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C. Modification of the Leverage Formula is Necessary

Section 367.081(4)(f), F.S., authorizes us to establish a leverage formula to calculate a
reasonable range of returns on common equity for WAW utilities. We must establish this
leverage formula not less than once a year. For administrative efficiency, the leverage formula is
used to determine the appropriate return for an average Florida WAW utility. However, use of
the leverage formula by utilities is discretionary, and a utility can file cost of equity testimony in
lieu of using the leverage formula. As is the case with other regulated companies under our
jurisdiction, we have discretion in the determination of the appropriate ROE based on the
evidentiary record in any proceeding. If one or more parties in a rate case or limited proceeding
file testimony in lieu of the use of the leverage formula, we will determine the appropriate ROE
based on the evidentiary record in that proceeding.

The leverage formula depends on four basic assumptions:
1) Business risk is similar for all WAW utilities;

2) The cost of equity is an exponential function of the equity ratio but a linear
function of the debt to equity ratio over the relevant range;

3) The marginal weighted average cost of investor capital is constant over the
equity ratio range of 40 percent to 100 percent; and

4) The debt cost rate at an assumed Moody’s Baa3 bond rating, plus a 50
basis point private placement premium and a 50 basis point small-utility
risk premium, represents the average marginal cost of debt to an average
Florida WAW utility over an equity ratio range of 40 percent to 100
percent.

Since 2001, we have used the leverage formula methodology established in Order No.
PSC-2001-2514-FOF-WS and reaffirmed in Order No. PSC-2008-0846-FOF-WS. This
methodology used ROEs derived from financial models applied to an index of natural gas
utilities. We determined in 2001 and 2008 that there were an insufficient number of publicly
traded WAW utilities that met the requisite criteria to assemble an appropriate proxy group, and,
therefore, natural gas utilities were used instead. However, due to mergers and acquisitions of
natural gas utilities over the past two years, the number of acceptable natural gas utilities has
been reduced from eight to five. Concurrently,-the number of publicly-traded water companies
followed by Value Line has risen from four to nine.

Based on comments made at the workshop and the analysis conducted by our staff, which
is presented in more detail in Attachment 1, we believe modification of the leverage formula
methodology is warranted. We find that it is necessary to refine the leverage formula
methodology to reflect newly available information and to reflect best practices. The leverage
formula methodology shall be modified to include a combined proxy group of natural gas and
WAW utilities with updated financial data based on market-capitalization based weighted
averages. Also, the cost of debt used in determining the leverage formula shall be based on the
projected cost of debt.
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D. The Modifications to the Leverage Formula

Proxy Group: The leverage formula methodology shall be modified to include a
combined proxy group of natural gas and WAW utilities as proxy companies in calculating the
leverage formula. We find that the selected natural gas utilities and WAW utilities that derive at
least 50 percent of their revenue from regulated rates. These utilities have market power and are
influenced significantly by economic regulation. In Attachment 1, the returns calculated using
the proxy group are adjusted to reflect the risks faced by Florida WAW utilities. The updated
index consists of five natural gas companies and seven WAW companies that derive at least 50
percent of their total revenue from regulated operations. These companies have a median
Standard and Poor’s bond rating of “A™.

Weighted Average: In addition, the leverage formula shall be modified to use a weighted
average, where appropriate, as opposed to using a simple average as was done in the previous
leverage formula calculations. The weighted average was calculated using the market
capitalization of the proxy companies. We find that it is reasonable to use the market-
capitalization based weighted average because of the size disparity among the companies
comprising the new proxy group. There is a much greater size difference between companies in
both assets and revenues when using both WAW and natural gas companies as opposed to using
only natural gas companies. As pointed out in UIF’s comments, “a market value weighted
average is consistent with the manner in which returns for the Standard & Poor’s 500 composite
Index (S&P) are estimated.”” We used a market capitalization weighted average of: (1)
Discounted Cash Flow (DCF) model results, (2) the Beta values in the Capital Asset Pricing
Model (CAPM), and (3) the equity ratio of the proxy group.

Projected Yieid: The leverage formula shall be modified to use a projected yield on Baa3
tated public utility bonds to estimate the bond yield of an average Florida WAW utility in the
calculation of the weighted average cost of capital of the proxy group is reasonable and
appropriate. We find that using a projected yield is appropriate because required returns are
forward looking and based on projections. The previously approved methodology used the most
current monthly average bond yield for a Baa2 rated utility and added the 120-month average
spread between a Baa3 rated utility bond yield and the Baa2 rated bond yield as published by
Value Line Investment Survey (Value Line). We believe the methodology should be updated to
use the projected Baa2 rated utility bond yield for the upcoming four quarters as published by the
most recent Blue Chip Financial Forecasts (Blue Chip). We find that modifying the formula to
add the 120-month average spread to the projected Baa2 rated utility bond yield to estimate a
projected Baa3 rated utility bond yield is also necessary.

ROE Models: The result of the ROE models shall be adjusted so that the leverage
formula reflects the differences in risk and debt cost between the proxy group and the average

"Comments on Florida leverage formula to establish the annual authorized range of returns for water & wastewater
utilities of Pauline M. Ahern, CRRA, on behalf of Utilities, Inc. of Florida, P. 20.
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Florida WAW utility. The ROE models shall also include a four percent adjustment for flotation
costs. The ROE models are as follows:

. A multistage Discounted Cash Flow (DCF) model applied to an index of
natural gas and WAW utilities that have publicly traded stock and are
followed by the Value Line. This DCF model is an annually compounded
model and uses prospective dividend growth rates.

. A Capital Asset Pricing Model (CAPM) that relies on a market return for
companies followed by Value Line, the average projected yield on the
U.S. Treasury’s 30-year bonds published by Blue Chip Financial
Forecasts, and the weighted average beta for the index of natural gas and
WAW utilities. The market return for the 2018 leverage formula was
calculated using a quarterly DCF model with stock prices as of April 16,
2018.

The updated leverage formula will average the results of the DCF and CAPM models and
the result will be as follows:

. A bond yield differential of 64 basis points was added to reflect the
difference in yields between an A/A2 rated bond, which is the median
bond rating for the combined utility index, and a BBB-/Baa3 rated bond.
Florida WAW utilities are assumed to be comparable to companies with
the lowest investment grade bond rating, which is Baa3. This adjustment
compensates for the difference between the credit quality of ‘A’ rated debt
and the credit quality of the minimum investment grade rating.

. A private placement premium of 50 basis points is added to reflect the
difference in yields on publicly traded debt and privately placed debt,
which is illiquid. Investors require a premium for the lack of liquidity of
privately placed debt.

. A small-utility risk premium of 50 basis points is added because the
average Florida WAW utility is too small to qualify for privately placed
debt and smaller companies are considered by investors to be more risky
than larger companies.

After the above adjustments, the resulting cost of equity estimate will be included in the
weighted average capital structure of the proxy group of utilities to derive the leverage formula.

Using the updated financiai data in the revised leverage formula decreases the lower end
of the current allowed ROE range by 63 basis points and decreases the upper end of the range by
23 basis points. Overall, the spread between the range of returns on equity based on the updated
leverage formula ts 282 basis points (8.11 percent to 10.93 percent). In comparison, the range of
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returns on equity for the existing leverage formula from 2011 is 242 basis points (8.74 percent to
11.16 percent).

The projected assumed Baa3 bond rate of 6.24 percent used in the updated leverage
formula calculation includes a 50 basis point adjustment for small-company risk and a 50 basis
point adjustment for a private placement premium and remains low relative to historic levels. In
comparison, the assumed Baa3 bond rate used in the existing leverage formula is 7.13 percent.
The lower Baa3 bond rate of 6.24 percent is the cause of the decrease at the lower end of the
range and the increased spread.

Based on the aforementioned, we find that the revised leverage formula methodology
applied to a proxy group of natural gas and WAW utilities with updated financial data based on
market-capitalization weighted averages produces a reasonable range of ROEs for WAW utilities
and reflects current financial markets. We find that the following leverage formula shall be used
until a new leverage formula is determined in 2019:

ROE = 6.24% + (1.88 + Equity Ratio)

Where the Equity Ratio = Common Equity + {Common Equity + Preferred Equity + Long-Term
and Short-Term Debt).

Range: 8.11% at 100% equity to 10.93% at 40% equity

Additionally, we will cap returns on common equity at 10.93 percent for all WAW
utilities with equity ratios less than 40 percent. This is in an effort to discourage imprudent
financial risk. This cap is consistent with the methodology in Order No. PSC-2008-0846-FOF-
WS.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the leverage formula is set
forth in the body of this Order and in Attachment 1 of this Order. It is further

ORDERED that the provisions of this Order, issued as proposed agency action, shall
become final and effective upon the issuance of a Consummating Order unless an appropriate
petition, in the form provided by Rule 28-106.201, Florida Administrative Code, is received by
the Commission Clerk, 2540 Shumard Oak Boulevard, Tallahassee, Fiorida 32399-0850, by the
close of business on the date set forth in the “Notice of Further Proceedings” attached hereto. It
is further

ORDERED that this docket should remain open to allow staff to monitor changes in

capital market conditions and to readdress the reasonableness of the leverage formula as
conditions warrant.
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By ORDER of the Florida Public Service Commission this 26th day of June, 2018.

&um, S0 wpfon

CARLOTTA S. STAUFFER”
Commission Clerk

Florida Public Service Commission
2540 Shumard Ozak Boulevard
Tallahassee, Florida 32399

(850) 413-6770
www.floridapsc.com

Copies furnished: A copy of this document is
provided to the parties of record at the time of
issuance and, if applicable, interested persons.

AEH

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes. to notify parties of any administrative hearing that is available under Section 120.57,
Florida Statutes, as well as the procedures and time limits that apply. This notice should not be
construed to mean all requests for an administrative hearing will be granted or result in the relief
sought.

Mediation may be available on a case-by-case basis. If mediation is conducted, it does
not affect a substantially interested person's right to a hearing.

The action proposed herein is preliminary in nature, Any person whose substantial
interests are affected by the action proposed by this order may file a petition for a formal
proceeding, in the form provided by Rule 28-106.201, Florida Administrative Code. This
petition must be received by the Office of Commission Clerk, 2540 Shumard Oak Boulevard,
Tallahassee, Florida 32399-0850, by the close of business on July 17, 2018.

In the absence of such a petition, this order shall become final and effective upen the
issuance of a Consummating Order.

Any objection or protest filed in this/these docket(s) before the issuance date of this order-

is considered abandoned unless it satisfies the foregoing conditions and is renewed within the
specified protest period.
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SUMMARY OF RESULTS
2018 Water and Wastewater Leverage Formula

(A) DCF ROE

(B) CAPM ROE

AVERAGE

Bond Yield Differential

Private Placement Premium

Small-Utility Risk Premium

Adjustment to Reflect Required Equity
Return at a 40% Equity Ratio

Cost of Equity for Average Florida
WAW Ultility at 40% Equity Ratio

2017 Leverage Formula (Currently in Effect)
Return on Common Equity = 7.13% + (1.61 + Equity Ratio)
Range of Returns on Equity = 8.74% to 11.16%

2018 Leverage Formula
Return on Common Equity = 6.24% + (1.88 + Equity Ratio)
Range of Returns on Equity = 8.11% to 10.93%

Attachment C to OPUC 1-14
Page 12 of 17

ATTACHMENT 1

Attachment 1

Page 1 of 6

Updated Currently
Results In Effect
7.63% 8.25%
9.46% 9.40%
8.55% 8.83%
0.64% 0.57%
0.50% 0.50%
0.50% 0.50%
0.74% 0.76%
10.93% 11.16%
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Marginal Cost of Investor Capital
Average Water and Wastewater Utility

Weighted
Marginal Marginal
Capital Component Ratio Cost Rate Cost Rate
Common Equity 47.48% 10.19% 4.84%
Total Debt 52.52% 6.24%* 3.27%
100.00% 8.11%
A 40% equity ratio is the floor for calculating the required return on common equity.
The return on equity at a 40% equity ratio: 6.24% + (1.88 + 0.40) = 10.93%
Marginal Cost of Investor Capital
Average Water and Wastewater Utility at 40% Equity Ratio
Weighted
Marginal Marginal
Capital Component Ratio Cost Rate Cost Rate
Common Equity 40.00% 10.93% 4.37%
Total Debt 60.00% 6.24%* 3.74%
100.00% 8.11%

Where: Equity Ratio = CE / ( CE + Pref. Equity + LTD + STD)
*Assumed Baa3 rate for April 2018 plus a 50 basis point private placement premium and
A 50 basis point small utility risk premium.

Sources:

Value Line Selection and Opinion
Companies’ 10-K Filings
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Discounted Cash Flows Results

Company

Atmos Energy

Northwest Natural Gas Company
ONE Gas, Inc.

Southwest Gas Holdings

Spire Inc.

American States Water
American Water Works

Aqua America

California Water Service Group
Middlesex Water

SIW Group

York Water

The ROE of 7.63 percent represents the expected cost of equity required to match the average stock price with

Weight!!

DiVQ

Div,

DiV')

ATTACHMENT I

DiVi

19.40%
3.41%
7.46%
6.82%
6.82%
4.05%

30.92%

12.79%
3.84%
1.28%
2.35%
0.85%

present value of expected cdsh flows.

Sources:

Stock prices obtained from Yahoo Finance for the 30-day period April 1, 2018 through April 30, 2018

1.94
1.89
1.84
2.08
2.25
1.07
1.78
0.85
0.75
0.91
1.12
0.70

2.08
2.00
2.00
2.18
2.40
1.15
1.95
0.91
0.78
0.96
1.20
0.75

221
2.06
2.15
2.31
243
1.24
2.15
1.01
0.85
1.01
1.28
0.83

2.35
2.13
2.32
2.45
2.47
1.34
2.36
1.12
0.93
1.06
1.36
0.91

Div,
2.50
2.20
2.50
2.60
2.50
1.45
2.60
1.25
1.02
1.11
1.45
1.00

EPS,
5.15
3.50
4.00
5.10
5.50
2.45
4.50
1.95
1.90
2.10
3.45
1.60

ROE,
0.11
0.11
0.09
0.09
0.10
0.14
0.11
0.13
0.12
0.13
0.14
0.14

GRy4
1.06
1.03
1.08
1.06
1.01
1.08
1.10
1.11
1.09
1.05
1.07
1.10

GRy:
1.06
1.04
1.03
1.04
1.05
1.06
1.04
1.04
1.05
1.06
1.08
1.05

Attachment 1

AVG-PR?
81.78
57.17
65.22
68.10
69.14
52.42
80.35
32.91
36.43
38.37
56.04
30.24

Annual Weighted DCF Results:

Natural Gas company dividends, earnings, and ROE obtained from Value Line Reports issued March 2, 2018

Water and Wastewater company dividends, earnings and ROE obtained from Value Line Reports issued April 13, 2018

Notes:

U Company’s weight is based off of the Company’s Market-Capitalization
[l Average Stock Prices include four percent flotation cost
BT Company’s DCF results are weighed against their Market Capitalization Weight

Page 3 of 6

Weighted

DCF
Results?)
1.58%
0.25%
0.50%
0.51%
0.56%
0.32%
2.22%
0.98%
0.29%
0.11%
0.24%
0.07%
1.63%
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Capital Asset Pricing Model Cost of Equity for
Water and Wastewater Industry

CAPM analysis formula

K = RF + Beta ( MR - RF) + Flotation Cost

K = Investor’s required rate of return

Beta = Measure of industry-specific risk (average for natural gas and water utilities
followed by Value Line

MR = Market Return (Value Line Investment Analyzer Web Browser)

RF = Risk-free rate (Blue Chip forecast for Long-Term Treasury Bond

9.46% = 3.58% +0.69 (11.83% - 3.58%) + 0.20%

Note:

We calculated the market return using a quarterly DCF model for a large number of dividend
paying stocks followed by Value Line. As of April 16, 2018, the result was 11.83 percent.
We added 20 basis points to the CAPM result to account for a flotation cost of four percent.
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Public Utility Long-Term Bond Yield Averages

Month, Year A2 Spread A3 Spread Baal Spread
April, 2018 4.15 0.11 4.26 0.11 437 0.11

120 — Month Average Spread

Consensus Forecasts — Corporate Baa Bond Rate

2Q 2018 3Q 2018 4Q 2018
4.8 5.0 52
Average Forecasted Corporate Baa Bond Rate:

Assumed Bond Yield for Baa3 Utilities: 0.161 + 5.075 =5.236

Private Placement Premium

Small-Utility Risk Premium

Assumed Bond Yield for Baa3 Utilities

Assumed Bond Yield for Florida WAW Utilities:

Seurces:
Value Line Selection and Opinion
Blue Chip Financial Forecast — May 2018

Attachment C to OPUC 1-14
Page 16 of 17
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Baa2 Spread Baa3
4.48 0.11 4.59

4480  0.161 0.0464

1Q 2019
5.3
5.075
Updated Currently
Results In Effect
0.50% 0.50%
0.50% 0.50%
5.24% 6.13%
6.24% 7.13%
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2018 Leverage Formula Proxy Group

S&P  Percent
Bond  Regulated

Company Rating Revenue
Atmos Energy A 95.99%
NW Natural Gas A+ 96.16%
One Gas, Inc. A 100.00%
SW Gas BBB+ 51.09%
Spire, Inc. A- 95.36%
American States Water A+ 77.24%
American Water Works A 88.11%
Aqua America A+ 99.43%
Cal. Water Service A+ 93.93%
Middlesex Water A 88.28%
SJW Group A 96.63%
York Water A- 100.00%
AVERAGE A 90.19%
Sources:

Value Line Ratings and Reports
S.E.C. Form 10K for Companies
Standard and Poor’s

Attachment C to OPUC 1-14
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V/L Market Weighted Value Weighted
Capital Equity Equity Line Value
(Millions)  Ratio Ratio Beta Line Beta
$9,100 52.59% 10.20%  0.70 0.14
$1,600 47.10% 1.61%  0.65 0.02
$3,500 55.71% 4.16% 0.70 0.05
$3,200 47.07% 321% 0.75 0.05
$3,200 43.63% 298%  0.65 0.04
$1,900 58.22% 236% 0.75 0.03
$14,500 41.08% 12.70%  0.65 0.20
$6,000 47.70% 6.10% 0.70 0.09
$1,800 46.22% 1.77%  0.75 0.03
$600 56.86% 0.73%  0.80 0.01
$1,100 50.39% 1.18%  0.70 0.02
$400 56.71% 0.48%  0.80 0.01
$3,908 50.27% 47.48%  0.72 0.69
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BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2018-82-S

INRE: Application of Palmetto Wastewater )
Reclamation, LLC for Adjustment of Rates ) SETTLEMENT
and Charges for, and the Modification of ) AGREEMENT
Certain Terms and Conditions Related to, )
the Provision of Sewer Service )

This Settlement Agreement is made by and among the South Carolina Office of Regulatory
Staff (“ORS”) and Palmetto Wastewater Reclamation, LLC (“PWR” or the “Company”)
(collectively referred to as the “Parties™ or sometimes individually as “Party™).

