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BIOSOLIDS RECYCLING CENTER OPERATION SERVICE AGREEMENT

This BIOSOLIDS RECYCLING CENTER OPERATION SERVICE AGREEMENT is
made and dated [ ] 2005 between the PHILADELPHIA MUNICIPAL AUTHORITY, a
body corporate and politic of the Commonwealth of Pennsylvania ("PMA"), and
PHILADELPHIA BIOSOLIDS SERVICES, LLC, a corporation organized and existing under
the laws of the Commonwealth of Pennsylvania (the “Company").

RECITALS

A PMA is a body corporate and politic, organized under the provisions of the Pennsylvania
Municipality Authorities Act of 1945 (the Act.of May 2, 1945, P.L. 382, as amended) pursuant -
to ordinances of the Council of the City of Philadelphia (the "City").

B. In 2003, the City initiated a procurement process to select a private company to operate: .

certain existing biosolids assets located at the BRC Site and to provide additional processing of -, -

liquid sludge delivered by the City to the BRC Site into Class A Product.

C. The City issued a request for qualifications ("RFQ") in June, 2003 for companies
interested in providing the biosolids services and determined, based on the statement of
qualifications submitted by four firms, that two firms met the minimum pre-qualification
requirements set forth in the RFQ.

D. The City issued a request for proposals on May 28, 2004 ("RFP") to the prequalified
firms to provide design, construction, financing and operation services and set forth in the RFP
the criteria for selection of the preferred proposer. RFP Addenda were issued on June 21, 2004,
July 19, 2004, August 16, 2004, August 18, 2004, September 7, 2004 and November 4, 2004.

E. On November 24, 2004, the City received one proposal which was responsive to the RFP.

F. Based on the evaluation factors and selection criteria set out in the RFP and following the
review and selection process identified in the RFP, the City determined that the proposal
submitted by or on behalf of the Company presented an advantageous proposal and that it would
be in the City's best interests to initiate contract negotiations with the Company.

G. In April 2005, the City initiated the contract negotiations with the Company which have
concluded with this Service Agreement and, on | , 2005], PMA adopted a resolution
authorizing the execution and delivery of this Service Agreement.

H. By resolution dated [ ], the Board of Directors of PMA has authorized its
Chairman to execute this Service Agreement.

It is, therefore, agreed as follows:
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ARTICLE 1
DEFINITIONS AND INTERPRETATION

1.1 Definitions. As used in this Service Agreement, including the Appendices attached
hereto, the following terms shall have the meanings set forth below:

"Acceptance Test Plan" has the meaning specified in Section 6.12 of the Servic
Agreement.

c'

"Acceptance Tests" means the Acceptance Tests set forth in Appendix 6.

"Acceptance Test Standards" means those standards which must be demonstrated by the
Company as being met, by way of Acceptance Testing in accordance with Appendix 6 or any
Acceptance Test Plan approved by PMA pursuant to Appendix 6 "Acceptance Test Standards
Achievement" means demonstration by the Company in accordance with Article 6 and Appendix
6 that the Acceptance Tests for the Class A Facilities have been conducted and the Acceptance
Test Standards in Appendix 6 have been achieved. :

"Act" means the Pennsylvania Municipality Authorities Act of 1945, as arnendc-:.d,f-': e B

supplemented, superseded and replaced from time to time.

“Additional Capital” means funds provided by Company, apart from Project Financing,
used to fund construction, which amount of funds shall be $7,000,000.00.

"Affiliate" means any person, corporation or other entity directly or indirectly controlling
or controlled by another person, corporation or other entity or under direct or indirect common
control with such person, corporation or other entity.

“Alternative Fuel” shall mean any fuel which the Company and the PMA agree to be
used as a substitute for natural gas during the Class A Period.

"Annual Report" has the meaning specified in Section 9.5 B.

“"Appendix" means an appendix to this Service Agreement, as the same may be amended
or modified.

"Applicable Law" means any federal, state, City, local, or other law, statute, code,
charter, regulation, rule, ordinance, mandate, judgment, order, decree, Government Approval,
permit, license, or other law or governmental requirement or restriction (or any binding
interpretation or administration of the foregoing by a governmental authority) that applies to any
aspect of the Biosolids Services or obligation of either party to this Service Agreement, whether
now or hereafter in effect.

"ATSA Date" means the day after Acceptance Test Standards Achievement, in
accordance with Section 6.15.
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“Beneficial Use” means any application of Product to land specifically designed to take
advantage of the nutrient and other characteristics of this material to improve soil fertility or
structure and thereby further some natural resource management objective, or utilization as a fuel
substitute for natural fuels such as coal, petroleum products and others.

"Billing Period" means each calendar month in each Contract Year, except that (1) the
first Billing Period shall begin on the Commencement Date and shall continue to the last day of
the month in which the Commencement Date occurs and (2) the last Billing Period shall end on
the last day of the Term. Any computation made on the basis of a Billing Period shall be
adjusted on a pro rata basis to take into account any Billing Period of less than the actual number
of days in the month to which such Billing Period relates.

"Biosolids Services" means the complete management of City Biosolids by the Company
in accordance with the provisions of this Service Agreement, including the operation and
maintenance of the Operated Facilities, acceptance, dewatering, processing, handling,
transportation, marketing and utilization or disposal of all City Biosolids and all Product, and the
permitting, design, financing, construction, testing, and operation of the Class A Facilities and
related obligations.

“BRC" means the Biosolids Recycling Center, including land and improvements.

"BRC Site" means the BRC real property area to be utilized by the Company as set fortH
in the Lease.

"BTU" means British Thermal Unit, a unit of heat measurement.

