purchase ptice is based upon a fee of Two Thousand Five Hundred Dollars ($2,500.00)
for each active water and $2,500.00 for each active wastewater connection transferred
to Aqua on the date of Closing and shall be adjusted in the event there are more or
fewer active connections receiving service at Closing.

(b) Aqua shall loan One Hundred Eighty-Four Thousand Two Hundred Dollars
(8184,200.00) to Seller at the time of execution of this document by all parties. This
loan shall be evidenced by a Note from Seller to Buyer bearing interest at an annual
rate of One Percent (1%), and shall be secured by security agreements, financing
statements and deeds of trust, against Seller’s real property, all as more particularly
described in the documents attached hereto as Exhibit 1 and incorporated herein as
Schedule 1.3 (b). The Note shall be due and payable in full, including all principal and
interest, without regard as to whether the Closing described herein has occurred, on the
carlier of a) the one year anniversary of the Effective Date of this Agreement; b) the
date this Agreement is terminated by either party, regardless as to the reason for
termination; or c¢) the Closing date described in this Agreement. If the Closing
described herein occurs, the Note and all accrued interest will be repaid out of the sales
proceeds due to Seller via a credit to Aqua at Closing. This Note is an integral part of
the consideration for this Agreement, and Seller would not have entered into this
Agreement without the Note. Similarly, the liens securing the Note are an integral part
of the consideration; and Aqua would not have extended the loan 1o Seller if the Note
was in any way conditional or contingent or if the Note was not collateralized as
provided in the Note, Security Agreements, Financing Statements, and Deeds of Trust.

(©  The parties acknowledge that under this Agreement Buyer is not obligated to Close
under the following conditions: 1) Seller fails to comply with any term or provision of
this Agreement; 2) a Condition Precedent under Section 5 of this Agreement does not
occur and Aqua exercises its right to terminate the Agreement; or 3) Closing has not
occurred within one year from the date listed in the first paragraph of this Agreement.
In the event that Closing does not occur because Buyer has breached this Agreement or
otherwise failed to perform its obligations hereunder, Seller shall be entitled to
liquidated damages in the amount of $184,200, which shall be its sole remedy against
Buyer. .

14  Contractual Obligations

Aqua shall not assume any obligations of Seller under any contract, agreement, commitment,
lease, certificate, permit or other instrument, whether oral, written, express or implied, except with
respect to those contracts ahd other instruments listed on Schedule 1.4 attached hereto, made part
hereof and incorporated herein by reference. Provided, however, that Seller shall retain responsibility
for all payments that were due and payable under such agreements prior to Closing, including the
payment of any settlements for amounts that may have been disputed under such agreements.

1.5 Non-Assumption of Liabilities
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With the exception of the assumption of contractual duties to be performed after the date of
Closing under the surviving contracts listed on Schedule 1.4 attached hereto together with the ongoing
obligation to provide water and/or service to the customers of the Seller served by the Systems (the
"Assumed Obligations"), all liabilities and obligations of Seller shall remain the sole responsibility of
Seller, including any and all liabilities or obligations under any employee benefit plan, practice or
arrangement or pension, retirement or savings plan. Except for the Assumed Obligations, Aqua shall
not assume and shall not be liable for any liabilities or obligations of Seller of any nature whatsoever,
whether express or implied, fixed or contingent.

2. CLOSING

(a) The Parties shall exercise reasonable efforts to close by May 30, 2014. However, subject
to the provisions of Sections 4 and 5, Closing hereunder (the "Closing") shall actually take place at
the offices of Aqua, located at 1106 Clayton Lane, Suite 400 W, Austin, Texas, commencing at 10:00
am. local time, on or before a date thirty five (35) days after the receipt of regulatory approvals,
including without limitation those described in Section 5.6 below. The date of the Closing is referred
to herein as the "Closing Date" or “Closing”. The effective time of the legal transfer hereunder shall
be 12:01 a.m. on the day folowing the Closing Date. Notwithstanding the foregoing, if the initial
Closing has not occurred within one year of the date of this Agreement, either Party shall have the
right to terminate this Agreement in accordance with the provisions of this Agreement, provided that
such termination shall be without prejudice to the rights of either party which has performed its
obligations under this Agreement, if Closing does not occur because of a material breach of this

Agreement by the other party.

2.1 Items to be delivered at Closing

At the Closing and subject to the terms and conditions herein contained:
(@)  Seller shall deliver to Aqua the Assets, including, without limitation, the following:

@ instruments and documents of conveyance and transfer, all in form reasonably
satisfactory to Aqua and its counsel, as shall be necessary and effective to
transfer and assign to, and vest in, Aqua good and marketable title to the Assets
and all rights to operate the Systems as such is now being operated, including,
but not limited to the following documents: a Deed for each parcel to be
conveyed; a Bill of Sale and Assignments; an Assignment and Grant of
Easement for any easement Aqua requires to utilize, maintain, repair and
replace any facilities located outside of any parcels to be conveyed and/or
publicly dedicated roadways; and an appropriate Sanitary Control Easement for
each well within the well protection area Aqua requires.

(i)  Assignment and copies of] or the originals as appropriate, of all the agreements,
contracts, commitments, leases, plans, bids, quotations, proposals, instruments,
certificates, permits and other instruments belonging to Seller that are part of or
related to the Assets;
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(ili) a complete and accurate list of the names and addresses of all customers of
Sellet, both in paper form and in electronic form on a compact disk (CD) that
can be downloaded to a computer, along with a billing history for each

customer;

(iv)  acertificate, in form and substance satisfactory to Aqua, executed by each third
party to any contract listed on Schedule 1.4 confirming that all representations
and warranties of Seller with respect to such contract are true and correct, and
that there is no defense, counterclaim or asserted set off by such party under the
contract, and that Seller and such party are each in compliance with the
requirements of the contract, and to the extent such party's consent is required
to an assignment of the contract to Aqua, such consent;

(v)  keysto any and all buildings and gates;

and simultaneously with such delivery, all such steps shall be taken as may be required
to put Aqua in actual possession and operating control of the Assets.

(b)  Seller shall deliver to Aqua, the agreements, opinions, certificates and other documents
and instrumetits referred to in Section 5 hereof.

(¢)  Aqua and Seller agree that final meter readings shall be conducted on a date stipulated
by the parties that is within seven (7) days immediately prior to Closing. These
readings shall be utilized by the Seller for the purpose of issuing final bills, and shall
constitute the opening readings for Aqua. Aqua shall use these readings to begm the
billing cycle for its new customers following Closing.

(d  The meter readings obtained under Section 2.1(c) shall be included within a Schedule
of Accounts Receivable that will be developed jointly by the Parties. The Schedule of
Accounts Receivable shall include any unpaid amounts of prior billings for utility
services that are owed to Seller by customers for utility services provided prior to
Closing. Seller shall be entitled to bill and collect, in its own name, for receivables
attributable to utility services it provided prior to Closing and shall retain all such
receivables. Agqua shall not be respon51ble to collect, or to pay Seller or any third
party, for utility services Seller prov1ded prior to Closing and Buyer shall be entitied to
retain all accounts receivable for services provided after Closing. At Closing, Seller
shall transfer to Aqua any prepaid fees that Seller collected for services, taps or
connections that were not provided by Seller prior to Closing.

2.2  Prorations and Clositig Agreements

Prorations, allocations, transfers of utilities, stipulations and other closing settlemént matters
shall be made by the Parties at or near the time of closing pursuant to the terms of the attached and
incorporated SCHEDULE 2.2.
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2.3 Transfer of Utilities

Buyer and Seller agree to terminate and transfer liability for electric service and any other
utilities to Buyer as near as practicable to the effective date of closing.

