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Company Summary



SUMMARY OF THE COMPANY AND ITS OPERATIONS
What is the Company and what area does it serve?

The Woodlands Mutual Water Company of San Luis Obispo County (“Company”),
1s a corporation organized under the laws of California for the purpose of providing water
and sewer service to property owners within a geographical service area which is defined as
approximately 957 acres situated on the Nipomo Mesa in San Luis Obispo County,
California, commonly known as “The Woodlands”.

The Company is a special type of corporation known as a “mutual water company”.
A mutual water company is formed for the purpose of serving water to its shareholders at
cost. The purpose of a “mutual water company” is not to make a profit, but to charge such
fees and rates for the services it provides as are necessary to acquire water and to build,
operate and maintain a water system in a defined geographical area. In addition to water
service, the Company is also providing these functions in The Woodlands with respect to
sewer service and maintenance of the local fire protection system.

The Company is governed by two documents, its Articles of Incorporation and its
Bylaws. The Articles of Incorporation set forth the basic purpose of the Company and its
service area. A copy of the Second Amended and Restated Articles of Incorporation of the
Company filed with the California Secretary of State on May 9, 2005, is attached to this
Offering Circular as Exhibit “A”. The Bylaws of the Company provide the rules by which
the Company is managed and operated and set forth the various rights and obligations of
the shareholders. A copy of the Bylaws of the Company adopted on May 4, 2005, is
attached to this Offering Circular as Exhibit “B”.

Who manages the Company?

The Company is managed a Board of Directors which is elected each year in April
at the annual meeting of the shareholders. The Board of Directors is responsible for the
management and operation of the Company, it approves the rules and regulations for
providing water and sewer service and sets the fees, charges and rates for such service.
There are currently four members of the Board of Directors, all of whom were appointed
by Woodlands Ventures, LLC, the developer of The Woodlands (“Developer”). The
Developer shall retain voting control over the Company and thereby the ability to appoint
the Board of Directors until such time as 75% of the lots or parcels within the Company’s
service area have been transferred to new owners other than the Developer.

The Company also has corporate officers (President, Vice President, Treasurer and
Secretary) who are appointed by the Board of Directors. These officers serve a corporate
function, but are not actively involved in the operation of the Company. The current
Board of Directors has engaged the services of Fluid Resource Management, Inc., a
corporation that specializes in the operation of water systems, to operate and maintain the
facilities and equipment of the Company and to provide the Company with certain
administrative services.



What resources does the Company have to provide water and sewer service?

The Developer has transferred to the Company all of the distribution and treatment
facilities and infrastructure that are described in the Executive Summary of the Engineer’s
Repot which is attached to this Offering Circular as Exhibit “C” (“Engineer’s Summary”).
A full copy of the Engineer’s Report with all maps, diagrams and attachments (“Engineer’s
Report”) is available to prospective shareholders upon request at the sales office for The
Woodlands.

The water distribution system will include 15.7 miles of water distribution mains,
three 510,000 gallon reservoirs, a booster pump station, and three wells. The Engineer’s
Report contains a detailed discussion of the distribution system, as well as maps depicting
the service area. Fluid Resource Management, as the operating contractor for the
Company, shall maintain and repair such infrastructure.

As described in the Engineer’s Summary, the Company will extract groundwater
from the Nipomo Mesa unit of the Santa Maria Groundwater Basin, which underlies The
Woodlands. The Company does not own water rights, but shall pump and distribute water
to its shareholders pursuant to the water rights which are appurtenant to the land within
the service area of the Company.

The Company has further entered into a Memorandum of Understanding with the
Nipomo Community Services District (“NCSD”) for the safe and efficient use of water on
the Nipomo Mesa, as well as the sharing of certain costs associated therewith. The NCSD
has proposed the use of some supplemental water for its existing and future users and the
Company has agreed to participate in the costs thereof, provided, however, that the terms
are fair and reasonable to the Company and that a portion of the supplemental water
would be made available to The Woodlands in the case of emergency.

Recycled water generated by the sewage treatment facility shall also be provided by
the Company to irrigate the golf course, common areas and a potential future elementary
school.

Is the Company regulated as a utility?

Although the purpose of the Company is to provide water and sewer service to its
shareholders in a manner very similar to that of public or private utilities, the Company is
not a public or private utility and is not currently regulated by the California Public
Utilities Commission.

Who are the shareholders?

Each owner of a “lot” or “parcel” of land within the geographical service area of the
Company is entitled to be a shareholder. This includes residential, commercial,
recreational and governmental properties, although the majority of shareholders will be
the owners of residential homes built in The Woodlands. For more information, see Article
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IV of the Bylaws.

What kind of shares are issued and can they be transferred?

The Company has a single class of common stock authorized by the Articles of
Incorporation which is issued to the shareholders. This common stock is unique from the
stock of other corporations in that it is issued with a lot or parcel designation and is
“appurtenant” to the land. Appurtenant is a legal term that means that the stock becomes
inseparable from the land. For practical purposes, this means that the share of stock
issued to the owner of a lot or parcel cannot be transferred, sold or assigned to any party
other than a party who acquires that lot or parcel.

How will the shares be issued?

As the Company commences operations within The Woodlands, one share of the
common stock of the Company shall be issued in the name of the owner of each “lot” or
“parcel” of land. Upon presenting evidence of ownership of a lot or parcel of land within
the Company’s service area, typically in connection with signing up for water and sewer
service, an owner shall be entitled to become a shareholder of the Company and the
Company shall issue a single share of stock to such owner. If there is more than one owner
of a lot or parcel, then the share of stock in the Company shall be jointly owned by such
multiple owners. In no event can less than one share of stock be transferred or assigned
because fractional shares of stock are not allowed in the Company. If there is joint
ownership of a share of stock, then the Company will require the consent of each owner to
any action taken by the shareholder unless such joint owners have appointed one
individual to act on their behalf and provided a written copy of such appointment to the
Company.

The Bylaws of the Company provide for several sub-classes of common stock based
upon the underlying use of the lot or parcel for which a share is being issued. These sub-
classes are for residential (single family home and condominium), commercial, recreational
and governmental uses. All sub-classes of common stock have the same rights and
obligations, however, the rates charged for water and sewer service may vary depending on
the sub-class of a shareholder’s stock.

The name and address of all shareholders shall be kept on the stock register of the
Company. A copy of the form of stock certificate that will be issued to each shareholder is

attached to this Offering Circular as Exhibit “D”. For more information, see Article V of
the Bylaws.

What are the rights and obligations of shareholders?

A. Water Service

First and foremost, being a shareholder of the Company entitles the shareholder to
apply for and receive water and sewer service pursuant to the terms set forth in the



Bylaws. The Bylaws authorize the Board of Directors to condition water and sewer service
on the timely payment of all amounts charged for water and sewer service and compliance
with any rules and regulations of the Company. The Board is further authorized to set
fees, charges and rates based upon the character of the shareholder’s use of water and
sewer service, with different rate structures for residential, commercial, recreational and
governmental uses. If a shareholder does not make timely payment of fees, charges and
rates for water and sewer service or does not abide by the rules and regulations, then the
Company may suspend water and/or sewer service.

B. Assessments and Forfeiture of Rights

In addition to payment of regular fees, charges and rates for water service, the
Board of Directors has the authority to make assessments on the share held by each
shareholder to pay for items, such as capital improvements or major repairs, which are not
covered by the regular rate structure of the Company. If a shareholder fails to pay an
assessment when due, then the Company may suspend water and sewer service to the
shareholder and the shareholder’s rights as a shareholder may be forfeit. The procedures
for notifying a shareholder of that an assessment is delinquent, that service will be
suspended or that a shareholder’s right are forfeit is set forth in Article IX of the Bylaws.
Notwithstanding the forfeiture of a shareholder’s rights for non-payment, such rights can
always be reinstated upon the payment of all sums that are due and owing to the Company.
In no circumstance will a share of common stock which is tied to a particular lot or parcel
be sold or transferred separate from that lot or parcel.

C. Voting and Access to Records

Each shareholder of the Company has the following rights:

1) to attend the annual meeting and any special meetings of the shareholders
of the Company (the annual shareholder’s meeting is held in April and special meetings of
the shareholders may be called by the president of the Company, the Board of Directors or
10% of the shareholders upon no less than 35 days notice);

(11) to vote on matters placed before the shareholder by the Board of
Directors (the Board may from time to time seek the approval of the shareholders before
undertaking major action such as a capital improvement or an expansion of the service
area of the Company);

(ii1)  to vote at the annual meeting for the election of the Board of Directors of
the Company; and

(iv)  to view the financial statements and stock register of the Company at the
request of a shareholder during normal business hours, together with such other books and
records as a shareholder may be entitled to review pursuant to the Corporations Code of
the State of California.

