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IN THE MATTER OF THE APPLICATION OF
WILLOW VALLEY WATER co., INC FOR
FINANCING APPROVAL IN CONNECTION
WITH THE AMERICAN RECOVERY AND
REINVESTMENT ACT OF 2009.

COMMISSIONERS
KRISTIN K. MAYES, Chairman 21104 go; -°l p 8 u I
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

Docket Control
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, AZ 85007

Original and 13 copies of the foregoing
filed this 7th day of December 2009 with:
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RESPECTFULLY SUBMITTED this 7th day of December 2009
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1 Copy of the foregoing hand-delivered/mailed
this 7m day of December 2009 to:2

3
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Lyn Farmer, Esq.
Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 850076

7

8

9

Janice Allard, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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Steve Olea
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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Brian Bozzo
Manager, Compliance and Enforcement
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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CERTIFICATE OF RESOLUTION
OF

WILLOW VALLEY WATER co.. INC.

1

The undersigned Secretary, hereby certifies the following resolutions were

adopted by the sole shareholder and Board of Directors of WILLOW VALLEY

WATER CO., inc., an Arlzona corporation, by written consent dated effective as

of Au use 27, 2009. Such resolutions have not been modified or amended and

remain in full force and effect.

I

4 RESOLVED, that WILLOW VALLEY WATER co., INC. is
authorized to execute an Application Certification and Authorization
to the Water Infrastructure Finance Authority of Arizona ("WlFA")
for a Project Finance Application and related addendums (the
Application Certlflcatlon and Authorization together with the Project
Finance Application are collectively referred to herein as the
"Appllcation").

FURTHER RESOLVED, that WILLOW VALLEY WATER
co., INC. authorizes its Secretary/Treasurer, Cindy M. Liles, or Its
President, Trevor T. Hlll, to execute the Application and all other
documents. including but not limited to the applicable loan
documents for the amount of $435,000.00, that are relevant or
Incident to the Application on behalf of WILLOW VALLEY WATER
CO., INC., and to perform any other act reasonably necessary to
complete the purpose of this resolution.

IN WITNESS WHEREOF, I have hereunto subscribed my name by order

of the sole shareholder and Board of Directors as of the 27"' day of August, 2009.

9

Secretary

I



ARRA Loan Resolution 2009-062-Wdlow Valley Water
Company
WW, IllfhulsVuaureFinance Aldhorigr o/l4nlzolna

WHEREAS, the 'Water Inticastruchnre Finance Aumwmy of Arisucm (the "At4Mlo4'i¢_y") has
:wdvd Earn Willow Valley Water Company (the "Louarl Borrower) a request for a loan (the
"Loan"); aid

WHEREAS, the Awinruity has dotmrmined that the Local Borrower has met :in requirements of
Arizona Rewind Statutes §49-1201 et seq. (the "Act") and the mies pnomulgauled tlwcewnder (the
"Rodes"):  and

WHEREAS, the terms and conditions under which a Loan will be made and the obligawdolns of
the Local Borrower will be set forth in a loan agreement or bond purcialalse agroemcnt (the "Loan
Agrleement") to be executed by the Local Borrower and the Authority.

now, THEREFORE BE IT RBSOLVED BY THE BOARD OF DIRECTORS OF THE
AUTHORITY AS FOLLOWS:

The Executive Director of the Authority is hereby authorized and directed to execute a Loan
Agreement with the Med Borrower to evidence a Loan 'm accordance with the Act, the Rules,
the Local Bon*ower's applications to the Authority, and the Project Summary derailed in Section

2 of this Loan Resolution.

TheExecutiveDiinwtor and other Authority officials, as appropriate, are authorized and directed
to sign any document and take such actions as necessary arud apptopriate In consummate the
transactions contemplated by this Resolution and the Loan Agreement and to ensure that the
Local Borrower has completed all requirementsof the Authority as detailed inSection3, Section
4, Md Section 5 of this LoanRcsolution.

This Resolution shall take affect immediately and shall terminate one year ham the dote of

Board Action.

Dated: June 25, 2009

44/40, *"; /.,4v4Z,.."i"""""By :
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ARRA Loan Resolvion 2009-062-Willow Valley Water
Company
ww- Izgfnazarrmenlne Finance ,4ua¢¢»-ny ofdrlwna

DW 17?-2009

ARRAPL
Bank

12
EL.8lllk
Master

84

81.49.41
same
DW

177-2009

LQMM
a m
4,700

:IEIIMMA8BA
Assistance

Forgivable Pdndpd
s114,000

WVWC will replace the existkxg meters with modem meters that allow for remote readings
by radio. The radio signal will allow operational! staff to monitor water usage and identify
lavages sooner.

Februamy 24, 1998 - Board approved Loan Resolution #98-001 to award $232,650 to Willow
Valley Water Co. for a drinking water project.

None

Financial Assistance Amount:$435,000 with$174,000 as forgivable principal

Primary Repayment Source: System Revenues

Secondary Repayment Source:None

Loan Term: 20 years

P'ag§20f4



ARRA Loan Resolution 2009-062-Willow Valley Water
Company
Wafer Infrastructure Finance Authority o/Arizona

Frequency of Repayment: Monthly

Loan Structure: Non-Govemnmneantal - ARRA

Debt Service Renews Fund Requlwments: WIFA Held

Repair and Replacement Fund Requirements: Local - SeparateAccent

Requirements Prior to Loan Execution:

Require Legal Opinion: Yes

Other: Yes
Loan closing is dependent upon Willow Valley Water Company receiving Debt
Amlxodzation from the Arizona Corporation Commission (ACC) for the project. Theloam
amount will not exceed the amount authorized by Acc.

Requirements Prior to Construction: No Requixoemcnt

Requirement Dooring Construction: No Requirement

Requirements Prior to Find Dlsburoements: No Requirement

Loan Category: NotQualified

Policy Exceptions: None

Observation Schedule: A

Withholding Percentage: 5%

Requirements Prior to Loan Execution: No Requirement

Requirements Prior to Construction:

Prior Review and Approval of Construction Bids: No Requirement

Require Construction Signs: No Requirement

Other: No Requirement

Page3 of4



ARRA Loan Resolution 2009-062-Willow Valley Water
Company
Water Infmsrructune Finance Authorigv of Arizona

Requirements During Construction:

Prior Review of Changes in Project Slope: Yes
The Local Borrower shall submit to the Authority, for review and approved prior No
execution, any change to the plalns and specifications, construction comraets, Eligible
Project Costs, or any other change which will effect the perfounanoe standards or
purpose of the Project.

Other: No Requirement

Requirements Prlor to Final Disbursements:

Require Plan of Operation: No Requirement

Reqndre Final Approval: No Requirement

Other: No Requirement

Pulley Exceptions: None

I
WIFA to general: Press Release: Yes

Other: Yes - A1\RR¢'\ Rop0rting Requirements

Paga4 of4



Loan Agreement

between

Water Infrastructure Finance Authority of Arizona
(the"Authority")

and

Willow Valley Water Company

(the "Local Borrower")

Evidencing a Loan from the
Authority to the Local Borrower

Dated as of November 6, 2009



WATER INFRASTRUCTURE FINANCE AUTHORITY OF ARIZONA
LOAN AGREEMENT

This Loan Agreement (as it may be amended or supplemented from time to time, this
"Agreement") is made and entered into as of the date set forth below by and between Borrower
and Lenderset forth below.

This Loan Agreement includes the attached Exhibits and the attached Standard Terms and
Conditions. Any capitalizedterms usedand not defined hereinshall have the meanings ascribed
to such terms in the Exhibits and StandardTerms andConditions .

Section I. Partv Name And Addresses.

Borrower: Willow Valley Water Company

Borrower Mailing
Address:

21410 n. 19th Ave. Suite 201
Phoenix, Arizona 85027
(623)580-9600
(623)580-9659

Attention: Cindy Liles, Chief Operating Officer

Borrower Business
Office Address:

21410 n. 19th Ave. Suite 201
Phoenix, Arizona 85027

Lender: Water Infrastructure Finance Authority of Arizona

Lender
Address:

1110 West Washington Street, Suite 290
Phoenix, Arizona 85007

Attention: Executive Director

Section 2. Loan Information. The termsof the Loaninclude theterms set forthin the Exhibits,
whichare part of this Agreement:

Exhibit A
Eilhibil B
Exhibit C
Exhibit D
Exhibit E
Exhibit F
Exhibit G
Exhibit H

Financial Assistance Terms and Conditions
Technical Terms andConditions
Reporting Requirements
Debt Service Reserve and Replacement Reserve Provisions
Limits on Additional Indebtedness without Lender Consent
F o m of PromissoryNote
Form of Opinion of Counsel to Borrower
Borrower Disclosure

Section 3. The Loan. Subject to the terms andconditions of thisAgreement,Lender agrees to
make the Loan to Borrower by means of one or more advances ("Advatlces") in an aggregate



principal amount not to exceed the Loan Amount (the "Commitment"). The unadvanced portion
of the Commitment shall expire on but not include the earliest of (i) the date on which the Loan
has been tilly advanced by Lender, or (ii) the first Principal Repayment Date set forth in the
Exhibit A. The obligation of Borrower to repay the Loan is evidenced by the Promissory Note in
the form attached hereto as Egghihitj, dated of even date herewith, of Borrower payable to
Lender, as it may be amended, modified, extended, renewed, restated, or supplemented from
time to time (the '8;Ig;g"). In the event of a contiim between the Note and this Agreement, the
terms of this Agreement shall be deemed controlling. The Loan shall not constitute a revolving
loan, and amounts repaid may not be reborrowed.

Section 4. Advances. Lender maydisburse funds by check, by electronic means orby means of
magnetic tape or other transfer medium. In making Advances, Lender shall be entitled to rely
upon, and shall incur no liability to Borrower in acting upon, any request made by a person
identifying himself or herself as one of the persons authorizedby Borrower to request Advances.
Advances of the Loan will be made only upon satisfaction of the conditions set forth in this
Agreement, including the following:

(a) Lender has received a draw request from Borrower, in form and substance satisfactory to
Lender, not less than ten (10) days prior to the date for which such Advance is requested,
specifying the amount and purpose of the Advance requested. Lender wil l furnishan acceptable
form of draw request to Borrower. Lender may revise the form of draw request from time to
time.

(b) Except as hereinafter provided, disbursements shall be made only upon certification of an
authorized officer of Lender that such disbursement is proper. An authorized officer of Lender
shall approve disbursements in payment of the invoices, demands for payment, approved
contractors' estimates or other evidence of cost incurrence directly to the persons or entities
entitled to payment or to Borrower in the case of reimbursement for costs of services already
paid, and Ml provide Borrower with a copy of theapproval and the date approved.

(c) Lender has received such other items or documents as Lender may reasonably require.

Section 5. Pavement Of Principal. Interest And Fees. The outstanding principal balance of
the Loan, together with all unpaid accrued interest due under the Note, shall be paid by
"automatic debit" from the Borrower Deposit Account. The Borrower Deposit Account shall be
a Demand Deposit Account in the name of the Borrower, Account Number 252-453614
maintained with Bank of America. Borrower shall cause monthly payments to be madeby direct
debit to the Lender inaccordance with routing instructions withinExhibit A.

I
I

Section 6. Loan And Securitv  Documents. The Loan shall be secured by the Continuing
Security Agreement of even date herewith executed by Borrower for the benefit of Lender (the
"Continuing Security Agreement") granting Lender a security interest in the collateral described
therein by the provisions of this Agreement providing for the holding oil and granting Lender a
security interest in, the Debt Service Reserve Fund and the Replacement Reserve Fund (as
described in Exhibit D). The Continuing Security Agreement, any Deed of Trust and any other
agreements, documents or instruments securing the Loan are referred to as the "Securitv



Documents". This Agreement, the Note, the Security Documents and any other agreements,
documents or instruments evidencing, securing or otherwise relating to the Loan, and all exhibits
thereto, are referred to as the "Loan Documents". Upon receipt by Lender of a written request of
Borrower and submission to Lender of such supporting documentation as Lender may reasonably
request, Lender shall consider granting, but shall not be obligated to grant, to one or more other
parties who extend credit to Borrower the right to be secured by interests in collateral that
secures the Loan pursuant to the Security Documents on a part past basis.

IN WITNESS WHIEREOF, the Authority and Borrower have caused this Loan Agreement to be
executed and delivered as of the date of execution herero£

DATED as ofNovember 6, 2009.

Willow Valley Water Company

'/
I

I

By:
Name:
Title:

(';v»<L¢4 M l  < 9 4
v In 4 C warCindy Liles

Chief Operating Officer

Water Infrastructure Finance Authority of Arizona

i

B 9 I4/2Z{4»¢#
sec e Director



LOAN AGREEMENT ADDENDUM

American Recovery and Reinvatment Act of 2009 (Recovery Act)

Water Inti structureFinance Authority of Arizona

This document (this "Recovery Act Addcndum") sets toM additional requirements applicable to
Loans made by the Water Infrastructure Finance Authority of Arizona ("WIFA") using f i d s
derived in whole or in part from the United States Environmental Protection Agency pursuant to
the federal American Recovery and Reinvestment Act of2009, Public Law 111-5 (the "Recovery
ACt"). The provisions in this Recovery Act Addendum are a part of the Loan Agreement.
Capitalized terms not otherwise defined herein shall have the meanings given them in the Loan
Agreement.

Section 1.
Agreement.

Recoverv Act Requirements - Failure to Comnlv is Default Under Loan

. (a) Gen . The parties aclmowledge and agree that funds disbursed by WIFA to the
Local Borrower will include funds made available to WIFA by the federal government under the
Recovery Act, and that the requirements of do Recovery Act include those set forth in this
Recovery Act Addendum. The Local Borrower agrees tO comply with all of those requirements
and agrees that failure to do so is a breach of the provisions of the Loan Agreement which may
result in a default under the Loan Agreement, termination of WIFA's obligation to make
disbursements on the Loan and the Local Borrower being required to repay adj amounts that have
been disbursed by WIFA on the Loan (including any amount originally designated as the
Forgivable Principal Portion), together with interest and fees as provided in the Loan Agreement
(including interest and fees at rates adjusted from those originally in effect as described herein).

(b) Fordvable PriNcipal Portion. Section 1 of Exhibit A to the .Loan Agreement
specifies the Total Financial Assistance Amount, the amount, if any, designated as the
Forgivable Principal Portion, the Intended Repayment Amount, and the required amount of
reserves to be established based upon the Intended Repayment Amount. Section 2 of Exhibit A
to the Loan Agreement specifies a schedule of interest and principal payments based on the
Intended Repayment Amount. If the Local Borrower fails to comply with the requirements of
the Recovery Act, including those set forth in this Recovery Act Addendum:

(i) WIFA will provide a revised Exhibit A for the Loan Agreement to
amortize the entire Total Financial Assistance Amount with the Forgivable Principal
Portion set to $0.00, adjusted, as necessary, to incorporate, previousprincipalpayments.

(ii) The Local Borrower will repay the Total Financial Assistance Amount.

(c) Subsidization of Interest and Fee Rate. Section 2 of Exhibit A to the Loan
Agreement specifies the Combined Interest and Fee Rate ("CIFR") on the Loan, whether that
CIFR is further subsidized based on Recovery Act funding, and a schedule of interest and
principal payments that, if applicable, is based on the Recovery Act Subsidized CIFR. If the
Local Borrower fails to comply with the requirements of the Recovery Act, including those set
forth in this RecoVery Act Addendum:



(i) WIFA will amortize the loan at a revised CIFR and not the Recovery Act
Subsidinzed CIFR within a revised Exhibit A to the Loan Agreanent.

(ii) WIFA will revise the CIFR so that the Local Borrower makes the
remaining interest and principal payments as if the Loan had not originally included the
Recovery Aet Subsidized CIFR.

Section 2. Certifications by LocalBowowwer: Permission to Share Information.

(a) Statements as Certifications: Reliance. All statements made by the Local
Borrower to WIFA in connection with the Loan constitute certifications upon which WIFA is
entitled to rely in making and administering the Loan and in making any certifications required
of WIFA or any other representative ofthe State of Arizona under theRecovery Act.

(b) FuMeI*ance of Recoverv Act Purposes. The Local Borrower certifies that the
Loan and the Project to be financed by the Loan will further the stated purposes of the Recovery
Act, including, without limitation, preserving and creating jobs, promoting economic recovery
and providing infrastructure that will provide long-term economic benefits.

(c) Construction Start Date: Proiect Milestones. The Local Borrower agrees that if`
actual construction work does not begin on each separate project identified by a separate project
number for purposes of WIFA's project priority list (whether or not two or more such projects
with separate project numbers are combined in a single loan for funding purposes) by the start
date for that project number as certified by the Local Borrower for purposes of receiving an
award of Recovery Act funds, WIFA's obligation to make disbursements on the Loan will be
terminated and the Local Borrower will be obligated to repay all amounts that have been
disbursed by WIFA (including any amount designated as the Forgivable Principal Portion),
together with interest and fees as provided in the Loan Agreement (with any adjustment in rates
as described herein). The Local Borrower agrees that actual construction work must in any event
start no later than February 17, 2010, as required by the Recovery Act, or else WIFA will have
no obligation to make disbursements on the Loan.

(d) Green Project. The Local Borrower certifies and agrees that the portions of the
Project identified by the Local Borrower to WIFA as addressing green infrastructure, water or
energy efficiency improvements, or other environmental innovative activities will 'm fact address
those requirements of the Recovery Act.

Section 3. Prohibited Use of Loan Proceeds. No amounts disbursed as proceeds of the
Loan may be used:

ca) for the purchase of land or easements, or

(b) for any casino or other gambling establishment, aquarium, zoo, golf course, or
swimming pool;or

(c) to buy, refinance or restructure the debt obligations of the Local Borrower
incurred prior to October l, 2008.

i
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Section 4. Reports on Use of Funds. The Local Borrower shall provide to WIFA reports
and information regarding the Project that are reasonably required in order for WIFA to
successfully meet the reporting requirements of the Recovery Act. The Local Borrower shall
provide the information in the form and with the tiequency specified by WIFA for that purpose.

Section 5. Buv American. In accordance with Section 1605 of the Recovery Act, all of the
iron, steel and manufactured goods used in the Project must be produced 'm the United States,
and the Local Borrower shall include this requirement and certifications in all bid specifications,
construction contracts and purchase orders for the Project. The Recovery Act provides that this
requirement shall not apply to the extent a waiver of this requirement is in effect pursuant to a
finding by the Administrator of the United States Environmental Protection Agency published in
the Federal Register in accordance with the Recovery Act to the effect that (1) applying the
requirement would be inconsistent with the public interest; (2) iron, steel, and the relevant
manufactured goods are not produced in the United States in sufficient and reasonably available
quantities and of a satisfactory quality; or (3) inclusion of iron, steel, and manufactured goods
produced in the United States will increase the cost of the overall project by more than 25
percent.

Section 6. Waste Rate Requirements. All laborers and mechanics employed by contractors
and subcontractors on the Project shall be paid wages at rates not less than those prevailing on
projects of a character similar in the locality as determined by the Secretary of Labor in
accordance with subchapter IV of chapter 31 of title 40, United States Code. With respect to the
labor standards specified in this section, the Secretary of Labor shall have the authority and
functions set forth in Reorganization Plan Numbered 14 of 1950 (64 Stat. 1267; 5 U.S.C. App.)
and section 3145 of title 40, United States Code. The Local Borrower shall include this
requirement in all bid specifications, construction contracts and purchase orders for the Projem.

Section 7. General Provisions.

(a) Binding Effect. This Recovery Act Addendum shall inure to the benefit of and
shall be binding upon WIFA and the Local Borrower and their respective successors and assigns.

(b) Severabilitv. In the event any provision of this Recovery Act AddendUm shall be
held illegal, invalid or unenforceable by any court of competent jurisdiction, such holding shall
not invalidate, render unenforceableor otherwise affect any other provision hereof.

(c) Amendments. Supplements and Modifications. This Recovery Act Addendum
may not be amended, supplemented or modified without the prior written consent of WIFA and
the Local Borrower.

(d) Execution in Counterparts. This Recovery Act Addendum may be executed in
several counterparts, each of which shall be an original and all of which shall constitute but one
and the same instrument.