24 Remedy

Seller acknowledges that the Assets are unique and not otherwise available and agrees that, in
addition to any other available remedy, Aqua may invoke any equitable remedy to enforce
performance hereunder, including, without limitation, the remedy of specific performance.

2.4  Further Assuranceg

Seller, from time to time after the Closing, at Aqua’s request, and without compensation, will
execute, acknowledge and deliver to Aqua such other instruments of sale, conveyance, assignment and
transfer and will take such other actions and execute and deliver such other documents, certifications and
further assurances as Aqua may reasonably require in order to vest in Aqua, and/or to place Aqua fully in
possession of, all of the Assets. Each of the parties hereto, without compensation, will cooperate with
the other and execute and deliver to the other such other instruments and documents and take such other
actions as may be reasonably requested from time to time by any other party hereto as necessary to catry
out, evidence and confirm the purposes of this Agreement.

3. CONDUCT OF PARTIES PENDING CLOSING

3.1  Seller agrees that, with respect to the Assets, pending the Closing and except as otherwise
agreed to in writing by Aqua:

(@)  The business of Seller shall be conducted solely in the ordinary course consistent with
past practice.

(b)  Seller shall continue to maintain and service the tangible Assets in good workmg order
such that they will be in proper working order at Closing.

(¢)  Seller will use its best efforts to maintajn its relations and goodwill with its suppliers,
-customers and any others having business relations with it.

(d)  Seller shall comply with all laws, ordinances, rules, regulations and orders applicable
to it and to the conduct of its business. .

(e Seller will promptly advise Aqua in writing of all events between the date hereof and
Closing which could render any representation or warranty under the Agreement, if
restated and republished as of Closing, untrue or incorrect in any material respect.

® Seller will promptly advise Aqua in writing promptly after Seller receives knowledge

of the threat or commencement of any dispute, claim, action, suit, proceeding,
arbitration or investigation against or involving the Assets or the sale and transfer
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thereof to Aqua, or of the occurrence of any event (exclusive of general economic
factors affecting business in general) of a nature that is or may be materially adverse to
the business, operations, properties, assets, prospects or condition (financial or
otherwise) of Seller.

Seller will conduct its business in such 2 manner that at the Closing the representations
and warranties of Seller contained in this Agreement shall be true as though such
representations and warranties were made on and as of such date. Furthermore, Seller
will use its best efforts to cause all of the conditions to this Agreement to be satisfied
on or prior to the Closing Date.

Seller will not take any action which would result in a material breach of any of the
representations and warranties of Seller hereunder.

Seller will provide Aqua with such financial and other reports of its business as Aqua
may reasonably request.

Seller will give to Aqua, its officers, employees, accountants, counsel and other
representatives free and full access to and the right to inspect, during normal business
hours, all of the premises, properties, assets, records, contracts and other documents
relating to ity business and operations, and shall permit them to consult with the
officers, employees, accountants, counsel and agents of Seller for the purpose of
making such investigation of the business and operations of Seller as Aqua shall desire
to make, provided that such investigation shall not unreasonably interfere with the
business or operations of Seller.

Seller shall notify and consult with Aqua prior to the initiation, development or
execution of any plans for expansion of or improvements to the Assets.

Seller agrees to sign or join with Aqua in providing such notices to customers of the
change in ownership and related information, as may be required by Buyer for
inclusion in the first billing next following closing.

CONDITIONS PRECEDENT TO SELLER'S OBLIGATIONS

All obhgatlons of Seller under this Agreement are subject to the fulfillment or satisfaction, or
waiver by Seller, prior to or at the Closing, of each of the following conditions precedent:

Closing Certificate; Performance by AQUA

Aqua shall have performed and complied with all agreements and conditions required by this

Agreement to be performed or complied with by it prior to or at the Closing; and Seller shall have
been furnished with a certificate or certificates of Aqua dated the Closing Date, signed by an officer of
Aqua, certifying, in such detail as Seller may reasonably request, to the fulfillment of the foregoing.
conditions and that all representations and warranties made by Aqua in this Agreement are true and
correct as of Closing, except such as have been rendered incorrect because of events which occurred
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after the date hereof, as disclosed in writing by Aqua to Seller within a reasonable time after the event
occurred.

4.2  Litigation Affecting Closing

On the Closing Date, no proceeding shall be pending or threatened before any court or
governmental agency in which it is sought to restrain or prohibit or to obtain damages or other relief
in connection with this Agreement or in the consummation of the transactions contemplated hereby,
and no investigation that might eventuate in any such suit, action or proceeding shall be pending or

threatened.

43  Adqua and Seller shall have entered into an agreement, in form and substance similar to the
agreement attached hereto as Exhibit 4.3, through which Aqua will retain the services of Texas Rain,
Inc. to operate and maintain the Systems for the earlier of either a period of two (2) years or until such
time as Texas Rain, Inc. enters into other operations and maintenance agreements to provide services
to an equal number of connections -- 1088 -- as are being transferred to Aqua hereunder.

5. CONDITIONS PRECEDENT TO AQUA'S OBLIGATIONS

All obligations of Aqua under this Agreement are subject to the fulfillment or satisfaction by
Aqua, prior to or at the Closing, of each of the following conditions precedent and Aqua may, in its
discretion, terminate this Agreement in the event of the failure of any such condition:

5.1 Satisfaction with Operational and Real Estate Title Issues

Aqua shall be satisfied, within sixty (60) days following the execution of this Agreement, with
the results of its due diligence inspections of the overall operational functionality of the Assets that
Aqua may elect to perform, and at Closing that there has been no material deterioration therein
between the expiration of such sixty (60) day period and Closing. Additionally, prior to Closing,
Aqua shall be satisfied with its review of the real estate and the quality of title to be conveyed to Aqua
from Seller. '

~

5.2 Closing Certificate; Performance by Seller

Seller shall have performed and complied with all agreements and conditions required by this
Agreement to be performed or complied with by it prior to or at the Closing; and Aqua shall have
been furnished with a certificate or certificates of Seller dated the Closing Date, signed by the
appropriate officials of Seller, certifying, in such detail as Aqua may reasonably request, to the
fulfillment of the foregoing conditions and that all representations and warranties are true and correct
as of Closing, except as disclosed by Seller pursuant to Section 3.1(e), and the facts as contained in °
such disclosure(s) shall not result, as determined by Aqua in its reasonable judgment, in-a material
adverse change in the condition of the Assets or business and operations of Seller relating to the

Systems. '

53 Litigation Affecting Closing
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On the Closing Date, no proceeding shall be pending or threatened before any court or
governmental agency in which it is sought to restrain or prohibit or to obtain damages or other relief
in connection with this Agreetnent or the consummation of the transactions contemplated hereby, and
no investigation that might eventuate in any such suit, action or proceeding shall be pending or

threatened.
5.4  Seller Authorizations

Seller shall have furnished Aqua with certified copies of all proceedings of Seller, including a
signed and certified copy of the appropriate document(s) authorizing the transactions hereby
contemplated, as Aqua reasonably shall require.

5.5  Opinion of Counsel

Counsél for Seller, both the solicitor and bond counsel (if applicable), shall have delivered to
Aqua at Closing an opinion of such counsel, in form and substance consistent with that identified as

Schedule 5.5.

5.6  Governmental Approvals
Aqua shall have received all governmental authorizations needed for the transfer of the Assets.

