MEMO

To: TOWN COUNCIL
From: Joanna Gutierrez, Town Clerk

Subject: Additional Agenda Material for Agenda ltem 3G

Date: September 1, 2011

Attached is the staff report and proposed resolution for agenda item 3g,
relating to the issuance of 2011/2012 Tax and Revenue Anticipation Note.

Council action requested: To adopt a Resolution Authorizing and Approving
the Borrowing of Funds for Fiscal Year 2011-2012, the Issuance and sale of
a 2011-2012 Tax and Revenue Anticipation Note Therefore, and Approving
Certain Other Actions Related Thereto. (ROLL CALL VOTE)

jmg/attachment(s)

cc:  Chuck Rough
Dwight Moore
Enterprise Record
Paradise Post
Public View Packet



TOWN OF PARADISE
COUNCIL AGENDA SUMMARY
Date: September 6, 2011

o T AGENDA NO3§_
ORIGINATED BY: Gina Will, Finance Director/Town Treasurer ™ NS

i

REVIEWED BY: Charles L. Rough, Jr., Town Managerw

SUBJECT: Issuance of 2011/12 Tax and Revenue Anticipation Note

LEGAL REVIEW: _ Yes No __N/A

Dwight L. Moore, Town Attorney

RECOMMENDATION:

1. Adopt a resolution of the Town Council of the Town of Paradise, California, authorizing
and approving the borrowing of funds for fiscal year 2011-2012, the issuance and sale of a
2011-2012 tax and revenue anticipation note therefore, and approving certain other
actions related thereto; or,

2. Decline to approve and refer the matter back to staff or further development and

consideration.

BACKGROUND:

The attached resolution authorizes the Mayor and the Town Manager to execute all of the
closing documents necessary to issue a 2011/12 tax and revenue anticipation note (TRAN) not-
to-exceed $3,000,000. On August 2, 2011, the Council approved staff, the Town Manager and
the Mayor to coordinate the closing of this transaction. This resolution is the final step in that
process. All of the closing documents have been drawn up and the closing and funding is
scheduled for Wednesday, September 7, 2011 pending the approval of this final resolution.
Please refer to the August 2, 2011 staff report for a complete analysis of this transaction.



TOWN OF PARADISE
COUNCIL AGENDA SUMMARY
Date: August 2, 2011

AGENDA NO. 3(k)
ORIGINATED BY: Gina Will, Finance Director/Town Treasurer ?9:7&_,&_)

!

REVIEWED BY: Charles L. Rough, Jr., Town Manager W’ '

SUBJECT: Issuance of 2011/12 Tax and Revenue Anticipation Note

LEGAL REVIEW: wes __No _N/A

Dwight L. Moore, Town Attomeyj ; , 2

RECOMMENDATION:

1. Adopt a resolution of the Town Council of the Town of Paradise, California, authorizing the
Mayor and the Town Manager to Execute Documents for a Tax and Revenue Anticipation

Note through US Bank; or,
2. Decline to approve and refer the matter back to staff or further development and

consideration.

BACKGROUND:

The attached resolution authorizes the Mayor and the Town Manager to execute the documents
necessary to issue a 2011/12 tax and revenue anticipation note (TRAN) not-to-exceed
$3,000,000. The maturity of the 2011/12 TRANs will not exceed 10 months and will be funded
by the end of August or beginning of September 2011. The TRAN will be issued through US

Bank.
PURPOSE:;

The purpose of the temporary borrowing is to increase available cash balances that provide
operating funds to cover cash shortfalls especially during the first six months of each fiscal year.
Cash shortfalls arise due to the timing differential of monthly cash receipts and disbursements

throughout the 2011-12 fiscal year.

DISCUSSION:

After completing a careful cash flow analysis, the Town issued requests for proposals for a
TRAN not-to-exceed $3,000,000 to seven qualified and reputable agencies as follows:

Bank of America Tri Counties Bank
Bank of the West US Bank
Butte County _ Wells Fargo Bank

Rabobank



Issuance of 2011/12 Tax and Revenue Anticipation Note
August 2, 2011
Page 2

Bank of America and Tri Counties Bank did not respond to our solicitation. Bank of the West
and Butte County indicated that they were not interested in responding at this time. Rabobank
and Wells Fargo Bank carefully considered our request, but uitimately decided not to submit a
proposal. US Bank submitted the attached proposal which staff views as fair and reasonable

given the current fiscal environment.