(e) Applicable Law. This Recovery Act Addendum shall be governed by and
construed in accordance with the laws of the State Of Arizona.

i
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(t) Captions. The captions or headings in this Recovery Act Addendum are for
convenience only and shall not in any way def mc, limit or describe the scope or intent of any
provisions of this Recovery Act Addendum.

(g) Further Assurances. 111e Local Borrower shall, at the request of WIFA , authorize,
execute, acknowledge and deliver such further resolutions, conveyances, transfers, assurances,
financing statements and other instruments as may be necessary or desirable for better assuring,
conveying, granting, assigning and confirming the rights and agreements granted or intended to
be granted by this Recovery Act Addendum.

(h) Arbitration. The parties hereto agree to use arbitration to the extent required by
Section 12 1518 of the Arizona Revised Statutes.

( i ) Notice Resiardinz A.R.S. § 38 511. To the extent applicable by provision of law,
the parties acknowledge that this Recovery Act Addendum is subject to cancellation pursuant to
A.R.S. §38-511, the provisions of which are hereby incorporated herein.

[SIGNATURE PAGE FOLLOWS]
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WIFA and the Local Borrower are signing this Recovery Act Addendum to be effective as part
of the Loan Agreement.

Water Infrastructure Finance Authority of Arizona

By' . f

Judy Navarrete, Executive Director

Willow Valley Water Company

IJnL14 (Ll/le., fee/e;r4Lf»I T / e M r v
Cindy Liles, Chief Operating Officer

[Signature page to Recovery Act Addendum to Loan Agreement]

By'
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Claslng Date.. . . . . . . . . . . .. .. . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . .. ... . ... . .. . . . . . . . . . . .. . . . . .

Financial Assistance Terms and Conditions

Debt Service Rfeuerve Fund Requirements (Held by WIFA)

Total Resave Amount...

Monthly Deposit.....

Reserve Funded by (Date)...

Original Loan Amonutas of theCios ingDate. . . . . . . . .

Fomgwable Pnncmpal Amount

Intended Repayment Amount....

Loan

Combined Inltaest & Fee Rate

First Fixed Monthly Payment..

Final Flxed Monthly Payment

Exhibit A of Loan Agreement

s 435,000.00
s 174,000.00
s 261,000.00

20
4.200%

06/01/10
I 1/01/29

s
s

9214179-10

19,627.80

327,13

05/01/15

11/06/09

Repair and Replacement Fund Requirement (Held by Borrower)

Begin Funding on (Date)...

Annual Amount..~

Monthly Deposit...

s
s

06/01/15
3,925.56

32'1.I3

Monthly Payment

7,291.52
1,962.77

Period #7 - let Debt Scxvice Payment

Maximum Payment (Induces interest payable from Closing fol st Payment). . . . . . .  $

.  S

MFA will calculate thajirst payment due on Period #7: payment will depend on avowal loandraws.

Periods #8 through . . . . S

Periods #67 through s

Periods #121 thfvvsll $

Periods #181 through s

1,962.77
1,635.64
1,635.64
1,635.64

VWFA Loan Agreement Exhlblt A -~ Page 1



Combined

Iutwest Md

Fas Rate
I

Fixed
Monthly
P

0.00
0.00
0.00
0.00
0.00
0.00

Mouurllmly

Payment

Dates

Fixed

Monthly

Payment

I

Prod
1
2
3
4
5

. 6
7
8
9
10
1 l
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Momwllly
Payment

Dams
12/01/09
01/01/10
02/01/10
03/01/10
04/01/10
05/01/10
06/01/10
07/01/10
08/01/10
09/01/10
10/01/10
11/01/10
12/01/10
01/01/11
02/01/11
03/01/11
04/01/11
05/01/11
06/01/11
07/01/11
08/01/11
09/01/1 I
10/01/11
11/01/11
12/01/11
01/01/12
02/01/12
03/01/12
04/01/12
05/01/12
06/01/12
07/01/12
08/01/12
09/01/12
10/01/12
11/01/12
12/01/12
01/01/13
02/01/13
03/01/13

4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%

1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77

Period
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80

04/01/13

05/01/13

06/01/13

07/01/13

08/01/13

09/01/13

10/01/13

11/01/13

12/01/13

01/01/14

02/01/14

03/01/14

04/01/14

05/01/14

06/01/14

07/01/14

08/01/14

09/01/14

10/01/14

11/01/14

12/01/14

01/01/15

02/01/15

03/01/15

04/01/15

05/01/15

06/01/15

07/01/15

08/01/15

09/01/15

10/01/15

11/01/15

12/01/15

01/01/16

02/01/16

03/01/16

04-/01/16

05/01/16

06/01/16

07/01/16

cmmanea
Inrlwestma
Foe Rll=s
4.200%
4.200%
4.200%
4.200%
4.200%.
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%

f

1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,962.77
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
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MomMy
Payment

D a t a

Combined

lumens: and

Fee Rate

Fixed

Monthly

Payncncnt

I

Period

81

82

83

84

85

86

87

88

89

90

91

92

93

94

95

96

97

98

99

100

101

102

103

104

105

106

107

108

109

110

111

112

113

114

115

116

117

118

119

120

08/01/16
09/01/16
10/01/16
11/01/16
12/01/16
01/01/17
02/01/17
03/01/17
04/01/17
05/01/17
06/01/17
07/01/17
08/01/17
09/01/17
10/01/17
11/01/17
12/01/17
01/01/18
02/01/18
03/01/18
04/01/18
05/01/18
06/01/18
07/01/18
08/01/18
09/01/18
10/01/18
11/01/18
12/01/18
01/01/19
02/01/19
03/01/19
04/01/19
05/01/19
06/01/19
07/01/19
08/01/19
09/01/19
10/01/19
11/01/19

4. 200%
4. 200%
4. 200%
4.200%
4.200%
4. 200%
4.200%
4.200%
4.200%
4.200%
4. 200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4. 200%
4.200%
4.200%
4. 200%
4. 200%
4.200%
4. 200%

Fixed

Monthly

Paynncut

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

Period

121

122

123

124

125

126

127

128

129

130

131

132

133

134

135

136

137

138

139

140

141

142

143

144

145

146

147

148

149

150

151

152

153

154

155

156

157

158

159

160

12/01/19

01/01/20

02/01/20

03/01/20

04/01/20

05/01/20

06/01/20

07/01/20

08/01/20

09/01/20

10/01/20

11/01/20

12/01/20

01/01/2 l

02/01/21

.03/01/21

04/01/21

05/01/21

06/01/21

07/01/21

08/01/21

09/01/2 l

10/01/2 I

11/01/21

12/01/21

01/01/22

02/01/22

03/01/22

04/0u22

05/01/22

06/01/22

07/01/22

08/01/22

09/01/22

10/01/22

11/01/22

12/01/22

01/01/23

02/01/23

03/01/23

c o m b i n e
I n m a n  M d

Fee Rllae
4.200%
4.200%
4.200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4. 200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%

1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,a5.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
1,635.64
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mod

cmnbmed

Inmersstand

Fee Rate

Combined

Illmemest and

Fee Rate

161

162

163

164

165

166

167

168

169

170

171

172

173

174

175

176

177

178

179

180

181

182

183

184

185

186

187

188

189

190

191

192

193

194

195

196

197

198

199

200

Monthly
Paymaxt
Dates

04/01/23
05/01/23
06/01/23
07/01/23
08/01/23
09/01/23
10/01/23
11/01/23
12/01/23
01/01/24
02/01/24
03/01/24
04/01/24
05/01/24
06/01/24
07/01/24
08/01/24
09/01/24
10/01/24
11/01/24
12/01/24
01/01/25
02/01/25
03/01/25
04/01/25
05/01/25
06/01/25
07/01/25
08/01/25
09/01/25
10/01/25
11/01/25
12/01/25
01/01/26
02/01/26
03/01/26
04/01/26
05/01/26
06/01/26
07/01/26

4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%

Fixed

Momrliuly

Paynunnt

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

I ,635.64

1,635.64

1,635.64

1,635.64

1,635 .64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

l ,635.64

I ,635 .64

1,635.64

1,635.64

1,635.64

Period
201
202
203
204
205
206
207
208
209
210
211
212
213
214
215
216
217
2l b
219
220
zz1
222
223
224
225
226
227
228
229
230
231
232
233
234
235
236
237
238
239
240

0 w 1 n 6
09/01/26
10/01/26
11/01/26
12/01/26
01/01/27
02/01/27
03/01/27
04/01/27
05/01/27
06/01/27
07/01/27
08/01/27
09/01/27
10/01/27
11/01/27
12/01/27
01'/01/28
02/01f2s
03/01/28
04/01/28
05/01/28
06/01/28
07/01/28
08/01/28
09/01/28
10/01/28
11/01/28
12/01/28
01/01/29
02/01/29
03/01/29
04/01/29
05/01/29
06/01/29
07/01/29
08/01/29
09/01/29
10/01/29
11/01/29

4.200%
4.200%
4.200%
4.200%
4.200'%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%
4.200%

Fixed

Monthly

Pal/nnncnt

1,635.64

1,635.64

1,635.64

1,635 .64

1 ,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

.1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

l ,635 .64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64
1,635.64

1,635 .64

1,635.64

1,635.64

1,635.64

1,635.64

1,635.64

1,635 .64

1,635.92
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Exhibit B

Technical Terms and Conditions

Section 1
Budget

Uses by Budget Item Amount Budgeted

Plalming..

Design & Engineering.......

Legal/Debt AuWod on............

Financial Advisor.. .

Land/System Acquisition..

Equipment/Materials...

Construction/Installation/Improvement..

Inspection & Construction Management....

Project Officer........

AdMiI1iSU8tiOl'l...................

SET Train'ulg... ..

Capitalized Interest........

Refinance Loan..

$435,000.00

Section 2
Project Description

Willow Valley Water Company plans to replace the existing meters with modem meters and
equip the meter boxes with radios that will allow for remote readings. The new meters will
remove the Need to enter homeowners' backyards to collect usage data, while also improving
reading accuracy.

B-1



Section 3
Estimated Observation and Disbursement Schedule

WIFA Withholding % (released after Final Observation) 5%

|

WIFA Withholding.. s '2T,750.00

Additional Observations - A WIFA representative may perform additional observationsbsnsed
on information provided in the projects status reports included in each Local Borrower
disbursement requisition form.

Section 4
Requirements Prior To Constnlction

Section 4.1 Construction Bids. No requirement

Section 4.2 User Charges. The Local Borrower has establidmed (or, if the System is not yet in
operation, the Local Borrower will, at or before the time the System commences operation,
establish) a system of user charges which, with other funds lawfixlly available, will at ad] times be
sufficient to pay the costs of operation and maintenance of the System, including renewals and
replacements of the System. The Local Borrower also agrees that such system of user charges
will be established and maintained in compliance with any applicable requirements of state and
federal law as long as the Local Borrower owes amounts under this Loan Agreement. The Local
Borrower at its sole option may pay the costs of operation, maintenance, repair, replacement,
extensions and additions to the System from any funds lawfully available to it for such purpose.

Section 4.3 Interest in Pmieet Site. As a condition of the Loan, the Local Borrower will
demonstrate to the satisfaction of the Authority that the Local Borrower has or will have a fee
simple or such other estate or interest in the site of the Project, including necessary easements
and rights-of-way, as the Authority finds sufficient to assure undisturbed use and possession for
the purpose of construction and operation of the Project for the estimated life of the Project.

Section 4.4 Federal Clean Water Act. The Local Borrower covenants that, to the extent
legally applicable, the Project will meet the requirements of the Federal Clean Water Act in
effect on the date of Loan Closing and any amendments thereto that may retroactively apply to
the Loan, and the Local Borrower agrees that the Project wi l l comply with applicable provisions
of those federal laws and authorities listed inArticle 9 of the StandardTerms and Conditions.

Section 4.5 Federal Safe Drinking Water Act. The Local Borrower covenants that, to the
extent legally applicable, the Project will meet the requirements of the Federal Safe Drinking
Water Act in effect on the date of Loan Closing and any amendments thereto that may
retroactively apply to the Loan, and the LocalBorrower agrees that the Project will comply with
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applicable provisions of those federal laws and authority listed in Article 9 of the Standard
Terms and Cond i t i on .

Section4.68228. No requirement

Section 5
Requirements During Construction

Section 5.1 Channa in Project Scene. The Local Borrower shall submit to the Authority, for
review'and approval prior to execution, any change to the plans and specifications, construction
contracts, Eligible Project Costs, or any other change which will effect the performance
standardsor purpose of the Project.

Section 5.2 Completion of Project and Provision of Moneys Therefor. The Local Borrower
covenants and agrees (a) to exercise its best efforts in accordance with prudent utility
construction practice to complete the Project and (b) to the extent permitted by law, to provide
from its own fiscal resources al l  moneys, 'm excess of the total amount of loan proceeds it
receives hereunder and under any subsequent loan from the Authority, required to complete the
Project.

Section 5.3 Inspections: Information. The Local Borrower shall permit the Authority and any
party designated by the Authority to examine, visit and inspect, at any and all reasonable times,
the property, if any, constituting the Project, and to inspect and make copies of any accounts,
books and records, including (without limitation) its records regarding receipts, disbursements,
contracts, investments and any other matters relating thereto and to its financial standing, and
AMI supply such reports and information as the Authority may reasonably require in connection
therewith.

Section 5.4 Adiustments for Inelitrible Costs. The Local Borrower shall promptly reimburse
the Authority for any portion of the Loan which is determined to have been used for costs that
are not eligible for funding under the Authority Act, the Federal Clean Water Act, as amended,
or the Federal Safe Drinking Water Act, as amended, unless such matter is curable 'm some other
manner by the Local Borrower to the satisfaction of the Authority. Such reimbursement shall be
promptly repaid to the Authority upon written request of the Authority. Any such reimbursed
principal amount will be applied to reduce the outstanding principal amount of the Loan.

Section 5.5 Archaeological Artifacts. In the event that archaeological artifacts or historical
resources are discovered during construction excavation of the Project, the Local Borrower shall
stop or cause to be stopped construction activities and will notify the State Historic Preservation
Office and the Authority of such discovery.

Section 6
Requirements Prior To Final Disbursements

Section 6.1 Plan of Operation. No requirement

Section 6.2 Final Approval. No requirement
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Exhibit C

Reporting Requirements

Section l. Annual Loan Rev iew. The Authority's Annual Loan Review Form and annual
financial statements in a format approved by the Authority, including the report of any annual
audit(s) and all audit reports required by governmental auditing standards and any applicable
Arizona rules, shall be provided by the Local Borrower to the Authority within one-hundred and
eighty (180) days alter the end of each fiscal year of the Local Borrower. The Local Borrower
shall complete all audits and submit all reports required by the federal Single Audit Act within
the time limits under that ibderad law, currently within the earlier of 30 days after receipt of the
auditor's reports or nine months alter the end of the audit period, unless a longer period is agreed
to in advance by the federal agency that provided the funding or a different period is specified in
a program-specific audit guide.

Section 2. Records and Accounts. The Local Borrower shall keep accurate records and
accounts for the System, including the Project (the ".S)/.rtem Records"), separate and distinct from
its other records and accounts (the "General Records"'). To the extent required by law, such
System Records shall be maintained in accordance with generally accepted government or other
applicable accounting standards and shall be audited annually, if required by law, by an
independent accountant, which audit may be part of the annual audit of the General Records of
the Local Borrower. Such System Records and General Records shall be made available for
inspection by the Authority at any reasonable time.

Section 3. Notice of Chalice In Kev Personnel. Promptly after becoming aware thereof; the
Local Borrower shall provide notice in writing to the Authority of any change to the information
'm Section 1 of the Loan Agreement and any other change 'm key personnel connected to the
Project and Loan.

Section 4. Notice of Material Adverse Chance. The Local Borrower shall promptly notify the
Authority of any material adverse change in the activities, prospects or condition (financial or
otherwise),of the Local Borrower relating to the System, or in the ability of the Local Borrower
to make all Loan Repayments from the Source of Repayment described in this Loan Agreement
and otherwise to observe and perform its duties, covenants, obligations and agreements
hereunder.

Section 5. Disadvantaged Business Enterprise (DBE\ Program. The Loco! Borrower must
report DBE participation to the Authoritybased on guidance from the Authority.

Section 6. Notice of Default. Promptly after becoming aware thereof, Local Borrower shall
give notice to the Authority of (i) the occurrence of any Event of Default under the Loan
Agreement or (ii) the occurrence of any breach, default, Event of Default, or event which with
the giving of notice or lapse of time, or both, could become a material breach, default, or Event
of Default (a "Future Breach") under any agreement, indenture, mortgage, or other instrument
(other than the Loan Agreement) to which the Local Borrower is a party or by which it or any of
its property is bound or affected. Local Borrower shall provide written notice to the Authority if
the effect of such breach, default, Event of Default or Future Breach is to accelerate, or to permit
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the acceleration 012 the maturity of any indebtedness under such agreement, indenture, mortgage,
or other instrument; provided, however, that the failure of the Local Borrower to give such notice
shall not effect the right and power of the Authority to exercise any and adj of the remedies
specified herein.

Section 7. Notice of Non-Environmental Litigation. Promptly alter the commencement or
overt threat thereof, Local Borrower shall provide the Authority with written notice of the
commencement of all actions, suits, or proceedings before any court, arbitrator, or governmental
department, commission, board, bureau, agency, or instrumentality affecting Local Borrower
which, if adversely determined, could have a material adverse effect on the condition (financial
or otherwise), operations, properties, or business of Local Borrower, or on the ability of Local
Borrower to perform its obligations under the Loan Agreement.

Section 8. Notice of Enviroumentd Litigation. Without limiting the provisions of Section 7
above, promptly after receipt thereof, Local Borrower shall provide the Authority with written
notice of the receipt of all pleadings, orders, complaints, indictments, or other communication
alleging a condition that may require Local Borrower to undertake or to contribute to a cleanup
or other response under laws relating to environmental protection, or which seek penalties,
damages, injunctive relief, or criminal sanctions related to alleged violations of such laws, or
which claim personal injury to any person or property damage as a result of environmental
factors or conditions or which, if adversely determined, could have a material adverse effect on
the condition (financial or otherwise), operations, properties, or business of Local Borrower, or
on the ability of Local Borrower to perform its obligations under the Loan Agreement.

Section 9. Reaulatorv and Other Notices. Promptly after receipt or submission thereof Local
Borrower shall provide the Authority with copies of any notices or other communications
received from or directed to any governmental authority with respect to any matter or proceeding
which could have a material adverse effect on the condition (financial or otherwise), operations,
properties, or business of Local Borrower, or the ability of Local Borrower to perform its
obligations under the Loan Agreement, or which reveals a substantial non compliance with any
applicable law, regulation or rule.

SeCtion 10. Other Information. The Local Borrower shall submit to the Authority other
information regarding the condition (financial or otherwise), or operation of the Local Borrower
as the Authority may, from time to time, reasonably request.

Section 11. Additional Renortimr Requirements. The Local Borrower shady refer to the Loan
Agreement Recovery Act Addendum for additional reporting requirements.
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Exhibit D

Debt Service Reserve And Replacement Reserve Requirements

Section 1. Debt Service Reserve Fund.

(a) There is established and maintained a Debt Service Reserve Fund held by the Lender. The
deposits required pursuant to this Exhibit shall be automatically debited from the Borrower
Deposit Account along with Borrower's regularly scheduled payments of principal and interest.
The amount allocated to the Debt Service Reserve Fund shall be administered and invested by
the Lender and allocated to the Borrower (the "Debt Service Reserve Fund"). Amounts therein
shall secure payment to Lender of Loan repayments payable under the Loan Documents. The
regularly scheduled deposits into the Debt Service Reserve Fund shall be in an amount, as
determined by Lender, so as to accumulate over live (5) years an amount equal to the highest
amount of Loan repayments by Borrower in any fiscal year as shown in the Loan repayment
schedule, which Borrower and Lender agree is the initial amount of the debt service reserve
requirement (the "Debt Scrvice Reserve Reauiremcnt") for the Loan. Initially, the amount of the
Debt Service Reserve Requirement and the amount of the required periodic build up are set forth
in Exhibit A. The amount of the Debt Service Reserve Requirement and the amount of the
required periodic build up will be adjusted to reflect any adjustment of the Loan repayment
schedule.