A. In the event that the Sale Transfer Merger Abpplication of the parties is uncontested, a letter
from TCEQ, authorizing consummation of the transaction contemplated by this Agreement shall be
required. Incident to closing, Seller will provide documents supporting disposition of customer
deposits, and a statement of its consent to the transfer of CCN to Buyer. Following closing, Seller
will provide consents, and information, (if any is required), such that Buyer receives and approves the
map, order, certificate, proposed tariff and issuance of same in approved final form.

B. In the event that the Sale Transfer Merger Application of the parties is contested, a final
order approving the transaction contemplated by this Agreement shall be required. Incident to such
final order, and if not addressed in such final order or otherwise required at closing, Seller will
provide documents supporting disposition of customer deposits, and a statement of its consent to the
transfer of CCN to Buyer. Following closing, Seller will provide consents, and information (if any is
required) such that Buyer receives and approves the map, order, certificate, proposed tariff and
issuance of same in approved final form.

C. Buyer shall prepare the Sale Transfer Merger Application, and said application will
include the following provisions and requests: (a) Ownership of the Systems and the CCN for the
Service Area shall be transferred from Seller to Buyer; (b) Aqua shall be the sole CCN holder
obligated to provide water and wastewater service to the residents, business, and customers in the
Service Area; (c) Seller shall abandon its CCN for such Service Area; (d) Approval by the TCEQ
and/or the Public Utility Commission of Texas of rate base for the Systems in an amount that is
acceptable to Aqua in its sole discretion; and (¢) Authorization for Aqua to immediately charge
customers the same rates and miscellaneous fees for both water and wastewater that Seller is currently
authorized by tariff to charge customers pursuant to: i) the Case Settlement Record entered in SOAH
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Docket # 582-13-3908 and TCEQ Docket Number 2013-0510-UCR concerning Application # 37423-
R; and ii) the Case Settlement Record entered in SOAH Docket # 582-13-3908 and TCEQ Docket #
2013 0510-UCR concerning Application # 37424-R. Those Case Settlement Records are attached
hereto as Exhibit 1 and are incorporated herein. All governmental authorizations, orders, and
approvals issued by the TCEQ and/or the Public Utility Commission of Texas shall be ini form and
substance satisfactory to Aqua in its sole discretion.

4 5.7 Material Damage

The Assets shall not be, or be threatened to be, materially adversely affected by fire,
explosion, earthquake, disaster, accident, cessation or interruption of utility or other services, flood,
drought, lack of water supply, contamination of water supply, embargo, riot, civil disturbance,
uprising, activity of armed forces or act of God or public enemy, or any other event or occurrence.

5.8  Satisfaction of Aqua

All actions, proceedings, resolutions, instruments and documents required to carry out this
Agreement or incidental hereto and all other related matters shall have been approved on the Closing
Date by Aqua in the exercise of its reasonable judgment.

5.9 Agreement to Sell the Horseshoe Bend Water System to Aqua

Aqua’s obligation hereunder are conditioned upon Seller and Aqua entering into an agreement
by which Seller will sell, and Aqua will by, the assets of the Horseshoe Bend Water System, as
existing at the time this Agreement is executed, upon mutually acceptable terms and conditions.

6. REPRESENTATIONS AND WARRANTIES OF SELLER

6.1  Seller, to the best of Seller’s knowledge and belief, hereby represents and warrants to Aqua as
follows:

(a) Organizatiof, Texas H20, Inc. is duly organized, validly existing and in good standing
under the laws of the State of Texas.

(b)  Systems Ownership. Seller holds the exclusive right, title and interest to the Assets
and facilities comprising the Systems.

()  Current Operations. Seller has all requisite power and authority and all agreements,
contracts, commitments, leases, certificates, licenses, permits, regulatory authorizations
and other instruments required to conduct the business of the Systems as it has been
and is now being conducted and to own and operate the Systems.

(d)  Legal Authority. Seller has the full power and lawful authority to transfer to Aqua the
rights, title and interest in and to the Systems.
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Due Authorization: Valid and Binding. Seller has the full power and lawful authority
to execute and deliver this Agreement and all related agreements and to consummate

and perform the transactions contemplated hereby and has duly and validly authorized
the execution of this Agreement and all related documents and agreements by all
necessary proceedings. This Agreement and all related agreements constitute the valid
and binding obligation of Seller.

No Approvals or Violations. This Agreement does not require any further approvals of
any other party, does not violate any law, ordinance or regulation, does not conflict
with any order or decree, and does not conflict with or result in a breach of any

contract, lease or permit to which Seller is a party.

Party to Decree. Seller is not party to, or subject to the provision of, any judgment,
order, writ, injunction or decree of any court or of any governmental official, agency or

instrumentality relating to the Systems or the Assets.
List of Assets. Schedule 1.1 contains a true and complete list of the Assets. -

Customer Records. The data contained in the customer records provided to Aqua is
true and accurate.

Except as set forth on Schedule 6.2, Seller hereby represents and warrants to Aqua as follows:

G

(b)

©

@

Title of Assets. Seller has good and marketable title to the Assets, and they will be
delivered from closing free and clear of all liens, encumbrances and security interests.

Undisclosed Liabilities. There are no liabilities or obligations of Seller, either accrued,
absolute, contingent or otherwise, relating to the Assets. For purposes of this
Agreement, the term liabilities shall include, without limitation, any direct or indirect
indebtedness, guaranty, endorsement, claim, loss, damage, deficiency, cost, expense,
obligation or responsibility either accrued, absolute, contingent or otherwise.

Condition of Assets. All the tangible property included in the Seller’s Assets are in
good operating condition and repair, are usable in the regular course of business and
conform to all applicable laws, ordinances, codes, rules and regulations relating to their
construction, use and operation, and are free from any known material defects except
such minor defects 'as do not substantially interfere with the continued use thereof in
the conduct of normal operations. Other than the fact that tangible property will be in
good operating condition and repair as of the date of closing, Seller makes no
representation or warranty respecting such property and the same will be conveyed AS
IS, WHERE IS without express or implied warranty of any kind, save and except good
title.

No Other Parties. No person other than Seller owns or has any interest in any
equipment or other tangible assets or properties currently utilized or necessary to the
operations or business of the Seller’s Assets.
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- Adequacy of Rights. All agreements, contracts, commitments, leases, certificates,

permits and other instruments related to the Assets to which Seller is a party are valid
and enforceable in accordance with their terms, are in good standing, and the parties
thereto are in compliance with the provisions thereof. No party is in default in the
performance, observance or fulfillment of any material obligation, covenant or
condition contained therein, and no event has occurred, which with or without the
giving of notice or lapse of time, or both, would constitute a default thereunder.

Adequacy of Property Rights. All leases, licenses, rights of wéy, and easements
related in any manner to the assets and properties comprising the Seller’s Assets and
all other instruments, documents and agreements pursuant to which Seller has obtained

_the right to use any real property in connection with the Assets are in good standing,

valid and effective in accordance with their respective terms, and with respect thereto,
there is no existing default or event which could constitute a default. Seller possesses

all property rights necessary to operate the Assets.

Rights to Facilities. Seller has geod and valid rights to occupy and to obtain access to
the areas where the distribution lines and other facilities of the Assets are located.

‘Pending Litigation. There are no pending claims, actions, investigations or legal or

administrative proceedings regarding the Assets or Seller's ability to transfer the
Assets.

Threatened Litigation. To the best of Seller's knowledge, there are no threatened
claims, actions, investigations or legal or administrative proceedings regarding the
Assets or Seller's ability to transfer the Assets, nor does Seller know of any basis for
any such claim, action or proceeding.