"CERCLA" means the Comprehensive Environmental Response, Compensation and
Liability Act, 42 U.S.C.A. § 9601 et seq. (West 1983 & Supp. 1989), as amended or superseded,
and the regulations promulgated thereunder.

"Change in Law" means any of the following acts, events or circumstances to the extent
that compliance therewith increases the cost of or time for performing or increases the scope of
the party's obligations hereunder:

¢)) the adoption, amendment, promulgation, issuance, modification, repeal or written
change in administrative or judicial interpretation of any Applicable Law on or after the
Service Agreement Date, unless such Applicable Law was on or prior to such date duly
adopted, promulgated, issued or otherwise officially modified or changed in
interpretation, in each case in final form, to become effective without any further action
by any Governmental Body;

(2)  the order or judgment of any Governmental Body issued on or after the Service
Agreement Date (unless such order or judgment is issued to enforce compliance with
Applicable Law which was effective as of such date) to the extent such order or judgment
is not the result of willful or negligent action, error or omission or lack of reasonable
diligence of the Company or of PMA, whichever is asserting the occurrence of a Change
in Law; provided, however, that the contesting in good faith or the failure in good faith to
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contest any such order or judgment shall not constitute or be construed as such a willful
or negligent action, error or omission or lack of reasonable diligence; or

(3)  the imposition of a term, condition or requirement which is more stringent or
burdensome than the Contract Standards, or than Applicable Law as of the Service
Agreement Date, in connection with the issuance, renewal or failure of issuance or
renewal of, any Governmental Approval to the extent that such occurrence is not the
result of willful or negligent action, error or omission or a lack of reasonable diligence of
the Company or PMA, whichever is asserting the occurrence of a Change in Law;
provided, however, that the contesting in good faith or the failure in good faith to contest
any such occurrence shall not be construed as such a wiliful or negligent action or lack of
reasonable diligence.

It is specifically understood, however, that none of the following shall constitute a

"Change in Law":

PMA.

(a) the failure of the appropriate Governmental Body to approve the
Company's staffing plan or any changes therein over time; .

(b)  a change in the nature or severity of the actions typically taken Hy ._a"'f:"' )
Governmental Body to enforce compliance with Applicable Law which was effective as -
of the Service Agreement Date;

() with regard to Product utilization, transportation, storage or disposal: (i)
during the Interim Period, a change in local, county, regional or other Applicable Law,
except applicable federal law and state law in Pennsylvania, Maryland and Virginia; and
(ii) during the Class A Period, a change in local, county, regional or other Applicable
Law, except applicable federal law and state law in Pennsylvania.

“Change Order” means a change in the Biosolids Services that requires the approval of

"City" means the City of Philadelphia, Pennsylvania.

"City Biosolids" means all liquid sludge from the City's water pollution control plants, all

of which is delivered by the City to the BRC Site, including Nonconforming City Biosolids but
not including biosolids classified as Hazardous under Applicable Law.

“City Lease” means that lease executed between the City and PMA which gives PMA the

real property rights needed for it to have the legal capacity and authority to enter into the Lease
with the Company. The City Lease is appended hereto as a Transaction Agreement.

"Class A Facilities" means the facilities located at the BRC Site that are designed,

permitted, financed, constructed, owned, and operated by the Company and are reserved for the
exclusive processing of City Biosolids into Class A Product.
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"Class A Facilities Obligations" means any loan, note, bond, indenture, or other
obligation or instrument of indebtedness issued or incurred by the Company relative to this
Service Agreement.

“Class A Facility Nonperformance Credit” means the credit due to PMA as set forth in
Section 8.4.C. and Section 8.3. B.(6)(b).

"Class A Period" means the period from the ATSA Date until expiration or termination of
this Service Agreement, which generally is the period during which the Class A Facilities
provided by the Company will process City Biosolids consistent with Sectlon 8.1 B.

"Class A Product" means the material generated through processing by the Company of
City Biosolids which meet characteristics (i)-(iv) set forth in part (b) of the definition of
Conforming City Biosolids, through use of the Operated Facilities, that meets (i) the
requirements for Beneficial Use as set forth in 40 CFR 503, and (ii) the standards for Class A
pathogen reduction and vector attraction reduction and Table 3 Pollution Concentrations as set
forth in 40 CFR 503.

“Class A Service Fee" means the compensation paid by PMA to the Company during thei_.h_-
Class A Period and each of the components thereof, set forth in Section 8.3 B. Ty

“Class B Biosolids” means biosolids dewatered by the City and left on the BRC Site as of .
the Commencement Date which meet characteristics (i), (ii) and (iv) set forth in part (a) of the
definition of Conforming City Biosolids.

"Class B Product" means Dewatered City Biosolids generated through processing by the
Company of City Biosolids which meet characteristics (i)-(iv) set forth in part (a) of the
definition of Conforming City Biosolids.

"Commencement Date" means the first date on which all the Commencement Date
Conditions shall be satisfied, or waived by PMA, and the Company begins performance of the
Biosolids Services.

"Commencement Date Conditions" has the meaning set forth in Article III.
"Company" means Philadelphia Biosolids Services, LLC.

“Company Financing Entity” means a bankruptcy remote or other project specific entity
which may be created by or at the direction of Company or Guarantor for the purpose of (i)
borrowing tax exempt bond funds to be transferred to Company and used for the Project
Financing and (ii) owning the Company-owned Operated Facilities in order to lease them to
Company and (iii) serving as sublessee of the Lease in order to sub-sublease the Leased Premises
to Company, all such that Company can fulfill its obligations under this Service Agreement.