D. Golf Course Shareholders




Pursuant to the Dedication Agreement between the Developer and the Company,
the Developer and Company have agreed that the golf course(s) within the
Company’s service area who are Sub-class “G” shareholders of the Company will
take all recycled water produced by the sewage treatment plant operated by the
Company, except for recycled water used for the common areas of The Woodlands.
At no charge to the Company, the golf courses shall further maintain the
infrastructure necessary to take, store and use recycled water delivered from the
Company in accordance with all applicable laws. In consideration of these
obligations, the Company has agreed (i) that recycled water shall be provided at no
charge to the golf course(s); (ii) that the Company shall provide untreated well
water to meet golf course irrigation needs in excess of recycled water at a special
wholesale rate equal to the actual cost of utilities and regular maintenance for the
well from which the water is being pumped, provided, however, that the golf course
shall use reasonable efforts to first obtain such irrigation water from its own
dedicated well; (iii) that each golf course will be treated as a single shareholder with
the same obligations as the holder of a single share of common stock of the
Company and subject to the same charges and assessments; and (iii) that each golf
course shall have the right to regular domestic water service for the any clubhouse
facilities on the same terms as residential shareholders.

Wheo maintains the fire protection system for The Woodlands?

The water distribution system operated by the Company includes a fire protection
system. The San Luis Obispo County Fire Department required The Woodlands fire
hydrants to be spaced no more than 300 feet apart in residential zones, with no building
more than 250 feet away from any fire hydrant, and that hydrants be spaced no more than
500 feet apart in commercial and industrial zones, with no building more than 150 feet
from any fire hydrant. The Woodlands will have 183 fire hydrants upon build-out.

Did the Company receive an expert opinion with respect to its water system?

Yes, the opinion of the engineer of the water system, the Wallace Group of San Luis
Obispo, is contained in the Engineer’s Summary and the Engineer’s Report and is
summarized therein as follows:

“The water supply, distribution, and fire protection system of the Woodlands
Mutual Water Company of San Luis Obispo (Company) System will adequately,
dependably, and safely meet the total requirements for all water consumers under
maximum consumption as defined by County of San Luis Obispo standards, County
Health requirements, and California Division of Forestry (CDF) requirements, and will
meet the requirements of Section 14314.”

Has the State Director of Health Services issued a certificate certifying that the
water is fit for domestic use?

Yes. The State of California Department of Health Services issued on September



27, 2005, a Certificate of Issuance, for Water Supply Permit No. 05-06-04P-006, to the
Company. A copy of this certificate can be found in the Engineer’s Report.

Is there a limitation imposed on salaries to be paid to personnel operating, or
employed by, the Company, including officers and directors?

Yes. Article VIII, Section 6, of the Bylaws of the Company, provides that the Board
of Directors may fix, to the extent advisable in their judgment, the compensation of
officers, agents and employees of the Company. This provision states further that:

“Salaries paid to the persons operating, or employed by, the Company, including
officers and directors, shall be limited to a reasonable amount as determined by the Board
of Directors in its reasonable discretion in light of salaries and compensation paid in the
market in which the area to be served is located to persons with comparable skills,
experiences and responsibilities.”

Does the Company have a financial track record and a budget for its operations?

As the Company is commencing operations, it does not have a financial track record
or historical financial statements, however, the Company has prepared a detailed budget
for its operations going forward. A copy of this budget is attached to this Offering
Circular as Exhibit “E”. A detailed financial analysis with respect to the operation of the
Company is contained in Chapter 8 of the Engineer’s Report.

Has the operating, repair, and replacement fund been established and will it be
maintained?

The operating, repair and replacement reserve funds shall be established and
maintained in accordance with the budget which is attached hereto as Exhibit “E”.

What are the Developer’s duties with respect to maintenance and repair or
replacement of the water supply, distribution, or fire protection system?

Developer has agreed to loan funds to the Company to cover its budgeted operating
deficits during years 2005, 2006 and 2007 in order to ensure that the Company has
sufficient resources to operate and maintain the water, sewer and fire protection systems.
Such loans shall be repaid to Developer out of subsequent budgeted surpluses, with all
loans payable to Developer in the year 2012. This financial commitment exceeds the
statutory obligation of Developer pursuant to the California Corporations Code, Section
14312(a)(6), to pay monthly a proportional part of the repair and replacement fund for the
mutual according to a ratio of the number of lots owned or controlled by the Developer to
the total number of lots in The Woodlands.
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State of California [.: %% :
Secretary of State \ ,4 S,

I, BR-UCE McPHERSON, Secretary of State of the State o
California, hereby certify:

That the attached transcript of . 2 page(s) has been compared
with the record on file in this office, of which it purports to be a copy, and
that it is full, true and correct.

IN WITNESS WHEREOF, | execute this
certificate and affix the Great Seal of the
State of California this day of

MAY 1 0 2005

BRUCE McPHERSON
Secretary of State

Ser/Slate Form CE-107 (REV 02/31/05)
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i ENDORSED - FILED

the ogﬂﬂﬁa of the Secrefary of State
SECOND AMENDED AND RESTATED otihe State of Callfornia
ARTICLES OF INCORPORATION .
B MAY — 9 2003
THE WOODLANDS MUTUAL WATER COMPANY
OF SAN LUIS OBISPO COUNTY

The undersigned centify that:

L They are the president and the secretary, resgectively, of The Woodlands Muwal Water Company
of San Luis Obispo County.

2. The Articles of Incorparation of this corporation are amended and restated 1a read as {ollows:
“First: The n:x,me.o_f‘tinis-cur_por‘atio‘n shall be:

The Woodlands Mutudl Water Company of
San Luis Obispo County

Second: The purpose of the corporation is to engage in any lawful act or activity
for which a corporation may be organized under the General Corporntmn Law of Califomia other
than the banking business, the trust company business or the practice of a profeasmn pemmitied (o
bés mcorparated by Califoria- Corpomnnns Code. Without fimiting the foregoing, the specific
purpose of the corporation is to develop. distribute, supply und deliver water for imigation,
domestic, municipal or commercial use, at cost plus necessary expenses, cnly (o the land area
consisting of approximately 957 acres of portions of the standard ‘Eucalyptus and Los Berros
Tracts situated in San Luis Obispo County, Califomia, commonly known as The Woodlands and
leguily described as follows:

PARCEL 1

Lot D of the standard Bucalyptus Tract, in the County of San
Luis Obispo, State of California, as per map filed in Bock I,
Page 12 of Maps, in the. Office. of the County Récarder oF said
County.

PARCEL 2:

Lat 20 of the subdivisions of Lot E of the standard Euca]yprus
Tract, in the County of San Luis Obispo, State of California, as
per map filed in:Baok 1, Page 17 of Maps, in the Office 6f the
Coaunty Recorder of said County.

PARCEL 3;

Those portions of Lots'C, 1, J, G and H of the Los Berros Tract
of the Ranchos Nipomo, in the County of San Luis Qbispo,-State
of California, as pef map filed in Book A. Page 108 of Maps, in
the Office of the County Recorder of said County, described as
follows: '

LA/L1I903 1




Lash) a3,

Beginning at Post No. 4 in the Southerly line of Lot C of the Los
Berros Tracy, according to a map thereof filed in the office of the
Counly Recorder of said County, an November 24, 1888, said
stake being al the East comer of the Rancho Bolsa d¢ Chemisal
and the Southwest comer of a tract of land conveyed by the
County Bank of San Luis Obispo and A. E. Pomeroy to E. T.
Hargraves, by Deed daled October, 1907 and recorded in
Volume 74, Page 66 of Deeds, San Luis Obispo County records,
and from said stake running North 20 1/4° East, 15.46 chainstoa
stake; thence North 19.35 ehains to a stake; thence West 11.77
chains; thence North 60 chains to post marked 74; thence North
27.94 chains to a post marked 64; thence West 81.20 chains (o
post marked W.H.B.2; thence South 45° East, 45.00 chains to a
post marked WILB.1; thence South 4295 chains to a post
marked W.H.B. standing in the Southerly line of Lot J of the Los
Berros Tract; thence along the Southerly line of Lois J, 1and C
of said Tract, South 49 3/4° East, 72.72 chains to the place of
beginuning.

Except therefrom that portion of said land lying Westerly of
courses numbered (1), (2) and (3) in Parcel 3357 1 of the deed to
the State of California, recorded October 22, 1974 in Book 1802,

Page 742 of Official Records, in the Office of the County

Recorder of said County.

Also excepl theréfrom that portion of said land conveyed to the
State of California by deed recorded January 8, 1997 as
document nuraber 1176 of Official Records of said County,

PARCEL 4:

That portion of Lals C rnd I of the Los Berros Tract of the
Rancho Nipomo, in the County of San Luis Obispo, State of
California, according to the map filed in Book A, Page 108 of
Maps, in the Office of the Counly Recorder of said County,
described as follows:

Beginning at 3 point which is North 20 1/4° East, 15,01 chains
aind North 19.55 chains from Post No. 4 on the Southerly line of
said Lot C, said Point of Beginning, being the Northwest cerner
of the property conveyed to E. T. Hargraves by deed daled
October 9, 1906 and recorded in Baok 74, Page 66 of Deeds,
records of said County; thence North 8% 172° East along the
North fine of the property so conveyed, 40 chains to the East line
of said Lot C: thence North along said East line, 59.80 chains 1o
Post BY; thence West 51.77 chains to Post 74 in the East line of
the propeny convcyed to the Flintkote Company, a
Massachusetts  Corporation, by Executor's Decd dared
Novemiber 23, 1943 and recorded in Book 350, Page 332 of
Official Records of said County; thence South 87 30" West along




the East line of the property so conveyed, 60 chains; thence
Narth 89 1/2° East, 11.77 chains to the Point of Beginning.