Contract for Refunds. Seller is not a party to any contract for future payment of
refunds under any extension agreement, customer deposit agreement or similar
agreement with respect to the Assets.

Contract with Suppliers. Seller is not a party to any contract for the purchase of, or
payment for supplies, eqmpment or for services related to the Assets, except such

contracts that shall not survive Closing.

No Material Change. Within the past two years, Seller has not: 1) made or suffered
any amendment or termination of any material agreement, contract, commitment or
lease or any governmental permit or authorization to which it is a party or by which it
is bound; or 2) canceled, modified or waived any debts or claims held by it; or 3)

waived any rights of substantial value.

No Material Adverse Conditions. There are no conditions or developments existing or,
to the knowledge of Seller, threatened which would have a material adverse effect on

the Assets.
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Compliance with Law. Seller is not in any material violation of any law, ordinance or
governmental rule or regulation to which it or its business, operations, assets or
properties is subject and has not failed to obtain, or to adhere to the requirements of;,
any certificate, license, permit or other governmental authorization necessary to the
ownership of its assets and properties or to the conduct of its business.

Seller has a total of 1088 active water and wastewater connections, subject to normal
variations which will be adjusted at closing, which will be transferred to Aqua
hereunder. The active connections and the table listed in Schedule 6.2 (o) as adjusted
to the date of closing will accurately represent the active connections in the water and
wastewater systems being transferred hereunder. An active connection shall be any
connection that has received water or wastewater service, as evidenced by
consumption, within the sixty (60) days prior to closing

6.3  Except as set forth in Schedule 6.3, Seller hereby represents and warrants to and with Aqua as
follows with respect to compliance with environmental laws:

(a)

(b)

(©

@

Compliance with Law. To the best of Seller’s actual knowledge, Seller has been and is
in compliance with all Environmental Laws (as hereinafter defined).

Adequacy of Permits. To the best of Seller’s actual knowledge, after diligent inquiry
and investigation, Seller has obtained and continues to possess all permits, licenses, -
approvals or other authorizations which are required under the Environmental Laws,
has filed such timely and complete renewal applications as may be required prior to the
Closing Date, and also has complied with all reporting and record keeping
requirements under the Environmental Laws.

Environmental Conditions. To the best of Seller's actual knowledge, following diligent
inquiry and investigation, there are no past or present events, conditions,
circumstances, activities, practices, incidents, actions or plans pertaining or relating to
the Assets which may impede or prevent continued compliance with the Environmental
Laws or which may give rise to any civil or cmmnal liability under the Enwronmental

Laws.

Compliance with Decrees. Seller has been and is in comphance with all orders,
decrees, judgments and notices issued against the Seller under or in connection with

the Environmental Laws.

As used in this Agreement, the following terms shall have the following meaning:

The term "Environmental Laws" shall include all federal, state and, local environmental laws
and regulations, including, without limitation, the Clean Water Act ("CWA"), also known as the
Federal Water Pollution Control Act ("FWPCA"), 33 U.S.C. § 1251 et seq., the Toxic Substances
Control Act ("TSCA™), 15 U.S.C. § 2601 et seq., the Federal Insecticide, Fungicide and Rodenticide
Act (“FIFRA”), 7 U.S.C. §§ 136 et. seq., the Safe Drinking Water Act (“SDWA?), 42 U.S.C. §§ 300
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(D) et seq., the Surface Mining Control and Reclamation Act (“SMCRA”), 30 U.S.C. §§ 1201 et seg.,
the Comprehensive Environmental Response, Compensation and Liability Act ("CERCLA"), 42
U.S.C. § 9601 et seq., the Superfund Amendment and Reauthorization Act of 1986 ("SARA"), Public
Law 99-499, 100 Stat., 1613, the Resource Conservation and Recovery Act ("RCRA"), 42 U.S.C.
6901, the Atomic Energy Act (“AEA”), Act of August 30, 1954, Ch. 1073,68 Stat. 919 (codified as
amended in scattered sections of 5 U.S.C. and 42 U.S.C.). Any reference to a legislative act or
regulation shall be deemed to include all amendments thereto and all regulations, orders, decrees,
judgments, opinions directives or notices issued thereunder.

The term "Environmental Condition" shall mean any condition or circumstance related to the
Assets, whether created by Seller or any other party, which (1) required or requires abatement or
correction under an Environmental Law, or (2) has given or may give rise to any civil or criminal
liability under an Environmental Law, or (3) has created or may create a public or private nuisance,
including the presence of asbestos, PCB's, hazardous substances, petroleum products, radioactive
waste or radon, on, in or about the Assets.

6.4 Except as set forth in Schedule 6.4, Seller hereby represents and warrants to Aqua as follows
with respect to fire service:

a) Agreements. Seller has not entered into an agreement concerning fire service other than as
disclosed in Schedule 6.4(a);

b) Representations about Fire Service. Seller has not made a representatlon to any customer or
other person, business or governmental agency that the system is capable of providing flows to
fight any fire other than as disclosed in Schedule 6.4 (b).

6.5 No Misleading Statements

No representation or warranty by Seller in this Agreement or in any document delivered or to
be delivered pursuant hereto or in connection herewith, and no statement, document, agreement,
information or certificate made or furnished or to be made or furnished to Aqua pursuant hereto or in
connection with the negotiation, execution or performance of this Agreement, now and as of the
Closing Date, contain any untrue statement of a material fact, or fail to state any fact necessary to
make any statement herein or therein not misleading.

6;6 Documents Produced

Seller will deliver at closing to Aqua true and complete copies of all the agreements, contracts,
commitments, leases, certificates, permits and other instruments, documents and undertakings
described in this Agreement.

7. REPRESENTATIONS AND WARRANTIES OF AQUA

7.1 Aqua hereby represents and warrants to Seller as follows:
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Organization. Aqua is a corporation duly organized and vahdly existing and in good
standing under the laws of the State of Texas.

Due Authorization; Valid and Binding. Aqua has the full power and lawful authority
to execute this Agreemernt and to consummate and perform the transactions
contemplated hereby and has duly and validly authorized the execution of this
Agreement by all necessary proceedings. This Agreement constitutes the valid and

binding obligations of Aqua.

Financial Wherewithal. Aqua has the financial wherewithal to complete the purchase
of the Assets as contemplated hereunder and upon completion of Closing, to operate
and manage the Assets at, or exceeding, the level of service provided by the Seller

prior to Closing.

8.  INDEMNIFICATION

' 8.1 Indemnification of Seller

From and after the Closing, Aqua will reimburse, indemnify and hold Seller and its officials
and employees harmless from and against any and all liabilities, obligations, damages, losses, actions,
audits, deficiencies, claims, fines, costs and expenses, including attorney's fees and costs resulting
from, relating to, or arising out of:

@
(b)

©
)

the provision of water service by Aqua for the period following Closing;

issues of regulatory compliance and claims by third parties for events that occur
following the date of Closmg that are not atiributable to events that occurred prior to

Closmg,

the failure of Aqua to perform any of its covenants following Closing; and

the enforcement of this Section 8.