"Company Fault" means any one or more of the following: (1) the untruth of any
material representation made by Company under this Service Agreement, or the Company
Financing Entity under any Transaction Agreement to which it is a party or any material breach,
failure, nonperformance or noncompliance by Company under this Service Agreement or the
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Company Financing Entity with its obligations under any Transaction Agreement to which it is a
party caused by any willful or negligent act, error or omission by Company or the Company
Financing Entity, its officials, agents, employees, representatives, independent contractors or
subcontractors of any tier; (2) the untruth of any material representation made by Company
under the Lease or any material breach, failure, nonperformance or noncompliance by Company
with its obligations under the Lease caused by any willful or negligent act, error or omission by
Company its officials, agents, employees, representatives, independent contractors or
subcontractors of any tier.

“Conforming City Biosolids” means biosolids that meet the following applicable
standards:

(a) During the Interim Period, City Biosolids that (i) are anaerobically
digested; and (ii) that meet the standards in 40 CFR § 503 for Class B for pathogen reduction and
vector attraction reduction and Table 1 Pollution Concentrations; and (iii) which have a total
solids content no less than 1.5% and no more than 6%; and (iv) are not Hazardous Waste, and (v)
do not exceed 70,000 Dry Tons Per Contract Year;

(b) During the Class A Period, City Biosolids that (i) are anaérobic'g}lj/}.__-

digested; and (ii) meet the standards in 40 CFR § 503 for Class B for pathogen reduction and* "+ -

vector attraction reduction and the Table 3 Pollution Concentrations; and (iii) which have a total -
solids content no less than 1.5% and no more than 6%; and (iv) are not Hazardous Waste; and (v)
do not exceed 70,000 Dry Tons Per Contract Year.

“Construction Date" means the date set forth in Section 6.2 (C).

“Construction Performance Bond” means the surety bond required under this Service
Agreement for Company Subcontractors performing Construction Work at the BRC Site. The
surety bond shall provide that both the Company and PMA are obligees in the event of
nonperformance by a Subcontractor. The form of the Construction Performance Bond is
appended hereto as a Transaction Agreement Form.

"Construction Superintendent" has the meaning specified in subsection 6.4 B.

"Construction Work" means the work required for the construction of improvements to
the Existing Facilities and for the construction of the Class A Facilities to be furnished by the
Company pursuant to this Service Agreement.

"Consumables" means fuel oil, diesel fuel, natural gas, liquid defoament, quick lime,
lubricants, polymers, office supplies and other chemicals, fuels, materials, supplies and similar
consumables used in connection with the Biosolids Services. )

"Consumer Price Index" means the final reported non-seasonably adjusted Consumer
Price Index for All Urban Consumers for the Northeast United States, published by The United
States Department of Labor, Bureau of Labor Statistics (# CUUR0100SAO).

"Contract Representative" shall have the meaning set forth in Section 9.3.
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"Contract Standards" means the standards, terms, conditions, methods, techniques and
practices imposed or required by: (1) Applicable Law; (2) the Design Requirements; (3) the
Performance Standards and Guarantees; (4) Good Engineering and Construction Practice;
(5) Good Industry Practice; (6)the Operation and Maintenance Manual; (7)the Operated
Facilities Plans; (8) Operation and Maintenance Requirements; (9) applicable equipment
manufacturers' specifications; and (10) any other standard, specifically provided in this Service
Agreement (including the Appendices) to be observed by the Company. Subsection 1.2 N shall
govern issues of interpretation related to the applicability and stringency of the Contract
Standards.

"Contract Year" means PMA's fiscal year.

"Cost Substantiation" means, with respect to any cost reasonably incurred or to be
incurred by the Company directly or indirectly chargeable in whole or in part to PMA, delivery
to PMA of a certificate signed by an authorized officer of the Company, setting forth the amount
of such cost and the provisions of this Service Agreement under which such cost is properly
chargeable to PMA, accompanied by copies of such documentation requested by PMA to
reasonably demonstrate that the cost has been or will be paid or incurred.

"Design/Build Work" means the Design Work and the Construction Work. A reference to: s -
"Design/Build Work" shall mean "any part and all of the Design Work and Construction Work" .
unless the context otherwise requires.

"Design Work" means the services and work required for the design of the Class A
Facilities to be furnished by the Company pursuant to this Service Agreement.

"Design Requirements" means the requirements for the design of the Class A Facilities
set forth in Appendices 2, 3 and S.

"Dewatered City Biosolids" means City Biosolids after dewatering by the Company
through the use of Existing Facilities.

"Digester Gas" means methane-containing gas generated by sludge digesters located at
City’s Southwest Water Pollution Control Plant and available for use by the Company as fuel for
the operation of thermal drying Class A Facilities at the BRC Site. For the purposes of this
Service Agreement, Digester Gas contains 500 BTUs per cubic foot.

"Dry Ton" means the volume of material that weighs 2,000 pounds after the removal of
all moisture.

"Encumbrances" means any Lien, lease, mortgage, security interest, charge, judgment,
judicial award, attachment or encumbrance of any kind with respect to the Operated Facilities,
other than Permitted Encumbrances.

"Event of Default" means, with respect to the Company, those items specified in Section
10.2 hereof and with respect to PMA, those items specified in Section 10.3.
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“Excess Unscreened Compost” means all Unscreened Compost left on the BRC Site by
the City as of the Commencement Date in excess of 55,000 Wet Tons.

"Existing Facilities" means the buildings, equipment, structures, and other facilities and
improvements at the BRC Site in existence and leased to Company by PMA on the Service
Agreement Date in the condition as set forth in this Service Agreement.

"Facility Manager" has the meaning specified in Section 9.1.
"Final Completion" has the meaning specified in Section 6.20.

"Finance Plan" means the plan for providing the capital funds for the Class A Facilities,
and any other costs directly or indirectly related thereto, as such plan is developed in accordance
with Section 5.2 and Appendix 11.

