note due August 1, 2035
AWCCT 6.15% note due April 1, 2035
AWCCT 6.00% note due September 1, 2036
AWCCT 5.00% note due July 1, 2038

AWCCT 11.00% convertible debentures

AWCCT 4.11% State of Connecticut Revolving Fund

AWC 0.00% MWPAT Drinking Water Fund (guaranteed by
MA Company)

Secured Debt
AWCCT 6.43% senior note due June 29, 2034
AWCCT 7.33% series due December 1, 2027

"AWCCT  8.04% series due February 1, 2030

AWCCT 9.29% series due April 1, 2031

AWC

NY 8.85% series due November 1, 2015
AWC

MA 7.71% series due June 1, 2023
AWC

MA 9.64% series due September 1, 2021
AWC

NH 7.71% series due June 1, 2023
AWC

NH 6.21% series due August 1, 2035

MA CAP 6.25% series due December 1, 2010
MA CAP 6.60% series due December 1, 2015
MA CAP 6.75% series due December 1, 2020
MA CAP 6.75% series due December 1, 2025
MA CAP 6.90% series due December 1, 2029

MA CAP 6.95% series due December I, 2035

Short-term borrowings — bank (Bank of America
$30,000,000 credit line)
Intercompany payable Main Street South Corporation
Intercompany payable Kelda Group, Inc.
Sub Total
Letter of Credit - Travelers Insurance Company
Total Indebtedness at January 1, 2006
% Preferred Stock
AWCNY 7.67% Series B 10,000 shares, due January 1, 2008
AWCNH 6.00% , 30 shares

<=

January 1, 2006

$20,000
7,000
16,570
21,830
9,900
30,000
30,000
18,000
102

319

3,102

8,500
14,000
3,500
4,500

2,500

7.000

1,400

$239,618

14,000
1,700

—_—
6,928
$262,246
1,135

$263,381

1,000
3

$1,003

EXHIBIT 1
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(d) The aggregate cash balances of Company and Subsidiaries as of December 31, 2005 is

$37.092 million.

-15-

Section 3.5
Title to Prope

EXHIBIT 1

None except the Liens of the Subsidiaries’ respective mortgage indentures, listed in Section 3.8.
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EXHIBIT 1

Section 3.6
Real Property

None except: (i) the Liens of the Subsidiaries’ respective mortgage indentures referenced
in Section 3.8 of this Seller Disclosure Schedule; (ii) Pursuant to the major sale of its
land to the State of Connecticut that closed on March 28, 2002 (the “Land Sale
Transaction”), Aquarion Water Company of Connecticut granted a conservation
casement to the State of Connecticut on all of its Class I Land; (iii) Pursuant to the Land
Sale Transaction, the State has an option on Aquarion Water Company of Connecticut
land presently under water if ever drained by Aquarion; (iv) under the Declaration of
Restrictive Covenants, again pursuant to the Land Sale Transaction, Aquarion Water
Company of Connecticut must convey to the State any improved property which is
hereafter abandoned; (v) the title to an office building located in Billerica, Massachusetts
is defective, and is presently being corrected through bankruptcy court action.

175

None.

Section 3.7
Intellectual Proper
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Section 3.8
Material Contracts

Purchase Water Agreement between South Central Connecticut Regional Water
Authority and BHC

Interconnection Agreement between Torrington Water Company and BHC

Purchase Water Agreement between Westchester Joint Water Works and Port Chester
Water Works

Deloitte Annual Engagement
Dworken, Hillman, LaMorte & Sterczala P.C. Agreement (accountants)

Agreement between O& G Industries and Aquarion Water Company of Connecticut
(Eddy Wellfield Improvements).

Agreement between C.H. Nickerson & Company, Inc. and Aquarion Water Company of
Connecticut (Treatment Facilities Program Contract)

Construction Contract between Aquarion Water Company of Connecticutand A_J. Penna
& Son Construction Inc. (Annual Contract for Miscellaneous Water Works Installations)

Construction Contract between Aquarion Water Company of Connecticut and Burns
Construction Co., Inc. (Annual Contract for Miscellaneous Water Works Installations)

Construction Contract between Aquarion Water Company of Connecticut and Joken
Development Corp. (Annual Contract for Miscellaneous Water Works Installations)

Construction Contract between Aquarion Water Company of Connecticut and R. H.
White Construction Co., Inc. (Annual Contract for Miscellaneous Water Works
Installations)

Emst & Young Annual Engagement

Engineering Contract between Aquarion Water Company of Connecticut and Tighe &
Bond (Palmer Dam Repairs)

Amendment to Engineering Contract between Aquarion Water Company of Connecticut
and Tighe & Bond (Palmer Dam Repairs)

Financing Documents
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A Aquarion Water Capital of Massachusetts

(i) Indenture of Mortgage and Security Agreement dated 7/1/95 (Mass
Capital Resources Co and First Fidelity Bank)

(ii)  Facility Sale and Agreement dated 7/1/95 (Massachusetts-American Water
Company)

(iii)  Facility Lease Agreement between Massachusetts Capital Resources
Company and Massachusetts-American Water Company, dated as of 7/1/95

(iv)  Ground Lease dated as of 7/1/95 between Massachusetts Capital
Resources Company and Massachusetts-American Water Company as a party

(v)  Loan and Trust Agreement dated 7/1/95 (Massachusetts Industrial
Finance Agency and Fidelity Bank)

(vi)  Bond Purchase Agreement, Series 1995, dated 7/26/95 between Smith
Barney Inc., Massachusetts Industrial Finance Agency and Massachusetts Capital Resource
Company, for $37,700,000 Massachusetts Industrial Finance Agency Water Treatment Revenue
Bonds (Massachusetts-American Hingham Project) Series 1995

(vii)  Offering Memorandum for $37,700,000 Series 1995 Massachusetts
Industrial Finance Agency

(x)  Pledge Agreement dated as of 7/1/95 from American Water Works to the
Mortgage Trustee

(xi)  Preliminary Official Statement dated 7/14/95 Relating to the $37,700,000
Massachusetts Industrial Finance Authority Water Treatment Revenue Bonds (Massachusetts-
American Hingham Project) Series 1995

B. Aquarion Water Company of Massachusetts

(i) Indenture of Mortgage from Massachusetts-American Water Company,
Inc. (then known as Hingham Water Company) to First Fidelity Bank, N.A., Pennsylvania, dated
as of 3/1/71

(i)  Massachusetts-American Water Company to Fidelity Bank, N.A., Fourth
Supplemental Indenture, dated as of 11/1/91

A_.EZ»mmmo__zmnzm.>3o18=Em_o_.Oovasww°=av=_.o:mmn>man_.=o=r
Dated as of 11/1/91 .
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(iv)  Massachusetts-American Water Company to First Fidelity Bank, N.A.,
Pennsylvania, Fifth Supplemental Indenture, dated as of 10/1/93

(v)  Massachusetts-American Water Company Bond Purchase Agreement,
Dated as of 10/1/93

(vi)  Massachusetts-American Water Company to First Fidelity Bank, N.A.,
Sixth Supplemental Indenture dated 7/1/95

(vii) Massachusetts-American Water Company $3,000,000 General Mortgage
Bonds, 7.48% Series

(viii) Massachusetts-American Water Company to First Union National Bank
Seventh Supplemental Indenture dated 1/1/98

(ix)  Massachusetts-American Water Company $1,400,000 General Mortgage
Bonds, 9.64% Series

(x) Massachusetts Water Pollution Abatement Trust Drinking Water Program
Loan Agreement, dated 2/21/03 between Massachusetts Water Pollution Abatement Trust and
Aquarion Water Company of Massachusetts

(xi)  Project Regulatory Agreement, dated 8/1/02 between Department of
Environmental Protection and Aquarion Water Company of Massachusetts

(e Aquarion Water Company of New Hampshire

() Hampton Water-Works Company to The Fidelity Bank, as Trustee,
Indenture of Mortgage, dated as of 5/1/68, General Mortgage Bonds .

(ii)  Hampton Water-Works Company to the Fidelity Bank First and Second
Supplemental Indentures of Mortgage

iii)  Hampton Water-Works Company to First Fidelity Bank, NA, Fifth
Supplemental Indenture, dated as of 6/1/89

(iv)  Hampton Water-Works Company Bond Purchase Agreement dated 6/1/89
for $1,800,000 General Mortgage Bonds 9.92% Series

) Hampton Water-Works Company to First Fidelity Bank, N.A.,
Pennsylvania, Sixth Supplemental Indenture, dated as of 7/1/93

(vi)  Hampton Water Works Company Bond Purchase Agreement dated 7/1/93
for $3,000,000 General Mortgage Bonds 7.71% Series
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(vii)  Aquarion Water Company of New Hampshire, Inc. to Wachovia Bank,
N.A. Eighth Supplemental Indenture dated 8/1/05

(viii) Aquarion Water Company of New Hampshire Bond Purchase Agreement
dated as of 8/1/05 for $5,900,000 General Mortgage Bonds 6.21% Series

(viii) Hampton Water Works Company Bond Purchase Agreement for
$2,700,000 General Mortgage Bonds 7.48% Series

D. Aquarion Water Company of New York

(i) Port Chester Water Works, Inc. to The Fidelity Bank Indenture of
Mortgage dated 3/1/72

(ii)  New York-American Water Company, Inc. to Fidelity Bank, N.A., Third
Supplemental Indenture, dated as of 11/1/90

(iii)  Indenture of Trust between New York State Environmental Facilities
Corporation and Bankers Trust Company, as Trustee, Dated as of November 1, 1990, Re.
$2,500,000 Water Facilities Revenue Bonds (New York-American Water Company, Inc.
Project), Series 1990

(iv)  Loan Agreement, dated as of 11/1/90, between Environmental Facilities
Corporation and Aquarion Water Company of New York

E. Aquarion Water Company of Connecticut
(i) Indenture of Mortgage from Bridgeport Hydraulic Company to City Trust
Company, Trustee, dated as of 6/1/24, as amended and restated in Seventeenth Supplemental
Mortgage, dated as of 9/1/60, and as amended by Twenty-First Supplemental Mortgage, dated as
of 3/1/75

(i)  Indenture of Mortgage from Greenwich Water Company to The Fidelity
Bank, as Trustee, dated as of 5/1/68

(iii)  Connecticut-American Water Company and First Colony Life Insurance
Company Bond Purchase Agreement, dated as of 7/1/89

(iv)  Connecticut-American Water Company (formerly Greenwich Water
Company) to Fidelity Bank, N.A., Ninth Supplemental Indenture, dated as of 4/1/91

(v)  Connecticut-American Water Company Bond Purchase Agreement, dated
as of 4/1/91 ;

(vi)  Connecticut-American Water Company to First Union National Bank, as
Trustee, Eleventh Supplemental Indenture, Dated as of 12/1/97
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(vii)  Connecticut-American Water Company Bond Purchase Agreement, dated
asof 12/1/97

(viii) Connecticut-American Water Company, Twelfth Supplemental Indenture,
dated as of 2/1/00

(ix)  Connecticut-American Water Company Bond Purchase Agreement, dated
as of 2/1/00

(x)  The Village Water Company of Simsbury 11% Convertible Subordinated
Debenture dated 7/1/95

(xi)  Indenture of Trust, dated as of 4/1/95, between Connecticut Development
Authority and Shawmut Bank Connecticut, National Association

(xii) Loan Agreement, dated as of 4/1/95, between Connecticut Development
Authority and Bridgeport Hydraulic Company

(xiii) Bond Purchase Agreement among Connecticut Development Authority,
Bridgeport Hydraulic Company and Smith Barney and Advest, Inc. dated 5/10/95

(xiv) Indenture of Trust, dated as of 9/1/96, between Connecticut Development
Authority and Fleet National Bank

(xv) Loan Agreement, dated as of 9/1/96, between Connecticut Development
Authority and Bridgeport Hydraulic Company

(xvi) $20,000,000 6.58% Senior Note Purchase Agreement dated 8/1/02

(xvii) Indenture of Trust, dated as of 8/1/02, between the Connecticut
Development Authority and State Street Bank and Trust Company

(xviii) Loan Agreement, dated as of 8/1/02, between the Connecticut
Development Authority and Aquarion Water Company of Connecticut

(xix) Purchase Contract, dated 7/24/02, among the Connecticut Development
Authority, Aquarion Water Company of Connecticut, Edward D. Jones & Co., L.P.