8.2  Indemnification of Agua

From and after the Closing, Seller will reimburse, indemnify and hold Aqua and its affiliates,
and their officers, directors and employees, harmléss from and against any and all liabilities,
obligations, damages, losses, actions, audits, deficiencies, claims, fines, costs and expenses, including
attorney's fees and costs resulting from, relating to, or arising out of:

(®)

®)

any liabilities or obligations of Seller of any nature Whétsoever except for those
liabilities and obligations of Seller which Aqua specifically assumes pursuant to this
Agreement;

any misrepresentation, breach of warranty or non-fulfillment of any agreement or
covenant on the part of Seller under this Agreement, or from any misrepresentation in,
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AQUA AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands of dollars)

Yeats ended December 31, 2013, 2012, and 2011

2013 2012 2011

Net income attributable to common shateholders $ 2213008 196,563 % 143,069
Other comprehensive income, net of tax:

Unrealized holding gain (loss) on investments, net of tax of $76, $106, and $(5) for the

years ended December 31, 2013, 2012, and 2011, respectively 141 198 (10)

Reclassification adjustment for loss (gain) repotted in net income, net of tax (benefit)

of §(49), $182, and $125 for the twelve months ended December 31, 2013, 2012, and

2011, respectively (1) 90 (339) (233)
Comptehensive income $ 221531% 1964224 142,826

See accompanying notes to consolidated financial statements,

(1) Amount of pre-tax loss (gain) of $139, $(521), and $(358) reclassified from accumulated other comprehensive income to
loss (gain) on sale of other assets on the consolidated statements of net income for the yeats ended December 31, 2013, 2012,

and 2011, respectively.

See accompanying notes to consolidated financial statements.
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or omission from, any Schedule or information furnished to Aqua pursuant to this
Agreement or in connection with the negotiation, execution or performance of this
Agreement;

(¢)  the provision of water service by Seller for the period prior to the date of Closing;

(d). issues of regulatory compliance and claims by third parties for events that are
attributable to events that occurred prior to Closing;

(e)  Seller's failure to perform any of its covenants following Closing;

® Seller’s tax liability; and/or

(g) the enforcement of this Section 8.
8.3  General

Each party shall provide the other party with reasonable notice of any claims arising under this
Section 8. The indemnification rights of the parties under this Section 8 are independent of and in
addition to such rights and remedies as the parties may have at law or in equity or otherwise for any

misrepresentation, breach of warranty, or failure to fulfill any agreement or covenant hereunder.

9. SURVIVAL OF REPRESENTATIONS AND WARRANTIES

All representations, warranties and agreements made by the parties in this Agreement or in any
agreement, document, statement or certificate furnished hereunder or in connection with the
negotiation, execution and performance of this Agreement shall survive the Closing unless otherwise
indicated herein. Notwithstanding any investigation or audit conducted before or after the Closing
Date or the decision of any party to complete the Closing, each party shall be entitled to rely upon the
representations, warranties and agreements set forth herein and therein.

10. MISCELLANEOUS

10.1 Contents of Agreement; Parties in Interest; etc.

This Agreement sets forth the entire understanding of the parties hereto with respect to the
transactions contemplated hereby. It shall not be amended or modified except by written instrument
duly executed by each of the parties hereto. Any and all previous agreements and understandings
between or among any or all of the parties regarding the subject matter hereof, whether written or
oral, are superseded by this Agreement.

10.2 Binding Effect

All of the terms and provisions of this Agreement shall be binding upon, inure to the benefit of
and be enforceable by the legal representatives, successors and assigns of Seller or Aqua.
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10.3 Waiver

Any term or provision of this Agreement may be waived at any time by the party or parties
entitled to the benefit thereof by a written instrument executed by such party or parties.

10.4 Notices

Any notice, request, demand, waiver, consent, approval or other communication which is
required or permitted hereunder shall be in writing and shall be deemed given only if delivered
personally or sent by telegram or by registered or certified mail, postage prepaid, return recelpt

requested, as follows:

If to Aqua: Robert L Laughman, President
Aqua Texas, Inc.
1106 Clayton Lane, Suite 400 W
Austin, TX 78723

With a copy to: '

William M. Dickerson, Assistant General Counsel
762 W. Lancaster Avenue

Bryn Mawr, PA 19010

If to Seller:
Mr. Buich Hardie
Texas H20, Inc.
Post Office Box 613
Mansfield, TX 76063

With a copy to:

Mr. Gary Lott

2430 North Davis Drive, Suite 106
Arlington, TX 76012

or to such other address as the addressece may have specified in a written notice duly given to the
sender as provided herein. Such notice, request, demand, waiver, consent, approval or other
communication will be deemed to have been given as of the date so delivered, telegraphed or mailed.

10.5 Texas Law to Govemn

This Agreement shall be governed by and interpreted and enforced in accordance with the
laws of the State of Texas, without giving effect to any conflicts of laws provisions. .

10.6 ’ No Benefit to Others
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The representations, wananties, covenants and agreements contained in this Agreement are for
the sole benefit of the parties hereto, and their legal representatives, successors and assigns, and they
shall not be construed as conferring any rights on any other persons.

10.7 Headings, Gender, etc.

All section headings contained in this Agreement are for convenience of reference only, do not
form a part of this Agreement and shall not affect in any way the meaning or interpretation of this
Agreement. Words used herein, regardless of the number and gender specifically used, shall be
deemed and construed to include any other number, singular or plural, and any other gender,
masculine, feminine or neuter, as the context requires.

10.8  Exhibits and Schedules

All Exhibits, Attachments and Schedules referred to herein are intended to be and hereby are
specifically made a part of this Agreement.

10.9 Cooperation/Further Assurances

Seller from time to time after the Closing, at Aqua’s request, and without additional
compensation, will execute, acknowledge and deliver to Aqua such other instruments of sale,
conveyance, assignment and transfer and will take such other actions and execute and deliver such
other documents, certifications and further assurances as Aqua may reasonably require in order to vest
in Aqua, and/or to place Aqua fully in possession of, all of the Assets. Each of the parties hereto,
without additional compensation, will cooperate with the other and execute and deliver to the other
such instruments and documents and take such actions as may be reasonably requested from time to
time by any other party hereto as necessary to carry out, evidence and confirm the purposes of this
Agreement.

10.10 Severability

Any provision of this Agreement that is invalid or unenforceable in any jurisdiction or under
any circumstance shall be ineffective to the extent of such invalidity or unenforceability without
invalidating or rendering unenforceable the remaining provisions hereof, and any such invalidity or
unenforceability in any jurisdiction or under any circumstance shall not invalidate or render
unenforceable such provision in any other jurisdiction 6r under any other circumstance, unless, in
either event,.the involved or unenforceable provision causes this Agreement to fail of its essential

purpose.

10.11 Counterparts

This Agreement may be executed in any number of counterparts and any signatory hereto may
execute any such counterpart, each of which when executed and delivered shall be deemed to be an
original and all of which counterparts taken together shall constitute but one and the same instrument.
This Agreement shall become binding when one or more counterparts taken together shall have been
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executed and delivered by all signatories. It shall not be necessary in making proof of this Agreement
or any counterpart hereof to produce or account for any of the other counterparts.

10.12 Agreement Drafted by Both Parties

This Agreement shall be deemed to have been drafted by all parties and in the event of any
ambngmty, the wording of the agreement shall not be construed against any particular party as the
drafter via the doctrine of contra proferentem.

IN WITNESS WHEREOF, intending to be legally bound, the parties hereto have duly executed this
Agreement on the date first written. .

TEXAS H20, INC:

%%

Wallace Hardie
Its: Chief Operating Ofﬁcer

AQUA TEXAS, INC.

By:

Robert L. Laughman, President
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executed and delivered by all signatories. It shall not be necessary in making proof of this Agreement
or any counterpart hereof to produce or account for any of the other counterparts.