“Financial Close Date” means the day that the Company demonstrates to PMA that all
necessary permanent financing has been arranged to pay the costs of the Design/Build Work and
related capital costs of the Company for the Class A Facilities and that any pre-conditions for the
actual disbursement of funds can be met by the Company in the ordinary course of business and.
are acceptable to PMA. Co

"Financing Documents" means all documents between or among the Company, the
Lender, and other entities related to the Class A Facilities Obligations.

"Fixed Capacity Charge" means the component of the Class A Service Fee that
compensates the Company for the annual debt service obligations of the Company and
Additional Capital associated with providing the improvements to Existing Facilities and the
Class A Facilities for the exclusive processing of City Biosolids.

"Fixed Operating Charge" means the component of the Class A Service Fee that
compensates the Company for the dewatering and processing and other services and related costs
of operations, maintenance, transportation, disposal, and utilization associated with providing the
Biosolids Services that do not vary significantly with the quantity of City Biosolids.

"Good Engineering and Construction Practice” means those methods, techniques,
standards and practices which, at the time they are to be employed and in light of the
circumstances known or reasonably believed to exist at such time, are generally recognized and
accepted as good design, engineering, equipping, installation, construction and commissioning
practices for the design, construction and improvement of capital assets in the municipal
wastewater treatment industry as followed in the Mid-Atlantic region of the United States.

"Good Industry Practice" means those methods, techniques, standards and practices
which, at the time they are to be employed and in light of the circumstances known or reasonably
believed to exist at such time, are generally recognized and accepted as good operation,
maintenance, repair, replacement and management practices in the biosolids industry as followed
in the Mid-Atlantic region of the United States.
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"Government Approval" means a permit, license, approval, authorization, consent or
entitlement of whatever kind and however described which is required under Applicable Law or
by a Government Body to be obtained or maintained by any person with respect to the Biosolids
Services, including the Operated Facilities construction or operation.

"Governmental Body" means any federal, State, County, City, local or regional
legislative, executive, judicial or other governmental board, agency; authority, commission,
administration, court or other body.

"Guarantor" means Synagro Technologies, Inc. and any successor as provided by the
Guaranty attached hereto.

“GPD” means Gallons Per Day.

"Guaranty Agreement" means the Guaranty Agreement executed by Synagtro
Technologies, Inc. The Guaranty Agreement is appended hereto as a Transaction Agreement.

"Hazardous Substance" means (i) asbestos, flammables, volatile hydrocarbons, industrial
solvents, explosives, hazardous chemicals, radioactive material, oil, petroleum, “petroleum: _ .
products or by products, crude oil, natural gas, natural gas liquids, hazardous chemical gases and ", -
liquids, volatile or highly volatile liquids, and/or synthetic gas, and shall include, without .
limitation, substances defined as "hazardous substances," "hazardous materials," "hazardous
waste," “toxic substances," "pollutants," or "contaminants," as those terms are used in any
environmental law or at common law; and (ii) any and all other materials or substances that any
governmental agency or unit having appropriate jurisdiction shall determine in generally
applicable regulations from time to time are hazardous, harmful, toxic, dangerous or otherwise
required to be removed, cleaned-up, or remediated.

"Hazardous Waste" means (i) any Hazardous Substance; or (ii) any waste which by
reason of its quality, concentration, composition or physical, chemical or infectious
characteristics is known to do any of the following: cause, or significantly contribute to, an
increase in mortality or an increase in serious irreversible, or incapacitating reversible, illness, or
pose a substantial threat or potential hazard to human health or the environment when improperly
treated, stored, transported or disposed of or otherwise mismanaged, or any waste which is
defined or regulated as a hazardous waste, toxic substance, hazardous chemical substance or
mixture, or asbestos under Applicable Law, as amended from time to time.

“Initial Term" has the meaning set forth in Section 11.1.

"Insurance Requirement" means any rule, regulation, code, or requirement issued by any
fire insurance rating bureau or any body having similar functions or by any insurance company
which has issued a policy of Required Insurance under this Service Agreement, as in effect
during the Term, compliance with which is a condition to the effectiveness of such policy.

"Interim Period" means the period from the Commencement Date until the ATSA Date.

"Interim Service Fee" means the compensation paid by PMA to the Company during the
Interim Period and each of the components thereof, as set forth in Section 8.2.
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“Labor and Materials Payment Bond" means a dual-obligee bond which guarantees the
timely payment for all labor, materials, supplies, and machinery and equipment to be furnished
with respect to the improvement of the Existing Facilities and the construction of the Class A
Facilities. The form for the Labor and Materials Payment Bond appended hereto as a
Transaction Agreement Form.

"Lease” means the lease between PMA and the Company providing for the use and
possession of the Leased Premises. The Lease is appended hereto as a Transaction Agreement. |

"Leased Premises" means the land and Existing Facilities leased to Company under the
Lease for its use in providing the Biosolids Services. '

"Leasehold Mortgage" means a mortgage, deed of trust or security agreement given in
respect of real or personal property to a Lender as collateral security for the Class A Facilities
Obligations. '

“Legal Proceeding" means every action, suit, litigation, administrative proceeding, and
other legal or equitable proceeding arising out of the obligations of the parties under this Service
Agreement. A

“Lender" means a holder, directly or indirectly, of Class A Facilities Obligations or a -
Leasehold Mortgage including, without limitation, a bank or other financial institution, a bond
insurance firm, or a bond trustee, and any agent, trustee, or other legal representative of such
holder for such purposes.

"Lien" means any and every lien against the Operated Facilities or the BRC Site or
against any monies due or to become due from PMA to the Company under this Service
Agreement, for or on account of the Design/Build Work or the Biosolids Services, including
without limitation mechanics', materialmen's, laborers' and lenders' liens.