In addition to the delivery of waler, the Board of Directors may, in its discretion, develop and
aoffer to sharcholders residing within the Woodlands additional related services such as sewer
service, wastewater treatment and delivery of reclaimed water.

Third: The number of directors will be as prescribed in the bylaws of the
corporation. .

Fourth: The corporation is authorized to issue 10,000 shares of capital stock, all
of one class, no par value, to be designated “common stock.” Shares of capital stock may be
transferred only to, and held only by, owners of real property within the land area described
above in San Luis Obispo County, California. All shares of common stock shail be appurtenant
to the parcel of real property with respect to which they are originally issied and may be
transferred only in connection with a transfer of such parcel of real property.

Fifth: The Board of Directors may. in its discretion, levy and collect from the
shareholder assessments, rales and charges (collectively, “assessments™) for the performance of
its lawful activifics as & mutual water company. Such assessments shall be » lien upon the shares
assessed from the time of ‘the levy. The levies of assessments shall be in conformity with
Corporations Code sections 423 and 14303, The Board of Directors may make assessments a lien
against a sharcholder’s shares; withhold delivery of water and/or other related services from any
shareholder while any such assessments against such shareholder are delinquent; and withhold
transfer of any shares while subject to the lien of any unpaid asseséments. In the event of non-
payment of any assessment, the corporation may sell or forfeir the shares against which the.
assessment was levied, in the manner now or as may be hereafter provided by Corporations Cede
section 14303 or any successor statute under the laws of the State of Califomia ar in the Bylaws
of the corporation; except that shares may not be sold without the lands to which they are
appurtenant nnd shares forfeited (o the corportion may not be sold or transferred without the
lands to which they are appurtenunt.

Sixth: The corporation shall deliver to its shareholders water owned by the
shareholders; the water shall not be owned by the corporation, which shsall serve as agent or
trustee for the shareholders. The purpose of this restriction is toensure that the corporation-is not
deemed an appropriator of water underlying the lands owned by the shareholders of the

corporation.

Scventh: The Board of Directors may adopt, repeal, modify, from time to time
change, and enforce all rules and regulations which it may deem advisable for carrying out any or
all of the foregoing purposes and powers, including without fimitation the right to provide and
determine when, where and in what munner delivery of water and/or other related services is 1o
be made, the right to provide for and enforce the imposition of penalties for violation of such
rules and regulations, and the right to discontinue the delivery of water and/or other relaled'

services for such violation or for failure to pay any assessments.

Eighth: The forcgoing purposes and powers are subject to the express limilation
and condition that the corporation shall carry on its business without the distribution of any gains,
profits or dividends to its shareholders except upon dissolution.
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Ninth: Notwithstanding any other provision in lhese Aricles, twenly percent
(20%}) of the votes entitled to be cast, represented in person or by proxy, shall constitute a qguorum
at a meeting of shareholders.

Tenth: The Hability of the directors of the corporation for monetary damages
shall be eliminated to the fullest extent permissible under California law.

Eleventh: The corporation is autherized to pravide indemnificalion of agents (as
defined in Corporations Code section 317) for breach of duty to the.corporation and its
shareholders through by-law provisions or through agreements with the agents, or both, in excess
of the indemnification otherwise permitted by Corporations Code section 317, subjeat to the
limits on such excess indemnification set forth in Corporations Code section 204.”

3. The foregoing amendment and restalement of Articles of Incorporation has been duly approved
by unznimous written consent of the board of directors.

4, No shares of capital stock have been issued.

We further declare under penalty of pegury under the laws of the state of Califomia that the matters ses
forth in this certificate are true and correct of our own knowledge.

Dated: May 4, 20057 %ﬂ»@,\z (]M

Name: Damian M. Vamt
Title; President

Name: John Scardino
Title: Secretary

LASLII9nEA0 4
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Ninth: Notwithstand ing any other provision in these Artleles, twenty percent
(20%%) of the vates entitled 1o be cast, represented in person or by proxy, shall constitute & quorum
at a meeting of shareholders,

" Tenth: The liability of the directors of the corporation for monetary damages
shall be etiminated to the fullest extent pernissible under California law,

Eleventh: The corporation is authorized to provide indemnification-of agents (s
defined in Corporations Code section 317) for breach of duty to the corporation and its
shareholders through by-law provisions or through agreements with the agents, or both, in excess
of the indemnification otherwise permitted by Comporations Cods section 317, subject to the
limits on such excess indemnification se forth w Corparations Code section 204.”

The foregoing amendment and restatement of Atticles of Incorporation has been duly approved

by unanimous written consent of the board of dircctors.

4. No shares-of capital stock have been issued.

We further declare under penalty of pegjury under the laws of the state of California that the maers set
forth in this certificate are true and comeot of our own knowledge,

Dated; May 4, 2005 , :
Name: Damian M. Vam|
Tifler President

LAZ1 119012, q
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WRITTEN CONSENT OF THE DIRECTORS
OF
THE WOODLANDS MUTUAL WATER COMPANY OF SAN LUIS OBISPO COUNTY

Actions as of May 4, 2005

The undersigned, constituting all of the directors of The Woodlands Mutual Water Company of

San Luis Obispo County; a California corporation (the “Corporation), consent to the adoption of the,
following resclutions:

Amendment of Bvlaws

_ Resolved that the By.l'aws of the Corporation are amended and restated to read as set forth in the
form.attached as Exhibit A to this unanimous written consent, and the Secretary of the Corporation is
authorized to certify those Bylaws as the Bylaws of the Corporation.

Resolved Turther that the Secretary of the Corporation is directed to-keep the original or a copy
of the Bylaws as:amended to date at the principal office of the Corporation.

_ This Written Consent of The Woodlands Mutual Water Company of San Luis Obispo-County is
signed as of the date set forth below.

D
Dated: May 4, 2005 ydean p S

Damian M. Varni

Bryan P. Troxler

Johu Scardino

LA/TT17499.1



WRITTEN CONSENT OF THE DTIRECTORS
OF
THE WOODLANDS MUTUAL WATER COMPANY OF SAN LUIS OBISPO COUNTY

Actionsas of May 4, 2005

The.undersigned, constituting-all of the directors of The Woodlands Mutual Water Company of
San Luis Obispo County, a-California corporation-(the “Corparation™), consent to the adoption of the
following resolutions:

Amendment of Bylaws

Resolved {hat the:Bylasvs of the Corporation are amended and restated to read as set forth in the
form attached as Exhibit. A to:his-unanimous written conseiit, and'the Sgoretary of the Corporatiori is
adthorized to-certify those Bylaws 4s the Bylaws of the Corporation:

Resolved further thatthe Secretary of the:Corpordfion is-direcled to keep the original or a copy
of (he Bylawsusamended-lo date at the principal affice of flie Corporation.

Thiz Written Consent:of The Woodlands:Mutual Water Company of San Luis Obispo County is
signed.as-oF the dilte sel forth below.

Dated: May 4, 2005

Damian M. Varni

. G 2
Bryan P. w «

John Scardino

LAZILI7459.:




WRITTEN CONSENT OF THE DIRECTORS
OF
THE WOODLANDS MUTUAL WATER COMPANY OF SAN LUIS OBISPO COUNTY

Actions as of May 4, 2005

The undersigned, constituting all of the directors of The Woodlands Mutual Water Company of
San Luis Obispo County, a California corporation (the “Corporation™), consent to the adoption of the
foliowing resolutions:

Amendment of Bylaws

’ Resolved that the Bylaws of the Corporation are amended and restated to read as set forth in the
form attached as Exhibit A to this unanimous written consent, and the Secretary of the Corperation is
authorized to certify those Bylaws as the Bylaws of the Corporation.

Resolved further that the Secretary of the Corporation 15 directed to keep the original or a copy
of the Bylaws as amended to date at the principal office of the Corporation.

This Written Consent-of The Woodlands Mutual Water Company of San Luis Obispo County is
signed as of the date set forth below.

Dated: May 4, 2005

Damian M. Varni

Bryan P. Troxler '

=5
John Scardii

LA/T117499.1
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As adopted May 4, 2005

BYLAWS
or
THE WOODLANDS MUTUAL WATER COMPANY
OF SAN LuIS OBISPO COUNTY

ARTICLE 1
Name

The name of the corporation is and shall be “The Woodlands Mutual Water Company of San Luis
Obispo County” and for convenience shall be referred to hereinafier as the “Company.”

