Mayor Oscar D. Montoya city of Commissioner Rolando Garcia
Commissioner Joe Martinez mercede$ Mayor Pro-Tem Dr. Ruben Saldana
Commissioner Armando Garcia . City Manager Alberto Perez
MERCEDES CITY COMMISSION
REGULAR MEETING

JUNE 16, 2026 — 6:30 PM
MERCEDES CITY HALL — COMMISSION CHAMBERS
400 S. OHIO AVE., MERCEDES, TX 78570

“At any time during the course of this meeting, the City Commission may retire to Executive Session under
Texas Government Code 551.071(2) to confer with its legal counsel on any subject matter on this agenda in
which the duty of the attorney to the City Commission under the Texas Disciplinary Rules of Professional
Conduct of the State Bar of Texas clearly conflicts with Chapter 551 of the Texas Government Code. Further, at
any time during the course of this meeting, the City Commission may retire to Executive Session to deliberate
on any subject slated for discussion at this meeting, as may be permitted under one or more of the exceptions to
the Open Meetings Act set forth in Title 5, Subtitle A, Chapter 551, Subchapter D of the Texas Government
Cade”

1.  Call Meeting to Order
Establish Quorum
Invocation

Pledge of Allegiance

Open Forum

S YR W

Presentation
a.  Proclamation for MISD Student Athletes
7.  Consent Agenda
a.  Approval of Minutes for Meeting(s) held May, 28, 2026 and June 2, 2026
8. Management Items: Present, discuss, consider and possibly take action regarding:
a.  Discussion and Possible Action related to naming of street in honor of Dr. Hector P. Garcia

b.  Consideration and possible action to appoint members to the Charter Rewew Commission pursuant
to City Charter Section 9.09

9.  Ordinances/Resolutions
a.  First Reading of Ordinance 2026-15 Establishing the Capital Improvements Advisory Committee

b.  Consideration and approval of an Ordinance authorizing the issuance of "City of Mercedes, Texas
Combination Tax and Subordinate Lien Revenue Certificates of Obligation, Series 2026C (Drinking
Water State Revolving Fund)"; providing for the payment of said certificates by the levy of an ad
valorem tax upon all taxable property within the city and further securing said certificates by a
subordinate and inferior lien on and pledge of he net revenues of the system; and other matters
incident and related thereto (Ordinance 2026-16)

c.  Consideration and approval of a Resolution 2026-32 approving the Principal Forgiveness
Agreement Drinking Water State Revolving Fund in the amount of $7,234,647 and an Escrow
Agreement relating thereto; and other matters in connection therewith (Resolution 2026-22)

10. Bids/Contracts

a.  Discussion and Possible Action on the Cooperation Agreement between the County of Hidalgo and
City of Mercedes for the Urban County Program Fiscal Years 2027-2029
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11. Monthly Departmental Reports
a.  City Sec/HR, Planning, IT, Library, Recreation Center, Fire, Public Works

12. Executive Session: Chapter 551, Texas Government Code, Section 551.071 (Consultation with
Attorney), Section 551.072 (Deliberation regarding Real Property), Section 551.074 (Personnel
Matters) and Section 551.087 (Economic Development)

Discussion with City Manager regarding personnel matters - Section 551.074
Consultation with Attorney regarding update on litigation - Section 551.071
Discussion regarding Project T2 - Section 551.087

/e e oo

Consultation with Attorney regarding contracts for the Municipal Court Judge, City Prosecutor, City
Manager, City Attorney, and Border Affairs - Section 551.071

13. Open Session
a.  Possible Action pertaining to executive session item A
b.  Possible Action pertaining to executive session item B
c.  Possible Action pertaining to executive session item C
d.  Possible Action pertaining to executive session item D

14. Adjournment

Notice is hereby given that the City Commissioners of the City of Mercedes, Texas will meet in a Regular
Meeting on Tuesday, June 16, 2026 at 6:30 PM. Said meeting will be conducted in the Commission Chambers
of the City Hall located at 400 S. Ohio, Mercedes, Texas for the purpose of considering and taking formal
action regarding the items listed above. This notice is given in accordance with Vernon’s Texas Codes
Annotated, Texas Government Code, Section 551.001 et. Seq.

WITNESS MY HAND AND SEAL OF THE CITY THIS 10TH DAY OF JUNE, 2026.

ATTESV

Joselynn Cdsfillo, City Secretary
Time of Posting: 6:30 P.M.

ACCESSIBILITY STATEMENT

The City of Mercedes recognizes its obligations under the Americans with Disabilities Act of 1990 to
provide equal access to individuals with disabilities. Please contact the City Manager’s Office at (956)
565-3114 at least 48 hours in advance of the meeting with requests for reasonable accommodations,
including requests for a sign language interpreter.
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MERCEDES CITY COMMISSION
JOINT MEETING
MAY 28,2026 —6:00 PM
DEVELOPMENT CORPORATION OF MERCEDES, INC.
320 S. OHIO AVE., MERCEDES, TX 78570

MEMBERS PRESENT:
MEMBERS ABSENT:
STAFF PRESENT: Alberto Perez, City Manager
Joselynn Castillo, City Secretary
Martie Garcia Vela, City Attorney
Meredith Hernandez, Interim Finance Director
Francisco Sanchez, Police Chief
Juan Vasquez, I.T Specialist
Tom Villagomez, Public Works Director
Marisol Vidales, Library Director
OTHERS PRESENT:
1. Call Meeting to Order

Mayor Montoya called the meeting to order at 6:19 P.M.
Marcos Garcia, DCM Board President called the meeting to order at 6:19 P.M.

Establish Quorum

Four members of the Commission were present, which constitutes a quorum.
Commissioner Martinez arrived during the Executive Session.

Four members of the Development Corporation of Mercedes were present, which
constitutes a quorum.

Invocation
Roel Villanueva, DCM Board member, said the invocation.

Pledge of Allegiance
Lou Huerta, DCM Secretary led in the pledge of allegiance.

Open Forum
No one signed up for open forum.

Management Items: Present, discuss, consider and possibly take action regarding:

a. Discussion and Action on FY 26-27 Marketing Budget
No action was taken on the DCM Marketing Budget for FY 26-27.

Executive Session: Chapter 551, Texas Government Code, Section 551.071
(Consultation with Attorney), Section 551.072 (Deliberation regarding Real
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Property), Section 551.074 (Personnel Matters) and Section 551.087 (Economic
Development)

Commissioner Armando Garcia motioned to go into executive session. Mayor Pro-Tem
Saldana seconded the motion. Upon a called vote, the motion passed unanimously. The
meeting went into executive session at 6:39 P.M.

Marcos Garcia, DCM Board President, called the meeting into executive session at 6:39
P.M.

a. Section 551.087: Economic development negotiations with Project A. Gonzalez,
Project R. Lozano, Project N. Dosser, Project R30, Project Blue, Project J. San
Miguel, Project A. Rosas, Project OG, Project Travel Center, Project Anchor, Project
American Legion, Project Hinojosa, Project Trevino, Project Sanchez, Project Bert
Ogden, Project Kamel, Project M30, Project Food, Project M. Rivera, Project PE,
Project Petro, Project More, Project ZIWA, Project Gomez, Project Stay, Project
ASHTI, Project Arts, Project QSR, Project 150, Project M2, Project Cruz, Project
RGVLS, Project G. Schwarz, Project Coffee, Project Carwash, Project Rios and
Project UT

b. Section 551.072: Acquisition and Sale of Real Estate- BIXBY S735.5' - W862.43'
IRR TR -S OF HWY 83 LOT 5 & AN IRR TR E202.58' -S665.51" LOT 6 17.338 AC
GR 17.118 AC NET and MERCEDES LIGHT INDUSTRIAL PARK PH 1 Lot 8
BLK 1

c. Section 551.071: pending legal issues, and on any regular agenda item requiring
confidential, attorney-client advice necessitated by the deliberation or discussion of
said item as needed.