“Liquidated Damages" means the monetary payments made to PMA by the Company for
failure to comply with certain contractual obligations as more specifically set forth in this

Service Agreement.

"Loss-and-Expense" means and is limited to any and all actual loss, liability, forfeiture,
obligation, damage, delay, penalty, judgment, cost, or expense, including all reasonable fees and
expenses of attorneys, expert witnesses, consultants and other persons, and costs of transcripts,
printing of briefs and records on appeal, copying and other reimbursed expenses, and expenses
reasonably incurred in connection with any Legal Proceeding, except as excluded by this Service
Agreement.

"Maintenance Plan" means the plan for maintenance renewal, replacement and repair of
the Existing Facilities and the Class A Facilities as set forth in Appendicies 1 and 8.
"Marketing Plan" has the meaning set forth in Section 7.5 A.

“Maximum Alternative Fuel Guarantee” means 85 Therms of Alternative Fuel
consumption per Dry Ton of Dewatered City Biosolids processed into Class A Product for all

10
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facilities and activities of the Company at the BRC Site during the Class A Period, including
operation of the Existing Facilities and the Class A Facilities

“Maximum Electrical Power Guarantee” means 375 kilo-watt hours of electrical power
consumption per Dry Ton of Dewatered City Biosolids processed into Class A Product for all
facilities and activities of the Company at the BRC Site during the Class A Period, including
operation of the Existing Facilities and the Class A Facilities.

“Maximum Natural Gas Guarantee” means 85 Therms of natural gas consumption per
Dry Ton of Dewatered City Biosolids processed into Class A Product for all facilities and
activities of the Company at the BRC Site during the Class A Period, including operation of the
Existing Facilities and the Class A Facilities.

“MGD” means Million Gallons per Day.
"Monthly Reports" means the reports listed in Appendices 1, 2, 3, and 8.

“Nonconforming Class B Biosolids” means biosolids dewatered by the City and left on

the BRC Site on the Service Agreement Date which do not meet characteristics (i), (ii) and (i’v)_-:' o

set forth in part (a) of the definition of Conforming City Biosolids.

"Nonconforming City Biosolids" means biosolids delivered by the City to the. BRC Si;cé
that are not Conforming Biosolids.

“NEWPCP” means the City’s Northeast Water Pollution Control Plant

"Operated Facilities" means the Existing Facilities during the Interim Period and, after
the ATSA Date, the Existing Facilities and the Class A Facilities.

"Operated Facilities Plans" shall mean all plans included in Appendices 1 and 8.
"Operation and Maintenance Manual" has the meaning set forth in Section 4.3.

"Operation and Maintenance Requirements" means the requirements for operation and
maintenance set forth in Appendices 1 and 8.

"Performance Guarantees" means the measurable, technical obligations of the Company
set forth in Section 7.3 of Appendix 7, that must be met throughout the Term (or for the portions
of the Term which are specified in Section 7.3 of Appendix 7) by the Company in the
performance of the Biosolids Services.

“Performance Standards" means the general work and operational standards which must
be met throughout the Term by the Company in the performance of the Biosolids Services, as set
forth in Section 7.1 of Appendix 7.

"Permitted Encumbrances" means, as of any particular time, any one or more of the
following: (1) Class A Facilities Obligations; (2) encumbrances for utility charges, taxes, rates
and assessments not yet delinquent or, if delinquent, the validity of which is being contested

11
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diligently and in good faith by the Company and against which the Company has established
appropriate reserves in accordance with GAAP; (3) any encumbrance arising out of any
judgment rendered which is being contested diligently and in good faith by the Company, the
execution of which has been stayed or against which a bond or bonds in the aggregate principal
amount equal to such judgments shall have been posted with a financially sound insurer and
which does not have a material adverse effect on the ability of the Company to operate its
business or operations; (4) zoning and building bylaws and ordinances, municipal bylaws and
regulations, and restrictive covenants, which do not materially interfere with the use of the
Operated Facilities by the Company as the Operated Facilities are used; or (5) any indebtedness
permitted to be secured by the Operated Facilities or any part thereof pursuant to Section 5.2.

"PMA" means The Philadelphia Municipal Authority, a body corporate and politic of the
Commonwealth of Pennsylvania.

"PMA Engineer" means an engineer employed by PMA and designated by PMA to the
Company in writing as the PMA Engineer.

"PMA Fault" means any one or more of the following: (1) the untruth of any material

representation made by PMA under this Service Agreement or any material breach, failute)’

nonperformance or noncompliance by PMA with its obligations under this Service Agreement
caused by any willful or negligent act, error or omission by PMA, its officials, agents, -
employees, representatives, independent contractors or subcontractors of any tier; (2) the untruth
of any material representation made by PMA under the Lease or any material breach, failure,
nonperformance or noncompliance by PMA with its obligations under the Lease caused by any
willful or negligent act, error or omission by PMA, its officials, agents, employees,
representatives, independent contractors or subcontractors of any tier; (3) if adversely affecting
the rights or obligations of the Company under the Service Agreement, the untruth of any
material representation made by PMA or the City under the Service Contract or any material
breach, failure, nonperformance or noncompliance by PMA or the City with its obligations under
the Service Contract caused by any willful or negligent act, error or omission by PMA or the
City, its officials, agents, employees, representatives, independent contractors or subcontractors
of any tier; (4) if adversely affecting the rights or obligations of the Company under the Service
Agreement or Lease, the untruth of any material representation made by PMA or the City under
the City Lease or any material breach, failure, nonperformance or noncompliance by PMA or the
City with its obligations under the City Lease caused by any willful or negligent act, error or
omission by PMA or the City, its officials, agents, employees, representatives, independent
contractors or subcontractors of any tier.

"PMA Indemnified Parties" means those parties that PMA has indemnified through its
Service Contract and Lease with the City of Philadelphia.