WHEREAS, On November 6, 2018, the Company filed an Application for Adjustment in
Rates and Charges (the “Application”) with the Public Service Commission of South Carolina
(“Commission™);

WHEREAS, the above-captioned proceeding has been established by the Commission
pursuant to the procedure established in S.C. Code Ann. § 58-5-240 (2015) and 10 S.C. Code Regs.
103-512.4.A and 103-503 (2012), and the Parties to this Settlement Agreement are the only parties
of record in the above-captioned docket;

WHEREAS, ORS is charged by law with the duty to represent the public interest of South
Carolina pursuant to S.C. Code § 58-4-10(B) (Supp. 2018);

WHEREAS, as calculated by ORS, the Company provides wastewater collection and
treatment services to 1,433 residential, mobile home, commercial and multi-family customers
totaling approximately 7,934 total equivalent residential connections in Lexington and Richland

Counties, South Carolina;
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WHEREAS, ORS examined the books and records of the Company relative to the issues
raised in the Application and conducted financial, business, and site inspections of PWR;

WHEREAS, ORS also examined all accounting and pro forma adjustments proposed by
the Company, the Company’s cost of service study and rate design, the Company’s capital
structure and cost of capital, and information related to the Company’s operations;

WHEREAS, the Parties have varying positions regarding the issues in this case;

WHEREAS, the Parties engaged in discussions to determine if a settlement of some or all
of the issues would be in their best interests and, in the case of ORS, in the public interest; and,

WHEREAS, following those discussions, the Parties determined that their interests, and
ORS determined that the public interest, would be best served by entering into the following
agreement resolving all issues pending in the above-captioned case under the terms and conditions
set forth herein;

NOW, THEREFORE, the Parties hereby stipulate and agree to the following terms, which,
if adopted by the Commission in its Order addressing the merits of this proceeding, will result in
rates and charges for wastewater service which are adequate, just, reasonable, nondiscriminatory ,

and which will allow the Company the opportunity to earn a reasonable return.

A. STIPULATION OF AGREEMENT, TESTIMONY AND WAIVER OF CROSS-
EXAMINATION
1. The Parties agree to stipulate into the record before the Commission the pre-filed
testimony and exhibits (collectively, the “Stipulated Testimony™) of the following witnesses
without objection, change, amendment or cross-examination with the exception of changes
comparable to those that would be presented via an errata sheet or through a witness noting a

correction consistent with this Settlement Agreement. The Parties also reserve the right to engage
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in redirect examination of witnesses as necessary to respond to issues raised by the examination

of their witnesses by the Commission or by testimony by non-Parties.

PWR witnesses:

1. Andrena Power-Baker
2. Bryan D. Stone

3. Donald J. Clayton

4.  Harold Walker, Il

5. Mark S. Daday

RS witnesses:
Christina L. Seale
David C. Parcell
Anthony Sandonato
Matthew P. Schellinger, II

Pwd=I0

The Parties further agree to present their witnesses to the Commission in support of this Settlement
Agreement in panels if acceptable to the Commission.

2. The Parties agree to offer no other evidence in the proceeding other than the
stipulated testimony and exhibits and this Settlement Agreement unless the additional evidence is
to support the Settlement Agreement, consists of changes comparable to that which would be
presented via an errata sheet or through a witness noting a correction or clarification, consists of a
witness adopting the testimony of another if permitted by the Commission; or is responsive to
issues raised by examination of the Parties’ witnesses by Commissioners, or by testimony by non-
parties. The Parties agree that, provided the Commission approves, Company witness Stone may
adopt the testimony of Company witness Daday. The Parties agree that, unless required by the
Commission, Company witnesses Clayton and Walker and ORS witness Parcell shall not be
required to be present for the hearing in this matter. The Parties agree that nothing herein will
preclude each party from advancing its respective positions in the event that the Commission does

not approve the Settlement Agreement.

Page 3 of 10
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B. SETTLEMENT AGREEMENT TERMS

3. As a compromise to positions advanced by the Parties, the Parties agree to the
proposal set out immediately below, and this proposal is hereby adopted, accepted, and
acknowledged as the Settlement Agreement by the Parties.

4. Without prejudice to the position of any Party in future proceedings (except as
provided in paragraph 14 below), the Parties agree to accept all recommendations and adjustments
in the testimony and exhibits of ORS witnesses unless changed by this Settlement Agreement.

Return on Common Equity, Revenue, Cost of Debt and Capital Structure

S. For purposes of this Settlement Agreement and in recognition of the mutual
compromises contained herein, the Parties further agree that the Application, Stipulated
Testimony, and this Settlement Agreement conclusively demonstrate the following: (i) the
proposed accounting and pro forma adjustments appended to the Settlement Agreement as
Attachment A are fair and reasonable and should be adopted by the Commission for ratemaking
and reporting purposes; (ii) base rates generating a revenue increase of $327,548 on an adjusted
test-year basis are lawful, just, and reasonable when considered as a part of this Settlement
Agreement in its entirety; (iii) rates in this proceeding shall be established based on a 9.93% return
on common equity (“ROE”) and a capital structure that includes 45% debt and 55% equity;! (iv)
the Company’s cost of debt is 5.23% (v) the Company’s- services are adequate and are being
provided in accordance with the requirements set out in the Commission’s rules and regulations
pertaining to the provision of wastewater service; and, (vi) the Company’s rates resulting from the
Settlement Agreement are just and reasonable, and should be adopted by the Commission for

service rendered by the Company.

! ORS’s recommended ROE range was 9.2% to 10.0% with a midpoint of 9.60%. Absent a seftlement agreement,
ORS would not support an ROE as high as 9.93%.

Page 4 of 10 14
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6. Through the testimony of its cost of capital witness, the Company sought approval
of an ROE of 10.75% and its Application requested a revenue increase of $615,797. This
Settlement Agreement provides for an ROE of 9.93% and a revenue increase of $327,548.

7. The Parties agree to accept, for purposes of this Settlement Agreement, all
proposals and recommendations put forth in the Settlement Agreement and Attachments A and B.

8. The Parties agree that the $327,548 revenue increase, as shown in Attachment A to
this Settlement Agreement, is appropriate, just and reasonable. Attachment B sets forth the
proposed rate increases by rate schedule.

C. OTHER TERMS

9. The Tax Cuts and Jobs Act was enacted in December 2017 which changed the
federal income tax rate from 34% to 21%. ORS has asserted that this act created benefits to
customers that began accruing as of January 1, 2018, and as a result the Company has received
excess revenues totaling $97,771. The Company has agreed, solely for purposes of this settlement,
to recognize the effect of this change by an adjustment to its pro forma net income for the period
from and after January 1, 2018. In calculating the amount of this adjustment, the Parties will use
the ORS audited finanicial information based on the twelve months beginning September 1, 2017
and ending August 31, 2018 (“Test Year”), which is the Test Year proposed by the Company in
its Application. This adjustment will be implemented via a temporary reduction in the Company’s
monthly service charges reflected in Attachment B hereto in the amount of $0.34 for residential,
mobile home and commercial customers (per single family equivalent), same to be reflected on
customer bills as a separate line item reduction for a three (3) year period beginning with the first

monthly bill issued after approval of this Settlement Agreement. Thereafter, no such reduction is

Page 5 of 10
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required and Company shall be entitled to bill all customers at the full rate approved by the
Commission.

10.  The rate case expenses in this proceeding are agreed to be $160,000 and shall be
amortized over two years.

D. REMAINING SETTLEMENT AGREEMENT TERMS AND CONDITIONS

11.  ORS is charged with the duty to represent the public interest of South Carolina
pursuant to S.C. Code § 58-4-10(B) (Supp. 2018). S.C. Code § 58-4-10(B) reads in part as follows:
For purposes of this chapter, "public interest" means the concerns of the using and
consuming public with respect to public utility services, regardless of the class of
customer and preservation of continued investment in and maintenance of utility

facilities so as to provide reliable and high quality utility services.

12.  The Parties agree that this Settlement Agreement is reasonable, is in the public
interest, and is in accordance with law and regulatory policy. This Settlement Agreement in no
way constitutes a waiver or acceptance of the position of any Settling Party in any future
proceeding. This Settlement Agreement does not establish any precedent with respect to the issues
resolved herein and in no way precludes any Party herein from advocating an alternative position
in any future or concurrent proceeding,

13.  The Parties agree to cooperate in good faith with one another in recommending and
advocating to the Commission that this Settlement Agreement be accepted and approved by the
Commission in its entirety as a fair and reasonable resolution of certain issues currently pending
in the above-captioned proceeding and detailed here-in, and to take no action inconsistent with its
adoption by the Commission. The Parties agree to use their best efforts to defend and support any

Commission order issued approving this Settlement Agreement and the terms and conditions

contained herein.
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14.  The Parties agree that signing this Settlement Agreement (a) will not constrain,
inhibit, impair, or prejudice their arguments or positions held in future or collateral proceedings;
(b) will not constitute a precedent or evidence of acceptable practice in future proceedings; and (c)
will not limit the relief, rates, recovery, or rates of return that any Party may seek or advocate in
any future proceeding. Notwithstanding the foregoing, the Parties agree that this Seftlement
Agreement resolves all issues pending between them in Docket No. 2017-381-A. The Parties
agree that this Settlement Agreement is in public interest when considered as a whole. If the
Commission declines to approve this Settlement Agreement in its entirety, then any Party may
withdraw from the Settlement Agreement without penalty or obligation.

15.  This Settlement Agreement shall be interpreted according to South Carolina law.

16.  The Parties represent that the terms of this Settlement Agreement are based upon
full and accurate information known as of the date this Settlement Agreement is executed. If, after
execution, either Party is made aware of information that conflicts, nullifies, or is otherwise
materially different than that information upon which this Settlement Agreement is based, either
Party may withdraw from the Settlement Agreement with written notice to the other Party.

17.  The above terms and conditions fully represent the agreement of the Parties hereto.
Therefore, each Party acknowledges its consent and agreement to this Settlement Agreement, by
affixing its signature or by authorizing its counsel to affix his or her signature to this document
where indicated below. Counsel’s signature represents his or her representation that his or her
client has authorized the execution of the agreement. Facsimile signatures and e-mail signatures
shall be as effective as original signatures to bind any Party. This document may be signed in
counterparts, with the various signature pages combined with the body of the document

constituting an original and provable copy of this Setttiement Agreement.
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[PARTY SIGNATURES TO FOLLOW ON SEPARATE PAGES]
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Representing the South Carolina Office of Regulatory Staff

AWM = —

April Z 2019

Andrew M. Bateman, Esquire

Jenny R. Pittman, Esquire

1401 Main Street, Suite 900

Columbia, SC 29201

Phone: 803-737-8440
803-737-0895

E-Mail: abateman(iors.sc.gov

ipittman(@ors.sc.gov
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Representing Palmetto Wastewater Reclamation, LLC

M//%

Apl'll 2 , 2019

John M.S, Hoefer, Esquire

Benjamin P. Mustian, Esquire

Willoughby & Hoefer, P.A.

Post Office Box 8416

Columbia, South Carolina 29202

Phone: 803-252-3300

Fax: 803-256-8062

E-Mail: jhoefer(@willoughbvhoefer.com
bmustian@willoughbyhoefer.com
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Description

Utility Operating Revenues:
Operating Revenues

Total Utility Operating Revenues

Utility Operating Expenses:
Operating Expenses
Depreciation and Amortization
Taxes Other Than Income Taxes
Income Taxes

Total Utility Operating Expenses

Net Utility Operating Income (Loss

Add: Other Income - AFUDC
Less: Amortization of Debt Expense
Add: Amortization of EDIT

Net Income (Loss) for Return

Original Cost Rate Base:
Plant in Service

Accumulated Depreciation

Contributions in Aid of Construction (CIAC)
Accumulated Amortization of CIAC

Net Plant

Accumulated Deferred Income Taxes
Excess Deferred Income Taxes (EDIT)
Materials and Supplies

Prepayments

Cash ‘Working Capital

Total Rate Base

Return on Rate Base

Operating Margin

Interest Expense

. Docket No. 2018-82-S
Operating Experience, Rate Base and Rate of Return Reflecting ORS's Proposed Increase

Attachment D to OPUC 1-14
Page 11 of 22

Palmetto Wastewater Reclamation, LL.C

For the Test Year Ended August 31,2018

Settlement Attachment A
Page 1 of 7

1) 2 &) C)) ®)
Accounting After
& Accounting & ORS's After
Per Pro Forma Pro Forma Proposed Proposed
Application Adjustments Adjustments Increase Increase
$ b 5 s $

3,257.650 81,454 (1) 3.339,104 327,548 (16) 3,666,652
3,257,650 81,454 3,339,104 327,548 3,666,652
946,889 569,952 (2) 1,516,841 3,275 (17y 1,520,116
521,507 54,669 (3) 576,176 0 576,176
580,530 64,739 (4) 643,269 1,545 (18) 646,814
53,887 38,584 (5) 92,471 80,521 (19) 172,992
2,102,813 727,944 2,830,757 85,341 2,916,098
1,154,837 {646,490) 508,347 242,207 750,554
16,578 (16,578) (6) 0 0 0
35,437 3B5437 (D ¢ 0 0

0 0 0 13,662 (20) 13,662
1,135,978 (627,631) 508,347 255,869 764,216
14,464,745 599,616 (8) 15,064,361 0 15,064,361
(3,607,582) (209,644) (9) (3,817,226) 0 (3,817,226)
(692,107) 4,251) (10) (696,358) 0 (696,358)
403,288 4,421 (11) 407,709 0 407,709
10,568,344 390,142 10,958,486 0 10,958,486
(974,895) 1,564) (12) (976,459} 0 (976,459)
0 (456,531) (13) (456,531} 0 (456,531)

8,138 0 8,138 0 8,138
57,529 0 57,529 0 57,529
286,541 (96,936) (14) 189,605 0 189,605
9,945,657 {164.889) 9,780,768 0. 9,780,768
11.42% 5.20% 7.81%
6.62% 8.33% 14.56%
920,369 (690,179) (15) 230,190 0 230,190
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Settlement Attachment A

Page 2 of 7
Palmetto Wastewater Reclamation, LLC
Docket No. 2018-82-S
Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended August 31, 2018
ORS PWR
Adj. # Adj. # Description ORS PWR
Accounting and Pro forma Adjustments
09 Operating Revenues
(1A) (1) To adjust residential revenues to reflect the most recent equivalent
residential connections as calculated by the ORS Utility Rates
Department. $ (26,407) $ (1,153)
(1B) (2) To adjust residential-mobile home park revenues to reflect the
most recent equivalent residential connections as calculated by the
ORS Utility Rates Department. 15,759 15,759
(1C) (1), (2) To adjust commercial revenues to reflect the most recent
equivalent residential conmections as calculated by the ORS
Utility Rates Department. (26,511) (28,175)
(1D) (1), To adjust multiple family dwelling revenues to reflect the most
(2), recent equivalent residential connections as calculated by the ORS
& (3) Utility Rates Department. 113,244 (9,300)
(1E) To reflect adjustments to other revenues at the end of the test year.
This adjustment was provided by the ORS Utility Rates
Department. 5,369 0
1) Total Operating Revenues $ 81,454 $ (22,869)
) Operating Expenses
(2A) (4) To include legal and accounting costs in test year expenses. 3 7275 § 7,275
(2B) (5) To annualize management fees for the ESG Operations Contract. 11,428 3,814
(2C) (6) To include cost related to software and support for camera truck. 725 938
(2D) (7) To annualize insurance for the test year. (7,455) 762
(2E) (8) To amortize current rate case expenses over three years. 20,000 66,57
(2F) (9) To reflectbad debt expense at 1% of total revenue at present
rates. (48,485) (49,528)
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Settlement Attachment A 8
Page 3 of 7 Z
o
Palmetto Wastewater Reclamation, LL.C '32
Docket No. 2018-82-S r
Explanation of Accounting and Pro Forma Adjustments ﬁ
For the Test Year Ended August 31, 2018 =
m
ORS PWR .D
Adj. # Adj. # Description ORS PWR N
o
-
{2G) (10) To allocate allowable Ni America overhead costs to PWR. 544,402 549,703 ©
>
(2H) To remove expenses incurred outside of the test year. (15,871) 0 -c:i
N
Qn To remove nonallowable expenditures. {2,067) 0 3
23
@) Total Operating Expenses 3 569,952 584,539 N
o
<
1
3) Depreciation and Amortization w
9
(3A) (11) To adjust depreciation expense to reflect new capital expenditures 8
and other adjustments to plant in service. 3 58,067 55,186 O
1
(3B) (12) To adjust-amortization of contributions in aid of construction, (3,398) (9,097) g
o
QL
3 Total Depreciation and Amortization $ 54,669 46,089 o
*
N
o
@) Taxes Other Than Income Taxes ®
1
oo
(4A) (13) To adjust utility regulatory assessment fees after the accounting n°
and pro forma adjustments using a rate of 0.471772446%. $ (17,605) (18,190) w
1
(4B) (14) To adjust property taxes to reflect new capital expenditures and C-DU
adjusted net plant in service. 82,344 83,572 %
-
@) Total Taxes Other Than Income Taxes $ 64,739 65,382 g’
=4
N
N
(5) Income Taxes
(54) - To adjust state income taxes on pro forma income at 5%. 3 12,198 677
(5B) - To adjust federal income taxes on pro forma income at 21%,. 26,386 2,702
) Total Income Taxes 3 38,584 3,379
(6) (15) Other Income - AFUDC
To remove AFUDC from test year income. $ (16,578) (16,578)
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ORS PWR
Adj. # Adj. #

Palmetto Wastewater Reclamation, LL.C
Docket No. 2018-82-S

Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended August 31, 2018

Description

Attachment D to OPUC 1-14

Page 14 of 22

Settlement Attachment A

ORS

Page 4 of 7

PWR

)]

@®

®

(10)

(11)

(12)

13

(14

(16) Amortization of Debt Expense

To remove the amortization of debt expense. Debt expense is
included in the calculation of the weighted average cost of debt
for the calculation of interest expense.

Plant in Service
To adjust gross plant in service as of 1/31/19. See Audit Exhibit
CLS-3.

Accumulated Depreciation
To adjust accumulated depreciation as of 1/31/19. See Audit

Exhibit CLS-3.

Contributions in Aid of Construction (CIAC)
To adjust contributions in aid of construction as of 1/31/19. See
Audit Exhibit CLS-3.

Accumulated Amortization of CIAC
To adjust the accumulated amortization of contributions in aid of
construction as of 1/31/19. See Audit Exhibit CLS-3.

Accumulated Deferred Income Taxes
To adjust accumulated deferred income taxes.

Excess Deferred Income Taxes (EDIT)

To adjust rate base for the creation of an excess tax collection
liability resulting from lower federal tax rates as calculated by the
ORS Utility Rates Department.

Cash Working Capital
To adjust cash working capital after accounting and pro forma

adjustments. See Audit Exhibit CLS-5.