10.12 Agreement Drafted by Both Parties

This Agreement shall be deemed to have been drafted by all parties and in the event of any
ambxgmty, the wording of the agreement shall not be construed against any particular party as the
drafter via the doctrine of contra proferentem.

IN 'WITNESS WHEREOF, intending to be legaily bound, the parties hereto have duly executed this
Agreement on the date first written.

TEXAS H20, INC:

By: |

Wallace
Its: Chief Operating Ofﬁcer

AQUA TEXAS, INC.
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TCEQ-10516 (Rev 09/2012)

APPLICATION BY TEXAS H20, INC. TO SELL
FACILITIES IN HOOD, JOHNSON AND TARRANT
COUNTIES, TEXAS TO AQUA TEXAS, INC.

ATTACHMENT 4

TARIFF RATE PAGES
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CASE SETTLEMENT RECORD
UTILITY _J#ues  #2. O CCNNO. | 22509

SOAH DOCKETNO. 5% 2-/3- 3 70§ TCEQDOCKETNO. 28/ % &%) ~UCK
HEARINGS EXAMINER _SAgron  Clon ing 2.~ APPLICATIONNO. > 7923 - P
PLACE, DATE & TIME OF HEARING Svne 20, 20/3

AGREED SETTLEMENT

EFFECTIVE DATE OF AGREED RATES - ). ne 2 3} 20)5
WHICH APPLIES TO ALL SERVICE PROVIDED ON OR AFTER (DATE)

WATER RATES:
GALLONAGE RATE: $_2.9¢]) /1,000 gallons
METER SIZE ~ MINIMUM BILL
5/8 or3/4 $ 8.4l () GALLONSINCLUDED IN MINIMUM BILL
1 $ A3
1172 $. 2205
2 $ 3K7 AY
3 $ 726,15
4 $S_L 25,25
MISCELLANEOUS FEES:
RESIDENTIAL TAP FEE s /59,00
RECONNECTION FEES
DISCONNECTED FOR NON PAYMENT (TCEQ RULES) s 25, 00
OTHER THAN NON PAYMENT s 50,00
TRANSFER S_20.00
RETURNED CHECK FEE $ AR5, 00
CUSTOMER DEPOSIT (TCEQ RULES) $ 50 00
LATE PAYMENT PENALTY (TCEQ RULES) S /0%
METER TEST FEE (TCEQ RULES) $ 25,00

Tarhes agree ok Texas H0), e rdC shel)
ndude. TUEQS Stvdard Ywlie poliaey,
2
ns EVle oz o S
Austin, Texas 78723

(512) 990-4400
ATTACHMENT 4 - Tariff Rate Pages



Page 2

CASE SETTLEMENT RECORD (cont'd)
SEASONAL RECONNECTION:

I/ /A

v / 7

-y

PASS THROUGH RATE ADJUSTMENT CLAUSE: ,

REASON FOR CLAUSE: 1/ /4

COMPUTATION FOR ADJUSTMENT: 77
MINIMUMBILL =

GALLONAGE CHARGE =

SURCHARGE:

AMOUNT - § ﬂ/ /4 PER CONNECTION PER MONTH FOR MONTHS
TERMS:
® SURCHARGE CONSIDERED CUSTOMER CONTRIBUTIONS IN AID OF CONSTRUCTION.
® FUNDS DEDICATED TO SPECIFIC IMPROVEMENTS LISTED BELOW.
® FUNDS PLACED IN SPECIAL SURCHARGE ACCOUNT.
¢ UTILITY MUST ISSUE A MONTHLY STATEMENT OF ACCOUNT.
® COMMISSION APPROVAL (IN WRITING) REQUIRED FOR DISBURSEMENT.

QUALITY OF SERVICE:
REQUIRED IMPROVEMENT DATE DUE

7,

VIOLATION TO BE CORRECTED:
(CCN PROBLEMS, TCEQ RULES OR ORDERS)

N /A




Page 3
CASE SETTLEMENT RECORD (cont'd)

REFUNDS: YES @

LUMP SUM -- DUE: AMOUNT:
BILLS CREDITED -- § PER CONNECTION EACH MONTH FOR ___ MONTHS
(ATTACH COMPUTATIONS IF NECESSARY)

PARTIES: 6 M
TCEQ Exec. Director: %ﬂu

Public Interest Co LJ - Mrl /(ﬁ&”l
Utility:

Protestants: /71‘, 4 / /4 W‘/
%/’/ﬁ(’( / 2 . ,{/,z,af/b

i‘

(Additional pages attached 1)

ATTACHMENTS:

PREVIOUSLY APPROVED TARIFF.

RELATED SCHEDULES OR COMPUTATIONS.
BLANK TARIFF OR RATE SCHEDULE PAGE.
QUALITY OF SERVICE COMPLIANCE SCHEDULE.



CASE SETTLEMENT RECORD

UTILITY Té_)(q< 20, 1ne CCNNo. 208 14~

SOAH DOCKET NO. 5_?2—-]5’,58 0¥ TCEQDOCKET NO. Q0\2- OS |O~UcR._

HEARINGS EXAMINER_Clony rg@( APPLICATIONNO. 31424 -%<

PLACE, DATE & TIME OF HEARING o ° /im
AGREED SETTLEMENT

EFFECTIVE DATE OF AGREED RATES - j\lhb 9 3; BUDi 3
WHICH APPLIES TO ALL SERVICE PROVIDED ON OR AFTER (DATE)

Sewer”
WAFER RATES:

GALLONAGE RATE:  $(0.25 /1,000 gallons

METER SIZE MINIMUM BILL

5/8 or 3/4 5 44.83 O GALLONS INCLUDED IN MINIMUM BILL
1 $112.08
1172 § 22415
2 5 25Q-
3 $(g1245
4 $ 11,1207
MISCELLANEOUS FEES:
RESIDENTIAL TAP FEE s 3,460-"°
RECONNECTION FEES
DISCONNECTED FOR NON PAYMENT (TCEQ RULES) 5 25°°
OTHER THAN NON PAYMENT §50%°
TRANSFER § 20°°
RETURNED CHECK FEE 5 25.°°
CUSTOMER DEPOSIT (TCEQ RULES) 5 0™
LATE PAYMENT PENALTY (TCEQ RULES) 5 0%

Mt R T DIIT DC\ $

AVIA AN AT l.L«L.(\lV WOANCIEACY

“Yartes A]ee “rodk “Texas HhO, e, s Aortts shell include.

TCERS stardavd vules § polictes .
ALS 20 %@i% Y Ll
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CASE SETTLEMENT RECORD (cont'd)
SEASONAL RECONNECTION:

Vi

PASS THROUGH RATE ADJUSTMENT, USE:
REASON FOR CLAUSE: 76 ﬁ

COMPUTATION FOR ADJUSTMENT:

MINIMUMBILL =
GALLONAGE CHARGE =

SURCHARGE:

AMOUNT - § A/ F}' PER CONNECTION PER MONTH FOR MONTHS
TERMS:

® SURCHARGE CONSIDERED CUSTOMER CONTRIBUTIONS IN AID OF CONSTRUCTION.
® FUNDS DEDICATED TO SPECIFIC IMPROVEMENTS LISTED BELOW.

¢ FUNDS PLACED IN SPECIAL SURCHARGE ACCOUNT.

® UTILITY MUST ISSUE A MONTHLY STATEMENT OF ACCOUNT.

® COMMISSION APPROVAL (IN WRITING) REQUIRED FOR DISBURSEMENT.