The Town considered participating in the statewide TRANs program, but as credit criteria and
process is arduous and time consuming and the terms are similar, the Town opted to forgo that
lengthy process that wasn't guaranteed to produce the financing that is needed.

US Bank proposes a fixed interest rate of 2.30% for 10 months. An origination fee of $3,000 will
be due at closing and will be deducted from the proceeds of the TRAN. The Town will also be
responsible for the closing costs of having the legal documents drawn up and reviewed by bond
ceunsel. When the Town last did a TRAN financing with US Bank in 2009/10, the cost of these
fees were $5,000. As many of these documents can simply be modified, it is not anticipated that

these fees will increase.
FINANCIAL IMPACT:

These terms result in an interest expense of $57,500 and fees of approximately $8,000.

The cost of the issuance will be partially offset by the interest earned by keeping the cash that
exceeds working capital needs invested. It is estimated that the Town will earn roughly $4,000
on these proceeds. Further, if the Town deems it appropriate, the note can be prepaid without
penalty thereby also reducing the interest expense. For example, if the Town repaid the TRAN
in nine months instead of 10 months, the Town will save $5,750 in interest expense.

The Town budgeted $33,750 in interest expense for a TRAN assuming an issuance of
$1,500,000 for nine months at 3%. Again, careful cash flow analysis by staff reveals that in
order for the Town to meet its cash flow requirements timely and provide adequate cash flow in
case of emergency during 2011/12 issuance is recommended at the $3,000,000 level.



TOWN OF PARADISE

RESOLUTION NO.

RESOLUTION AUTHORIZING AND APPROVING THE BORROWING
OF FUNDS FOR FISCAL YEAR 2011-2012, THE ISSUANCE AND SALE
OF A 2011-2012 TAX AND REVENUE ANTICIPATION NOTE
THEREFORE, AND APPROVING CERTAIN OTHER ACTIONS

RELATED THERETO

WHEREAS, local agencies are authorized by Section 53850 to 53858, both
inclusive, of the Government Code of the State of California (the “Act”) (being Article 7.6,
Chapter 4, Part 1, Division 2, Title 5 of the Government Code) to borrow money by the issuance
of temporary Notes;

WHEREAS, this Town Council (the “Town Council”) of the Town of Paradise
(the “Town”) has determined that a sum not to exceed three million dollars ($3,000,000) (the
“Principal Amount”), is needed for the requirements of the Town, including but not limited to
current expenses, capital expenditures, investment and reinvestment and the discharge of
obligations or indebtedness of the Town, and that it is necessary that said Principal Amount be
borrowed for such purposes at this time by the issuance of a Note (defined herein) therefor in
anticipation of the receipt of taxes, income, revenue, cash receipts or other moneys to be received
by the Town for the general fund of the Town;

WHEREAS, the Note shall be a general obligation of the Town, and to the extent
not paid from taxes, income, revenue, cash receipts or other moneys pledged to the repayment
thereof, shall be paid with interest thereon from any other moneys of the Town lawfully available
therefor, as required by Section 53857 of the Act;

WHEREAS, the Note shall not be issued in an amount greater than the maximum
anticipated cumulative cash flow deficit to be financed by the anticipated tax or other revenue
sources for the period for which such taxes or other revenues are being anticipated and during
which the Note is outstanding, all as provided in Section 1.103-14(c) of the Income Tax

Regulations;

WHEREAS, it appears, and this Town Council hereby finds and determines, that
the Principal Amount, when added to the interest payable thereon, shall not exceed eighty-five
percent (85%) of the estimated amount of the uncollected taxes, income, revenue, cash receipts
or other moneys of the Town, and available to pay principal and interest on the Note;