8. Open Session

a. Possible Action pertaining to executive session item A
No Action was taken on executive session item A.

b. Possible Action pertaining to executive session item B
No Action was taken on executive session item B.

c. Possible Action pertaining to executive session item C
No Action was taken on executive session item C.

9. Adjournment
Mayor Montoya adjourned the meeting at 7:24 P.M.

[MIN_SIGNATURES]
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MERCEDES CITY COMMISSION
REGULAR MEETING
JUNE 2, 2026 — 6:30 PM
MERCEDES CITY HALL - COMMISSION CHAMBERS
400 S. OHIO AVE., MERCEDES, TX 78570

MEMBERS PRESENT: Mayor Oscar Montoya

Commissioner Joe Martinez
Mayor Pro-Tem Ruben Saldana
Commissioner Rolando Garcia

MEMBERS ABSENT: Commissioner Armando Garcia

STAFF PRESENT: Alberto Perez, City Manager

Joselynn Castillo, City Secretary

Martie Garcia Vela, City Attorney

Meredith Hernandez, Interim Finance Director
Francisco Sanchez, Police Chief

Juan Vasquez, I.T Specialist

Tom Villagomez, Public Works Director
Marisol Vidales, Library Director

OTHERS PRESENT:

1.

Call Meeting to Order
Mayor Montoya called the meeting to order at 6:32 p.m. and welcomed those in attendance.

Establish Quorum

Mayor Montoya, Commissioner Martinez, and Commissioner Rolando Garcia were
present, constituting a quorum. Mayor Pro-Tem Saldana arrived during the Proclamation
item.

Invocation
Commissioner Rolando Garcia led the invocation.

Pledge of Allegiance
Commissioner Martinez led in the Pledge of Allegiance.

Open Forum
There were no residents signed up to speak during Open Forum.

Presentation

a. Proclamation in recognition of the Mercedes UIL Academic Students

Mayor Montoya emphasized the importance of academic achievement and read a
proclamation recognizing Zachary Sanchez for his accomplishments in UIL writing. Mr.
Sanchez briefly spoke about his journey and the efforts that led to his success. He also
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10.

acknowledged the support of his journalism teacher, Ms. Escamilla.

Consent Agenda

a. Approval of Minutes for Meeting(s) held May 20, 2026
Commissioner Martinez made a motion to approve the item. Commissioner Rolando Garcia
seconded the motion. Upon a called vote, the motion carried unanimously.

Bids/Contracts

a. Consideration and Action on the Preventative Maintenance Proposals for AC for the
Dome, City Hall and Fire Department

Mr. Perez stated that the item is a preventative maintenance agreement. Ms. Kristine

Longoria noted that the company currently services the AC units at the Dome and is

requesting to extend its services to include City Hall and the Fire Department.

Commissioner Martinez made a motion to approve, which was seconded by Commissioner

Rolando Garcia. Upon a called vote, the motion passed unanimously.

b. Discussion and Possible Action on the Compensation Study Agreement between the
City of Mercedes and Dr. Marcos Garza
Mr. Perez stated that the item was a follow-up to the previous meeting’s presentation
regarding a proposed contract for a one-year compensation study at $5,500 per month to
review employee salaries. Ms. Kristine Longoria added that Dr. Garza would begin Phase 1
at no cost to study employees. In response to questions regarding the total cost for the year,
Mr. Perez explained that the study aims to develop a compensation structure that considers
employee tenure and workload, and to remain competitive in order to reduce employee
turnover. The scope of work includes a compensation study, pay structure development, an
initial compensation framework, and a leadership review session, as well as the
development of a training and development program. After discussion, Commissioner
Martinez made a motion to instruct the City Manager to solicit RFQs for the compensation
study. Commissioner Rolando Garcia seconded the motion. Upon a called vote, the motion
passed unanimously.

Executive Session: Chapter 551, Texas Government Code, Section 551.071
(Consultation with Attorney), Section 551.072 (Deliberation regarding Real Property),
Section 551.074 (Personnel Matters) and Section 551.087 (Economic Development)
Commissioner Martinez made a motion to go into Executive Session. Commissioner
Rolando Garcia seconded the motion. Upon a called vote, the motion passed unanimously.
The meeting entered Executive Session at 6:58 p.m.

a. Discussion with City Manager regarding personnel matters - Section 551.074
b. Consultation with Attorney regarding update on litigation - Section 551.071

c. Consultation with Attorney regarding Economic Development Projects - Section
551.087

Open Session
Mayor Montoya reconvened the meeting at 8:05 p.m.
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a. Possible Action pertaining to executive session item A
No action taken on item A.

b. Possible Action pertaining to executive session item B
No action taken on item B.

c. Possible Action pertaining to executive session item C
No action taken on item C.

11. Adjournment

Commissioner Martinez made a motion to adjourn. Commissioner Rolando Garcia

seconded the motion. Upon a called vote, the motion passed unanimously. The meeting
adjourned at 8:06 p.m.

[MIN_SIGNATURES]

Page 7 of 156



city of

¥ mercedes

- Stavks 'cho.!’

Agenda Item Request

Deadline for submission: Wednesday at 2 o’clock on the week prior to the Council Meeting.

Requestor Name: Ruben Saldana

Telephone No. (for clarifications) 956.373.1824

Co-Requestor:

Date: June 16, 2026

Presentation, discussion, and possible action related to naming of street in honor of Dr. Hector P. Garcia

Meeting

Agenda Topic:

Request (please be specific)

This item is a follow up to a charge made by the Commission to a committee of city
officials to explore options for naming of a street in honor of Dr. Hector P. Garcia. The
Committee sought out public input on this issue, explored options, and has brought
more information to the Commission to aid in the Commission's consideration of this
request.

Attachments: Yes O No

Notes such as changes to meeting dates, cancelation of request, etc. (Please Initial)

= ~ Digitally signed by Ruben J. Saldafa
Ru ben ‘] . Saldana Date: 2026.06.04 06:49:37 -05'00"

Signature Co-signature
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Dr. Hector P. Garcia Street Renaming Committee Report

I.  Purpose of Report

The purpose of this report is to provide the City of Mercedes Commission with information and
findings relating to the Dr. Hector P. Garcia Street Renaming Proposal, as authorized by the City
Commission on April 7, 2026.

II.  Presented By

Dr. Hector P. Garcia Street Renaming Committee

III.  Purpose of Committee

The Dr. Hector P. Garcia Street Renaming Committee was established by the City Commission
on April 7, 2026, to explore potential options relating to the renaming or memorial designation
of a street in honor of Dr. Hector P. Garcia.

The committee met on multiple occasions to discuss potential street options, evaluate impacts
and feasibility, and gather public input through a community survey. The results and findings of
those efforts are summarized within this report.

IV. Committee Membership
The following individuals served on the committee:

Dr. Ruben Saldana — Mayor Pro Tem

Skyler Howell — Citizen Representative

Marisol Vidales — Library Director, Historic Preservation Officer, and Communications
Joselynn Castillo — City Secretary

Denisse Hernandez — Planning Director

V.  Meeting Dates
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The Dr. Hector P. Garcia Street Renaming Committee met on the following dates:

April 20, 2026 at 10:00 AM
April 27,2026 at 10:00 AM
May 11, 2026 at 10:00 AM
May 27, 2026 at 10:00 AM

VI. Summary of Public Survey

To assist in gathering community input, the committee developed and distributed a public survey
regarding the potential renaming or memorial designation of a street in honor of Dr. Hector P.

Garcia.

The survey was promoted through social media platforms and local media coverage, including
Channel 5 News.

The results of the survey are as follows:

Please select an option below

55 responses

@ Florida Street from 5th Street to 17th...
@ Ohio Avenue

5th Street
@ Memorial Designation Sign (does not...
@ | do not support street renaming for Dr...
@ Changing the name affects people livi...
@ Library is good enough
@ Don't change street names just add to...

