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COMPREHENSIVE AGREEMENT NO. 1

CITY OF PRESCOTT, TOWN OF PRESCOTT VALLEY,
SALT RIVER VALLEY WATER USERS’ ASSOCIATION, AND
SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT

This Comprehensive Agreement No. 1 is entered into among the City of Prescott, the
Town of Prescott Valley, and the Salt River Valley Water Users’ Association and Salt
River Project Agricultural Improvement and Power District. Capitalized terms used
herein are defined in Section 2 below.

RECITALS
A. Effectiveness. This Agreement shall become effective upon the Execution Date.
B. Background. The Parties entered into an Agreement in Principle on or about

February 11, 2010, as a first step toward resolution of longstanding differences with
respect to water rights in the Big Chino. The AIP sets forth, among other things,
conceptual understandings among the Parties regarding the withdrawal and transportation
of water from the Big Chino for use in the Prescott AMA pursuant to the rights granted in
AR.S. § 45-555. It anticipates additional, more detailed and comprehensive agreements
among the Parties implementing the conceptual understandings reached in the AIP. This
Agreement is one such agreement.

C. Purpose. The purpose of this Agreement is to implement the conceptual
understandings reached by the Parties in Subsection 2A(3) of the AIP pertaining to the
monitoring of water in the Big Chino and surface flows in the Verde River and modeling
any impacts of withdrawals of water from the Big Chino on the current and future
surface flows of the Verde River and to implement, in part, the conceptual
understandings reached by the Parties in Section 2C(2) of the AIP. With regard to
Section 2C(2) of the AIP, this Agreement pertains to the recognition and confirmation of
certain of the Parties’ rights to Water Arising From Within The Prescott AMA and a
mutual agreement by all Parties not to challenge those rights. The Parties anticipate that
they will enter into subsequent agreements regarding the confirmation of each other’s
rights to water other than Waters Arising From Within The Prescott AMA.

D. Authorization. Mayor Marlin D. Kuykendall is authorized to execute this
Agreement on behalf of Prescott under City Charter Article VIII Section 1. Mayor
Harvey Skoog is authorized to execute this Agreement on behalf of Prescott Valley under
Town Code § 2-02-040(E). President David Rousseau is authorized to execute this
Agreement on behalf of the District and the Association by resolutions of their respective
governing bodies.
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NOW, THEREFORE, in consideration of the mutual promises, covenants, and
agreements hereinafter set forth, and for other good and valuable consideration (the
receipt and sufficiency of which are hereby acknowledged), the Parties agree as follows:

MUTUAL AGREEMENTS AND RESPONSIBILITIES OF THE PARTIES

1. Incorporation by Reference. Paragraphs A through D above and all exhibits
attached hereto are incorporated herein by this reference.

2. Definitions.

2.1  “Adjudication” shall mean I re the General Adjudication of All Rights to
Use Water in the Gila River System and Source, Maricopa County Superior Court Cause
Nos. W-1 through W-4 consolidated.

2.2 “Adjudication Court” shall mean the Maricopa County Superior Court,
and any appellate court or successor court (including federal courts) with jurisdiction
over the adjudication of rights to the Verde River system and source.

23 “ADWR” shall mean the Arizona Department of Water Resources, an
agency of the State of Arizona.

24 “Agreement” or “this Agreement” shall mean this Comprehensive
Agreement No. 1 among the Parties, including all exhibits attached hereto.

2.5  “Agreement in Principle” or “AIP” shall mean “An Agreement in
Principle Among the City of Prescott, the Town of Prescott Valley, and the Salt River
Valley Water Users’ Association and the Salt River Project Agricultural Improvement
and Power District” executed by the Parties on or about February 11, 2010, a true and
correct copy of which is attached hereto as Exhibit 1.

2.6 “Association” shall mean the Salt River Valley Water Users’ Association,
an Arizona territorial corporation.

2.7 “Big Chino” shall mean the Big Chino Sub-basin of the Verde River
Groundwater Basin, as depicted on Exhibit 2.

2.8 “Big Chino Model” shall mean a groundwater flow model for the Big
Chino, the framework for which is set forth in the document entitled, “Proposal to Test
Conceptual Models using Numerical Models and to Develop an Improved Hydrogeologic
Framework and Numerical Model of the Big Chino Sub-basin, Central Arizona, July 7,
2010,” a true and correct copy of which is attached hereto as Exhibit 3.

2.9  “Big Chino Modeling Fund” shall mean that fund created by the Parties
and administered by the Modeling Committee pursuant to Section 7 hereof.
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2.10  “Big Chino Monitoring Fund” shall mean that fund created by the Parties
and administered by the Monitoring Committee pursuant to Section 6 hereof.

2.11 “Big Chino Monitoring Plan” shall mean that plan for monitoring
underground water and surface water at specific locations to generate data to be applied
to the Big Chino Model and/or otherwise used for the purpose of predicting potential
impacts on the flows of the Upper Verde River, the framework for which is set forth in a
draft report entitled “Big Chino Sub-Basin Data Collection and Monitoring Plan, Yavapai
County, January 25, 2011 prepared for Mayors of the City of Prescott, Town of Prescott
Valley, and Town of Chino Valley; Salt River Project;,” a true and correct copy of which
is attached as Exhibit 4.

2.12 “Big Chino Water Ranch” or “BCWR” shall mean that property in the Big
Chino owned by Prescott from which the Communities intend to withdraw and transport
underground water, as depicted on Exhibit 2.

2.13  “Communities” shall mean Prescott and Prescott Valley.

2.14  “District” shall mean the Salt River Project Agricultural Improvement and
Power District, an Arizona agricultural improvement district formed pursuant to Title 48

of the Arizona Revised Statutes.

2.15  “Effluent” shall have the meaning set forth in A.R.S. § 45-101, as
amended.

2.16  “Execution Date” shall mean the date upon which this Agreement is fully
approved and signed by all Parties.

2.17 “Modeling Committee” shall mean that committee composed of
representatives of each Party and acting pursuant to Section 7.

2.18 “Monitoring Committee” shall mean that committee composed of
representatives of each Party and acting pursuant to Section 6.

2.19  “Monitoring Point” shall mean each location established by the
Monitoring Committee pursuant to Section 6.

2.20  “Party” or “Parties” shall mean Prescott, Prescott Valley, and SRP.
221  “Prescott” shall mean the City of Prescott, Arizona.

222  “Prescott AMA” shall mean the Prescott Active Management Area, as
depicted on Exhibit 2 and as recognized by ADWR on the Execution Date.

223  “Prescott Valley” shall mean the Town of Prescott Valley, Arizona.
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2.24  “Service Area” shall have the meaning set forth in AR.S. § 45-402, as
amended.

2.25 “SRP” or “Salt River Project” shall collectively mean the District and the
Association.

226 “USGS” shall mean the United States Geological Survey, an agency of the
United States Government.

2.27 “Water Arising From Within The Prescott AMA” shall mean those waters
that are found within, or naturally flow into or through the Prescott AMA, either above or
below ground (including Effluent), and shall include waters within the Prescott AMA that
are consumptively used within the Prescott AMA or waters that discharge from the
Prescott AMA to other watersheds or groundwater basins, but shall not include waters
that are not naturally found within or through the Prescott AMA.

3. Term. Except to the extent provided in Section 5, this Agreement shall continue
in force for a period of twenty-five (25) years, and shall thereafter be automatically
renewed for additional periods of twenty-five (25) years, unless and until terminated as
follows:

3.1 This Agreement may be terminated at any time upon mutual written
consent of all Parties. In preparing their written consent, the Parties also shall agree upon
procedures for payment of any outstanding expenses and liabilities of the Big Chino
Monitoring Fund, the Big Chino Modeling Fund, and distribution of any remaining
balance in such funds.

3.2 This Agreement may be terminated by the Communities if SRP is in
breach of a material provision of this Agreement or by SRP if one or both of the
Communities are in breach of a material provision of this Agreement, as specified in
Section 3.3.