(xx)  Purchase Contract, dated 11/13/03, among the Connecticut Development
Authority, Aquarion Water Company of Connecticut , A.G. Edwards & Sons, Inc.

(xxi) Loan Agreement, dated as of 11/1/03 between the Connecticut
Development Authority and Aquarion Water Company of Connecticut
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(xxii) Indenture of Trust, dated as of 11/1/03, between the Connecticut
Development Authority and U.S. Bank National Association

(xxiii) Note Purchase Agreement dated as of 6/29/04 between Aquarion Water
Company of Connecticut and Hartford Life Insurance Company

(xxiv) Purchase Contract dated 8/24/05 among the Connecticut Development
Authority, Aquarion Water Company of Connecticut, and Edward D. Jones & Co., L.P.

(xxv) The Indenture of Trust dated as of 8/1/05, between the Connecticut
Development Authority and U.S. Bank National Association, as trustee

(xxvi) The Loan Agreement dated as of 8/1/05, between the Connecticut
Development Authority and Aquarion Water Company of Connecticut

E. Aquarion Company
0] Guarantee of Bridgeport WPCA Contract
(i)  Guarantee of AWC Massachusetts MWPAT Loan
16.  Southwest Regional Pipeline Agreement

17.  Agreement between Aquarion Water Company of Connecticut and Eastwoods, LLC re:
water main extension and tank

18.  Agreement between Aquarion Water Company of Massachusetts and Cohasset/Ericson
for Water Supply

19.  Water Supply Contract between New York American Water Company and Connecticut
American Water Company

20. Software License Agreement between Aquarion Company, Inc. and SAP America, Inc.

21.  Sublease between The Southern Connecticut Gas Company and Aquarion Water
Company of Connecticut

22.  Master Services Agreement between Aquarion Company, Inc. and TUI Consulting, Inc.

23.  Water Purchase Agreement between Aquarion Water Company of Massachusetts and the
City of Worcester, MA

24, Stamford WTP Design Contract with Hazen and Sawyer

25.  Eddy Well Field Construction Services Contract with O&G Industries
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Sodium Hypochlorite and Caustic Soda Agreement (Purchase Orders) with Borden &
Remington.

SBC Integrated Services Agreement
Coagulation Chemicals Contract with Holland Chemical

Laboratory Services Contract with South Central Connecticut Regional Water Authority

225

None

Section 3.9
Permits
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Section 3.10
Environmental Matters

I Croton Point Landfill. The State of New York named the New York-American
Water Company, Inc. (now Aquarion Water Company of New York) as a potentially responsible
party (“PRP”) for the closing and environmental remediation of the Croton Point Landfill in
Croton-On-Hudson, New York (the “Site™). The state sought to recover the cost of closing the
Site, remediating contamination and ongoing monitoring. The Company is included in Tier 3 of
the PRP group. Tier 3’s total overall allocated share of the ultimate cost is currently set at 10%.
Based on the current allocation scheme, Aquarion-New York’s share of the Site is 1.11%.
Aquarion has paid its settiement amount and executed the consent decree with the state. This
matter has now been settled with the State of New York and is therefore concluded.

2. DEP-Putnam Lake. The Connecticut Department of Environmental Protection
has ordered AWC-CT to study remedies, including the potential removal of sediment from,
Putnam Lake, the middle of three reservoirs which supply the public drinking water system for
the former Connecticut American Water Company properties and to provide progress reports
regarding same. The Water Company has discharged sediment into Putnam Lake for
approximately 40 years. Although this practice was discontinued in 1993, the DEP wants AWC-
CT to remove this sediment. AWC-CT has requested that DEP postpone a decision on the
remedy until 2008 while studies are done on the lake. Pursuant to a Consent Order (WC 5203)
for dam repair, Aquarion Water Company of Connecticut has provided the Connecticut
Department of Environmental Protection with monthly progress reports.

3. Aquarion Water Company of Massachusetts/Millbury Well Contamination.
Aquarion Water Company of Massachusetts has recently negotiated and signed an administrative
consent order with the Massachusetts Department of Environmental Protection resolving an issue
involving the presence of small amounts of perchlorate at certain of the Company’s water supply
wells in Millbury, Massachusetts. The Company took those wells off line after the initial
perchlorate detections. The Company has since constructed a state-of-the-art ion exchange
treatment facility and returned these wells to service. Subsequent sampling has not detected any
perchlorate in the distribution system or treated water supply. The Company is very close to
settling the cost of a substantial portion of the recovery action with the alleged responsible
parties which would reimburse the Company for costs incurred to date as well as future operation
and maintenance costs for the treatment system. Implementation and operational costs for this
treatment system will be in excess of $1,000,000 which the Company hopes to recover from the
responsible party or parties.

With respect to Section 3.10(b), see Section 2.3 of this Seller’s Disclosure Schedule, Other
Regulatory Approvals, but only as to actions to be taken with respect to various state and local
health departments, state environmental agencies, and the Connecticut Transfer Act.
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Section 3.11
Water Quality

Aquarion Water Company of Massachusetts/Millbury Well Contamination. Aquarion Water
Company of Massachusetts has recently negotiated and signed an administrative consent order
with the Massachusetts Department of Environmental Protection resolving an issue involving the
presence of small amounts of perchlorate at certain of the Company’s water supply wells in
Millbury, Massachusetts. The Company took those wells off line after the initial perchlorate
detections. The Company has since constructed a state-of-the-art ion exchange treatment facility
and returned these wells to service. Subsequent sampling has not detected any perchlorate in the
distribution system or treated water supply. The Company is very close to settling a cost
recovery action with the alleged responsible parties which would reimburse the Company for a
substantial portion of the costs incurred to date as well as future operation and maintenance costs
for the treatment system. Implementation and operational costs for this treatment system will be
in excess of $1,000,000 which the Company hopes to recover from the responsible party or
parties.

Aquarion Water Company of New York/Purchase of Unfiltered Surface Water from WIWW.
Aquarion Water Company of New York purchases water from the Westchester Joint Water
Works (“WJWW™) on a daily basis in order to meet system demands. This purchased water does
not meet the EPA and NYY State regulatory requirements for the provision of filtration treatment
of surface waters. WIWW has been ordered by NYY State to provide this filtration treatment and
anticipates that they will be in compliance by 12/31/07. Meanwhile, Aquarion Water Company
of New York is notifying the customers on a quarterly basis of this situation, and will continue to
do so until WIWW has achieved full compliance. Aquarion Water Company of New York
payments in 2004 and 2005 for such water were $798,000 and $840,775, respectively.
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Section 3.12
Insurance

Commercial General Liability

Travelers Indemnity Co. .

Policy # TJ EXGL 185K7395-04  Term: 12/01/05-12/01/06
Amounts:

$
$
$
$
$
3
$

700,000 Each Occ.

5,000,000 General Agg.

700,000 Product Agg. -
700,000 Personal & Adv. Inj.
300,000 Fire Damage Liability
5,000 Medical Payment

200,000 S.ILR.

Travelers Indemnity Co.
Policy # TC2J CAP 185K2652-04 Term: 12/01/05-12/01/06
Amounts:

$ 1,000,000 CSL each Occ.

$ 5,000 Medical Payment

$ 1,000 Comprehensive Deductible ea. Auto

$ 1,000 Collision Deductible ea. Auto

Workers Compensation
Travelers Indemnity Co. :
Policy # TC2N UB 185K 7414-04 (All States) Term: 12/01/05-12/01/06
Employers Liability
Amounts:
$1,000,000 Each Accident
$1,000,000 Disease (Policy Limit)
$1,000,000 Disease (Each Empl.)
$ 250,000 Deductible

Travelers Indemnity Co.
Policy # TRJ UB 1002A268-04 Term: 12/01/05-12/01/06
Employers Liability (Retro) (MA only)
Amounts:
$1,000,000 Each Accident
$1,000,000 Disease (Policy Limit)
$1,000,000 Disease (Each Empl.)
$ 250,000 Deductible
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Excess Liability — Claims-Made
AEGIS

Policy # X2256A1A05 Term: 12/01/05-12/01/06

Amounts:
$35,000,000 Occurrence
$35,000,000 Aggregate

Directors and Officers
AIG Europe [UK] Limited

Policy # 33621224 Term: 04/01/05 —03/31/06

Amounts:
£15,000,000
$100,000 Deductible

Directors and Officers
Markel [UK] Limited

Policy # SD202J98A550/2 Term: 04/01/05 - 03/31/06

Amount:
£10,000,000

Directors and Officers
ACE & Others

Policy # 576/MJ9557400  Term: 04/01/05 - 03/31/06

Amount:
£25,000,000

Employment Practice Liability
AIG Europe [UK] Limited

Policy # 33623255 Term: 04/01/05 - 03/31/06

Amounts:
£1,500,000
$250,000 Deductible

Excess Public and Product Liability
AIG Europe [UK] Limited

Policy # 32621306 Term: 04/01/05 — 03-31/06

Amount:
$14,000,000

Special Contingency
Special Contingency Risks Limited

Contract # 3006 Term: 04/01/05 —03/31/06
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The Company has had one instance where coverage has been denied due to failure to
make a timely claim with the insurance company. The Company believes that this situation
would not have a Company Material Adverse Effect.

Completion of the acquisition may result in the termination or loss of coverage under
certain of the Company insurance policies (for example, policies with “Claims Made Wording",
namely Professional Liability, Crime, Workers Compensation, Directors and Officers and
Employment Practice Liability will require run-off cover if the existing underwriters cease to
provide cover for Aquarion on completion of sale), but the Company does not believe that any
such termination or loss of coverage would, individually or in the aggregate, have a Company
Material Adverse Effect. .
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Section 3.13
Taxes

3.13(b)(ii)  Ongoing examination by the Internal Revenue Service (“IRS™) of the Company’s
2001, 2002 and 2003 federal tax returns, as further described in Section 3.14 of this Seller
Disclosure Schedule. Significant matters under review by the IRS include the 2001, 2002 and
2003 charitable contribution deductions taken with regard to the sales of land and land
easements.

The New Hampshire Department of Revenue Administration is challenging Aquarion Water
Company of New Hampshire’s state tax filing for the years 2002 and 2003. Aquarion Water
Company of New Hampshire files a stand- alone return that bases the taxable income solely on
the operating results of that company. The Department is arguing that the tax returns should be
filed on a unitary (consolidated) basis.