WHEREAS, no money has heretofore been borrowed during fiscal year 2011-12
(“Fiscal Year 2011-12”) by or on behalf of the Town through the issuance of tax and revenue
anticipation note or temporary notes in anticipation of the receipt of such uncollected taxes,
income, revenue, cash receipts and other moneys;
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WHEREAS, pursuant to Section 53856 of the Act, certain moneys of the Town
can be pledged for the payment of the principal of the Note and the interest thereon (as

hereinafter provided);

WHEREAS, this Town Council desired to approve the form of a purchase
contract for the Note (the “Contract of Purchase”), in substantially the form presented hereto,
with the final form thereof determined upon execution by an Authorized Officer (as defined

herein);

WHEREAS, the Note shall be offered for sale to U.S. Bank National Association
(the “Purchaser™) pursuant to the terms and provisions of this Resolution and the Contract of

Purchase; and

WHEREAS, pursuant to Section 265(b)(3) of the Internal Revenue Code of
1986, as amended (the “Code”), under certain circumstances, certain obligations the interest on
which is exempt from federal income tax under Section 103 of the Code may be designated by
the issuer thereof as “qualified tax-exempt obligations,” thereby allowing certain financial
institutions that are holders of such qualified tax-exempt obligations to deduct for federal income
tax purposes a portion of such institution’s interest expense that is allocable to such qualified
tax-exempt obligations, all as determined in accordance with Sections 265 and 291 of the Code;

and

WHEREAS, this Town Council wishes to designate the Notes as “qualified tax-
exempt obligations” within the meaning of Section 265(b)(3) of the Code; and

WHEREAS, it is necessary to engage the services of certain professionals to
assist the Town 1in its sale of the Note;

NOW, THEREFORE, BE IT RESOLVED BY THE TOWN COUNCIL OF
THE TOWN OF PARADISE AS FOLLOWS:

Section 1. Recitals. All the recitals in this Resolution above are true and
correct and this Town Council so finds, determines and represents.

Section 2. Authorization of Issuance of Note; Terms Thereof. As required
by law, the Town hereby determines to and shall issue, in an amount not-to-exceed a Principal
Amount of $3,000,000, a note or notes under Sections 53850 et seq. of the Act, designated
“Town of Paradise (Butte County, California) 2011-12 Tax and Revenue Anticipation Note”
(collectively, the “Note™); to be in denominations of denominations of One Hundred Thousand
Dollars ($100,000) principal amount or any integral multiple of Five Thousand Dollars ($5,000)
in excess thereof, to be dated the date of delivery thereof; to mature (with option of prior
redemption as provided herein) no later than thirteen months after the date of issuance (based on -
a 30-day month/360-day year basis); and to bear interest, payable at maturity and computed on a
30-day month/360-day year basis, at the rate or rates set forth in the Contract of Purchase, but
not in excess of that permitted by law. Both the principal of and interest on the Note shall be
payable, only upon surrender thereof, in lawful money of the United States of America at the
principal office of the Purchaser. The Note shall be subject to redemption prior to maturity, at

2
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the option of the Town, from any source of available funds, in whole or in part, at a redemption
price equal to the principal amount or portion thereof called for redemption, together with
interest accrued to the date fixed for redemption, without premium. The Town shall be required
to provide the Purchaser 30-day written notice of any such redemption.

Section 3. Form of Note; Sale of Note. The Note shall be issued in the form
of and represented by one physical Note in the full principal amount thereof, without coupons,
and shall be substantially in the form and substance set forth in Exhibit A attached hereto and by
reference incorporated herein, the blanks in said form to be filled in with appropriate words and
figures. The Note shall be sold to U.S. Bank National Association, as the initial purchaser
thereof (the “Purchaser”). Unless otherwise set forth in the Contract of Purchase, ownership of
the Note may not thereafter be transferred by the Purchaser for any reason. There shall be
simultaneously delivered with the Note the legal opinion of Stradling Yocca Carlson & Rauth, a
Professional Corporation respecting the validity of said Note and, immediately following such
legal opinion, a certificate executed with the facsimile signature of the Mayor of the Town (the
“Mayor™), said certificate to be in substantially the following form:

I HEREBY CERTIFY that the following is a true and correct copy of the legal
opinion regarding the Note therein described that was manually signed by
Stradling Yocca Carlson & Rauth, a Professional Corporation, and was dated as
of the date of delivery of and payment for said Note.
[Facsimile Sienature]
Mayor, Town of Paradise

Section 4. Deposit _of Note Proceeds; No Arbitrage. The moneys so
borrowed shall be deposited with the Town into a segregated account within the General Fund of
the Town and shall be pledged to the payment of the Note to the extent sufficient Pledged
Revenues and other legally available Unrestricted Revenues are not deposited into the
Repayment Fund (as such terms defined below). The Town hereby covenants that it will make
no use of the proceeds of the Note that would cause the Note to be “arbitrage bonds” under
Section 148 of the Internal Revenue Code of 1986, as amended (the “Code™); and, to that end, so
long as the Note is outstanding, the Town, and all of its officers having custody or control of
such proceeds, shall comply with all requirements of said section, including restrictions on the
use and investment of proceeds of the Note and the rebate of a portion of investment earnings on
certain amounts, including proceeds of the Note, if required, to the Federal government, and of
the Income Tax Regulations of the United States Treasury promulgated thereunder or under any
predecessor provisions, to the extent that such regulations are, at the time, applicable and in
effect, so that the Note will not be “arbitrage bonds.”
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Section 5. Payment of Note.

(A)  Source of Payment. The principal amount of the Note, together with the
interest thereon, shall be payable from taxes, income, revenue (including, but not limited to,
revenue from State and federal governments), cash receipts and other moneys (including moneys
deposited in inactive or term deposits but excepting therefrom moneys encumbered for a special
purpose) which are which are intended as receipts for the general fund of the Town and which
are generally available for the payment of current expenses and other obligations of the Town
(collectively, the “Unrestricted Revenues”). To the extent the Note matures during the fiscal
year succeeding Fiscal Year 2011-12, the Notes shall be payable only from Unrestricted
Revenues which are received in or accrued to Fiscal Year 2011-12

The Note shall be a general obligation of the Town, and to the extent the Note is
not paid from the Unrestricted Revenues pledged to the repayment therefore pursuant to Seciton
5(B) hereof, the Note shall be paid with interest thereon from any other moneys of the Town
lawfully available therefor, as provided in this Resolution and by law..

(B)  Pledged Revenues. Except as otherwise provided in the Note or in the
Contract of Purchase, as security for the payment of the principal of and interest on the Note, the
Town pledges an amount equal to fifty percent (50%) of the principal amount of the Note from
the Unrestricted Revenues by the Town received in the month ending January 31, 2012; plus an
amount equal to fifty percent (50%) of the principal amount of the Note from the Unrestricted
Revenues received by the Town in the month ending April 30, 2012; plus an amount sufficient to
pay interest on the Note through maturity and any deficiencies in amounts required to be
deposited during any prior month, from Unrestricted Revenues received by the Town in the
month ending April 30, 2012 (such pledged amounts being hereinafter called the “Pledged

Revenues™).

The principal of the Note and the interest thereon shall be a first lien and charge
against and shall be payable from the first moneys received by the Town from such Pledged
Revenues as provided by law.

In the event that there are insufficient Unrestricted Revenues received by the
Town to permit the deposit into the Repayment Fund, as hereinafter defined, of the full amount
of Pledged Revenues to be deposited from such Unrestricted Revenues in any month, then the
amount of such deficiency shall be satisfied and made up from any other moneys of the Town
lawfully available for the repayment of the Note and the interest thereon.

_ (C) Covenant Regarding Additional Short Term Borrowing. The Town
covenants and warrants that it will not request the Butte County Treasurer-Tax Collector to make
temporary transfers of funds in the custody thereof to meet any obligations of the Town during
Fiscal Year 2011-12 pursuant to the authority of Article XVI, Section 6 of the Constitution of the
State of California or any other legal authority.