3.3 A Party may terminate this Agreement pursuant to Section 3.2 only if the
breach has not been (a) cured within forty-five (45) days after receipt of written notice
reasonably detailing the breach or (b) waived in writing by the non-breaching Party(ies).
Notwithstanding the foregoing, the non-breaching Party(ies) may not terminate this
Agreement if the material breach is curable but cannot be cured within the forty-five (45)
day period set forth above for reasons beyond the control of the breaching Party(ies), the
breaching Party(ies) is/are diligently pursuing reasonable efforts to cure such breach, and
extending the time for the Party(ies) to cure the breach does not materially harm any
Party to this Agreement; provided, however, that the maximum cure period shall not
exceed ninety (90) days from the date of receipt of written notice of the breach.

3.4  If the Communities’ legal authority to withdraw water from the Big Chino
has been repealed by the State of Arizona, or the Communities are otherwise rendered
unable to withdraw and transport water from the Big Chino due to the acts of any other
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governmental entity with jurisdiction or other legal inability of the Communities to
withdraw water from the Big Chino or the Communities elect to not construct the
infrastructure necessary to withdraw and transport water from the Big Chino, the
Communities may terminate this Agreement at any time prior to construction of said
infrastructure; provided, however, that in such event, any future construction of such a
project by Prescott or Prescott Valley shall require as a precondition the readdressing of
the mutual objectives and understandings set forth in the AIP. Such acts that would
render the Communities unable to withdraw water from the Big Chino may include the
United States Fish and Wildlife Service or other federal or state agency adopting or
requiring the adoption of a habitat conservation plan or other species or habitat protection
program that materially impacts the Communities’ ability to withdraw water from the Big
Chino for importation to and use within the Prescott AMA.

3.5 In the event that either the voters of Prescott and/or Prescott Valley,
pursuant to Prescott’s Proposition 401 (adopted in November 2009) or any similar
measure, elect to not authorize a project to withdraw and transport water from the Big
Chino, or the Communities otherwise elect to not construct the infrastructure necessary to
withdraw and transport water from the Big Chino or otherwise elect not to pursue the
project, the Communities may terminate this Agreement at any time prior to construction
of said infrastructure; provided, however, that in such event any future construction of
such a project by Prescott or Prescott Valley shall require as a precondition the
readdressing of the mutual objectives and understandings set forth in the AIP. Nothing in
this Section 3 is intended to modify, amend or alter any prior intergovernmental
agreements between Prescott and Prescott Valley.

3.6 If, after the infrastructure necessary to withdraw and transport water from
the Big Chino has been constructed, the Communities’ legal ability to withdraw water
from the Big Chino has been permanently enjoined for any reason, the Communities may
terminate this Agreement under the following conditions:

3.6.1 If the Communities have not yet physically withdrawn or
transported any water from the Big Chino, the Communities may terminate this
Agreement under the terms set forth in Section 3.4; or

3.6.2 If one or both Communities have physically withdrawn or
transported any water from the Big Chino, one or both Communities may terminate this
Agreement only if they both agree, in writing, to continue to perform all of their
obligations imposed by Sections 6 and 7 after the date of termination for the same
number of years that have elapsed since such withdrawal and transportation was
commenced and provided that any future resumption of operation of the project by
Prescott or Prescott Valley would require as a precondition the readdressing of the mutual
objectives and understandings set forth in the AIP.

3.7 Upon termination of this Agreement pursuant to this Section 3, each Party,
shall, within ninety (90) days after the terminating Party provides notice of such
termination to the other Parties, bring current its financial obligations to the Big Chino
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Monitoring Fund as specified herein by Subsection 6.5 and the Big Chino Modeling Fund
as specified herein by Subsection 7.5, through the effective date of termination. Upon
payment of all expenses and liabilities of the Big Chino Monitoring Fund and the Big
Chino Modeling Fund outstanding as of the effective date of termination, any remaining
balance in each fund shall be refunded to the Parties on a pro rata basis.

3.8 In the event of termination of this Agreement, each Party who has met its
payment and performance obligations as set forth herein shall have equal access to and
full use of the data and reports generated from implementation of the Big Chino
Monitoring Plan and the Big Chino Model as those data and reports existed on the
effective date of termination.

4. Meet and Confer to Address Future Events. In the event any governmental
entity with jurisdiction which is not a Party adopts new requirements that might affect the
Communities’ ability to withdraw water from the Big Chino and transport it to the
Prescott AMA not otherwise addressed by the provisions herein, the Parties shall enter
into good-faith discussions and/or negotiations to address the effect(s) of such events on
the continuation of this Agreement.

5. Survival of Certain Provisions.

5.1  Each of the following provisions of this Agreement shall survive the
termination of this Agreement: Section 3, Section 9, Section 10, and Section 11.

5.2 If this Agreement is terminated pursuant to Section 3, unless otherwise
provided in Section 3, each Party’s obligations to make payments for any costs incurred
pursuant to Sections 6 and 7 prior to the date of termination shall survive such
termination and remain a binding obligation of that Party, except to the extent that such
costs can be avoided or lessened by the Parties collectively.

6. Monitoring of Water Levels and Stream Flows.

6.1 The Parties shall fund, develop, and implement the Big Chino Monitoring
Plan, as set forth in this Section 6.

6.2  Within fifteen (15) days after the Execution Date, each Party shall
designate one person to represent its organization to work cooperatively with ADWR and
the USGS to oversee development and implementation of the Big Chino Monitoring
Plan. For Prescott and Prescott Valley, the committee member shall be designated by the
entity’s respective City/Town Manager. The respective managers shall periodically
update their governing bodies of pertinent events pertaining to the monitoring plan. Each
Party shall notify each other Party, in the manner provided in Section 12.9, of the name
of its designee. Those representatives shall comprise the Monitoring Committee. Any
Party may change its designee by giving notice to each other Party in the manner
provided in Section 12.9.
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6.3 The members of the Monitoring Committee shall authorize and designate
a chairperson at their first meeting. The chairperson shall serve a one-year term,
commencing on the Execution Date. The office of chair shall rotate each year on the
anniversary of the Execution Date among the Parties, with the chairperson being a
representative of Prescott in the first year, a representative of SRP in the second year, and
a representative of Prescott Valley in the third year. The office of chair shall thereafter
rotate each year in the same manner. The chairperson shall be responsible for initiating
and chairing all meetings and generally ensuring that the Parties’ efforts in developing
and implementing the Big Chino Monitoring Plan continue in an efficient manner.

6.4  The total costs of developing and implementing the Big Chino Data
Collection and Monitoring Plan, including eligible expenditures to date, as described and
set forth by Exhibit 5, are anticipated to exceed four million, three hundred thousand
dollars ($4.3 million). The Parties hereby agree to budget for and to appropriate said
costs in accordance with applicable laws and ordinances and the Parties’ respective
budgeting and fiscal processes and procedures.

6.5  Within sixty (60) days after the Execution Date, the Parties shall obtain
approval by formal resolution from their respective governing bodies to allocate the costs
of developing and implementing the Big Chino Monitoring Plan as follows: Prescott
36.066%; Prescott Valley 30.600%; SRP 33.333%.

6.5.1 Such allocation, once approved, shall apply to all capital and
ongoing operation and maintenance costs associated with the Big Chino Monitoring Plan.

6.5.2 Each Party shall make its initial contribution to the Big Chino
Monitoring Fund within ninety (90) days after the Execution Date and shall make
additional contributions at such subsequent times as determined by the Monitoring
Committee.

6.5.3 Subsequent to the initial contributions made pursuant to Section
6.5.2, the Parties shall contribute their respective shares of the estimated costs of
implementing the Big Chino Monitoring Plan and shall deposit those sums into the Big
Chino Monitoring Fund at such times as determined by the Monitoring Committee. Such
fund shall be administered by the Monitoring Committee, pursuant to the terms of this
Agreement.