3.13(b)(v) Statute of limitations remains open with respect to the payment or collection of
the Company’s 2001 federal taxes as a result of the tax examination referenced above.

3.13(b)(vii)  The Company and each Subsidiary are parties to a Tax sharing arrangement with

Seller under which each party surrenders or otherwise distributes the relevant amounts to Seller

necessary to pay such party's respective portion of the group's Tax liability.
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Section 3.14
Litigation

1. Aquarion Water _Company of Massachusetts/Millbu
Aquarion Water Company of Massachusetts has recently negotiated and signed an mn:.__:_m:.w:é
consent order with the Massachusetts Department of Environmental Protection resolving an issue
involving the presence of small amounts of perchlorate at certain of the Company’s water supply
wells in Millbury, Massachusetts. The Company took those wells off line after the initial
perchlorate detections. The Company has since constructed a state-of-the-art ion exchange
treatment facility and retummed these wells to service. Subsequent sampling has not detected any
perchlorate in the distribution system or treated water supply. The Company is very close to
settling a cost recovery action with the alleged responsible parties which would reimburse the
Company for a substantial portion of the costs incurred to date as well as future operation and
maintenance costs for the treatment system. Implementation and operational costs for this
treatment system will be in excess of $1,000,000 which the Company hopes to recover from the
responsible party or parties.

2; DEP—Putnam Lake. The Connecticut Department of Environmental Protection
has ordered AWC-CT to study remedies, including the potential removal of sediment from,
Putnam Lake, the middle of three reservoirs which supply the public drinking water system for
the former Connecticut American Water Company properties and to provide progress reports
regarding same. The Water Company has discharged sediment into Putnam Lake for
approximately 40 years. Although this practice was discontinued in 1993, the DEP wants AWC-
CT to remove this sediment. AWC-CT has requested that DEP postpone a decision on the
remedy until 2008 while studies are done on the lake. Pursuant to a Consent Order (WC 5203)
for dam repair, Aquarion Water Company of Connecticut has provided the Connecticut
Department of Environmental Protection with monthly progress reports.

. The Connecticut U%E.-Bo_._n of _ucz_o C:__Q
Oo::o_ A:chn:v in a decision issued in 2002, granted a petition filed by Aquarion Water
Company of Connecticut for a supplemental order requiring the transfer of the water company
assets of the Timber Trails Water Company to Aquarion Water Company of Connecticut. The
DPUC had previously ordered the transfer of these assets and, although Aquarion Water
Company of Connecticut had been operating the Timber Trails Water system for several years,
Aquarion Water Company of Connecticut did not have good title to the water utility assets and
therefore requested the DPUC order issued in 2002. The principals of the Timber Trails
Association, which owned all of the water company assets, have appealed from that DPUC
decision to the Connecticut Superior Court and this appeal is now pending. The DPUC,
supported by Aquarion Water Company of Connecticut, filed a petition under Section 16-10 of
the Connecticut General Statutes to the Connecticut Superior Court requesting an order requiring
the transfer of the Timber Trails Water Company assets to Aquarion Water Company of
Connecticut. Such an order would be issued only if the underlying appeal by the Timber Trails
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Association is dismissed. Both Timber Trails’ appeal and the DPUC petition are pending and, if
they go forward on the merits, will most likely be consolidated before one judge for resolution.

Since the last report, efforts by Aquarion Water Company of Connecticut finalize a settlement
stated on the record at the May 12, 2003 Superior Court hearing in which a new well would be
located and installed to replace the existing Wells 4 and 6 as a source of supply for the system,
terminated abruptly when Timber Trails unexpectedly rejected terms of the proposed settlement
implementing aspects of the prior DPUC decision concerning transfer of ownership of portions
of other roads located within the sanitary radii of other system wells. At that point, Aquarion
and the DPUC reclaimed pending motions to dismiss the appeal for lack of subject matter
jurisdiction that had been held in abeyance to permit the parties to consummate the settlement.
The Court heard oral arguments on those motions on January 24, 2006. In the course of the
argument, the Court encouraged the parties to continue settlement efforts. Aquarion has since
communicated a further settlement proposal to Timber Trails, but at this point will seek no
further continuances of this matter. No assurance can be given that a settlement will be
achieved. If the settlement cannot be consummated, then both matters will proceed. One of the
issues raised by Timber Trails is the inadequacy of the compensation provided by the DPUC for
the assets to be transferred to Aquarion Water Company of Connecticut. Timber Trails also has
discussed a potential inverse condemnation claim resulting from regulatory requirements of the
Department of Public Health that treat the transferred water company assets in a manner that
may prohibit access for development of other abutting land owned by Timber Trails. Although
we believe it unlikely, Aquarion Water Company of Connecticut is potentially subject to a
possible Court order as a result of one or both of these potential claims requiring the payment of
some undetermined additional amount as compensation for the Timber Trails assets. Aquarion
Water Company of Connecticut believes that the assets have, at best, nominal value, and that
DPUC rate relief likely would be available to recover any unanticipated amounts that might be
awarded to Timber Trails.

4. A-Right Plumbing v. Aquarion Services Company, et al. A-Right Plumbing v.
Aquarion Services Company, et al. On January 24, 2005, A-Right Plumbing, Sewer and Water
Main Company, LLC filed a lawsuit against Aquarion Operating Services Company, Aquarion
Water Company of Connecticut (collectively, “Aquarion™), and South Central Connecticut
Regional Water Authority. The counts against all defendants allege violations of the Connecticut
Unfair Trade Practices Act. The plaintiff alleges that defendants, including Aquarion, have
unfairly competed with A-Right Plumbing for the provision of repair and maintenance services
for sewers and water mains. Specifically, the plaintiff claims that Aquarion is using its alleged
monopoly position as a provider of water to offer its customers the "Safety Valve" program,
which allows the customers to pay a small, fixed monthly fee in exchange for any future repairs
of their sewers and water mains. Aquarion intends to defend this lawsuit vigorously. Discovery
closed on January 16, 2006, and Aquarion is currently preparing a motion for summary judgment
as to all claims. Should that motion be denied, in whole or in part, the case is scheduled for a
jury trial in July, 2006. At this point in the proceedings, we cannot estimate with reasonable
certainty the likelihood or range of a possible adverse outcome.

5 Internal Revenue Service Audit. The Internal Revenue Service (IRS) is
conducting an audit of Aquarion Water Company of Connecticut. The audit is focusing on the
tax treatment of the bargain sales in 2001 and 2002 by Aquarion Water Company of
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Connecticut's predecessor, BHC Company. The major issue focuses on that company’s sale of
approximately 500 acres of land to the State of Connecticut in 2001 and nearly 15,000 acres of
land and conservation easements to the State of Connecticut and The Nature Conservancy in
2002. Issues the IRS is concemned with include, in particular, the valuation of the conservation
easements. Should the IRS determine, as a result of the audit, that Aquarion is entitled to a
reduced or no charitable contribution deduction as a result of its donative sale of land and
conservation easements, Aquarion Water Company of Connecticut may appeal this
determination. Should the IRS prevail after the exhaustion of such appeals, or following the
decision by Aquarion Water Company of Connecticut not to appeal, Aquarion Water Company
of Connecticut would have to file amended federal and state tax returns. As a result of filing
these amended returns, Aquarion Water Company of Connecticut may owe additional taxes for
past years. Additionally, Aquarion Water Company of Connecticut may not be entitled to use
some or all of its carry over charitable federal income tax deductions in future years, which may
result in higher federal and state income taxes for such years.

6. New Hampshire Department of Revenue Administration Tax Audit. The New
Hampshire Department of Revenue Administration is challenging Aquarion Water Company of
New Hampshire’s state tax filing for the years 2002 and 2003. Aquarion Water Company of
New Hampshire files a stand- alone return that bases the taxable income solely on the operating
results of that company. The Department is arguing that the tax returns should be filed on a
unitary (consolidated) basis.

1. 2004 Connecticut DPUC Rate Decision. The Company has filed and is required
in the future to file revised items in response to the Order contained in said rate decision. The
Company cannot determine whether the DPUC’s response to one or more of these filings may
have an adverse impact on Aquarion Water Company of Connecticut.

8. 2005 New Hampshire Rate Case. Aquarion Water Company of New Hampshire
filed its application for a rate increase with the New Hampshire Public Utility Commission on
July 5, 2005. In its application, Aquarion Water Company of New Hampshire is requesting an
increase in annual revenues of $885,000. This request is being considered by the NHPUC in
Docket No. DW-05-119. The Company cannot predict the outcome of this proceeding.
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Section 3.15
Benefit Plans

3.15 (a)
Pension Plans

Retirement Plan for Employees of Aquarion Company, as amended and restated effective
January 1, 1997 and the First, Second, Third, Fourth, Fifth and Sixth Amendments thereto

Pension Plan for Employees of Aquarion Water Company of Connecticut, Aquarion Water
Company of Massachusetts, and Aquarion Water Company of New Hampshire, effective as of
April 25, 2002, and the First, Second and Third Amendments thereto

The Aquarion Company Employee Savings and Investment Plan, as amended and restated
effective December 1, 1998, and the First, Second, Third, Fourth, Fifth, Sixth, Seventh and
Eighth Amendments thereto

Savings Plan for Employees of Aquarion Water Company of Connecticut, Aquarion Water
Company of Massachusetts, and Aquarion Water Company of New Hampshire, effective as of
April 25, 2002, and the First, Second, Third and Fourth Amendments thereto

Welfare Plans

Medical and Dental Plan for Employees of Aquarion Company and its Designated Subsidiaries
and related Trust Agreement (plan number 501)

Medical and Dental Plan for Union Employees of Aquarion Water Company of Connecticut,
Aquarion Water Company of Massachusetts, and Aquarion Water Company of New Hampshire
and related Trust Agreement (plan number 502)

Retiree Life Plan for Certain Union and NonUnion Employees of Aquarion Water Company of
Connecticut, Aquarion Water Company of Massachusetts, and Aquarion Water Company of
New Hampshire and related Trust Agreement (plan number 503)

Aquarion Company Welfare Benefit Plan (plan number 504)

CIGNA Open Access Plus (actives and retirees under 65)
CIGNA Medicare Supplement (retirees over 65)

CIGNA Dental (actives and retirees)

EYEMED Vision

CIGNA Prescription Drug (actives and retirees)
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Harvard Pilgrim HMO (actives and retirees under 65 in Massachusetts)

ING/Reliastar Group Life (actives and retirees)

ING/Reliastar AD&D (actives)

ING Reliastar LTD

Short-term disability (self-funded)

Travelers Companies Travel Accident

Aquarion Company Employee Assistance Plan

Employee Assistance Plan for Employees of Aquarion Water Company of Connecticut,
Aquarion Water Company of Massachusetts, and Aquarion Water Company of New
Hampshire

Aquarion Company Educational Assistance Plan

Educational Assistance Plan for Employees of Aquarion Water Company of Connecticut,
Aquarion Water Company of Massachusetts, and Aquarion Water Company of New
Hampshire

Severance Pay Plan for Employees of Aquarion Water Company of Connecticut,
Aquarion Water Company of Massachusetts, and Aquarion Water Company of New
Hampshire

Associate Enhanced Severance Plan for Employees of Aquarion Water Company of
Connecticut, Aquarion Water Company of Massachusetts, and Aquarion Water Company
of New Hampshire

The Death Benefits Plan for Employees of Aquarion Water Company of Connecticut,
Aquarion Water Company of Massachusetts, and Aquarion Water Company of New
Hampshire

Aquarion Company Flexible Benefits Plan'and the First Amendment thereto

Other Benefit Plans

The Aquarion Company Management Incentive Plan

The Aquarion Company Non-Union Employee Bonus Plan

The Kelda Group Long Term Incentive Plan

Director’s Retirement Plan of Aquarion Company

Director’s Deferred Compensation Plan of Aquarion Company

Supplemental Savings and Retirement Plan of Aquarion Company

The Company is currently providing a cash payment for nonqualified retirement benefits to
former employees of Stamford Water Company in the aggregate amount 0f$3,933 on a monthly
basis from Company assets through the payroll system.