(35,437)

$

(35,437)

599,616

5

594,730

{(209,644)

(4,251)

4,421

(1,564)

$

(1,564)

(456,531)

(96,936)

$

57,887
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Settlement Attachment A
Page S of 7

Palmetto Wastewater Reclamation, LL.C
Docket No. 2018-82-S
Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended August 31,2018

ORS PWR
Adj. # Adj. # Description ORS PWR

(15) (16) Interest Expense
To synchronize interest expense with the portion of rate base

financed by debt. $ (690,179) $ (696,982)

ORS's Proposed Increase

(16) Operating Revenues

{(16A) (17) To adjust residential revenues to reflect the proposed rates as
calculated by the ORS Utility Rates Department. $ 52,039 § 106,533

(16B) (17) To.adjust residential-mobile home park revenues to reflect the
proposed rates as calculated by the ORS Utility Rates Department. 1,561 3,054

(16C) (17) To adjust commercial revenues to reflect the proposed rates as
calculated by the ORS Utility Rates Department. 80,357 156,633

(16D) (17) To adjust multiple family dwelling revenues to reflect the
proposed rates as calculated by the ORS Utility Rates Department. 191,123 349,578

(16E) - To adjust other revenues to reflect the proposed rates as calculated
by the ORS Utility Rates Department. 2,468 0

16) Total Operating Revenues $ 327,548 § 615,798

Operating Expenses
(17) (18) To adjust bad debt expense at 1% of the total proposed increase to

revenues at proposed rates. $ 3275 $ 6,158

(18) (19) Taxes Other Than Income Taxes
To adjust utility regulatory assessment fees afier the proposed
increase adjustments using a rate of 0.471772446%. 3 1,545 % 2,905

225
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Settlement Attachment A

Page 6 of 7
Palmetto Wastewater Reclamation, LLC
Docket No. 2018-82-S
Explanatior of Accounting and Pro Forma Adjustments
For the Test Year Ended August 31,2018
ORS PWR
Adj. # Adj. # Description ORS PWR
19) Income Taxes
(19A) (21) To adjust state income taxes on the proposed increase income at
5%. 3 16,137 $ 30,337
(19B) (20) To adjust federal income taxes on the proposed increase income at
21%. 64,384 121,043
19) Total Income Taxes $ 80,521 § 151,380
(20) Amortization of EDIT
To increase income by the annual amortization of excess deferred
income taxes due to the Tax Cuts and Jobs Act. This adjustment
was provided by the ORS Utility Rates Department, 3 13,662 $ 0
226
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Palmetto Wastewater Reclamation, LLC
Docket No. 2018-82-8
Weighted Cost of Capital
For the Test Year Ended August 31, 2018

Application Per Books

After Accounting and Pro forma Adjustments

Scttlement Attachment A
Page7 of 7

After ORS's Proposed Increase
Income Income Income

Rate Embedded Overali For Rate Embedded Overalt For Rate Embedded Overall Kor
Ratio Base Cost/Return _ Cost/Return Return * Base Cost/Return__ Cost/Return Return * Base Cost/Retura__ Cost/Return Return *

[
45.00% 8 4,475,546 5.23% 235% 8 234071 4,401,346 5.23% 235% 8 230,190 § 4,401,346 5.23% 235% $ 230,190
55.00% 5,470,111 16.49% 9.07% 901,907 5,379,422 5.17% 2.85% 278,157 5,379,422 9.93% 5.46% 534,026
100.00% S _ 9,945,657 1142% S _ 1,135978 9,780,768 520% $_ 508347 § 9,780,768 7.81% S 764,216
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DOCKET NO, 2018-82-S ATTACHMENT B

PALMETTO WASTEWATER RECLAMATION LLC
1713 WOODCREEK FARMS ROAD
ELGIN, SC 29045
(803) 699-2422

PROPOSED SETTLEMENT SEWER RATE SCHEDULE
EFFECTIVE _ ,2019

1. MONTHLY CHARGE

a. Residential - Monthly charge per
single-family house, condominium,

villa or apartment unit $37.92
b. Mobile Homes $28.30
c. Commercial - Monthly charge per

single-family equivalent $37.92
d. The charges listed above are minimum charges and shall apply even if the

equivalency rating is less than one (1). If the equivalency rating is greater than
one (1), then the monthly charges may be calculated by multiplying the
equivalency rating by the monthly charge of $37.92.

€. Bills issued for monthly sewer service provided during the thirty-six (36) month
period beginning from and after the effective date of this rate schedule shall be
reduced thirty-four ($0.34) cents for residential customers and mobile home
customers and thirty-four ($0.34) cents per single family equivalent for
commercial customers. Bills issued for service provided from and after that
thirty-six (36) month period will be at the full rates shown above unless a
different rate is approved by the Public Service Commission after the effective
date of this rate schedule.

2T 30 8L abed - $-28-810C # 194000 - 3SdOS - Wd 222l ¢ IMdy 6102 - 3114 ATTVOINOYLOT 13

Commercial customers are those not included n the residential and mobile home
categories above and include, but are not limited to, hotels, stores, restaurants, offices,
industry, etc. Minimum commercial customer equivalency ratings may exceed one (1) in
some cases.

The Utility may, for the convenience of the owner, bill a tenant in a multi-unit building
consisting of four or more residential units which is served by a master sewer meter or a
single sewer connection. However, in such cases all arrearages must be satisfied before
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PAGE 2 - ATTACHMENT B

service will be provided to a new tenant or before interrupted service will be restored.
Failure of an owner to pay for services rendered to a tenant in these circumstances may
result in service interruptions.

NONRECURRING CHARGES
a. Sewer service connection charge per
single-family equivalent $250.00
b. The nonrecurring charges listed above are minimum charges and apply even if the

equivalency rating is less than one (1). If the equivalency rating is greater than
one (1), then the proper charge may be obtained by multiplying the equivalency
rating by the appropriate fee. These charges apply and are due at the time new
service is applied for, or at the time connection to the sewer system is requested.

NOTIFICATION, ACCOUNT SET-UP AND RECONNECTION CHARGES

a. Notification Fee: A fee of $25.00 shall be charged each customer to whom the
Utility mails the notice as required by Commission Regulation 103-535.1 prior to
service being discontinued. This fee assesses a portion of the clerical and mailing
costs of such notices to the customers creating that cost.

b. Customer Account Charge: A fee of $20.00 shall be charged as a one-time fee to
defray the costs of initiating service.

c. Reconnection charges: In addition to any other charges that may be due, a
reconnection fee of $250.00 shall be due prior to the Utility reconnecting service
which has been disconnected for any reason set forth in Commission
Regulation103-532.4. Where an elder valve has been previously installed, a
reconnection charge of thirty-five dollars ($35.00) shall be-due. The amount of the
reconnection fee shall be in accordance with Commission Regulation 103-532.4
and shall be changed to conform with said rule as the rule is amended from time
to time.

BILLING CYCLE

Recurring charges will be billed monthly. Nonrecurring charges will be billed
and collected in advance of service being provided.

229
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PAGE 3 - ATTACHMENT B

LATE PAYMENT CHARGES

Any balance unpaid within twenty-five (25) days of the billing date shall be
assessed a late payment charge of one and one-half (1'2%) percent.

TOXIC AND PRETREATMENT EFFLUENT GUIDELINES

The Utility will not accept or treat any substance or material that has been defined
by the United States Environmental Protection Agency ("EPA") or the South Carolina
Department of Health and Environmental Control ("DHEC") as a toxic pollutant,
hazardous waste, or hazardous substance, including pollutants falling within the
provisions of 40 CFR §§ 129.4 and 401.15. Additionally, pollutants or pollutant
properties subject to 40 CFR §§ 403.5 and 403.6 are to be processed according to the
pretreatment standards applicable to such pollutants or pollutant properties, and such
standards constitute the Utility's minimum pretreatment standards. Any person or entity
introducing any such prohibited or untreated materials into the Company's sewer system
may have service interrupted without notice until such discharges cease, and shall be
liable to the Utility for all damages and costs, including reasonable attorney's fees,
incurred by the Utility as a result thereof.

REQUIREMENTS AND CHARGES PERTAINING TO SATELLITE SYSTEMS

a. Where there is connected to the Utility’s system a satellite system, as defined
in S.C. Code Regs. 61-9.505.8 or other pertinent law, rule or regulation, the
owner or operator of such satellite system shall operate and maintain same in
accordance with all applicable laws, rules or regulations.

b. The owner or operator of a satellite system shall construct, maintain, and
operate such satellite system in a manner that the prohibited or untreated
materials referred to in Section 6 of this rate schedule (including but not
limited to Fats, Oils, Sand or Grease), stormwater, and groundwater are not
introduced into the Utility’s system.

c. The owner or operator of a satellite system shall provide Utility with access to
such satellite system and the property upon which it is situated in accordance
with the requirements of Commission Regulation 103-537.

d. The owner or operator of a satellite system shall not less than annually inspect
such satellite system and make such repairs, replacements, modifications,
cleanings, or other undertakings necessary to meet the requirements of this
Section 7 of the rate schedule. Such inspection shall be documented by
written reports and video recordings of television inspections of lines and a
copy of the inspection report received by the owner or operator of a satellite

230
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10.

system, including video of the inspection, shall be provided to Utility. Should
the owner or operator fail to undertake such inspection, Utility shall have the
right to arrange for such inspection and to recover the cost of same, without
mark-up, from the owner or operator of the satellite system.

e. Should Utility determine that the owner or operator of a satellite system has
failed to comply with the requirements of this Section 7 of the rate schedule,
with the exception of the requirement that a satellite system be cleaned, the
Utility may initiate disconnection of the satellite system in accordance with
the Commission’s regulations, said disconnection to endure until such time as
said requirements are met and all charges, costs and expenses to which Utility
is entitled are paid. With respect to the cleaning of a satellite system, the
owner or operator of a satellite system shall have the option of cleaning same
within five (5) business days after receiving written notice from Ultility that an
inspection reveals that a cleaning is required. Should the owner or operator of
such a satellite system fail to have the necessary cleaning performed within
that time frame, Utility may arrange for cleaning by a qualified contractor and
the cost of same, without mark-up, may be billed to the owner or operator of
said system.

CONSTRUCTION STANDARDS '

The Utility requires all construction to be performed in accordance with generally
accepted engineering standards, at a minimum. The Utility from time to time may
require that more stringent construction standards be followed in constructing parts of the
system.

EXTENSION OF UTILITY SERVICE LINES AND MAINS

The Utility shall have no obligation at its expense to extend its utility service lines
or mains in order to permit any customer to discharge acceptable wastewater into its
sewer system. However, anyone or any entity which is willing to pay all costs associated
with extending an appropriately sized and constructed main or utility service line from
his/her/its premises to an appropriate connection point on the Utility's sewer system may
receive service, subject to paying the appropriate fees and charges set forth in this rate
schedule, complying with the guidelines and standards hereof, and, where appropriate,
agreeing to pay an acceptable amount for multi-tap capacity.

CONTRACTS FOR MULTI-TAP CAPACITY

The Utility shall have no obligation to modify or expand its plant, other facilities
or mains to treat the sewerage of any person or entity requesting multi-taps (a
commitment for five or more taps) unless such person or entity first agrees to pay an
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PAGE 5 - ATTACHMENT B

11.

12.

13.

acceptable amount to the Utility to defray all or a portion of the Utility's costs to make
modifications or expansions thereto.

SINGLE FAMILY EQUIVALENT

A Single Family Equivalent (SFE) shall be determined by using the wastewater
design loading guidelines found in 6 S.C. Code Ann. Regs. 61-67 Appendix A (Supp.
2016). Where the Utility has reason to suspect that a person or entity is exceeding design
loadings established by these guidelines, the Utility shall have the right to request and
receive water usage records from that person or entity and/or the provider of water to
such person or entity. Also, the Utility shall have the right to conduct an "on premises”
inspection of the customer's premises. If it is determined that actual flows or loadings are
greater than the design flows or loadings, then the Utility shall recalculate the customer's
equivalency rating based on actual flows or loadings and thereafter bill for its services in
accordance with such recalculated loadings.

TAMPERING CHARGE

In the event the Utility’s equipment, mains, service lines, elder valves, or other
plant or facilities have been damaged or tampered with by a customer, the Utility may
charge the customer responsible for the damage the actual cost of repairing the Utility’s
equipment, plant or facilities not to exceed $250.00. The tampering charge shall be paid
in full prior to the Utility re-connecting service or continuing the provision of service.
This charge shall be in addition to any notification, reconnection, or similar charges that
the Utility is entitled to impose under this rate schedule or under Commission orders,
rules, and regulations.

LIMITATION OF LIABILITY

The liability of the Utility, its officers, employees, and agents for damages arising
out of the intesruption of service of failure to furnish service, whether caused by acts or
omissions, shall be limited to those remedies provided in the Commission’s rules and
regulations governing wastewater utilities.
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Undine Texas, LLC and Undine Texas Environmental, LLC
Schedule II-5 Known and Measurable Changes
For the Test Year Ended September 30, 2019

[schedule 11-5 Known and Measufablé Changes - Water | Less: Test TOTAL
Line # Acct No. Sch/Wp ' Tab Col # /Line # Amount Sch/wp Tab Col # /Line # Amount Year Amount CHANGE
1 610 WPI-1, WPII-5 K&M Adj by Acct U-v; 10 (4,832.72) WP 1I-6 Rollforward F/32 & 40 (21,694.07) (26,526.79)
2 615.1] WPI-1, WP II-5 K&M Adj by Acct S-v; 12 23,212.19 23,212.19
3 618] WPI-1; WPII-5 | K&M Adj by Acct S-v; 13 5,632.38 5,632.38
4 620f WP I-1, WPII-5 K&M Adj by Acct S-v; 15 1,162.02 1,162.02
5 |631-642] WPI-1, WP II-5 | K&M Adj by Acct S-V; 16 " 41,714.01 41,714.01
6 670 WP I-1; WP Ii-5 K&M Adj by Acct S-V; 23 3,592.43 WP 1I-6 Rollforward F/31,35, & 38 (58,451.14) {54,858.71)
7 676 ) WP II-5 Office Rent M/10 35,153.90 35,153.90
8 684] WPI-1; WPII-5 | K&M Adj by Acct S-v; 27 (1,179.64) (1,179.64)
9 667 WPI-1, WP II-5 K&M Adj by Acct S-V; 28 2,268.48 WP Il-6 Rollforward F/33,36, & 39 {91,945.60) (89,677.12)
10 675 WP -7 Summary ... D/75 1,928,934.88 1,928,934.88
11 675 Attachment Payroll 1st Qtr V/171 265,151.74 265,151.74
12 675 Attachment Payroll 4th Qtr V/181 (396,100.58) (396,100.58)
13 675 WP II-5 IRIS B/12 4,165.35 4,165.35
14 675 WP II-5 Audit Tax ... R/31 41,547.35 41,547.35
15 675] WPI-1, WPII-5 K&M Adj by Acct S-V; 29 3,483.33 3,483.33
16 [403/404 WP Ill-2 Summary Plant ... J/43 563,906.23 507,585.95 56,320.28
Post TY Adds ... Y/38
17 408| WP I-1, WP II-5 K&M Adj by Acct S-V, 32 1,908.60 1,908.60
18 408 Sch IV-2 F/8 319,570.77 54,162.57 265,408.20
19 409 Sch v-1 C/6 188,674.61 188,674.61
|schedule 11-5 Known and Measurable Changes - Wastewater | Less: Test
Line # Acct No. Sch/wp Tab Col # /Line # Amount Sch/wWp Tab Col # /Line # Amount Year Amount CHANGE
1 711 WPI-1, WP -5 K&M Adj by Acct E-G/11 21,572.63 21,572.63
2 715.1] WPI-1, WP II-5 K&M Adj by Acct E-H/12 64,176.25 64,176.25
3 718 WP I-1, WP II-5 K&M Adj by Acct E-G/13 12,431.24 12,431.24
5 720) WP I-1, WP II-5 K&M Adj by Acct E-G/15 4,458.01 4,458.01
6 [731-736] wpI-1, wpPII-5 K&M Adj by Acct E-H/16 317,612.44 317,612.44
7 770f WPI-1, WP II-5 K&M Adj by Acct E-H/23 7,905.49 7,905.49
8 776 ‘ WP [I-5 Office Rent M/12 11,078.31 11,078.31
9 |756-759| WP I-1;, WP II-5 K&M Ad) by Acct E-H/27 9,006.01 9,006.01
10 767] WPI-1, WP II-5 K&M Adj by Acct E-H/28 3,182.38 3,182.38
11 775 WP i1-7 Summary ... D/76 607,879.60 607,879.60
12 775 Attachment Payroll 1st Qtr Vv/73 83,559.24 83,559.24
13 775 Attachment Payroll 4th Qtr V/83 (124,826.12) {124,826.12)
14 775 WP -5 IRIS D/12 122.58 122.58
15 775 WP ii-5 Audit Tax ... R/33 13,093.12 13,093.12
16 . 775] WPI-1, WP lI-5 K&M Adj'by Acct E-H/29 1,747.38 1,747.38
17 |403/404 WP -2 Summary Plant ... /79 468,293.85 221,662.34 246,631.51
18 408| WP I-1, WP II-5 K&M Adj by Acct E-H/32 5,551.96 5,551.96
19 408 Sch IV-2 F/8 54,055.35 13,264.59 40,790.76
20 409 Sch V-1 C/6 189,492.97 189,492.97
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Page 1 of 1
Undine Operating, LLC
Telge Road Office Costs Estimate
For an Annual Period
Month Annual
Lease $ 14,000.00 $ 168,000.00
Common Area Maintenance (Taxes, Insurance, Common Maint.) 3,389.67 40,676.04
Electricity 1,000.00 12,000.00
Garbage-Waste Management 210.00 2,520.00
J&W Janitorial 1,299.00 15,588.00
Internet AccessPoint-Phones and Internet Service 1,990.00 23,880.00
iDominion-I/T Services 2,424.80 29,097.60
Total $ 24,313.47 $ 291,761.64
Office Space Allocation SqFt
Undine Operating Offices/Cubicles 6,109.00
Utility Partners Offices/Cubicles 3,005.00
Warehouse Space-Undine Operating 3,948.66
Warehouse Space-Utility Partners 1,942.34
Total Square Footage 15,005.00
% Annual Monthly
Total Square Footage-Undine Operating 10,057.66 67.03% S 195,564.17 S 16,297.01
Total Square Footage-Utility Partners 4,947.34 32.97% 96,197.47 8,016.46
TOTAL 15,005.00 100.00% S 291,761.64 S 24,313.47

The total estimated cost of the Telge Office allocated to Utility Partners is $8,016.46, or ~$8,000.00 rounded.
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EXHIBITS
A
B
c
D
E
F
G
H
I

'THE SUBMISSION OF THIS LEASE FOR EXAMINATION BY TENANT AND/OR EXECUTION
‘THEREOF BY TENANT DOES NOT CONSTITUTE A RESERVATION OF OR OPTION FOR THE
LEASED PREMISES AND THIS LEASE SHALL RECOME EFFECTIVE ONLY UPON EXECUTION
BY ALL PARTIES BERETO AND DELIVERY OF A FULLY EXECUTED COUNTERFART

LEASE AGREEMENT

JILE

Basic Provisions and Certain Defined Lease Terms
Granting Clanse

Construction-and Ac¢eptance of Leased Premises
Rent, Additional Rent and Secusity Deposit

Use and Care of Leased Premises
Maintenance/Repair of Lessed Premises and Alterations
Landiord's Right of Access

Signs aad Roof

Utilities

Tasurance

Non-Liability for Certain Damages

Damags by Casualty

Condemnation

Assignment and Subletting

Propesty Taxes and Assessmeants

Defaults and Resiedies

Landlord’s Lien

Surrender and Holding Over

Subordination, Aftornment and Estoppel

Notices

Miscellaneous

Leased Premises Legal Description

Leuscd Prenises Site Plan

Coostruction Rider

Intentionally Deleted

Rujes and Regulations
Environmenil/Hazardous Waste Addendum
Tenant Infonpation

Utility ‘Tramsfer

Common Area Mainteaance

HEREOF BY LANDLORD TO TENANT.
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Attachment B to OPUC 1-20

LEASE AGREEMENT

‘ZIns Leuse, _x;tem ("Lense™ is entered into by and betwween the Landlord and Tenant cffsctive this
the Jj % day of Y43

204 % in accordance with the terms and conditigas hefeinnter set fonth,

ARTICLE 1. BASIC PROVISIONS AND CERTAIN DEFINED LEASE TERMS

L1
A.
B

E.

L.