QUALITY OF SERVICE:
REQUIRED, IMPROVEMENT DATE DUE
N

L a4

VIOLATION TO BE CORRECTED:
(CCN PROBLEMS, TCEQ RULES OR ORDERS)

A




Page 3

CASE SETTLEMENT RECORD (cont'd)

REFUNDS: YES
~ LUMPSUM--DUE: AMOUNT:
BILLS CREDITED -- § PER CONNECTION EACH MONTH FOR __ MONTHS

(ATTACH COMPUTATIONS IF NECESSARY)

TCEQ Exec. Director: @/ p )
Public Interest Council: w /
Utility: &%«9%

s 7% iy
Protestants: ?‘ %}« /&ééé)(, 44&4%%2/
»4 N /717
—%—4 A —IPSs

(Additional pages attached [J )

ATTACHMENTS:

PREVIOUSLY APPROVED TARIFF.

RELATED SCHEDULES OR COMPUTATIONS.
BLANK TARIFF OR RATE SCHEDULE PAGE.
QUALITY OF SERVICE COMPLIANCE SCHEDULE.



APPLICATION BY TEXAS H20, INC. TO SELL
FACILITIES IN HOOD, JOHNSON AND TARRANT
COUNTIES, TEXAS TO AQUA TEXAS, INC.

ATTACHMENT 5

UTILITIES, CITIES AND POLITICAL SUBDIVISIONS

TCEQ-10516 (Rev 09/2012)
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Attachment 5 - Utilities, Cities & Districts

Acton MUD

Aqua Development, Inc.

Agua Texas INC

Aqua Utilities, Inc.

Bent Trail Water Company
Bethesda WSC

Brazos River Authority

Circle R Ranchettes POA

City of Alvarado

City of Burleson

City of Everman

City of Fort Worth

City of Granbury

City of Kennedale

City of Mansfield

City of Midlothian
City of Venus

Crest Water Company

Ellis County

Elmcreek Water

Fall Creek Utility Company, Inc.
Friendly Oaks WSC

Hood County

Johnson County

Johnson County SUD
Laguna Tres Inc.

Laguna Vista Ltd.

Lake Granbury Water Improvement District
Monarch Utilities I, LP
Mountain Peak SUD

OUR WSC

Parker

Rolling Hills Water Service, Inc.
Shady Grove Sewer System

Sky Harbour WSC

Sunrise Bay Well Owners Association
T & M Water Utility

Tarrant County

Tarrant County FWSD 1
Tarrant Regional Water District
Thorp Springs Water

Trinity River Authority of Texas

CCN
12971 & 20889
12902 & 20867
13201 &21059
11157 & 20453

12376
10089
1685000
12298

10074
12311
10904 & 20356
10090 & 20034
11228 & 20487
11706

12037

11002
12884 & 20854
11729

10081
11609
11983 & 20766

12983
10908
12017

12724

20767

11077
N00O44

11855

12133

Type
MUD

RA

MUD

FWSD
RA

RA

District
980502

1685000

5090100

5310100

5890550

7644700
7763500

8000000

Texas H20, Inc. to Aqua Texas, Inc.
1106 Clayton Lane, Suite 400W
Austin, Texas 78723

(512) 990-4400

County
Hood

Mclennan

Hood

Ellis

Tarrant
Tarrant

Dallas

ATTACHMENT 5- Utilities, Cities, Political Subd.



TCEQ Interoffice Memorandum

To: Debbie Reyes Tamayo
Utilities Financial Review Team

From: Fred Bednarski III,@
Utilities Financial Review Team

Thru: Lisa Fuentes /%’b
Utilities Financial Réview Team

Date: June 30, 2014

Subject: Re: Application from Agua Texas, Inc., Certificate of Convenience and
Necessity (CCN) No. 13201 to Transfer and Cancel CCN No. 12809 held
by Texas H20 in Hood, Johnson and Tarrant Counties; Application No.
37922-S

Application from Aqua Texas, Inc., Certificate of Convenience and
Necessity (CCN) No. 21059 to Transfer and Cancel CCN No. 20814 held
by Texas H20 in Hood, Johnson and Tarrant counties; Application No.
37923-S

CN: 601570773; RN: 106107709 (water) RN: 106107733 (sewer) (Aqua
Texas)

CN: 600656201; RN: 101451862 (water) RN: 101274991 (sewer)
(Texas H20)

In my opinion, Aqua Texas, Inc. has demonstrated adequate financial and
managerial capability to provide service to the area subject to this application.
These conclusions are based on information provided by the applicant prior to this
date and may not reflect any changes in the applicant’s status subsequent to this
date.

Texas H20 has submitted an application with the Texas Commission on
Environmental Quality to sell facilities and transfer water and sewer service areas
under CCN Nos. 12809 & 20814 in Hood, Johnson and Tarrant counties to Aqua
Texas, Inc. The total area being requested includes approximately 2,130 acres
water and 410 acres sewer and serves 1,088 current customers. This transaction
will have no effect on the current customers’ rates and services. Aqua Texas is a
subsidiary of Aqua America, Inc. Aqua Texas, Inc. currently operates more than
375 water systems and 44 wastewater systems in Texas and has received a zero
deficiency score on their most recent site visit for their system.

The Annual Financial Statements as of December 31, 2013 for AQUA AMERICA, INC
and subsidiaries were reviewed, which received an unqualified opinion and include
financial statements consolidating wholly owned and majority owned subsidiaries,
with all intercompany transactions and balances eliminated. Aqua Texas, Inc., is a
wholly owned subsidiary of AQAU AMERICA, INC. As of December 31, 2013 total
equity of AQUA AMERICA, INC. was $1.53 billion. AQUA AMERICA, INC's total long
term debt to equity ratio at 12/31/2013 was $1.46 billion to $1.53 billion, or 0.95

Texas Commission on Environmental Quality



TCEQ Interoffice Memorandum

to 1.00. A ratio of less than 1 to 1 is preferred for analysis of financial/managerial
capabilities. Operating income was $305 million and depreciation was $119 million.
Cash flows from principle and interest payments on long term debt for FY13 were
$300 million. Therefore, the debt service coverage ratio calculates to be $425
million to $300 million or 1.41 to 1.00. A ratio of at least 1.25:1 is preferred when
reviewing financial capability to ensure that reserve funds for debt payment and
repairs and maintenance are built up and maintained.

Texas Commission on Environmental Quality
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COUNTIES, TEXAS TO AQUA TEXAS, INC.

ATTACHMENT 6

FINANCIAL INFORMATION

TCEQ-10516 (Rev 09/2012)
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House Bill (HB) 1600 and Senate Bill (SB) 567 83" Legislature, Regular Session, transferred the
Junctions and records relating to the economic regulation of water and sewer utilities from the TCEQ
to the PUC effective September 1, 2014.

Central Records Personally Identifiable Information Audit

NOTICE OF REDACTION

Documents containing Personally Identifiable Information* have been redacted
from electronic posting, in accordance with Texas privacy statutes.

*“Personally Identifiable Information™ (PII) is defined to include information that alone or in conjunction with other information identifies an
individual, including an individual’s: Social security or employer taxpayer identification number, driver’s license number, government-issued
identification card number, or passport numbers, checking and savings account numbers, credit card numbers, debit card numbers, unique
electronic identification number, address, or routing code, electronic mail names or addresses, internet account numbers, or internet identification
names, digital signatures, unique biometric data, and mother’s maiden name, marriage and any other numbers or information used to access an
individual’s financial account.