The Company is currently providing a cash payment for supplemental nonqualified retirement
benefits to former employees of BHC Company in the aggregate amount of $727.35 on a

monthly basis through Fleet Bank.
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Aquarion Company Company-Owned Life Insurance and Salary Continuation Death Benefit for
Exempt Employees as of June 1, 1989 (McGregor letter to Exempt Employees dated July 27,
1989)

Letter Agreement dated January 12, 2005 between Aquarion Company and Roland LaPierre for
Consulting Services

Letter Agreement dated June 13, 2005 between Aquarion Company and Janet M. Hansen for
Consulting Services

mav_ovq:.n:_ Agreement between Aquarion Company and Daniel Neaton dated as of April 23,
1999

Continuity Agreement between Aquarion Company and Daniel Neaton dated as of May 7, 1999

Employment Agreement between Aquarion Company and Larry L. Bingaman dated as of June
11, 1990

Continuity Agreement between Aquarion Company and Larry L. Bingaman dated as of May 7,
1999

Amended and Restated Employment Agreement among Kelda Group plc, Aquarion Company
and Charles V. Firlotte dated as of September 1, 2003

Employment Agreement between Aquarion Company and Donald J. Morrissey dated as of
August 1, 2005

Employment Agreement between Aquarion Company and Janet Hansen as of January 1, 2001
and the First Amendment to Employment Agreement between Aquarion Company and Janet M.
Hansen dated September 1, 2003 (amendment contains provision for spousal medical coverage
following employee’s death)

Amended and Restated Employment Agreement by and among Kelda Group plc, Aquarion
Company and Richard K. Schmidt dated August 8, 2002 (contains provision for additional SERP
benefit and spousal medical coverage following employee’s death)

It is the practice of the Company to provide a deceased retiree’s spouse with medical coverage at
the cost of a retiree’s premium for one year following the death of the retiree.

Additional employee benefits include: paid vacation, holiday, maternity/paternity, bereavement
leave; educational/environmental matching gift program; Silliman scholarships for employee
children; wellness program; reimbursements for uniforms and shoes; discounted auto and
homeowners insurance.
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3.15(b)

The Internal Revenue Service performed a routine audit of the Retirement Plan for Employees of
Aquarion Company in 2005. The Service issued a final report dated November 17, 2005
confirming that there would be no further investigation of this Plan.

Applications for exemption filed on Internal Revenue Service Form 1024 are pending and the
Internal Revenue Service has requested additional information with respect to the following
voluntary employees” beneficiary associations (VEBAs):

Medical and Dental Plan for Union Employees of Aquarion Water Company of
Connecticut, Aquarion Water Company of Massachusetts, and Aquarion Water Company
of New Hampshire and related Trust Agreement (plan number 502)

Retiree Life Plan for Certain Union and NonUnion Employees of Aquarion Water
Company of Connecticut, Aquarion Water Company of Massachusetts, and Aquarion
Water Company of New Hampshire and related Trust Agreement (plan number 503)

3.15(c)

Prohibited transactions were disclosed in the 2003 and 2004 Form 5500 filings for the Aquarion
Company Savings and Investment Plan related to late delivery of employee deferrals to the
Aquarion Company Savings and Investment Plan trust. Possible additional prohibited
transactions in 2004 related to late delivery of employee deferrals to the Aquarion Company
Savings and Investment Plan trust are currently being corrected. The total amount of late-
delivered employee deferrals is disclosed on Schedule H of the 2004 Form 5500 for the Plan.
The Company is preparing the necessary IRS filings to report the transactions during the latter
portion of 2004. Aggregate excise taxes and interest are expected to total in amount less than
$10,000.

3.15(d)

Prohibited transactions were disclosed in the 2003 and 2004 Form 5500 filings for the Aquarion
Company Savings and Investment Plan related to late delivery of employee deferrals to the
Aquarion Company Savings and Investment Plan trust. Possible additional prohibited
transactions in 2004 related to late delivery of employee deferrals to the Aquarion Company
Savings and Investment Plan trust are currently being corrected. The total amount of late-
delivered employee deferrals is disclosed on Schedule H of the 2004 Form 5500 for the Plan.
The Company is preparing the necessary IRS filings to report the transactions during the latter
portion of 2004. Aggregate excise taxes and interest are expected to total in amount less than
$10,000.

3.15(h)

The Kelda Group Long Term Incentive Plan provides that in the event of cessation of
employment due to the sale of one’s employing company or business out of the Kelda group, the
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Award will vest but only to the extent to which the performance target has been met up to the
calendar quarter day prior to the cessation of employment, and the Award will be pro-rated on
the basis of the time elapsed, comparing the time that the award has been outstanding to the
envisaged three year vesting period.

The Amended and Restated Employment Agreement among Kelda Group plc, Aquarion
Company and Charles V. Firlotte dated as of September 1, 2003 requires the payment of
severance and benefits under specified circumstances, including a termination of employment
initiated by the executive in the event of a material change in the executive’s position or a failure
of any successor to Aquarion Company or Kelda Group plc to expressly assume the Agreement.

The Employment Agreement between Aquarion Company and Daniel Neaton dated as of April
23, 1999 and the Continuity Agreement between Aquarion Company and Daniel Neaton dated as
of May 7, 1999 require the payment of severance and benefits under specified circumstances,
including a termination of employment initiated by the executive in the event of a material
change in the executive’s position or a failure of any successor to Aquarion Company to
expressly assume the Agreement.

The Employment Agreement between Aquarion Company and Larry L. Bingaman dated as of
June 11, 1990 and the Continuity Agreement between Aquarion Company and Larry L.
Bingaman dated as of May 7, 1999 require the payment of severance and benefits under
specified circumstances, including a termination of employment initiated by the executive in the
event of a material change in the executive’s position or a failure of any successor to Aquarion
Company to expressly assume the Agreement.

The Employment Agreement between Aquarion Company and Donald J. Morrissey dated as of
August 1, 2005 requires the payment of severance and benefits under specified circumstances,
including a termination of employment initiated by the executive in the event of a material
change in the executive’s position or a failure of any successor to Aquarion Company or Kelda
Group plc to expressly assume the Agreement.

3.15(j)

The Aquarion Services Company Pension Plan for Bridgeport Employees incurred an
accumulated funding deficiency in 2003 which has been rectified. This plan is sponsored by one
of the Retained Entities and neither the Company nor any Subsidiary participates in this plan.

3.15(0)

Company and the Subsidiaries are bound by the Memorandum of Agreement effective August I,
2005 with the Utility Workers of America, A.F.L. -C.1.O., Local No. 384 and United
Steelworkers of America, A.F.L. - C.1.O., Local Nos. 8938, 13492 and 2936 which expires July
31,2010 (the “Memorandum of Agreement”) to maintain the benefits provided therein until the
expiration of the Memorandum of Agreement.
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The following employment and continuity agreements may not be amended, terminated or
otherwise discontinued absent the written agreement of the parties to the agreement:

Employment Agreement between Aquarion Company and Daniel Neaton dated as of
April 23, 1999

Continuity Agreement between Aquarion Company and Daniel Neaton dated as of May
7, 1999

Employment Agreement between Aquarion Company and Larry L. Bingaman dated as of
June 11, 1990

Continuity Agreement between Aquarion Company and Larry L. Bingaman dated as of
May 7, 1999

Amended and Restated Employment Agreement among Kelda Group plc, Aquarion
Company and Charles V. Firlotte dated as of September 1, 2003

Employment Agreement between Aquarion Company and Donald J. Morrissey dated as
of August 1, 2005

Employment Agreement between Aquarion Company and Janet Hansen as of January 1,
2001 and the First Amendment to Employment Agreement between Aquarion Company
and Janet M. Hansen dated September 1, 2003 (amendment contains provision for
spousal medical coverage following employee’s death)

Amended and Restated Employment Agreement by and among Kelda Group plc,
Aquarion Company and Richard K. Schmidt dated August 8, 2002 (contains provision for
additional SERP benefit and spousal medical coverage following employee’s death)

The following qualified retirement plans may not be amended to cut-back an accrued benefit or
to eliminate an optional form of benefit in violation of Section 411(d)(6) of the Code, nor may
they be terminated or otherwise discontinued except in accordance with the requirements of
ERISA, the Code and the applicable plan:

Retirement Plan for Employees of Aquarion Company, as amended and restated effective
January 1, 1997 and as further amended by the First, Second, Third, Fourth, Fifth and
Sixth Amendments thereto

Pension Plan for Employees of Aquarion Water Company of Connecticut, Aquarion
Water Company of Massachusetts, and Aquarion Water Company of New Hampshire,
effective as of April 25, 2002, as amended by the First, Second and Third Amendments
thereto
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The Aquarion Company Employee Savings and Investment Plan, as amended and
restated effective December 1, 1998, and as further amended by the First, Second, Third,
Fourth, Fifth, Sixth, Seventh and Eighth Amendments thereto

Savings Plan for Employees of Aquarion Water Company of Connecticut, Aquarion
Water Company of Massachusetts, and Aquarion Water Company of New Hampshire,
effective as of April 25, 2002, as amended by the First, Second, Third and Fourth
Amendments thereto

The prohibition against private inurement under Treasury Regulations Section 1.501(c)(9)-4(a)
and the corresponding terms of the following voluntary employees’ beneficiary associations
(VEBAs) affects how assets held in the VEBAs may be distributed upon termination or
discontinuation of the VEBAs:

Medical and Dental Plan for Employees of Aquarion Company and its Designated
Subsidiaries and related Trust Agreement (plan number 501)

Medical and Dental Plan for Union Employees of Aquarion Water Company of

Connecticut, Aquarion Water Company of Massachusetts, and Aquarion Water Company

of New Hampshire and related Trust Agreement (plan number 502)

Retiree Life Plan for Certain Union and NonUnion Employees of Aquarion Water

Company of Connecticut, Aquarion Water Company of Massachusetts, and Aquarion

Water Company of New Hampshire and related Trust Agreement (plan number 503)
The following nonqualified retirement plans may not be amended or terminated to cause a
reduction or cessation of benefits accrued by any participant prior to the adoption of such
amendment or termination:

Director’s Retirement Plan of Aquarion Company

Director’s Deferred Compensation Plan of Aquarion Company

Supplemental Savings and Retirement Plan of Aquarion Company
No amendment or action that adversely affects any director participating in the Director’s
Deferred Compensation Plan of Aquarion Company is valid without the prior written consent of
such director.