12

When used brerein, the following tems shall have the indictted meanings:
Landlord: AC Telge Business Pack, LLC

Landlord's Agent: Adkisson Group, Inc.
Address of Landlord: 12651 Briar Forest #250, Houston TX 77077

Tensnt: Undine Operating, LLC ¢
Bilfing Address of Tenont: 16681 Telge Rd., Cypress, TX 77429

Leased Premises: The real property descrived in the aftached Exhibit "A," together with gl
improveraents thereon or appurienasnt thereto, including an approximaiely 15,000 fool
building shown as BLDG 6 on the sitc plan attached as Exhibi¢ "B", more comunonly known
as 16681 Telge Rd,, Cypress, TX 77429

Lease Term: Beginning on the Commencement Date and expiting on the Termination Date.
Commencement Date: July 1, 2018 (unless modified uader Asticlo 3).

Termination Dae: 88 months from the Commencement Date, except that in the ovent the
Commencement Date is a date ofher iban the first day of 8 calendsr month, the Lease Term

shall extend for the same number of months in addition to the remainder ofthe calendarnionth
following the Commencement Date.

Rent:
(1) Months1-4: $0.00 per rentable square foot per month (does not include
additional rent uf $3,389.67
Monehs 5 -~ 36; $0.9333 per rentable square foot per month
. ($14,000.00At0nth)
Months 37-60:  $09707 per reotable square foot per month
(814,560.00/month)
Months 61 -88: $1.0095 per  rentable  square  fout per month
(815,142.00/month)

(@)  Additional Rent: To bo adjusted according 1o Anticle 4.
(6)] Insurance Escrow Payment: $600.00

@)  TaxEscrow Payaicnt: $2,400.00

(5}  CAM Escrow Payment: $389.67

(6) Total Initial Rental Payment: §17,389.67

Prepaid Rent: $17,389.67 1o be applizd to Tenant®s First Month of full reat,
Sccarity Deposit: $14,000.00

Permitted Use: offfce, warchonse for water and wastewater oparations and equipment, pats,
and related property

Real Estste Broker: Adkisson Brokerdge & Development
Each of the foregoing Basic Provisions aod Certain Dofined Lease Torns shall be construed i

conjunction with the references thereto contained int the other provisions of this Iease and shall be limited by
such other provisions, Each refercace in this Leasc to sany of the foregoing Basic Provisjons and Certain
Defiiicd Lease Terms shsit be construed to incorporate each torm set forth above.
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ARTICLE 2.. GRANTING CLAUSE

21 In consideration -of the obligation of Tenant to pay Rent as herein provided and in
consideration of the otber tenms, covenants and conditions heroof, Landlord hereby lcases io Tenant, and
Tenant hereby takes from Landlord the Leased Peemises for the Léase Term, unless saoner tarminated in
accordance with the terms and conditions sel forth below.

22  EXCEPT AS SPECIFICALLY PROVIDED IN THIS LEASE, TENANT
ACKNOWLEDGES THAT LANDLORD HAS MADE NO WARRANTIES TO'TENANT AS TOTHE
CONDITION OF THE LEASED PREMISES, EITHER EXFRESS OR IMPLIED, AND LANDLORD
EXPRESSLY DISCLAIMS ANY EXPRESS OR IMPLIED WARRANTIES OF MERCHANTABILITY,
MARKETABILITY, OR FITNESS FOR A PARTICULAR PURPOSE. Landlord will certain
manufactare warrantics that he wilt be able to trausfer or utilize for any vepnirs, The Landiord wilt
provide x one (1) year warranty From the General Contractor on the building, site work and interior
buitd out.

ARTICLE 3. CONSTRUCTION AND ACCEPTANCE OF LEASED PREMISES

3.1 Theleased Premises shall be constmcted in accordance with the Construction Rider atteched
s Exhibit *C”, [As used herein, “Delivery of Possession” occurs on the first date that: (i) the Landlord Work
(as described in the atiached Exhibit "C™) is substantially complete, (i) Landlord gives written notice of
completion 1o Tenant, and (jii) Tenant sccepts the Landlord Work by counter-signing a declarotion of the
Commencement Date, such aceeptance to be delivered within 5 business days of the roceipt of Landlogd's
written notice of conypletion, and not to be unrensonably conditioned or withheld

32 Unless Tenant notifies Landlord to wrining prior to Delivery of Possession of aay deficiency in
the Landiord Work, Tenant acknowledges that (a) it has inspecied and scoeptsthe Leased Premises, specifically
including the existing leaschold improvements (if any) that will remain and benefi¢ Teamnt, (b) the buildings
snd improvements comprising the Lessed Prémises are suitable for the purposes for which they are leased, ()
the Leased Premises are in good and safisfactary conditios, and () no ropresentation a8 to the repair of the
Leased Premisss, not promises to alter, seaiode! or improve the 1 eased Prémises have been nusde by Landiord
unless otherwise expressly set forth ia the Construction Rider. If Tenant notifics Landlord in writing of any
Iatent defects in the Leased Promises within 60 days after the date of this Lease, Landlord shall; at its cost,
ropair such Jatent defects,

33 ([this Loass isexecuted before the Leased Premises bogome vacant or otherwise svailable and
ready for occupancy, or if any present Tendnt or secupant of the Leased Pramises holds over, and Lindlord
cannot acqulire possession of the Leased Premises prior to the Commencement Date, Landlord shall not be
deemed to be in default hervunder and Tenant agrees to accept possession of tho Leased Premiscs at suchtime
as Landlord is able {o tender the same, which date shall be deemed the Commencement Date and Eandlord
horcby waives payment of Rent covering any period prior to the leadering of possession to Tenant hereunder,

34  IfTenam fails to occupy 1he Lessed Premises for any veason afier substantinl completion of
any improvements consenicted in accordsnce with the Construction Rider, or if Tenant whether constructively
or actively prevents or hinders Landlord from constructing the improvenents contemplated by the Construction
Rider, this Lease shall be decmed to kinve been commenced antomatically ond the Commencement Date shali be
deemed to be the date on which the improvements wiould have been completed in Landlord's sole, but
reasamable judgment, but for such hindrance or prevention by Tenant.

34  Provided thot Tepant obtains and delivers to Lavdlord the cettifitates or policles of insucance
called for in Article 10, Landlord, in its sofe discretion, may pemmit Tepant and its employees, agents,
contractors and supplicrs to eater the Leased Premiscs prior to the Commencement Date (and such entry slonc,
shall rot constitute Tenant's tuking possession of the Leased Promises for the puspose.of this Asticle 3) (o
prepare the Leascd Premiscs for Tenant's occupancy. Landlord may withdmw any permission gragted pussaait
to this Section npon 24 hours' notice to Tenamt. Any prior eatry shall be under all of the terms of this Lease
(other than the obligation {o pay Rent) and at Tenant's sole risk. Landlord shall not be Hable in any way for
personal injury, death or property damage (including damuge to any personst propesty which Teaat may brisg:

into, or any work which Tenant may perfonn fn, the Leased Premises) which may occar by Tenant or suchother

pesson or it as 2 result of any prior catry.
ARTICLE 4. RENT, ADRITIONAL RENT AND SECURITY DEPOSIT

41  Rentshall accruc herennder from the Commercement Date as stated in Section 1.1, and shatl
be payable at the address of Landlord's Agent or such other place as Landlord shall desipnate in writing to
Tenant. Landlord acknowledges receipt from Tenant of the Prepaid Rent, to be applied to the first month's
Rent.

z N
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42 Tenantsholl pay to Londlord the Rent, without demnnd, deduction or sétoft, Toeffctuate the
paympnts due under this Lease, Tenmu hiereby suthorizes Landlord to initiate debit cairics to adeposit scconint
10 be designated by Tenen? and fo debit all payments due under this Lease (o such accouat uulizing the
automated ¢lesring house (ACH) system of the Federal Reserve System. This authiosization to initiste debit
cotrics shell remain in full force and effect during the Term ofthis Lease. Tentnt scknowicdges that (i) if stch
debit entnics may cause an overdrft of any such account; and (ii) if « debit is not ntade because any sach
-account does not have a sufficient available balinco, or otherwise, the Rent paymeat may-be late or post due.
Reat shail be due and payabls on or before the first day of cach calendar month during the Lease Tenn;
provided, thot if the Commencement Date shotild fall on 0 date other than the first day of u caléndar montb,
thare shall be duo and payable a prorats proportion of the Rent,

43  Should Landlord fail to receive any monthly installment of Rent due under this Leasc within 10
days after such paywent is due, Tenant ngrees 1o pay Lapdlord 25 a late charge, 1% of any such payment i
order to compensake Landlord for expenses incurred for processing 1ate payments.

44  Inaddition to and separate from the Base Rent, Tenant will pay to Landiord an gmount equal to
ol Taxes (a5 defined below) and #ii Iisarnace Premiums (as defined below), The.amount of the Tax Bscrow
Paynieat and Insurance Escrow Payment (collcctively, the *Additional Rent") shall initially be in the muounts
specified in Section 1.1, The Additional Rent shall be payable mouthly in advance during the Lease Tomm;
except, howover, if the Lease Term does not begin o the first day of a calendar month, Tenant shall pay a pro-
sate portion of such sums for such partial inonth. Asused hercin, the following terms shall have the hereinafler
indicaled meaning;

A Theterm "Im shall mean, all taxes, assessments, special ssscssments, impositions, levics,
charges, excises, fees, licenses sd other sums levied, assessed, chargod or imposed by any
govermmeatal authority-or other taxing anthotity or which scorue on the Leased Premises for
cach calendac year (or portiont thereal) during the term ofthis Lease, andall penalties, interest,
and other Chiarges (with respect to Taxes) payablo by reason of any delay in or fatlure ar
refusl of Tenant 1o make timely payment as required under this Lease.

B. The term "Tnsurance Pregiums® shulimem,lheto!alannnn! insurance pranitizns which accrue -

on sl firc and extended coverage msumnce. boiler insutance, public lisbility and property
dnmage insurance, contnctust liability insurencs and other insuraase which, from time to
time, may of Landlord's clection bé carried by Landlord with respect to'the Leased Premises

.during any applicable calendar year (or portion thereof) ncourring duriitg the term of this
Lesse; provxgled, hotmer, it the event that during any such-calendar year alf or any part of
such coverage is writtcp under & *blanket pohcy or ofherwise in such manmer that Landlord
was not charged & specific insurance promiwn applicable solely to the Leased | Premiss, then
in such eveny, the amount considered to be the fusurance Premitm with respect 16 such
covemse for such calendar year shall be that amount which would bave bees the ansual
insurance premium payable under the rates in effect on the fitst day of such applicable
salendar year fur a scpatatc Texas Standard Fornm insurance polioy generally providing such
type and smount of covecage (without any deductible amount) with respeet ta the Leased
Premists (considering the type of consiruction and other relevant matters) imespective of the
fact that Landiord did not sctuatly casry such type policy.

C. The term “CAM” shall apply to the common areas of the development project commonly
known as Tclge Business Park Phase JT for costs listed on Exhibit H. For clarification, the
share of Additionat Rent for CAM shall be a proportionate amount of the total CAM sssigned
1o 16681 Telge Road as set forth an Exbibit 1.

45  The initial monthly Additional Rent payments are based upon estimated arounts of the Texcs,
Insurance Premiums and CAM shall be increased or decreased annually to refiect the then current projucted
costs of all such eXponses. The taxes once fully assessed by the taxing suthority will bave an increase fram the
stated amout on Section H (2) TaxEscrow Lendlord shall total all expenscs anaually, and rocoucile the actnal
aniaunt of such expenscs aguinst Tenant's totat Additional Reat payments. If Tenant's toral Additional Rent

payments are less then the actual amount of such expenses, Tenant shalf pay the difference to Landlord within
10 dayuﬂu'dsmand. M the total Additional Rent payments of Tenant are tore then the sctual amount of such
expenses, Landlord shall retain such cxcess and cvedit it aguinst Teannt's future lishilities for stich expenses.
Tenint shall hiave the right (o review, at Tenant's expense, and efier giving 26 duys prior sotice to Lendlord,
Lemdlord's records relmting to the Taxes and Insurance Premiums for any peniods within 2 years prior fo the
review; provided, however, no review shall extend to the periods of time preceding the Commencement Date.

46 £ at any time dusing the Lense Term or ssy remewal or extension thereof, any spocial
assessments should be made against ihe L eased Premises, whether for street improvements or other purpioses,
the Additional Rent required $o be paid by Teuant to Landlord under the terms of this Leasc shail be ncress
by nmmequnl to the fraction (having a numerater of onc and 3 depominator of the number of mo:

3
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appropriate govermuenial agency levying such assessment permits Landloed ta pay for same) of the amonat of
such assessment, plus any interest Landlord awust pay thereon, Such incrense shall become offective on the first
dpy of the month following the mont in which such assessment or expenditure §s required to be paid by
Landlord and shall continue pati} the expim&nn ar catlier termination of the Lease Term and any rencwals or
extensions thereof, or until the expiration of that nomber of months (being the number of months the
appropriute governmentol agenty levying such assesxment permits Landlord to pay for same) after the first
such incseased Additional Rent payment shall becoms due, whichever event shall first ocour,

47  This Lease is & triple nst lease, and Teuant shall pay all cost, taxes and asscesments, the
payment for which Laodlord os Tenont is or becomes liable for by reason of Tenant's estate or interest in the
Leased Premises or in this Lease, or which are connected with or arise out of the possession, use, occupauey,
maintenande, bullding, or fcbuilding of any improvements 1o the Leased Premises, or repair or remodeling of
the interior of the Leased Premises, or a partion thereof.

48  Tenantagreos io deposit with Landlord on the date hereof the Security Depasit whichshall be
held by Landlord, without obligation for interest, as secutity forthe performance of Tenant's obligations under
this Lease. 1t being expressly understood and egreed that the Security Deposit is not an advance rental deposit
orameasure of Landlori's dainages in case of Tenait's default. Upon each occvarence of an Eveat of Default,
Landlord may ust all or part of the Secunity Deposxt to pay past due Rent or othr payments due Landlord
under this Lease, and the cost of any oihcrdamngc injury, expense o linbility caused by such Event of Default
without prejudice 10 any other remedy provided herein or provided by low. On domand, Tonmt shall pay
Landiord the amount that will restore the Security Deposit to its mgmal smount. I Teomt is in defauh under
this Lense, more thon 2 times within any 12 month period, imespective of whether or not such dofsult is cured,
then, witkout limiting Landlord's other rights and remedies provided forin this Lease or at lawor in equity, the
Sceurity Deposit shall automatically be increased in an emount equal to 2 times the originnl Security Deposnt,
which shall be paid by Tenant to Landford on demand, If Tepant is not then in defiult bereunder, sny remaining
batance of the Security Deposit shail be retumed by Landlord to Tenant upon (ermination of this Leasc;
provided, however, shotld the Lease terminate, 2s hercin provided, during the middle of any yeer, Landlord
shall bepemlmed to retain the Security Depasit to securo the payment of any und sll amounts, which are
provided for in this Lense, which might be due for the Tenant's pro-rata postion of the year thnt Tensnt had
oceupied the Leased Premises. 'The Secusity Deposit shall be promptly returaed to Tenaat if Landlord
detemities that no edditional amounts are due by the Tenmt for such year: 1f Tenent owes any such edditional
amounts, the same shall be deducted from the Security Deposit, and tlse balance thereof, if any, remitted to the
Teanat.

49  TLandlord aud Tenant are knowtedgeable snd oxperienced jn commercin) transections and agree
that the provisions of this Lease for determining Additionsl Rent payable by Tosant are commercially
reusonable and valid even though such methods may not state a precise mathematicsl formuta for détermining
such chargss, ACCORDINGLY, TENANT VOLUNTARILY AND KNOWINGLY WAIVES (TO THE
MAXDAUM EXTENT ALLOWED UNDERAPPLICABLE LAW) ALL RIGHTS AND BENEFITS OF THE
TENANT UNDER SECTION 93.012 OF THE TEXAS PROPERTY CODE, AS SUCH SECTION NOW
EXISTS OR AS MAY BE BEREAFTER AMENDED OR SUCCEEDED.

ARTICLE §, USE AND CARE OF LEASED PREMISES

§1  TheLeased Premises shall be used and occupied only for the Permitted Use. Quiside storege
shal{ be limited to the fenced area within the Leased Premises, or a3 olheywise agroed in writing by Landlord,
and shall be mnintained in a acat and ordedy manner. Tenant shall at its ovn cost and expense obtain any and
ull licemses and pemmits-necessary for any such use, Tenant shall oompiy with all govermmeutal orders and
directives for the correction, prevention and abatement of nuisances in or upon, or connected with the Leased
Premisés, all tt'l‘enmt'ssolc expenso. Tenant shall take care of the Lessed Premises and not pegmit any

ly objecti or unpl ¢ odoxs, ke, dust, 8, naisc or vibrations to emonate from the
Leased Pmmsa and ot take any other action which would constitute a nuisance. Tenant will not permit the
Luased Premises to be nsedﬁmmy purpese or in any minner which would () render the insunsnce thereon
void or the insurance risk more hazardous; (b) cause the State Board of Insurance of other insucsnce authority
to disallow any sprinkler ciedits; or (¢) increase the firg and extended coverageinsurance raté oa the building or
suuctu:e]ocated on the Leaséd Premiscs are a part or its contents, If any increase in the fire and extended
coverage insurance premiums paid by Landlord is cavsed by Tenamt's usc and occupancy of the Leased
Premiscs, or if Tenantvacates the Leased Premises: and-causes an inerease in such premiuns, then Tenant shall

- pay to Lendlord as additiona! rental the anzotnt of such increase.

52  Tenant-shall, at its owir expense, comply with all laws, ordets, and requirements of all
governmenta] entities with reference to the use xad occupancy of the Leased Premises. Teriant and Tenan(s
agents, cmployces and invitees shalt fully comply with the Rales and Regulauons attached us Exhibit "E".
Landlord miay make seosonsbic changes in the Rufes and Regulations from tims ta time as decmed ad jsable
for the saftty, carc and cloanliness of the Leased Premiscs, provided same arc in wiiling and are nof in
sith this Loase.
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5.3 Tenant agrees to comply with the tenns, covenants and provisions of the
Enviraogmenial/Hazardous Waste Addendum which is attached as Exhibit "F",

ARTICLE 6. MAINTENANCE/REPAIR
OF LEASED PREMISES AND ALTERATIONS

&1  Landlord shall keep the structural soundaess of the fonadation, exterior walls (except plute
glns, wmdows, doors, door closure devises, window and door frames, molding, locks and hxrdware, and
interior painsing or other interior ttestments of exterior walls), snd exterior roof of the Lessed Premisos, and
roof membrane in good repair; except that Landiord sball not be required o provide normal maintenance ofthe
Leascd Premises, including painfing of the exterjorvealls ormake any repairs occasionsd by an actof willful
misconduct or pegligence by Tenant, its employees, subtenanis, licéasees and concessionsires. Irithe cvent that
the Leased Premises should become inneed of repairs required to be mads by the Landiord, Tenant shall give
prompt notice thereofio Landlord, sad Landlord shall proceed with reasonable diligence to make suchrepairs.
Tandlord's obligstion to repair or ‘replace the aforementioned items shall be Kmited solely to the cost of such
repairs or wplacement or the curing of any dofect in the same; provided that if Lendlord. fuils to satisfy its
obligations in a fimefy manner, Tenant has the right 1o ineke such repair or replacements snd Landtord shatl
promptly réimbarse Tetiant for sitch costs within 30 days after dafaand therefor by Tenant,

62  Except asspecifically provided in thisLease, Tenant shallkeep the Leased Premiscs, including
the purking lot, driveway, and sidewalk (if any), in 1 good and clean condition and shall at its sole cost and
expease make all needed rcpuirs mdmplmanls including cracked or broken glass, windows, doors, heating
systemn, plumbing work, pipes and fixtures, uir conditioning cquipment, efectrical equipaent and fixtures,
utility lincs, and the intenior and exterior of the Leased Premises generally, Tenant shaf] make ol necessary
repairs and replacerments of its fixtures requited for the praper conduct of its business. Tenmt shall repaint the
‘building snd all portions thereof (intexior and exterior) from lime to time whenever the sarne may be nocessary
to preserve the building in good condition and maintain it in an attractive appesirance. Tennnt shnll meittain ail
landsupmg at or about the Leasod Premises (or originally installed by Tensnt jn accordance with the teims
bercof) in» neat and attractive condition. Tennnt shatt also perform periodic extermination aed pest control
within the Leaséd Premises to keop them free from inseet and Yermin infestation. Atﬁtcatpimﬁonqre‘aﬂic-r
tormibation of this Leasc, Teuant shall surrender the Loased Premises, including all improvemonts located
thereon {excopt as othenviss provided in the Lease) in good condition, rcasombhhuraudtmmddmaguby
fire or other casualty excepied. Landlord agrees to afford to Tennnt the benefit of any guatantics or warraatics
of third parties which may be applicable 16 air-conditioning equipment and other machinery and équipment
Insmllcd by Landlord in the Leased Prepises, withontyecourse upon Landlord. Nwithstnding the foregoing,
xf the Lease Torin (and thereafler daring Tensnl's contimuing possession of the Leased Premiscs), aay

tioriet which ista be repatred by Tenmt under this Lesse can no longer réasonably be repaired (orif
tegm arc successively mads to the air conditioner because of répeated fuilure), then the cost of the
replacement of such ais conditioaer will be allocated between Tenont and Laadlord as follows:

(A)  Ifihoage of the applicable sir ¢ conditioner equals exceeds the expecied life or similar teom as
set forth in the materials provided by the manufactirer thereof ("the Expected Life") then Landford shall pay
for the eatire cost of such replaceinent air conditioner.