"Processing Efficiency Incentive" means the component of the Class A Service Fee
intended to provide a financial incentive for efficient operation of Class A Facilities, as more
fully described in Section 8.3B.(7).

"Product" means Class A Product and/or Class B Product.
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“Project Financing” means an amount determined by taking the Fixed Design/Build Price
minus Additional Capital, which amount shall be financed by the Company via a borrowing from
a third party.

"Project Schedule" means the schedule for implementation of the Biosolids Services,
including the permitting, design, financing, construction, and testing of the Class A Facilities, as
set forth in Appendix 4, as shall be provided by Company in more detail for the Constructlon
Work on or before the Construction Date.

"Quality Assurance/Quality Control" or "QA/QC" means the procedures and practices to
be employed by the Company to promote its performance of the Biosolids Services in
accordance with the applicable standards of quality.

"Reimbursable Costs" means those costs incurred by the Company in providing the
Biosolids Services under certain circumstances (including Nonconforming City Biosolids and
Uncontrollable Circumstances) that are reimbursable by PMA as a component of the Interim
Service Fee and the Service Fee as set forth in Section 8.5.

“Reimbursable Expenses” means the reasonable and necessary costs incurred by the.; .
Company and paid to third parties from the Commencement Date to the date of termination by.] w

PMA under Section 8.3 B.

"Renewal and Replacement" means the obligation that the Company has undertaken
throughout the term for renewal and replacement of the Existing Facilities and for the Class A
Facilities as set forth in the Contract Standards including Appendices 1 and 8.

“Required Insurance" means the minimum coverage of insurance that is required to be
provided by the Company during the Interim Period and the Class A Period as set forth in

Appendix 12,
"RFP" has the meaning set forth in the recitals hereto.

"Safety Program" means the safety program developed during the Transition Period in
accordance with Appendix 1 and maintained throughout the Term.

"Service Agreement" means this Biosolids Recycling Center Operation Service
Agreement between the Company and PMA, including the Appendices, Transaction Agreements
and Transaction Agreement Forms appended hereto, as amended or modified.

"Service Agreement Date" means the date of this Service Agreement has been executed
and delivered.

"Service Agreement Performance Bond" has the meaning set forth in Section 12.2(B)(1).
The form for the Service Agreement Performance Bond is appended hereto as a Transaction

Agreement Form.

"Service Contract" means the Biosolids Recycling Center Operation Service Contract
between the City and PMA, including the Appendices, Transaction Agreements and Transaction
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Agreement Forms appended thereto, as amended or modified. The Service Contract is appendeél
hereto as a Transaction Agreement.

"Service Fee" means the Interim Service Fee and the Class A Service Fee and each of the
components thereof.

“SEWPCP” means the City’s Southeast Water Pollution Control Plant,
"State" means the Commonwealth of Pennsylvania.
“Subcontract" means an agreement between the Company and a Subcontractor.

"Subcontractor" means every person (other than employees of the Company) employed
or engaged by the Company at any tier for any portion of the Design/Build Work or Biosolids
Services, whether for the furnishing of labor, materials, equipment, supplies, services, or
otherwise. '

“SWWPCP” means the City’s Southwest Water Pollution Control Plant.
"Term" has the meaning set forth in Section 11.1.
“Termination Date" has the meaning set forth in Section 11.1.

"Therm" means the unit of measurement equal to 100,000 BTUs of heat value and upon
which the price of natural gas or other fuel is based.

"Training Plan" means the plan for initial and periodic training of Company,
Subcontractor and PMA personnel as set forth in a plan prepared by Company and approved by
PMA prior to the Commencement Date.

“Transaction Agreement” means an executed agreement appended to this Service
Agreement or the Service Contract that materially affects the rights or obligations of the parties
to this Service Agreement or the Service Contract.

"Transaction Agreement Form" means an agreed form of an agreement which is intended
to become a Transaction Agreement when executed, but which is unexecuted on the Service

Agreement Date.

“Transition Period” means the period of time from the Service Agreement Date to the
Commencement Date.

"Uncontrollable Circumstances" means an event or circumstance, or combination of
events and circumstances, making the performance of an obligation impossible, more costly, or
more time-consuming that is outside the reasonable control of a party and not the result of a
failure of such party to apply reasonable diligence. Subject to the foregoing, but not limiting its
generality, each of the following is an Uncontrollable Circumstance: (a) a Change in Law except
as excluded in the definition of Change in Law, but including any air permit requirement
necessary for the Biosolids Services, which classifiesthe BRC emissions for VOC and
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NOx greater than the regulatory threshold to be considered a Major Stationary Source ( in excess
of 25 Tons per year each) or any permit requirement, which is beyond Best Available Control
Technology (BACT) for similar Andritz facilities installed within two years prior to the Service
Agreement Date; (b) naturally occurring events (excluding normal weather conditions for the
location affected) such as landslides, underground movement, earthquakes, lightning, fire,
tornadoes, hurricanes, floods, epidemics, and other acts of God; (c) labor disputes, except labor
disputes involving only employees of the Company, its affiliates, or Subcontractors; (d) failure
of utility service provided by a third party; (¢) public emergency; (f) presence of Hazardous
Substances or Hazardous Wastes at the BRC Site not caused by Company; (g) sabotage, acts of a
declared public enemy or terrorist, extortion, war, blockage, insurrection, riot, or civil
disturbance; (h) suspension, termination, interruption, delay in issuance or delay in renewal of
any Governmental Approval; (j) condemnation or other taking by eminent domain; (k) subject to
Section 6.1, soil conditions that materially differ from those reasonably anticipated by Company.