112V

The survey received a total of 55 responses.
Of the 55 responses received:

e 40 respondents expressed support for a street renaming or memorial designation in some
capacity.
e 15 respondents expressed opposition or alternative viewpoints regarding the initiative.
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This represents approximately 72% support among survey participants.

A. Breakdown of Res osing or Questioning the Initiative

Among the 15 responses not supporting a street renaming:

10 respondents selected the general opposition option

1 respondent stated that the existing library designation was sufficient recognition
1 respondent selected “none”
1 respondent suggested honoring a different individual

1 respondent commented to prioritize street and infrastructure improvements

B. Preferred Street Options

Among the street options presented in the survey:

e Ohio Street received the highest level of support, with 21 responses (38.2%)
e Florida Street received the second highest level of support, with 9 responses (16.4%)

Additional responses included:

6 votes supporting a ceremonial or memorial designation
1 vote for W. 5th Street

1 vote for Mile 1 East

1 vote suggesting Francis, Garza, and Matthews Streets

1 vote recommending a future subdivision street

1 respondent expressed concern regarding impacts to residents living on affected streets

VII. Potential Options Considered

Based on committee discussions and public survey feedback, the committee identified the
following options for consideration by the City Commission:

1. Ohio Street

(Possible Memorial Designation)

Potential Benefits:
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e High-profile corridor providing significant public visibility
e Includes several prominent civic and community landmarks, including:
Dr. Hector P. Garcia Memorial Library
Mercedes City Hall
Mercedes Police Department
Historic City Hall
American Legion
American Rio Grande Land and Irrigation Company building
Borderland Hardware
o H-E-B
e Received the highest level of public support within the survey

o O O O O

e Provides opportunities for future community engagement activities, including unveiling
ceremonies and commemorative events

Impact Analysis:

e (71 homes, 15 businesses, 10 public entities, and 35 new road signs)

Committee Notation

A memorial designation is an honorary naming designation placed upon a roadway or
intersection to recognize a deceased individual, military service member, or historically
significant figure. Importantly, a memorial designation does not change the official legal street
name or property addresses.

Utilizing a memorial designation may help avoid many of the logistical challenges associated
with a formal street renaming for both the City and residents.

Additionally, a memorial designation may significantly reduce implementation costs while also
allowing for a more targeted and flexible recognition area.

2. Florida Street

(Possible Memorial Designation)

Potential Benefits:

e Connects Dr. Hector P. Garcia’s legacy to Mercedes High School, where he graduated in
1932
e Lower overall impact on homes and businesses compared to other options
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e Includes approximately:
O 5 intersections
o 13 street signs
o 28 residential properties, in addition to Mercedes High School
e Provides opportunities for future community engagement activities, including unveiling
ceremonies and commemorative events

Impact Analysis:

e (5 intersections, 13 signs, 28 homes, Mercedes High School)

Committee Notation

A memorial designation is an honorary naming designation placed upon a roadway or
intersection to recognize a deceased individual, military service member, or historically
significant figure. Importantly, a memorial designation does not change the official legal street
name or property addresses.

Utilizing a memorial designation may help avoid many of the logistical challenges associated
with a formal street renaming for both the City and residents.

Additionally, a memorial designation may significantly reduce implementation costs while also
allowing for a more targeted and flexible recognition area.

3. No Street Renaming or Memorial Designation
Considerations:

Avoids potential confusion regarding street locations and addressing
Avoids potential costs associated with signage, addressing updates, and implementation
logistics

e Dr. Hector P. Garcia would continue to remain recognized through the Dr. Hector P.
Garcia Memorial Library

Impact Analysis:

® Nnone
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VIII. Conclusion

The Dr. Hector P. Garcia Street Renaming Committee appreciates the opportunity provided by
the City Commission to explore potential options relating to the recognition of Dr. Hector P.
Garcia within the City of Mercedes.

Through committee discussions, public engagement efforts, and survey feedback, the committee
gathered information intended to assist the City Commission in evaluating potential paths
forward regarding this initiative. The committee believes the public input process provided
valuable community perspective while also helping identify considerations relating to visibility,
historical significance, logistical impacts, and community support.

Dr. Hector P. Garcia’s legacy as a civil rights leader, physician, veteran, and Mercedes High
School graduate continues to represent an important part of both local and national history. The
committee respectfully submits this report to the City Commission for consideration and any
future direction the Commission may deem appropriate.
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Dr. Hector P. Garcia Street Renaming

Option 1: Florida Street from 5% Street South to City Limit
Pros:

1. Lesserimpact on homes/businesses. (5 intersections, 13 signs, 28 homes plus MHS)
2. Connects Dr. HPG to Mercedes High School by naming street

Cons:

1. Still affects a moderate amount of homes and intersections.

Option 2: Ohio Street
Pros:

1. High profile street that will provide a high level of visibility.

2. Includes prominent city entities, including Dr. Hector P. Garcia Memorial Library, City Hall,
Mercedes Police Department, Historic City Hall, American Legion, Historic
Hidalgo/Cameron County Irrigation District Building, Borderland Hardware, HEB.

Cons:

1. Highimpact option. Affects 95 homes & business, including 71 homes, 15 businesses, and
10 public entities
2. Would require 35 new road signs

Option 3: Texas Street
Pros:

1. Highest Profile street
Cons:

1. Highest impact option, affecting a high level of businesses and homes (humbers pending)
2. Would require 40 new city signs and multiple state interstate signs that could run from
$50,000 to $100,000 to update with with Dr. HPG.

Option 4: 5" Street
Pros:

1. Lowestimpact option, minimal disruption to business and residences.

Cons:

1. Low visibility, limited in scope.
2. Disjoints 5™ Street.
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city of erce des AGENDA ITEM NO. 9.A.
e il Ordinances/Resolutions
DATE: June 16, 2026
FROM: Denisse Hernandez, Planning Director
ITEM: Discussion and possible action to First Reading of Ordinance 2026-15

Establishing the Capital Improvements Advisory Committee

BACKGROUND INFORMATION:

Ordinance No. 2026-15 formally establishes a Capital Improvements Advisory Committee
(CIAC) for the City of Mercedes. This committee is created to strictly comply with Chapter 395
of the Texas Local Government Code, which mandates an advisory board to oversee the
planning, implementation, and administration of municipal impact fees driven by city growth.

Key Components of the Ordinance
1. Purpose and Authority (Section I)

e Compliance: The sole purpose of the chapter is to fulfill the statutory requirements of
Chapter 395 of the Texas Local Government Code concerning impact fees.

e Legal Standing: The ordinance is enacted under the authority of the Texas Constitution,
the City Charter, and Chapters 395, 42, and 51-54 of the Texas Local Government Code.

2. Committee Composition & Membership Requirements (Section II)

o Size & Compensation: The CIAC will consist of not less than five (5) members
appointed by a majority vote of the City Commission. Members serve indefinite terms
without financial compensation and can be replaced at any time.

¢ Development Industry Representation: In compliance with state law, at least 50% of
the committee must be representatives from the real estate, development, or building
industries who are not otherwise government employees or officials.

e Residency: All other members must reside within the Mercedes city limits. If impact fees
are applied to the extraterritorial jurisdiction (ETJ), at least one representative must be
from the ETJ.

e Leadership & Staff Roles: The committee will select its own Chairperson. The City

Manager and Planning Director are designated as ex officio members; they possess the
same participation rights as standard members but cannot vote, make motions, or count
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toward the total member count.

3. Procedural & Operational Rules (Section III)

e Advisory Status: The CIAC functions strictly in an advisory capacity to the City
Commission.

¢ Quorum & Voting: A quorum requires four (4) members. Voting by proxy is
prohibited. Members can participate and vote in person or via a two-way speakerphone.

¢ Standards of Conduct: Committee members are legally subject to the exact same
conflict-of-interest, nepotism, public-meetings (Open Meetings Act), and public-records
transparency standards as the City Commission itself.

e Reporting Schedule: The CIAC is required to submit formal statutory progress and
advisory reports to the City Commission twice a year, specifically in September and
March.