6.5.4 The Parties’ initial contributions to the Big Chino Monitoring Fund
shall take into account eligible prior costs incurred by each Party recognized by Section
6.5.6, and such initial contributions shall be greater or lesser for each Party in order to
make the total amount spent to date by each Party equal to the Party’s respective
percentage obligation as set forth in this Section 6.5.

6.5.5 The Parties shall work cooperatively to seek funding from other
persons or entities that have an interest in the water resource information to be developed
from the Big Chino Monitoring Plan. To the extent that the Parties obtain such funding
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from other sources, those sums shall be deposited into the Big Chino Monitoring Fund
and the respective contributions of each Party shall be reduced proportionately.

6.5.6 Those monitoring costs listed in Exhibit 5 that have been incurred
by one or more Parties prior to the Execution Date shall be treated as eligible prior costs
and shall be credited against that Party’s cost allocation.

6.6  All costs incurred after the Execution Date and associated with the
activities described in this Section 6 shall be considered annual costs and shall be
allocated among the Parties pursuant to Section 6.5; provided, however, that any costs
incurred by a Party in having a consultant or other person represent it on the Monitoring
Committee shall be borne solely by that Party.

6.7  The Monitoring Committee shall establish no less than three (3)
Monitoring Points to monitor any impacts of pumping from the Big Chino on the Verde
River base flows. Each Monitoring Point shall be located between the BCWR wells and
the Verde River Springs, as those springs are shown on Exhibit 2.

6.8  To the extent that the Monitoring Committee determines that the Big
Chino Monitoring Plan requires expansion or enhancement to effectively monitor the
effects of water withdrawals from the Big Chino, the Parties shall work cooperatively
with ADWR and the USGS to fund the expansion and enhancement of the Big Chino
Monitoring Plan and determine the nature and location of any necessary additional
Monitoring Points.

6.9 At least once each calendar year, the Monitoring Committee shall provide
each Party data and any other information collected under the Big Chino Monitoring Plan
to update the Big Chino Model with new pumping estimates and any other relevant data
and information used in the Big Chino Model.

6.10  The Monitoring Committee shall cause an annual written report containing
the monitoring data, summaries, and analysis to be prepared and distributed to the Parties,
ADWR, and the USGS by March 30 of each calendar year, with the initial report to be
issued for the first full calendar year.

6.11  Within one hundred and eighty (180) days after the Execution Date, the
Monitoring Committee shall develop and adopt a set of guidelines for the implementation
of the Big Chino Monitoring Plan and this Section 6. Those guidelines shall address
topics including, but not limited to, administration of the Big Chino Monitoring Fund and
hiring and payment of consultants and contractors. Once adopted, the Monitoring
Committee shall revise and amend those guidelines as necessary to ensure proper and
efficient implementation of the Big Chino Monitoring Plan.

6.12  All decisions and actions taken by the Monitoring Committee shall be by
unanimous consent. Any disagreements among the Parties regarding development or
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implementation of the Big Chino Monitoring Plan shall be resolved pursuant to Sections
10and 11.

6.13  The Monitoring Committee shall keep, or cause to be kept, good and
accurate books and records in sufficient detail to verify payments to and disbursements
from the Big Chino Monitoring Fund (“Monitoring Fund Books™). The Monitoring Fund
Books shall be made available for review, upon prior reasonable notice during regular
office hours, by any Party. The Monitoring Committee shall retain, or cause to be
retained, the Monitoring Fund Books for a period of three years after the date of each
payment or disbursement. Any Party may audit, upon prior reasonable notice, the
Monitoring Fund Books at its own expense (an “Audit”). If, as a result of an Audit, it is
determined that any Party has paid more than its respective share of the costs of
developing and implementing the Big Chino Monitoring Plan as set forth in Section 6.5,
the Monitoring Committee shall cause that Party to be reimbursed for its overpayment.
If, as a result of an Audit, it is determined that any Party has paid less than its respective
share of the costs of developing and implementing the Big Chino Monitoring Plan as set
forth in Section 6.5, the Monitoring Committee shall require that Party to make additional
contributions up to its respective share of the costs.

7. Modeling of Water Levels and Stream Flows.

7.1 The Parties shall fund, develop, and implement the Big Chino Model, as
set forth in this Section 7.

7.2 Within fifteen (15) days after the Execution Date, each Party shall
designate one person to represent its organization to work cooperatively with ADWR to
oversee development and implementation of the Big Chino Model. For Prescott and
Prescott Valley, the committee member shall be designated by the entity’s respective
City/Town Manager. Each Party shall notify each other Party, in the manner provided in
Section 12.9, of the name of its designee. Those representatives shall comprise the
Modeling Committee. Any Party may change its designee by giving notice to each other
Party in the manner provided in Section 12.9.

7.3 The members of the Modeling Committee shall designate a chairperson at
their first meeting. The chairperson shall serve a one-year term commencing on the
Execution Date. The office of chair shall rotate each year between the Parties on the
anniversary of the Execution Date, with the chairperson being a representative of SRP in
the first year, a representative of Prescott Valley in the second year, and a representative
of Prescott in the third year. The office of chair shall thereafter rotate each year in the
same manner. The chairperson shall be responsible for initiating and chairing all
meetings and generally ensuring that the Parties’ efforts in developing and implementing
the Big Chino Model continue in an efficient manner.

7.4  The total costs of developing and implementing the Big Chino Model, as
described and set forth in Exhibit 5, are anticipated to exceed one million, two hundred
thousand dollars ($1.2 million). The Parties herby agree to budget for and to appropriate
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said costs in accordance with applicable laws and ordinances and the Parties’ respective
budgeting and fiscal processes and procedures.

7.5 Within sixty (60) days after the Execution Date, the Parties shall obtain
approval by formal resolution from their respective governing bodies to allocate the costs
of developing and implementing the Big Chino Model as follows: Prescott 36.066%;
Prescott Valley 30.600%; SRP 33.333%.

7.5.1 Such allocation, once approved, shall apply to all capital and
ongoing operation and maintenance costs associated with the Big Chino Model.

7.5.2  Each Party shall make its initial contribution to the Big Chino
Modeling Fund within ninety (90) days after the Execution Date and shall make
additional contributions at such subsequent times as determined by the Modeling
Committee.

7.5.3 Subsequent to the initial contributions made pursuant to Section
7.5.2, the Parties shall contribute their respective shares of the estimated costs of
implementing the Big Chino Model and shall deposit those sums into the Big Chino
Modeling Fund at such times as determined by the Modeling Committee. Such fund
shall be administered by the Modeling Committee, pursuant to the terms of this
Agreement.

7.5.4 The Parties shall work cooperatively to seek funding from other
persons or entities that have an interest in the water resource information to be developed
from the Big Chino Model. To the extent that the Parties obtain such funding from other
sources, those sums shall be deposited into the Big Chino Modeling Fund and the
respective contributions of each Party shall be reduced proportionately.

7.6 All costs incurred after the Execution Date and associated with the
activities described in this Section 7 shall be considered annual costs and shall be
allocated among the Parties pursuant to Subsection 7.5; provided, however, that any costs
incurred by a Party in having a consultant or other person represent it on the Modeling
Committee shall be borne solely by that Party.

7.7 The Modeling Committee shall cause the Big Chino Model to be run no
less than every three (3) years. Upon completion of the model runs, the Modeling
Committee shall prepare and issue to the Parties and ADWR a written report containing
the monitoring data, summaries, analysis, and any recommendations for future
enhancements to the model.

7.8 At least once every three (3) years, the Modeling Committee shall cause
the assumptions in Big Chino Model to be reassessed and the model to be recalibrated,
incorporating any new or revised data obtained through implementation of the Big Chino
Monitoring Plan and from other sources.