The Company is a party to the following collective bargaining agreements:

1. Aquarion Water Company of Connecticut and Local No. 384, Utility Workers
Union of America, A.F.L.-C.1.O., dated April 1, 2004 to March 31, 2007.
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2 Aquarion Water Company of New Hampshire and United Steelworkers of
America, A .F.L.-C.1.O.-C.L.C. on behalf of Amalgamated Local No. 8938, dated
December 1, 2003 to November 30, 2006.

3 Aquarion Water Company of Massachusetts and United Steelworkers of America,
AF.L.-CIO.-C.L.C. Local 13492 (Serving the Hingham, Cohasset, Hull and Norwell
Locations) dated April 5, 2004 to April 4, 2008.

4. Aquarion Water Company of Massachusetts and United Steelworkers of America,
A.F.L.-CI.O.-C.L.C. on behalf of its Local No. 2938 (serving the Millbury and Oxford
locations) dated August 1, 2003 to July 31, 2006.

The Company has also entered into the following side agreements with the Utility Workers’
Union of America, Local 384:

1. February 8, 2004 Side Agreement, 2004 Holiday Schedule — Christmas.

2. January 17, 2004 Letter of Agreement regarding a 14-day notice to union for
contracting out work

3. November 3, 2003 Letter of Agreement regarding vacation (grandfathering four
individuals with six weeks’ vacation and one individual with five weeks’ vacation).

4. January 17, 2004 Letter of Agreement regarding employees assigned to work out
of the Company’s Greenwich and Port Chester facilities who will not be involuntarily,
permanently assigned to other locations for the duration of the CBA (March 31, 2007).

United Steelworkers of America, A.F.L.-C.I.O.-C.L.C. Local 13492 filed on December 29, 2005
with the National Labor Relations Board an unfair labor practice alleging that the employer
created a new bargaining unit position with unilaterally established terms. Local 13492
withdrew the charge on January 17, 2006 and the matter is being addressed in the grievance
procedure.

The Company has also entered into the following agreements:

1. Employee Benefits agreement dated March 18, 2004 by and between the United
Steelworkers of America, AFL-CIO-CLC, Local 13492, and Aquarion Water Company of MA,
adhering to the benefits contained in the collective bargaining unit agreement until July 31, 2005.

2. Employee Vacation Accrual agreement dated March 18, 2004 by and between the United
Steelworkers of America, AFL-CIO-CLC, Local 13492, and Aquarion Water Company of MA,
providing payment for vacation accrual for January, February and March 2004, or for accrued
vacation to be taken during the term of the collective bargaining unit agreement.
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3. Milibury Vacation memorandum of agreement dated December 11, 2003 by and between
the United Steelworkers of America, AFL-CIO-CLC, Local 2936, and Aquarion Water Company
of MA, providing grandfathering of certain union employees' vacation accrual.

4. Hampton Vacation agreement dated November 14, 2003, by and between the United
Steelworkers of America, AFL-CIO-CLC, Local 8938, and Aquarion Water Company of NH,
providing grandfathering of certain union employees' vacation accrual.

3.15(n)

As of February 15, 2006, Company, the Utility Subsidiaries and the Other Subsidiaries do not
have employees except as set forth (and identified by employing entity) on Schedule 5.6(a).

3.15(0)

Company and the Subsidiaries maintain the following retiree life and retiree health coverage for
employees and beneficiaries after the employee’s termination of employment, the cost of which
is not fully paid by the former employee or his or her dependent:

Retiree health coverage under the Medical and Dental Plan for Employees of Aquarion
Company and its Designated Subsidiaries and related Trust Agreement (plan number
501)

Retiree health coverage under the Medical and Dental Plan for Union Employees of
Aquarion Water Company of Connecticut, Aquarion Water Company of Massachusetts,
and Aquarion Water Company of New Hampshire and related Trust Agreement (plan
number 502)

Retiree life coverage under the Retiree Life Plan for Certain Union and NonUnion
Employees of Aquarion Water Company of Connecticut, Aquarion Water Company of
Massachusetts, and Aquarion Water Company of New Hampshire and related Trust
Agreement (plan number 503)

Death benefits provided under the Aquarion Company Company-Owned Life Insurance

and Salary Continuation Death Benefit for Exempt Employees as of June 1, 1989
(McGregor letter to Exempt Employees dated July 27, 1989)

Subsidized COBRA coverage and continued health and life coverage for the following
executives as described in the following continuity and employment agreements:

Employment Agreement between Aquarion Company and Daniel Neaton dated as
of April 23, 1999

Continuity Agreement between Aquarion Company and Daniel Neaton dated as
of May 7, 1999

-44-




EXHIBIT 1

Employment Agreement between Aquarion Company and Larry L. Bingaman
dated as of June 11, 1990

Continuity Agreement between Aquarion Company and Larry L. Bingaman dated
as of May 7, 1999

Amended and Restated Employment Agreement among Kelda Group plc,
Aquarion Company and Charles V. Firlotte dated as of September 1, 2003

Employment Agreement between Aquarion Company and Donald J. Morrissey
dated as of August 1, 2005

Employment Agreement between Aquarion Company and Janet Hansen as of
January 1, 2001 and the First Amendment to Employment Agreement between
Aquarion Company and Janet M. Hansen dated September 1, 2003 (amendment
contains provision for spousal medical coverage following employee’s death)

Amended and Restated Employment Agreement by and among Kelda Group plc,
Aquarion Company and Richard K. Schmidt dated August 8, 2002 (contains
provision for spousal medical coverage following employee’s death)

It is the practice of the Company to provide a deceased retiree’s spouse with medical coverage at
the cost of a retiree’s premium for one year following the death of the retiree.
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Section 3.16
Absence of Changes or Events

Ongoing examination by the Internal Revenue Service (“IRS”) of the Company’s 2001, 2002,
2003 and federal tax returns, as further described in Section 3.14 of this Seller Disclosure
Schedule.

The New Hampshire Department of Revenue Administration is challenging Aquarion Water
Company of New Hampshire’s state tax filing for the years 2002 and 2003. Aquarion Water
Company of New Hampshire files a stand- alone return that bases the taxable income solely on
the operating results of that company. The Department is arguing that the tax returns should be
filed on a unitary (consolidated) basis.

_46-




None.

Section 3.17
licable Law
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Section 3.18
Employee and Labor Matters

3.18(a)
The Company is a party to the following collective bargaining agreements:

1. Aquarion Water Company of Connecticut and Local No. 384, Utility Workers
Union of America, A.F.L.-C.1.O., dated April 1, 2004 to March 31, 2007.

2 Aquarion Water Company of New Hampshire and United Steelworkers of
America, A.F.L.-C.1.0.-C.L.C. on behalf of Amalgamated Local No. 8938, dated
December 1, 2003 to November 30, 2006.

3; Aquarion Water Company of Massachusetts and United Steelworkers of America,
AF.L.-CIO.-CL.C. Local 13492 (Serving the Hingham, Cohasset, Hull and Norwell
Locations) dated April 5, 2004 to April 4, 2008,

4. Aquarion Water Company of Massachusetts and United Steelworkers of America,
AF.L-CILO.-C.L.C. on behalf of its Local No. 2938 (serving the Millbury and Oxford
locations) dated August 1, 2003 to July 31, 2006.

The Company has also entered into the following side agreements with the Utility Workers’
Union of America, Local 384:

1. February 8, 2004 Side Agreement, 2004 Holiday Schedule — Christmas.

2. January 17, 2004 Letter of Agreement regarding a 14-day notice to union for
contracting out work

3. November 3, 2003 Letter of Agreement regarding vacation (grandfathering four
individuals with six weeks’ vacation and one individual with five weeks’ vacation).

4. January 17, 2004 Letter of Agreement regarding employees assigned to work out
of the Company’s Greenwich and Port Chester facilities who will not be involuntarily,
permanently assigned to other locations for the duration of the CBA (March 31, 2007).

The Company has also entered into the Benefits Memorandum of Agreement effective August 1,
2005 through July 31, 2010 between Aquarion Water Company and the Utility Workers of
America, A.F.L.-C.1.0, Local No. 384 and United Steelworkers of America, A.F.L.-C.1.O.,
Local Nos. 8938, 13492, and 2936.

United Steelworkers of America, A.F.L.-C.1.0.-C.L.C. Local 13492 filed on December 29, 2005
with the National Labor Relations Board an unfair labor practice alleging that the employer
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created a new bargaining unit position with unilaterally established terms. Local 13492
withdrew the charge on January 17, 2006 and the matter is being addressed in the grievance
procedure.

The Company has also entered into the following agreements:

1. Employee Benefits agreement dated March 18, 2004 by and between the United
Steelworkers of America, AFL-CIO-CLC, Local 13492, and Aquarion Water Company of MA,
adhering to the benefits contained in the collective bargaining unit agreement until July 31, 2005.

2, Employee Vacation Accrual agreement dated March 18, 2004 by and between the United
Steelworkers of America, AFL-CIO-CLC, Local 13492, and Aquarion Water Company of MA,
providing payment for vacation accrual for January, February and March 2004, or for accrued
vacation to be taken during the term of the collective bargaining unit agreement.

3. Millbury Vacation memorandum of agreement dated December 11, 2003 by and between
the United Steelworkers of America, AFL-CIO-CLC, Local 2936, and Aquarion Water Company
of MA, providing grandfathering of certain union employees' vacation accrual.

4. Hampton Vacation agreement dated November 14, 2003, by and between the United

Steelworkers of America, AFL-CIO-CLC, Local 8938, and Aquarion Water Company of NH,
providing grandfathering of certain union employees' vacation accrual.
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Regulation
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Aquarion Water Company of Connecticut is regulated as a public utility in Connecticut.
2. Aquarion Water Company of Massachusetts is regulated as a public utility in

3. Aquarion Water Company of New Hampshire is regulated as a public utility in New
Hampshire.

4. Aquarion Water Company of New York is regulated as a public utility in New York.

5. Aquarion Water Company of Sea Cliff is regulated as a public utility in New York.

Connecticut
New York
Massachusetts
New
Hampshire
Sea Cliff

Utility Total

Utility Rate Base (in $000)

Allowed per
12/31/2005 Last Rate Case
$406,186 $ 380,732
24,941 19,106
28,877 19,810
16,075 14,194
6,126 5,380
$482,205 $439,222
=§0=
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Section 3.20
Affiliate Transactions

Intercompany Notes Payable & Interest

All of the Subsidiaries have, to varying degrees, short term indebtedness to the Company. Each
Subsidiary’s cash position is evaluated on a monthly basis. To the extent that funding is required
on the respective balance sheets, short term notes are adjusted accordingly. Along the same lines
of reasoning, each Subsidiary, to the extent that it has any level of intercompany borrowing, pays
interest expense at a rate equivalent to Aquarion Company's average daily short term investing
rate for the month. These borrowings are from other Subsidiaries to the extent they have
available funds. Thus, from time to time, each Subsidiary may be borrowing or lending.

Common Dividends

Each Subsidiary pays a quarterly common dividend to Aquarion Water Company. Aquarion
Water Company pays a dividend to Aquarion Company who in turn pays the dividend to Kelda
Group Inc.