®) Ifthsogeofthe apphcable sirconditioner is loss than the Expected Life, so long as the cause
of the replacement of the air conditioner is not attributable to Tenant’s use or misuse of the air conditioner
beyond the operational, functional or structural capacity thereof then the cost of the replacemont shall be
sffooated between the Londlord and Tenant as follows: The Tenant’s share G.¢., the amount thercof (o be paid
by Tenant),will be equl to the product of the total cost thereof multiplicd by a fraction (oot to exceed 1.0) the
ramerator of which is equal (o the theu remaining Lease Term of the Lease (in days) and the denominator of
which is equal to the cost of such replacement air conditioner. The balsace of the cost will be the Landlord’s
share,

63  IfLandlord considers nccéssary any repaivs, ssaintepance, renewals of piplacements required
by the provisions of this Lesse to be made or provided by Tenant, Londlord may roquest that Tenant meke such
repairs or perfotm such maintcusnce or provide such renewal or replacements, and, upon Tenant's failure or
refusal to initiate and pursue diligently to do so within 10 days after notico is delivered to Tenant by Landlord
(uﬂinmywmiqemofan‘cmmwcy imrespective of whether Landlord shaif have requested or obtained
Ténant's -peior consent), Landlord shafl ive the right (but shall not be obligated), to make such repair, perform
such muaintenance or provide such rencwal or replscement, therenpon Tensnt will, at Landlord's election, on
domand pay (or reimbucse Landlord for) the yeasonable cast thensby focurred by Landlord. Forthesepumposes
an “cmergency™ shall be deemed to exist if, in the good fuith judgment of Landioed, prompt action is nceded in
ordor to provent death, bodily injury or property damage. Any such sum which Tenantbecomes fisble to Py to
or reimburse Landlord for hereunder may be treated by Landlord 2« a partion of the rental due and owing by
"Tenant to Landlard with the next succeeding installment 6f Reat due hereunder, for purposes afde.rc:m:mng
I.andlordsrcmcdxosmlhecvcntofanyﬁxilmby'l’emtopaysudlmwmdlmdm )
thonoxt succeeding instaflment sf Rent due bercunder. {6T.andlord makes any such repairs, perfonns suah -
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uiniutenancs, or provides any such reacwal or replacenient, or undertakes to do so, then Landlord shall not be
‘Tiabls to Tenanf for any loss or damage that may oveur to Tenant's merchandise, fixtures, of ather property, or
to Tenant's business inc¢ident to such sction by Landlord.

64  Teoan, &t its own cost and cxpense, sholl enter into a regularly scheduled preventative
muintenance/ssrvice contract with a maintenance contractor approved by Lopdlord forsm'icing all hot water,
heating and siy eond‘monmc systers and equipment within the Leased Promises. The secvics contract must
includo all services snggested by the equipment manufacturor in its opersionshnnintenance mannal and must
become ¢ffeetive and a capy thereof dedivered to Landlord within 30 days of the daie Teaant iakes possession
of the Leased Premises.

65  Tenont shall ot make eny openings in the roof.or exterior walls, ot raske dny alterations,
aiditions, or improvements o the Leased Premises without the prior wrilien consent of Landlord (which
conscat shall not be vareasonably witlheld or delnyed), except for the instaliation of uantiuched removable
wade fixtures which may be installed without dalling, cuttiog or otberwise defacing the Leased Premises. AN
siterations, uddums,unmvemems nod fixtures (other than unattached, movabletrade fixnues and equipment
which may bemade ormsullo&by cither purty hereto) vpon the Leased Premises, including, bul not linited 1o,
the HVAC system, pipes, paoeling or other wall covering, any linoleum of other floor covering of similar
character winch may be cemerted or otherwise adhiesively affixed to the floor of the Lensed Premises, shall
remain upon xad by sumendered with the Leased Premises and become the property of Landiord at the
expiration or earkicr termination of this Leasc, all without credit or compensation to Tenant upless Landlord
requests their removal at the time of installation thereof, in whick cvent Tenant shall remove the snme and
restore the Leased Premiies to its original coridition at Tedant's sole cost and expense. All plumbing or ofhier

electrical wiring connections exposed as result of the removal of’l'enanu senovable trade fodures, shall be
kept by Tenant ih » safe and workananlike manner.

6.6  If, stanytimc, during the primary verm of this Le&seoranyrcx;ewn]ormcnsionlhcredﬂmy
governmenta) sgency or body requires a modification-or change in the Leesed Premises ot any part thereof,
mcludmg, without fimitation, the Americans with Disabilities Act of 1990 due to Tehabts usc of ihe Leased
Premises in a manner ol consistent with the uses pemiitted hereynder (the "ADA™). If Tenant is responsiblé
thercfos in accordance with the pmccdmg senlenos, “Tenunt shall make such nfodifications otchmge atits solo
cost, ynless Landlord clects, stits sole option, to perform stech work, then Terant shall psy 1o the Landlord,m
demand, the totad sost of smh ‘modificatiomor change.

67  Allconstruction work done by Tensnt shall be performed ina good and workmanliks manner,
in complisace with all govermnental roquircments. Withowt limitation on the gencrality of the foregoing,
Landlord shall have the right to roquire that sych work be performed in accordance withnules and regulations
which Landlord may from time to time reasonshly prescribe. All costs of such work shail be paid prompily so
as o prevent the assertion ofany licos for Iabor or materials, Tenant agrees to indemnify Landiord and bold
Landlord harmfess against any loss, liabiity or damage resulting from sach work and Tenunt shall, if requested
by Landlord, fomnish s seasonable bond or other security satisfactory to Landlord wgainst any such loss, Hability
or damage. Whenever Tenant proposes to do any construction work, it shall fiest furnish o Laadlord plans and

specifications i such detail as Tandlord may requestcovering sll such work. In no eventshiall any constructior

without Iandlord's Wiillen ap of such plans an ons, which consent shalt
ot be unreasonably withheld or delayed, and Tenant furnishing Landlord with such insuraxce snd other
#SSUrances a8 Landlord shall reasonebly teqinire.

ASSULanees s Si Xeasons!
~

it

ARTICLE 7. LANDLORD'S RIGHT OF ACCESS

71  Londlord, its cmployees, contraciors, agents and representstives, shall have the right to enter
upon the Leased Premises dusiny normal business houss, unless-for emergency ronsons, for the purpose of
inspecting the same, or of making repuits 10 the Lensed Premises, or of showing the Leaved Prermises to
prospective purchasers, tenants or lenders. Inan emergeacy, Landlord (or such otherpersons and firms) mny
use any means 10 open any door into o in (he Leased Premises without any Hability therefor,

ARTICLE 8. SIGNS AND ROGF

8.1 Tenant shall not, without Lundlord's pnor writtey consent, which consent shall not be
nressonsbly withheld or delayed, (a) install otitside the interior surfice of the perimeterwalls of the Leased
Premsesanylzghtmgoruwnmgs, ormydecomtwnsorpunungs,(b)msnﬂmymwbhnds,m,omm
coverings on the windows and entrance doors; of {¢) erect or instail any signs,window or door letering,
placards, decosations, or advertising media or any type which can be viewed from cutGide of the Leased
Premises. shall be ke, hngnodmndmonandmpmggomnsordetﬁnllums.Tm
shall sopuir, paint, ai Dot Teplace g isciaSurface to twhich its signs ac attached bpon vacation of the
T cased Premises, of tho removal or slieration of it signuge. All signs, decoralions, sdvertisiog medsa, blmds,
“Fraperics and GEST Window Geatnent OF DTS Or OURerSecarity installations shall confornt st Tehant's cxpense in:
al respects 10 the criterin ¢stablished by Landlord and any applicable govermmenial faws, ordi

6
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regulations, or other requirements. Use of the roof is reserved o the Landlord, provided sush use does not
unrcasonably interfere with Tensnt's occupancy,

ARTICLE 9. UTILITIES

51  Landlord agrees lo provide normal water, sewer, electricity, sndtelephonc service consections
to tho Lensad Prewises upon the Commencoment Date bereof, which connections, rwgardless of locmon, shall
hereafier be muintained by Tenant, ‘Tenant will af its owa cost and expense pay for all water,- sanilay sewer,

gas, clectricity and other utilities used in connection with the Leased Premiscs, inchuding the connection cost
thereof; and will save and hold Landlord hanmless from any charge or Liability for same. Such payments shail
be made directly to the supplier of eny utility separately metered {or submetsred) to the Leased Premises,

92  Should sy gavemmental body or agency dowaming that the Tenant’s use of the sanitery sewer
system sciving the Leased Premises causes the sewerage standurds of the Leased Premises to exceed the
maximum permitied amoust provided by such govermmental body or agency. which couses an additional
impact feo to be charged, Tenant shall be required to pay thie smount of such charges,

93 Landlosd shiall not be lisble for any intervuption whatsoever in utility sérvices due to fire,
nccldsnt., strike, acts of God, or other canses beyond the conttol of Landlord or in order to make alterations,
fepairs, or improvements.

ARTICLE 16. INSURANCE

10,1 Landlord shafl obiain und cause to be maintained upon the buildings situatcd on the Leased
Pxenuss, Coiscs of Toss - Special Form property insurance (formerly known as "All Risk™), and such other
insurance o8 Landlord or its lender aay.decm approprinte, ‘Tensnt shall pay to Landiord, as Additional Rent,
the Insurance Bscrow Paymieat, whick amount will be adjusted in accardance with Article 4,

102 Tenant shall ohtain and maintain through the Lease Term the following policies of insuranco;

A Causes of Loss ~ Special Form (formerly known as *AH Risk™) propenty insueance, 180 Form
CP 1030 or equivalent) wvmng the mp!acement costs, without deduction for depreciation,
of (i) alf alterations, additions, partitions, and improvements both cusrently situated on the
Leased Promtises and those installed or placed on the Leased Premises by Tenant or by
Lsndlord on bebalf of Tenant, and (ii) all of Tenant's persosal property located in and on the
Leascd Promises (including, but not limited to, the HVAC system and platc ginss).

B, Commercial General Linbility Insurance (IS0 Form CG 01 12 04 o1 equivaleet) written on m
' “acenrronce” basis aaanm all claims op account of Hability of Tenant, with limits, agains
claiios for bodily injury, death, sickness ang property damuge oceunring in or sbow the Leased
Peemises, such-insurance o afford protection of ot fess than $1,000,000.00 psr oceurrence,
$2,060.000.00 genacal aggragate, and an umbrells fimit of $3,000,000.00.

C. Rental income insurance with coverage For aciual loss sustained up to 12 months sufficient to
cover Teapnt's rental obligations under this Leass.

E. Worker's mmpensauon insurance and employer’s hnbmty insurance, in complisnce with
stanutory requirements.

F, Business Antonobile Ligbilify insurance covering Tenant's vehicles with proper limits, but
nat less than $1,000,000.00 combined single limit.

G. Suchokhctpol\uy aor policies of insurance as Landlord may sessonsbly require against other
insucance hazards which at the time are mmmouly insured against in the case of premises
similar sitated, mthducrcgatd givea to the height and type of the improvements located on
the Leased Premiscs, its construction, location, use and occupancy, and any replacements or
substitutions therefor.

“Tenant shall defiver to Landlord, prior to the Commencement Date, proof of such insurance {on ACORD Forn
28, or IS0 Form 20 26, oreqmvaleul)andsbnll. at wll times dusiog the Lease Teym, deliver to Latdlord upon
request, frue and correst copics of said insarance policies. The policy or policies shall (i) other than the
Worker's copensation insucance, name Landlord and Landlord's A gent ay additional insured, (ii) provide that
they will aot be canceled or reditced in covernge without 30 days' notics to Landlord, (iii) fosure anoceurrence
and not a clsims tade basis, () contain a replacoment cost endorsement, (v) contain 2 doducrible of nat more
thans $10,000.00, and {vi) be primary coverage, so that any insurance covcragcoblnmedbylmdloxdshallbt i
excess ihem!o. ‘Tenant shalt deliver to Landioed certificatcs of renewal at least 30 days prior to the expiratioft

date of each such policy and copies of new policies at least 30 days prior to terminsting any such polfcios. All
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policies of insirance required o bé obinined and maintained by Tenpnt shall be subject to the reasonable
approval of Landlord as o temms, coverage, deductibles and issuer,

103 Landlord and Tenant hereby waive all clains, rights of recovery and canses of action that
vither party or any paty claiing by, Uirough or under such party nuaty sow ot bereafler bave by subrogation or
otherwise against the other party or ngainst any of the other pacty's officers, directors, sharcholders, partoers or
cmployces for ay loss or damage that tuay acour to the L eased Premises, Tenant's improvements or sy of the
contents of any ofthe forogeing by reason of fire or other casualty, or by reason ofany other cause except pross
negligence or willful niisconduct (thus including simple negligence of the parties hereto or their officars,
dirctors, shareholders, partaers or caployees), that could have been insured egainst nnder the terms of the fire
und extended coverage insurance policy sequired to be obtained and mainteined wnderthis Atticls 10; provided,
bowever, that the waiver set forth in this Secticn sholf (1) be ineffective against, any insurer of Landlord or
Tenant to the extent that the waiver i prohibited by the laws or fusurance regulations of the state in which the
Leased Premises is localed or would invalidate suy insnrance covcmgeof[‘ndosﬂor'l‘mn,and (b)notwpply
to any deductibles on insurance polivies carricd by Laudlord or to any coinsurance penalty which Landlord
might sustain, Laodlord and Temunt hereby agree to cause (if svailable) sn endocsement to be issued o theix
respective insaranes policies recognizing this waiver of subrogation.

104  Tenant hemby assnmes ligbility for, and agrees to defend, indenmify, peotect and hold hamuless
Landlord, its successors, sssigns, offiliates, direstors, shareholders, partners, costractors, cuployecs and agents
(all of the prior parties individually and collectively, the “Landlosd's Related Parties™) from and against, all
lisbilities, obligations, fines, demsnds, judgments, losses, damages, penaltics, claims, setions, suits, costs,
expenses and disbursements (including couet gosts and reasonable attomeys® ch) of every kind or character
(u) arising from any breach, violation or non-performance of any term, provmon. covenant, agréement or
condition on the part of Teaant hereunder (b) recoversd from or asserted against any of s Landlord's Relsted
Partiés on account of injury or damage 1o person or property to the extent tht any such damage or injury may
bemmdentw,meomof, or be capsed, either approximately or remotely, wholly or in part, by any sct,
omission, negligence, or misconduct on the part of Tenant or pay of its agents, servants, cmployees,
conlrelors, orinvilees or ofnnyothnrpasonmwmguponmc Leascd Premises under or with the express or
‘implied invitation of permissicn of Tennnt, (o) arising from or axising out of the occupmioy oruse by Teanat,
its agents, servanfs, cinployees, contragtars, or jnvitees of the Leased Premisés, or erising from or out of any
cvenl, circumstance, or octurrence within the Leased Premises, howsoever cased, andfor (d) suffered by,
recovered from or asserted against any of the Landlord's Related Parties by Tenant's employers, agents,
servants, contractors, or invitses. Such indeminification of any of the Landlord's Relsted Parties by Tenmt shall
be effectiveunless such damage resulis from the gross negligsnce or witiful misconduct of Lmndlord or amy of
the Landlord's Related Parties or any of their respective i authorized agents or employcees.

105 The provisions of this Article shall survive for one year llowing the cxpiration or fesmination
of this Lease with respact of sy claim or ljability occumring prior to such expimtion or términation. The
indemnification provided by this Axticle is subject to the Landlord's waiver of recovery specified abeve, to the
extént of Landlord’s recovery of loss procecds wnder policies of instrance described above.

ARTICLE 11. NON-LIABILITY FOR CERTAIN DAMAGES

ILL  Except a3 specifically provided herein, Landlord snd Landloyd's Related Pasties slall haveno-
responsibility or habihty to Tenant, or to Tenant's officess, dircclors, sharcholders, partaers, emplogess, sgents,
contractors or invitees, md Tensnt hereby waives and releses-any claims against Landlord sud Landiord's
Related Parties for bodsly injury, death, property damage, business interuption, loss of profits, loss of trade
secrets or other direct or conscquentiol damages occisioned by (a) force majeure, (b)vmdﬂm\,thef:.bmglng
rabbery, rape, murder, assanlt, snd other crimingd acts (other thag thosz committed by Loadlord and its
¢mplayees), (0} water lenkage, the backing up of drains, or floding, or (d) the repair, replaccment,
mainiénance, damage, ot dosituction of the Leased Premiscs.

152 Anyandall sccurity of any kind for Tensat, Tenant's agents, employees or invitess, the Leased
Preujses, or any persoasl propedy thercon {including, without limitstion, sny personal propeity of any
sublessec) shall be the sole responsibility and obiligation of Tenant, and shalf be provided by Tenant & Tegasts
sale costand cxpense, Tenantacknowledges and agrees that lhehnd!ordsbaﬂhavenoobhgmonorhabdny
whntgoaver with respect 10 the same. Tehant may, at Tenant's sole eostandexpense install alam systems in
the Leased Promises provided such installation complies witlithe provisions of Asticls 6 bereof. Réinoval of
such alarm systcms shail be Tenpnf's sole responsibility and, at Teomnr's sole.cost and expense, shall be
compicted prior to the Leasce termination and alf affected zrces of the Leascd Promises shall be repaired mud/or
restarcd in & good and workmanfike manaer to the condition that existed prior to such instaflation.
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ARTICLE 12. DAMAGE BY CASUALTY

121 Tenant shall give prompt sotice to Landlord of any damage cnused 1o the Leased Premises by
fire or other casualty, including a deseription of the domage and, ¢s for as is known to Tenant, the cause of the
damnges.