¢ Financial Controls: The CIAC has no independent budget authority; no expenditures

can be made without prior written authorization from the City Manager.

BOARD REVIEW/CITIZEN FEEDBACK:
ALTERNATIVES/OPTIONS:

FISCAL IMPACT: (Total Costs)
Proposed Expenditure/(Revenue): Account Number(s):

$

Finance Review by: Not Applicable
LEGAL REVIEW:

ATTACHMENTS:
1. ORDINANCE NO CAPITAL IMPROVEMENTS ADVISORY COMMITTEE

STAFF RECOMMENDATION: Staff recommends APPROVAL of Ordinance No. 2026-15 to
formally establish the Capital Improvements Advisory Committee (CIAC). This action is the
mandatory first legal step under Texas Local Government Code Chapter 395, allowing the City
of Mercedes to move forward with the development, implementation, and collection of impact
fees for future infrastructure growth.
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ORDINANCE NO. 2026-15

AN ORDINANCE OF THE CITY OF MERCEDES, TEXAS, ESTABLISHING A CAPITAL
IMPROVEMENTS ADVISORY COMMITTEE (CIAC); DEFINING ITS PURPOSE,
AUTHORITY, MEMBERSHIP, AND PROCEDURAL RULES PURSUANT TO CHAPTER
395 OF THE TEXAS LOCAL GOVERNMENT CODE CONCERNING IMPACT FEES; AND
DECLARING PROVISIONS TO PROTECT THE PUBLIC HEALTH, SAFETY, AND
WELFARE.

WHEREAS, the City of Mercedes is experiencing ongoing growth and development, which
necessitates the careful planning, funding, and construction of new public infrastructure and capital
improvements; and

WHEREAS, the City Commission of the City of Mercedes is authorized by the Constitution and laws
of the State of Texas, including Chapters 395, 42, and 51 through 54 of the Texas Local Government
Code, as well as the City Charter, to adopt and administer impact fees to assist in funding these
necessary capital improvements; and

WHEREAS, Chapter 395 of the Texas Local Government Code mandates that a political subdivision
considering or imposing impact fees must appoint a Capital Improvements Advisory Committee
(CIAC) to advise the governing body regarding land use assumptions, capital improvement plans, and
the imposition of such fees; and

WHEREAS, the City Commission desires to formally establish this Committee, define its
membership criteria, and establish procedural rules to ensure its operations strictly comply with state
law; and

NOW, THEREFORE, BE IT ORDAINED BY THE CITY COMMISSION OF THE CITY
OF MERCEDES, COUNTY OF HIDALGO, STATE OF TEXAS, THAT:

SECTION 1. PURPOSE AND AUTHORITY.

(a) The purpose of this chapter is to comply with Chapter 395 of the Texas Local Government Code
regarding the adoption and administration of impact fees.

(b) This chapter is adopted pursuant to the authority granted by the Constitution and laws of the
State of Texas, including Chapters 395, 42, and 51 through 54 of the Texas Local Government
Code and the City Charter of the City of Mercedes.

SECTION II. CREATED.

(a) The CIAC is composed of not less than five members, who shall be appointed by a majority
vote of the city commission for indefinite terms, who may be replaced at any time by a
majority vote of the city commission, and who shall serve without compensation.

(b) If the impact fees is to be applied in the extraterritorial jurisdiction, the membership must
include a representative from that area.

(c) Not less than 50 percent of the membership of the CIAC must be representatives of the real
estate, development, or building industries who are not employees or officials of a political
subdivision or governmental entity (other than being a member of this CIAC).

(d) All other members of the CIAC must reside inside Mercedes city limits.
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(e) One member of the CIAC shall be selected by the CIAC membership to serve as the CIAC
Chairman.

(f) The city manager and planning director have ex officio status. Neither the city manager nor
the planning director may vote, make motions, or be counted as one of the seven members.
However, in all other respects they have the same rights as the seven members.

(g) The city shall make available to the CIAC any professional reports with respect to
developing and implementing the capital improvements plan.

SECTION III. PROCEDURAL RULES.

(a) This section constitutes the procedural rules required under V.T.C.A., Local Government
Code § 395.058(e). The CIAC shall follow these rules in carrying out its duties.

(b) The CIAC serves in an advisory capacity and shall have only the authority granted to it by
those provisions of state law or city ordinance which mention the CIAC by name.

(c) The CIAC shall not hold any meeting during any period when it is out of compliance with
section 314-20(c) or (d).

(d) A quorum shall consist of four members. Voting by proxy is not allowed. Each member
attending a CIAC meeting in person or by two-way speakerphone shall be eligible to vote
in the absence of a conflict of interest.

(e) The CIAC and each of its members shall be subject to the same conflict-of-interest,
nepotism, public-meetings, public-records, and other due-process standards as the city
commission.

(f) The CIAC shall select from its membership a secretary and at least one vice-chair. A CIAC
meeting may be called by any CIAC officer or by the city manager.

(g) Whenever the CIAC submits a report, advice, or comments to the city commission, that
submission may take the form of one majority report, seven minority reports, or any
combination or variant thereof. The preferred format is one majority report.

(h) In September and March of each year, the CIAC shall submit a report under V.T.C.A.,
Local Government Code § 395.058(c)(4).

(1) No expenditure shall be made by the CIAC without the prior written authorization from the
city manager.

(j) After holding a public hearing advertised at least 72 hours in advance in a newspaper of
general circulation, a supermajority vote of the CIAC may adopt and enforce the CIAC
rules as previously promulgated by ordinance of the city commission, for the purpose of
more efficiently carrying out its duties.

2. SEVERABILITY PROVISION

By the adoption of this ordinance, should there be any word, sentence, phrase, and/or expression that
may be deemed by a court of competent jurisdiction to be invalid, or legally deleted from the content
of his ordinance, it is declared that the remaining portion or portions of this ordinance shall remain
fully enabled, active and in full force.

3. CUMULATIVE PROVISION

Should there be any existing ordinance, regulation, policy, and/or guideline that may be in conflict
with the established regulations of this zoning ordinance, whether in whole or in part, the terms of this
ordinance shall be controlling and override any such existing conflict.

4. PUBLICATION DATE
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Once adopted, the City secretary shall as soon as practicable, forward the caption of this coning
ordinance to be published in a newspaper of local circulation.

READ, DISCUSSED, AND APPROVED ON THIS THE 16TH DAY OF JUNE IN THE
YEAR OF OUR LORD, 2026.

1st Reading: June 16, 2026
2nd Reading: July 7, 2026
CITY OF MERCEDES:

Oscar D. Montoya, Mayor

ATTEST: APPROVED AS TO FORM:
Joselynn Castillo Martie Garcia Vela
City Secretary City Attorney
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An Ordinance authorizing the issuance of “City Of Mercedes, Texas
Combination Tax and Subordinate Lien Revenue Certificates of Obligation
Series 2026C (Drinking Water State Revolving Fund)”; providing for the
payment of said certificates, by the levy of an ad valorem tax upon all taxable
property within the city and further securing said certificates by a subordinate
and inferior lien on and pledge of the net revenues of the system on a parity
with certain currently outstanding subordinate lien obligations; providing the
terms and conditions of said certificates and resolving other matters incident
and relating to the issuance, payment, security, sale, and delivery of said
certificates, including the approval of an application to the Texas Water
Development Board and a Private Placement Memorandum pertaining to the
certificates; authorizing the execution of a Paying Agent/Registrar Agreement,
and an Escrow Agreement; complying with the requirements of the Letter of
Representations with the Depository Trust Company; complying with the
regulations promulgated by the Texas Water Development Board; and
providing an effective date