(D) Deposit of Pledged Revenues in Repayment Fund. The Pledged
Revenues shall be held by the Town in a special fund hereby authorized to be created within the
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General Fund of the Town and designated as the “Town of Paradise 2011-12 Tax and Revenue
Anticipation Note Repayment Fund” (herein called the “Repayment Fund”) and applied as
directed in this Resolution. The Town shall invest money in the Repayment Fund as provided in
Section 5(E) hereof. Any moneys accounted for in the Repayment Fund shall be for the benefit
of the holder of the Note, and until the Note and all interest thereon are paid or until provision
has been made for the payment of the Note at maturity with interest to maturity, the moneys in
the Repayment Fund shall be applied only for the purposes for which the Repayment Fund is

created.

(E)  Disbursement and Investment of Moneys in Repayment Fund. From
the date this Resolution takes effect, all Pledged Revenues shall, when received, be deposited in
and accounted for in the Repayment Fund. After such date as the amount of Pledged Revenues
deposited for in the Repayment Fund shall be sufficient to pay in full the principal of and interest
on the Note, when due, any moneys in excess of such amount remaining in or accruing to the
Repayment Fund shall be transferred to the General Fund of the Town. On the maturity date of
the Note, the moneys in the Repayment Fund shall be used to pay the principal of and interest on
the Note and any excess remaining in the Repayment Fund after payment of Note shall be

transferred to the Town.

Moneys in the Repayment Fund shall be invested in investment securities or other
investments permitted by applicable California law, as it is now in effect and as it may be
amended, modified or supplemented from time to time, including investments authorized by
Section 9 hereof, provided that no such investment shall have a maturity date later than the

Maturity Date of the Note.

Section 6. Execution of Note. The Mayor, or a designated deputy thereof, is
hereby authorized to sign the Note manually or by facsimile signature, and the Town Manager
(the “Town Manager”) is hereby authorized to countersign the Note manually or by facsimile
signature, provided that at least one of the foregoing shall sign manually, and said officers are
hereby authorized to cause the blank spaces thereof to be filled in as may be appropriate.

_ Section 7. Approval of Contract of Purchase. The form of Contract of
Purchase for the Note, by and between the Town and the Purchaser, substantially in the form on
file with the Clerk or Secretary of the Town Council, is hereby approved. The Mayor, Town
Manager, or a designated deputy thereof (the “Authorized Officers™), each alone, are each hereby
requested to acknowledge such Contract of Purchase with such changes therein, deletions
therefrom and modifications thereto as such Authorized Officer may approve, such approval to
be conclusively evidenced by his or her execution and delivery thereof; provided, however, that
the maximum interest rate on the Note shall not exceed that authorized by law. The Authorized
Officers, each alone, are hereby further authorized to determine the maximum Principal Amount
of Note to be specified in the Contract of Purchase, up to $3,000,000, and to enter into and
execute the Contract of Purchase with the Purchaser, if the conditions set forth in this Resolution

are satisfied.

Section 8. Delivery of Note. The proper officers of the Town are hereby
authorized and directed to deliver the Note to the Purchaser in accordance with the Contract of
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Purchase. All actions heretofore taken by the officers and agents of the Town with respect to the
sale and issuance of the Note are hereby approved, confirmed and ratified, and the officers of the
Town Council are hereby authorized and directed, for and in the name and on behalf of the Town
Council, to do any and all things and take any and all actions and execute and deliver any and all
certificates, agreements and other documents, which they, or any of them, may deem necessary
or advisable in order to consummate the lawful issuance and delivery of the Note in accordance

with this Resolution.

Section 9. Authorization to Invest Proceeds. Pursuant to Section 53601(1)
of the Government Code of the State of California, the following are hereby designated as
authorized investments for the proceeds of the Note and for the moneys in the Repayment Fund:
(i) a guaranteed investment contract with (a) a financial institution or insurance company which
has or its guarantor has at the date of execution thereof one or more outstanding issues of
unsecured, uninsured and unguaranteed debt obligations or a claims paying ability rated not
lower than the second highest rating category (without regard to subcategories) by Moody’s
Investors Service and by Standard & Poor’s Rating Service, (ii) the Local Agency Investment
Fund administered by the State of California, and (iii) the Butte County Investment Pool.