10



B: 4911 P: 845 10/12/2012 ©01:23:15 PN AG
$51 .50 Page: 12 of 102  2012-0058080

I TR R L e Tk L

7.9  To the extent that the Modeling Committee determines that the Big Chino
Model requires expansion or enhancement to effectively model the effects of water
withdrawals from the Big Chino, the Parties shall work cooperatively with each other and
with ADWR to fund the expansion and enhancement of the Big Chino Model.

7.10  Within one hundred and eighty (180) days after the Execution Date, the
Modeling Committee shall develop and adopt a set of guidelines for the implementation
of the Big Chino Model and this Section 7. Those guidelines shall address topics such as,
for example, administration of the Big Chino Modeling Fund and hiring and payment of
consultants and contractors. Once adopted, the Modeling Committee shall revise and
amend those guidelines as necessary to ensure proper and efficient implementation of the
Big Chino Model.

7.11  All decisions and actions taken by the Modeling Committee shall be by
unanimous consent. Any disagreements among the Parties regarding development or
implementation of the Big Chino Model shall be resolved pursuant to Sections 10 and 11.

7.12 The Modeling Committee shall keep, or cause to be kept, good and
accurate books and records in sufficient detail to verify payments to and disbursements
from the Big Chino Modeling Fund (“Modeling Fund Books”). The Modeling Fund
Books shall be made available for review, upon prior reasonable notice during regular
office hours, by any Party. The Modeling Committee shall retain, or cause to be retained,
the Modeling Fund Books for a period of three years after the date of each payment or
disbursement. Any Party may audit, upon prior reasonable notice, the Modeling Fund
Books at its own expense (an “Audit”). If, as a result of an Audit, it is determined that
any Party has paid more than its respective share of the costs of developing and
implementing the Big Chino Modeling Plan as set forth in Section 7.5, the Modeling
Committee shall cause that Party to be reimbursed for its overpayment. If, as a result of
an Audit, it is determined that any Party has paid less than its respective share of the costs
of developing and implementing the Big Chino Modeling Plan as set forth in Section 7.5,
the Modeling Committee shall require that Party to make additional contributions up to
its respective share of the costs.

8. Confirmation of Water Rights in the Prescott AMA.

8.1  This Section lists a portion of the Parties’ asserted water rights deemed
material for purposes of this Agreement under Section 2C(2) of the AIP, including some
of those rights arguably at issue in the Adjudication. This initial listing of water rights is
limited to certain specific rights and may be amended from time to time, with the written
consent of the Parties. This list shall not be construed as a waiver or limitation on any
other water rights a Party may possess not specified herein. The rights confirmed herein
shall be limited to Waters Arising From Within The Prescott AMA.

8.2  Commencing on the Execution Date through the term hereof, the Parties

expressly recognize and confirm the water rights of the Parties set forth in Sections 8.3,
8.4, and 8.5 herein and agree not to challenge those rights, either directly or indirectly,

11
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and agree not to support, in any way any third. party(ies) in any challenge of those rights
(including any decree, decision, designation, order, notice, statement, agreement,
application, contract or other document purporting to establish those rights) in any
administrative or judicial proceeding, including the Adjudication; provided, however, that
this covenant shall not apply to any water rights deemed to be invalid or unenforceable
by a final, non-appealable judgment of a duly-authorized tribunal as a result of the
independent actions of a third party.

8.3 Prescott’s Water Rights Confirmed by Other Parties.

8.3.1 The right of Prescott to withdraw water from within the Prescott
AMA and deliver that water within its Service Area pursuant to its Service Area Right
No. 56-003017.0000;

8.3.2 The right of Prescott to withdraw from within the Prescott AMA
and use or deliver within its Service Area that water included in Type 2 Non-Irrigation
Grandfathered Right No. 58-117627.000 issued by ADWR;

8.3.3 The right of Prescott to withdraw and use waters from Granite and
Willow Creeks pursuant to severance and transfer order No. ST-98-001 issued by ADWR
and Certificate of Water Right No. 593.002;

8.3.4 The right of Prescott to store water in Willow Lake pursuant to
severance and transfer order No. ST-98-001 issued by ADWR and Certificate of Water
Right No. 1674.0001;

8.3.5 The right of Prescott to withdraw and use water for the Weston
Ranch stockpond within the Prescott AMA pursuant to Stockpond Right No. 38-
15341.0000 issued by ADWR;

8.3.6 The right of Prescott to use within the Prescott AMA all Effluent
generated as a result of water service provided by Prescott;

8.3.7 The right of Prescott to divert or withdraw and use water pursuant
to Permit to Appropriate No. 33-96435 issued by ADWR,;

8.3.8 The right of Prescott to divert or withdraw and use water flowing
in Willow Creek pursuant to Notice of Appropriation by David M. Wynship and M. Anna
Wynship dated January 4, 1911 and by Geo. A. Thayer dated January 24, 1911,

8.3.9 The rights of Prescott to divert or withdraw and use the waters of
Bannon Creek, Groom Creek, Wolf Creek, and Hassayampa Creek and to store water in
Upper Bannon Creek Reservoir (also known as “Upper Goldwater Lake™) pursuant to
Permit No. 3R-432 and Certificate of Water Right No. 1659;
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8.3.10 The rights of Prescott to divert or withdraw and use water pursuant
to Water Rights Registration Act Statements of Claims Nos. 36-40301, 36-40302, 36-
41650, and 36-60238; and

8.3.11 Those rights of Prescott to Waters Arising From Within The
Prescott AMA as set forth in the assured water supply Decision and Order of the Director
for the City of Prescott issued by ADWR and dated November 20, 2009 which document
is hereby incorporated herein by this reference, but not including any rights to water
arising from within the Big Chino.

8.4 Prescott Valley’s Water Rights Confirmed by Other Parties.

8.4.1 The right of Prescott Valley to all water withdrawn from within the
Prescott AMA and included in Service Area Right No. 56-003023.0000 issued by
ADWR;

8.4.2 The right of Prescott Valley to use within the Prescott AMA all
Effluent generated as a result of water service provided by Prescott Valley;

8.4.3 The right of Prescott Valley to use within the Prescott AMA all
Effluent dedicated to the Town from any source;

8.4.4 The right of Prescott Valley to withdraw from within the Prescott
AMA and use or deliver within its Service Area that water included in Type 2 Non-
Irrigation Grandfathered Right No. 58-111699.0003 issued by ADWR; and

8.4.5 The right of Prescott Valley to provide water to Diamond Valley
Water District (Service Area Right No. 56-003014.0000) and Bradshaw Water Company
(Service Area Right No. 56-003019.0000) within the Prescott AMA under existing
agreements with those entities.

8.5 SRP’s Rights Confirmed by Other Parties.

8.5.1 The rights of SRP and its shareholders to Waters Arising From
Within The Prescott AMA, which rights are appurtenant to the lands of SRP and its
shareholders, and are described, stated, confirmed or established in the following
documents:

8.5.1.1 The Federal Reclamation Act, 32 Stat. 388, and acts
amendatory and supplementary thereto (“Reclamation Act”), as implemented by the United
States and the Association through (1) the Association’s Articles of Incorporation; (2) the
Secretary of Interior’s March 14, 1903 authorization of the Salt River Federal Reclamation
Project; (3) Orders issued by the Secretary of Interior on March 2, 1903, March 7, 1903,
July 18, 1903, July 20, 1905, July 27, 1903, December 14, 1904 and August 29, 1919,
among other things, withdrawing public lands on the Verde River watershed from all forms
of entry for the benefit of the Salt River Project as authorized by the Reclamation Act; (4) an
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Agreement between the United States and the Association dated June 25, 1904, as amended;
(5) an Agreement between the United States and the Association dated September 6, 1917,
as amended; (6) Public Notices issued by the United States Department of Interior dated
January 18, 1917, May 19, 1917, August 8, 1917, June 3, 1921, April 6, 1925, December
22,1927, and April 10, 1928, which specify how lands described in the Notices can secure a
permanent entitlement under federal law to receive federal reclamation water from the
Association and the United States; (7) the completed Water Right Applications accepted and
approved by authority of the Secretary of Interior for Homestead Lands Under the
Reclamation Act and for Lands Other Than Homesteads Under the Reclamation Act
between the United States and individual shareholders of the Association, which
applications have been recorded in the Maricopa County, Arizona, Recorder’s Office; (8)
the contract between the Association and the United States, dated June 3, 1935, as amended
(Verde River Storage Works), the contract between the Association and the United States,
dated November 26, 1935, as amended (Construction of Bartlett Dam) and the agreement
between the Association, Phelps Dodge Corporation and the Defense Plant Corporation,
dated March 1, 1944 (Horseshoe Dam Construction and Operation); and (9) the contract
between the Association and the Salt River Project Agricultural Improvement and Power
District, dated March 22, 1937 and approved by the United States on May 18, 1937, as
amended.