WHEREAS, the City Commission of the City of Mercedes, Texas (the City) has caused
notice to be given of its intention to issue certificates of obligation in the maximum principal
amount of $12,000,000 as provided pursuant to the provisions of the Certificate of Obligation Act
of 1971, as amended, Texas Local Government Code, Section 271.041 through 271.064, for the
purpose of paying contractual obligations of the City to be incurred for making permanent public
improvements and for other public purposes, to-wit: (1) designing, planning, building, improving,
extending, enlarging, repairing, and equipping the City’s utility system; (2) the purchase of
materials, supplies, equipment, machinery, landscaping, land, and rights-of-way for authorized
needs and purposes; and (3) payment for professional services relating to the design, construction,
project management, and financing of the aforementioned projects; and

WHEREAS, notice has been duly posted on the City’s website, if available, and published
in a newspaper hereby found and determined to be of general circulation in the City, once a week
for two (2) consecutive weeks, the date of the first (1*) publication of such notice being not less
than forty-six (46) days prior to the tentative date stated therein for the passage of the ordinance
authorizing the issuance of such certificates of obligation; and

WHEREAS, in accordance with the provisions of Section 271.049, as amended, Texas
Local Government Code, the City confirms that notice of the City’s intention to issue certificates
of obligation was approved by resolution at a public meeting and stated (1) the then current
principal of all outstanding debt of the City; (2) the then current combined principal and interest
required to pay all outstanding debt obligations of the City on time and in full, based on the City’s
expectations relative to the interest due on any variable rate debt obligations, as applicable; (3) the
maximum principal amount of the certificates of obligation to be authorized; (4) the estimated
combined principal and interest required to pay the certificates of obligation in full; (5) the
estimated interest rate for the certificates of obligation or that the maximum interest rate for the
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certificates of obligation may not exceed the maximum legal interest rate; and (6) the maximum
maturity date of the certificates of obligation; and

WHEREAS, no petition protesting the issuance of the certificates of obligation described
in this notice, signed by at least 5% of the qualified electors of the City, has been presented to or
filed with the City Secretary prior to the date tentatively set in such notice for the passage of this
ordinance; and

WHEREAS, the City Commission hereby finds and determines that the issuance of the
certificates of obligation, under the terms herein specified, is in the best interests of the City and
its residents; and

WHEREAS, the City Commission hereby finds and determines that certificates of
obligation in the principal amount of $11,780,000 described in such notice should be issued and
sold at this time; now, therefore,

BE IT ORDAINED BY THE CITY COMMISSION OF THE CITY OF MERCEDES,
TEXAS THAT:

SECTION 1. Authorization - Designation - Principal Amount - Purpose. The certificates
of obligation of the City shall be and are hereby authorized to be issued in the aggregate principal
amount of ELEVEN MILLION SEVEN HUNDRED EIGHTY THOUSAND AND NO/100
DOLLARS ($11,780,000), to be designated and bear the title of “CITY OF MERCEDES, TEXAS
COMBINATION TAX AND SUBORDINATE LIEN REVENUE CERTIFICATES OF
OBLIGATION, SERIES 2026C (DRINKING WATER STATE REVOLVING FUND)” (the
Certificates), for the purpose of paying contractual obligations of the City to be incurred for
making permanent public improvements and for other public purposes, to-wit: (1) designing,
planning, building, improving, extending, enlarging, repairing, and equipping the City’s utility
system; (2) the purchase of materials, supplies, equipment, machinery, landscaping, land, and
rights-of-way for authorized needs and purposes; and (3) payment for professional services
relating to the design, construction, project management, and financing of the aforementioned
projects, pursuant to the authority conferred by and in conformity with the laws of the State of
Texas, particularly the Certificate of Obligation Act of 1971, as amended, Texas Local
Government Code Section 271.041 through Section 271.064, Chapter 1502, as amended, Texas
Government Code, and the City’s Home Rule Charter.

SECTION 2. Fully Registered Obligations - Authorized Denominations - Stated
Maturities - Interest Rates — Certificate Date. The Certificates are issuable in fully registered form
only; shall be dated June 1, 2026 (the Certificate Date) and shall be issued in denominations of
$5,000 or any integral multiple thereof (within a Stated Maturity), and shall be lettered “R” and
numbered consecutively from One (1) upward. The Certificates shall become due and payable on
February 15 in each of the years and in principal amounts (the Stated Maturities) and bear interest
on the unpaid principal amounts as provided in Section 3, to the earlier of redemption or Stated
Maturity, while Outstanding, or from the most recent Interest Payment Date (hereinafter defined)
to which interest has been paid or duly provided for, to the earlier of redemption or Stated Maturity,
at the per annum rates, while Outstanding, in accordance with the following schedule:

302941345.4 -2-

Page 22 of 156



Years of Principal Interest

Stated Maturity Amounts ($) Rates (%)
2027 220,000
2028 255,000
2029 265,000
2030 275,000
2031 285,000
2032 295,000
2033 300,000
2034 310,000
2035 325,000
2036 335,000
2037 345,000
2038 355,000
2039 370,000
2040 380,000
2041 390,000
2042 405,000
2043 420,000
2044 435,000
2045 445,000
2046 460,000
2047 475,000
2048 495,000
2049 510,000
2050 525,000
2051 545,000
2052 560,000
2053 580,000
2054 600,000
2055 620,000

The Certificates shall bear interest on the unpaid principal amounts from the Closing Date
(anticipated to occur on July 21, 2026), or from the most recent Interest Payment Date (hereinafter
defined) to which interest has been paid or duly provided for, to the earlier of redemption or Stated
Maturity, while Outstanding, at the rates per annum shown in the above schedule (calculated on
the basis of a 360-day year of twelve 30-day months). Interest on the Certificates shall be payable
on February 15 and August 15 in each year (each, an Interest Payment Date), commencing
February 15, 2027 while the Certificates are Outstanding.

SECTION 3. Payment of Certificates - Paying Agent/Registrar. The principal of,
premium, if any, and interest on the Certificates, due and payable by reason of Stated Maturity,
mandatory redemption, or otherwise, shall be payable in any coin or currency of the United States
of America which at the time of payment is legal tender for the payment of public and private
debts, and such payment of principal of, premium if any, and interest on the Certificates shall be
without exchange or collection charges to the Holder (hereinafter defined) of the Certificates.
Interest, if any, on each Certificate issued and delivered to a Holder shall accrue from the latest
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Interest Payment Date that interest on such Certificate (or its Predecessor Certificate) has been
paid that precedes the registration date appearing on such Certificate in the “Registration
Certificate of Paying Agent/Registrar” (Section 8D hereof), unless the registration date appearing
thereon is an Interest Payment Date for which interest is being paid, in which case interest on such
Certificate shall accrue from the registration date appearing thereon and provided further that with
respect to the initial payment of interest on a Certificate, such interest shall accrue from the date
of initial delivery of the Certificates (or its Predecessor Certificate) to the Purchasers (hereinafter
defined).

The selection and appointment of U.S. Bank Trust Company, National Association,
Houston, Texas (the Paying Agent/Registrar), to serve as the initial Paying Agent/Registrar, for
the Certificates is hereby approved and confirmed, and the City agrees and covenants to cause to
be kept and maintained at the corporate trust office of the Paying Agent/Registrar books and
records (the Security Register) for the registration, payment and transfer of the Certificates, all as
provided herein, in accordance with the terms and provisions of a Paying Agent/Registrar
Agreement, attached, in substantially final form, as Exhibit A hereto, and such reasonable rules
and regulations as the Paying Agent/Registrar and City may prescribe. The City covenants to
maintain and provide a Paying Agent/Registrar at all times while the Certificates are Outstanding,
and any successor Paying Agent/Registrar shall be (i) a national or state banking institution or (ii)
an association or a corporation organized and doing business under the laws of the United States
of America or of any state, authorized under such laws to exercise trust powers. Such Paying
Agent/Registrar shall be subject to supervision or examination by federal or state authority and
authorized by law to serve as a Paying Agent/Registrar.