Under no condition do any -of the following constitute an Uncontrollable Circumstance: (i)
changes in economic conditions, market conditions, interest rates, inflation rates, wage rates,
commodity prices, currency values, or exchange rates; (ii) changes in financial condition; (iii)
union or labor work rules, requirements or demands; (iv) changes in taxes or rates (except for. .
City taxes); (v) failure to obtain any patent, license, or rights to use intellectual property; (vi).** -
with regard to Product utilization, transportation, storage or disposal: (a) during the Interim
Period, a change in local, county, regional or other Applicable Law, except applicable federal
law and state law in Pennsylvania, Maryland and Virginia; and (b) during the Class A Period, a
change in local, county, regional or other Applicable Law, except applicable federal law and
state law in Pennsylvania; and (vii) failure of equipment, unless caused by an Uncontrollable
Circumstance.

“Unscreened Compost” means all Unscreened Compost left on the BRC Site by the City
as of the Commencement Date up to 55,000 Wet Tons.

"Utilities" means any and all utility services and installations whatsoever (including gas,
water, sewer, electricity, telephone, and telecommunications), and all piping, wiring, conduit,
and other fixtures of every kind whatsoever related thereto or used in connection therewith.

"Variable Processing Charge" means the component of the Class A Service Fee that
compensates the Company for the costs that vary with the quantity of Dewatered City Biosolids
processed via the Class A Facilities.

“Wet Ton” means 2,000 pounds.
1.2 Interpretation. In this Service Agreement, unless the context otherwise requires:

A. References Hereto. The terms "hereby," "hereof," "herein," "hereunder" and any similar
terms refer to this Service Agreement; and the term "hereafter" means after, and the term
"heretofore" means before, the Service Agreement Date.

B. Gender and Plurality. Words of the masculine gender mean and include correlative
words of the feminine and neuter genders and words importing the singular number mean and
include the plural number and vice versa.
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C. Persons. Words importing persons include firms, companies, associations, joint ventures,
general partnerships, limited partnerships, limited liability corporations, trusts, business trusts,
corporations and other legal entities, including public bodies, as well as individuals.

D. Headings. The table of contents and any headings preceding the text of the Articles,
Sections and subsections of this Service Agreement shall be solely for convenience of reference
and shall not affect its meaning, construction or effect. ;

E. References to Days. All references to days herein are references to calendar days.

F. References to Including. All references to "including" herein shall be interpreted as
meaning "including without limitation."

G. References to Knowledge. All references ;co "acknowledge," "knowing," "know" or
“knew" shall be interpreted as references to a party having actual knowledge. .

H. References to Consent or Approval. Unless a reasonableness standard is expressly
removed by the language of a section in this Service Agreement, all references herein in which a
party has the right to consent to or approve any action by the other party or by a third party shall.
be deemed to state and shall be interpreted such that such consent or approval “shall not be. .
unreasonably withheld”. :

L Counterparts. This Service Agreement may be executed in any number of original
counterparts. All such counterparts shall constitute but one and the same Service Agreement.

J. Governing Law. This Service Agreement shall be governed by and construed in
accordance with the applicable laws of the State.

K. Defined Terms. The definitions set forth in Section 1.1 shall control in the event of any
conflict with any definitions used in the recitals.

L. Liquidated Damages. This Service Agreement provides for the payment by the Company
of liquidated damages in certain circumstances of non-performance, breach and default. Each
party agrees that PMA's actual damages in each such circumstance would be difficult or
impossible to ascertain (particularly with respect to the public harm that would occur as a result
of such non-performance, breach or default of the Company), and that the liquidated damages
provided for herein with respect to each such circumstance are intended to place PMA in the
same economic position as it would have been in had the circumstance not occurred. Except
where additional remedies are otherwise specifically provided for herein, such liquidated
damages shall constitute the only damages payable by the Company to PMA in such
circumstances of non-performance, breach or default, regardless of legal theory.

M. Assistance. The obligations of a party to cooperate with, to assist or to provide assistance
to the other party hereunder shall be construed as an obligation to use the party's personnel
resources to the extent reasonably available in the context of performance of their normal duties,
and not to incur material additional overtime or third-party expense unless requested and
reimbursed by the assisted party.
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N. Technical Standards and Codes. References in this Service Agreement to all professional
and technical standards, codes and specifications are to the most recently published professional
and technical standards, codes and specifications of the institute, organization, association,
authority or society specified, all as in effect as of the Service Agreement Date. Unless
otherwise specified to the contrary, (1) all such professional and technical standards, codes and
specifications shall apply as if incorporated in the Design Requirements and (2) if any material
revision occurs, to the Company's knowledge, after the Service Agreement Date, and prior to
completion of the applicable Design/Build Work, the Company shall notify PMA. If so directed
by PMA, the Company shall perform the applicable Design/Build Work in accordance with the
revised professional and technical standard, code, or specification as long as the Company is
compensated, subject to Cost Substantiation, for any additional cost or expense attributable to
any such revision.

.0. Applicability and Stringency of Contract Standards. The Company shall be obligated to
comply only with those Contract Standards which are applicable in any particular case. Where
more than one Contract Standard applies to any particular performance obligation of the
Company hereunder, each such applicable Contract Standard shall be complied with. In the
event there are different levels of stringency among such applicable Contract Standards, the most
stringent of the applicable Contract Standards shall govern, g

P. Causing Performance. A party shall itself perform, or shall cause to be performed,”
subject to any limitations specifically imposed hereby with respect to Subconfractors or
otherwise, the obligations affirmatively undertaken by such party under this Service Agreement.

Q. Party Bearing Cost of Performance. All obligations undertaken by each party hereto shall
be performed at the cost of the party undertaking the obligation or responsibility, unless the other
party has explicitly agreed herein to bear all or a portion of the cost either directly, by
reimbursement to the other party; or through an adjustment to the Service Fee.