ARTICLE I
Objects and Purposes

Section 1, The Company is intended to operate as a mutual water company. The objects
and purposes of the Company shall be to develop, distribute, supply and deliver water for irrigation,
domestic, municipal or commercial use, at cost plus necessary expenses; to the land area consisting of
approximately 957 acres situated in San Luis Obispo County, California, commonly known as The
Woodlands and more particularly described on Exhibit A, as agent or trustée for the owners of such land.

Section 2. The Company shall be authorized to do whatever may be -deemed necessary,
conducive, incidental or advisable to accomplish and promate these objects or purposes, including but not
limited to:

(a) constructing, leasing, maintdining and operating water system facilities at The
Woodlands;
(b) acquiring, leasing or developing water, water rights or water bearing lands as a

contingent source of supply if the water belonging to the owners of the land
described above should be insufficient for the reasonable needs of such land;

(c) purchasing, acquiring, owning, leasing or developing lands, or any interest.
therein, for the presentor future water system facilities;

(d) paying all taxes, utjlities, charges, assessments and other levies upon property
owned or managed by the Company;

(e making and collecting assessments, rates and charges by which to further the
foregoing objects and purposes; and to do any other act or thing in any way
connscted with the foregoing or related to the objects and purposes of the
Company; )

H entering into one or more management contracts or other contracts with a third
party or third parties, including PH Property Development Company and any
successor or assignee of PH Property Development Company as developer of
The Woodlands (the “Developer™), for the performance of any of the Company’s
objects or purposes.

Section 3. Notwithstanding any other provision of the Bylaws, the Company is not
authorized to take any action that would cause the Company to be deemed an appropriator of the water
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underlying the land described above or that would otherwise sever the ownership of such water and
related water rights from ownership of such land.

Section 4. The Company shall be a separate corporation formed and organized for the
purpose described in Section 14311 of the California Corporations Code.

Section 5. The Company may, at the discretion of the Board of Directors, offer to the
shareholders of the Company other services which are related to the delivery of water, including without
limitation, sewer service, wastewater treatment, and the delivery of reclaimed water. In coninection with
any such service, the Board of Directors shall have the right to exercise the same authority and powers
granted pursuant to these Bylaws with respect to the fumnishing of water, including without limitation,
adopting rules and regulations for the delivery of the service and setting the assessments, rates and
charges applicable to same. Furthermore, the Company shall have the benefit of a lien upon each share of
stock as described in Article HI, Section 3, with respect to all assessments, tates and charges charged in
connection with a. service offered to the shareholders pursuant to this Section. Notwithstanding the
foregoing, the. Company shall not provide any service which is prohibited by any law or regulation
applicable to the Company as a Mutual Water Company.

ARTICLE I
Furnishing of Water

Section 1. Water shall be distributed; supplied or delivered only to the shareholders of the
Company. If the subdivision has a homeowners association, the Company shall also provide water to the
common areas. Shares of the Company shall be appurtenant to those lands as described in Article 11,
Section 1 above. Notwithstanding thie foregoing, pursuant to Corporations Code section 14300, the
Company may sell water to the state, or any department or agency thereof, or to any school district, or to
any public agency, or to any other mutual water company or,-during any emergency resulting from fire or
other disaster involving danger to public heaith or safety, to any person at the same rates as to haolders of
shares of the Company; and provided further, that the Company may enter into a contract with-a county
fire protection district to furnish water to fire hydrants and for fire suppression or fire prevention purposes
at a flat rate per hydrant or other connection; provided, however, the Company shall not sell water to any
entity if doing so would cause the Company to be deemed.an appropriator so as to jeopardize any water
rights of the shareholders as owners of the overlying land. If the sale of water to any third party other
than the shareholders of the Company is otherwise permitted by these Bylaws, the Company shall obtain
from any such purchaser a waiver oF all rights to receive water from the Company as from a public utility.

1

Section 2. Representatives of the Company may enter upon the land of shareholders for the
purpose of inspecting, repairing and replacing the Company’s water delivery system or reading,
connecting or disconnecting the Company’s meters.

Section 3. There shall be a lien in favor of the Company upon each share of stock for all
assessments, rates and charges of any nature imposed by the Company upon either such share(s) or the
holder thereof, and all such assessments, rates and charges may be enforced by any remedy provided in
these Bylaws or by law. The Board of Directors may cause a notice of such lien to be recorded in the
County Recorder’s Office.

ARTICLE IV
Shareholders

Section 1. Only persons owning at least one lot within The Woodlands shall be eligible to
own shares of the Company’s common stock. However, the Developer shall not become a shareholder,

2
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A “lot” or “lots” shall mean those lots described and set forth in subdivision maps from time to time filed
in the Office of the County Recorder of San Luis Obispo County, California, relating to The Woodlands
and lots resulting from the further subdivision of any lots set forth and described in any of said
subdivision maps initially filed or in any additional area later annexed to the subdivision. Any owner of a
lot held as community property, or as a partnership, or s a company, or as a corporation, or as an
association for fraternity, shall nevertheless be deemed only one owner,

Section 2. All owners of lots shall, by reason of such ownership, become shareholders of
the Company and be issued one share of the Company’s common stock for each such lot so owned. Any
share certificate shall make reference to the lot with respect to which it was issued. Each share of the
Company’s common stock entitles the shareholder to receive from the Company that quantity of water
that can be reasonably znd beneficially used on the lot with respect:to which the share was issued.

Section 3. Upon the issuance of shares of common stock, each share shall be appurtenant to
the lot with respect to which it was issued, and such share shall only be transferred with such lot except
upon the forfeiture to the Company for delinquent assessments thereon as provided in Corporations Code
section 14303. No transfer of a share or shares shall be made unti] any established transfer fee is paid to
the Company and until all unpaid assessments, rates and charges owed to the Company by the holder
thereof have been paid.

Section 4. The Company shall prepare and deliver to each shareholder, within 105 days of
the close of the fiscal year, financial statements showing the financial condition of the Company as of the
last day of the fiscal year and results of operations of the Company for the year then ended.

Section 5. Shareholders shall have the right to inspect the books and records of the
Company as provided in the Corporations Cede.

Section 6. Upon dissolution of the Company, funds retained by the Company after

satisfaction of or provision for all indebtedness will be distributed to shareholders on the basis of their
shares.

ARTICLE V
‘Share Certificates and Transfers

Section 1. Share certificates of the Company shall be in such form as the Board of Directors
shall designate and shall be issued over the signature of the president and secretary.

Section 2. There shall be only one class of shares. However, the Board of Directors may,
designate shares by subclass for purposes of identification, as follows:

Subclass A-  Representing owners of unimproved lots.
Subclass B-  Represeriting owners of lots improved by single family residences.

Subclass C-  Representing owners of lots improved by multi-family residences (where
permitted), apartments and cooperative dwelling units.

Subclass D - Representing owners of lots improved by condomiaiums.

Subclass E-  Representing owners of lots improved by commercial structures.
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Subclass F-  Representing lots owned and occupied by governmental structures.

Subclass G-  Representing lots improved with golf courses and similar recreational
facilities.

Subclass H-  Representing owners of lots not falling into any of the above subclasses.

The Board of Directors may, by amendment to these Bylaws or by resolution, designate other
subclasses of lot ownership, including subcategories of the above, to indicate the nature, extent and
degree of services requested or provided, or to facilitate the assessment of assessments, rates and charges,
as provided in Article IX.

Section 3. A certificate book shall be maintained which shall reflect for each certificate
issued, the owner, date of issue, number of shares, designation of appurtenant lots and subclass.

Section 4. One share shall be issued for each lot in the subdivision. A share certificate shall
be issued for each lot purchased. Shareholders shall be entitled to exercise all of the rights and privileges
of such, and they shall be subject to all of the obligations and liabilities of such, even without the actual
issuance of a share certificate.

- Section 3. Shares of the Company are not transferable or assipnable except as specifically
provided in these Bylaws.

Section 6. Except as otherwise provided, transfers of shares shall be subject to a t’r‘ansfér fee
and to the payment of all indebtedness to the Company of the shareholder whose share is transferred.

Section 7. The Company shall not issue any fractional shares.

ARTICLE VI
Meeting of Shareholders; Vating Agreement

Section 1. The annual meeting of shareholders of the Company shall be held at such"hour
and such day during the month of April each year or such later date as the Board of Directors may
determine, and at such place in San Luis Obispo County, California, as shall be determined by the Board
of Directors. The secretary shall mail or deliver to each shareholder written notice of the time and place
of such meeting not less than 10 nor more than 60 days prior to the time appointed therefor. Notice
mailed to the last address given the secretary of the Company by :any shareholder shall be sufficient.