122  Intheovent (a) the improvements located on the Lessed Premises are loialy destroyed, (b) the
improveagents locgted on the Leascd Premives are partially destroyed but in Landlond's reasonable opinion,
cannot be restored t0 an ceonomically viable and qunlityprojcct, (<) the insurance proceeds payabie to Landiord
a8 rosult ofsuch casunlty are, in Landlord's roasonable opiniosn, inndequate to restors the portion remaining fo
an economically viable and quality pw,;cct, or (d) less thag 24 full valendar months remain i the Lease Term,
Landlord may, at its election exercisable by the giving of notice to Tenant within 60 days afler the casualty,
terminnte this Lense as of the date of the casnalty or tye date Tenant is deprived of possession of the Leased
Premises (whxc!m*er 15 laten), If the restoration time is estimated 1o exceed 6 months, Tenant maey elect to
terminpte this Lease on notice to Laadlotd no later than 30 days afler Lundlord's noties, 1f this Lease i not
terminated as uresult of a casualty, Landlord shall restore the Leased Premises o snhmmallyﬂm condition in
which the same existed prior to the casuaity. Landlord's obligation to rebuild and repair shall in any event be
limited to restoring the Leas¢d Premises to substantially the condition in which the son existed prior to such
casuplty, exchisive of any Tenant Work (as defined in Exhibit “C™) or othor alterations, additions,
improvements, fixtures snd equipmeat installed by Teount, Tenant shall, subject to delays adising fom the
collection of insurance proceeds or from Foree Majeure events, promptly re-enter the Leased Premises and
commencs doing business inaccordance with this Lease. Duiing thepemdormommkcntshallbunbmd
to the exteat that Landlord réceives the rontal loss insurancs provided in Section 10. 2.(C) and the Leased
Preiises aye rendered untenontable. After therestoration of the Leased Premises, Rent shall be reduced to such
extent as may be fair and reasonnble nader the circumstances, as reasonably detervained by Landlord:

123 Notwithstanding anything herein (o the canteary, in the event the holder of any indebtedness
setured by mortgage or deed of trust dovering the Leazed Premises- rcqum that t!wmsmnncepmweds be
applicd o such judebiedness, Landlord shall have the right to tenminate this Lease by delivering notice of
terminition to Tesant within 15 days uﬁetsnchmqulmnenhsmnde Known by any such holder, whercuponall
rights and oblipstions hercunder shall cease and tormiinate,

124 Tenant, in the event ofa casualty Joss (o the Leased Premises, shall pay 16 Landlord, the costof
the deductible applicable to the insurancy policy meintained pursunnt to Axticle 10 of this Lenss. Such
deductible pmount shall be payabic to Landlosd within 10 days of receipt from Landlard of a statemient
thorofore and a payment thereof by Tenant shall be a condition precedent to Landlord's obligations to repairor
restore the Leased Preinises 45 provided above,

ARTICLE 13, CONDEMNATION

131 If ducing the Lease Term, an nuthority with the power of cminent domssin condemns oll ofthe
Leased Premises, then this 1Lease shall ténuinate, on the date such authority takes possession of the Lessed
Premises. 1fless than a}f the Leased Premisesis condemmned, then Tensat shall have the right to termitate this
Leose if a Substantial Portion (as defined below) of the improvements on the Leased Pramises should be
condesnned in such & manner that the balance of the Léased Promises are not fit for the continued uge by Tenant
for the Permitted Use. Ax uscd herein, the term "Substantist Portion® shall mean the condemantion 0£20% or
more of the Leased Premises or Tenant reasonabily detennines that the L. eased Preives will no longer be
suitable for Tenant’. Tenant shalt exercisé the kermmummnghts ofthis Scelion o Later than 30 days after the
condemning authority takes possession of the portion of the Leased Premises. Tmmedimcly ugion the aking of
possession of the portion of the Leascd Premises taken by the condentning apthority, if this Leose is nat
\crminat¢d, the Rent shall be redusied to suchrextent as may be fair and reasonable unider the circunistances, s
reasonably determined by Landlord, When any such reduction in Rent bas-besn computed by Londlard,
Landlocd shatl notify Tenant of the asmount of the new monthly Rent payment amouat,

132  Inthe event the Tenant does not clect to tepninaic this Lease pursuant to the aboye Section,
Landlord shall restore the Leased Premises remaining after the taking to substantislly the same condition to
which they existed prioe fo the taking.. Any such restoratian work shall be performed within a reasonable time
period, done diligently and continually untit ¢ompleted. Tho Landlord's obligations to rebuild and repair shall
in any event be Jimited to restoring the I eased Premises to substantially the condition in which the spme existed
prior to such condemmation, cxclosive of any Tenant Work (as défined in Exkibit "C")oranyoﬂwuh«at:ons.

~udditions, improvements, fixtures and equipment instafled by Tenant. Tenant shall, subjeet to delays arising
from the collection of condemnation procesds or from Force Majeure cvents, promptly re-cater the Leased
Premises and commence doing business in ascordance with this Lease. Any sestoration work by Landlord on
the Leased Premises shall not constitute an eviction or disturbance of Tensnt's use and possession of tho Leased
Premises or & breach by Landlord of any of its abligations nnder this Lease or render Landlord lisble for
damages or entitle Teziant fo be relicved from any of its obligations under this Lease (with the exception of &
propoitionate reduction fa Rent) or geant Tenant any right of offset or recoupment. In addition, Rent

9
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nbateid ditring the restoration process based on the proportiod of the Leased Premises not available for use
ducing such restonalion process,

133 All sums awarded or egreed upon between Landlord and the condemning nuthority for the
taking of the fes and any and afl improvements thereon, whether as dameges or as compensation, will be the
property of Landlord, Al sums swarded or agreed upon between Tenant and the condemning sutherity forthe
taking of Tenant's leaschold intorest in the Leased Premises and Tenant's Removable Trade Fixturcs will be the
property of Tenant, Tenant hercby assigns o Londfocd all procecds swarded for the condemnation of the
Leased Premisés so long & such proceeds are not compensation or tdamages payable to Tenant for Tenant's
Jeasehald interest in the Leased Premises. Tenast agrees that the condemning authority shall cause aff cheeks
and drafts issued by it for the taking of the fec mnd the awad for improvements, whether as compeasation oras
damages, to be issupd payable to the order of Landlord. Landlosd agrees flint the condemning wuthority sholl
eause alf checks agd deafis issued by it for the wking of Teaant's Jenschold intemst, whether as compensativnor
-damages, to be issied payable to Tonsnt, Upon request of Landlord, ‘Tenant agrees 10 promptly execute such
instrament, or instrugeats, a5 Luadiord may reasonably request a8 evidsnce of the Tenant's cessation of interest
in such portion of the Leased Premises that is condemned by such awthority ad that this Leass continues to be
cffective as (o the balapce of the Leased Premises not condemaed. To the extent Tensnt has paid for Additional
Work, Tenant shall be catitled to the unsmortized vatue of any such Additional Work in proportion (o the
award reccived by Landlord for the improvements condemnad.

ARTICLE 14. ASSIGNMENT AND SUBLETTING

141 Tennat shall ot assign this Lease nor sublet all of any part of the Leased Premises without
prior writtcn conseat of Landlord; provided, however, if the proposed assignes or subtenant is, in the
réasonnble ¢pinion of Landlord, of cqual or batter financial condition to Teoant, Landlord shall not
unseasonably withhold its consent to the sssigament or sublease, Any attempted assignment, subletting,
transfer or encumbrance by Tenant in violation of this Section shall be void. Upon the occumrencs of an Event
of Deflt {2 defined below), ifall ot any part of the Leased Pramises ars then assigned orsublet, Landlord, in
addition {0 any other remedies provided by this Lease or provided by law, may, at its option, collect directly
from the assigoes or subtenant alf Reat becoming due (o the Tenant by reason of the nssignment or sublstiing.
Notwithstanding any subletting or sssignment by Tenant, Tenant shali remsin fully linble for the performance
of all covennnls in this Lease to bs performed by Tenont. Any snms collected directly by Landlord from the
issignes of subtenant shall not bé construed to consiituic a novation or 1 release of Tensnt from the furthier
pesfomnaice of its obligations under this Lease. For furposss of this paragtaphi, a snle or trasisfer of more than
50% of cithér the assets of, or ovnecship intercst in, Tenant shall be deomed fo be an avsignment, ualess the
transferce i3 (i) 1 wholly owned subsidiary, parent or affiliate of Tensinl, or (ji) the shares of Teannt are atsuch
time publicly treded o1 a nationally recognizad exchange. Tenant shall reimbuss Landlord for all of Londiced's
reasonable out-of-pocket expenses incurred in connection with any proposed assignment or sublease in an
amount ot to exceed $2500,

142 1fthis Leas is nssigned to any person ov entity porsuant to the provision of the Bankrupicy
Code, 11 US.C. § 101 et. seq., (the "Bapkyupicy Code™), any and all monies or other consideration payable ar
otherwise 16 be delivered in connection with such essignment shall be paid or delivered to Landlord, shall be
and remain the exclusive property of Lundiord and shall not constitute property of Tennat or of the cstatc of
Tenwnt within the meaning of the Bankruptcy Code. Any and all monies or other considerations constituting
Landloed's property under the preceding scntesice not paid or delivered to Landlord shall be held intnust for the
benefit of Landlord and be promptly prid or delivercd to Landlord.

43 Auy person or entity to which this Lease s assigned purseant to the provisions of the
Bankruptcy Code shall be deemed, without further act or deed, to have assumed all of the obligations arising
under this Lease on and afker the date of such assigoment. Any such assignee shall upon demand execute and
delivet to Landlord an instrument confirming such assumption.

144  Laodlord shalt have the vght to tiansfr, assign, or ononmber in whols or i part, its rights and:
ohligations in the building aud property thet are the subject of this Lease. In the event oF the transfer and
assignment bry Landlord of its intorest in this Lease and in the byilding conaining the Leascd Premises 0 a
person expressly assuming the Landlord's obligations under this Lease, Landlord shall thereby be released from
any firther responsibility hereunder, and Tenant agrees (o Jook solely fo such successor in interest of the
Landlord lor performance of such obligationss Any security given by Tenant to- Laadiord to sdécure
performance of Tenmt's obligations hereamder may be assigned and transferred bry Landlord to such successor
in interest of Landiord; snd, upan ackuowlcdgment by such successor ofreceipt ofguch security aod jts exprss
assumption of the obligation to account to Tennot for such security in accordsnece with the termns of this Lease,
Lendlord shall thereby be discharged of any fixrther obligation rolating thereto.
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ARTICLE 15. PROPERTY TAXES AND ASSESSMENTS

151 Subjeet to the provision of Scetipn 15.2 below and Landlord's reecipt of the Tax Escrow
Payment gs provided in Asticle 4, Landlord agress o pay hefore they become delinquent all real estate taxes
and special assessmoats lawfully lovied or assessed against the Leased Premises or any part thercof owned by
Laudlord; provided, hawever, Landlord may, at its sole cost and expouse dispute and contest the same, by
appropriate proceedings diligently conducted in good faith. 1frequested by Tenant, Laudlord shall employ a
tax consufting firm to attempt 10 assure o falr tax burden on the Leased Premises with the spplicable taxing
authority and in such case Tenant pays 100% of the costs of such consultant,

152 Tenant shall be liablo for all taxes levied or assessed against any personal property or fixtures
placed ia the Leased Premises. Ifany such taxes are levxcdornssessedngmnstLando:dorlmxlm&spmpmy
and {s) Landlord pays the same, or (b) the assessed value of Landiord's propesty is increased by inchusion of
such persomlu;p:petty and fixtures and Landlord pays the increased taxes, then, upon demand, Tenant shall pay
t6 Landlbord such taxcs.

153 If, at any time during the primery teom of this Lease or any renewal of extcasion thereof, any
special assessments should be made sgainst the I eased Premises whether for strect improvements or other
purposes, each monthly insiallment of Rent required to be paid by Tenmnt to Landlord under the terms ofthis
Lesss shall be increased by a sum equal to the fiaction (having & numerator of one and s denominntor of the
number of months the appropriate governmental agency levying such asscssment pemits Langdford to pay for
samg) of the amount of such sssessrucat, plus interest Landlogd must pay thercon. Such increase shall becosae
cffective on the first duy of the month foHowing the month in which such assessmeint or expenditure is required
ta be paid by Landlord and shall continue uatil the cxpiration or earlier tesmination of the Leaso Tonm ond mny
renewals or extensions theteof, orungil the expiration of that nwber of months (being the number of months
the appropriste govemments] ngency lovying such assessment permits Landlord o pay for same) afterthe first
such increased Rent payment shall become due, whichever event shall first ocour,

ARTICLE 16, DEFAULTS AND REMEDIES
161  The following events shafl be deemed 1o b "Events of Default” by Tenant under this Lease:

A Tenant shall fail 10" pay any installnrent of Reat or other sums owed to Landlard promptly
when due and such (ailure continues for 15 days after written notice from Londlord.

B. Any insurance required to be maintsined by Tenant pursunnt 1o this Loase shall be canceled,
terniinated, expire, reduccd, or roaterially chafiged, except, in each casz, as permtitted in this
Lease, 15 days after written notice from Landlord.

C. Tenant shall fail 1o comply with any term, provision, or covenant of this Lease, other than
those specified in Perageaph A or B of this Section 16.1, and shall not begin and parsue with
reasonable diligence the cure of such faiture within 30 days afier written notiee theveof {0
Tenant.

D, Tenant shall become insolvent, make an assignment for the benefit of creditors; file a petition
under any section or chapter of the Bankruptey Code, or under any similar law or statuts of
thie United Siates of Americs or any State thorcof,

E. A recciver or trustee shall be appointed for the Leased Premiscs or for oll or substantially alt
of the asseis of Tenant.

F. Roserved,

G, Tepent shall do or peniitto be done saything which creates a licn upon the Leased Preaiscs,
except where Tenant in good faith ditputes the uaderlying charges, establishes a reserve for
the disputed amount, sud pursues with reasonable diligenco the resclutionef such claim and
lien.

162  Upon i occurrence of any such Event-of Default, Landlord shall have the aption io pursuc
any oae or mare of the following remedies in oddition to all-other rights, remedies sud recourses afforded

Landlord hiepeunder or by faw or equity, withut any votice or demand whatsogver, except as may be
specifically provided herein:

A. Terminate this Lease.
B Enter npon and take possession of the Leased Premises without terminsting this Lease,
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C.  Alterall locks and other scourity devices st the Leased Premises with or without temmiinating
this 1ease, and pursuc, at Landlord's option, ons or mors semotdies pursuent to this Lense,
Tenant berchy specifieaily waiving any state or federal fmv to the contrary.

D. Do whalever Tenaat is obligated to do under the tenms of this Lease and if necessury, enter
upon the Leesed Premises using whatover legal means available to Landlord. Tensat ngtees
thag- L andlord shall not be Yiable for any damages resulting to the Tensat from such action,
unless-caused by the gross negligence or willful misconduct of Landlord.

163  Upon any such Event of Defsult, Tenant shall inimaediatcly upon demand survender the Leased
Promises to Landlord, and if Tenant fails so to do, Landlord, withoutweiving sny other remedy it may Eave,
may wcammmpmmofmmmmm«mmnmm any other petson.
who may be occapying such Leased Premises or any part thereof usiag whatever legal mewns available to
Luadlord. Pursuit of any of the foregoiag remedies shall not predinde pursuit of any of the other remedies
hetein provided or any ol remiedies provided by lnw, nor shall pursuit of any remedy horein provided
constifute a forfitere or vidlation of any of the iorms, provisions and covenants herein contained. Forbearance
by Landlord to caforce one-or more of the remedics herein provided upon an svent of defaalt shall not be
deetued or coustriied to constitite a waiver of such default. Lasdlordmay seck to resirain of enfoin any Event
of Defralt or threateiied Event of Default without the necessity of proving the inadequacy of any legal remedy
oz jimeparable harm,

164  IfLandiord temsigates this Lecasc, at Landlerd's optian, Tenant shall e fiable forand stll pay
to Laflord, the sum of ol Reut and other payments owed to Landlord hereumder acerucd to the date of suck
tenmination, plus, &s liguidnied damages, ap amount vqual to (2) the present value (using the current “prime”
interest rate quoted in The Wall Street Journal, or should suohmdcxno fonges exist, a comparable index) of the
total Reot and other payments owed hercundcr for the remaining portion of the Lease Tenn, caiculated as if the
Lease Torm expicod on tho date set forth in Section 1.1, less (b) the then fair market rental of the Leased
Premises for such period, similady disconnted, provided such fair murket rental shall not exceed 759 of the
amouat detenmined in ().

165 If Landlord rcpossesses the Leased Premises without terminating the Lenso, Tenaot, at
Landlard's aption, shall be linble for and shall pay Landlord on demaad all Rent and other payments owed to
Landlord heséunder, accruéd to the dute of such repossession, plus alt amounlsmqmmdlo be paid by Tesant fo
Landlord until the date of expiration of the Lease Tern as stated in Scction 1.1, dimimished by all amounts
recoived by Landlord through reletting of the Leased Premises during such remaining fetm (but only to the
exteat of the Rent lierein reserved). Actions ta coflect amounts due by Tensat to Landlord under this Section
way bs brought from time to tims, oo ous or mote occasions, without the necéssity of Landlord's waiting until
expiration of the Léuse Torm.

166  If Landlord repossesses the Leased Premises pursaant to the authodity herein granted, then
Landlord shiall have the right to (i) keep in place and itse, br (if) remove and store; alf of the famitue, fixures
and cquipment ut the Lensed Fremises, mdudmgdsa:whxch is ovned by or leased 1o Tenaat at alk times prior (0
uny foreclosure thereon by Landlord or-repossession théreofby any tessor thercof or third party having a lien
thereon. Londlord niso shall heve the right to-relinguish possession of all or sy portion of such furniture,
fixtures, equipment and other property to sny person ("Clgimant™} who presents.to Landiond a copy ot‘xmy
fnstrument represented b Claimant to have been executed by Tenant (o any predecessor ofTenmt) granting
Claimant the right under yarious circumstances 1o take possession of such furniluee, fixtores, eqiipment or
other property, without the niecessity on the part of Landlord to inquirc into the authentioity or legality of such
instrument.

16,7  Upon termination of this Lease or upon. termination of Tenant's right to posscssion of ths
Leased Premises, Landlord sholl attempt 1o relet the Leascd Bremiscs. IfLandlord does relet, Ladlord may
relet such portion of the Leased Premises, for sach perfod, to suelh tenant, and for such nee and
Landlord, im the exercise of ite reasonable discostion, may chooss. Tenantshall notbe eutitied to the oxcess of
amy ront obtained by reletting over the Reat herein reserved.

168  Therights remedics and recourses 6f Ladlord for an Event of Default shadl be comulative and
no right, semedy or recotrse of Landlord, swhether exercised by Landlord or nol, shall bie deemed to be in
exclusion of any other,

169  Provisions of this Lease may nol be waived orally o implicdly, but only by the party entitled
to the henefit of ihe provision evidencing the waiver in writing. Thus, neither the acceptance of Rent by
Landlord following an Event of Defanlt (whether known (6 Landlord or not), ner any other custom or practice
followed in connection with this Lease, shall constitute 8 waiver by Landioed of such Event of Default or any
other or firture Event of Default  Furtber, the faiure by Landiord to complain ofany sction or inaction by
Tenant, ot to assert that 2y action or inaction by Tenant copstitutes {or would mnsmme, wnh the gjving ol
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extinguish, waive or in any way diminish the rights, remedics and recourses of Landlord with respéat fo such
retion or inaction. No watver by Landlord of any provision of this Leasc ot of any breash by Tenant of any
obligation of Tenunt hercundar shall be deemed (o ba » waiver of nny other provision Lereof, or of any
subsequent breaeh by Tenant of the same ar any other provision hereof Landlord's consent to any act hy
Tenant requiting Laadlord's conscot shall not be deemed te render wnnecessary the obtniaing of Landlord’s
consent 10 any subscquent uct of Tenunt. No act or omission by Landlord (other than Landlord's cxecution of'a
document acknowlcdging such surrender) or Landlord's agents, incleding the delivéry of the keys to the Leased
Promises, shall constitte an aceeptance of a surrender of the Leased Premises.