(b) For so long as the Loan is outstanding, if on any Interest Payment Date or Principal
Repayment Date Borrower has not paid to Lender an amount equal to the amount of principal
and interest due on the Loan pursuant to this Agreement, Borrower hereby consents and directs
the Lender to transfer, the amount of the deficiency from the Debt Service Reserve Fund to the
payment of any amounts due. Borrower shall then cause to be delivered to Lender for deposit to
the Debt Service Reserve Fund after provision is made for payment of amounts which have
become due under this Agreement an amount sufficient to cause the amount credited to the Debt
Service Reserve Fund to be at least equal to the amount then required to be on deposit therein.

(c) The Lender may commingle funds ofBorrower with other funds but shallkeep adequate and
accurate records of moneys and investment earnings on amounts credited to the Debt Service
Reserve Fund. Borrower shall pay the reasonable fees and charges of the Lender for
administering the Debt Service Reserve Fund from investment earnings on amounts credited to
the Debt Service Reserve Fundin an amountnot to exceed l0% of investment earnings.

(d) Not less than annually, Lender shall deliver to Borrower an accounting of the Debt Service
Reserve Fund, indicating the principal amount therein, and net annual investment earnings
(investment earnings less administrative costs and fees pursuant to Clause (c) of this Section)
(the "Net Eamin.qs") .  Net Earnings shall be applied not less than annually as a prepayment of
principal.

(e) Subject to subsections (a), (b), (c), and (d) of this Section, when the Debt Service Reserve
Fund is equal to or greater than the amounts due from the Borrower, the Lender shall'
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(i) Apply the Debt Service Reserve Fund to pay in full all amounts payable by Borrower
under this Agreement.

(ii) Transfer to Borrower ad! monies remaining in the Debt Service Reserve Fund after
payment 'm full of all amounts payable by Borrower.

Section 2. Replacement Reserve Fund.

I

I

(a) Borrower shall establish a separate account to secure payment to Lender of Loan repayments
payable under the Loan Documents (the "Replacement Reserve Fund"). The Replacement
Reserve Fund shall be held and administered by the Borrower in an account which is acceptable
to Lender pursuant to the provisions of the Agreement. Borrower shall cause to be deposited on
or before the first business day of each month commencing with the sixty~iirst (61st) month
following the month in which the first Advance occurs amounts at least equal to one-twelfth
(1/12th) of twenty percent (20%) of the highest amount of Loan repayments by Borrower in any
fiscal year as shown in the Loan repayment schedule. Initially, the amount of the required
monthly deposit and the aggregate annual deposits arc set forth inExhibit A. The amount of the
required monthly deposit will be adjusted to reflect any .adjustment of the Loan repayment
schedule.

(b) For so long as the Loan is outstanding, if no Event of Default, and no event or occurrence
which, with the giving of notice or the passage of time or both, would become an Event of
Default (an "Unmatured Event of Default"), has occurred and is continuing, Borrower from time
to time may withdraw moneys from the Replacement Reserve Fund and apply the moneys
withdrawn for one or more of the following purposes: (i) for the acquisition of new, or the
replacement of obsolete or worn out, machinery, equipment, furniture, fixtures or other personal
property for the drinking water system provided that the property is depreciable; (ii) for the
performance of repairs with respect to the drinking water system which are of an extraordinary
and non-recurring nature provided that the property is depreciable; (iii) for the acquisition or
construction of additions to or improvements, extensions or enlargements ro, or remodeling of,
the drinking water system provided that the property is depreciable; and/or (iv) to make
payments to Lender on the Loan.

(c) For so long as the Loan is outstanding, if on any Interest Payment Date or Principal
Repayment Date Borrower has not paid to Lender an amount equal to the amount of principal
and interest due on the Loan pursuant to this Agreement, and the Debt Service Reserve Fund
does not hold sufficient moneys to cover the deficiency, Lender will direct the Borrower to
transfer, and Borrower hereby consents to transfer, the amount of the deficiency from the
Replacement Reserve Fund to Lender.

(d) The Lender shall require that the Borrower shall keep adequate and accurate records of
moneys, investments and investment earnings on amounts credited to the Replacement Reserve
Fund. Lender shall have the right to audit the records of the Borrower insofar as they pertain to
the ReplacementReserveFund.
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Section 3. Debt Service Reserve Fund and Renlaeement Raerve Fund as Collateral..

(a) Grant of Securitv Interest. As collateral security for the prompt and complete payment when
due of all obligations of the Borrower to the Lender under the Agreement and the Note and all
other obligations and liabilities of the Borrower to the Lender, whether direct or indirect,
absolute or contingent, due or to become due, now existing or hereafter incurred, arising under,
out of, or 'it connection with, the Agreement or any of the Loan Documents (the "Obligations"),
Borrower has granted, bargained, sold, assigned, pledged, and set over and by these presents
does hereby grant, bargain, sell, assign, pledge, transfer and set over unto the Lender, and its
successors and assigns, all of the Bon*ower's right, title and interest in and to any amounts held
or deposited in the Debt Service Reserve Fund and in the Replacement Reserve Fund (the
"Pledged Funds").

(b) Tams and Conditions.

(i) The Debt Service Reserve Fund and all amounts deposited therein shall be held in the
sole dominion and control of the Lender and shall be administered by the Lender as a
collateral account for the benefit of the Lender, and Borrower shall have no rights Or powers
with respect to, or control over, the Debt Service Reserve Fund or any part thereof
Borrower's sole right with respect to the Pledged Funds in the Debt Service R.eserve Fund
shall be as provided in the Agreement,

(ii) From and after the occurrence and during the continuation of an Event of Default, Lender
may, in the sole and absolute discretion of the Lender, apply the Pledged Funds 'm the Debt
Service Reserve Fund, and, if there are insufficient Pledged Funds in the Debt Service
Reserve Fund, in the Replacement Reserve Fund, to the Obligations in the following order*
(i) all outstanding costs, expenses, fees and late charges due the Lender, (ii) interest at the
rate Or rates specif ied in the Loan Documents and (iii) the principal amount of the
Obligations. All interest and other investment earnings amounts from time to time accrued
and paid on the Pledged Funds in the Debt Service Reserve Fund and the Replacement
Reserve Fund shall be retained in the Debt Service Reserve Fund and the Replacement
Reserve Fund and shall be applied in accordance with the Agreement.

(iii)Lemder shall have, with respect to the Pledged Funds, all rights and remedies of a secured
party under Article 9 of the Arizona Uniform Commercial Code and other applicable laws.

Section 4. Renraentations. Warranties and Covenants.

(a) Borrower agrees to establishupon closing and maintain the Debt Service Reserve Fund and
the Replacement Reserve Fund in accordance with the provisionsof the Agreement.

(b) The Borrower covenants that it will not apply, or permit the application Gil amounts on
deposit in, or required by theprovisions of this Agreement to be on deposit in, the Debt Service
ReserveFund and/or the Replacement Reserve Fund except in accordance with the provisions of
this Agreement.
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(c) Borrower hereby represents and warrants no Lender, effect on the date of the Agreement and
on the date of each deposit of Pledged Funds to the Debt Sewicc Reserve Fund and the
Replacement Reserve Fund, that:

(i) No filing, 1-ecording, registration or declaration with or notice to any person or entity is
required 'm order to preserve or perfect the Erstpriority lien and charge intended to be created
hereunder in the Pledged Funds.

(ii) Except for the security interest granted to the Lender pursuant to this Agreement,
Borrower is the sole owner of the Pledged Funds, having good and marketable title thereto,
free and clear of any and all mortgages, liens, security interests, encumbrances, claims or
rights of others.

(iii)No security agreement, financing statement, equivalent security or lien instrument or
continuationstatement covering all or part of the Pledged Funds is on file or of record in any
publicofficeexcept such as may have been filed by the Borrower in favor of the Lender.

(iv)This Agreement constitutes a valid and continuing first lien on and first security interest
in the Pledged Funds in favor of the Lender, prior to ad] other liens, encumbrances, security
interests and rights of others, and is enforceable as such as against creditors of and purchasers
from the Borrower.

(d) Without the prior written consent of the Lender, the Borrower hereby covenants and agrees
that it will not sell, assign, transfer, exchange or otherwise dispose Ag or grant any option wi th
respect to, the Pledged Funds, nor will it create, incur or permit to exist any pledge, lien,
mortgage, hypothecation, security interest, charge, option or any other encumbrance with respect
to any of the Pledged Funds, or any 'interest therein, except for the security interest provided for
by the Agreement.

(e) Borrower hereby covenants and agrees that it will defend Lender's right, title and security
interest in and to the Pledged Fundsagainst theclaims and demands of all persons whomsoever
except to the extent, whicharise out of the willliilmisconduct or gross negligence of theLender.

I
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Exhibit E

Limits 011 Additional Indebtedness Without Lender Consent

Unless otherwise agreed to 'm writing by Lender, while this Agreement is in effect, whether or
not any Advance is outstanding, Borrower shall not:

(a) Borrowings. Create, incur, assume, or allow to exist, directly or indirectly, any indebtedness
or liability for borrowed money, for the deferred purchase price of property or services, or for the
lease of real or personal property which lease is required to be capitalized under GAAP or which
is treated as an operating lease under regulations applicable to the Borrower but which otherwise
would be required to be capitalized under GAAP (a "Capital Lease"), except for (i) accounts
payable to trade creditors and current operating liabilities (other than for borrowed money)
incurred 'm the ordinary course of Borrower's business, and (ii) Capital Leases, the aggregate
amount of which exceeds at any one time $10,000.00.

(b) Leases. Create, incur, assume, or permit to exist any obligations as lessee for the rental or
hire of any read or personal property, except leases which do not in the aggregate require
Borrower to make payments (including, without limitation, taxes, insurance maintenance, and
other charges) in any fiscal year of Borrower occurring during the term hereof in excess of
s10,000.00.

(c) Willow Vdlev Water Companv: Create, incur, assume, or allow to exist, directly or
indirectly, any indebtedness or liability for borrowed money,

any such liability to any one member, regardless of amount, without such member consenting to,
through the execution and delivery to WIFA oil the Subordination Agreement included in these
loan documents behind Tab 13.

. to any member of the Willow
Valley Water Company the aggregate amount of which exceeds at any one time $10,000.00, or



Exhibit F
PROMISSORY NOTE

$435, 000.00 Phoenix, Arizona
November 6, 2009

For Value Received, Willow Valley Water Company ("Borrower"), promise to pay to WATER
INFRASTRUCTURE FINANCE AUTHORITY OF ARIZONA ("Lender") or order the aggregate
principal amount outstanding on Borrower's loan as shown on Lender's records which shall at all
times be conclusive and govern, with interest thereon at an annual rate equal to four and two tenths
of one percent (4.2%). Interest shall be calculated on a 360-day year for all advances, but, in any
case, shall be computed for the actual number of days in the period for which interest is charged.
Principal and interest shall be payable at the times and in the manner set forth in the Loan
Agreement (as hereinaher defined).

I

Lender and Borrower have established specific instructions and procedures by which draws against
said credit will be presented for disbursement pursuant to the terms and conditions of that certain
Loan Agreement of even date herewith (the"Loan Agreement"), but nothing contained herein shall
create a duty on the part of Lender to make said disbursement if Borrower is in' default. The
undersigned shall not be enticed to total disbursements hereunder exceeding four hundred thirty-tive
thousand ($435,000.00), such lesser amount determined in accordance with the Loan Agreement
with respect to the Loan (as defined in the Loan Agreement).

All amounts payable hereunder shall be paid in lawtizl money of the United States. Principal and
interest shall be payable at ll10 West Washington, Suite 290, Phoenix, Arizona 85007, or at such
other place as the holder hereofmay designate. Borrower may prepay the Loan, in whole or in part,
at any time without premium or penalty pursuant to Section l(a) of the Standard Terms and
Conditions relating to the Loan.

Absent a default under this Note or the Loan Agreement, any payments received by the holder
hereof shall be applied first to sums,other thanprincipal and interest,due die holderhereof, next to
the payment of dl interest accrued to the date of such payment, and the balance, if any, to the
payment of principal. Any paymentsreceived by the holder hereof otter anyEvent of Default (as
defined in the Loan Agreement)shall beapplied to the amounts specified in thisparagraph in such
order as the holder hereof may, in its sole discretion, elect.

If any payment of interest and/orprincipal is not received by the holder hereof when such payment is
due, then,as additional remedies, (a) a latecharge of sixpercent (6%) of the amount dueand unpaid
willbe added to the delinquentamount for any payment past due in excess of fifteen (l5) days and
(b) all past due payments of principal and/or interestshall bear interest from their due date until paid
at an annual rate equal to the sum of (i) six percent (6%) and (ii) the interest ratespecifiedherein,
payable ondemand (the "Default Rate").

I

This Note shall become immediately due and payable at the option of the holder hereof without
presentment or demand or any notice to Borrower or any other person obligated hereon, upon default



in the payment of any of  the principal hcrcofor any interest thereonwhen due, or if any event occurs
o r condition ex i s t s  w h i ch  au t ho r i zes  t he  aecck ra t i on  o f  t he  m a t u r i t y  he reo f  unde r  t he  Loan
Agreement . T i m e is of  the essence wi th regard to al l  payment obl igat ions in this Note.  Fai lure to
exercise any remedy or right hereunder shallnot const i tute a waiver of the right to exercise the same
in the event of any subsequent defaul t .

I n  t he  even t  any holder hereof  u t i l i zes the serv i ces of  an at torney in  a t tempt ing to  co l lect  the
am oun t s  due  he reunde r  o r  t o  en f o rce  t he  t e rm s  he reo f  o r  o f  any agreements re l a t ed  t o  t h i s
indebtedness, or i f  any holder hereof becomes party plaint i f f  or defendant in any legal proceeding in
re la t i on  t o  t he  proper t y  descr i bed i n  any ' i ns t rument  secur ing  th i s  Note  or  f o r  t he  recovery  or
protection of the indebtedness evidenced hereby, Borrower, its successors and assigns, shall repay to
such holder hereof;  on demand, al l  costs and expenses so °mcurred, including redonable attorney's
fees, including those costs,  expenses and at torney's fees incurred al ter the f i l ing by or against  the
Borrower of  any proceeding under any chapter of  the Banldmptcy Code,  or simi lar federal  or state
statute,  and whether incurred in connect ion with the involvement of  any holder hereofas credi tor in
such proceedings or otherwise.

Borrower and al l  suret ies,  endorsers and guarantors of  this Note waive demand,  presentment  for
payment ,  not ice of  nonpayment ,  protest ,  not ice of  protest  and al l  other not ice,  f i l ing of  sui t  and
di l igence in col lect ing this Note or the release of any part primari ly or secondari ly l iable hereon and
l i l rther agree that  i t  wi l l  not be necessary for any holder hereof,  in order to enforce payment  of  this
Note by any of them, to f i rst  inst i tute suit  or exhaust i ts remedies agdnst any macer or others l iable
hereford, and consent to any extension or postponement of t ime or payment of this Note or any other
indulgence wi th respect  hereto wi thout  not ice thereof  to any of  them.

Notwithstanding any provision contained herein to the contrary, the applicable rate of interest agreed
to herein shal l  include the appl icable interest rate described herein, in accordance with the terms of
this Note,  and any addi t ional  charges,  costs and fees incident to this loan to the extent  they are
deemed t o  be i n terest  under app l i cab le  Ar i zona law.  Should  the app l i cab le  ra te  o f  i n terest  as
calculated under this Note exceed that  al lowed b y law,  the appl icable rate of  interest  wi l l be t he
maximum rate of  interest  a l lowed by appl icable law.

Wil low Val ley Water Company

By
Name: Cindy LI es
Title: Chief Operating Officer

(',~¢. r w <=QCMZ=£»} €,Wcajv~n/
"Borrower"

2



BURCH & CRA0cH1o1.o, p.A.
AUWTURNEYI AT LAW

MAIJNI3 Aoonsas
HU. anon x eaaz

pl-1c1a~ll>c ARIZONA as 1

doz :ask DBBDRH HDAD
lurrz 2g0

FHUSNIX. AnzonA 15014

canal 274-'Isl 1
nix ¢eoz» za4oa4\

November 6, 2009

Water Infrastructure Finance Authority of Arizona
1110 West Washington,Suite 290
Phoenix, Arizona 85007
Attention: Executive Director

Loan (the "Loan") &om Water Infrastructure Finance Authority of Arizona ("Lender") to
Willow Valley Water Company ("Borrower")

Ladies and Gentlemen:

We have acted as counsel to Borrower in connection with the Loan evidenced by the Documents
(as defined below). You have requested our opinion concerning certain matters as required by
the Loan Agreement (defined below), Capitalized terms used and not otherwise defined 'm this
letter have the meanings given them in the Documents. .

-For purposes of this opinion letter, we have examined such questions of law and fact as we have
deemed it necessary or appropriate, and have examined the fo110Mng documents (collectively,
the "Documents"):

(a) the Loan Agreement between Lender and Borrower;

(b) the Promissory Note executed by Borrower and payable to Lender;

(c) Continuing Security Agreement executed by Borrower; .

(d) UCC-1 Financing Statement executed by Borrower;

(e) the Articles of Incorporation and Bylaws of Borrower;

(t) Evidence of action by the Board of Directors of Borrower with respect to Loan and the
Documents; and

(g) Ev idence of  the approval by the Arizona Corporation Commission of  the borrowing
represented by the Loan and of the rates, fees and charges of Borrower as currently in effect.

Re*
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Bumcn & CnAocH1ono, p.A.

Based upon the foregoing, and subjoot to the qualifications and limitations set forth below, it is
our opinion that: .

1. Borrower is a corporation duly organized, validly existing, and in good standing under the
laws of the State of Arizona.

2. Borrower has the requisite corporate power and authority to own and operate its properties
and assets, to carry out its business as such business is being conducted, and to carry out the
terms and conditions applicable to it under the Documents. The execution, delivery and
performance of the Documents by Borrower have been duly authorized by.adl requisite corporate .
action on the part of Borrower and the Documents havebeen duly executed and delivered by
Borrower.

3. Based upon our knowledge, representations of Borrower in the Documents and in
certi8cations made to us, during our examination of the records of the filings 'm the Superior
Court of the State of Arizona and the United States District Court for the District of Arizona,
there is no pending or overtly threatened litigation or other legal proceedings against Borrower.

4. The execution and delivery of the Documents by Borrower and consummation by Borrower
of the transactions contemplated by the Documents will not conflict with or result in a violation
of any applicable law or mle affecting Borrower.

5. No consent, approval, authorization or other action by, or filing with, any federal, state, or
local govemmentd authority is required in connection with the execution and delivery by
Borrower of the Documents and the consummation by Borrower of the transactions
contemplated by the Documents which has not been obtained or made. -_

6. The execution and delivery of the Documents by Borrower and consummation by Borrower
of the transactions contemplated by the Documents will not conflict with nor result in a violation
of Borrower's Articles of Incorporation or Bylaws.

7. Based solely upon our knowledge and a review of judgments, orders and decrees disclosed
by Borrower in certifications to us and by a search of the records of the Superior Court of
Arizona and the United States District Court for the District of Arizona for the past five years,
the executionanddelivery of the Documents by Borrower and consummation by Borrower of the
transactions contemplated by the Documents will not conflict with nor result in a violation of any
judgment, order or decree of any court or governmental agency to which Borrower is a party or
by which it is bound.

8. Based solely upon our lmowledge and a review of those agreements disclosed to us by
Borrower, the execution and delivery of the Documents by Borrower and consummation by
Borrower of the transactions. contemplated by the Documents will not conflict with nor result- in -
a violation of any contract, indenture, instrument Or other agreement to which Borrower is a
party or by which it is boruid.
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9. The Documents constitute legal, valid and binding obligations of Borrower enforceable in
accordancewith theilr terms. . -  . . '.