Section 2. Special meetings of shareholders may be called at any time by the president, a
majority of the Board of Directors, or not less than ten percent (10%) of the shareholders of the Company,
in good standing, at a convenient place in San Luis Obispo County, California. Upon receipt of a request
in writing setting forth the purpose of such proposed special meeting, signed by the president, a majority
of the Board of Directors or holders of not less than ten percent (10%) of the outstanding shares of the
Company in good standing, the secretary shall fix a time and place for such meeting, which shail be not
less than thirty-five (35) nor more than sixty (60) days after the receipt of such request, and shall cause
written notice thereof, setting forth the time and place and purpose of the meeting, to be given each
shareholder by personal delivery or by mailinig to the last address given the secrefary of the Company at
least twenty (20) days prior to the time fixed for such meeting; and if the secretary shall neglect or refuse
to issue such call, the president, directors or shareholders making the request may do so. An annual or
special meeting of the shareholders may be held at any time without notice when all of the shareholders
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are present in person or by proxy or when all of the shareholders waive notice and consent in writing to
the holding thereof. '

Section 3. All shareholders shall be entitled to one vote per share on all shareholder matters.
In addition, the Developer shall be entitled to three votes for each_lot owned by the Developer on all
shareholder matters; provided, that the Developer’s voting rights shall be reduced to one vote for each lot
owned by the Developer from and after the date (the “Cut Over Date™) on which the total number of
shareholder votes equals or exceeds the number of Developer votes (before giving effect to such
reduction). This Section 3 shall be deemed a voting agreement of all of the shareholders of the Company.
Any person agreeing in writing to purchase a lot and the appurtenant share shall be deemed to have
agreed to this voting agreement. If applicable law does not permit the Developer to cast a vote not
represented by an actual share, each shareholder authorizes the Developer to vote the shares of the
shareholder, or agrees to vote his or her own shares as directed by the Developer, in each case in such a
manner as to reflect the: relative weighting of voting power of the shareholders and the Developer
described in this Section 3. The preceding sentence shall give the Developer the right to vote, or shall
require the shareliolders to vote as directed by the Developer, a percentage of all shares equal to a
fraction, (a) the numerator of which is the number of lots owned by the Developer multiplied by three
(before the Cut Qver Date) or one (on and after the Cut Over Date), and {b) the. denominator of which is
the sum of the number of shares outstanding plus the numerator. The inspector of elections on any
sharehiolder matter is authorized and directed to recognize the votes of or directed by the Developer in
accordance with this Section 3. This voting agreement may permit the Developer to vote, or to direct the
vote of, a fraction of each share.

Section 4. Vating shall be conducted in person or by proxy. The presence in person or by
proxy of holders of twenty percent (20%) of the total number of votes eligible to be cast at the time of a
meeting shall constitute a quorum for the transaction of business at any meeting of the shareholders.
Shares that the Developer may vote or that are to be voted at the direction of the Developer under the
voting agreement in Section 3 above shall be deemed present if the Developer is present.

Section 5. The Board of Directors shall appoint one or more inspectors of election and
alternates for any annual or special meeting.

ARTICLE VII

Directors

Seciion 1. The business, property and affairs of the:Company shall be managed by a Board
of Directors, composed of not fewer than three (3) and not more than five (5) persons. The exact number
within this range shall be fixed from time to time by resolutions of the Board of Directors. Ditectors shall
be elected annually by shareholders in good standing at the annual meeting for a term of one year and
shall serve until their successors are qualified and elected,

Section 2. The Board of Directors shall have the general management and control of the
business and affairs of the Company and shall exercise any and all of the powers that may be exercised or
performed by the Company under the law, the Articles of Incorporation and these Bylaws; provided, this
provision shall not impair the terms of any management agreement between the Company and the
Developer or other third party. The Board of Directors may make and enforce such rules and regulations
as they deem necessary, conducive, incidental or advisable to accomplish or promote the objects and
purposes of the Company and the uses of its property, assets and facilities. The Board of Directors in its
discretion may establish committees and the scope of their authority. All committee members shall serve
at the discretion of the Board of Directors.
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Section 3. Regular meetings of the Board of Directors shall be held immediately after the
annual meeting of shareholders and at such other regular times and places as may be established by the
Board. The Board of Directors shall appoint one of the directors as a chair who shall preside at all
meetings of the Board of Directors. The Board of Directors may appoint a new chair or vice-chair at any
time. Meetings may be held by conference telephone or similar communication equipment if directors
participating in the meeting can hear one another. Special meetings may be called at any time by the
chair of the board, president, or any twe directors at such times and places as shall be set forth in the
notice thercof, At least 24 hours notice of such mecting shall be given to each director, which notice may
be given by telephone. The transactions of any such meeting of the Board of Directors, however called
and noticed and wherever held, shall be as valid as though it had been a meeting duly held after regular
call and notice, if a quorum is present.

Section 4. A majority of the directors shall constitute a quorum of a 'meeting for the
transaction of business, and a majority of such quorum shall determine any question except as otherwise
provided by law, the Articles of Incorporation or these Bylaws; provided however, that if a quorum is not
present, the majority of those directors present may adjourn to such future time and place as they shall
determine; notice of such adjournment to be given to each director as herein provided for meetings of the
Board of Directors.

Section 3. If an action of the Board of Directors is required or permitted to take place, it
may be taken without a meeting if all directors consent in writing to that action. Such action by
unarimous written consent:shall have the same force and effect as any other validly approved action of
the Board of Directors. Such consents shafl be filed with the minutes of the proceedings of the Board of
Directors. '

Section 6. All vacancies. of the Board. of Directors, whether caused by resignation,
incompetency, death or otherwise, shall be filled by unanimous written consent of the remaining directors
or by a resolution adopted by a majority of the remaining directors at a regular or special meeting of the
Board of Directors even though less than a quorum, or by the shareholders of the Company at any
meeting thereof, held prior to the filling of such vacancy by the Board of Directors. Directors thus elected
ta fill any vacancy shall hold office for the unexpired term of predecessors.

Section 7. Subject fo limitations of the Articles of Incorporation, these Bylaws and the
General Corporation Law of California, the directors shall have the followiig powers:

() to change the principal office for the transaction of the business of the Company

from one location to another;

(b) to prescribe the form of share certificates and to alter the form of the Company’s
share certificates fram time to time as in their judgment they may deem best,
provided such certificates shall at all times comply with the provisions of law;,

(©) to authorize the issue of shares of the Company from time to time upon such
terms as may be lawful, but consistent with the requirement that each share shali
be appurtenant to a pareel of land within The Woodlands;

(d) to borrow money ‘and incur indebtedness for the purposes of the Company, and to
cause to be executed and delivered therefor, in the Company’s name, promissory
notes, bonds, debentures, deeds of trust, mortgages, pledges, hypothecations or
other evidence of debt and securities therzfor; and
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(e to utilize the committees authorized in Article VII for the preservation and
enhancement of the Company.

ARTICLE VIII
Officers

Section 1, The officers of the Company shall be a president, one or more vice presidents, a
secretary, and a treasurer and such other officers as the Board of Directors may appoint or designate.
Such officers shall be appointed by the Board of Directors.

Section 2. The president shall be the executive head of the Company and shall preside at all
meetings of the shareholders. The president, together with the secretary shall sign all share certificates,
contracts, deeds, bonds and other obligations of the Company and other instroments authorized by the
Board of Directors. This provision shall not preclude the Board of Directors from authorizing any
individual officer or a different combination of officers to sign any such document on behalf of the
Company.

Section 3, A vice president shall perform, in the absence of the president or in the event of
the president’s inability to act, the same dutics and functions as are provided to be performed by the
president.

Section 4. The secretary shall be the custodian of all records and documents pertaining to
the Company and its property and shall keep fair and correct minutes and records of all meetings of
shareholders and of the Board of Directors. The secretary shall give notice of all meetings of
sharetiolders of the Company and or the Board of Directors as set forth in these Bylaws.

Section 3. The treasurer, subject to such limitations, controls and delegations as may be
tmposed by the Board, shall:

(@) receive or cause to be received, for the Company’s account all moneys,
securities, valuable papers and other assets belonging to the Company for safe
keeping.

(b) disburse ‘or cause to be disbursed all checks, drafts, and other orders for the
disbursement of its funds, including any notes, as directed by the Board of
Directors of the Company, in compliance with estzblished budgets.

(©) taintain or cause to be maintained full and complete records of all the assets,
liabilities, income and expenses of the Company in accordance with forms and
procedures prescribed in the Corporations Code.

{d) perform such other duties as custemarily pertain to the office of treasurer or as
may be directed to perform by resolution of the Board.

Section 6. The Board of Directors may appoint, employ, terminate, discharge, fix the
compensation and provide for the duties and powers of such officers, agents and employees, as in the
judgment of the directors shall be advisable, and two or more of any officers, agents or employees may be
combined in one person, except the office of the president and secretary. Any officer of the Company
shall perform and discharge such duties, other than those enumerated in this Article VIII, as the Board of
Directors may from time to time require. Salaries paid to the persons operating, or employed by, the
Company, including officers and directors, shall be limited to a reasonable amount as determined by the
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Board of Directors in its reasonable discretion in light of salaries and compensation paid in the market in
which the area to be served is located to persons with comparable skills, experience and responsibilities.