8.5.1.2 Notice of Appropriation of Water posted and recorded by
Frank H. Parker, Secretary of the Salt River Valley Water Users’ Association, with the
Maricopa County, Arizona, Recorder’s Office in Book of Canals No. 2 at page 155 on
February 8, 1906.

8.5.1.3 Notice of Appropriation of Water posted on February 6,
1906 and recorded by Louis C. Hill, Supervising Engineer, United States Geological
Survey, with the Maricopa County, Arizona, Recorder’s Office in Book of Canals No. 2
at page 156 on February 8, 1906.

8.5.1.4 Notice of Appropriation of Water posted on March 4, 1914,
and recorded by John P. Orme, President of the Salt River Valley Water Users’
Association, with the Maricopa County, Arizona, Recorder’s Office in Book of Canals
No. 2 at page 379 on March 6, 1914.

8.5.1.5 The Decision and Decree, and all Decrees supplemental
thereto, entered by the District Court of the Third Judicial District of the Territory of
Arizona, In and For the County of Maricopa, in United States v. Haggard, No. 19, June 11,
1903 (“Haggard Decree™), solely for lands included within the Salt River Reservoir District
as defined in the Association’s Articles of Incorporation. The rights recognized in the
Haggard Decree to the waters of the Verde River were perfected through the filing of
various notices of appropriation and through the application of water for a beneficial use.

8.5.1.6 Decision and Decree, and all Decrees supplemental thereto,

entered in Hurley v. Abbott, in the District Court of the Third Judicial District of the
Territory of Arizona in and for the County of Maricopa, No. 4564, March 1, 1910.
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8.5.1.7 The Decision and Decree, and all Decrees supplemental
thereto, entered by the Superior Court, In and For the County of Maricopa, in Benson v.
Allison, No. 7589, November 14, 1917 (“Benson-Allison Decree”), solely for lands included
within the Salt River Reservoir District as defined in the Association’s Articles of
Incorporation. The rights recognized in the Benson-Allison Decree to the waters of the
Verde River were perfected through the filing of various notices of appropriation and
through the application of water for a beneficial use.

8.5.1.8 The Act of May 18, 1916, 39 Stat. 123, 130, which directed
the Secretary of Interior to acquire water for 631 10-acre allotments on the Salt River Pima-
Maricopa Indian Community Reservation. This Congressional mandate was carried out by
the Secretary through contracts between the United States and the Association dated
September 6, 1917, as amended, July 26, 1922, June 3, 1935, as amended (Verde River
Storage Works), November 26, 1935, as amended (Construction of Bartlett Dam), and
between the Association, Phelps Dodge Corporation, and the Defense Plant Corporation
dated March 1, 1944 (Horseshoe Dam Construction and Operation), and through the Salt
River Pima-Maricopa Indian Community Water Rights Settlement Act of 1988, Pub. L.
100-512, 102 Stat. 2549 (1988), and its implementing Settlement Agreement, and the Fort
McDowell Indian Community Water Rights Settlement Act of 1990, Pub. L. 101-628, Title
IV, 104 Stat. 4480 (1990), and its implementing Settlement Agreement.

8.5.1.9 Federal reserved water rights for reservoirs on the Verde
River for the storage and use of water for the generation of hydroelectric energy based upon
an express Congressional reservation to the United States in Section 28 of the New Mexico
and Arizona Statehood Enabling Act of June 20, 1910, 36 Stat. 557, 575, of “all land
actually or prospectively valuable for the development of water power or power for hydro-
electric use or transmission. . ..”

8.5.1.10 In addition to the federal reserved rights described in
Subsection 8.5.1.10 hereof, the Association, its shareholders and the District are also the
express intended beneficiaries of the water rights reserved by the United States through the
reservation of federal lands on the watershed of the Verde River and its tributaries, for
National Forest preserves. The United States’ federal entitlement to these reserved waters
for the purpose of securing the water supply of the Salt River federal reclamation project
was “turn[ed] over to and vest[ed] in the said Association” by the Contract between the
United States and the Association dated September 6, 1917, as amended.

8.5.1.11 Amended Application for Permit to Construct a Reservoir
and to Store for Beneficial Use the Unappropriated Waters of the State of Arizona, No.
R-45, filed by the Salt River Valley Water Users’ Association (February 2010).

8.5.1.12 Amended Application for a Permit to Appropriate the

Public Waters of the State of Arizona, No. A-135, filed by the Salt River Valley Water
Users’ Association (February 2010).
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8.5.1.13 Amended Application for a Permit to Appropriate the
Public Waters of the State of Arizona, No E-11, filed by the Salt River Valley Water
Users’ Association (February 2010).

8.5.1.14 Water Rights Registration Act Statements of Claim Nos.
36-64086, 36-68097, 36-68098, 36-69451, and 36-69452 (all as amended) filed by the
Association and the District on their own behalf and on behalf of the Association’s
shareholders, as those claims relate to the waters of the Verde River and its tributaries.

8.5.1.15 The Salt River Pima-Maricopa Indian Community Water
Rights Settlement Act of 1988, Pub. L. 100-512, 102 Stat. 2549 (1988), which, among other
things, Congressionally validated the Association’s right to store and deliver water stored
behind the reservoirs on the Verde River so it could be assured of its ability to provide water
to the Salt River Pima-Maricopa Indian Community as required by this settlement and to the
Association’s shareholders.

8.5.1.16 The Fort McDowell Indian Community Water Rights
Settlement Act of 1990, Pub. L. 101-628, Title IV, 104 Stat. 4480 (1990), which
Congressionally validated the water storage rights of the United States and the Association
for Bartlett and Horseshoe dams on the Verde River, and the Association’s right to deliver
water stored behind these dams to the Fort McDowell Indian Community as required by this
settlement, as well as to the Association’s sharcholders.

8.5.1.17 The Gila River Indian Community Water Rights
Settlement Act of 2004, Pub. L. 108-451, title II, 118 Stat. 3499, which, among other
things, Congressionally validated the agreement between the United States and the
Association, dated September 6, 1917, as amended, and the rights of SRP to store water
from the Verde River at Horseshoe Dam and Bartlett Dam and to deliver the stored water
to shareholders of SRP and others for all beneficial uses and purposes recognized under
State law and to the Gila River Indian Community under the Gila River Indian
Community Water Rights Settlement Agreement.

8.6  The Parties agree to continue to work together and to meet, negotiate, and
discuss in good faith, with the purpose of reaching a mutually acceptable agreement among
the parties that will include recognizing the rights of Prescott to withdraw water from the
Big Chino aquifer and transport it to the Prescott AMA, as well as the Parties’ overall
respective rights in the Adjudication.

8.7  The Parties agree in good faith to (i) cooperate with one another and (ii)
execute such further or additional documents as may be necessary or appropriate to fully
carry out the intent and purpose of this Agreement.