The City reserves the right to appoint a successor Paying Agent/Registrar upon providing
the previous Paying Agent/Registrar with a certified copy of a resolution or ordinance terminating
such agency. Additionally, the City agrees to promptly cause a written notice of this substitution
to be sent to each Holder of the Certificates by United States mail, first-class postage prepaid,
which notice shall also give the address of the new Paying Agent/Registrar.

Principal of, premium, if any, and interest, if any, on the Certificates, due and payable by
reason of Stated Maturity, redemption, or otherwise, shall be payable only to the registered owner
of the Certificates (the Holder or Holders) appearing in the Security Register maintained on behalf
of the City by the Paying Agent/Registrar as hereinafter provided: (i) on the Record Date
(hereinafter defined) for purposes of paying interest, if any, thereon; (ii) on the date of surrender
of the Certificates for purposes of receiving payment of principal thereof upon redemption of the
Certificates or at the Certificates’ Stated Maturity; and (iii) on any other date for any other purpose.
The City and the Paying Agent/Registrar, and any agent of either, shall treat the Holder as the
owner of a Certificate for purposes of receiving payment and all other purposes whatsoever, and
neither the City nor the Paying Agent/Registrar, or any agent of either, shall be affected by notice
to the contrary.

Principal of and premium, if any, on the Certificates shall be payable only upon
presentation and surrender of the Certificates to the Paying Agent/Registrar at its corporate trust
office. Interest, if any, on the Certificates shall be paid to the Holder whose name appears in the
Security Register at the close of business on the last business day of the month next preceding an
Interest Payment Date for the Certificates (the Record Date) and shall be paid: (i) by check sent
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on or prior to the appropriate date of payment by United States mail, first-class postage prepaid,
by the Paying Agent/Registrar, to the address of the Holder appearing in the Security Register; or
(i1) by such other method, acceptable to the Paying Agent/Registrar, requested in writing by the
Holder at the Holder’s risk and expense. While the Certificates are held by the Purchasers (as
defined in Section 26 hereof), payment of principal of, premium, if any, and interest, if any, on the
Certificates shall be made by federal funds wire transfer, at no cost to the Purchasers, to an account
at a financial institution located in the United States designated by the Purchasers.

If the date for the payment of the principal of, premium, if any, or interest on the
Certificates shall be a Saturday, Sunday, a legal holiday, or a day on which banking institutions in
the city where the corporate trust office of the Paying Agent/Registrar is located are authorized by
law or executive order to close, then the date for such payment shall be the next succeeding day
which is not such a day. The payment on such date shall have the same force and effect as if made
on the original date any such payment on the Certificates was due.

In the event of a non-payment of interest on a scheduled payment date, and for thirty (30)
days thereafter, a new record date for such interest payment (a Special Record Date) will be
established by the Paying Agent/Registrar, if and when funds for the payment of such interest have
been received from the City. Notice of the Special Record Date and of the scheduled payment
date of the past due interest (the Special Payment Date - which shall be fifteen (15) days after the
Special Record Date) shall be sent at least five (5) business days prior to the Special Record Date
by United States mail, first-class postage prepaid, to the address of each Holder of a Certificate
appearing on the Security Register at the close of business on the last business day next preceding
the date of mailing of such notice.

SECTION 4. Redemption.

A. Optional Redemption. The Certificates having Stated Maturities on and after
February 15, 2037, shall be subject to redemption prior to Stated Maturity, at the option of the
City, in whole or in part, in principal amounts of $5,000 or any integral multiple thereof (and if
within a Stated Maturity selected at random and by lot by the Paying Agent/Registrar), on August
15, 2036, or on any date thereafter at the redemption price of par plus accrued interest to the date
of redemption.

B. Exercise of Redemption Option. At least forty-five (45) days prior to a date set for
the redemption of the Certificates (unless a shorter notification period shall be satisfactory to the
Paying Agent/Registrar), the City shall notify the Paying Agent/Registrar of its decision to exercise
the right to redeem the Certificates, the principal amount of each Stated Maturity to be redeemed,
and the date set for the redemption thereof. The decision of the City to exercise the right to redeem
the Certificates shall be entered in the minutes of the governing body of the City.

C. Selection of Certificates for Redemption. If less than all Outstanding Certificates
of the same Stated Maturity are to be redeemed on a redemption date, the Paying Agent/Registrar
shall treat such Certificates as representing the number of Certificates outstanding which is
obtained by dividing the principal amount of such Certificates by $5,000 and shall select the
Certificates, or principal amount thereof, to be redeemed within such Stated Maturity by lot.
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D. Notice of Redemption. Not less than thirty (30) days prior to a redemption date for
the Certificates, the Paying Agent/Registrar shall cause a notice of redemption to be sent by United
States mail, first-class postage prepaid, in the name of the City and at the City’s expense, to each
Holder of a Certificate to be redeemed in whole or in part at the address of the Holder appearing
on the Security Register at the close of business on the business day next preceding the date of
mailing such notice, and any notice of redemption so mailed shall be conclusively presumed to
have been duly given irrespective of whether received by the Holder. This notice may also be
published once in a financial publication, journal, or reporter of general circulation among
securities dealers in the City of New York, New York (including, but not limited to, The Bond
Buyer and The Wall Street Journal), or in the State of Texas (including, but not limited to, The
Texas Bond Reporter).

All notices of redemption shall: (i) specify the date of redemption for the Certificates;
(i1) identify the Certificates to be redeemed and, in the case of a portion of the principal amount to
be redeemed, the principal amount thereof to be redeemed; (iii) state the redemption price;
(iv) state that the Certificates, or the portion of the principal amount thereof to be redeemed, shall
become due and payable on the redemption date specified, and the interest, if any, thereon, or on
the portion of the principal amount thereof to be redeemed, shall cease to accrue from and after
the redemption date; and (v) specify that payment of the redemption price for the Certificates, or
the principal amount thereof to be redeemed, shall be made at the corporate trust office of the
Paying Agent/Registrar only upon presentation and surrender thereof by the Holder.

If a Certificate is subject by its terms to redemption and has been called for redemption and
notice of redemption thereof has been duly given or waived as herein provided, such Certificate
(or the principal amount thereof to be redeemed) so called for redemption shall become due and
payable, and if money sufficient for the payment of such Certificates (or of the principal amount
thereof to be redeemed) at the then applicable redemption price is held for the purpose of such
payment by the Paying Agent/Registrar, then on the redemption date designated in such notice,
interest on the Certificates (or the principal amount thereof to be redeemed) called for redemption
shall cease to accrue, and such Certificates shall not be deemed to be Outstanding in accordance
with the provisions of this Ordinance.

E. Transfer/Exchange of Certificates. Neither the City nor the Paying Agent/Registrar
shall be required to: (i) transfer or exchange any Certificate during a period beginning forty-five
(45) days prior to the date fixed for redemption of the Certificates; or (i) transfer or exchange any
Certificate selected for redemption; provided, however, such limitation of transfer shall not be
applicable to an exchange by the Holder of the unredeemed balance of a Certificate which is
subject to redemption in part.