Section 7. Any officer may be removed as such by the Board of Directors at a properly
called meeting for any reason they deem sufficient. '

ARTICLE IX
Assessments, Rates & Charges

Section 1. The actual costs of management and operation of the business of the Company
shall be met by assessments, rates and cherges to the shareholders of the Company pursuant to
Corporations Code sections 14303 and 14312 and as provided herein.

Section 2. The Board of Directors shall from time to tiine fix the assessments, rates and
charges by equitably prorating the costs of management and operations, for such period as the Board:may
select, which costs shall include, but are not limited to, the costs of furnishing water, the costs of
acquisition, construction, repair and replacement of the water supply, distribution and fire protection
system, the costs of improvements, additions, and replacements to'the water supply, distribution and fire
protection system, and the costs of funding, accumulating and maintaining capital reserves for the repair,
replacement, improvement, and expansion of the water supply, distribution and fire protection system.
The assessments, rates and charges shall bear a reasonable refationship to the costs described above. If
the Company should purchase water for distribution from a public utility, municipal water company or
water district, it shall charge each shareholder a pro rata amount of the cost of water supplied to an entity
providing fire protection service.

Section 3. The Board of Directors shall adopt, and may amend from time fo time, an
equitable system of assessments, rates and charges on all shareholders, including those owning
unimproved lots, for'the purpose of meeting the expenses of the Company and bearing a proportionate
share of the cost of repair and replacement of the water supply, distribution, and fire protection system, as
well as a proportionate share of the cost of maintaining the reserve fund.

Section 4. All assessmients, rates and charges shall be fixed in the manner required by law to
preserve the private ownership of the shareholders’ water rights by the shareholders, or by the Company
as-agent ortrustee for the shareholders, and the delivery of underlying water by a mutual water company
to. its sharcholders. Assessments, rates and charges shall represent the Company’s actual costs,
determined in a manner to ensure that the Company is not subject to regulation as a public utility under
California Public Utilities Code section 2705.

Section 5. The Company shall have the power to enforce its assessments and the payment of
all rates and charges assessed by the Company and shall not be required to transfer delinguent shares on
its books or to fumish water to any shareholder or to any person claiming under the shareholder, or to the
land to which any shares are appurtenant, unless and until all assessments, rates and charges to which the
same are related shall be paid.

Section 6. The Board of Directors in each levy of an assessment shall specify the amount of
such assessment, rate or charge made and levied and to whom and where payable. The Board shall set the
date(s) on which the assessment, rate or charge is payable. The Board shall set the date(s) on which the
assessment, rate or charge is delinquent, which date shall not be less than 30 days nor more than 60 days
from the date on which it is payable. The Board shall set the date(s), time and place for the forfeiture of
delinquent shares to the Company, which date shall not be less than 15 days not more than 60 days from
the date on which the unpaid assessment becomes delinquent. The Company shall acquire a delinquent
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share in the manner provided in the Corporations Code and shall not in any mannersell a delinquent share
separate and apart from the lot to which it is appurtenant. Assessments not paid on or before the date
made delinquent may be subject to a penalty in such amount as the Board of Directors may determine in
its reasonable discretion in addition to the assessment. The levy of the assessment shall also set and
specify any interest and costs of collection to be charged and the manner in which the same will be
incurred.

Section 7. The secretary of the Company shall give notice of the Jevy of the assessment, in
writing by mail to each shareholder addressed 10 the last address of the shareholder appearing on the
records of the:=Company at least ten (10) days prior to the date such assessment becomes due and payable.
The notice shall specify the date of the levy by the Board, the amount of the assessment, rate or charge
made and levied, the designation of the class or subclass of stock assessed, the dates(s) payable, and the
manner of payment. The notice shall further specify the date(s) on which the assessment shall become
delinquent if unpaid and the date(s) on which the delinquent share will be forfeited to the company if
unpaid. The notice shall further provide notice of the imposition of the five (5) percent penalty charge
and any other inferest or costs set by the Board and the manner in which the same shall be incurred. The
notice provided for in this Section may be served in any other manner provided for by law.

Section 8. Upon the giving of notice to the shareholders of the levy of an assessment or of
the establishment of rates and charges as provided above, the Company may establish and set procedures
for the billing of sharcholders for the collection of assessments, rates or charges, or any part thereof, in
the form and manner as:may from time to time be authorized and adopted by the Board of Directors.

Section 9. Once assessments, rates or charges become delinquent, 'the Company may deny
the delinquent shareholder the right to receive water and may suspend and physically shut off water
service and the share may be removed from good standing and rights and privileges pertaining to the
share suspended. A forfeited share may be subject to assessments, rates and charges levied during the
period in which it is forfeited.

Section 10. If the Company takes action to:collect assessments, rates and charges delinquent
and not timely paid, the company shall be entitled to interest, costs of collection, and reasonable
attorney’s fees.

Section 11. A share forfeited to the Company for the collection of z delinquent :assessment

shall be subject to a right of redemption in the owner of the lot to which the share is appurtenarit. A

shareholder shall redeem the share forfeited to the Company upon application to the Company in the form

and manneras may be established by the Company from time to time and upon payment to the Company
oft

(a) the charge which may be established by the Company for the application for

redemption of forfeited shares;

(b) the delinquent assessments, rates and charges including as applicable the penalty
charge, interest and costs of collection due at the time of the forfeiture of the
subject share;

(c) the applicable assessments, rates and charges against the subject share levied or
accrued between the date of forfeiture of the share and the date of redemption;
and
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(d) the applicable interest and costs of collection accruing between the date of
forfeiture and the date of redemption.

Upon redemption of a forfeited share, the share shall be returned to good standing, water service shall be
restored, and all rights and privileges shall be reinstated.

Section 12. In accordance with Corporations Code section 14300, in the event lands te which
any share is appurtenant are owned or purchased by the state, or any department or agency thereof, or any
school district, or public agency, the share shall be canceled by the secretary, but shall be reissued to any
person later acquiring titie to the land from the state department, agency, or school district, or public
agency.

ARTICLE X
Notice

Any nofice required to be given pursuant to these Bylaws shall be by written notice, unless
otherwise specifically provided herein. Written notice may be given by depositing it in the United States
'mail in an envelope, postage prepaid, addressed to the recipient at his last known address, and the time
when the notice is mailed shall be deemed the time of giving such notice. A written waiver of any notice,
signed before or after the time stated in such waiver for hoilding a meeting, or attendance at a meeting,
shall be equivalent te notice thereof required to be given by these Bylaws.

ARTICLE XI
Indemunification

Section 1, To the fullest extent permitted by law, this Company shall indemnify its
directors, officers, employees, and other persons described in the Corporations Code, including persons
formerly occupying any such position, against all expenses, judgments, fines, settlements, and other
amounts actually and reasonably incurred by them in connection with any “proceeding,” as that term is
used in that Section, and including an action by or in the right of the Company by reason of the fact that
the person is or was a person described in that Séction. “Expenses,” as used in this By-Law, shall have
the same meaningas in Section 317 of the Corporations Code.

Section 2. On written request to the Board of Directors by any person seeking,
indemnification under Corporations Code Section 317(b) or Section 317(c), the Board of Directors shall
promptly determine under Section 317(e¢) whether the applicable standard of conduct set forth in Section
317(b) or Section 317(c) has been met and, if so, the Board of Directors shall authorize indemnification.
If the Board of Direciors cannot authorize indemnification because the number of directors ‘who are
parties to the proceeding with respect to which indemnification is sought preveits the formation of a
quorum of directors who are not parties to that proceeding, the Board of Directors may seek an
independent legal opinion or call a meeting of shareholders to seek approval of indemrification.

Section 3. To the fullest extent permitted by law and except as otherwise determined by the
Board in a specific instance, expenses incurred by a person seeking indemnification under these Bylaws
in defending any proceeding covered by those Sections shall be advanced by the Company before final
disposition of the proceeding, on receipt by the Company of an undertaking by or on behalf of that person
that the advance will be repaid unless it is ultimately determined that the person is entitled to be
indemnified by the Company for thase expenses.

Section 4. The Company may purchase and maintain insurance to the full extent permitted
by law on behalf of its officers, directors, employees, and other agents, against any liability asserted
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against or incurred by any officer, director, employee, or agent in such capacity or arising out of the
officer’s, director’s, or agent’s status as such.

ARTICLE XII
Amending or Repealing Bylaws

Bylaws may be adopted, amended or repealed by the shareholders and, except as provided in the
Articles and Bylaws and the California Corporations Code, by the Board of Directors.
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CERTIFICATION OF SECRETARY
I, the undersigned, do hereby certify:

1. That [ am the duly elected and acting Secretary of The Woodlards Mutual Water
Company of San Luis Obispo, a California corporation.

2: That the foregoing Bylaws, comprising twelve:(12) pages, excluding this page; constitute
the Bylaws of said corporation as.ddly amended and .adopted by unanimous written consent of the
directors-on or as of May 4, 2005.