Service Agreements Charges

Labor & Benefits - Based on existing service agreements, Subsidiaries are permitted to charge
one another directly (through timesheet entry) for work that is performed for the benefit of the
respective Subsidiary. An additional monthly journal entry will allocate the benefits for the
referenced time charged.

Common charges - In addition to time charged, additional entries record the sharing of common
costs such as Customer Service & Collections, Information Technology, Transportation and
carrying costs associated with certain common facilities.

A copy of the form of Service Agreement has been provided to the Purchaser.

Corporate Expenses

Corporate charges from Kelda Group plc and Aquarion Company are allocated to the
Subsidiaries. These charges represent costs associated with a publicly traded company for
maintaining a Board of Directors, shareholder expenses, auditing functions and corporate
insurance. A portion of executive salaries and their related benefits are also allocated to
Subsidiaries.

See table below.
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Aquarion Company
Intercompany Debt

AWC of CT
Notes payable (receivable) - affiliates
AWC of NY
Notes payable - affiliates
AWC of MA
Notes payable - affiliates
Mass Resources
Notes payable - affiliates
AWC of NH
Notes payable - affiliates
SEA CLIFF
Notes payable - affiliates
AWC
Notes payable (receivable) - affiliates
*ASC
Notes payable - affiliates
Safety Valve
Notes receivable - affiliates
MSSC
Notes receivable - affiliates

Agquarion
Notes receivable - affiliates

Total Intercompany Debt amongst Aquarion subsidiaries
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January 1,
2006

(In Thousands)
$ 1,000
10,000
9,700
400
900
2,800
(100)
14,500
(2,500)
(1,700)

(35,000)
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Section 5.1
Covenants Relating to Conduct of Business

1. Prior to the Closing, Company shall be permitted, in each case, to the extent otherwise
permitted by Section S.1 of the Agreement and in a manner consistent with the Forecast, to (a)
make a payment to Seller in an amount equal to the pro rata portion of the monthly management
fee that would be payable for the month in which the Closing occurs (together with any monthly
management fee for the immediately preceding month if such amount has not previously been
paid), (b) to pay dividends in an amount equal to the pro rata portion of the quarterly dividend
payment that would be payable for the quarter in which the Closing occurs (together with any
quarterly dividends for the immediately preceding quarter if such amount has not been
previously paid), and (c) make a payment to Seller in an amount equal to any accrual for current
Taxes for the quarter in which the Closing occurs (together with any accrual for current Taxes
for the immediately preceding quarter if such amount has not previously been paid).

2. Company shall be permitted to continue its current cash management system, and permit the
Retained Entities to participate therein, for a period of not exceeding 90 days following the date
of this Agreement; provided, however, that at such time as the Retained Entities cease to
participate in such cash management system (the End Date), if, during the period from the date
of this Agreement through the End Date, (a) the net cash contributed by the Retained Entities is
negative, Seller shall make a payment to Company in an equal to such deficit, or (b) the net cash
contributed by the Retained Entities is positive, Company shall make a payment to Seller or the
Retained Entities in an amount equal to such excess.

S.1(a)(xvii)

Seller, Company and Subsidiaries will enter into a separation agreement with Daniel A. Neaton
on or about March 31, 2006, which shall provide Mr. Neaton with those cash and benefits
specified in the Employment Agreement between Aquarion Company and Daniel Neaton dated
as of April 23, 1999 and Continuity Agreement between Aquarion Company and Daniel Neaton
dated as of May 7, 1999, in the event of a good reason termination, plus cash equal to his accrued
vacation pay, all payments and benefits of which shall be paid exclusively by Seller; provided,
however, that any continued participation in, and obligations arising under, certain Company and
Subsidiary welfare benefit plans and the pension plans listed in Section 3.15 of this Disclosure
Schedule, other than severance plans, policies, agreements or arrangements, shall remain the
responsibility of the Company and Subsidiaries, but solely to the extent to which Mr. Neaton
would be entitled to such benefit from and following his termination of employment. In
addition, after such separation date, which shall be prior to the Closing Date, Mr. Neaton's
employment with the Company and any and all Subsidiaries shall terminate.

See also attached Forecast
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Subxidiary

Sea Cliff Water
Sea Chiff Water
Sca Cliff Water
Sea CIiff Water
Sca CHY Water
Seca Cliff Water

AWC-CT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWC.CT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWC.CT
AWCCT
AWC-CT
AWC-CT
AWC.CT
AWC.CT

Section 5.6(a)
Affected Employees

Last Name

Brala
Loiodice
Grella

Hall
Swierupski
Thorgramson

Angelini
Appicelli
Arcuri
Baulsir
Berg
Bemard
Bradshaw
Brown
Camerino-Schultz
Civale
Cooper
Comelio
Cummings
Discepolo
Dixon
Dunn
Dyer
Fanell
Farrell
Farrell
Fensore
Ferrand
Firlote
Fois
Freeman
Ghassemzadeh
Glowa
Guido
Haines
Halloran
Hanover
Herlihy
Hildred
Holfelder
Jones
Jones
Kaminski
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First Name

John

Peter
Anthony
Arthur
Alice
Mary Ellen

Michacl
Michacl
Alice
James
Georgeanne
Erk
Arthur
Jameira
Elizabeth
Matthew
Carolyn
David
Donald
Linda
Troy
Howard
Jeun A Zanella
Maria
Jeflrey
John
Ralph
Susan
Charles
Mark
Regina
Khalil
Steven
Raymond
Gary
Stephen
Bradford
John
Alan
James
Scth
Ellen

Date of Hire

nn9n
0172372006
4121972
4/14/1986
R422003
672672000

212872000
91911994
292004
102472005
9122005
N9l
11/5/1984
/572003
30671984
1122472003
21172002
12/199%
R125/1980
R6/1979
21872003
6/5/1995
121111989
22371998
I6/1978
1771995
981986
82672002
10/5/1987
891999
511984
103011979
1151979
1091995
1071071977
772004
51871981
591973
1072671987
22872000
92011999
8722004
82871995
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Subsidiary
AWCCT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCLT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCLT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT

Last Name
Kamsik
Kessing
Kuhn
Lavin
Liscinsky
Logan
Marsilio
Mantin
Mastrianni
McKieman
Medd
Mercer
Morrisscy
Mu
Munson
Neaton
Olenski
Ont

Page
Pannikodu
Parlatore
Picone
Polifemo
Roach
Roberts
Russell
Sandor
Scarinzi
Schultz
Seara
Simpanen
Smiarowski
Spicler
Stamos
Starbuck
Steer
Teixcira
Thompson
Tomasko
Torres
Vaughan
Walsh
Wattnem
Dye
Lapierre
Adams
Almonacid
Anderson
Anderson
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First Name
lan

Paul
Valerie

Roland

Raul

Timothy

Date of Hire
41251005
5/18/1989
4/26/1993
4/182005
61711974
5126/1992

17172004
112805
9/26/2005
1212003
121611992
6/2/2003
173011995
117172004
4/4/1983
UR/N98R
928/1987
/231998
823/1993
9/22/2003
R/15/1988
17771980
1072872002
1171871985
6/29/1992
5/411998
12/9/1977
51261998
6/13/1990
121991
1125/1988
101711997
8/10/1998
1/23/1978
9/19/2005
1271996
R/13/1990
10/29/1990
01092006
9171979
6/16/1994
19/1995
3/20/1995
6191972
117171984
2111999
42512005
3/14/1983
3/1471983
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(b




Subsidlary
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWC-CT

Last Name
Anderson
Battagliotti
Bendolph
Borges
Bragg
Burke
Busa
Byron
Calandro
Carswell
Caverly
Chapman
Charnctski
Claps
Cleri
Comut
Caotto
Crelan
Cretella
Cruz
Cuevas
Cuman
Dastali
Deaso
Decrescenzo
DeMezzo
Dennis
Diaz
Doyle
Dragone
Dunbar
Dwy
Quinoncz
Fabso
Faustin
Fisher
Flanagan

. Forte
Fredericks
Friz.
Furino
Gardner
Gardner
Gardner
Gilowncki
Gonzalez
Gorman
Greene
Hanks
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First Name
John
Carol
Tracy
Tomeka
Philip
Jonathan
Nemi
Roy
Angela
Jeffrey
Donise
Richard
Michael
Michael
Richard
Susan
Walberto
Stacy

James G. Jr.

Damian
Manuel
Morgan
Jr. Anthony
Nancy
Philip
Samh
Deborah
Marilyn
Beverly
Joseph
Francisco
Walter
Catarina
Charles
Joseph
Stephen
Felice
Robent
William
Gary
Rosc
Gregory
Denise
David
Cheryl
Jorge
Terrence
Richard
Edwin

Date of Hire
131977
TR2002

®12/2002
1872002
752000
6/13/1995
1122872005
961971
4122002
1226/1993
131995
MR/1988
4/23/1984
11871990
11231992
5M372002
V91988
2124/1992
9/8/1986
111471988
1172/1998
51161994
T8RS
1231/19%
2191991
51282002
341191
8/5/2002
2192002
6126/1995
10/172001
1124/1986
1I/16/1998
31071980
47771986
5N71982
1172071995
1111970
9/8/1987
3/112002
3/1472005
91911974
1231979
12/14/1981
6/2/2003
10/18/1976
2221988
9/24/1979
5191977
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Subsidiary
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCLCT
AWCCT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT

Last Name
Hermanson
Hemandez
Humes
Keorajavongsay
Khamhoung
Kongsynonh
Kushwara
Labclla
Lakic
Lathlean
Legan
Leone
Lepore
Liberante
Loomis
Malanca
Marcinowksi
Martinez
Matera
McCabe
McNsmara
Merriman
Meston
Metz
Montalvo
Moscssisn
Moyer
Murphy

Myers

Petrucelli
Phommachanh
Plavnicky
Poremba
Poudin
Ranger
Redfield

Rega
Reppucci
Rivas
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First Name
John
Leticia
Daniel
Soulin
Bounnhaseng
Onanongnan
Christopher
Roger

Jean

David
Joseph
Gary
Carmine
Michael
Robert
Dante
Andrew
Federico
Michael
Koltie

John

Paul
Michacl
Eric

Ivete
George
Michsel
Linda

Mac
Raymond
Mare

Tia

Date of Hire
4/28/1986
9/16/1996
12/05/2005
5/31/2005
9/1272005

5/3/2004
6/7/1993
10/15/1990
1071171999
52812002
R/171981
4/10/1989
127711970
37261990
3729/1971
9715/1989
2202001
12720/1999
171472002
9121/1992
10/23/1989
1/23/1989
10/0205
9/6/1994
4/19/1999
10/13/1986
2221993
4/27/1998
4/5/1976
107171990
8/19/2002
/2172000
8/19/1998
5/3172005
89/1999
11/15/1993
4725/1988
2/1472000
72811986
4/7/1980
573071989
4/4/1994
3/18/2002
/511995
9/8/1999
9/23/1985
4/1/2002
710/1995
2/9/2004
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Subsidiary
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCLT
AWCCT
AWCCT
AWCLT
AWCLT
AWC-CT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCLT
AWCCT
AWCCT
AWCCT
AWC-CT
AWC-CT