AQUA AMERICA, INC. AND SUBSIDIARIES

Management’s Report On Internal Control Over Financial Reporting

Management of Aqua America, Inc. (the “Company”) is responsible for establishing and maintaining adequate internal control
over financial reporting, as such term is defined in Rule 13a-15(f) under the Securities Exchange Act of 1934, The Company’s
internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of our
financial reporting and the preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in the United States of Ametica. The Company’s intetnal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and faitly reflect the
transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are recorded as
necessaty to permit preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditutes of the Company are being made only in accotdance with authotizations of management and
directors of the Company; and (3) provide reasonable assurance regarding prevention ot timely detection of unauthorized
acquisition, use, or disposition of the Company’s assets that could have a matetial effect on the financial statements,

Because of its inherent limitations, internal control over financial repotting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degtee of compliance with the policies or procedures may deteriorate.

In assessing the effectiveness of internal control over financial reporting, management used the ctiteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control-Integrated Framemork
(1992). As a result of management’s assessment and based on the ctitetia in the framework, management has concluded that,
as of December 31, 2013, the Company’s internal control over financial reporting was effective.

The effectiveness of our internal control over financial reporting as of December 31, 2013 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in theit report which is included
herein.

Nicholas DeBenedictis David P. Smeltzer
Chairman, President and Chief Excecutive Officer Excecntive Vice President and Chief Financial Officer
March 3, 2014
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
of Aqua America, Inc.:

In our opinion, the accompanying consolidated balance sheets and the telated consolidated statements of net income, of
comprehensive income, of capitalization, of equity and of cash flows present fairly, in all material respects, the financial
position of Aqua America, Inc. and its subsidiaties at December 31, 2013 and 2012, and the results of their operations and
their cash flows for each of the three years in the petiod ended December 31, 2013 in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, the Company maintained, in all material respects,
effective internal control over financial repotting as of December 31, 2013, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (1992 Framework)
(“COSO”). The Company’s management is responsible for these financial statements, for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included
in the accompanying Management’s Report on Internal Control Over Financial Reporting, Our responsibility is to express
opinions on these financial statements and on the Company’s internal control over financial reporting based on out integrated
audits. We conducted our audits in accordance with the standards of the Public Company Accouating Oversight Board
(United States). Those standards requite that we plan and perform the audits to obtain reasonable assurance about whethes
the financial statements are free of material misstatement and whether effective internal control over financial teporting was
maintained in all material respects. Qur audits of the financial statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation, Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed tisk. Our audits also included performing such other procedutes as we consider necessaty in the circumstances. We
believe that our audits provide a reasonable basis fot our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedutes
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (i) provide reasonable assurance that transactions ate recorded as necessary to
permit prepatation of financial statements in accotdance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements, Also,
ptojections of any evaluation of effectiveness to future petiods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriotate.

S

L . o ,
fwi#{waﬁaﬁnmtf:uﬁm ok, ',#’5‘"
?

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
March 3, 2014
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CCk

Texas CoMMISSION ON ENVIRONMENTAL QUALITY

IN THE MATTER OF AN § BEFORE THE

ENFORCEMENT ACTION §

CONCERNING § TEXAS COMMISSION ON

TEXAS H20, INC. §

RN101213411 § ENVIRONMENTAL QUALITY
AGREED ORDER

DOCKET NO. 2013-1268-PWS-E
I. JURISDICTION AND STIPULATIONS

on_8-30-13% , the Texas Commission on Environmental Quality ("the
Commission" or "TCEQ") considered this agreement of the parties, resolving an enforcement
action regarding TEXAS H20, INC. (the "Respondent”) under the authority of TEX. HEALTH &
SAFETY CODE ch. 341. The Executive Director of the TCEQ, through the Enforcement Division,
and the Respondent together stipulate that:

1 The Respondent owns and operates a public water supply at 2406 Christine Drive in
Hood County, Texas (the "Facility") that has approximately 304 service connections and
serves at least 25 people per day for at least 60 days per year.

2. The Executive Director and the Respondent agree that the Commission has jurisdiction
to enter this Agreed Order, and that the Respondent is subject to the Commission's
jurisdiction.

3. The Respondent received notice of the violations alleged in Section II ("Allegations™) on
May 28, 2013.

4. The occurrence of any violation is in dispute and the entry of this Agreed Order shall not
constitute an admission by the Respondent of any violation alleged in Section II
("Allegations™), nor of any statute or rule.

5. An administrative penalty in the amount of One Hundred Sixty-Four Dollars ($164) is
assessed by the Commission in settlement of the violations alleged in Section II
("Allegations™). The Respondent has paid One Hundred Thirty-Two Dollars ($132) of the
administrative penalty and Thirty-Two Dollars ($32) is deferred contingent upon the
Respondent’s timely and satisfactory compliance with all the terms of this Agreed Order.
The deferred amount will be waived upon full compliance with the terms of this Agreed

Texas H20, Inc. to Aqua Texas, Inc.

1106 Clayton Lane, Suite 400W

Austin, Texas 78723

(512) 990-4400

ATTACHMENT 9 — Inspection Reports



“TEXAS H20, INC.
DOCKET NO. 2013-1268-PWS-E

Page 2

10.

Order. If the Respondent fails to timely and satisfactorily comply with all requirements
of this Agreed Order, the Executive Director may require the Respondent to pay all or
part of the deferred penalty.

Any notice and procedures, which might otherwise be authorized or required in this
action, are waived in the interest of a more timely resolution of the matter.

The Executive Director and the Respondent agree on a settlement of the matters alleged
in this enforcement action, subject to final approval in accordance with 30 TEX. ADMIN.
CODE § 70.10(a).

The Executive Director may, without further notice or hearing, refer this matter to the
Office of the Attorney General of the State of Texas ("OAG") for further enforcement
proceedings if the Executive Director determines that the Respondent has not complied
with one or more of the terms or conditions in this Agreed Order.

This Agreed Order shall terminate five years from its effective date or upon compliance
with all the terms and conditions set forth in this Agreed Order, whichever is later.

The provisions of this Agreed Order are deemed severable and, if a court of competent
jurisdiction or other appropriate authority deems any provision of this Agreed Order
unenforceable, the remaining provisions shall be valid and enforceable.

II. ALLEGATIONS
As owner and operator of the Facility, the Respondent is alleged to have:

Failed to provide two or more wells having a total capacity of 0.6 gallons per minute
("gpm") per connection, in violation of 30 TEX. ADMIN. CODE § 290.45(b)(1)(D) and TEX.
HEALTH & SAFETY CODE § 341.0315(c), as documented during an investigation conducted
on March 21, 2013. Specifically, the Facility's 304 connections require a minimum
production capacity of 182.4 gpm. However, it was noted that only 163 gpm was
provided, which is an 11% deficiency.

Failed to provide sufficient valves and blowoffs so that necessary repairs can be made
without undue interruption of service over any considerable area, in violation of 30 TEX.
ADMIN. CODE §290.44(d)(5), as documented during an investigation conducted on
March 21, 2013. Specifically, the investigator documented that the Facility lacks
sufficient isolation valves and has had frequent line breaks which often result in a drop
in pressure. The lack of sufficient valves throughout the distribution system has led to
undue interruptions in service.

Failed to provide a certified copy of a boil water notice (“BWN”) to the Executive
Director, in violation of 30 TEX. ADMIN. CODE § 290.46(q)(1), as documented during an
investigation conducted on March 21, 2013. Specifically, the Respondent did not provide
to the Executive Director a copy and certification of a BWN issued on November 29,
2012.
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