10. The Security Agreement creates a valid security interest in the collateral described therein, to
the extent that Borrower has rights in the collateral, but our. opinion is limited to collateral in
which a security interest may be granted pursuant to Article 9 of the Uniform Commercial Code
as adopted in the State of Arizona. A11 action necessary to perfect such security interest in
collateral in which a security interest may be perfected by tiling has been taken. For your
information, it is necessary to tile a continuation statement within six months prior to a date six
years from the original date of tiling. . . . . .

In rendering the foregoing opinions, we have assumed:

(i) The genuineness of ~'gnalmulas not witnessed,-Hn authenticity of Documcnnts submitted as
originals, and the conformity to cuiginsds of Documents summited =< copies;

(ii) The legal capacity of ally natural persons executing the Documents;

(iii) That the Documents accurately describe and contain the mutual understanding of the parties,
and that there are no oral or written statements or agreements that modify, amend, or vary, or
purport to modify, amend, or vary, any of the terms of the Documents;

(iv) "ilnat Borrower owns all of the property, assets and rights purported to be owned by it;

(v) That you will receive no interest, charges, fees or other benefits or compensation in the
nature of interest in connection with the tlnansaetions contemplated by the Documents other than
those that Borrower has agreed in writing in the Documents to pay; and

(vi) That the UCC-1 Financing Statement will be filed promptly and properly in the appropriate
governmental offices.

The opinions set forthabove are subject to the followingqualifications and limitations:

(a)The enforceability of the Documents may be subject or limited by bankruptcy, insolvency,
reorganization, arrangement, moratorium or other similar laws relating to or affecting the rights
of creditors generally;

(b) The enforceability of the Documents is subject to general principles of equity; and

(c) The enforceability of the Documents is further subject to the qualification that certain
waivers, procedures, remedies and other provisions of the Documents may be unenforceable
under or limited by the law of the State of Arizona; however, such law does not, in our opinion,
substantially prevent the practical realizations of the benefits intended by the Document.
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W e are exposing no opinion as to the.title to any property described ill. or the priority of my
lien or security interest cxruaied by, any of the Docuuients; . . '.

We are qualified to practice law in the State of Arizona, and we do not purport to be experts on,
or to express any opinion concerning, any law other than the law of the State of Arizona and
applicable federal law.

The opinicms expressedinthisldlaerarebaseduponthelawinefecttonthedatehareoi andree
assume no obligation to revise or supplement this opinion if such law be changed by legislsnive
action, judicial decision or ' . ' . ` '

This opinion is being furnished to you solely for your benefit and only with respect to the
transactions contemplated by the Documents. Accordingly, it may not be relied upon by or
quoted to any personor entity without, in each instance, our prior consent.

I
l

Amy D. Howland, Esq.
For the Firm
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Exhibit H
Borrower Disclosure

1. Exception(s) to Subsection 3(e) of the Standard Terms and Conditions entitled "Compliance
with Laws": (borrower to insert exceptions or "None")

None

2. Exception(s) to Subsection 3(1) of the Standard Terms and Conditions
"Environmental Compliance": (borrower to insert exceptions or "None")

entitled

None

3. Exception(s) to Subsection 3(g) of the StandardTermsand Conditions entitled "Litigation":
(borrower to insert exceptions or "None")

I

None

4. Exception(s) to Subsection 3(h) of the Standard Terms and Conditions entitled "Title to
Property": (borrower to insert exceptions or "None")

None

5. Exception(s) to Subsection 3(k) of the Standard Terms and Conditions entitled "Subsidiaries":
(insert exceptionsor"None")

None

WillowValley WaterCompany

By: 4
Name' Cindy Lila
Title' Chief Operating Officer
Date: November 6, 2009
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LOAN AGREEMENT STANDARD TERMS AND CONDITIONS

Water Infrastmcturc Finance Authority of Arizona

This document sets forth the Standard Terms and Conditions applicable no Loans made by the
Water Infrasu-ucturc Finance Authority of Arizona; the ("L¢,nd¢¢") to a Borrower. TheseStandard
Terms and Conditions are a pan of the Loan Agrceeinuent to which this document is attached
Capitalized terms not otherwise defined herein shall have the meanings given them in the Loan
Agreement. " -

S¢=w:ti.rm. 1 l ? ep 1l wn n v- . u t , 7  Pfefmyme-n t

(a) l m Femvmanf 9:-l-\»,rl11l»,, Bouow e:  sha l l  pay  N o Lender  t he  amounts  show n in  t he  Loan repayment  schcdde in

El l : l : l iM tA hereto on or  before the dates  a l rown in B;h1hi ; .A as  the same may  be adjus ted as  prov ided below No ref lec t
the rev ised pr inc ipal  nepaynnent  schedule of  the Loma.  At  the aspirat ion of  the Commitment ,  i f  du:  meal  amount  of  the
A d v a n c c s i s l e s s t h a n  & e l n a : & m m L o a n A 1 n c 4 m g  t h e a m o u n t o f e a c h p t i n c i p d i n s t a l l m e n t d u e a s  s e t  f o t t h i n  t h e h o a n
repayment  schedule contained in E3h11j; ,A shal l  be ul ius ted based on (A) the pr inc ipal  balance then outsumding,  (B) the

Lender  sha l l  compute  t he ad jus ted ' in t eres t  payment  amounts  lb :  each I n teres t  Payment  Dane t o  re f lec t  t he  ad jus ted
p r i nc i pa l  am oun t s  and  s ha l l  en t e r  t he  r es u l t s  'm  t he  Loan  repay m en t  c bedu le  and  f u rn i s h  t he  r ev i s ed  s c hedu le  t o
BO!IO'W¢I.

amortization schedule as provided in Ea&libi!1A and (C) av: Combined Inumsr and Fee Rate.  Upon such adjustment,

(b) gggpmmn Borrower may prepay the Loan, in whole, or in part ax any mc without premium or penalty.
Prepayment shal l  not  a l t er  t he repayment schedule except to the extent that the Encl principal repayment  date and the
End interest  repayment  dame shall be af fected thereby. '

( c ) AnnI3n¢n4nn Rf Pwmrnhn.. Absent s.  default under the Note or this Agreement, any payments  received by  Lender
shal l  be appl ied f i rs t to  sums,  other than principal and interest, due Lender, next  to the payment  of  al l  interest  accrued to
the date at' such payment ,  and the balance,  i f  any ,  no the plyurnent  of  pr inc ipal .  Any  payment :  tecc ived by  Lender a&er
any  Event  o f  Defau l t  sha l l  be appl iers  t o  t he amounts  spedied in this paragraph 'm such order as lender may, in its sole
discretion, elect .

(d ) I are 'P4v\110.ntr I f  any payment of insetest and/or punincipal is not received by  Lender  when such payment  is  due,
then,  as additional remedies, (a) a late charge of six percent (6%) of the amount due and unpaid wil l be added t o  t he
de l inquent  amount  Ear  my  paywnnent  p r : due in excess of Fifteen (15)  days  Md (b)  a l l  pas t  due payments  o f principal
and/or interest shall  bear interest f r om  t hd r  due  da t e  un t i l  pa i d at the annual ra t e  equa l  t o  t he  s um  o f  ( i )  s i x  pe t c m t
(6%) and ( i i )  the Interes t  Rate specified in E;hihi;A, payable on demand.

(e) (T-=1r:nlan'r»ns~ Rf Tnrensr I n t e r e s t  s h a l l  b e  c a l c u l a t e d  o n  t h e  a c t u a l  n u m b e r  o f  d a y  e a c h  A d v a n c e  i s  o u t s t a n d i n g  o n

t h e  b as i s  o f  a .  year  co n s i s t i n g  o f  360  d ays .  I n  cd cu l l a t i n g  i n t erest ,  t h e  d ame each  Ad van ce  i s  mad e sh a l l  b e  i n c l u d ed  an d

th e d ate  each  su ch  Ad van ce i s  rep ai d  sh al l  b e  excl u d ed .

( f )  E g y m ggr nm M441-nrifv The; O n the End Principal  Repayment Date, Bonow c r  s ha l l  m ak e one (1)  End payment of
principal,  accrued and unpaid interest,  and a l l  o t her  am ount s  due  and  pay ab le hereunder  and under  al l  of the Loan
Documents. l

S e c t i o n  2 .  C a m d i t i o n s  P r e c e d e n t .

(a) Fmditiqmqn Pumndrrarm If-9841 Mvanm ' I 'h i l A g e u 1 u e n s m d l u d e r ' :  o h i i g d o n  N o  n u a l k e  M U M  A d v i s e e  s h a l l .
b e c n m z e $ = c t i v e o n l y u p o n s ; & . l i l . c & o a u , s t B o n o w d l 1 o l e c o ¢ t m d e Q e n a e , o f & e E u M o w i n g c o n d i E o n s p : e c e d e n t , u
d etemn i xn ed b yl g n d er i n i taab co l u xtemd so l ed i scmd o n o n o r b eEar ¢W ed l teo fn ac l \ A d v l n ce

( i )  Loan  Documents. That Lender  receive duly executed or ig inals of th is Agreement,  the Note,  the Secur i ty
Agreement and all other instruments and documents contemplated hereby. .
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(ii) ¢".nf\'\fvm*r Purim-nm -.nd A\1rhn» 4w» rinn That Lender receive copies of (A) all company resolutions, documents
and proceedings of Borrower authorizing the execution, delivwesry, and per£0nnanoe of the Loan Documents to which Ir
is apany, oertilied to be uueand correctly the Secreary ofBonower; (B) BoxeovvetsArticlexoflnoorporation or other
orgmizmtional documents, with dl anaaxdments her&Eed by the Arizona Corporation Ccmnnnission; (C) ce:1iEcaw:ae as no
Bonowefs good standing fwfmn the Arizona Corporation Commission and (D) Bouowefs Bylaws or similar documents
with all amendnuenrs c¢r:iEed by the Secxnetnry of Borrower.

(49 44444 Thai Lender receive evidaxce satisfactory to it that all consents and appnovak which are necessary
for, or required as a condition of, the validity and enforceability of the Loan Documents have been obtained and are in
6.111 Eomceand effect.

(iv) f>pinif~n Rf Cnuqsel. T11at Lender receive an opinion of counsel for Borrower (who shall be acceptable to
Lender) in font and content acceptable to Lender.

(v) PHtf~=¢i0nmrlPl'°li'!"\fIi'n*\-- 'l'h\tLesudt.:neceivee¢viden~eentisincwcyhoitthatLeuderhu,nof the daase
ofd1einiti|1Adv~|nce,adulype|:iac0edsecuxityintenestan alllecllxritypzowidedforhusdn.

(vi) 239919, Thai Lender xecdve evidence satisfactory so it that Borrower possesses all necessary operating

permits, authodzations, approvals, and the like which are material to the conduct of Bonofwefs business or which may

otherwise be requhced by law. .

(vii) 'Mes 9» vfw'1tp.¢ That Borrower pay the Costa and expenses to obtain, perfect and determine the priority of
my security hereof. Further,if all costs and expenses of this Transaction are not known at the time of the initial advance,
Borrower agrees no pay such costs and expenses upon demand.

(viii) Inggggggg, That Lender receive evidence of insurance in such amount and covvcdng such risks as are usually

conied by cwnpanizs engaged in the same or similar busixncss.

(ix) W-hr Sn--rirn Rnwwrn Qnrl Wrnhrn-.flr-rnr Hmm-.funn That Lender undue evidnmoe :hat Bonulwer ha eshblishnd

d1eDebtSuvieeRI:s4:rveF'un~dandkqalsmcennaztkzserveFi\ndanuequinedinB;HEgDbe:el:a

(x) Sl1hnr¢lilla4m Amwunent That Leander receive n Suboardinndon Agreement, in Emma nd subcumoe udsilctouy

holgndns,Eziymecunedby&eBc¢muwuand&eSubomdinanedCndinuu.

(b) Minn.-wen f"1ene1~\\lyr. Lamdufs obligdonto nrmke elliAdvlnoe hereunder, iancludiangdae inidnlAdv1n~ce,ia subject

totheaadsélcdonofemchofdleinllowixigeondidonsp» neeedmtono¢he£umethedateofsuchAdvanne:

I

(4) Parent n¢ W-fanir That no Event of Default (as that term is scEned in Section 6 hereof) exists, and that there
has occurred no event which with the passage of time or the giving of notice, or both, could become an Event of
Default (a "Defaull")-

(ii) 941-minn Rnntnsnntntinn! 'Md Wln'f:1r\ti.Hl That the mepresenudnu nd wnmnlies of Boamowet confined in
&lisAg:eeunentbeuuemdconec:onudu of the date of theilniEnlAdvlu1oemdeachsublequcntAdvlnnend1nu@
nnadeonandnofluchdaee.

(iii) Otlmr Ifnvns Trout Lender receive such other items or docunnum as Lender may rusonsbly zequlire.
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Section 3. Representations And Warranties.

(I) 0'"F'"i'Ff|i`wr Pm» n1~`RfnBomnuwu(i)itdulyccglu\iled,vllidlyerisl:klg,md'mgood1hn~ding\uudettheII:wlofiu
|meofineou:|:o|:adun;6i)isdulyqmliied Indobuuinalmdilingoodat|ndi|» \g`me|chiudldietinninwhidzthe

&ondWbnninulluulnuslachqnulliiciltionneeesaucy;(iii)halallnqllili1eeom:polulu:andIeg1powe¢noownand
opeunaeinaaseuandnocanyoniubusiuaundweaueeinmomdpucicmndnInlnD¢eunn~ennuawlnrichiciaapuny,
(iv)ha.s dalyandkwiullyobtlilndmdnnlhlulinedalllicense|,ce¢|i5cst:e|,pemuit|,nud\o\|i:|n|licun|,lppeovlln,andthe
lihwhicllansmntssuislmtlmecnnductofiubuzdnusonuhichmnybeoiluerwiac:equi1nedbykw;(v)iseEgil:lel1obou:ow
6:ou1nLead¢¢.

(b) Nap, Anrhnn'w=rinf~~ Na Vinhfinns- Pfn The execution and delivery by Borrower Ag and the performance by

Borrower of its obligations under, the Loam Document: have been duly authorized by all requisite corporate action on
the part of Borrower and do not and will not (i) violate any provision of any hw, rule or regulations, any judgment, canoes:
or ruling of any court or governmental sgaxcy, the articles of ineorpcntion or bylaws of Borrower, or any agreement,
indenture, mortgage, or other instrument no which Borrower is a party or by which Borrower or any of its properties is
bound or @ be in conflict with, reaudc in a hureach or] or constitute with the giving of notice ox lapse of m'ne, or both, a
deiiult under any such agiceeuuent, indenture, mgggn8° , or other instrument. No action on the part of any member or
shareholder of Bouower is neeeuary in connection with the execution and delivery by Borrower of and the performance
by Borrower omits obligations under the Loan Dourmentt except for actions which have occurred.

(c) "lm_ No consent, permission, authodzzation, oder, or license of any governmental authority is necessary 'm
connection with the execution, delivery, performance, or en£:m:emcnt of the Loan Documaxts to which Borrower is a
penny, except such as have been obtained and are in full force :Md effect.

(d) Bif\r¥5fur Ao-nv-.nnnum 8l.chofd\eI.olnDoc1nuennsto1vhichBcmow¢:ilspanyigorvvhenewecuwdanddelivered
willbc,thelegal,v\lid,mdbindingobligltioaofBouowe4r,en£u¢eeableinancondancewilhits laemu ubjectonlyno
Iinnihltions oneliurcellbilityilsnpouedbyqapiicableluadnrupmminsolvency,noq1niznntion,mnnm|:ium,or|i|nil|\rl\ws
sfiecdngcsedinoWrighugenezully.

(g) ffnvnnli-mn- nrrlrh Laws Bor rower  i s in compliance w i t h all federal, state, and local  laws, rules, regulations,

ordinances, codes, and braden (collectively, "I.aszx")» the failure to comply with which could have a material adverse

effect on the condition, Financial or otherwise, operations, properties, or business of Borrower, at on the ability o f

Borrower to perform in obl igations under the Loan Documents, except as Borrower has disclosed on

(f) Unvrifnnmantvl ("OmnI"¢nr/-,. W ithout the provisions of Subsection (e) above, all property owned or leaned
by Borrows Md all operations conducted by it arc in compliance 'm all material respects with dl Laws relating ho
environmental protection, the failure of comply with which could have n material adverse effect on the condition,
inandal or otherwise, opalntions, properties, or business of Borrower, or on the ability of Borrower to perform its
obligations,under the Loan Documents,except as Borrower has disclosed on

(8) There arc no pending legal, arbitration, or governmental actions or p=° ===dims=to which Bouovwcr is a
party or to which any of its property is subject which, if adversely determined, could have a material adverse effect on
the condition, Financial or otherwise, operations,properties, or business of Borrower, or on the ability of Borrower to
periornn its obligations under the Loan Documents, and to the best of Borrow» wer's knowledge, no such actionsor
proceedings are threatenedor contemplated except as Borrower has disclosed on

(h) 'l11~1» , in Pfnnerrgv Borrower  holds  good and marlaeeable ad: no all of ins :Cd property and owns dl of ins personal

properly free and clear of any lien or encumlmnoe, except the l iens and encumbrances spedical ly identi&ed on3 \ i 9

H -

(9 Pinafgnigl §|~» .n-1n.|» =-~hv» - Nn Material. Advefnr (̀ .h¢fwe. FT All Enandal mnunenu suhnuitned no Lender in uonnedon
wMtheappl icn&c&eLolnoxineonnecdonwi&thisAg:ea1ment&irlymdE.\llypnesent&|eElumcilleon&6nnof
Bonrovnhndt1le.:aduofBouoIw¢1.'lopmrdons&r thepdodseolve:edtlacl:eby,mdanepup1redinlncomdmcewiHI
generally1ncepnedaucaunixngpuinciples&zregdatedu8idel('1GAA2")ccmistmtlyapplind Sinoethed1ine¢&ereof,
dmeaehu beenn~omnda1advwec}1angeindieEnanndnloondidonoropenndonsofBoxwwe:. All hvudgeu,
pzdecdnns,MibilhysuzdiegmdodzudccumeumionsubaunitnedbyBo~zl:onvel:boI.ende:nrebaseduponasaumpions
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that are reasonable and realistic, and as of the date hereof, no fact has come to light, and no event or transaction has

ocaaned, which would cause any assumption made daerein not ro be reasombk or realistic.

6) Rrisvwinyllvin-f. nFRu~\innns- Rnvvrln ' I 11epdndp l l lp l1 \oeofhu lu i l1n ls nndch iefuecudveof ice o f  Bomolweund  M
p l z wewh an ad 1en ecu md u eq u i :n ed b ySu & l eed o n @o fSed i cn 4 l :u eo fu ckep t i sa t th eb u a i an esso fEaeu eetad d an eaad
BouonaverslaowwnirnSedcni ofdxeApuennent.

( k ) B o u vJwer h asn o su h \ i d i l r y , exo ep tasB o u cwer h u d i sd o scd o n B ;h i _b j ;_H .

(1) W a f e r  R i gh t s  and  S y s t em  F m d l dnn Borrower has  water  r ights  w i th such amounts ,  pr ior i t ies  and qual i t ies  as  are
necessary  to adequately  serv ice Borrower 'a customers  and mernbcrs .  Borrower cont rols ,  owns,  or has access to al l  such
w a t e r  r i g h t s  B r e e  a n d  c l e a r  o f  t h e  i n t e r e s t  o f  a n y  t h i r d  p a r t y  a n d  h a s  n o t  s u f f e r e d  o r  p e r m i t t e d  m y  t r a n s f e r  o r
encumbrance of  such wane:  r ights ,  and has  not  abandoned such wane:  r ights ,  or  any  of  them,  nor  has  done any  ac t  or
thing which would impair  or cause the loss  of  any such wane:  r ights .  Borrower 's  ut i l i t y  fac i l i t ies  reasonably  meet  present
demand in  a l l  :mater ia l  respec t s ,  a re  cons t ruc ted in  a  good and workxmnl ike  manner ,  a re  'm  good woddng order  and
condit ion,  and comply 'm al l  respects  with appl icable laws.