Section 10.  Other Actions. (A) Officers of the Town Council and Town
officials and staff are hereby authorized and directed, jointly and severally, to do any and all
things and to execute and deliver any and all documents which they may deem necessary or
advisable in order to proceed with the issuance of the Note and otherwise carry out, give effect to
and comply with the terms and intent of this Resolution. Such actions heretofore taken by such
officers, officials and staff are hereby ratified, confirmed and approved.

(B)  Notwithstanding any other provision herein, the provisions of this
Resolution as they relate to the terms of the Note may be amended by the Contract of Purchase.

(C)  The Town Council hereby appoints Stradling Yocca Carlson & Rauth. a
Professional Corporation, San Francisco, California, as Bond Counsel to the Town with respect
to the issuance of the Note.

Section 11.  Designation as Qualified Tax-Exempt Obligation. Based on the
following representations of the Town, the Notes are hereby designated as “qualified tax-exempt
obligations” within the meaning of Section 265(b)(3) of the Code: (i) the Notes are not private
activity bonds within the meaning of Section 141 of the Code; (ii) the Town, together with all of
its subordinate entities, has not issued obligations (other than those obligations described in
clause (iv) below) in calendar year 2011 the interest on which is excluded from gross income for
federal income tax purposes under Section 103 of the Code; (i11) the Town reasonably anticipates
that it, together with its subordinate entities, will issue during the remainder of calendar year
2011 obligations (other than those obligations described in clause (iv) below) the interest on
which is excluded from gross income for federal income tax purposes under to Section 103 of the
Code which, when aggregated with all obligations described in clause (ii) above, will not exceed
an aggregate principal amount of $10,000,000; (iv) and notwithstanding clauses (i1) and (iii)
above, the Town and its subordinate entities may have issued in calendar year 2011 and may
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continue to issue during the remainder of calendar year 2011 private activity bonds other than
qualified 501(c)(3) bonds as defined in Section 145 of the Code.

Section 12.  Action __ Regarding  Qualified Tax-Exempt Obligation.
Appropriate officials of the Town are hereby authorized and directed to take such other actions
as may be necessary to designate the Notes as “qualified tax-exempt obligations,” including, it
either deemed necessary or appropriate, placing a legend to such effect on the form of Notes in
such form as either deemed necessary or appropriate.

PASSED AND ADOPTED by the Town Council of the Town of Paradise this 6th day of
September. 2011 by the following vote:

AYES:
NOES:
ABSENT:

NOT VOTING:

Alan White, Mayor

ATTEST:

BY:

Joanna Gutierrez, CMC, Town Clerk

APPROVED AS TO LEGAL FORM:

BY:

Dwight L. Moore, Town Attorney
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EXHIBIT A

THIS NOTE HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933.
THIS NOTE IS SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND MAY
ONLY BE TRANSFERRED IN ACCORDANCE WITH THE PROVISIONS OF THE
AUTHORIZING RESOLUTION AND THE PURCHASE CONTRACT, AS DEFINED
HEREIN, TO PERSONS WITH THE EXPERIENCE AND FINANCIAL EXPERTISE TO
UNDERSTAND AND EVALUATE THE HIGH DEGREE OF RISK INHERENT IN THIS

INVESTMENT.

No. 1 $3,000,000

TOWN OF PARADISE
(BUTTE COUNTY, CALIFORNIA)
2011-2012 TAX AND REVENUE ANTICIPATION NOTE
(Bank Qualified)

Rate of Interest: Note Date: Maturity Date:
2.30% September 7, 2011 June 30, 2012
OWNER: U.S. BANK NATIONAL ASSOCIATION

PRINCIPAL AMOUNT: THREE MILLION DOLLARS

FOR VALUE RECEIVED, the Town of Paradise (the “Town”), Butte County.
California, acknowledges itself indebted to and promises to pay the Owner identified above, or
registered assigns, at the principal office thereof, the Principal Amount specified above, in lawful
money of the United States of America, on the Maturity Date specified above, together with
interest thereon at the Rate of Interest per annum set forth above (computed on the basis of a
360-day year of twelve 30-day months) in like lawful money from the Note Date specified above
until payment in full of said principal sum. Both the principal of and interest on this Note shall
be payable only upon surrender of this Note as the same shall fall due; provided, however, no
interest shall be payable for any period after maturity during which the holder hereof fails to
properly present this Note for payment.