IN WITNESS WHEREOQF, I have lieréunto subscribed my name and affixed the scal of said
corporation this 4th day of May, 2005.

John Scardino
Secretary
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The Woodlands Mutual Water Company of San Luis Obispo

Engineer’s Statement

The water supply, distribution, and fire protection system for the Woodlands Mutual
Water Company of San Luis Obispo (Company) System will adequately, dependably,
and safely meet the total requirements for all water consumers under maximum
consumption as defined by County of San Luis Obispo standards, County Health
requirements, and California Division of Forestry (CDF) requirements, and will meet the
requirements of Section 14314,

Consent of Expert

I, Robert S. Miller, R.C.E. 57474, hereby consent to the inclusion of, or reference to the
Engineer’s Report and to the inclusion of my name in the prospectus or offering circular
for the Woodlands Mutual Water Company of San Luis Obispo.




EXECUTIVE SUMMARY

The Woodlands Development is a new housing and commercial development located on the
Nipomo Mesa. The Woodlands Development must plan water services to meet Phase 1A
development as well as full build-out development. This waster master plan is tool used to
analyze and determine the required facilities to provide an adequate distribution system for the
customers. The following is a summary of the subsequent chapters.

WATER DEMANDS

The water demand forecasts will form the basis for assessing water supply requirements and
identifying distribution system requirements. The Woodlands Development is a planned
community to be built over the next twenty years. The water demands have been projected in
the Environmental Impact Report, dated September 1998, for each land use, and were confirmed
and updated by JLWA. The potable water users and their demands are listed in Table ES-1. The
total demand at build-out for the Woodlands Development is 540 gpm (871 afy).

Table ES-1. Water Demand Factors for Potable Use

User Units Type of Demand, | Total Usage,
Unit gpm gpm (afy)
Residential Single Family 1,220 D.U. 0.3 366.00 (590.4)
Residential Multi-Family 100 D.U. 0.137 13.70 (22.1)
Village: Mixed Use 10.46 acres 1.3 13.60 (21.9)
Resort: Hotel 500 rooms 0.093 46.50 (75.0)
Resort: Mixed Use 23.67 acres 1.3 30.77 (49.6)
Business Park 20.29 acres 1 20.29 (32.7)
Golf Clubhouse 2 facilities 3.97 7.94 (12.8)
School 600 students 0.019 11.40 (18.4)
Maintenance/ WWTP 1 lump 4.53 4.53 (7.3)
Parks 16.64 acre 1.55 25.79 (41.6)
Total 540.48 (871.8)
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Water system demands are important characteristics of water systems, as these parameters are
used to size pumping, storage, and distribution system facilities. Table ES-2 summarizes the
hydraulic demand parameters that will be used as the basis for evaluation of the Woodlands
system.

Table ES-2. Hydraulic Demand Parameters

Demand Condition Build-out Comments
gpm
(afy)
Average Day Demand 540 (871) Based on industry standards
Night Time Demand 216 (349) Based on ADD x 0.4
Maximum Day 1,080 Based on ADD x 2.0
Demand (1,742)
Peak Hour Demand 1,890 Based on ADD x 3.5
(3,049)

WATER SUPPLY AND QUALITY

The Woodlands Development will extract groundwater from the Nipomo Mesa unit of the Santa
Maria Groundwater Basin, which underlies the Development. Four potable water wells and one
monitoring well were drilled between 1993 and 1994 to be tested and monitored to determine
the available capacity, the water quality, and the impact to the groundwater basin. The wells are:
No. 1 - Highway 1 Production and Monitoring, No. 2 - Homestead, No. 3 - Mesa Road, and No.
4 - Dawn Road.

Water Quality

The water quality data provided for the four wells was from the original drill date. The results
indicate the Woodlands Development water supplies meet primary and secondary standards,
except for Dawn Rd Well. Dawn Rd Well exceeds the secondary MCL for iron.

Water Supply

The Woodlands Development has a build-out maximum day demand of 1,080 gpm (1,742 AFY).
To ensure adequate water supply, it is recommended that the wells be capable of suppling the
maximum day demand with the largest well out of service. The Highway 1 well is located in the
design thoroughfare for the proposed golf course. The well will need to be placed in a vault and
therefore, the Highway 1 well will be used solely as a non-potable irrigation well, to be used by
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the golf course. The Woodlands Development will utilize the Homestead well as the primary
well, capable of meeting maximum day demand at build-out on its own. The Mesa well will be
the back-up well to the Homestead well. The Mesa well is unable to meet build-out maximum
day demand on its own and therefore, it is recommended to develop the Dawn well as a third
back-up well in the event the Homestead well is taken out of service. The three wells will have
a combined capacity of 2,800 gpm. It is also recommended to stub-out piping to the Highway
1 well (approximately 1,300 feet) under Phase 1A to allow for the potential of using this well or
anewly drilled well within the same vicinity for potable use. This recommendation is due to the
potential impact the Dawn well and the Mesa well have on the NCSD and neighboring wells.
In the future, the Dawn and Mesa wells may be limited in production or unable to be used.

Water Treatment

The groundwater water will be centrally disinfected with Chlorination at the water storage site.

RECYCLED WATER USE FEASIBILITY STUDY

The recycled water element focuses on two major potential customers of recycled water in The
Woodlands community, the golf course and a future elementary school.

Golf Course

The golf course is spread out between the housing tracts. The golf course in Phase 1A consists
of a total area of 156 acres. Approximately 130 acres will be irrigated with the recycled water
in Phase 1A. There is a total area of 389 acres for the golf courses at build-out, including the
total area for Phase 1A. For each phase, the recycled water will be delivered to a single pond and
the golf course irrigation system will distribute the water from the pond.

Elementary School

The elementary school is part of Phase 1B of the Woodlands development. It is located on the
east side of the property. The total area of the elementary school site is approximately 12 acres.
There are about 4 acres for the school buildings and an estimated 8 acres of land available to
irrigate.

Water and Recycled Water Quality

The chemical make-up of water used for irrigation purposes is very important in ensuring
maintenance ofthe quality of the landscaping being irrigated. Irrigation water quality parameters
for the Woodland’s water supply are summarized in Table ES-3. Since actual treatment plant
effluent quality data is not available, actual recycled water effluent quality could not be
determined. However, in general, mineral quality of treated wastewater, as compared to source
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Table ES-3. Summary of Potable Water Quality, Woodlands Area Wells

Well

” MCL Hwy1l | DawnRd | Mesa Rd [Homestead| Average:
[Boron, mg/L none <0.1 0.4 0.38 0.75 0.39
IChlorides, mg/L 500 42 68 56 58 56
DS, mg/L 1,000 442 700 616 840 649.5
IEC, pmhos/cm 1,600 610 1185 1060 1425 1070
E{ none 6.9 7.7 7.6 7.2 7.35

agnesium, mg/L none 21 38 29 43 32.75
[Sodium, mg/L none 43 48 41 53 46.25
Ik salcium. mg/L none 54 120 115 _150 109.75 |
Notes: 1. All water quality data extracted from USI Water Resources Management

Study, April 1996.

drinking water, can degrade by several hundred mg/L (or higher) TDS. Table ES-4 also shows
the limitations that the recycled water will not exceed as stated in the waste discharge
requirements (WDR's).

Recycled Water Demand Projection Criteria

Recycled water demands must be projected on the basis of sound engineering judgment and
established duty factors for the various uses. Turf and landscape irrigation projections are
usually estimated by a combination of actual water use records, consideration of climate and
evapotranspiration for the geographic area, peaking factors and others.

Given that no use data is available, an estimated 2.5 acre-ft per acre per year was assumed for
the average demand for irrigation of the golf course and the elementary school. Peak demand
was based on the difference in irrigation between summer and winter months and the evaporation
data. Demand projections are summarized in Table ES-5.

The WWTP flow for Phase 1A is 32.2 acre-ft/month. The WWTP flow for Build-Out is
64.5 acre-ft/mo. The demand for recycled water is less than the WWTP flow during Phase 1A
so the irrigation water will have to be stored in the ponds during the winter months during Phase
1A. As the phases are being developed, however, the recycled water will need to be
supplemented with potable water from the irrigation supply well. The demand for recycled water
is more than the WWTP flow at Build-Out so the recycled water will have to be supplemented
with potable water during periods of intensive irrigation.
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Table ES-4. Woodlands Recycled Water Quality and WDR Limitations
Woodlands Recycled WDR Limitations
Parameter Water Quality’
Mean Maximum
BOD;, mg/L 10 30
rSnugs/;iended Solids, 10 30
TDS, mg/L 949.5 710
fjg}fable Solids, 0.1 0.3
Turbidity, mg/L 22 52
pH 7.35 Within the range of 6.5-8.4
Boron, mg/L 0.57
Chlorides, mg/L 81.9
EC, pmhos/cm 1564.3
Magnesium, mg/L 479
Sodium, mg/L 67.6
Calcium, mg/L 160.4

Estimated on proportion of TDS increase.