S e c t i o n  4 . A j r m a d w  C o v e n a n t s . Unless otherwise agreed to in writing by Lender, while this Agnseemcnt is
'm erE:ct, whether or not any Advance la outstanding, Borrower agzcees to:

( 4 ) Fn11vtf~rn l=£vi1~u-|\g1m. P i e i e r v m a n d k e e p i z x  f u l l i n m o e u u d e f i e c t i t i c o u c p u u t c d u e n o e n a d g o o d s u n d i n g i n t h e
jun ind icdon  o f i t : i ncourpout iouand i t igood lumdi ing lndqual i iun ion to tnnalctbu lh lessinal lp l i 1eeuequ izedbyhw.

( 4 ) Ti¢~rnsn¢r D»|-vnit;-Pre D u l y a n d h l u v i h l l y o b u l i l x m d m n i n n i n ' m f u l l £ o n c e m d e f £ e c t a l l l i e a n c s , c e n i E n n e l ,
|_:emnit| ,au\:l1ou:izltiom,lgpconlgmddxeli lnewhichanematurial1:otheco»nductofBonowa¢'s lznniueasonviaiclnnnaly
beotheawuilexeqlaifredbylaw.

( b ) ¢"nfnnl ianr*n w ith Tnvrs  sod #9t 'ermvnrs Comply  w i th  ( i )  a l l  Laws ,  t he fa i lu re  to  comply  w i th  which cou ld  have a
macer is i l  adverse ef fec t  on the condi t ion,  F inanc ial  or  otherw ise,  operat ions ,  propert ies ,  or  bus iness  of  Borrower,  or  on
t he  ab i l i t y  o f  Bor row er  no  per f o rm  i t s  ob l iga t ions  under  t he  Loan D oc um ent s ;  and  ( i i )  a l l  ag t c ec uues nt s ,  indent ures ,
mortgages,  and other ins t ruments  to which i t  is  a party  or  by  which i t  or  my omits  property  is  bound.

( c )  Q g nl m l i s n n -  w i t h  R n v i f r r n m e n r a l  I n n . W i t hou t  l im i t i ng  t he  p rov i s i ons  o f  Subs ec t i on  (b )  abov e ,  c om p ly  i n  a l l

mater ia l  respects  w i th,  and cause al l  peaous occupy ing or  present  on any  propert ies  owned or leased by  Borrower to so
c o m p l y  w i t h  d l  L a w s  r e l a t i n g  t o  e n v i r o n m e n t a l  p r o t e c t i o n ,  t h e  f a i l u r e  t o  c o m p l y  w i t h  w h i c h  c o u l d  h a v e  a  m a t e r i a l
adverse ef fec t  on the condi t ion,  f inanc ial  or  otherw ise,  operat ions ,  propert ies ,  or  bus iness  of  Borrower,  or  on the abi l i t y
o f  Bor rower  t o  per form  i t s  ob l iga t ions  under  t he Loan Documents .

(e)  I nsuc lna l  Main ta in  insurance w i th  insurance companies  or  assoc ia t ions  acceptab le  ro  Lender  'm  such amours  and
cover ing such r isks  as  are usual ly  hurr ied by  companies  engaged in the same or s imi lar  bus iness  and s imi lady  s i tuated,
and  m ak e  s uc h  i naeas es  i n  t he  t y pe  o r  am oun t  o f  c ov e rage  as  Lender  m ay  reques t .  A l l  s uc h  po l i c i es  i ns u r i ng  any
col lateral  prov ided for herein,  shal l  prov ide for loss payable c lauses or endorsements  in form and consent  acceptable No
L e n d e r . A t  t h e  r e q u e s t  o f  L e n d e r ,  a l l  p o l i c i e s  ( o r  s u c h  o t h e r  p r o o f  o f  c o m p l i a n c e  w i t h  t h i s  S e c t i o n  a s  m a y  b e
sat is factory) shal l  be del ivered to Lender.

( f ) P1111g¢w:vM»intH.nnr». M a i m t n i n a n d p n e s e r v e a t n l l t i m e s i n p r o p e r t y , m d c a c h a n d e v e r y p u t a n d p u e e l t h z u o f ,
ingoodwpni : ,wackingcu:deuldeondi t i¢ml .nd 'mcounpi innnaewi thal lappl icablelawgneguhdonsmdonrdeu.

(8) Branlrs  and Refnf f is Keep adequauc records and books of account in accordance witch GAAP consis tent ly  appl ied.

(h) Ingpgggign, Permit Lender cu' its agents, during nonna business hours or at such other times as the parties may

agree, to examine Borrowers properties, books, Md records,and to discuss Borrowers aHlalirs, Finances, operations, and

accounts with its respective ofEcel:x, directors, employees, and independent cezdtied public accountants.

( i ) Uehr Qefvinn F m n e w m Achieve, at each Escxd year end a Debt Scrv icc  Coverage Rat io ( = * p 3 9 ' )  o f 1 . 20 .  F o r  t he
p u r p o s e s  o f th is Section ,  DSC s h a l l  b e  c o m p u t e d  b y adding net income plus  in teres t  expense, depreciation a n d
amort izat ion expenses and dividing the Ted by the sum of principal and interes t  payments  required duding the per iod.
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In thecomputation ofnetincamqgaina and losses anomy taxes or reduaion of tnxesremltingfronuthesaleorother
disposition or abandonment of capital asset, or ticoum increases or decreases in value of capital assets, or Scam the
retirement or reacquisition or resale or reissuaoce of debt of capital swell; shall be disregarded.

6) U|pn nF|\i1lir\*1mI.nn\|:\d9m;n7I\n P¢'nlp1'\.l1mp. Runninalledldngenpitnlandnehliliedennuing mdwbulsinoulndnellin
dxcvuunwhidmayaaamuhaeovcrandabovwsthatneededwpayopenling,msinnen|nce,debtaa4uine nrulRe11e|:ve
neqllil:en:lean;o:uleumelnoluedlncewbligulnioanduecnedimuugozh1vestlanlcEorclpihlexgendin1mamekueddinarlyto
Bonulwexhabilitytopmnovideselrvieestouleu.

(i) Any or all of the Water Rights, or any interest or :ight of Borrower in or to the Water Rights is conveyed to, or
becomes vested in, my person, other than Borrower and Lender, voluntarily oz involuntarily;

(k) Weiner Rinhrs Maintain or procure wane: rights with such amounts, priorities and qualities as are necessary to
service adequately Bonowcr's customers and members, whether riparian, appropriative, or otherwise and whether or not
appurtenant and whether groundwater or surénce water, any shares of stock and certificates evidencing the same; and all
grandfathered groundwater rights under A.R.S. Section 45-401, gg3gg. (collectively, the "llllntz Bight). Borrower will

continue to control, own or have access to all Water Rights Bree and clear of the interest of any third party, will not
suffer any Tzanskr of the Water Rights, will not abandon the Water Rights, nor do any act or t:hi=ng which would impair
or cause the loss of any of the Water Rights. For purposes of this paragraph (m) Transfer" means, respectively, each
and all of the following"

(ii). The occurrence of any event that results in any option, right of Erst refusal, other :ight to acquire, or any other
claim, interest, or right in, to, or against, any or all of the Water Right: being held by a person other than Bouolwer or
Lender, whether occurring voluntarily or involuntarily and whether arising by agreement, under any kw, ordinance,
regulation, or rule (federal, state, or local), or otherwise;

(iv) Borrower enters into any slgreenment the performance of which would result in a Transfer under any of the
clauses LE_through Qt) above, and the consummation of such egreernent is not expressly conditional upon the prior
written consent of Lender in its sole and absolute discretion.

(iii) Any lease or assignment of any of the Water Rights; and

(I) 0ne° ~aHnn and meinmnanre of SwwMfw Borrower shall, in accordance with prudent utility practice, (a) at all times
operate the properties of the water system and my business in connection therewith in an efficient manner, (b) maintain
i n drinking water system in good repair, working order and operating condition, and (c) &om dm: to time make all
necessary and proper repairs, renewals, replacements, additions, betternuents and improvements with respect to its
dinking water system so that at all times the business carried on 'm connection therewith shall be properly and
advantageously conducted.

(in) Dindvenramvl Business WnmmNrev For Loan Agreements in excess ot`$250,000, the Local Borrower must

(ii) Require sub-recipients, including pdrne contractors and subcontractors, to make a good faith effort to award a
fair share of work to DBE'a.

(i) Make a good faith effort to sward z fair share of work to DBB's who an small business ennerpriscs (SBE's),
minority business enrapdses (MBB~,), and women businessenterprises (WBE's) .

(xii) Require prime contcactaors to pay subcontractors for satisfactory performance no more than thixny (30) days
from the prime contract:or's receipt of payment from mc Local Borrower.

Gv) Require prime contractors to notify the Local Borrower in writing prior to any tnermimauion of a DBE
subcontractor for convenience by the prime contractor.

(v) Rcpon DBE participation to the Authority.
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Section 5. Nenntive (`.nv¢mantn.

Un1¢"°¢h¢¢q,i,¢l9¢¢d¢pinwl:ilinlgbyI.¢lld¢ll,1lhil¢li;ilAg¢eennentiliN¢f5=d;W*!¢d°H°¢0°¢¢°!l5""°°i¢
oun1:lndilug,Boo:owe¢lhnllaol1

(.) Ijgm, Create, incur, assume, oz allow to exist any mortgage, deed of trust, deed tn secure debt, pledge, Lien,
(including the lien of an attachment, judgment, or execution), security interest, or other encumbrance of any kind upon
my of its property, :cal or pcrsoml. The liuregoing restrictions shldl not apply no (i) liens in favor of Lender; (ii) liens for
taxes, assessments, or govemmamtd dnauges that are not past due; (iii) liens, pledges, and deposits under woilrlrets'
compensation, unemployment insurance, and social security laws; (iv) liens, dqaosits, and pledges to secure the
performance of bids, tenders, contracts (other than contracts for the payment of money), and like obligations arising in
the ordinary course of morro»wer"s business as conducted on the dare hereof; and (v) liens imposed by law in 6\vor of
mechanics, materialmen, warchouserneu, and like persons that secure obligations that are not past due.

(b) Mnrnrlw Arnu-i4ifinn4~Prn Mageo¢conlolidate wi&nnyo&a: endty,o:aeql1imll1ora:hlu\nlinllya1lof&le
namofnnypeucnozendtbocinmnocczunemynewM1idiqm|Mh\u,o¢co mceogeu|Eona\a|ndermyoer
name,oa9mi:ul&n,orendminclaldingmyjointvunhzne. '

(Q f̀ \\snonin R\ainrm. Enggainany buliausacdviduoropendnnssubsun&\llydifiment£ronno¢usundanudto
BonowefspmesentbrudnzlucEvidesocopen\1in¢u.

(c) Transfer of M e n Sell, transfer, lease, om otherwise dispose of any of Bo:rower's assets, except in the ordinary
course of ice business of no effect my change inownership.

Section 6. Events Of Default. Each of the following shall consdmte an"Ever Rf T)eFnn\;" hcteundu:

(a) 1°-urfnent T¥nF»u1f. Failure by Bouofwer to make any payment or investment requinrcd to be made hereunder, under

the Note, or under any other Loan Document when due.

(b) 8gpggggmtinns furl Wm-»nfir.s. Any representation or warranty made by Borrower herein or in any other Loan

Document shall prove to have been false or misleading in any material respect on or as of the date made, including
dinned made in connection with each Advance.

(c) Cnvennntta and A own~Jnt:f»ts Borrower should fail to perform or complywith any covenant or agnreennent contained
herein.

(d) Fmw-Hn&u1e Borrcwwet should, after any applicable grace period, breach or be in default under the terns of any
agreement (other than the Loan Documents) between Borrower and Lender, including, without limitation, any other
loan agreement, security agreement, mortgage, deed to secure debt, or deed of trust.

(e) Ql;hg:_1gd&bQ;gg]g&§§, The occurrence of my breach, default, event of default, or eventwhich with the giving of
notice or lapse of mc, or bah, could become a default or event of def auk under any agreement, ind¢nt1;-¢¢, mortgage,
or other 'mstnuncnt by which Borrower or any of its property is bound or affected (other than the Loan Doarments) if
the effect of such breach, default, event of default or event is to accelerate, or to permit the acceleration of, the maturity
of any indebtedness under such agreement, indenture, mortgage, or other instrument.

(E) jggdgnngqlg, judgments, decrees, or orders bi the paymentof money 'm the aggtegatein excess of the amount set
forth in E&:ihit.E» relatingno Additional Indebtedness hereof shall be tendered against Borrower and either (i)
enforcement proceedings shall have been commenced; or (ii) such judgments, decrees, and orders shall continue
unsatisfied and in effect for a period of twenty (20) consecutive days m'thout being vacated, discharged,satisfied, or
stayed pending appeal.

.fr Borrower: (i) shall become insolvent or shall generally not, or shall be unable to, or shall admit 'm
writing its inability to, pay its debts as they come due; or (ii) shall suspend its business operations or a material part
thereof or make anassignment for the benefit of creditors; or (iii) shall apply for, consent to, or acquiesce 'm the
appointment of a trustee, receiver, or other custodian for it or any of its property or, in the absence of such application,

5
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comengorwq1ieaeenae,atr\utee,mecdn¢,ozotl1eto\l:todimislolppcillud;om:(iv)lhallleommenoewithxelpecttoit
oclam:commencedaguinstiranypmoceedingundeunyl:lnIn:wlpu:y,:uocglluila\ion,annlngaunungxeadiluunnenmofdebt,
dinahldomocliqiidlinnhwasumteofmyiladadiuion.

@) Manrrhl Mwv-.mnf1lw\n»».. Anynnteriamladveuechmge oecuu,uneuouablydemeonninedbyLend¢r,inBomowefl
condition,Enancidaodauwilqopeaudcns,pxopexties,o:bu1ineslorBo~n:oum'snhiinympaiuuxnniuohligarinmuu
u1ndl=1:tI:l:Lou1nDoamnamu.

F»ilu1:e nm Afrnvl Swan-viiunliaw lnrnemnnf
SubcldinalianAgneennznrinneco|ud|no|=wid|P"|||:agu|ph 2oftheSubocdin\tionAg:eeon~eat.

The Borrower and my additional Creditor £ail no amend due

Secdnn 7. Rzmedien Umm Event Of Default. Upon the occurrence of and during the
continuance of each and every Event of Dcfaudt:

i

(1) Te'-.min'atinn°  Pm Lender shall have no obligation no make advances hereunder and, upon notice to Borrower, may
tenninabe the Coxnncxitnnent and declare the cntine unpaid principal balance of the Note, all accrued interest atom and
ell other amount: payable under this Agreement and all other agreements between Lender and Borrower, to be
immediately due and payable. Upon such a declaration, the unpaid principal balance of the Note and all such other
amounts shall become immediately due and payable, without protest, presentment, demand, or Fudxer notice of any
kind, all of which arc hereby expressly waived by Borrower.

(b) F'1f~t~2nv~iLt Lender may proceed No pnoteet, exercise, and enforce such rights and remedies as may be provided
by agreement or under law including, without limitation, the rights and remedies provided for in the Note. Each and
every one of such dghu and rennedies shall be cumulative and may be exercised from time to time, and no Mm on the
part of Lender to exercise, and no delay in exercising, any right or remedy shall operate as a wolver thereof nor shall any
single or partial exercise of any rights or remedy preclude any other ore future exercise thereof, or the exercise of any
other right. In addition, Lender may hold and/or set off and apply against Borrc¢wer's indebtedness any and all cash,
accounts, securities, or other property in Lendcfs possession or under its control.

(c) Armlim-inn RF Pnymenfa After termination and acceleration of the Loan all amounts received by Lender shall be
applied to the amounts °'wi=\s hereunder and under the Note in whatever order and manner as Lender shall in its sole
discretion elect.

Seminar 8~ Sllfvivnd.. The neprcscntntioos, wananties, and covenants of Borrower in the Loan Documents shall
survive the execution and delivery of the Loan Documents and the making of the Loan.

:m Din  nhar me ' f lea-rninat inn.  Or  Waiver . The Loan Documents
contain the entice understanding Md agzreanent of Lender and Borrower and supersede all prior repraenlntions,
warranties, agreements, arrangements, and understandings. No provision of the Loan Documents may be changed,
discharged, supplemented, terminated., or waived except 'm a writing signed by Lender and Borrower. No waive: of any
breach or default shall be deaned a waiver of any breach or default occurring rhereafher or a waiver of the time of the
essence provision.

S<»*Minl\ ' I lntrfvfatirm C h a n

Sec t ion 10.  Par t ies  And Skinf l in t '  F . f f ¢<" . i This Agreement is made solely between Lender and Borrower, and
no other Person shall have any rights hereunder or be a third-party beneficiary hereof This Loan Agreement shall be
binding upon the undersigned, and upon the heirs, legal representatives, successors and assigns of the undersigned; and
to the extent that the Borrower is either a partnership or a corporation, all references herein to the Borrower shall be
deemed to include any successor or successors, whether immediate or remote, to such partnership or corporation.
Borrower may not assign any of its rights or delegate any of its obligations under the Loan Documents without the poor
express written consent of Lender, and any purported assignment by Borrower made in contravention hereof shall be
void. Lender may Enos time to mc assign, or sell participation interests in, any pan or all of the Obligations and its
rights and obligations under the Loan Documents in its absolute and sole discretion.

Section. 11. (`.nnfa.Anr.l Eaqwlnrg Borrower agzcees to pay, on dennmnd, all inmeznnnl and external e o s ,
ulpenlu,andfeelofLend~etinrelpectof(i);pplim&on5¢°l» (ii)en5oncennamtddxeLolnDor.1:ment\andexesdseof
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the right Md remedies of Lender, (iii) defense of the enforceability of the Loan Documents or of the perfection or
priority of any Lien granted in the Loan Documents, (iv) any other matter relating to the Loan Documents, the collateral
provided for herein, or the transaction described in due Lola Documents, and (v) preparation for matters within (ii), (iii),
or (iv) wlretcher or not any legal proceeding is brought. Such costs shall include, without linnindon, all such costs
incurred in connection with any bankruptcy, receivership, or other court proceedings (whether at the Lrisl or appellate
level). Ar the option of Lender such mosts, expenses, and £ees may be deducted from the proceeds of the Loan.

$4-n'ln=1l 1%..Arldw\".lt:§r To Fill! Nntiapes. Bomowcr imwocably appoinu L¢n~de: air attorney-in-ict, wt&
EzllpowezoflubdtxdommHebrnecomd,st&eBouowe£lecltnnde:¢enn¢ndinBouulowuIsnlme,anynodcesof
aonnpldon,nn&cesdeelal~douloflabo:,onnyo&unoiundntLend~e¢conlidenneceuarynoduisunblempmomectin
security.

13. Inmnnistnndea With Inn Dnnumeimn. In :he even: of any between :he
temu ofdzishgmeennentandanytéruuof auyd'theLom Documentso:my|o1u|nppdicalion,tl\etemno£thia
Agecamcnnnt shallgovaamnndpmevlil.

S¢Q§iQn 14- N g  W g i y q "No dicbursenaent of pzoceeda of the Loan shall constitute a waiver of any condhions to
Lende1?s obligation no make further disbursements not, in the event Borzuwer is unable to satisfy any suchconditions,
shall any such waiver have the effect of precluding Lender Econ thereafter declaring such inability a default under this
Agreement.

Seniinma 15 Fnurh-x.AnnrnvaIOfIvlnmlmnlfn And Parties.. Al1v=°===di"s= mm: hm aec0rd1nnevuirh
uaml.cdonspm:ovidadMhudn;allsurvey1,appnuissrlnuddncunneummqxilnedo¢conuennplandbydaisAgc:u1zntmd
daepeslonneaponsible foetheezwcudonnndp:epan|||:ionlI:e¢eof,ll1lJlbenisi|ctouytoandozhiectmappuo1vllby
Lazdu. I.eInde1!'a counse1slu.llbepwvidedwi¢copie|of alldocumentswhichtheynnslyrealonlblyxequutin
oonnecdouwuid\d\eAgnemnent.

16.. 14m¢lprT\etnl11ain»tinlt\.0fFa4:\ll. Lendzrshall arnlltimes beiueenoeslnblish indnpendendmm
its nti|£|u:tian.thsedneneeocnondatenuofmyfacto¢6|cx|,th4:dst:n1:eor1mn~e:dsnenceofwhichixneonditizm
ofM Agnuna1t.