This Note shall be subject to redemption at any time prior to the Maturity Date, at the
option of the Town, from any source of available funds, in whole or in part, at a redemption price
equal to the Principal Amount or portion thereof of the Note called for redemption, together with
interest accrued to the date fixed for redemption, without premium.

[t is hereby certified, recited and declared that this Note is one of an authorized issue of
Note in the aggregate principal amount of Three Million Dollars ($3,000,000), all of like date.
tenor and effect, made, executed and given pursuant to and by authority of a resolution of the
Town Council of the Town of Paradise, duly passed and adopted on September 6, 2011, and
under and by authority of Article 7.6 (commencing with Section 53850) of Chapter 4, Part 1,
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Division 2, Title 5, California Government Code, and that all acts, conditions and things required
to exist, happen and be performed precedent to and in the issuance of this Note have existed,
happened and been performed in regular and due time, form and manner as required by law, and
that this Note, together with all other indebtedness and obligations of the Town, does not exceed
any limit prescribed by the Constitution or statutes of the State of California.

This Note has been designated a “qualified tax-exempt obligation” within the meaning of
Section 265(b)(3) of the Internal Revenue Code of 1986, as amended, by resolution of the Town.

The principal amount of the Note, together with the interest thereon, shall be payable
from taxes, income, revenue (including, but not limited to, revenue from State and federal
governments), cash receipts and other moneys (including moneys deposited in inactive or term
deposits but excepting therefrom moneys encumbered for a special purpose), which are intended
as receipts for the general fund of the Town and generally available for the payment of current
expenses and other obligations of the Town (collectively, the “Unrestricted Revenues™). As
security for the payment of the principal of and interest on the Note the Town has pledged an
amount equal to fifty percent (50%) of the principal amount of the Note from the first
Unrestricted Revenues received by the Town in the month ending January 31, 2012; plus an
amount equal to fifty percent (50%) of the principal amount of the Note from the first
Unrestricted Revenues received by the Town in the month ending April 30, 2012; plus an
amount sufficient to pay interest on the Note through maturity and any deficiencies in amounts
required to be deposited during any prior month, from the first Unrestricted Revenues received
by the Town in the month ending April 30, 2012 (such pledged amounts being hereinafter
collectively referred to as the “Pledged Revenues”). The principal of the Note and the interest
thereon shall constitute a first lien and charge thereon and shall be payable from the Pledged
Revenues, and to the extent not so paid shall be paid from any other moneys of the Town
lawfully available therefor.

This Note shall not be transferable by the Owner hereof except upon surrender at the date
of maturity or redemption thereof, and cancellation of this Note upon payment therefor. The
Owner hereof shall be treated as the absolute owner hereof for the purpose of receiving payment
of or on account of principal hereof and interest due hereon and for all other purposes, and the
Town shall not be affected by any notice to the contrary.

Unless this certificate is presented to the issuer for payment thereof, ANY TRANSFER,
PLEDGE OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY
PERSON IS WRONGFUL.
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IN WITNESS WHEREOF, the Town has caused this 2011-12 TAX AND REVENUE
ANTICIPATION NOTE to be executed by the Mayor of the Town of Paradise, and
countersigned by the Town Manager this 7th day of September, 2011.

TOWN OF PARADISE
By: [no signature; form only]
Mayor
Countersigned
By: [no signature: form only]
Town Manager
LEGAL OPINION

[ HEREBY CERTIFY that the following is a true and correct copy of the legal opinion
upon the Note therein described that was manually signed by Stradling Yocca Carlson & Rauth,
a Professional Corporation, and was dated as of the date of delivery of and payment for said

Note.

[no signature; form only]
Mayor, Town of Paradise
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