8.8  In the event that any legal action is instituted by a third party against the
Parties challenging the validity or enforceability of (i) any provision of this Section 8 or
(ii) any action by a Party taken in performance of this Section 8, the Parties hereby agree
to affirmatively cooperate in defending such action and to pay their own fees, costs, and

16



B: 4911 P: 845 10/12/2012 01:23:15 PN AG
$51 50 pPage: 18 of 102  2012-0058080

I DT e A T L L O

expenses associated with such defense. In the event of any litigation challenging the
effectiveness of this Section 8 (or any portion hereof), this Section 8 shall remain in full
force and effect while such litigation (including any appellate review) is pending.
Provided, however, that nothing in this Section 8 shall require any Party to affirmatively
defend the water rights claims of any other Party.

9. Remedies.

9.1  In the event of a breach or default by a Party, any non-breaching Party
shall have the right to seek specific performance or other injunctive relief in lieu of
termination.

9.2  Any Party that has not satisfied its financial obligation.s in full under this
Agreement shall have its rights under this Agreement, including its voting rights,
suspended during the time any such obligations remain unsatisfied.

9.3  There shall be no monetary damage remedy for breach of any of the
provisions of this Agreement, nor shall there be any claim for special or consequential
damages. Rather, the sole remedy available to the non-breaching Party shall be specific
performance of this Agreement or other, similar injunctive relief. The prohibition on
damages shall extend to the financial obligations set forth in this Agreement, and the
Parties shall have the sole right to obtain specific performance to require each Party to
satisfy its financial obligations under this Agreement. Any claim for attorneys’ fees or
other related litigation costs shall be limited as provided in Section 12.3 of this
Agreement.

10.  Informal Dispute Resolution.

10.1 If any dispute arising between the Parties concerning any of the terms or
conditions of this Agreement or the implementation or interpretation of this Agreement
remains unresolved for a period of fifteen (15) days after notice is given by a Party, such
dispute shall be forwarded to the senior management representative of each Party, who
shall meet within fifteen (15) days (or such shorter or longer time as shall be agreed upon
by those representatives) to discuss and attempt to reach a resolution of the dispute. Any
resolution mutually agreed upon in writing by the representatives and not in conflict with
the terms and conditions of this Agreement shall be binding upon the Parties; provided,
however, that such resolution is within the powers of such representatives and does not
modify this Agreement or otherwise require any legislative approvals of the respective
Parties.

10.2 If the Parties’ senior management representatives cannot resolve the
dispute within thirty (30) days after its submission to them (or within such shorter or
longer time as shall be mutually agreed upon by those representatives), the Parties may,
after first pursuing Arbitration as specified in Section 11 below, pursue declaratory
judgment or seek specific performance of this Agreement and any remedies, in equity, or
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under this Agreement to resolve the dispute subject to the prohibition on monetary
damage in Section 9.3 and the attorneys’ fees provisions of Section 12.3.

10.3  The requirements of Sections 10.1, 10.2 and 11 shall be deemed waived if
and to the extent that a dispute under this Agreement constitutes a substantial threat to
public health or safety that requires immediate resolution. In such instances, any Party
may seek injunctive or other equitable relief as provided herein, but no monetary
damages or attorneys’ fees may be sought or obtained by any Party.

11. Arbitration.

11.1  Any issue or dispute among the Parties relating to this Agreement that is
not resolved pursuant to Section 10 shall be submitted to arbitration pursuant to this
Section 11.

11.2  Any Party may call for submission of disputes to arbitration. The Party
calling for arbitration shall give notice to the other Parties, setting forth in adequate detail
the issues to be arbitrated. Within twenty (20) days after receipt of such notice, each
other Party shall by notice to the first Party set forth in adequate detail its own statement
of the matter at issue to be arbitrated. Thereafter, the Party first submitting its statement
of the matter at issue shall have ten (10) days in which to submit a rebuttal statement. All
notices pursuant to this Section 11 shall be given in the manner prescribed in Section
12.9.

11.3  Within forty (40) days after any notice by one or both of the Communities
calling for arbitration, the Communities shall jointly agree to appoint one person to serve
as arbitrator, with notice to SRP of such appointment. Within fifteen (15) days after
receipt of the Communities’ notice of appointment of an arbitrator, SRP shall either agree
to such appointment or object to the appointment and propose another arbitrator. Within
fifteen (15) days after receipt of SRP’s notice of appointment of an arbitrator, the
Communities shall jointly either agree to such appointment or object to the appointment.
In the event that the Communities object to SRP’s appointed arbitrator, the Parties shall
meet within five (five) days thereafter and shall in good faith attempt to unanimously
select a mutually agreeable arbitrator. In the event the Parties cannot agree on an
arbitrator, any Party may call for such appointment by the American Arbitration
Association (or upon a similar organization if the American Arbitration Association does
not at that time exist).

11.4  Within forty (40) days after any notice by SRP calling for arbitration, SRP
shall appoint one person to serve as arbitrator, with notice to the Communities of such
appointment. Within fifteen (15) days after receipt of SRP’s notice of appointment of an
arbitrator, the Communities shall jointly either agree to such appointment or object to the
appointment and propose another arbitrator. Within fifteen (15) days after receipt of the
Communities’ notice of appointment of an arbitrator, SRP shall either agree to such
appointment or object to the appointment. If SRP objects to the Communities’ appointed
arbitrator, the Parties shall meet within five (five) days thereafter and shall in good faith
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attempt to unanimously select a mutually agreeable arbitrator. In the event the Parties
cannot agree on an arbitrator, any Party may call for such appointment by the American
Arbitration Association (or upon a similar organization if the American Arbitration
Association does not at that time exist).

11.5 If notices are issued by more than one Party calling for arbitration
pursuant to Section 11.3 or 11.4, the procedures for appointment of the arbitrator shall be
governed by Section 11.3 or 11.4 based upon the first notice issued. Unless otherwise
agreed by the Parties, the arbitrator appointed pursuant to those procedures shall be the
arbitrator for all issues arising under any pending notices.

11.6  The arbitrator shall be an independent arbitrator, regardless of his or her
method of selection, and the arbitrator shall be qualified by knowledge and experience in
the field with respect to the subject matter out of which the dispute to be arbitrated arises.
In no event shall the arbitrator be an officer, employee, or otherwise interested in any
Party or in any other entity involved in the dispute to be arbitrated. No Party or its
employee or agent shall have independent communications with the arbitrator once he or
she is appointed, absent written consent of all other Parties.

11.7  The venue for any arbitration arising pursuant to this Section 11 shall be in
Maricopa County, Arizona. Except as otherwise provided in this Section 11 or agreed to
in writing by the Parties, the arbitration shall be governed by the rules and practices of
the American Arbitration Association (or the rules and practices of a similar organization
if the American Arbitration Association does not at that time exist) in effect as of the
Execution Date.

11.8  The arbitrator shall receive and hear evidence submitted by the Parties and
may call for additional information, which the Parties shall furnish. The decision of the
arbitrators shall be non-binding upon the Parties.

11.9 This agreement to arbitrate shall be specifically enforceable. The award
and findings of the arbitrators shall be non-binding upon the Parties. In the event that any
Party is aggrieved by the decision of the arbitrator, such Party may then pursue its
respective legal remedies pursuant to this Agreement in the Superior Court of Maricopa
County.

11.10 All costs associated with any arbitration, including any fees charged by the
arbitrator, shall be in equal one-half shares between SRP and the Communities, unless a
decision of the arbitrator specifies a different allocation of any or all such costs and
expenses. The arbitration hearing shall be limited in time and shall not exceed 10 (ten)
hours, in any event, without agreement of all Parties. Additionally, costs associated with
preparatory time and services of the arbitrator shall not exceed twenty (20) hours unless
expressly agreed in writing by each of the Parties prior to the arbitration.

11.11 The provisions of this Section 11 shall be the arbitration provisions to be
followed, rather than the procedures set out in Sections 12-1501 through 12-1517 of the
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Arizona Revised Statutes. If the procedures set out in this Section 11 should for any
reason be or become invalid under Arizona law, or if the decision of the arbitrator
thereunder should be or become unenforceable under Arizona law, the Parties shall
follow the procedures for arbitration then provided for under Arizona law most consistent
with the provisions of this Section 11.