SECTION 5. Execution - Registration. The Certificates shall be executed on behalf of
the City by its Mayor or Mayor Pro Tem under its seal reproduced or impressed thereon and
attested by its City Secretary. The signature of either of said officers on the Certificates may be
manual or facsimile. Certificates bearing the manual or facsimile signatures of individuals who
were, at the time of the Certificate Date, the proper officers of the City shall bind the City,
notwithstanding that such individuals or either of them shall cease to hold such offices prior to the
delivery of the Certificates to the Purchasers, all as authorized and provided in Chapter 1201, as
amended, Texas Government Code.
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No Certificate shall be entitled to any right or benefit under this Ordinance, or be valid or
obligatory for any purpose, unless there appears on such Certificate either a certificate of
registration substantially in the form provided in Section 8C herein, executed by the Comptroller
of Public Accounts of the State of Texas or his duly authorized agent by manual signature, or a
certificate of registration substantially in the form provided in Section 8D herein, executed by the
Paying Agent/Registrar by manual signature, and either such certificate upon any Certificate shall
be conclusive evidence, and the only evidence, that such Certificate has been duly certified or
registered and delivered

SECTION 6. Registration - Transfer - Exchange of Certificates - Predecessor Certificates.
The Security Register relating to the registration, payment, transfer, or exchange of the Certificates
shall at all times be kept and maintained by the City at the corporate trust office of the Paying
Agent/Registrar, and the Paying Agent/Registrar shall obtain, record, and maintain in the Security
Register the name and address of every owner of the Certificates or, if appropriate, the nominee
thereof. Any Certificate may, in accordance with its terms and the terms hereof, be transferred or
exchanged for Certificates of other authorized denominations upon the Security Register by the
Holder, in person or by his duly authorized agent, upon surrender of such Certificate to the Paying
Agent/Registrar for cancellation, accompanied by a written instrument of transfer or request for
exchange duly executed by the Holder or by his duly authorized agent, in form satisfactory to the
Paying Agent/Registrar.

Upon surrender for transfer of any Certificate at the corporate trust office of the Paying
Agent/Registrar, the City shall execute and the Paying Agent/Registrar shall register and deliver,
in the name of the designated transferee or transferees, one or more new Certificates executed on
behalf of, and furnished by, the City of authorized denominations and having the same Stated
Maturity and of a like interest rate and aggregate principal amount as the Certificate or Certificates
surrendered for transfer.

At the option of the Holder, Certificates may be exchanged for other Certificates of
authorized denominations and having the same Stated Maturity, bearing the same rate of interest
and of like aggregate principal amount as the Certificates surrendered for exchange upon surrender
of the Certificates to be exchanged at the corporate trust office of the Paying Agent/Registrar.
Whenever any Certificates are so surrendered for exchange, the Paying Agent/Registrar shall
register and deliver new Certificates executed on behalf of, and furnished by, the City to the Holder
requesting the exchange.

All Certificates issued upon any transfer or exchange of Certificates shall be delivered at
the corporate trust office of the Paying Agent/Registrar, or be sent by United States registered mail
to the Holder at his request, risk, and expense and, upon the delivery thereof, the same shall be the
valid and binding obligations of the City, evidencing the same obligation to pay, and entitled to
the same benefits under this Ordinance, as the Certificates surrendered upon such transfer or
exchange.

All transfers or exchanges of Certificates pursuant to this Section shall be made without
expense or service charge to the Holder, except as otherwise herein provided, and except that the
Paying Agent/Registrar shall require payment by the Holder requesting such transfer or exchange
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of any tax or other governmental charges required to be paid with respect to such transfer or
exchange.

Certificates canceled by reason of an exchange or transfer pursuant to the provisions hereof
are hereby defined to be “Predecessor Certificates”, evidencing all or a portion, as the case may
be, of the same debt evidenced by the new Certificate or Certificates registered and delivered in
the exchange or transfer therefor. Additionally, the term Predecessor Certificates shall include any
Certificate registered and delivered pursuant to Section 25 in lieu of a mutilated, lost, destroyed,
or stolen Certificate which shall be deemed to evidence the same obligation as the mutilated, lost,
destroyed, or stolen Certificate.

SECTION 7. Initial Certificate. The Certificates herein authorized shall be issued
initially either (i) as a single fully registered Certificate in the total principal amount of $
11,780,000 with principal installments to become due and payable as provided in Section 2 and
numbered T-1; or (i1) as one (1) fully registered Certificate for each year of Stated Maturity in the
applicable principal amount, interest rate, and denomination and to be numbered consecutively
from T-1 and upward (the /nitial Certificate) and, in either case, the Initial Certificate shall be
registered in the name of the Purchasers or the designee thereof. The Initial Certificate shall be
the Certificates submitted to the Office of the Attorney General of the State of Texas for approval,
certified and registered by the Office of the Comptroller of Public Accounts of the State of Texas,
and delivered to the Purchasers. Any time after the delivery of the Initial Certificate to the
Purchasers, the Paying Agent/Registrar, upon written instructions from the Purchasers, or the
designee thereof, shall cancel the Initial Certificate delivered hereunder and exchange therefor
definitive Certificates of authorized denominations, Stated Maturities, principal amounts and
bearing applicable interest rates, and shall be lettered “R” and numbered consecutively from One
(1) upward, for transfer and delivery to the Holders named and at the addresses identified therefor,
all pursuant to and in accordance with and pursuant to such written instructions from the
Purchasers, or the designee thereof, and such other information and documentation as the Paying
Agent/Registrar may reasonably require.

SECTION &. Forms.

A. Forms Generally. The Certificates, the Registration Certificate of Comptroller of
Public Accounts of the State of Texas, the Registration Certificate of Paying Agent/Registrar, and
the form of Assignment to be printed on each of the Certificates shall be substantially in the forms
set forth in this Section with such appropriate insertions, omissions, substitutions, and other
variations as are permitted or required by this Ordinance and may have such letters, numbers, or
other marks of identification (including identifying numbers and letters of the Committee on
Uniform Securities Identification Procedures of the American Bankers Association) and such
legends and endorsements (including insurance legends and any reproduction of an opinion of
Bond Counsel (hereinafter referenced)) thereon as may, consistent herewith, be established by the
City or determined by the officers executing the Certificates as evidenced by their execution
thereof. Any portion of the text of any Certificate may be set forth on the reverse thereof, with an
appropriate reference thereto on the face of the Certificate.

The definitive Certificates shall be typewritten, printed, lithographed, or engraved,
produced by any combination of these methods, or produced in any other similar manner, all as
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determined by the officers executing the Certificates as evidenced by their execution thereof, but
the Initial Certificate submitted to the Attorney General of the State of Texas may be typewritten
or photocopied or otherwise reproduced.

[The remainder of this page intentionally left blank.]
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B. Form of Definitive Certificate.

REGISTERED
REGISTERED PRINCIPAL AMOUNT
NO. $

United States of America
State of Texas
County of Hidalgo
CITY OF MERCEDES, TEXAS
COMBINATION TAX AND SUBORDINATE LIEN REVENUE
CERTIFICATES OF OBLIGATION, SERIES 2026C
(DRINKING WATER STATE REVOLVING FUND)

Certificate Date: Interest Rate: Stated Maturity: CUSIP No.
June 1, 2026

REGISTERED OWNER:

PRINCIPAL AMOUNT:

The City of Mercedes, Texas (the City), a body corporate and municipal corporation in the
County of Hidalgo, State of Texas, for value received, acknowledges itself indebted to and hereby
promises to pay to the order of the Registered Owner specified above, or the registered assigns
thereof, on the Stated Maturity date specified above, the Principal Amount specified above (or so
much thereof as shall not have been paid upon prior redemption) and to pay interest on the unpaid
Principal Amount hereof from the Closing Date (anticipated to occur on July 21, 2026), or from
the most recent Interest Payment Date (hereinafter defined) to which interest has been paid or duly
provided for until such Principal Amount has become due and payment thereof has been made or
duly provided for, while Outstanding, to the earlier of redemption or Stated Maturity, at the per
annum rate of interest specified above computed on the basis of a 360-day year of twelve 30-day
months; such interest being payable on February 15 and August 15 of each year (each, an Interest
Payment Date) commencing February 15, 2027.