Section 17 Disclnimn 'Rv I .ender Borrower is not and shall not be an agent of Lender for any purpose.
Lauder is not a joint venture partner with Borrower in any manner whatsoever. Approvals granted by Lender for any
matters covered under this Agreement shall be narrowly construed to cover only the parties and £acts identiEod in any
written approval or, if not 'm writing, such approvals shall be solely for the benefit of Borrower.

18. Sevvwuphiliqr If my pxowilioul of ii: Ageennent it uneaiourcenbk, the enfoarcenhility of Me oliaur
pwviiiaanslha1lnotbcafiactedmdd1eylh|.llzelna'min 6:llfonoemdef&ct.

Srwution 19. Waiver Of lure Trial Borrower waives, and, by accqating this agreement, the under shall be
deeuzned No waive, any right no a trial by jury in any action or proceeding No enforce or defend any rights (a) under this
agreement or under any amendment, instrument, document or agreement delivered or which may 'm the future be
delivered in connection herewith or (b) arising from any banking relationship existing in connection with this agreement,
and borrower agrees, and, by accepting Thia agreement, the lender shall be deemed to agree, that any such action or
proceeding shall be tried before a court and not before a jury.

20 Tlmef\fTh.e Eallence Tmeisof theessenccwithanegndtoea:hp:oviliono»f th.isAg1:eelnentu
mwhidnimehnhmu.

Sggfilqn 71. Notices And Dnmgnflq All written demands and notices by Lender or Borrowerrelating to the

Loan Documents shall be served by cal:tiEed or registered mail, return receipt requested. Each such demand or notice
shall be deposited in the United States Mail postage prepaid and addressed to the Addi:essee's address first above stated.
Service of any such demand or notice shall be deemed complete on the date of actual delivery as shown by the

PI-lOENIXl483874.2 8



addressee's return receipt or at the expiration of the third Business Day after mailing, whit:hever is earlier. Mention or
refusal to accept the demand or notice by the addsuessce or inability to deliver the deuznand or notice due to a changed
address of which no nod cc was given shall not affect deemed service. Lender or Borrower may from time In lime, by
written notice served on the other, designate a dif£:rent address or a difiiewnt attention person for service of demands
and notices.

Ser-finn 7? Nm P,nnan-nntinn Argingt Fmvier Or Rn"rrvmet The Loan Documents are the result of
negotiations between Borrower and Lender. Aceordinglqr, the Luau Documents shall not be construed for or ngulinst

Borrower or Lender, regardless of which party drnfred the Loan Documents or any pm thczv:o£

U r I IF '

S ec t i on  'H  R es t : i an I _nn  O f  R ehn - n  O F  P aymen t s . If Ar any time or Umm tune no rime, whether before or
after payment and perforn......,e of the Obligations, all or any pan of any amount received by Lender 'm payment 08 or
on recount of, any Obligation is or must be, or is claimed no be, avoided, rescinded, or returned by Lender to Borrower
or any other Person for my reason whatsoever Qncluding, without limitation, bankruptcy, insolvency, or reorganization
of Borrower or any other Person), such Obligation and the Liens on property, and rights to property :hat were the
collateral at the time such avoided, rescinded, or returned payment was reeded by Lender shall be deemed to have
continued 'm existence or shall be rdnstated, as the case may be, all as though such payment had not been xeedved.

Slmitirm 94. Ill¢lrJ1m:11IHf'.» tll\N 0fI4':lndnI'. Bcuawvuages No inde|1nniQ,holdlu|r|:nlu1,andondu1n:|ad
deE=ndLendu:udiudil:auolu=,ofEneu;muplayen,lg ,sudimu,covunsd,invelmmtecmmineenneauubersmd
mepareaenhldvaMc,inoc1n,sndspinatmyandMdlnulpl,loael,lhhili ,oulu,lnd9enles(including,\l idlout
lM\in1&uu\,eo¢umdeQem oflitigdnandneuana|ble lttonlugs'Sees)adsixng£uumanycl|\i|1no¢dmnnnd'mmupe|:tof
Ms Agneenn~e1nt,d|eLo|aDocumenm,dnecHanen|dpwvidedEorhadn,o¢&euanndonducdbedin&eLoau
Documentandadsingatmydtne,whe e:beEn|:eor|&erpny|ne1ntandpe:£uu1|uu|oeofd1eOb|ig|&on|. The
oI:EptiousofBonowe1:and$e dgl1uoH¢nduu:nde:¢i|Seedon26uhdlsuzvivepnylnunntandpe:&nnnnceof the
Obligéonsaudshallremlinin Ex!!ScalesmdefE=ct\||ithnuttc:dna&cn.

S ect io n  25 .  W a iv er  Of  S t a t u t e  Of  l im i t a t io n s . Borrower waives, to the full extent permitted by law, the
right to plead and any statures of linnitaiions as a defense 'm any action or proceeding in respect of the Loan Documents.

S n n t i n n 26 Number Alldf'-llM .\rln1z. InthisAg:eanne|r|tthe sinngullnrshdlincludetlmeplunhndthennaucudine

SeC»t i0n 27.  Headings And References. The headings at the beginning of each section of this Agicecmemare
solely for convenience and are not part of this Agreement. ReEe1:encc herein to a section, attachment, exhibit, or
schedule is to the respective section, attachment, exhibit, or schedule herein or hereto, unless otherwise specified.

9ent i .nn.  88,  Pnrmtnmert  Rvenut ion. This Agreement may be executed in one or more countetparta, each of
which shall be denned an original and all of which togahet shall constitute one and the same document. Signature
pagca may be detached from the counterparts and attached to a single copy of this document to physically form one
document.

2 9 .  A f h i t n d n n . T'hep|:\kshen»to|g1:ee nousedbilxadontuorhcexneac:eq1:|i:edbySe¢:linun 12-1518 of
d1eA:izonaRevi.sedStou:us,uanneuded.

Suct ion 39. ( l i m  Of  L w  An d  [ 1 l d l 1 d l ¢ = 1 d . n n . Thia ageecnnnmt shall be cnmunnedin ancondauneevridn Md
governed by the lawvl of thesuneofAd:nona. Tbecau:uofAdzonl,Mdeumlorsutc,shl1lhavec:nclusiveiudl~dic1iol1of
d1 leglladuns1&ingoutofdzianpeement. Bye::ea:dng&ilageenleslgdxeundeznigzedsuhminm&ei1uri.l~dicdon
oftheE=dUMnndml:eeou:tlofAd:ona.

Senticlma.M.. Nerve Rmnxdlnv .A..R.S. G 38-511. Pnncelldnn. To :he amen: appliubk by pmuwisinn of

law, die parries Iudmowiedge that dais agreement it subsea M mncdlalion pursuant no A.R.S. S38-511, the paoviaions of

which Anne hereby incncponned helrdxn.

I
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Section 3?.. *--R S.. S~\1in1.1 M4?14 F,-Verify Pnmpllsnne.11:eBau:nuluue:vnnlnumd1eLmd¢:Mt
édlet(l)itisnotln°'enngio9u"(wlidziimdwanulningofAdloluR¢visedSu1n:nesSecdoln25-214)or@) itknejatezued
vvithandisparidp1dngin Meeuuplqmentvdiulionpilotpzugumnnujcindy|dnnini|uuedby&eUnimedSum
depurmn¢ntofhaa lndaeandtymdieaocixdaecudlyadmaiuiaursdnunonnyofiulueee¢locpu:agnnu(&e"B-Vdfy
Progum")andMatiepmoofsuhmiitedtoMeI.ende1:of thlt lt:lnionmdpuEdp¢Eaniluuelndecneet.11!e
8o"¢wuw,¢,¢m,,m5l¢¢[_"ni,@ll'.P.3.¢ ,n6m"du5,,gwhicl,iti,m~e,,9&°7e,g» l,,° ¢¢m"mi,8° f
AdlonlR¢1ile&SnlnmlSec6ol\23-214)itwillbene§snenedm' mdwil1pa:icl1nin eB-VedfyP&ug:mm.Ifdl
Lundntdetennnisneud:nttheBcuowe¢iluotlo ltu:edandpll:6dp1&lgwhznmequianed,&I.elnde:willnniQdle
Borzowerbycu&6ednuilof edenesminatiuno£unaco||Ipli||ncc|udtheBuuulwezhd¢twQpdthedeten1inado|n.
OniEnaldcuermuinndonofnouoonnpliaa~oe,&eBom::ulw~e:rahlllnepu:ydmonieueeeivedu¢necon~amnicdevdcplnmt
'mcaxdvelwidcxixndxemelmingofAdlo1uRzvisedStlu:usSedcn23-214)uo&¢I.cudenui&ilndzil:!ydnysddle6nd. .

~-1 I

S1=¢2Itlnn3\1.
'1'heBou:o|ws:sg1rees thatthepuroiectwilleomnplywiththelpplicnbkteanundeonditinnnlof thnae iedemllnrwsand
auduNuilieslill:dbelnlw,ulmel\dedEnuunndmetotimec

nm. 33. Cnmnlialnce with Annlinnhln Ferlnlzsnl 1 .aw And Av nhndt i rn

F'v1ritnn°nnf1mp

2.

3.

4.

5.

6.

7.

8.

1. Archaeological and Historical Preservation Act of 1914, PL 93291.

Clean Air Act, 4-2 U.S.C. 7506(c).

Clean Water Act, Titles H, Iv, and v, Pub. L. 92-500, as amended.

Coastal Barrier Resources Act, Pub. L. 97-348.

Coastal Zone Management Act, Pub. L. 92-583, as amended.

Endangered Specie Act 16 u.s.c. 153 I, eX seq.

Executive Order 11593, Protection and Enhancement of the Cultural Environment.

Executive Order 11988, Floodplain Management.

Executive Order 11990, Protection of Wetlands.9.

10. Farmland Protection Policy Act, 7 U.S.C. 4201 et seq.

ll. Fish and Wildlife Coordination Act, PL 85-624, as amended.

12. Magnunson-Stevens Fishery Conservation and Management Act, Pub L. 94-265

13. National Historic Preservation Act of 1966, PL 89-665, as amended.

14. Safe DrinkiNg Water Act, section 1424(e), PL 92-523, as amended.

15. Wild and Scenic Rivers Act, PL 90-542, as amended.

16. Environmental Justice, Executive Order 12898.

Economic:

I . Demonstration Cities and MetropolitanDevelopment Act of 1966, PL 89-754, as amended.
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2. Section 306 of the Clean Air Act and Section 508 of do Clean Waiter Act, including Bxccutivc Order 11738,
Adminishsrtion of the Clean Air Act and the Federal Water Pollution Control As with Respect to Federal
Contracts, Grants, or Loans.

Social Legislation:

1. Age Discrimination Act, PL 94-135.

2. Civil Rights Act of 1964, PL 88-352, Title VI.

3. Section 13 of PL 92-500; Prohibition against sex discrimination under the Federal Water Pollution Control Act.

4. Executive Older H 246, Equal Employment Opportunity.

s. Participation by Dlsadvanisged Business Enterprises in Procurement Under Environmental Protection Agency
(EPA) Financial Assistance Agreements Executive Orders 11625, 1213s, and 12432 Women's and Minority
Business Enterprise..

6. Rehabilitation Act of 1973, PL. 93, 112 (including Executive Ol'd8l' 1\914 and ll250).

7. The Drug Free Workplace Act Of 1988, Pub. L.. 100-690.

8. Section 13 of PL 92-500; Prohibition against sex discrimination under the Federal Water Pollution Control Act.

9. Section 129 of the Small Business Administration Reauthorization and Amendment Act of 1988, Pub. L.
100-590.

10. The DWG Frm Workplace Act of 1988, Pub. L. 100-690.

11. Anti-Lobbying Provision (40 CFR pan 30).

Miscellaneous Authoritv:

1. Anti-Lobbying Provision (40 CFR Part 30) and New Restrictions on Lobbying, Section 319 of Pub. L. 101.121

2. Executive Order 12549 - Debarment and Suspension.

8 . Uniform Relocation and Real Property Acquisition Policies Act of 1970, PL 91-646.
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CASH COLLATERAL AGREEMENT

This Cash Collateral Agreement is made as of November 6, 2009 between Willow Valley Water
Company ("Pledszor"), and Water Inliraustrueturc Finance Authority of Arizona ("Lender") .

RECITALS:

A. Pledger and Lender have entered into Thai certain Loan Agreement of even date herewith (the
"Loan Agreement") , pursuantm which Lender has made available to Pledgor a loan ofup to four
hundred thirty-f ive thousand ($435,000.00) (the lIL0anll ) l

B. Pursuant to the Loan Agreement, certain funds are required to be deposited from time to time by
Pledgor in a Debt Service Reserve Fund administered by the Lender and in a Replacement Reserve
Fund administered by the Borrower, both of which are pledged to Lender to secure repayment with
interest of the Loan. Amounts deposited with the Lender in the Debt Service Reserve Fund and in
the Replacement Reserve Fund are referred to herein as the "Pledszed Funds".

C. Pledger and Lender desire to enter into this Cash Collateral Agreement to provide for the deposit
and holding of the Pledged Funds.

D. The Loan Agreement, this Cash Collateral Agreement and all other documents securing or
otherwise relatingto the Loan shall be referred to collectively in this Cash Collateral Aglrecment as
the "Loan Documents". All capitalized terms used in this Cash Collateral Agreement and not
otherwise defined shall have the meanings given to such rems in the Loan Agreement.

E. It is a conditionto the makingof the Loanthat Pledgor and Lender enterinto this CashCollateral
Agreement.

NOW, THEREFORE, in order to induce Lender to make the Loan and in consideration thereof]
Plodgor and Lender agree as follows:

1. Definitions. The follow° mg termsshall have the followingmeanings:

"Cash Collateral Agreement" means this Cash Collateral Agreement, as the same may be
amended, supplemented or otherwise modified firm time to t ime.

"Debt Service Reserve Fund" shallhave themeaning ascribed thereto in Section 2 hereof.

"0blieations"shall meanall the obligationsofPledgor toLender under the LoanAgreement and
the Note andall otherobligations andliabilities ofPledgor to Lender,whether direct or indirect,
absolute or contingent,due or to become due, now existing or hereafter incurred,arising under,
outoil or in connection with, theLoan Agreement, this Cash Collateral Agreement or any of the
Loan Documents.

"Pledged Funds" shall mean as defined in the Recitals to this Agreement.

x
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"Replacement Rcsewe Fund"shall have the meaning ascribed thereto in Section 2hereoti

2. Establishment of Debt Service Reserve Fund and Replacement Reserve Fund.Pledgor and
Lender agree that concurrently with the execution and delivery of this Cash CollateralAgreement
there is established and shall be maintained a Debt Service Reserve Fund pursuant to the Loan
Agreement. At such time as is required pursuant to the Loan Agreement Borrower shall establish a
Replacement Reserve Fund in the name of Borrower in which there shall be deposited by Pledgor all
Pledged Funds as required by the provisions of the Loan Agreement.

3. Grant of Seeuritv Interest. As collateral security for the prompt and completepayment when
due of all the Obligations,Pledgor has granted,bargained, sold, assigned, pledged, andset over and
by these presents does hereby grant, bargain, sell, assign, pledge, transfer and set over unto the
Lender, and its successors andassigns, all of Pledgor's right, title and interest in and to any Pledged
Fundsnow or hereafter held or deposited in the Debt Service Reserve Fund and the Replacement
Reserve Fund.

4. Terms a d Conditions.I

I
(a) The Debt Service Reserve Fund and all amounts deposited dierein shall be held in the sole
dominion andcontrol ofLender andshallbe administered by the Lender as a collateral account for
the benefit offender, and Pledgor shallhave no rights or powers with respect to, or control over, the

Debt Service R.eserve Fundor any part thereof Pledgor's sole right with respect to the Pledged
Funds in the DebtServiceReserve Fund shall be as provided herein and in the Loan Agreement.

(b) If no Event of Default, and no event which with the giving of notice or the passage of time or
both could become an Event of Default, has occurred and is continuing, Pledgor from time to time
may Withdraw moneys from the Replacement Reserve Fund and apply the moneys withdrawn for
one or more of the following purposes: (i) for the acquisition of new, or the replacement of obsolete
or wom out, machinery, equipment, furniture, fixtures or other personal properly for the Facility
provided that the property is depreciable; (ii) for the performance of repairs with respect to the
Facility which are of an extraordinary and non-recurring nature provided that the property is
depreciable; (iii) for the acquisition or construction of additions to or improvements, extensions or
enlargements to, or remodeling at, the Facility provided that the property is depreciable and/or (iv)
to make payments to Lender on the Loan.

(c) From and after the occurrence and during the continuation of an Event of Default, Lender may,
in the sole and absolute discretion of Lender, apply the Pledged Funds in the Debt Service Reserve
Fund, and, if there are insufficient Pledged Funds in the Debt Service Reserve Fund, in the
Replacement Reserve Fund, to the Obligations in the following order: (i) all outstanding costs,
expenses, fees and late charges due to Lender, (ii) interest at the rate or rates specified 'm the Loan
Documents and (iii) the principal amount of the Obligations. All interest and other investment
earnings amounts from time to time accrued and paid on the Pledged Funds in the Debt Service
Reserve Fund and the Replacement Reserve Fund shall be retained in the Debt Service Reserve Fund
and the Replacement Reserve Fund and shall be applied in accordance with the Loan Agreement and
this Cash Collateral Agreement.
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(d) Lender shall have, with respect to the PledgedFunds, dl rights and remedies of a secured party
under Article 9 of the Arizona Uniform Commercial Code and other applicable laws.

5. Further As trances. Pledger will, atany time and from time to time,execute and deliver such
furtherdocuments and do suchiixrther actsas shall be required by law or be reasonablyrequested by
Lender to confirm or further assure the interest of Lenderhereunder.

6. No Liabilitv for Lawful Actions. Neither Lender norany of its officers,directors, employees,
agents, attorneys-in-fact or affiliates shall be liable for any action lawfully taken or omitted to be
taken by any of them under or in connection with this Cash Collateral Agreement (except for gross
negligence or willful misconduct).

7. Notices. All notices, requests, demands or other communications to or upon the parties hereto
shall be deemed to have been given or made when mailed, delivered or transmitted in accordance
with the requirements of the Loan Documents.

8. No Failure. etc. No failure to exercise andno delay in exercising on the partoffender of any
right, power or privilege hereunder shall operate as a waiver thereof; nor shallany single or partial
exercise of any right, power or privilege preclude any other or further exercise thereof, or the
exercise of any other power or right. The rights andremedies herein provided are cumulativeand
not exclusive of any rights or remedies provided by law.

9. Waiver: Amendments. None of the terms and provisionsof this Cash Collateral Agreement
may be waived, altered, modified or amendedexcept by an instrument in writing executedby the
parties hereto.

10. Representations and Warrautiw Covenants.

(a) Pledgor hereby represents and warrants to Lender, effective upon the date hereof and each
deposit ofPledgedFunds to the Debt Service Reserve Fund and the Replacement Reserve Fund,
that:

(i) No filing, recordation, registration or declaration with or notice to any person or entity is
required in connection with the execution, delivery and performance of this Cash Collateral
Agreement by Pledgor or in order to preserve or perfect the first priority lien and charge
intended to be createdhereunder in the Pledged Funds.

(ii) Except for the security interest granted to Lender pursuant to this Cash Collateral
Agreement, Pledgor is the sole owner of the Pledged Funds, having good and marketable title
thereto, free and clear of any and all mortgages, liens, security interests, encumbrances, claims or
rights of others.

(iii) No security agreement, f'1nanc'mg statement, equivalent security or lien instrument or
continuation statement covering all or any part of the Pledged Funds is on file or of record in any
public office, except such as may havebeen filed by Pledger in favor of Lender.
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(iv) This Cash Collateral Agreement constitutes a valid and continuing first lien on and first
security interest in the Plcdged Funds in favor of Lender, prior to dl other liens, encumbrances,
security interests and rights of others, and is enforceable as such as against creditors of and
purchasers from Pledger.