1610 Upon any Event of Defuly, Tenant shall also pay to Landlord all rensonable costs and expenses
eurred by Landlord, inelading court costs nnd oxpenses incurred by Landlord, in () retaking or dthervviso
obtaining possession of the Leased Premises, (b) removing and storing Tenant's or any other occupant's
property, {e) repairing, rastoring, or otherwise putting the L easad Premises into as good a condition as iha: in
which it was originally delivered to Tenant, (d) reletting nll or sny part of the Leased Premises, {¢) paying or
perl‘ormmg the undeslying obligation which Tenant failed to pay or pecfrm, and{f) mforcmgmyofundlord's
Tights, remedies or recourses arising as & consequence of the Event of Default.

1611 Landliord shall be in defanlt hereunder only if Landlord has failed, within 30 days from the
receipt by Landlord of 20tice from Tenant of any afleped defiault by Landlord, (0 bagin xed pursus with
ressonnble ditigence the cure of any alleged deftult of Landlord hercunder. Unless oruntil Landlord fails to
commencs cure any default after the receipt of such notice and the passage of such tinie, Tenant-shall not have
any remedy or causs-of action by reason thereof. Tn the cveat of any default by Landlord, Tenant's exclusive
remedy shall bean uction for dmmsges or a snit for specific performance (Tenant hercby waiving the benefit of
any laws granting Tenant  Lien apon the propesty of Landlord and/or upon Reat due to Landlord ar the right to
teominate this Lease). The obligations of Tensnt to pay Reat and to pecform the other undertekings of Tenant
hereunder canstitute independent unconditional ebligations to be parformed at the times specificd herenader,
regardiess of any breach or defaull by Landlord hereunder. Tenant shall hitve no right, and Tenant heteby
waives and relinquishes ‘aif fights which Tenant might otherwise have, to withhold, deduct from or offset
against pny Rent or other suats 16 be paid to Landlord by Tepmt. Landlond's obligetions horcunder shall be
construed as covenauts, noft conditions.

1612 ¥TLandlord defeults under this Lease and, as 8 consequence of the defanlt, Tennat recovers n
neoney judgment against Lxndlord and/or any of the Landlord Related Pastizs, the judgment shall be satisfied
only out of, and Tendint horeby agrees to Jook solely to, the interest of Laadlofd ad/of any of the Landlord
Related Parties in the Leosed Promises as the same may then b encumbered, and neither Landlord sor any
Landlord Relsted Parties shall othenwise be lisble for any deficicncy. Inno event shall Tonant have the right to
levy cxecution against any propeity of Landlord other than their interest in the Leased Premises. Under no
circumstances whatsogver shall Landlord or any Landlord Related Party cver be linble hareunder in any
capatity for consequentiol damages or special damages. This Section shall not limit any right of Tenant to
ofstain specific performances of Landiord's obligations hereuader,

ARTICLE 17. LANDLORD'S LIEN

171  Landord bereby waives all statutory and contractual fiens. Further, Landlord agress to siga.
collateral secess agrécmentsAandlond lien waivers-required by Tepmt's lender promptly upo request by
Tenant. ’

172 Landlord agrees to subordisiate its lien for the benefit ofthe lessor of any personad property, the
seller of any goods bolding a purchase money ‘seeurity interest, and any third-party lender requesting a security
intereat in the fixtures, cquipment; inventory and other assets of the Tonant.

ARTICLE 18. SURRENDER AND HOLDING OVER

18.1  Upori theexpination or termingtion of the Lease Temm for whatever cause, or upoa the exercise
by Landlord of s right to résenter the Leased Premises withont terminating this Lease, Tenant shall
immediately, quictly and peaceably mmdumLandlordpossmonoflheLmod Premises in “brooms clean
and good order, condition and repair, except only for ordinzry wear and tear. If Tenant fails to smrender
pomsxonnshnemmqumd.undlordmav:mucemyudantcgﬂmnnswwdmnydectm

Tenany snd all ofits property, and all persons or firms chaiming by, through or vader Tepant and all.
of their property, from the Leased Premises, and may remove from the L eased Premiscs and store (withoutamy
liabimyhrbﬁ,tb&dmmdmmnthmm)mwhmatrmrsmmdm 1fTenant
falstosumd«posswswnufﬂnL«sodemnmmthccondmonhcmnmq:med.mdlordmzy.u'l‘emt‘s
expense, restore the Leased Premises (6 such condition.

18.2  Forso long as Ténant remuting in possession 6F the Leased Promlses after the expiration o
termination of the Leave Tems, or exercise by Landlord of its re-entry right, Tenont shull be deemed 1o be
occupying the Leased Premises as a teaant-at-sufferance, subject to all of the obligations of Teamntt this

13
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Lense, except that the daily Rent shall be onc and one haiftimes the per day Rent in effect imdedintely prior to
such expiration, tenmination or exercise by Landlord. No such holding over stisll extend the Leass Term.
Tenunt shal} be liabe to Landtord for alf logs or domage on account of any such holding over sgainst Lundlord's
will after the termination of this Lease, whether suchloss or damage may bo contemplated ot this time or not.

ARTICLE 19. SUBORPINATION, ATTORNMENT AND ESTOPPEL

195 Lundlord's obligation and the rights of Tenant hereunder sre contingent upon Lundlord's
obiaining () financing acceptable to Landlord for the performance of Landlord's Work (i€ any) hereunder, and
{if}) the cansent of the holder of any mortgage or deed of trust covering the Leased Premises, if such conssnt is
required; and this Lease shall not be binding on Landiord unless aud until sich financing and/or consent has
been obtained, Tenant aceepts this Lease subjeet nod subordingie to any mortgage, deed of trust, or other len
presently existing or hereafter placed upon the Lessed Premises 2s a whole, snd to anty renewals and extensions
theroof; provided, however, Tensnt's rights under this Lease shall not be disturbed waless there is an Event of
Defanlt by Tonsnt, Teusnt sgrees ta exscute such instruments subordinating this Leass as Landlord may
reasonably request, provided such subordination shall be upan the express condition that this Lease shall b
secogriized by the mortgages, nnd that the rights of Tenant shall remaia in folf force dnd cffect during the term
of this Lease so long as Tenant shall continue o perform all of the povenants ard conditians of this {ease.

192 Uponthe writien request of any person of party succeediop fo the interest of Landlocd under
this Lense, Tenant shall sutomatically become the tenant of and attom to such successor in intersst without sny
change inany of the terms of this Lease. No swecessor in intesest shafl bie (a) bound by any payment ol vent for
more thar one month in advance, (b) subject 10 any offset, defense or damages arising out of a defaull or any
obligstions of any preceding Landlord, or (¢) bound by any amiendment of this Lease entered into after Tenant
has been giverd notice of the neme and address of Landlord's mortgagee and without the written consent of
Landlord's mortgagee or such sucoossor in intorest. The subordination, attornment and mortgege protection
clauses of this Article 19 shall be self-operntive wnd no finther instraments of subordination, sttormnent or
mortgages protection need be required by any morigagee or successor In interest thereto. Nevertheless, upon
the written request thersfor and without zay compensation or consideration being puyable to either party-cach
pa;tg:frees 10 oxsoute, have acknowledged and deliver such-instruments as may be reasonably requested to
©0! the same.

193  Lundlord and Tonant shall prompily execute und defiver to each other, at such time or times as
either may request, a centificate stating:

A Whether or nut thie Leass is in full foree.

B.  Whether or not the Lease huy been modified-or amended in any respect, and submit such
copies of such madifications or smendments, ifany.

C. Whether or not ihere are any existing defoults under the Lease as far a5 the party exccuted the
certificnte kitows and specifying the nature of such defavlts, if any.

D. Such other information as may be reasonably réquesied.

194  Notwithstanding anything contained hercin to the contrary, in the event of any default by
Landlord in pecfotming its covensats or obligations hereundey, Tenant shall not exercise any rights it nuy havi
ot accourit of such default until (i) Tenant gives written notice of such default (which notice shall specify the
exact nature of said dofault and how the same may be cured) o cach holder of any suchmorigage or deed of
trust who has theretofors notified Tenant in writing of its interest and the address to which notices are to ba
sent, and (i) ach such boider fails to care or cause 10 be cured said dofault within 30 days from the receipt by
such holder of such notice by Teaunt. ’

198  If requesied by Laadlond, but not-moro than once por calendar year, Tenant shall provide
Landlord with an updated francial stafement of Tepant, which financial statenrent shall contain abalance sheet,
profit and loss statement, and such other information as reasonably requested by Landlord. Landlord agreesio
focep such fnsncial statement in sirict confidence; provited, b ez, Lendlord may disclose snch information
ta its representatives, consultants, leader, and prospective purchasers of the Leased Pretviscs.

ARTICLE 20. NOTICES

20.1 Except es othierwise provided heredn, all notices, demands, regitests, and ather communications
requirod or permitfedthereunder shall be given in writing and scnt by personal delivery, or cxpedited delivery
service with proof of delivery, or Utiited States inail, postage prepaid, registered or certified mail, roigm
receipt requested, or facsimile (provided that such facsimile is confirmed by expedited delivery service orby
United States mail in the manner previously described), addrossed to the add: atsuch party’s address sot
farth herein, or to such other address as such pasty may specifyy by written notics, sent in eccordance wit ﬂns@

]
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sh at least 30 days pmr 1o the date of the giving of such notice. Any such notice or commmuaication
shall be deemed tohave been given and received either a¢ the time of pessonal dchvcty, or in the case af mail,
as of the date of deposit in-an official depository of the United States mail, or in the case of either delivery
service, or facsimile, upon receipt. To the extént actual regeipt xsmqmrcd, rejection or other refiisal to accept
or the inability to deliver becauss of changed address of which no notice was received shall be desmed to be
receipt-of the notice, demmd,mqnest or other communication sent. For the pusposes of notice, the address of
{2} Landlord shall be st the Lundlord address specified in Saction 1,1, aad (b) Tenant shall be the address
secitedinSection 1.1 Each party shall have the continuing right to ohange its address fornotice hereunder by
the giving of {5 days' priot notite to the other party in accopdincee with this Section.

202  Ifand when incladed within the tenm "Lapdlord”, ssused in this Lease, there is morc thanone
person, fim or corporation, all shall jointly srrange among tiemselves tor their joiat execution of stich a otice
specifying some individual at some specific addregs for the recsipt of notites and payments to Landlord,
Landlord may cheoge the designation of Landiord's Agent at any time, which change will e effcctive upon
Landlord's giving notics 16 Tenant u8 provided above, Ifand when included vithin the term “Tenagt”, as used
in this Lease, there is more thac one person, finm or corporation, sl shall jointly srrange among themsetves for
their joint exeontion of such 2 notics spemfymg sorae individual at sonte spscific nddress for the receipt of
notices nad payments (o Tenant. All panm included within the terms "L.mglmi and *Tenant®, respectively,
shall be botnd by notices and payments given in accordance with the provisions of this Article to the same
effact as if each had received such notice or peyment,

ARTICLE 21, MISCELLANEQUS

21,1 Nothing herein conteined shall be deemed or constraed by the partics hereto, nor by any thisd
panty, as ceeating the relationship of privcipal and agent or of partactship oz of joiat venturo between the pasties
hereto. It expressly onderstood and agreed that sicither the method of computation of rent, nor eny other
provisions contained herein, nor any acts of the partics heseto, shall be deemed to create any refationship
between the partics hereto other than the relationship of tandlord and tenant.

212  The captions used in this Lesse arc for convenicncs only and do not in any way limit or
anplify the terms and provisions hersof,

213 Whepever apesiod oftime is herein prescribed for action to be taken by Landlord or Tenast,
neither shall bo Jiable or responsible for, and there shall be excluded from the computation of any suchpeciodof
time, any delays due $o steikes, yiots, acts of Gad, shortages of Inbor or materials, war, govemnmental laws,
rogulations, or restrictions or any other causes of any kind whatsoever which are bcyon& the reasangble control
of Lundlord or Tenant,

24 All obligations of Landiord and Tevant under the trms of this Lease shall be payable in
Houston, Hatris County, Texns and perfommable in the County in whick the Leased Premises is located. The
faws of the State of Texas shall govern the interpretation, validity, performance, snd enforcement of this Leaso,

215 .Laadlord hereby covenants and agrees that if Teaant shall perform all of the covenants and
sgreements herein required to be performed on the pagt ofthe Tenant, Tenant shall. subject to the terms of this
Lease, st all times during the continuance of this Lease have the peacenble and quiet enjoymentand possession
of the Leased Premises.

216 Words of any gender used in ¢his Lease shall bo held and consirued 10 include any gender and
words in the singular nugsher shali be held to include the plural, unless the context otherwise requires,

217 This Lease, togeiber with the attached exhibits, contains the entire ngreement between the
partics, and supersedes any prioy undersiandings or writt«n or oral agreements between the patics. No
auendment, rodification or-alteration Sf this I ease shall be cffective to chaage, niodify or terminate this Lease
in whole or in part unfess such agresment is in writing and duly signed by the pacty sgainst whom enforcement
of such change, modification or termination is sought.

218  Time is of the essence with respect to cach date or ime specilied in this Lease by whick an
eveat is $o ocour

219 Delexms,pmvmonsmdoo\mtsconumedmmchmshlllappbrm,mmcmmcbmﬁt
of and be binding upon the pasties hereto apd their resp beirs, successors in interest, logal represeniatives
andassxgns cxccptuolhmwsehomne:@ms{ypmvzde&orﬁmwd. Allngl:ts,poms,pnvileges,
immimnities and duties of Laodlopd vader this Lcasc, including but not limited to any notices roquired or
permitted to be delivered by Landlord 6 Tenant hersunder, may, at Landlord's dptions, be exerdised or
performed by Landiord’s Agent or atiomoy.

15
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2618 ey provision 5f this Lease thould be fiold to bie invatid orunenforceabls, the validity wd
enforcenbility of the remnining provisions of this Léass shindl niot be affected thercby.

2113  Exceptas designited in Article §, Tennnt haceby wyaronsits gad reptissats i Landlond that it has
ot incuered or authicized myhokmpcommusion, findecs fees or ditnilnr payments inconoectlon veith fhis
Leaso, sudd ngrees 10 defond, indemaify and hold Landiord harmless from and sgdnst any laim for brokezage
commission, findec's fecs or similar paymeat arising by virwe of suthorization of Teunat, or auy affiliate of
Tenunt, in gonnéetion with this Loase, Laodlord heroby Warraats and Tepresents 10 Tennat {at it hos not
incuived or suthorized aay brokenuge commission, fader’s fees or similar payments in connection with this
Laase, aad agreos to dofend, indempify aod hold Tenant binsifoys from snd sgainat any claim forbrokorags
commiuion Bndors l‘c«orsmﬂarpaymen&uismgbyvmuoofmhonwmnonmdlod.orwafmmeof
LEandlard, b connection withi this Losse,

2512 Any smonut due from Topnat to Londford which is nat paid when duc ahalt bearinterest ot tha
lessor o the msotiongm yate sflowed by {aw, or 10% peranntim, from the date suok prymeet s due until paid,
but the payment of such interest shall not exsuse or cure te defanlt is payment,

21,13  Asused in thix Leaso, the symbol *$* shall mean United States dolers, the kvl cuoncyof
tho United Stgtes.

214 The person sxeonting this Lease on behulFof Tennnt yersoually waymants xad reieseiits to
Landlord thet (s) if Tenant is duly asganized, logafly oxisting, and in good stariding mtheame‘rom. o
“Tommat s Il right and anthionty to excoute, doliver sad perform this Lense; (o) the person executing il
Leass owbehulfof Teusnt was authorized to 40 so; und, (d) upon request of Lundlard, such person will deliver
to Landiord stisfactory evidence of his or her antharity to axecute this Lease on behaif of Tenant,

2015 Nelther this Léase (inchidiig smy Exhibit heroto) nor shy. memorandum hereof shall be
recorded Witliout the prior written consent of Landlord.

2L18 Al Bxhibits and written sddentla hieeeto aro incorporated horein for any and aff pusposes.

2117 ‘ThisLease may be executed mmul(lpleommtupnns, each of which sheli be sn original, tut all
of which shall constitile but one ifstrament.

2118 SPECIAL TERMS AND CONDITIONS:

1. Landlard will fouce the progiesty st bis sole cdst snd expense with chain Kok, ond wilt have

wrought iron in the front of the buiiding with an clectric gato-for Tenant’s uso, Completion ofthe

fenca shall be ugon substancial completsion of the improvements by Lendiord . ‘The Lusidiord shall

pay-up (o $20,000 with-the Tenant payiug up to tio next $5,000 In the cost 6f the fnce aad its

mullntmn. 16 spplicabile the Lasdlord will pay an cost that &xcceds $25,000 on the fence aind its
insteliation.

LANDLORD;

DATE: / / Vf 7 AC Telge Business Pack, LLC
By o
Nami___— 7 RN LU AL X0
Tite / £ AS 1t ?

DATE: L} (7. Zol8 Undine Opersting, LLC
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BUILDING 6

FIELD NOTES OF 1.4411 ACRES QOF LAND-
(Page 1 of 2)

All of that certain 1.4411 acres of land situated in the J. P. Christen Survey, Abstiact No. 994,
Hards County, Texas and the Charles Theeck: Survey, Abstract No. 1560, Harris County, Texas,
being out of and a part of that certain called 21,020 acres of land oonveyed to Telge Business
Park, LL.C, as described in the deed recorded under Clerk’s File No. RP-2017-48040 of the
Harris County Official Public Records of Real Property (HLC.O.P.R.RP.), and being more
particularly described by metes and bounds as follows:

COMMBENCING at a 5/8 inch iron rod found at the northeast comer of said 21.020 acres, same
being the southeast comer of a called 12.500 acres of land conveyed to Hou-Scape, Inc,, as
described in the deed recorded under Clerk’s File No, 20120400119 of the H.C.O.P.R.R.P. and
situated in the west right-of-way line of Telge Road (60 feet wide);

THENCE South 00 deg, 25 min. 26 sec. East, along and with said west right-of-way line of
Telge Road 4nd the east ling of the 21.020 acres, a distance of 673.82 feet to a 5/8 inch iron rod
found at the southeast comer of the 21.020 acres, same being the northeast comer of a called
1.8375 acres of land conveyed to E2S Property, LLC, as described in the deed recorded under
Clerk’s File No. RP-2016-23244 of the H.C.O.P.RR.P;;

THENCE Sonth 89 deg. 00 min. 58 sec. West, departing the west right-of-way line of Telge
Road, along and with the south line of the 21.020 acres and the north line of those certain tracts
of land recorded under Clerk’s File No’s, RP-2016-23244, 20150559113, RP-2016-108497, RP-
2016-503588 and RP-2016-475117, all of the H.C.O.P.RR.P, a distance of 1,010.76 feet to a
point for the southeast comer and POINT OF BEGINNING of the herein described tact of land;

THENCE South 89 deg. 00 min. 58 sec. West, continuing along and with said south line of the
21,020 acres and the north line of those certain tracts of land recorded under Clerk’s File No’s.
RP-2016-475117 and RP-2017-65069, both of the H.C.O.P.R.R.P., a distance of 345.80 feet 10 a
172 inch iron rod found at the common southwest comer of the 21.020 -acres and the herein
deseribed tract of land, same being the northwest comer of said tract of land recorded under
Clerk’s File No. RP-2017-65069 of the H.C.O.P.R.R.P. and situated in the apparent east line ofa
called 67.0723 acres of land conveyed to Petrzelka Family Limited Partnership, as described in
the deed recorded uwnder Cledk®s File No. 20110310805 of the HC.O.P.RR.P.;

THENCE North 00 deg, 30 min. 44 sec. West, along and with the west line of the 21.020 acres
and said apparent east line of the 67.0723 acres, a distance of 27.28 feet to a one (1) inch buggy
axle found-in the south line of the J. P. Christen Survey and the north line of said Charles Theeck

Survey;

THENCE North 00 deg. 55 min. 07 sec. West, continuing along aud with said west line of the
21.020 acres and the apparent east line of the 67.0723 acres, a distance of 149.69 feet to a point
for the northwest comer of the heréin described tract of land;

THENCE North 89 deg. 00 min. 58 sec. East, over and across the 21.020 acres, a distance of
268.09 feet to an angle point; _

BXHIBIT “X”
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FIELD NOTES OF 1.4411 ACRES OF LAND
(Page 2 of 2)

THENCE North 44 deg. 07 min. 15 sec, East, contiming over and across the 21.020 acres, a
distance of 62.95 feet to a point situated in a non-tangent curve concave to the northeast, said
point being the upper northeast comner of the herein described tract of land;

THENCE in a souatheasterly direction, continuing over and across the 21.020 acres, along and
with the arc of a curve to the left subtending a central angle of 68 deg. 02 min. 15 sec., having a
radius of 43.00 feet, an arc length of 51.06 feet, a chord bearing of South 43 deg, 49 min. 59 sec.
East, and a chord distance of 48.11 feet fo a point for the lower northeast corner of the herein

described tract of fand;

THENCE South 00 deg. 59 min. 02 sec. East, continuing over and across the 21.020 acres, a
distance of 186.12 feet to the POINT OF BEGINNING, and containing within these metes and
bounds 1.4411 acres (62,773 square feet) of land.