Last Name
Rivera
Rivera
Roberto
Robledo
Rodriguez
Rohe
Romanillo
Rosso
Satifka
Scales 11
Sicgler
Sorensen
Stoll
Tarantino
Tartaglia
Tuylor
Taylor
Tiedmann
Toth
Tsoupas
Ulbrick
Valentin
Vemon-Wint
Vizearrondo
Wargo
Welsh
Williams
Young
Zando
Bonadics
Bouchard
Cedergren
Fernandez
Gabor
Kushwarn
Lewis
Loecher
Marshall
Parziale
Philiposc
Rezazadeh
Tiedmann
Townsend
Ziobo
Barba
Bums
Capalbo
Confident
Crowle
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First Name
Angel
Salvador
David
Alexander
Lawrence
Albent
Mary
Mark
Miriam
George M.
Lynn
Kevin
Barbara
Thomas
Michnel
Andrew
Pamela
Wemer
Carol
Barbara
Frederick
Brenda
Sophia
Carlos
Brody
Joseph
Nicole
Brian
Deborah
Gerald
Michacl
Robert
Marie
John
Rebecea
Raymond
Scott

Earl
Jessica
Renny
Shokoofch
Joseph
William
Tom
Cristian
John
Peter
Kevin
James

Date of Hire
1711984
930/1994
V141988

/4/1987
977/1983
3131978
511990
121991
23/1991
212/199%
8127/1984
121871978
5/4/1984
97372001
SI6/1985
62811999
MN71993
10/9/1989
4192001
mineT
6/14/1993
9/2/2003
4126/2004
10/16/1995
24/2002
9/RN1997
8/1672004
171999
1728/1985
12/3/1968
4/16/2004
873072004
1121996
/411968
12072005
981971
471672001
6/12003
711972005
912272005
4172005
7792004
/1871980
112371998
117672003
V51981
6/14/1982
473072001
26/1978
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Subsidiary
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCLT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWCCT
AWC-CT
AWCCT
AWCCT
AWCCT
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA

Last Name
D'Amario
Dragonetti
Franceschini
Goss
Jamroz
Lindine
Linnin

Lo Parco
Lombardi, Jr
Lout
Lundgren
McLoughlin
Melillo
Morelli
Mucha
Mudahy
Mulvany
Murphy
Olmstead
Pastor
Peluso
Ricciardi, Jr.
Rogers
Silva
Summers
Texiere
Vigue

First Name

Holly
Robert
Anthony
William
Jack
James
James
Daniel
Luciano
Lester
Jennifer
Thomas
Charles
John
Michacl
Andrew
David
Patricia
Wayne
Alex
Daniel
Gerald
Patrick
Jeffrey
Richard
Robert
Edward
Joseph
Nyree
Karen
Lynn
George
George
Darren
Sticphen
David

Frank

Date of Hire

N219%
10729/1979
4/6/1998

11/18/1974
691997
11723/1998
41n997
5/30/1989
12/18/1980
12/12/1988
1/6/1978
173/1989
35N973
S/1871987
117131989
R/13/1984
4/2372001
WI1995
6/5/1978
372971985
4/11/198S
2711977
11/9/1987
53171978
2/06/2006
2132006
21312006
213/1989
417973
97711999
511271980
3/15/1976
/3171998
6/28/1982
R/30/1999
121171979
5/26/1987
5/16/1991
7/18/1988
4/22/2003
951978
331999
4212003
6/612005
9/5/1978
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Subsidiary
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-MA
AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH

. AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH
AWC-NH
SAFETY VALVE
SAFETY VALVE
SAFETY VALVE
SAFETY VALVE
AWC-CT

Last Name
King
Lawson
Morse
Bingaman
Bradford
Hilz
Roland
Barker
Bemier
Bishop
Bradley
Dodds
Eston
Eaton
Evans
Wasson
Torrey
Hardardt
Knowlton
Shenwin
Allen-Hemphill
Piper
Rankins
Tobey
Carvalho
Roberts
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Firxt Name
Francis
Paul
Kenneth
Larry
Shawn
Ann
Robert
Warren
Michacl
Kenneth
Michacel
Glenn
Glenn
James
Neil
Edward
Adam
Donna
Pamela
Carol
Yvonne
Barbara
Diane
Bruce
Femando
Paul

Date of Hire
372011985
9151997
W15/1998
6/1171990
22812008
130/1984
21611999
R30N971

1172772000
103011972
721994
3/19/2001
V11989
R/172005
1222271969
17372000
5/172003
6/15/1986
/1511985
/512005
2/8/2008
914/1987
3/14/2005
11142002

01/23/2006
121211977
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None.

Section S.11
Certain Licenses and Permits
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Section 8.7
Cost Sharing

Claims by third parties against Aquarion Water Company of Massachusetts and its affiliates
based on the matters disclosed under item 3 of Section 3.10.
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Kevin Whiteman
Philip Hudson
Martin Towers

Ian Leece

Charles V. Firlotte
Donald J. Morrissey
Howard Dunn
Jeannie Dyer
Michael F. Halloran
Sean McKieman
Steven Halloran
John Walsh

John Herlihy
Raymond Guido
Linda Discepolo
Lucy Teixeira
Larry Bingaman
Michael Appicelli
D.J. Smiarowski

Section 9.5(b)
Seller’s Knowledge

-63-
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PURCHASER DISCLOSURE SCHEDULE

Macquarie Securities (USA) inc. may be entitled 1o a brokerage, finder's or other fee or
commission in connection with the Acquisition or the other transactions contemplated by

the Agreement.

EXHIBIT 1

KELDA GUARANTEE

KELDA GROUP PLC, a public limited company organized under the laws of England & Wales (Kelds)
irrevocably guarantees each and every rep i Y, , agr and other obligation of
KELDA GROUP INC., a Delaware corporation (Seller), or any of its permitted assigns, under the Stock
Purchase Agreement, dated as of February 24, 2006 (the Agreement), by and between Seller and

MACQUARIE UTILITIES INC, a Del poration (Purchaser), and the full and timely
perft of Seller’s obligations under the provisions of the Agr This is a g of
and perfc and not of collection, and Kelda acknowledges and agrees that this guarantee is full and

unconditional, and no release or extinguish of Scller's obligations or liabilities (other than in accordance
with the terms of the foregoing Agreement), whether by decree in any bankruptcy proceeding or otherwise,
shall affect the continuing validity and ility of this as well as any provision requiring or
contemplating performance by Kelda.

Kelda hereby waives, for the benefit of Purchaser, (1) any right to require Purchaser, as a condition of
payment or performance by Kelda, to proceed against Seller or pursue any other remedy whatsoever and (2)
to the fullest extent permitted by law, any defenses or benefits that may be derived from or afforded by law
that limit the liability of or exonerate guarantors or sureties, except to the extent that any such defense is
available to Seller.

Without limiting in any way the foregoil Kelda and agrees to take all actions to

cnable Seller to adhere to each provision eu_‘ the Agreement that requires an act or omission on the part of
Kelda.

The provisions of Article 9 of the Agreement are incorporated herein, mutatis mutandis, except that notices
and other communications hereunder to Kelda shall be delivered to:

Kelda Group plc

Western House

Halifax Road

Bradford BD6 2SZ, United Kingdom
Telephone Number: +44 1274 600 111
Facsimile Number: +44 1274 608 608

Attention: Philip Hudson

Kelda understands that Purchaser is relying on this g in ing into the Agr and may
enforce this guarantee as if Kelda were a party to the Agreement.

IREMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, Kelda has executed this Guarantee as of this 24 day of February, 2006,
KELDA GROUP PLC

by @SL/I\’

Name: Philip Hudson
Title: Group Company Secretary

MACQUARIE UTILITIES INC.
by

Name: Andrew Ancone
Title: President

by

Name: Benjamin Perham
Title: Director

EXHIBIT 1

IN WITNESS WHEREOF, Kelda has executed this Guarantee as of this 24® day of February, 2006.
KELDA GROUP PLC
by

Name: Philip Hudson
Title: Group Company Secretary

MACQUARIE UTILITIES INC.

Title ident

F4
Name: Benjamin Perham
Title: Director

by

Px
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CONTRIBUTION AGREEMENT

CONTRIBUTION AGREEMENT (this "Agreement") dated as of February 24,
2006 by and among (i) MACQUARIE UTILITIES INC., a Delaware corporation
("Purchaser"), and (i) MACQUARIE BANK LIMITED, an Australian public limited
company ("MBL") and MACQUARIE ESSENTIAL ASSETS PARTNERSHIP, a
Canadian partnership ("MEAP"). Each of MBL, MEAP and their permitted assigns in
accordance with this Agreement are referred to herein individually as an “Investor" and
collectively as the "Investors”.

RECITALS
WHEREAS, Purchaser and KELDA GROUP INC., a Delaware corporation
("Seller") are parties to that certain Stock Purchase Agreement dated as of February 24,
2006 (the "Purchase Agreement");
WHEREAS, Purchaser is directly or indirectly owned by the Investors;

NOW, THEREFORE, in consideration of the premises and as-an inducement for
Seller to enter into the Purchase Agreement, the parties hereto agree as follows:

Section 1. Definitions. Capitalized terms used but not otherwise defined herein
shall have the respective meanings given to them in the Purchase Agreement.

Section 2. Contribution.

(a) Purchaser shall give written notice to the Investors at such time as all
conditions precedent to the obligations of Seller and Purchaser to consummate the
Closing as set forth in Article VI of the Purchase Agreement have been satisfied (or
waived by the party entitled to waive such a condition). Each Investor irrevocably
promises and agrees that concurrently with the Closing it shall make or cause to be made
| a contribution in the form of debt or equity in immediately available funds to Purchaser
in an amount equal to the product of (i) U.S.$297 million (the "Contribution Amount"),
multiplied by (ii) such Investor's percentage responsibility as set forth on Exhibit A
attached hereto (which Exhibit A may be amended by the Purchaser, from time to time,
to reflect the current percentage responsibility of the Investors, so long as the aggregate
amount of such percentage responsibilities equals 100%) (the "Relevant Percentage").

(b) If Purchaser breaches its obligations under the Purchase Agrecment, and, if as
a result thereof, Purchaser is the subject of a final and binding order of a court (or other
tribunal having jurisdiction) obligating it to pay any damages, costs, and expenses
incurred by Seller (a "Liability"), Purchaser shall give written notice to the Investors that
such Liability was incurred. Each Investor irrevocably promises and agrees that it shall
make or cause to be made a contribution in immediately available funds to Purchaser
within five (5) business days after receipt of such notice in an amount equal to the
product of (i) the amount of the Liability, multiplied by (ii) such Investor's Relevant

EXHIBIT 1

Percentage; provided, however, that in no event shall any Investor be required to make a
contribution pursuant to this Section 2(b) that would exceed the product of (i) the
Contribution Amount, multiplied by (ii) such Investor's Relevant Percentage.

(c) Ifa court (orother tribunal having jurisdiction) enters a final and binding
order to the effect that notice was wrongfully given pursuant to subsection (a) or (b)
hereof, then the party wrongfully giving such notice shall be liable to pay to each
Investor, in addition to any other damages relating to the giving of such notice, an
amount equal to the documented out-of-pocket costs of each Investor (including, without
limitation, the Investor's cost of capital after giving effect to related income taxes)
incurred in connection with such Investor's contribution to Purchaser as a resnlt of such
wrongful notice.