(b) Without the prior written consent offender,Pledgorhereby covenants and agrees that it willnot
sell, assign, transfer, exchange or otherwise dispose aL or grant any option with respect to, the
Pledged Funds, nor will it create, incur or permit to exist any pledge, lien,mortgage,hypothecation,
security interest, charge, option or any other encumbrance with respect toany of the Pledged Funds,
or any interest therein, except for the security interest provided for by this Cash Collateral
Agreement.

(c) Plcdgor hereby covenants and agrees that it wi l l defend Lender's right, t i t le and security interest
in and to the Pledged Fundsagainst the claims and demands ofalll persons whomsoever except to the
extent which arise out of the willful misconduct or gross negligence of Lender.

11. Lender's Expenses and Liabilities. Pledgor shall pay all costs and out-oflpocket reasonable
expenses of Lender in connection with the maintenance and operation of this Cash Collateral
Agreement made in accordance with the terms hereof. Pledgor also agrees to pay all costs of
Lender, including reasonable attorneys' fees, incurred with respect to the enforcement of Lender's
rights hereunder.

12. Governimz Law. This Cash Collateral Agreement shall be deemed to be a contract under, and
for all purposes shall be governed by, and construed and interpreted in accordance with, the law of
the State of Arizona.

13. Severabllitv. Any provision of this Cash Collateral Agreement which is prohibited or
unenforceable 'm any jurisdiction shall, as to suchjurisdiction, be ineffective no mc extent of such
prohibition or unenforceability without invalidating the remaining provisions hereotl and any such
prohibition or unenforceability in anyjurisdiction shall not invalidate or render unenfomrceablc such

provision in any otherjurisdiaion.

14. Successors and Assigns. This Cash Collateral Agreement and all obligations of Pledgor
hereunder shall be binding upon the successorsor assigns ofPledgor, and shall, together with the
rights and remedies of Lender hereunder, inure to the benefit of Lender and its successors and
assigns.

15. Termination. This Agreement shall terminate and,uponrequest ofPledgor, all monies (if any)
remaining in the Debt Service Reserve FundandtheReplacement Reserve Fund shall be returned to
Pledgor at such time as all of the following have occurred: (i) all amounts payable to Lender under
the Loan Documents have beenpaid in full and all other obligations ofPledgor to Lender pursuant to
the Loan Agreement have been performed in full, and (ii) Lender has no iixrther obligation tomake
any loans or advances to Plcdgor pursuant to the Loan Agreement or any of the other Loan

Documents.
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16.Counterparts. This Agreement may be executed in counterparts, all of which executed
counterparts shall together constitute a single document. Signature pages may be detached from the
counterparts and attached to a single copy of this Agreement to form physically one document.

IN WITNESS WHIEREOF, the parties hereto have executed or caused this instrument to be duly
executed and delivered as of the date first above written.

Pledgor: Willow Valley Water Company

By:
Name:
Title: ChiefOperating Officer

ILI./i14l wfMwJ 4Tre¢pf.¢

Lender:WaterInfrastructureFinanceAuthority of Arizona

m41 4/44 `
:e<;uGve Director
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Exhibit A

Collateral Description

AU of Debtor's present and future right, title, and interest in and to any and adj of Debtor's Fixtures, Personal
Property, General Intangibles, Accounts, Liens and Encumbrances and Proceeds as defined below, regardless of
whether in the possession of Debtor, a Hailee, a warehouseman, or any other Person; the agreements, documents,
and instruments evidencing Accounts or granting such Liens and encumbrances and the filings and recordings
relating to such Liens and Encumbrances; all books and records and all computer software, computer disks,
computer tapes and other record-keeping media pertaining to any collateral listed in this Exhibit A; furniture,
fixtures, machinery, and equipment of any kind or nature; and proceeds of any of the collateral listed in this Exhibit
A; any accounts established for debt service or reserves, any certificate of authority, franchise or other right to
conduct business as may be issued by any Govemmenal Authority (including, without limitation, cash and non-
cash proceeds, insurance proceeds, proceeds of any proceeds, and proceeds of any taking by any Governmental
Authority or any transfer in lieu of such a taking).

(a) the water utility plants and systemsof the Debtor, including, but not limited to, all water works, generating
stations, substations, pump houses, wells, distribution lines, whether located upon the Real Property or upon public
or private easements, leaseholds or the like andwhichfair a part of or are used in connection with the water utility
plants or systems of the Debtor (the "Fixtures");

(b) all goods, (whether goods held for sale or returned or whether used in the business of the Debtor or to be
installed in or on the Read Property),personal property,equipment, inventory, fixtures, furnishings, devices or tools
and all replacements or substitutions of same (the "Personal Property");

(c) all of the franchises, certificates, authorizations by rule, privileges, permits, grants and consents for the
construction, operation, and maintenance of water plants or systems in, on, and under streets, alleys, highways,
roads, public grounds, easements and rights-of-way and all rights incident thereto which were granted by private
persons or entities or the governing bodies of the cities, counties, state, and countries in which the Debtor operates
and including, but not limited to, permits and certificates issued pursuantto the applicable provisions of the Arizona
Water Code, and all development rights, utility commitments, water and wastewater taps, living unit equivalents,
capital improvements project contracts, utility construction agreements with any govemmenM authority, including
municipal utility districts or other constitutional conservation districts created under Article III, Section 52, or
Article XVI, Section 59, of the Arizona Constitution, or with any utility companies (and all refunds and
reimbursements thereunder) relating to the Real Property or improvements, as any of the foregoing may be
amended, and all plants and specifications for water utility plants or systems and all Debtor's rights (but not Debtor's
obligations) under any documents, contract rights, accounts, commitments, construction contracts (and all payment
and performance bonds, statutory or otherwise, issued by any surety in connection with any such construction
contracts, and the proceeds of such bonds), architectural contracts, engineering contracts, and general intangibles
(including without limitation trademarks, trade names, and symbols) arising from or by virtue of any transactions
related to the Real Property, the improvements, or the Personal Property, management contracts and all of the
Debtor's rights under any contracts otherwise providing for the purchase, lease, sale or assignment of water or water
rights (the "General Intangibles");

(d) all accounts arising ti'om or by virtue of the sale, lease or disposition of any of the Real Property or Personal
Property, or from any policy of insurance or the taking of any of theRealProperty by right of eminent domain or
condemnation or by private or other purchase in lieu thereof, including change of grade of street, curb cuts or other
rights of access, for any public or quasi-public use under any law and all amounts dueunder current and future
water supply customer accounts, including but not limited to those future accounts arising from any water utility
plants or systems (or for delivery of water by any other means) (the "Accounts");



(c) all deposits, bank accounts, funds, instruments, notes or chattel paper of the Debtor, including, without
limitation cash or securities deposited pursuant to leases to secure performance by the tenants of their obligations
thereunder; and proceeds arising from or by virtue of the sale, lease or other disposition of the Real Property and
proceeds (including premium refunds)ot` each policy of insurance relating to the Real Property (the "Proceeds")

(D all of the following: (i) any lease or other right to use; (ii) any assignment as security, conditional sale, grant in
trust, lien, mortgage, pledge, security interest, title retention arrangement, other encumbrance, or other interest or
right securing the payment of money or the performance of any other liability or obligation, whether voluntarily or
involuntarily created and whether arising by agreement, document, or instrument, under any law, ordinance,
regulation, or rule (federal, state, or local), or otherwise; and (iii) any option, right of first refiisal, other right to
acquire, or other interest or right ("Liens and Encumbrances").

All other capitalized rems used herein and not otherwise defined shall have the meanings set forth in the Uniform

Commercial Code in effect in the State of Arizona (A.R.S. §§47-1101 through 47-9507).
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Addendum

L e g a l  D e s c r i p t i o n s  o f  W a t e r  D i s t r i b u t i o n  a n d  W e l l  B i t e s
1. Unit 17 Well, Mohave County Parcel #225-40-167 in Section 27 T18N, azzw

2. King Street Well, Mohave County Parcel #225-61-030 in Section 21 Tl 8n, R22W
3. King Street Tank Site, Mohave County Parcel #225-61-028B in Section 21 Tl8n, R2'2.W
4. Cimmaron We"/Tank Site, Mohave county Parcel #225-53-096 in Section 23 Tl8n, R22W
5. Unit 1 Well/Tank Site, Mohave County Parcel #225-27-006 in Section 35 Tl8N, R22W
6. Riding Club, Mohave County Parcel #225-27~032B in Section 35 Tl8n, R22W
7. Riding Club, Mohave County Parcel #225-27-032G in Section 35 Tl8n, R22W
8. Commercial St. Tank Site/Office, Mohave County Parcel #225-37-041 in Section 27 Tl 8N, R22W
9. Meadowlark Well, Mohave County Parcel #225-38-063 in Section 21 Tl8N, R22W
10. Cimmaron Well Site, Mohave County Parcel #225-31.127 in Section 23 Tl SN, R22W
ll. Well Inactive, Mohave County Parcel #225-27-018 in Section 35 Tl8n, R22W
12. Center St. Well, Mohave County Parcel #225-30-136 in Section 21 Tl8n, R22W

I
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Continuing Security Agreement

Date: November 6. 2009

Parties: Obligor: Willow Valley Water Company

0bliltor 21410 n. 19th Ave. Suite 201
Address: Phoenix, Arizona 85027

(623)580-9600
(623)580-9659

Secured
Party:

Water Infrastructure Finance Authority of Arizona

Secured

m y
Address:

1110 West Washington, Suite 290
Phoenix, Arizona 85007

Attention: Executive Director

Agreement: For good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, Obligor agrees for the benefit of Secured Party as follows:

1. Schedule OfTerms.

Name 'it whichObligor conductsbusiness: Willow Valley Water Company

Locations of Collateral:

Legal Descript ions of W ater Distr ibut ion and W e! Si tes
1. Unit 17 Well, Mohave County Parcel #225-40-167 In Section 27 T18N, R22W
z. King Street well, Mohave County Parcel #225» 61-030 In Section 21 T18N, R22W
3. Klng Street Tank Slte, Mohave County Parcel 8225-G1-028B In Section 21 T18N, R22W
4. Clmmaron WelvTahk Site, Mohave County parcel #225-53-096 in Section 23 T18N, R22W
5. Unit 1 Well/Tank Site, Mohave Cou pty Pa reel #225-27-006 in Seaton 35 T18N, R22W
6. Biding Club, Mohave County Parcel #225-27-032B in Section 35 T18N, R22W
7. Rldlng Club, Mohave County Parcel #225-27-032G in Section 35 T18N, R22W
8. Commercial St. Tank Site/Offlce, Mohave County Parcel #225-37» 041 in Section 27 T18N, R22W
9. Meadowlark Well, Mohave County Parcel #225-38-063 in Section 21 T18N, R22W
10. Clmmaron Well She, Mohave County Parcel #225-31.127 in Section 23 T18N, R22W
11. Well Inactive, Mohave County parcel #225-27-018 in Section 35 T18N, R22W
12. Center St. Well, Mohave County Parcel #225-30-136 in Section 21 T18N, R22W
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2. Detinitinns.In this Agreement, the following terms shall have the following meanings, and all
capitalized terms used in this Agreement not defined herein and used or defined in the Uniform

Commercial Code will have their' respective meanings in the Uniform Commercial Code:

"Accounts" means all accounts arising from or by virtue of the sale, lease or disposition of any of
the Real Property or Personal Property, or firm any policy of 'insurance or the taking of any of the
Real Property by right of eminent domain or condemnation or by private or other purchase in lieu
thereof; including change of gradeof street, curb cuts or other rights of access, for any public or
quasi-public use under any law and all amounts due under current and fume Customer accounts,
including but not limited to those future accounts arising from any water utility plants or systems (or
for delivery of water by any other means);

"Agreement" means this Security Agreement as itmay be amended, modified, extended, renewed,
restated, or supplemented firm time to time.

"Collateral" means all of obligor's present and future right, title, and interest in and to any and dl
of the following types of property, regardless of whether in the possession of Obligor, a Hailee, a
warehouseman, or any other Person; Fixtures, Personal Property, Accounts, General Intangibles,
Liens and Encumbrances and Proceeds; the agreements, documents, and instruments evidencing
Accounts or granting such Liens and Encumbrances and the filings and recordings relating to such
Liens and Bncumbrances; dl books and records and all computer software, computer disks,
computer tapes, and other record keeping media pertaining to any of the Collateral; furniture,
fixtures, machinery, and equipment of any kind or nature; and proceeds of any of the Collateral; any
accounts established for debt service or reserves; any certificate of authority, franchise or other right
to conduct business as may be issued by any Governmental Authority (including, without limitation,
cash and non-cash Proceeds, insurance proceeds, proceeds of any proceeds, and proceeds of any
taking by any Governmental Authority or any transfer in lieu of such a taking).

"Commitment" means any and all obligations of Secured Party from time to time to make advances
to Obligor, or to make other financial accommodations for Obligor.

"Customer" means a water supply customer of Obligor.

"Default Rate" means a rate per annum of interest equal to the sum of (i) six percent (6%) per
annum,and (ii) the rate per annum of interest applicable from time to time to the principal amount
under the Note.

"Event of Default" shall have the meaning specified in Section 6.

"Fixtures" means the water utility plants and systems of the Debtor, including, but not limited to, all
water works, generating stations, substations, pump houses, wells, distribution lines, whether located
upon the Real Property or upon public or private easements, leaseholds or the likeandwhich form a
pan of or are used in connection with the water utility plants or systems of the Debtor.

"General Intangibles" means all of the franchises, certificates, authorizations by rule, privileges,
permits, grants and consents for the construction, operation, and maintenance of water plants or
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systems in, on, and under streets, alleys, highways, roads, public grounds, easements and
rights-of-way and all rights incident thereto which were granted by private persons or entities or the
governing bodies of the cities, counties, state, and countries in which the Debtor operates and
including, but not limited to, permits and certificates issued pursuant to the applicable provisions of
the Arizona Water Code, and all development rights, utility commitments, water and wastewater
taps, living unit equivalents, capital improvements project contracts, utility construction agreements
with any governmental authority, including municipal utility districts or other constitutional
conservation districts created under Article III, Section 52, or Article XVI, Section 59, of the
Arizona Constitution, or with any utility companies (and all reiimds and reimbursements thereunder)
relating to the Real Property or improvements, as any of the foregoing may be amended, and all
plants and specifications forwater utility plants or systems and all Debtor's rights (but not Debtor's
obligations) under any documents, contract rights, accounts, commitments, construction contracts
(and all payment and performance bonds, statutory or otherwise, issued by any surety in connection
with any such construction contracts, and the proceeds of such bonds), architectural contracts,
engineering contracts, and general intangibles (including without limitation trademarks, trade names,
and symbols) arising 'firm or by virtue of any transactions related to the Real Property, any
improvements thereon, or the Personal Property, management contracts and all of the Debtor's rights
under any contracts otherwise providing for the purchase, lease, Sade or assignment of water or water
rights.

"Governmental Authority" means any government, any court, and any agency, authon'ty, body,
bureau, department, or instrumentality of any government.

"Inventory" means all goods and other tangible and intangible personal property (i) owned by
Obligor or in which Obligor has rights or an interest under any agreement, document, instrument, or
otherwise (including, without limitation, a lease) now or hereaiier from time to time and (ii) either
(A) consumed or to be consumed in the business of Obligor, (B) held for sale, lease, or other
disposition by Obligor, (C) sold, leased, or furnished under contracts for service, or (D) used for
demonstration, display, executive, model, or similar uses, or to be so used. Inventory includes,
without limitation, (i) raw materials, scrap materials and by-products, work in progress, supplies,
components, parts, spare parts, accessories, and finished goods, (ii) the rights and interest ofObligor
in goods or other tangible or intangible personal property sold, leased, or finished under contracts
of service, (iii) goods or other tangible or intangible personal property sold, leased, or furnished
under contracts of service and returned to or repossessed by Obligor, and (D) all accessions and
additions to any goods or other tangible or intangible personal property included in Inventory.

"Lien or Encumbrance" and "Liens and Encumbrances" mean each and all of the following: (i)
any lease or other right to use; (ii) any assignment as security, conditional sale, grant in trust, lien,
mortgage, pledge, security interest, title retention arrangement, other encumbrance, or other interest
or right securing the payment of money or the performance of any other liability or obligation,
whether voluntarily or involuntarily created and whether arising by agreement, document, or
instrument, under any law, ordinance, regulation, or rule (federal, state, or local), or otherwise; and
(iii) any option, right of first refusal, other right to acquire, or other interest or right.
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"Loan Agreeme t" means that certain Loan Agreement of even date herewith by and between
Obligor and Secured Party, as it may be amended, modified, extended, renewed, restated or
supplemented from time to t ime.

J

"Loan Documents" means the Loan Agreement,this Agreement and any and adj other agreements,
documents, and instruments from time to time evidencing, guarantying, securing, or otherwise
relating to the Obligations (including, without limitation, any and all promissory notes, loan
agreements, and guaranties), as they may be amended, modified, extended, renewed, restated, or
supplemented from time to time.

"Note" means that certain promissory noteof even date herewith executed by Obligor in favor of
SecuredParty,as it may be amended,modified, extended, renewed, restated or supplementedfrom
time to time.

"Obligations" means (i) payment by Obligor of all sums due under and pursuant to the Note, the
Loan Agreement, or any other Loan Document; (ii) pcdormance by Obligor of all terms and
conditions set forth in any or all of the Loan Documents; and (iii) any and all other liabilities and
obligations of Obligor to Secured Party existing now or in the future (except indebtedness of any
individual for personal, family, or household purposes), whether for the payment of money or
otherwise, whether absolute or contingent, whether as principal, endorser, guarantor, or otherwise,
whether originally due to Seemed Party or to a third Person and assigned or endorsed to Secured
Party, and whether several, joint, or joint and several, all as they may be amended, modified,
extended, renewed, restated, or supplemented from time to time.

"Pemlitted Exceptions" means a Lien and Encumbrancegranted by Obligor with the consent of
Secured Party.

"Person" means a natural person, apartnership, joint venture, an unincorporated association, a
corporation, a limited liability company, a trust, any other legal entity, or any Governmental
Authority.

"Personal Property"means all goods, (whether goods held for sale or returned or whether usedin
the business of the Debtor or to be installed in or on the Real Property), personal property,
equipment, Inventory, fixtures, furnishings, devices or tools and all replacements or substitutions of
Same.

"Proceeds"means all deposits, bank accounts, funds, instruments, notes or chattel paper ofObligor,
including, without limitation cash or securities deposited pursuant to leases to secure performance by
the tenants of their obligations thereunder; and proceeds arising from or by virtue of the sale, lease
or other disposition of the Real Property and proceeds (including premium refunds) of each policy of
insurance relating to the Real Property.

"Real Property" meansall real property owned by Obligor.
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"Remittance Account" means an account established witha financial institution acceptable to
SecuredParty for the benefit of Secured Party and subject to the sole dominion and control of

Secured Party.

"Requirements" means any and all obligations, other terms and conditions, requirements, and
restrictions in effect now or in the future by which Obligor or any or all of the Collateral is bound or
which are otherwise applicable to any or all of the Collateral or the business or operations of Obligor
including, without limitation, such obligations, other terms and conditions, restrictions, and

requirements imposed by: (i) any law, ordinance, regulation, or rule (federal, state, or local); (ii) any
approvals and permits; (iii) any Permitted Exceptions; (iv) any insurance policies; (v) any other
agreement, document, or instrument to which Obligor is a party or by which Obligor or any of the
Collateral is bound; or (vi) any judgment, order, or decree of any arbitrator, other private
adjudicator, or Governmental Authority to which Obligor is a party or by which Obligor, any or all
of the Collateral, or the business or operations of Obligor is bound.