This tract of land has not been surveyed on the ground. Bearings based on the description of the
21.020 acres recorded under Clerk’s File No, RP-2017-48040 of the H.C.O.P.RR.P.

Daniel N, Pinnell
Registered Professional Land Surveyor
Texas Registration No. 5349

Ob-26-Z0!7
The Pinoell Group, LLC
26730 145 Nosth
Spring, TX 77386
281-363-8700
www,thepinneligroup.com

FIRM Reg. #10019600
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EXHIBIT “B” SITE PLAN
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Exhibit “B-1”
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EXHIBIT "C*
CONSTRUCTION RIDER

This Construction Rider is attached to and fonus a part of that certain Lease Agreement (the "[ense™
dated Bri | 1,20 18, botween AC Telgo Business Park, LLC s "Landlord" and Undine Operating, LLC,
as "Tepnnt”,

Article 1, - Landlord Work

Scetion 1.1, The Leased Promises will be erected by Landiord (the “Landlord Work®) substantially
in accordance with the plans and specifications (the “Preliminary Lindiord Plans™) which stalt be based upon
Exhibiit "C-1,* attached heseto and made a part heteof. Ifat the time of cxecution of the Lease, Lundiord and
Tenait have not agreed upon the Preliminary Landlord Plans, Landlord shall, within 30 days afier the final
exeoution of the Leese, prepare and submit to Tenent for Tenant's approval the Proliminary Landlord Plans
proposed by Lindlord. Tendnt shall cause the submitted Prelinvinary Landlord Flans to be examined and
reviewed and shall submit suggested modifications and revisions, if aay, to Landlord within 7 days from the
dxte Landlord subsmits such originat Proliminary Landlord Plans to Teoant. Landlord shali have no obligation
10 modify the Prelimintiry Landlord Plans in the manucr fudicated by Tenamt, but in the event that Landiord and
‘Tenant shall not have agtecd upoa & mutunlly acceptable set of Preliminary Landlord Plans by the expirationof
10 days afier the date Tenant submits such modifications and revisions to Laadlord, then Landlord shalt have
ths option to fenminate the Lease at any time thersafter upon written notice to Teaant. IfLandford and Tensnt
haye mutuaily spreed upon thie Preliminacy Landlord Plany, Landlord shall have the final constroction plans,
drawings, and specifications prepaved arid submit same to Tenant for finat spproval in the same procedurs as
provided above with the Preliminary Landlord Plans. When Laodlord and Tenant have mutually sgreed bpon
the firal plans and specifications for constraction of the Langlord Work (the "Final Landlord Plans®), such Final
{;;ndlord Plans shall be signed or iritialed by both Landlord and Tensat, and duted, but need not be attached to

Lease, '

Section 12.  Upon completion of the Final Landiord Pluns; L andlord shall atiempt ta obtain all
required penmits ond leties of utility availability (collectively refeared 1o herein as the Juildj
Pemmits") from appropriate governmentatauthorities. In the event the Landlord Building Permits are not issued
to Laridlord on the basis of the approved Final Landlord Plans, Laedlord aud Teannt will attempt o meke
mutally agreeable vevisions in thie Finat Landlord Plans 1o enable Landlond to obtain the Landlord Building
Permits (although neitlier Landiord not Tenant shalt be obligated to agprove any such revisions). Ifwithin 30
days affer the original denisl, T.andlord has not yet obtained the Landlord Building Periss, Landlord shall have
the right, atiits option, to terminate this Leasc at any time thereafter upan written nofice to Tenant.

Section 1.3, Forall purposcs under the Lease, the *Comstisction Stage-Up Date” shallmean the date
by which boih of the hereinaftor stated circumstances shalf have occurred: (i) Landlord snd Teusat have agreed
in waiting tpon the Final Landlord Plans, and (i) Laadlord bas obiained the necessary Landiord Building
Permits.

Scction 14, Ifthe Construction Start-Up Date shall have occurred, the Landlord Work wilt be
petfonned by Landlord tmaccordance witly the Final bandlard Plens. Landlord may not make malerial changes
in its construction wosk from the Finsl Y andlord Pluns without Tenarit's spproval; provided, Tenant will not
unreasonsbly withhold approval or disapproval of changes proposed by Lendlard, and Tenant shall indicate
such approvnl or disspproval within 5 days from submission of such changes to Tenant for Tenant's approval or
disapproval. Failure to indicite such approval or disapproval within such § day period shall conclusively be
deemed to be appraval of sy such proposed changes,

Section L5, Landlord shall allow Teannt, and Teaant's sgenis and rpresentatives, ceasonable access to
the Loased Premises, al their sole risk, throughout the pertod of construction of Landlord Work in order to
inspect compliance of the Landlord Work with the Final Lindlord Plans.

Section 1.6. If Tenant desires Landlord to do any ndditional work different from or in oxcess of the
Laodlord Work ("Additional Work"), Tenun shall submit to Landlord detailed proposed plaus of such
Additicon] Work, Such proposed plans shali be subject 1o Landlord's approval, which approval shalf not be
ahrsasonably conditioned, withheld, or delayed. Landlord's obligation to perform the Additionsd Woik shall be
conditioned upan Limdlord and Tenuot having mutuallysgreed inwriting as to the cost of the Additivual Work.
Itis uederstood that Landlord will progress bill Tenant asd Teuant will pay Landiord for such Additional Work
on a monthly basis as such Additional Work is performed. Landlord shall have no obhigatianto perform any
Additional Work or make dny change orders unloss Teaent shall execute within 3 business days after receipt
from Landlord of a writien request, 2 change order iny & form mutually scoeptable to Landiord and Tensot.

Section 1.7.  If the Construction Stan-Up Dae shall have occurred, Landlord will schieve
Substantial Complction (as defined below) on orbefore June 30, 2618 valess Landlord's faifure 5o to complete
15 caused by govemmental delays or restrictions, strikes, lockouts, shortages of Isbor or msterial, Acts of God,
war or civil commotion, fire, unavoidable casualty, inclemient weathor or any cause boyond the reasonable
control of Landlosd (1ny one or mord ofthe reasons for Landlord's faiture 5o to complete being hercin referred

1
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to a5 "Excusable Delgys™), in which event Landlord shall have a period of time cqual to the tofal of ali
Excusable Delays in addition to the tinte specified sbove in which to cumpbtc suchrconstruction, T7Substantial
Campletion bas not occutred on or bofore the date required uder this Section 1.7, thea Tenant shall reccive
$10,000.00 for the sionth of Junc, end if Substantiaf Completion hes not occured by July 31, 2018, then
Tennt :ll::nhnw the option, on ornfier that duts, to terminate the Lease without penalty or cost, on notice to
the Landlord.

Section 1.8, Upon substantisl completion by Landlord of the Landlord Wotk inactordance with the
Final Landlord Plavs ("Substantial Comipletion”), L-andlord swill tender possession of the Leased Promises to
Teanat, and Tenant will accept and occupy the Leased Premises. Substantial Completion shall be devined to
have openmred, notwithstanding that minor adjuistraents may be required to b made by Landlord and that minor
4tems of Landlord Work have not beea fally completed, so long as Tenant would be able to use the Leased
‘Promises forthe PUIpose provided herconder upon performance of Tenant’s own construction, instatlation ofits
fixtures and cqmpmt, stacking of its merchandise, and staffing of its personnel. Substantial Completion in
accordance with the Final Landlord Plahs by Landlord may, but need npt be, evidenced by a certificats of
completion or certificate of substantinl completion issued by Landlord's Architect (Gf any). Eatry into
possession by Tenant will constitute scknowledgment by Tenant that the Leased Premises are in the condition
called for by the Lease and the Finol Landlord Plans and that Landiord has performed alf of Landiord's
obligations relating 1o sach construction.

Section 19.  Within 30 days afler the delivery of possession, Landlord and Tenant shalt meet to
maké @ written ponch list of ilems which must be completod by Landlord to insure fioal complcuon of the
Landiord Work. Laadlord shall notify Tenant in writing when Landlord belicves thot the punch list ftems bave
been completed. Within 5 days after the datc Landlord has notificd Tenargt that the punel fist ftems fmve been
completed, Landlord and Tenant shall walk through the Leased Preraises to confiom that the punch list items
have in fact been completed.

Section 1,10. Landlord shall prompily comrect or cause its contracior to promptly comect nny
Landlord Work and Additional Work reasonably rejected by Tenant as dofective or a5 failing to conform tothe
Final Landford Plans, including latent defects, whether obsetved before o after-the Comniencement Date,
provided Tanant notifias Landlord of the need for such wmnntywotkpnorto the expiration of 1 yenr afterthe
Commizntement Date (except for Landlord's repair and maintenance obligations outlined inthe Lease), The
provisions of this Seciion shall apply to work done by Landlord's confraciors as well 55 to work done by direet
employeés of Landlord, Landlord shall assign to Tenan( all warranties for the HVAC and other systems
mcosporated within the eased Premises.

Scetion 1.10.  In the event thas this Lease is terminated pusuant to the terms of this: Construction

Rider, Landford and Tenant shall be released from all obligations o each other, wxcept as may be specifieally
provided to the contcary in the Lease,

-2~
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Exhibit “C-1"
Preliminary Landlord Plans
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EXRIBIT "F"
ENVIRONMENTAL/HAZARDOUS WASTE ADDERDUM

‘Tenant hereby agreos that (1) 1o activity will be conducted on the Leased Premises thatwill produee
xany Substance (as defined bolow), except for such sctivitics that ace part of the oxdinary course for Teaunt's
business activitics (the "Permitted Use™) provided the Permitied Use is conducted in accordance with ail
Fuvironmental Laws (as defincd below) and has been approved in advance in wrilting by Landlord; (2) the
Lensed Premises will not be used in any mapaer for the stomge of any Substances except for the temporary
storage of such materials that are used is she ordinary courseof Tenant's business (the *Permitted Materiuls™
provided such Permitted Materials are properly stored in & manner and location meeting all Environmental
Luws and approved in advatce, i writieg, by Landlord; (3) no portion of the Leased Pregrises wifl be used axa
landfill or 3 duatp; (4) Tensat will not install any undergfound tanks of any type; (5) Ténaat will notallowany
sucfics or yubserface conditions to.exist or comé into existence that constituts, orwiththe passage of time nay
constitute a public or private nuisance; (6) Teuant will not penuit any Substances o be bronght onto the
Leased Premises, except for the Permitied Materials described below or upon written permission from
Landlord, and if so brought or found located thercon, the same shall be removed, with propet disposal, and all
reghired ¢lenoup procedures shell be diligently uaderiaken pursuant to all Environmentel Laws, The term
“Sybstances®, as used in this Lease shall mean poliutants, contaminants, toxic o hazardous wastes, or any other
substances, the use, storage, handling, dispossl, transportation or removal of which is regulated, restricted
prohibited or penalized by any *Envizoamental Law®, which term shalt mean any federal, state or locat law,
ardimance 6t other statuto of u governmental or qudsi-goveramenta! avthority selating to poflution or protection
of the environment and shall specifically inchide, but not be fimited to, any “hazardous substance as that ievm
is defined under the Comprehensive Environmentat Response, Compensation tnd Lisbility Act of 1980 and any
amendiments or suceessors in function thereto, Prior to any Substance being brought upon or-into the Leased
Premises, whether with Landiord’s written permfssion o1 not, Tewant will provide to Landlord any applicable
materiol safoty data sheets regarding the Substance as well as a writen desceiption of the amount of such
Substance to be brought npon or into the Leased Premises and the commen and recogrized chemical name of
such Spbstance. Landiord or Landlord's representative shall bave the right but ot the obligation to enter the
Leased Premises for the purpose of inspecting the Starage, use and disposal of Permitted Materials to easuro
compliance with sll Environmenta) Laws. Tenant shall be responsible for obtaining any required parmits and
paying any fees and providing any testing requiced by any governmental agency or Environmental Law. Should
it be detenmined, in Landlord's sole opinion, that Peritted Materials are being improperly stored, used, or
disposed of, then Tenant shatl immediately take such corrective action as requested by Landlord. Should
Tenaut foil to take such corvective notion within 72 hots, Lundlord shell have the right to perform such work
snd Tenant shuil prompily reimburse Landlord for any and 4l costs associated with said work. Ifat any time
dufifig or afiéf the fonn of the Lease the Leased Prewmises ace foumd to be so contominated or subject ta sid
conditions, Tenany shall diligently instituto proper and thorough cleanup procedures af Tenant's sole cost, and
Tenant agrees to indemnify and hold Landlord barntess from sli claims, demands, actions, linbilitics, costs,
¢xpenses, demages, finus, reivibpesoment, restitution, respoase cdsts, cleanip costs, snd obligatiaas (ineluding
investigative responses and.attorney’s fees) of sny nature arising from of as a result of the nse of the Leased
Premises by Tensnt: The foregoing indemnification of the tesponsibilities of Tepamt shall survive for twelve
mounths after the términatién of this Lease.

Pegmitted Materials (if npae, enter "None™): None.
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EXHIBIT “G*

TENANT INFORMATION

* The following lnformation sheuld be completed by the new tenant at the time of lease signature

Company Name: Phone:

Current Address:

Current Landlord: Owrent Landiord Phone:
COMPANY DETANLS

Individually Owned: B, hip Corporation: Year Incorp J

Date Business Suted: Type of Business:

Headquarters Address: F of Employees

FINANCIAL & BANKING DETAILS
Bank Name: Add!
Phone: Bonk Officer:

Accourt Nombers/Type of Account:

CBEDIT REPERENCES (LISF THREE)
COMPANY NAME CONTACT PHONE
COMMUNICATION PREFERENCES
A/P contact{s} to receive Rewt or Other Invoices:
Name: Email:
Name: Email:

Contact v receive copies of lease, warraniies, 8ic...
Mame: Email:
Name: Email:

Emergaicy Contact § Tenant is ymreachable:
Name: Pnone#

The above information is Grue and corvect 1o the best of my knowledge and the signxture shown below
authorizes the Landlord’s ngent to conduct 2 credit check on the information shown above:

Name: Sig : Date;

Name: Sig Date:
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EXHIBIT “HY
UTILITIY TRANSFERS & SERVICE MAINTENANCE AGREEMENT

Company, Name: Usndine Qperajing. LLC
Tenant Address: 16681 Telge Rd, Cyorsss, TX 77429

UTILITY TRANSYERS

4 AY UTILITY truinsfors JUST BE completed no fiier than 13 DAYS FROM COMMENCEMENT DATT,

(ELECTRICITY)
With respect 1o the electricity supplicd to the sbove address:
* e will provide you with relevant contact, phone number and metar number to complete the transfer when
avaitable,

NOTICE: Landlord will bo suspeniding service. 1f inits name, 14 DAYS FROM COMMENCEMUNT DATE, As
such, Landford ilf aot be responsiblé for 2y additional fues that Teminl may incuc lo restar secvice in its name.

SERVICE MAINTENANCE AGREEMENT

Per Paragraph 6.4 of the Lease, “Tenais, a1 its own cost ond expense, shall enter indo o regularly schedided
preveniative maintenacelservice conlract with a maintewance contracior approved by Landlord for servicing all
hot water, heating and air conditioning systens and equipment within the Leased Premises,  sohikin 30 days of the
date Tenant trkes possession”

‘Tenwnt agrecs Ut they have been made awere of thelr respousibitity to Tragisfep Utttitics to thele nome wnd
secoringa Service Muintenance Contract.

N \ din g
s LA q_mﬁm@_ sam.a‘/,&@gj_\cgfw‘mw Dute: 4] / ‘! 20,3
Date

Name: Signature:
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EXHIBIT)
COMMON AREA MAINTENANCE

TRLGE BUSINESS PARK SHASE 11 « Operating Budget ~ 2018

Mansgement
12  nonths Managemant Contract
Securlty Patrol
0 Moaths
Landscaping
12 Months Landscape Proposed Maintenance Contract
Extras: Landscape Repairs and Replacement
{rrigation Repalrs
Fotal Lendscaping
Water | Well Common Area Water Expense
Electricity
Road, Eatrance Maintenance

Road Maintenance, Utility line & detention site

mahtenance

36,000

3,000

39,000

4,000

1,400

1,500
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Miscallanmons Expenses
Estimated Miscellaneous Expernises
Taxas
Property Taxes & Filing
{FILE FOR NOMINAL
VALJE)
Insurance POA Insurance
Office Expenses
forms/Scint/Coples
Office Supplies
Postage

Total Office Expenses
RESERVE CONTRIBUTION

TOTAL 2018 Oparating Butiget Expenses

$

200

3,400

100

50
200
1,000

59,100.00
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TELGE INDUSTRIAL PARK - PHASE It
Annuat Assessment Allocation for 2018

53,864.3

16671 Telge Rd. Adkisson roup

16673 Telge Rd. adkisson Group $2,922.53
16675 Telge Rd. Adkisson Group $2,045.77
16677 Teige Rd. Adkisson Group $2,825.11
16679 Telga Rel. Adkisson Group $2,273.08
RGN o o 2
16683 Telge Rd. Adkisson Group $3,442.09
16685 Telge fd. Adklsson Group $1,818.46
16687 Telge Rd. Adkisson Group $2,143,19
16689 Telge Rd. Adkisson Group §5,065.71
17701 Yelge Rd. Adkisson Group $2,110.74
17703 Telge RY. Adkisson Group $1,785.99
17705 Telge Rd. Adkisson Group $3,442,09
17707 Talge fid. Adkisson Group $4,643.57
17708 Yelge Rd. Adkisson Group $3,5-§9.51
17711 Telge Rd. Adkisson Group $3,214.78
17713 Telge Rd. Adkisson Group $2,370,49
17715 Telge Rd, Adkissan Group $3,214,78
tand Adldsson Group $3,701.87
Total $59,100.00
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