12. Miscellaneous Provisions.

12.1 Except as otherwise provided in this Agreement, each Party to this
Agreement shall bear its respective fees and expenses incurred in connection with this
Agreement.

122 This Agreement may be executed in counterparts, each of which shall be
considered part of the whole. Further, the Parties agree that valid execution of this
Agreement may be accomplished by signatures exchanged between the Parties by
facsimile transmission and that such signatures shall be valid and binding as though they
were original signatures.

12.3 The Parties expressly covenant and agree that in the event of litigation
arising from this Agreement, no Party shall be entitled to an award of attorneys’ fees,
either pursuant to the Agreement, pursuant to A.R.S. §§ 12-341.01(A) and (B), or
pursuant to any other state or federal statutes. Rather, each Party shall be responsible for
its respective attorneys’ fees and costs.

12.4  No Party may assign, in whole or in part, any of its rights or delegate any
of its obligations under this Agreement. This Agreement shall apply to, be binding in all
respects upon, and inure to the benefit of the successors of the Parties. Nothing
expressed or referred to in this Agreement shall be construed to give any person other
than the Parties to this Agreement any legal or equitable right, remedy, or claim under
this Agreement, except such rights as shall inure to a successor pursuant to this Section
12.4.

12.5 No waiver of any of the provisions of this Agreement shall constitute a
waiver of any other provision, whether or not similar, nor shall any waiver be a
continuing waiver. No waiver shall be binding unless executed in writing by the Party
making the waiver. A Party may waive any provision of this Agreement intended for its
benefit; provided, however, such waiver shall in no way excuse the other Party from the
performance of any of its other obligations under this Agreement.

12.6 This Agreement shall be governed and construed in accordance with the
laws of the State of Arizona and shall be deemed made and entered into in Yavapai
County. The Parties agree that any action brought to interpret, enforce, or construe any
provision of this Agreement or to declare the rights of the Parties under this Agreement
shall be commenced and maintained in the Superior Court of the State of Arizona in and
for the County of Maricopa.
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12.7 The Parties acknowledge that they were each represented by counsel in
connection with this Agreement, that each of them (and their respective counsel)
reviewed this Agreement, that any rule of construction to the effect that ambiguities are
to be resolved against the drafting Party shall not be employed in the interpretation of this
Agreement, and that the language in all parts of this Agreement shall in all cases be
construed as a whole and in accordance with its fair meaning. Any provision of this
Agreement which requires a Party to perform an action shall be construed so as to require
the Party to perform the action or to cause the action to be performed. Any provision of
this Agreement which prohibits a Party from performing an action shall be construed so
as to prohibit the Party from performing the action or from permitting others to perform
the action. Except to the extent, if any, to which this Agreement specifies otherwise,
each Party shall be deemed to be required to perform its obligations under this Agreement
at its own expense, and each Party shall be permitted to exercise its rights and privileges
only at its own expense.

12.8 If any provision of this Agreement is held invalid or unenforceable by any
court of competent jurisdiction, the other provisions of this Agreement shall remain in
full force and effect and the Parties shall negotiate an equitable adjustment in the
provisions of this Agreement with a view toward effecting the purpose of this Agreement.
The validity and enforceability of the remaining provisions or portions, or applications
thereof, shall not be affected thereby. This Agreement shall comply and be interpreted to
conform with existing federal, state, and local laws to the extent they apply to this
Agreement; provided, however, that no law, regulation, or ordinance enacted by one or
more of the Parties after the Execution Date shall be used in interpreting the provisions of
this Agreement.

12.9 Notices shall be in writing and shall be given by certified mail, return-
receipt requested, postage prepaid. Notices shall be delivered or addressed to the Parties
at the addresses set forth below, or at such other address as a Party may designate in
writing. The date notice is deemed to have been given, received, and become effective
shall be the date on which the notice is delivered or two (2) days following the date of
deposit in the mail (if the notice is sent through the United States mail).

If to Prescott: City of Prescott
City Manager
201 S. Cortez Street
Prescott, AZ 86303

With a copy to:
City of Prescott
City Attorney

221 S. Cortez Street
Prescott, AZ 86303
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If to Prescott Valley: Town of Prescott Valley
c/o Town Manager
7501 E. Civic Circle
Prescott Valley, AZ 86314

With copies to:

Town of Prescott Valley
Town Attorney

7501 E. Civic Circle
Prescott Valley, AZ 86314

If to SRP: General Manager
Salt River Project, MS PAB 236
1521 Project Drive
Tempe, AZ 85281-1298

With copies to:

Frederic L. Beeson, Manager
Litigation and Claims Services
Salt River Project, MS PAB 142
1521 Project Drive

Tempe, AZ 85281-1298

- Corporate Secretary’s Office
Salt River Project
1521 Project Drive, MS PAB 215
Tempe, AZ 85281-1298

12.10 The Parties agree that the data or other information obtained or generated
pursuant to Sections 6 and 7 will be applied to the Big Chino Model or otherwise used for
purposes of implementing the AIP and this Agreement only. No Party may utilize any
such data or information for any other purpose without the prior express written consent
of all Parties.

12.11 Nothing contained in this Agreement shall create any partnership, joint
venture, or agency relationship between or among the Parties.

12.12 If the time for performance of any obligation or taking any action under
this Agreement falls or expires on a Saturday, Sunday, or legal holiday, the time for
performance or taking such action shall be extended to the next succeeding day which is
not a Saturday, Sunday, or legal holiday.

12.13 The headings of this Agreement are for purposes of reference only and
shall not limit or define the meaning of any provision of this Agreement.
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12.14 The AIP, this Agreement, and the exhibits attached to those agreements
constitute the entire agreement between and among the Parties pertaining to the subject
matter contained herein. All prior and contemporaneous agreements, representations, and
understandings of the Parties pertaining to the subject matter contained herein, oral or
written, are superseded by, and merged into, the AIP, this Agreement, and the exhibits
attached to those agreements. This Agreement may be modified, changed, or amended
only by a written agreement duly adopted by all of the Parties.

12.15 The signatories to this Agreement represent that they have been
appropriately authorized to enter into this Agreement on behalf of the Party for which
they sign, and that no further action or approvals (including actions by any Board or
Council) are necessary before execution of this Agreement.

12.16 Notice is hereby given of the provisions of A.R.S. § 38-511, as amended.
By this reference, the provisions of this statute are incorporated in this Agreement to the

extent of their applicability to contracts of the nature of this Agreement under the laws of
the State of Arizona.

12.17 Any and all references to a number of days herein, unless otherwise
specified, shall refer to calendar days.

[REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the Parties hereto have executed this instrument by and

through their authorized representatives.

SALT RIVER VALLEY WATER USERS'
ASSOCIATION

N AN

DAVID ROUSSEAU, PRESIDENT

ATTEST:

- 4 ‘ s " //? o T
S St A Kenoie
" TERRILL A. LONON
CORPORATE SECRETARY

SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT

N Al

DAVID ROUSSEAU, PRESIDENT
ATTEST:

S NI L %7//(“ r/
/ TERRILL A. LONON
CORPORATE SECRETARY

CITY OF PRESCOTT

Ials 52t ey

MARLDND. KUYKEND@A,, MAYOR

ATTEST:

‘ p&ﬂ‘hﬂ@w Il
L MULHALL

CITY CLERK
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FREDERIC L. BEESON
ATTORNEY
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DATE
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FREDERIC L. BEESON
ATTORNEY
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Agreement in Principle
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Withdrawal and Use of Water from the Big Chino Sub-Basin and the Protection of
Stream Flow in the Upper Verde River

An Agreement in Principle Among the City of Prescott, the Town of Prescott Valley,
and the Salt River Valley Water Users' Association and the Salt River Project
Agricultural Improvement and Power District

L. The parties to this agreement are the City of Prescott (Prescott), the Town of Prescott
Valley (Prescott Valley), and the Salt River Valley Water Users' Association and the Salt River
Project Agricultural Improvement and Power District (SRP). Collectively Prescott, Prescott
Valley, and SRP are the "Parties”; and Prescott and Prescott Valley are the "Communities.”