(d) Notwithstanding any other provision of this Agreement to the contrary, no
Investor shall have any obligation to make any contribution to Purchaser under this
Agreement to the extent its contribution when aggregated with all contributions to
Purchaser made as a result of any notice given by Purchaser hereunder or otherwise
contributed (provided such funds have been segregated in accordance with Section 4
hereunder) equals or exceeds the product of (i) the Contribution Amount, multiplied by
(ii) such Investor's Relevant Percentage.

Section 3. Representations and Warranties.

(a) Each of the Investors, severally but not jointly, represents and warrants to
Purchaser as follows:

(i) Such Investor is duly organized, validly existing and in good standing
under the laws of the jurisdiction of its organization and has full power
and authority to enter into this Agreement and to perform its obligations
hereunder.

(i) The execution and delivery of this Agreement by such Investor, and
the performance of its obligations hereunder, have been duly authorized
by all necessary action on the part of such Investor.

(iii) Such Investor has duly executed and delivered this Agreement.
Assuming due authorization, execution and delivery of this Agreement by
Purchaser and the other Investors, this Agreement constitutes the valid and
binding obligation of such Investor, enforceable in accordance with its
terms, except as such enforceability may be limited by bankruptcy,
insolvency, reorganization, moratorium or other similar laws of general
applicability affecting the enforcement of creditors' rights and the
application of general principles of equity.

(iv) All consents, authorizations and other approvals of any governmental
authority which are necessary for the execution and delivery of this
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Agreement by such Investor and the performance by it of its obligations
hereunder have been obtained and are in full force and effect, are final and
not subject to any appeal.

(v) The execution, delivery and performance by such Investor will not
conflict with or result in a violation or default under any contract,
agreement or order of any court or regulatory authority binding upon such
Investor or any of its respective affiliates.

() Purchaser represents and warrants to each Investor as follows:

(i) Purchaser is duly organized, validly existing and in good standing
under the laws of the jurisdiction of its organization, and has full corporate
power and authority to enter into this Agreement and to perform its
obligations hereunder.

(ii) The execution and delivery by Purchaser of this Agreement, and the
performance of its obligations hereunder, have been duly authorized by all
necessary corporate action on the part of Purchaser.

(iii) Purchaser has duly executed and delivered this Agreement. Assuming
due authorization, execution and delivery of this Agreement by the
Investors, this Agreement constitutes the valid and binding obligation of
Purchaser, enforceable in accordance with its terms, except as such
enforceability may be limited by bankruptcy, insolvency,.reorganization,
moratorium or other similar laws of general applicability affecting the
enforcement of creditors' rights and the application of general principles of
equity.

(iv) All consents, authorizations and other approvals of any governmental
authority which are necessary for the execution and delivery of this
Agreement by Purchaser and the performance by it of its obligations
hereunder have been obtained and are in full force and effect, are final and
not subject to any appeal.

(v) The execution, delivery and performance of this Agreement by
Purchaser will not conflict with or result in a violation or default under
any contract, agreement or order of any court or regulatory authority
binding upon Purchaser or any of its affiliates.

Section 4. Restriction on Use. Purchaser shall segregate from its general funds
any contributions made by the Investors hereunder and shall use such funds for
the purpose, and only for the purpose, of satisfying its obligations to Seller
under the Purchase Agreement. In the event that funds are contributed hereunder in
respect of the Closing or a Liability and such Closing ultimately does not occur or such
Liability ultimately is not incurred, Purchaser shall, within five (5) business days after it
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is definitively determined that such Closing will not occur or such Liability will not be
incurred, return such funds to the Investors.

Section 5. Termination. The obligation of the Investors under this Agreement
shall terminate upon the earliest to occur of:

(a) aggregate contributions by the Investors to Purchaser of an amount equal to
or exceeding the amount of the Contribution Amount in response to a notice given by
Purchaser hereunder or otherwise contributed (provided such funds have been segregated
in accordance with Section 4);

(b) five business days after notice of termination of the Purchase Agreement is
given pursuant to Article VII thereof, unless prior to the close of business on the fifth
business day after such notice the Investors receive written notice from Purchaser that
Seller is actively pursuing a Liability claim (which notice Purchaser shall deliver in the
event that Seller is then actively pursuing such a claim), in which case this Agreement
shall terminate upon the settlement or other determination of such claim in accordance
with Section 2(b) hereof and the making of any required contribution by the Investors; or

(c) the occurrence of the Closing under the Purchase Agreement.
Section 6. Miscellaneous.

() This Agreement shall be binding upon, shall inure to the benefit of, and shall
be enforceable by, the parties hereto and their respective successors and permitted
assigns. Each Investor, and its permitted assignees, may, at its election and without the
consent of Purchaser or Seller or any other Investor, assign, in whole or in part, its rights
and obligations under this Agreement to (x) any affiliate of such Investor or (y) any fund
(or similar vehicle) managed by such Investor or any of its affiliates (in any such case so
long as any such assignee has available funds or committed capital that is promptly
callable by such assignee that equals or exceeds the product of (i) the Contribution
Amount, multiplied by (ii) that portion of such Investor’s Relevant Percentage subject to
the assignment). In addition, each Investor may assign, in whole or in part, its rights and
obligations under this Agreement to any other entity, subject to the consent of both
Purchaser and Seller, which consent shall not be unreasonably conditioned, delayed or
withheld. Purchaser may, at its election and without the consent of the Investors or
Seller, make a security assignment of its rights under this Agreement to any lender
providing financing to Purchaser or its permitted assigns in connection with the Purchase
Agreement (it being understood that any rights under this Agreement shall only be
exercised by Purchaser or its permitted assignees (or Seller, as provided below) and that
no assignee pursuant to any security assignment shall be entitled to directly exercise any
rights under this Agreement).

(b) The parties expressly acknowledge and agree that Seller is an intended third
party beneficiary of this Agreement and, as such, Seller shall be entitled to directly
exercise the rights of Purchaser (including the right to provide any notice under Section
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2(b)) and enforce the obligations of the Investors hereunder without the concurrence of
Purchaser and regardless of any claims by Purchaser against Seller, including any claims
under, or the satisfaction or non-satisfaction of any obligations of Seller under, the
Purchase Agreement.

(¢) For the sake of clarity, the Investors obligations hereunder are several only
and not joint.

(d) This Agreement contains the entire understanding of the parties with respect
to the matters herein and supersedes all prior agrecments and understandings between the
parties with respect to the subject matter hereof.

(e) All notices and other communications required or permitted by this
Agreement or by law to be served upon or given to a party hereto (or Seller) by any party
hereto shall be addressed (i) if to Seller or Purchaser, as provided in the Purchase
Agreement, or (ii) if to the Investors, as set forth on Exhibit B.

(f) This Agreement may not be amended or otherwise modified except by a
written agreement signed by each party hereto.

(g) THIS AGREEMENT SHALL BE CONSTRUED IN ACCORDANCE
WITH, AND GOVERNED BY, THE LAWS OF THE STATE OF NEW YORK,
EXCLUDING ITS CONFLICTS OF LAWS PROVISIONS.

(h) If any provision of this Agreement shall be determined to be unenforceable,
void or otherwise contrary to law, such provision shall in no manner operate to render
any other provision of the Agreement unenforceable, invalid or contrary to law, and this
Agreement shall continue to be operative and enforceable in accordance with the
remaining terms and provisions hereof.

(i) The terms, conditions, covenants, representations and warranties hereof may
be waived only by a written instrument executed by the party waiving compliance. The
failure of a party at any time or from time to time to require performance of any
provisions hereof shall in no manner affect its rights at a later time to enforce the same.
No waiver by a party of any condition or any breach of any term, covenant,
representation or warranty contained in this Agreement in any one or more instances shall
be deemed to be, or be construed as, a further or continuing waiver of any such condition
or breach of any other term, covenant, representation or warranty.

(j) Except for the Seller (as provided above), no person other than the parties
hereto, or their successors or permitted assigns, shall have any rights hereunder.

(k) This Agreement may be signed by facsimile and may be signed in
counterparts, each of which shall be deemed an original and all of which together shall
constitute one and the same Agreement.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of
the day and year first above written.

MACQUARIE UTILITIES INC.

By:
Namey/Benjatnin Perham
Its: Director

MACQUARIE BANK LIMITED

er power of attorney

W

Name: Robinson Kupchak
under power of attorney

MACQUARIE CANADIAN INFRASTRUCTURE
MANAGEMENT LIMITED, as general partner for
MACQUARIE ESSENTIAL ASSETS PARTNERSHIP

By
Name: Alina Osorio
Title: Chief Executive Officer

By
Name: Gregory Smith
Title: Director




Feb-24-2006 02:48am  From-

T-730  P.002/004  F-250
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of

the day and year first above written,

MACQUARIE UTILITIES INC.

By:

Name: Andrew Ancone
Its: President

By:

Name: Benjamin Perham
Its: Director

MACQUARIE BANK LIMITED

By
Name: Andrew Ancone
under power of attorney

By
Name: Robinson Kupchak
under power of attorney

MACQUARIE CANADIAN INFRASTRUCTURE
MANAGEMENT LIMITED, as general partner for
MACQUARIE ES ASSETS PARTNERSHIP

Title: Director

INVESTOR

MBL

MEAP

RELEVANT PERCENTAGE
66%

34%

EXHIBIT 1

EXHIBIT A

ey




If to MBL:

Andrew Ancone

Macquarie Bank Limited

¢/o Macquarie Holdings (USA) Inc.
125 West 55th Street

22nd Floor

New York NY 10019 USA

(1212) 2311717

If to MEAP:

Alina Osorio

Macquarie North America Ltd
Canadian Pacific Tower, TD Centre
100 Wellington Street West, Suite 2200
Toronto

Ontario M5K 1J3

CANADA

(1 416) 607 5073

EXHIBIT 1

EXHIBIT B




Bl AQUARION

Aquarion Company Organization Structure - Current EXHIBIT 2
Kelda Group Pic
Aquarion Company
v 2 v
Aquarion Water
Mass Capital Company Aquarion Safety Valve

Aquarion Water Co. of
CT

Aquarion Water Co. of
New York

Aquarion Water Co. of

Sea CIiff

Aquarion Water Co. of
NH

Aquarion Water Co. of
MA




Bl AqQuarioN

Aguarion Company Organization Structure - Proposed EXHIBIT 3
A LT P Infrast?'/ll;:::: II:i::rtneré
{MULP)
y
Macquarie Ulilities Inc.
Aquarion Company
Iy ¥ }
. Aquarion Water
Mass Capital Company Aquarion Safety Valve

Aquarion Water Co. of
CT

Aquarion Water Co. of
New York

Aquarion Water Co. of
Sea Cliff

Aquarion Water Co. of
NH




Bl AQUARION

MEAP

BCIMC

Y

Macquarie Utilities Inc.

EXHIBIT 3



AQUARION WATER COMPANY OF NEW HAMPSHIRE
Organization Structure — Current & Proposed

AQUARION

Water Company

Larry L. Bingaman
Sr. VP Operations

Adam Torrey
Operations Supervisor

|

Warren Barker
Michael Bernier
Ken Bishop
Michael Bradley
Glenn Dodds
Glenn Eaton
James Eaton
Neil Evans
Edward Wasson

Ken Morse
WQ Technician

Donna Hardardt
Yvonne Hemphill (PT)
Pamela Knowliton
Carol Sherwin (PT)

EXHIBIT 4