"Transfer"means the occurrence ofany of the following:

(i) Any or all of the Collateral, or any interest or right of Obligor in or to the Collateral, is
conveyed to, or becomes vested in. any Person, other than Obligor and Secured Party, voluntarily or
involuntarily;

( i i ) The occurrence of any event that results in any option, right of firstrefusal,other right to
acquire, or any other claim, interest, or right in, to, or against, any or all of theCollateral being held
by a Personother than Obligor and SecuredParty, whether occurring voluntarily or involuntarily
and whether arising by agreement, under any law,ordinance, regulation, or rule(federal, state, or
local), or otherwise; or

(iii) Obligor enters into any agreement the performance of which would result in a Transfer
underclause (i) or (ii) above, and the consummation of suchagreement is not expressly conditional
upon the prior writtenconsent of Secured Party in its absolute and solediscretion,

except (A) disposition of Inventory by lease, sale, or othewvise for fair consideration in the ordinary
courseof the business of Obligor, excluding from such exception bulk sales, dispositions to one or
more creditors, and transfers in satisfaction of indebtedness, and (B) the Permitted Exceptions.

"Uniform Commercial Code"meanstheUniform Commercial Code as in effect fi'omtimeto time
in the State of Arizona (currently, Arizona Revised Statutes Sections 47-1 lot through 47-9507).

3. Grant Of Securitv Interest. Obligor grants to Secured Party a Security Interest in the
Collateral to secure payment and performance of the Obligations.

4. Obligor Representations And Warranties. Obligor represents and warrants to Secured Party
as of the date of thisAgreement:

4.1 Ownership of Collateral. Obligor is the legal and beneficial owner of the Collateral, subject
only to the Permitted Exceptions. There are no Liens and Encumbrances on the Collateral or
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claims thaeofl except the Permitted Exceptions. There is no financing statement now filed or
recorded covering any of theCollateral or in which Obligor is named or has signed as a Debtor,
except financing statements relatedto the PermittedExceptions.

4.2 Vadidirv. Perfection. and Priorirv of Seeurirv Interest. The Security Interest gnnmmed in :his
Agreement (i) is leg rd, valid, birding, and enforceable, (ii) is a pertiected security interest in dl

the Collateral, and (iii) is and shall remain prior to any security interest other than thePernnitted
Exceptions.

4.3 Names:Location of Collateral: Place of Businessor Chief Executive Office:and Books and
Records. Obligor conducts its business and other activities solely in the name(s) set forth in
Section 1. The Collateral, the sole place of businessor the chiefcxccutive oHio ofObligor,and
all books and records of Obligor relating to the Collateral are at the location(s) set forth in
Section l.

5. Obligor Covenants. Until any Commitment terminates in full, and the Obligations are paid and
performed in full, Obligor agrees that, unless Secured Party otherwise agrees in writing in Secured
Party's absolute and sole discretion:

5.1 Pavement and Performance of Obliszations. Obligor shall pay and perform the Obligations.
Obligor shall comply with and perform the Requirements.

5.2 Transfer;Liens and Encumbrances; Defenseof Obligor's Title and of SecurityInterest.

5.2.1 Obligor shall not suffer to occur any Transfer. Except for Permitted Exceptions,
Obligor shall not suffer to exist any Lien or Encumbrance on any or all of the Collateral,
regardless of whether junior or senior to the security interest granted herein. Obligor shall
notify Seemed Party immediately of any claim of any Lien or Encumbrance on any or all of
the Collateral. Except for financing statements relating to Permitted Exceptions, Obligor
shall not execute or suffer to exist or to be filed or recorded any financing statement that
covers any or all of the Collateral or in which Obligor is named or signs as Debtor.

5.2.2 Obligor shall defend the Collateral, the title and interest therein of Obligor
represented and warranted in this Agreement, and the legality, validity, binding nature, and
enforceability of the security interest granted herein, the perfection thereof, and the priority
thereof against (i) any attachment, levy, or other seizure by legal process or otherwise fall
or part of the Collateral, (ii), except for Permitted Exceptions, any Lien or Encumbrance or
claim thereof on any or all of the Collateral, (iii) any attempt to realize upon any or all of the
Collateral under any Lien or Encumbrance other than the Permitted Exceptions, regardless of
whether junior or senior to the security interest herein, or (iv) any claim questioning the
legality, validity, binding nature, enforceability, perfection, or priority of the security interest
herein. Obligor shall notify Seemed Party immediately in writing of any of the foregoing.

5.3 Names; Books and Records; Location of Collateral; Place of Business or Chief Executive
Office. Obligor shall maintain complete and accurate books and records relating to the
Collateral. Unless Obligor obtains the prior written consent of Secured Party and takes in
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advance all actions and makes all filings and recordings necessary or appropriate to assure the
perfection and priority of the security interest granted herein, Obligor shall not change its name,
shall conduct its business and other activities solely in the name(s), trade name(s), and fictitious
name(s) in Section l, and shall not move the Collateral, its sole place of business or chief
executive office, or its books and records relating to the Collateral from the location(s) in
Section l. Anything in this Section 5.3 to the contrary notwithstanding, Obligor may move the
Inventory between any of such locations and between any of such locations and any location at
which services are rendered to Customers or where the Inventory is delivered to Customers.

5.4 Inspection. Secured Party and such persons as Secured Party may designate shall have the
right, at any reasonable time from time to time, (i) to enter upon the premises at which any of the
Collateral or any of the books and records relating to the Collateral is located, (ii) to inspect the
Collateral, (iii) to make extracts and copies from Obligor's books and records relating to the
Collateral, and (iv) to verify under reasonable procedures determined by Secured Party the
amount, condition, quality, quantity, status, validity, and value 012 or any other matter relating to,
the Collateral (including, without limitation, in the case of Accounts or Collateral in the
possession of a third Person by contacting the obligors of the Accounts or the third Persons
possessing such Collateral for the purpose of making such verification). Obligor shall provide
access to such premises. Secured Party shall have the absolute right to share any information it
gains from any such inspection or verification with any other Person holding an interest or a
participation in any of the Obligations.

5.5 Further Assurances. Obligor shall promptly execute, acknowledge, deliver, and cause to be
duly filed and recorded all such additional agreements, documents, and instruments (including,
without limitation, financing statements) and take all such other actions as Secured Party may
reasonably request from time to time to better assure, perfect, preserve, and protect the security
interest granted herein, the priority thereot§ and the rights and remedies of Secured Party
hereunder. If any amount payable under or in connection with any Receivable shall be evidenced
by any Instrument or any of the Inventory by a Document, such Document or Instrument shall be
immediately pledged and delivered to the Secured Party, duly endorsed in a maier satisfactory
to the Secured Party.

5.6 Maintenance oflnventorv. Obligor shall keep the Inventory in good and leasable, saleable,
and usable condition and shall store the Inventory properly to protect it from damage,
destruction, and deterioration. Obligor shall not misuse or conceal the Inventory nor take any
action or fail to take any action with respect to Inventory that might affect any insurance
coverage. Unless Secured Party approves in advance in writing, Obligor shall not use any
Inventory for demonstration, executive, or any similar purpose, other than reasonable and
customary quality control tests and inspections. Obligor shall pay promptly when due all
liabilities and obligations incurred to acquire or lease Inventory or odierwise relating to
Inventory.

5 .7 Insurance.The risk of loss 08 damage to, or destruction of the Collateral at all times shall be
on Obligor. At its expense, Obligor will maintain insurance in form and amounts, and with
companies, in all respects satisfactory to Secured Party, covering all of the insurable Collateral
on an all-risk basis at full replacement value. Obligor shalldeliver to Secured Party the original,

7



l

or a certified copy, of each policy of insurance and evidence of payment ofadl premiums therefor
within thirty (30) days of the date hereof Such policies of insurance shall contain an
endorsement or an independent instrument furnished to Secured Patty, providing that such
insurance company will give Secured Party at least 30 days prior written notice before any such
policy or policies of insurance shall be altered of' canceled. Obligor hereby agrees to apply all
'insurance proceeds received under the Insurance Policy to remedy the loss covered thereby
(including reimbursing Obligor for funds expended to remedy such loss), to satisfy the
indebtedness evidenced by the Note, or as otherwise consented to by Secured Party.

5.8 Taxes. Obligor shall promptly pay when due any and all property, excise,andother taxes
andall assessments, dudes, and other charges levied or imposed on any or all of the Collateral or
imposed on Obligor 'm respect of any or all of the Collateral, this Agreement, or the security
interest granted herein. Obligor shall also pay when due any and all lawful claims for labor,
materials, and supplies,that, if unpaid, might become a Lien or Encumbrance onany or all of the
Collateral.

5.9 Social CovenantsRcnardinlz Collateral.

5.9.1 Use of Inventory. Until an Event of Default, Obligor may possess, process, use, and
consume in the manufacture or processing of finished goods, and lease, sell, or otherwise
dispose of for fair consideration the Inventory, all 'm the ordinary course of Obligor's
business, excluding, however, any bulk sale, any disposition to one or more creditors, and
any transfer in satisfactionof indebtedness.

5.9.2 Proceeds of Inventor and Accounts and Notification to Accounts Obligors. Upon the
occurrence of an Event of Default, to the extent applicable, (i) Obligor will notify the
obligors of Accounts to make payments of any or all Accounts directly into a Remittance
Account established in favor of Secured Party, and (ii) Obligor shall on the day ofreceipt by
Obligor of any Accounts or any proceeds of Inventory or Accounts, transmit the same to
Secured Party in the form received by Obligor. Obligor agrees to account to Secured Party
for all Accounts and all proceeds ofinventory and Accounts and, pending transmittal of any
proceeds to Secured Party, to hold the same in the form received separate and apart from,
and not commingled with, any other property of Obligor and 'it trust for Secured Party.
Amounts in the Remittance Account and any cash proceeds received by Secured Party will
be applied periodically by Secured Party to payment of such of the Obligations, whether or
not then due, determined by Secured Party in its absolute and sole discretion.

5.10 No Obligations and Limit of Liability of Secured Party. Secured Party does not
assume and shall have no liability or obligation for any liabilities or obligations of Obligor
relating to the Collateral. Secured Party shall have no obligation to notify Obligor with
respect to the payment or performance or non-payment or non-performance of any third
Person obligations included in the Collateral (including, without limitation, payment or
non-paymentofany Accounts) or to enforce the payment or performance by any third Person
of obligations included in the Collateral (including, without limitation, payment of the
Accounts). In exercising its rights and remedies in the Loan Documents audits other rights
and remedies and in performing any obligations to Obligor, Secured Party and its
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stockholders, directors, officers, employees, agents, and representatives shall have no
liability or responsibility whatsoever (including, without limitation, any liability or
obligation for any injury to the assets, business, operations, or property of Obligor), other
than for its gross negligence or willful misconduct. No action taken or omitted to be taken
by the Secured Party with respect to all or part of the Collateral shall give rise to any claim,
counterclaim, defense, or offset in favor ofObligor against Secured Party (except for claims
for gross negligence or willful misconduct by Secured Party).

5. ll Costs and Expenses of Performance of Obligor's Covenants. Obligor will perform all
its obligations under this Agreement at its sole cost and expense.

5. 12 Actionsby Secured Party; Power ofAttom9y.

5.12.1 If Obligor fails topay or performany of the Obligations under this Agreement,
Secured Party in its absolute and sole discretion, witllout obligationso to do, without
releasingObligor from such Obligations,and withoutnoticeto or demand upon Obligor,
may pay or perform the same in such manner and to such extent as Secured Party
determines necessaryor appropriate in its absolute and sole discretion.

5.12.2 Without limiting the general powers, whether conferred herein, in another Loan
Document, or by law, upon an Event of Default or in exercising its rights under Section
5.12. 1, Secured Party shall have the right but not the obligation to do any or all of the
following from time to time, to the extent applicable: (i) to enter upon any premises
where any of the Collateral or the books and records relating to the Collateral are located
and take possession of the Collateral; (ii) to maintain, preserve, protect, repair, restore,
assign, lease, pledge, sell, and otherwise dispose of and deal with the Collateral; (iii) to
make additions, alterations, and improvements to the Collateral to keep the Collateral in
good condition and repair; (iv) to enforce the rights and remedies of Obligor with respect
to the Collateral; (v) to perform or cause compliance with the Requirements; (vi) to
adjust, compromise, defend, deposit a bond or give security in connection with,
discharge, enforce, make demands related to, pay or otherwise obtain the discharge or
release, prosecute, release, settle, terminate, or waive any claim or legal proceeding
relating to any or all of the Collateral (including, without limitation, claims under
insurance policies and claims against Obligor or the Collateral that Secured Party
believes to be valid, regardless of whether actually valid); (vii) to send verifications to
obligors of Accounts and issuers of Documents evidencing or representing Collateral;
(viii) to notify obligors of Accounts to make payments directly to Secured Party; (ix) to
execute, deliver, file, record, amend, modify, extend, renew, restate, supplement, and
terminate agreements, documents, and instruments included in or relating to the
Collateral (including, without limitation, invoices, bills of lading, and Documents); (x) to
receive, endorse, and collect Accounts (including, without limitation, checks,
Instruments, and other orders for the payment of money made payable to Obligor or
representing any Collateral), and to give receipts and full or partial discharge for the
same; (xi) to obtain, realize upon, and release guaranties and security for obligations of
third Persons included in the Collateral (including, without limitation, the Accounts);
(xii) to obtain any insurance required under this Agreement, to pay the premiums for
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such required insurance, to file, prosecute, compromise, and settle proofs of claim under
such insurance, and to receive insurance proceeds payable to Secured Party alone; (xiii)
to commence, appear and participate in, prosecute, and terminate any legal proceeding
relating to (A) the Collateral, (B) the security interest granted herein, (C) the perfection
or priority of such security interest, or (D) the rights or remedies of Secured Party under
the Loan Documents or the law; (xiv) to compromise, contest, deposit a bond or give
security in connection with, discharge, pay, purchase, or settle any Lien or Encumbrance
(including, without limitation, any Permitted Exception), whether senior orjunicr to the
security interest granted herein; (xv) to do all other acts and things that Secured Party
may, in its absolute and sole discretion, determine to be necessary or appropriate to carry
out the purpose ofthc Loan Documents, as fully and completely as if Seemed Party were
the absolute owner of the Collateral, and (xvi) to pay from Secured Party's own funds or
from proceeds of advances of any unadvanccd portion of any Commitment, which
advances Obligor hereby authorizes Secured Party to make for account of Obligor, all
related costs, expenses, and fees (including, without limitation, attorneys' fees and costs
of legal proceedings) incurred by Secured Party, which costs, expenses, and fees, if paid
tram Secured Party's funds, Obligor agrees to pay to Secured Party upon demand
together with interest thereon at the Default Rate from the date incurred until paid in full.
All costs, expenses, and fees incurred by Secured Party shall be prima facie evidence of
the necessity therefor and the reasonableness thereof Nothing in this Agreement shall be
construed as requiring or obligating Secured Party to make any inquiry as to the nature
or sufficiency of any payment received by Secured Party, to present or file any claim or
notice, or to take any other action with respect to the Collateral.

5.12.3 Obligor hereby appoints Secured Party as Obligor's attorney-in-tlact for the
purpose of carrying out the provisions of this Agreement (including, without limitation,
the obl igat ions of Obl igor).  This appointment is coupled with an interest and is
irrevocable. Without limiting the generality of the foregoing, Secured Party shall have

the power as attorney-in-fact to do the things described in Section 5.12.2 as and when
provided in such section.

5.12.4 Nothing in this Agreement shall relieve Obligor of any of its obligations under
any Loan Document or under any other agreement, document, or instrument or in any
way limit the rights or remedies of Secured Party.

6. Events Of Default. Each of the following shall be an eventof default ("Event of Default") :

6.1 Attachment,garnishment, levy of execution, or seizure by legal process of any or all of the
Collateral.

6.2 Any legal proceeding or other action against or affecting any or all of the Collateral is
commenced (including, without limitation, any prejudgment attachment or garnishment) and is
not quashed, stayed, or released within thirty (30) days.

6.3 Givingof notice of a sale under the UniformCommercial Code or any other action by any
Person, other than Secured Party, to realize upon any of the Collateral under any Lien or
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Encumbrance, regardless of whaler suchLien or Encumbrance is a Permitted Exceptionand
regardless ofwhether junior  or senior to the security interest granted herein.

6.4 Any Transfer occurs.

6.5 Any Lien or Encumbrance on any or al l  of  the Col lateral ,  other than the Permit ted

Exceptions, is created or exists, whether junior or senior to the security interest herein.

6.6 Any or all of the Collateral is lost, stolen, suffers substantial damage or destruction, or
declines materially in value.

6.7 Obligor abandons any or dl of the Collateral.

6.8 The occurrence of a default or any event or condition that withnotice, passage of time, or
both wouldbe a default in respect of any Permitted Exception.

2
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6.9 The occurrence of default or condition or event designated as a default, an event of default,
or an Event of Default in any other Loan Document or in any agreement, document, or
instrument relating to any other indebtedness of Obligor to Secured Party.

7. Rights And Remedies Of Secured Partv. Upon occurrence fan Event of Default, Seemed
Patty may, at its option, in its absolute and sole discretion and without demand or notice, do any or
dl of the following'

7.1 Acceleration of Obliszations. Declare any or all of the Obligations to be immediately due
and payable, whereupon such Obligations shall be immediately due and payable within 30 days.

7.2 Possession and Other Actions Conceminsz Collateral. Either in person or by agent, with or
without bringing any action or legal proceeding, without regard to the adequacy of its security,
or by means of a court appointed receiver, enter upon any premises in which the Collateral or the
books and records relating to the Collateral are located and take sole and exclusive possession of
all or any part of the Collateral, and take any or all of the actions described in Section 5. 12.2. In
the event Secured Party demands, or attempts totake possession of the Collateral in the exercise
of the rights under this Agreement, Obligor shall promptly turn over and deliver possession of
the Collateral to Secured Party. Secured Party may enter upon any premises upon which any of
the Collateral or any books and records relating to the Collateral are located in order to exercise
Secured Party's right to take possession of the Collateral and may remove the Collateral from
such premises or render the Collateral unusable.

7.3 Replevin. As a matter of right and without notice to Obligor or anyone claiming under
Obligor, Secured Party shall be entitled to orders of replevin by a com of any or all Collateral
from time to time.

7.4 Odder Rights and Remedies. Exercise any and all other rights and remedies of Secured Party.
In this regard, Secured Party may, among any other rights and remedies, sell all or any part of
the Collateral at public or private sale for cash, upon credit, in exchange for other property, or
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for future delivery as Secured Party shall deem appropriate. As to sale or other disposition of the
Collateral, except as to any of the Collateral that is perishable, threatens to decline speedily in
value, or is of a type customarily sold on a recognized market as to which no notice shall be
required, Secured Party will give Obligor reasonable notice of the time and place of any public
sale or of the time after which any private sale or any other intended disposition is to be made.
Obligor agrees that any such notice shall be sufficient if given at least ten (10) days prior to such
sale or other disposition. Secured Party may be a purchaser at any sale. Secured Party may pay
the purchase price at any sale by crediting the amount of the purchase price against the
obligations.

I

8. Anulication Of Proceeds. A11 Collateral and all proceeds of Collateral received by Secured
Party, before or alter an Event of Default, will be applied by Secured Party to the Obligations,
whether or notdue, in such order as Secured Party shall determine in its absolute and sole discretion,
subject to any requirements flaw. Any Collateral and any balance of such proceeds remaining after
payment of the Obligations in full will be paid to Obligor, its successors or assigns, or as the law or a
court of competentjurisdiction may direct. Any proceeds of Collateral in the form of a check shall
be credited against the Obligations only upon the expiration of such period of time after receipt
thereof by Secured Party as Secured Party determines is reasonably sufficient to allow for clearance
or payment thereoti Any other proceeds of Collateral will be credited against the Obligations only
upon conversion into cash and receipt of such cash by Secured Party. Each such credit shall,
however, be conditional upon final payment to Secured Party of the item giving rise to such credit.

9. Provisions In Other Loan Documents Govern This Agreement. This Agreement is subject to
certain terms and provisions in the other Loan Documents, to which reference is made for a
statement of such terms and provisions.

10. Counterparts. This Agreement may be executed in counterparts, all of which executed
counterparts shall together constitute a single document. Signature pages may be detached from the
counterparts and attached to a single copy of this Agreement to form physically one document.

Dated as of the date first above stated.

November 6, 2009

U to \/ClerI Jia/44.41 4-1'/eafurgf
Name: Cindy Liles
Title: Chief Operating Officer
"Obligor"

i

By:
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