2. The Parties desire to mutually address various interests and issues, and achieve certain
objectives related to the withdrawal and use of water from the Big Chino Sub-Basin, including
protection of stream flow in the Upper Verde River, in a responsible manner. The Parties
understand and acknowledge that this agreement is intended to create a conceptual framework
setting out the principles which will guide the Parties and form the basis for future agreements
between the Parties which the Parties contemplate at this time. The Parties understand and agree
that they will work together in a good faith manner to negotiate, draft and complete these more
detailed and comprehensive agreement(s) addressing the specific details and terms necessary to
facilitate and complete this conceptual framework and understanding. Accordingly, the Parties
hereby commit to the following course of actions.

A. Legislative Amendment to ARS § 45-555(E). Groundwater Monitoring and
Modeling.

@)) SRP will join and assist the Communities in obtaining a legislative
amendment to ARS §45-555(E) during the current legislative session. This statute will be
amended to: 1) settle the quantification of water which may be withdrawn from the Big Chino
Sub-Basin by Prescott, as set forth by the Final Decision and Order of the Director, Arizona
Department of Water Resources ("ADWR") relating to Prescott's current Application for
Modification of Assured Water Supply dated October 12, 2007 (the "Application"); 2) modify the
exemption, to the mutual satisfaction of the Parties, to remove any argument that this statute is an
unconstitutional special law; and 3) make clear that any water imported into the Prescott Active
Management Area ("PrAMA") by Prescott may be delivered for use anywhere within the
PrAMA. The Communities acknowledge that the support of SRP for perfecting said amendment
is expressly conditioned upon Subsections 2.A.(2) and 2.A.(3) hereinafter. In the event that said
amendment is not achieved by sine die of the current regular session of the state legislature, the
Parties may mutually agree to complete this agreement, or return to the status quo prior to this
agreement. Upon enactment into Jaw, SRP agrees that it shall defend, and cooperate with
Prescott and Prescott Valley to defend, any challenge that is made to such legislation by any
entity or person.

) The Communities agree that in the event the withdrawal of water from
the Big Chino Sub-Basin is negatively affecting the minimum flow of water in the Upper Verde
River, they will mitigate such impact proportionately to the extent of the effect of their combined
withdrawals on the Upper Verde River as compared to the effect of the withdrawals by other
water users in the Big Chino aquifer.
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3) The Communities further agree to participate with SRP, ADWR, and the
United States Geologic Survey ("USGS") in the funding and implementation of the Big Chino
Sub-Basin Monitoring Plan ("Monitoring Plan") set forth in the draft report entitled, "Big Chino
Sub-Basin Monitoring Plan, Yavapai County, Arizona, prepared for Mayors of the City of
Prescott, Town of Prescott Valley, and Town of Chino Valley; Salt River Project; Arizona
Department of Water Resources, July 29, 2008"; and to participate with SRP, ADWR, and the
USGS in the funding, creation, and implementation of a Big Chino Sub-Basin Groundwater
Model, the framework for which is set forth in the document entitled, "Development of a nested
ground-water flow mode! of the Big Chino Sub basin, Central Arizona, a proposal from the
USGS Arizona Water Science Center, October 17, 2008."

B. Suspension/Cessation of Certain Requests and Litigation.

(1) The parties agree that while they continue to negotiate to resolve any
outstanding issues in connection with the terms of Section 2.A.(1) of this Agreement:

(a) Prescott and Prescott Valley shall agree to a stay of further
proceedings in the two pending lawsuits that concern SRP’s response to the
Public Records Act requests served on it by the Communities. Those two suits
are: (i) the “auditor letters” suit, Prescott and Prescott Valley v. Salt River
Project (Maricopa County Superior Court Cause No. No. LC20090-000799, filed
November 16, 2009); and (ii) the “work product” suit, Prescott and Prescott
Valley v. Salt River Project (Maricopa County Superior Court Cause No.
LC2009-000833, filed November 16, 2009) (the “PRAR Suits™).

(b) Prescott and Prescott Valley further agree to suspend and not make
any additional demands in regard to any obligation on the part of SRP in regard
to SRP’s response to any pending Public Records Act requests. SRP likewise
agrees to suspend and not make any new requests or additional demands on
Prescott, Prescott Valley, and/or the Communities regarding existing Public
Records Act requests.

(c) If legislation identified in Subsection 2.A.(1) is not passed by June
30, 2010, any of the parties may reinitiate the public records requests and/or
litigation referred to herein, unless an extension is mutually agreed by the Parties.

(d) At such time as the legislation identified by Subsection 2.A.(1) has
been passed and is in effect, Prescott and Prescott Valley agree to dismiss the
PRAR Suits, and to withdraw all then pending Public Records Act requests.

2) SRP, Prescott and Prescott Valley will agree to the quantities of water
identified by the Final Decision and Order of the ADWR Director for purposes of preparing the
legislative amendment contemplated by Subsection 2.A.(1) above. SRP, Prescott and Prescott
Valley acknowledge that there are three pending judicial appeals of that administrative decision.
Prescott reserves the right to challenge, defend, and/or appeal said Final Decision and Order in
any such judicial appeal but, regardless of the outcome of such appeals, SRP, Prescott and
Prescott Valley agree that it shall not change the quantity of water to be clarified in the legislative
amendment contemplated by Subsection 2.A.(1) above. Likewise, SRP, Prescott and Prescott
Valley acknowledge that litigation remains pending in Maricopa County Superior Court Cause
No. CV2009-000947 regarding the quantification and use of Big Chino water. Prescott reserves
the right to chalienge, defend and/or appeal any claim made in such litigation but, regardless of
the outcome of such action, SRP, Prescott and Prescott Valley agree that it shall not change the
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quantity of water to be clarified in the legislative amendment contemplated by Subsection 2.A (1)
above. SRP will not object to withdrawal from the Big Chino Water Ranch and transport of HIA
water which may be presently owned or acquired in the future by Prescott, Prescott Valley or the
Communities or otherwise transported by Prescott in its pipeline, pursuant to state law.

3) SRP will suspend all litigation, financial, and/or other support to other
parties in the various lawsuits pertaining to the Application as well as any and all current lawsuits
pertaining to the Big Chino Sub-Basin and/or Upper Verde River which involve SRP, Prescott,
and/or Prescott Valley.

¢. Resolution of Other Related Items. The Parties additionally agree to work
cooperatively and in good faith to resolve and reach agreement on the following related items:

M Withdrawal of any and all objections to, and recognition by SRP of, the
"Intergovernmental Agreement for the Sale of Water and Cost Participation” between Prescott
and Prescott Valley dated December 7, 2004 (Book 4214, Page 98, Records of the Yavapai
County, Arizona, Recorder).

(2) Confirmation of certain water rights of Prescott, Prescott Valley, and
SRP, and agreement not to object to said water rights to be listed henceforth as an attachment to
this Agreement.

(3) Creation and implementation of one or several water management,
replenishment, or augmentation areas, districts, or other mechanisms to benefit the Big Chino
Sub-Basin, to include working to establish a quantity cap for groundwater withdrawals from the
Big Chino aquifer, and seeking the participation of owners of property and rights to HIA water
within the Big Chino Sub-Basin.

4 Measures for protecting the Upper Verde River which may include
mitigation triggers and actions.

5) “Wild and Scenic” designation for the headwaters of the Verde River and
maintaining a minimum in-stream flow.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
executed this ./ day of # &8/ 44, 2010.

Signature Pages Follow
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Exhibit 2

Map - Big Chino Data Collection and Monitoring Plan