2 Shall not exceed a daily average of 2 NTU or 5 NTU for more than 5% of the time over a 24 hour

period.
Table ES-5. Recycled Water Deman;i
Average Monthly Demand Peak Monthly Demand
(acre-ft/mo) (acre-ft/mo)

Demand Phase 1A Build-Out Phase 1A Build-Out
Golf Course 27.1 67.7 41.5 103.4
School 0 2.0 0 3.6
Total Demand 27.1 69.7 41.5 107
WWTP Flow 32.2 64.5 32.2 64.5
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Recycled Water Quantity/Availability

Forreuse projects which involve predominantly landscape irrigation of public landscaped areas,
the irrigation demand is typically high during the night-time, and low to zero during the daytime.
The available flow of recycled water from treatment plants, however, is opposite the demand of
recycled water. Typical wastewater flows are high during morning hours, and evening hours,
and very low during the night-time hours (when recycled water demands are highest). The
recycled water will be continually pumped to the golf course ponds for storage. Projected flow
characteristics (at build-out) are as follows:

» Average dry weather flow (ADWF), 0.700 mgd (486.1 gpm)
 Peak hourly flow (summer ADWF), 2.07 mgd (1437.5 gpm)
» Peak Daily Flow (PDF), 1.05 mgd (730.0 gpm)

WATER STORAGE

There are three types of storage commonly evaluated in a storage analysis: emergency, fire and
operational. The sum of these three are recommended to be the total storage volume available
for the system. The total storage recommended is the sum of the emergency, fire, and
operational storage. Table ES-6 summarizes each component’s recommendations for the
Woodlands Development to meet storage demands for each phase. The total recommended
storage for build-out is 1.53 mg.

WATER DISTRIBUTION SYSTEM

At build-out of the Woodlands Development, the water distribution system will include 15.7
miles of water distribution mains, three 510,000 gal reservoirs, a booster pump station, and three
wells.

The design requirements for the water distribution system relate primarily to the flow and
pressure delivered by the system to the residences. Pressures below 20 psi are not acceptable in
a municipal water system. Ideally, normal operating (static) pressures will be within the range
of 40 to 80 psi. This is the range that most people find comfortable and will serve most fire
sprinkler systems. Pressures higher than 80 psi are acceptable within the distribution system, but
should be reduced to 80 psi at the service connection to prevent water hammer effects or leakage
through rapidly-weakening washers and seats. The hydraulic design parameters and criteria for
the Woodlands Development water distribution system evaluation are summarized in Table ES-
7. To evaluate the performance of the water distribution system, identify adequate pipe sizes and
booster pumps, a computer model was developed using Haestad’s WaterCAD computer

program.
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Table ES-6. Total Storage Recommendations

Phase Storage Component, Total Recomm-
gallons ended Storage,
. . gallons
Emergency Fire Operational
IA 256,800 270,000 69,840 600,000
IA&IB 370,350 720,000 128,160 1,220,000
IA, IB, & TA 543,150 720,000 176,040 1,440,000
IA, IIA, IB, & 619,500 720,000 194,400 1,530,000
IIB
EIR Recommendation 1,415,000!
Final Storage Recommendation 1,530,000°
| Normal Daily Use: 1,100,000 gal
Fire Storage: 270,000 gal
Business Park & Commercial: 45,000 gal
Total: 1,415,000 gal

Three reservoirs at 510,000 gal each.

The performance of the Development’s distribution system was evaluated based on all 8-inch
water distribution mains. The distribution system was re-evaluated using the design requirements
stated previously to up-size the water distribution mains that were unable to meet these design
requirements. Additional pipes were up-sized based on looping, consistency, and land use. In
addition, the pumping head was adjusted to determine the lowest required head to also meet
these design requirements. Table ES-8 provides a detailed list, by phase, of the sizes and length
of pipes recommended.
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Table ES-7. Summary of Hydraulic Parameters and Design Criteria

Hydraulic Parameters and Design Criteria

Value

Fire Flow Requirements

Residential — 1,000 gpm (<3,600 s.1)

Residential — 1,500 gpm (>3,600 s.1)

Commercial/Industrial — 1,500 gpm
Resort - 3,000 gpm

Maximum Day Demand Factor

2.0 times ADD

Peak Hour Demand Factor

3.5 times ADD

Minimum Service Pressure @ ADD, MDD, PHD

40 psi

Minimum Residual Pressure @ MDD and fire flow

20 psi

Pipeline Velocity @ ADD

<5 ft/s

Pipeline Velocity @ Fire Flow plus MDD

conditions

<10 ft/s (< 15 fps near source of fire)

Minimum Pipe Diameter

all new water mains must be 8-inch or
greater

Fire Hydrant Spacing

At every intersection, at intervals not
more than 300 feet in commercial and
industrial zones, and not more than
500 feet in residential zones.

Table ES-8. Water Main Distribution System Breakdown

1B

ITA

Length, feet

Total,
feet

Total, miles

17,040

11,060

72,180 13.7

0

2,410

0 10,290 1.9

0

0

0 570 0.1
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Exhibit D:
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Exhibit E:
Budget



BUDGET

A budget was completed for the Woodlands Development as part of the Technical,
Managerial, and Financial Capacity Assessment (TMF). The entire TMF is on file
with the Board. The following tables provide the financial analysis for the
Woodlands Development.

A description of the contents of relevant financial tables follows:

Table 1

Table 1 presents a summary of the established water and sewer charges as of
November 2005. The supplemental water charges were derived from anticipated
costs as indicated in Table 5. In the event that the Company begins to generate
excessive reserves starting in 2009, the rates may be reduced subject to the approval
of the Board of Directors.

Table 2

Table 2 summarized the anticipated schedule for various components of the
development. The Company will need to be subsidized for at least the first two
years based on the schedule of occupancies.

Table 3

Table 3 describes the anticipated revenues and expenses by calendar year for the
Company.

Table 4
Table 4 lists the proposed monthly water charge as a function of water consumption.

Table 5

Table 5 describes the estimated annual cost of supplemental water. It should be
noted that the Company intends to collect revenue for supplemental water starting
in 2006 in anticipation of future expenses. The final costs will not be known until
the Board executes an agreement with Nipomo Community Services District and
construction is completed.

Table 6
Table 6 lists the cost and useful life of various system components for the purpose of

estimating reserve requirements.

Table 7

Table 7 presents an approximate cash flow analysis for the accumulation and
expenditure of reserves. The reserve contribution required should be set annually
by the Board of Directors to keep pace with inflation.
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Table 4
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40

Fixed charge

Monthly water
use in cof

(incl. 9 ccfimo)
$16.65

Additiona|
water charge

Fixed charge Additional
(incl. @ ccf/mo) | water charge




Table 5

Woodlands supplemental water allocation AFY
Total NCSD supplemental water allocation 3000 AFY
Woodlands share of Capital, OM&R 13.33%
Estimated cost of supplemental water | $1 .250.00|per AF
Allocation of supplemental water cost at build-out Supplemental Water Supp. Water Monthly Supp. Monthly pipeline Total supplemental
Land Use Type Quantity Units Use Factor |Units Total Gross AFY [Allocation to Category Vol. to Category |water cost per Unit Capital, OM&R per Unit |water cost per unit/mo. |Unit
RSF 1300]|Units 18|ccf per month 644.6 65.20% 260.8 $20.90 $3.45 $24.34|per RSF dweliing
RMF 80|Units 12|ccf per month 26.4 2.67% 10.7 $13.93 $2.30 $16.23|per RMF dwelling
Commercial (VC, BP) 490000(SF 0.1|gpd per SF 54.9 5.55% 22.2 $4.72 $0.78 $5.50|per 1,000 SF
Resort 1 1067.429813|ccf per month 29.4 2.97% 11.9 $1,239.28 $204.36 $1,443.63
Golf clubhouse 1 300 | ccf per month 8.3 0.84% 3.3 $348.30 $57.43 $405.73
Tour center 1 20|ccf per month 0.6 0.06% 0.2 $23.22 $3.83 $27.05
Trilogy Center 1 900 |ccf per month 24.8 2.51% 10.0 $1,044.89 $172.30 $1,217.19
Common area LS (per client) 86987 |ccf per year 199.7 20.20% 80.8 $96.75 $15.95 $112.70|per 1,000 ccf used
Total Gross Water Use 988.7 100.00% 400.0
Annual water purchase:

Cost of Transmission Pipeline Capital, OM&R Pipeline P&l, OMR

: Check total
Total project cost (at mid-point) $6,000,000
Total bond cost (incl. closing costs) $7,200,000
Annual interest rate 5.00%
Bond term 30 years
Amortization Compounded annually
Annual P&l $468,370.33
Allocation to Woodlands $62,449.38
Annual pipeline OM&R $150,000 Rough estimate
Allocation to Woodlands $20,000

Total capital, OM&R to Woodlands $82,449.38 per year

12/8/2005
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