R. Cost of Performing Excludes Cost from Legal Proceeding. The "cost of performing" a
party's obligations hereunder, when used with respect to one party's obligation to pay additional
costs incurred by the other party, shall not include any Loss-and-Expense incurred by the party -
resulting from any third-party Legal Proceeding. Notwithstanding the foregoing, each party
retains its rights to bring any Legal Proceeding or to implead the other party as to any matter
arising hereunder.

S. Entire Agreement. This Service Agreement contains the entire agreement between the
parties hereto with respect to the transactions contemplated by this Service Agreement and
nothing in this Service Agreement is intended to confer on any person other than the parties
hereto and their respective permitted successors and assigns hereunder any rights or remedies
under or by reason of this Service Agreement. Without limiting the generality of the foregoing,
this Service Agreement shall completely and fully supersede all other understandings and
agreements among the parties with respect to such transactions, including those contained in the
RFP, the proposal of the Company submitted in response thereto, and any amendments or
supplements to such request or to such proposal.
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T. Severability. If any clause, provision, subsection, Section or Article of this Service
Agreement shall be ruled invalid by any court of competent jurisdiction, then the parties shall:
(1) promptly meet and negotiate a substitute for such clause, provision, subsection, Section or
Article which shall, to the greatest extent legally permissible, effect the intent of the parties
therein; (2) if necessary or desirable to accomplish item (1) above, apply to the court having
declared such invalidity for a judicial construction of the invalidated portion of this Service
Agreement; and (3) negotiate such changes in, substitutions for or additions to the remaining
provisions of this Service Agreement as may be necessary in addition to and in conjunction with
items (1) and (2) above to effect the intent of the parties in the invalid provision. The invalidity
of such clause, provision, subsection, Section or Article shall not affect any of the remaining
provisions hereof, and this Service Agreement shall be construed and enforced as if such invalid

portion did not exist.

U. Time is of the Essence. Time is of the essence with regard to Company and PMA
performance of their respective obligations under this Service Agreement.
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ARTICLE 2
REPRESENTATIONS AND WARRANTIES

2.1 Representations and Warranties of PMA. PMA represents and warrants that:

A. Existence and Powers. PMA is a body corporate and politic, validly existing under the
Constitution and laws of the Commonwealth of Pennsylvania with full legal right, power and
authority to enter into and perform the obligations under this Service Agreement. :

B. Due Authorization and Binding Obligation. PMA has duly authorized the execution and
delivery of this Service Agreement. This Service Agreement has been duly executed and
delivered by PMA and constitutes a legal, valid and binding obligation of PMA, enforceable
against PMA in accordance with its terms except insofar as such enforcement may be affected by
bankruptcy, insolvency, moratorium and other laws affecting creditors' rights generally.

C. No Conflict. Neither the execution nor the delivery by PMA of this Service Agreement
nor the performance by PMA of its obligations hereunder nor the consummation by PMA of the
transactions contemplated hereby (1) conflicts with, violates or results in a breach of any.

Applicable Law or (2) conflicts with, violates or results in a breach of any term or condition of.~ .

any judgment, decree, agreement or instrument to which PMA is a party or by which PMA or
any of its properties or assets are bound, or constitutes a default thereunder. ’

D. Service Contract. (1) PMA and the City have executed the Service Contract before the
Service Agreement Date or on even date therewith. PMA and the City were duly authorized to
execute and deliver the Service Contract. The Service Contract constitutes a legal, valid and
binding obligation of PMA and the City, enforceable against PMA or the City in accordance with
its terms except insofar as such enforcement may be affected by bankruptcy, insolvency,
moratorium and other laws affecting creditors' rights generally; and (2) Company was allowed to
review and approve the form of the Service Contract prior to its execution, in the form executed
by PMA and the City; and (3) PMA shall not agree to an amendment of the Service Contract that
shall adversely affect Company or the Service Agreement and PMA shall notify Company in
advance of any proposed amendment to the Service Contract; and (4) Company is named as a
third party beneficiary to the Service Contract.

E. City Lease. (1) PMA and the City have executed the City Lease before the Service
Agreement Date or on even date therewith,. PMA and the City were duly authorized to execute
and deliver the City Lease. The City Lease constitutes a legal, valid and binding obligation of
PMA and the City, enforceable against PMA or the City in accordance with its terms except
insofar as such enforcement may be affected by bankruptcy, insolvency, moratorium and other
laws affecting creditors' rights generally; and (2) Company was allowed to review and approve
the form of the City Lease prior to its execution, in the form executed by PMA and the City; and
(3) PMA shall not agree to an amendment of the City Lease that shall adversely affect Company,
the Service Agreement or the Lease and PMA shall notify Company in advance of any proposed
amendment to the City Lease; and (4) Company is named as a third party beneficiary to the City
Lease.
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F. No Litigation. There is no action, suit or other proceeding as of the Service Agreement
Date, at law or in equity, before or by any court or governmental authority, pending or, to the
PMA'’s best knowledge, threatened against the PMA or the City which is likely to result in an
unfavorable decision, ruling or finding which would materially and adversely affect the
execution or delivery of this Service Agreement or the validity or enforceability of this Service
Agreement or any other agreement or instrument entered into by the PMA in connection with the
transactions contemplated hereby:.

22 Representations and Warranties of the Company. The Company hereby represents and
warrants that: ;

A. Existence and Powers. The Company, as set forth in the Certificate of F ormation dated
April 13, 2005, Philadelphia Biosolids Services, LLC (Company) is an LLC with three member
companies [Synagro-WWT, Inc., The McKissack Group, Inc. and Len Parker Associates, Inc.]
and is duly organized and validly existing as a limited liability company under the laws of the
State of Delaware, authorized to 