Office of the Mayor

Max A. Townson

Mayor

City of Cullman

A city of character

October 8, 2009

Cullman County Commission
Cullman County Courthouse
500 Second Avenue Southwest
Cullman, Alabama 35055

Dear Chairman Graves, Commissioner Willingham, & Commissioner Williams:

Enclosed is a Water Purchase Agreement that we are presenting to you on the Duck River
Dam project. We believe we need to offer this to you first to see if you will actually join

us in this project.

We understand that you are looking at all avenues and that you want to do what’s best for
everyone in Cullman County. As Mayor, I can assure you that our intention is to make
sure that all city and county residents — regardless of water system — have the best water
system available to them at the most reasonable cost. We are positive that the Duck River

Dam project is the right solution for all water systems.

Please look over this contract and let us know if you want to join us in the Duck River
Dam project by November 23, 2009.

We greatly appreciate your consideration, and know you will make the right decision. We
look forward to hearing from you.

Sincerely, -

Townson

Plag N Jpumanr—

Mayor
MAT:Iw

Enclosure: Water Purchase Agreement
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WATER PURCHASE AGREEMENT

WATER PURCHASE AGREEMENT between the CITY OF CULLMAN
("Cullman") a municipal corporation under the laws of the State of Alabama, and CULLMAN
COUNTY, a political subdivision of the State of Alabama (the "Buyer") dated as of October 1,

2009.

RECITALS

Cullman is the owner of a water distribution system (the "Cullman Water Distribution
System") from which it furnishes water to retail customers within the corporate limits of
Cullman and in nearby unincorporated territory and to various wholesale customers that operate
water distribution systems. Cullman purchases all water that it distributes to retail and wholesale
customers from The Utilities Board of the City of Cullman (the "Supply Board"), a public
corporation under the laws of Alabama, pursuant to various contracts (the "Cullman/Supply
Board Agreements"). The Buyer, which operates a water distribution system (the "Buyer's
System"), is a wholesale customer of Cullman pursuant to an existing Water Purchase
Agreement dated as of April 1, 2000 (the "Existing Agreement") between Cullman and the

Buyer.

Cullman, the Buyer, the other wholesale customers of Cullman and the Supply Board
(togethet, the "Supplying Entities") have determined that in the near future they will face a
serious shortage of water because of the inadequacy of the sources available to the Supply Board.
It has been further determined that the provision of additional water to serve the customers of the
Supplying Entities can be most efficiently accomplished by the construction of a reservoir on
Duck River and related water transmission lines (the "Reservoir Project”) and the treatment of
the impounded water by the Supply Board. On the basis of those determinations the Supplying
Entities have entered into a Reservoir Financing Agreement dated as of July 1, 1998 (the
"Financing Agreement") in order to make provision for the financing of the Reservoir Project. It
is anticipated that, pursuant to the F inancing Agreement, the Supply Board will issue its Water
Revenue Bonds (the "Reservoir Bonds") for the purpose of financing the costs of the Reservoir

Project.

Cullman and the Buyer are entering into this Agreement, which replaces the Existing
Agreement, pursuant to the Financing Agreement and in order to make other adjustments to the
terms under which Cullman sells water to the Buyer. Cullman has represented to the Buyer that
Cullman will, substantially contemporaneously with the execution and delivery of this

Agreement, enter into wholesale water contracts with the other wholesale customers of Cullman
providing for the sale of water to such customers at rates identical to those established in this

Agreement.

NOW, THEREFORE, in consideration of the premises and the mutual covenants herein
contained, it is hereby agreed as follows:




Section 1. Supply of Water. Cullman agrees to sell and supply to the Buyer, and the
Buyer agrees to take and purchase from Cullman, such quantity of water as the Buyer may
require for resale through the Buyer's System to all customers of the Buyer, provided that
Cullman shall not be obligated to supply water to the Buyer in a greater quantity than

160,000,000 gallons per month.

Section 2. Initial Delivery Date. The initial date for delivery of water hereunder (the
"Initial Delivery Date") shall be the first business day of the month next succeeding the
execution and delivery of this Agreement by the parties hereto. '

Section 3. Term of Agreement. This agreement shall continue in effect until
11:59 p.m. on Octobet 1, 2039.

Section4.  Base Rate for Water Furnished Hereunder. The basic sale price of
water initially delivered to the Buyer under the provisions of this Agreement (the "Base Rate")
shall be $1.73 per 1,000 gallon; provided, however, that the initial Base Rate of $1.73 per 1,000
gallons shall be subject to adjustment in the manner provided in Section 5 hereof.

Section5.  Adjustment of Base Rate. The Base Rate specified in Section 4 hereof
for each thousand gallons of water delivered to the Buyer under the provisions of this Agreement
shall be firm until the said rate shall be adjusted pursuant to the provisions of this section.

(2)  Definitions. The following words and phrases, wherever used in
this section, shall have the following respective meanings:

"Riscal Year" means the period beginning on any October 1 and
continuing until and including the next succeeding September 30.

"Independent Engineer" means a consulting engineer or a firm of
consulting engineers that is duly qualified to practice the profession of
engineering under the laws of Alabama, and that is not a full time
employee of either Cullman or the Buyer.

"Interest Credited to Debt Service" means, for the period in
question, that portion of the interest received on investments of moneys
referable to Water System Indebtedness and held in the following funds:
the Warrant Principal and Interest Fund created in Section 10.2 of the
2001 Indenture; the Debt Service Reserve Fund created in Section 10.3 of
the 2001 Indenture; and any substantially similar funds created in any
indenture of Cullman securing indebtedness issued for the purpose of
refunding warrants issued by Cullman pursuant to the 2001 Indenture.

"Operation and Maintenance Expenses", when used with respect
to the Cullman Water Distribution System, means and includes (1)
expenses of administration and operation, including all items except
depreciation and interest that by generally accepted accounting principles
are properly chargeable to expenses of administration and operation




Water System Indebtedness during the same Fiscal Year.

"Water System Indebtedness" means the following obligations of
Cullman incurred directly or indirectly for the purpose of paying costs of
improvements to the Cullman Water Distribution System: (1) the Water
Revenue Warrants, Series 2001, dated December 1, 2001; (2) any
securities issued by Cullman for the purpose of refunding the Series 2001
Warrants referred to in clause (1) of this sentence; and (3) that portion of
any securities issued by Cullman solely for the purpose of financing
improvements to the Cullman Water Distribution System for the benefit of

the wholesale customers of Cullman.

"2001 Indenture" means the Trust Indenture between Cullman
and The Bank of New York Trust Company of Florida, N.A., dated as of
December 1, 2001, as at any time supplemented and amended, and any
other trust indenture pursuant to which Cullman may hereafter issue
securities to refund Water System Indebtedness.

(b) Procedure for Adjusting Base Rate. Prior to March 1 of a Fiscal
Year, Cullman shall cause the Base Rate specified in Section 4 hereof, for each
thousand gallons of water, to be adjusted on the basis of the formula set forth in
this section by complying with the provisions of this section. The Base Rate shall
be adjusted as hereinafter provided when Cullman shall file with the Buyer, prior
to March 1 of a Fiscal Year, the following: (i) a notice that Cullman has
