Principal and premium, if any, of this Certificate shall be payable, at its Stated Maturity or
prior redemption, to the Holder hereof upon presentation and surrender at the corporate trust office
of the Paying Agent/Registrar executing the registration certificate appearing hereon, or a
successor thereof. Interest, if any, shall be payable to the Holder of this Certificate (or one or more
Predecessor Certificates, as defined in the Ordinance hereinafter referenced) whose name appears
in the Security Register maintained by the Paying Agent/Registrar at the close of business on the
Record Date, which is the last business day of the month next preceding each Interest Payment
Date. All payments of principal of, premium, if any, and interest, if any, on this Certificate shall
be in any coin or currency of the United States of America which at the time of payment is legal
tender for the payment of public and private debts. Interest, if any, shall be paid by the Paying
Agent/Registrar by check sent on or prior to the appropriate date of payment by United States mail,
first-class postage prepaid, to the Holder hereof at the address appearing in the Security Register
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or by such other method, acceptable to the Paying Agent/Registrar, requested by, and at the risk
and expense of, the Holder hereof. While the Certificates are held by the Purchasers, payment of
principal of, premium, if any, and interest, if any, on the Certificates shall be made by federal funds
wire transfer, at no cost to the Purchasers, to an account at a financial institution located in the
United States designated by the Purchasers.

This Certificate is one of the series specified in its title issued in the aggregate principal
amount of $11,780,000 (the Certificates) pursuant to an Ordinance adopted by the governing body
of the City (the Ordinance), for the purpose of paying contractual obligations of the City to be
incurred for making permanent public improvements and for other public purposes, to-wit: (1)
designing, planning, building, improving, extending, enlarging, repairing, and equipping the City’s
utility system; (2) the purchase of materials, supplies, equipment, machinery, landscaping, land,
and rights-of-way for authorized needs and purposes; and (3) payment for professional services
relating to the design, construction, project management, and financing of the aforementioned
projects, under and in strict conformity with the laws of the State of Texas, particularly Chapter
1502, as amended, Texas Government Code, the Certificate of Obligation Act of 1971, as
amended, Texas Local Government Code, Section 271.041 through 271.064, and the City’s Home
Rule Charter.

The Certificates stated to mature on and after February 15, 2037 may be redeemed prior to
their Stated Maturity, at the option of the City, on August 15, 2036, or any date thereafter, in whole
or in part, in principal amounts of $5,000 or any integral multiple thereof (and if within a Stated
Maturity selected at random and by lot by the Paying Agent/Registrar) at the redemption price of
par plus accrued interest, if any, to the date of redemption; provided, however, that at least thirty
(30) days’ prior written notice shall be sent to the registered owners of the Certificates to be
redeemed by United States mail, first-class postage prepaid, and subject to the terms and provisions
relating thereto contained in the Ordinance. If this Certificate (or any portion of the principal sum
hereof) shall have been duly called for redemption and notice of such redemption duly given, then
upon such redemption date this Certificate (or the portion of the principal sum hereof to be
redeemed) shall become due and payable, and interest thereon shall cease to accrue from and after
the redemption date therefor, provided moneys for the payment of the redemption price and the
interest on the principal amount to be redeemed (if any) to the date of redemption are held for the
purpose of such payment by the Paying Agent/Registrar.

If this Certificate (or any portion of the principal sum hereof) shall have been duly called
for redemption and notice of such redemption has been duly given, then upon such redemption
date this Certificate (or the portion of the principal sum hereof to be redeemed) shall become due
and payable, and, if the money for the payment of the redemption price and the interest (if any)
accrued on the principal amount to be redeemed to the date of redemption is held for the purpose
of such payment by the Paying Agent/Registrar, interest shall cease to accrue and be payable
hereon from and after the redemption date on the principal amount hereof to be redeemed. If this
Certificate is called for redemption, in whole or in part, the City or the Paying Agent/Registrar
shall not be required to issue, transfer, or exchange this Certificate within forty-five (45) days of
the date fixed for redemption; provided, however, such limitation of transfer shall not be applicable
to an exchange by the Holder of the unredeemed balance hereof in the event of its redemption in
part.
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The Certificates of this series are payable from the proceeds of an ad valorem tax levied
upon all taxable property within the City, within the limitations prescribed by law, and are further
payable from and secured by a lien on and pledge of the Net Revenues (identified and defined in
the Ordinance), derived from the operation of the City’s combined utility system (the System),
such lien on and pledge of the Net Revenues being subordinate and inferior to the lien on and
pledge of such Net Revenues securing payment of the currently outstanding Prior Lien
Obligations, and any Additional Prior Lien Obligations or Junior Lien Obligations hereafter issued
by the City. In the Ordinance, the City reserves and retains the right to issue Additional Prior Lien
Obligations, Junior Lien Obligations, Additional Subordinate Lien Obligations, and Additional
Limited Pledge Obligations (all as identified and defined in the Ordinance), while the Certificates
are Outstanding, without limitation as to principal amount but subject to any terms, conditions or
restrictions as may be applicable thereto under law or otherwise.

Reference is hereby made to the Ordinance, a copy of which is on file in the corporate trust
office of the Paying Agent/Registrar, and to all of the provisions of which the Holder by his
acceptance hereof hereby assents, for definitions of terms; the description of and the nature and
extent of the tax levied and the revenues pledged for the payment of the Certificates; the terms and
conditions under which the City may issue Additional Prior Lien Obligations, Junior Lien
Obligations, Additional Subordinate Lien Obligations, and Additional Limited Pledge
Obligations; the terms and conditions relating to the transfer or exchange of the Certificates; the
conditions upon which the Ordinance may be amended or supplemented with or without the
consent of the Holder; the rights, duties, and obligations of the City and the Paying
Agent/Registrar; the terms and provisions upon which this Certificate may be redeemed or
discharged at or prior to the Stated Maturity thereof, and deemed to be no longer Outstanding
thereunder; and for the other terms and provisions specified in the Ordinance. Capitalized terms
used herein have the same meanings assigned in the Ordinance.

This Certificate, subject to certain limitations contained in the Ordinance, may be
transferred on the Security Register upon presentation and surrender at the corporate trust office
of the Paying Agent/Registrar, duly endorsed by, or accompanied by a written instrument of
transfer in form satisfactory to the Paying Agent/Registrar duly executed by the Holder hereof, or
his duly authorized agent, and thereupon one or more new fully registered Certificates of the same
Stated Maturity, of authorized denominations, bearing the same rate of interest, and of the same
aggregate principal amount will be issued to the designated transferee or transferees.

The City and the Paying Agent/Registrar, and any agent of either, shall treat the Holder
hereof whose name appears on the Security Register (i) on the Record Date as the owner hereof
for purposes of receiving payment of interest hereon, (i1) on the date of surrender of this Certificate
as the owner hereof for purposes of receiving payment of principal hereof at its Stated Maturity or
its redemption, in whole or in part, and (ii1) on any other date as the owner hereof for all other
purposes, and neither the City nor the Paying Agent/Registrar, or any such agent of either, shall be
affected by notice to the contrary. In the event of a non-payment of interest on a scheduled payment
date, and for thirty (30) days thereafter, a new record date for such interest payment (a Special
Record Date) will be established by the Paying Agent/Registrar, if and when funds for the payment
of such interest have been received from the City. Notice of the Special Record Date and of the
scheduled payment date of the past due interest (the Special Payment Date - which shall be fifteen
(15) days after the Special Record Date) shall be sent at least five (5) business days prior to the
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Special Record Date by United States mail, first-class postage prepaid, to the address of each
Holder appearing on the Security Register at the close of business on the last business day next
preceding the date of mailing of such notice.

It is hereby certified, covenanted, and represented that all acts, conditions, and things
required to be performed, exist, and be done precedent to the issuance of this Certificate in order
to render the same a legal, valid, and binding obligation of the City have been performed, exist,
and have been done, in regular and due time, form, and manner, as required by the laws of the
State of Texas and the Ordinance, and that issuance of the Certificates does not exceed any
constitutional or statutory limitation; and that due provision has been made for the payment of the
principal of, premium if any, and interest on the Certificates by the levy of a tax and collection of
Net Revenues as aforestated. In case any provision in this Certificate or any application thereof
shall be deemed invalid, illegal, or unenforceable, the validity, legality, and enforceability of the
remaining provisions and applications shall not in any way be affected or impaired thereby. The
terms and provisions of this Certificate and the Ordinance shall be construed in accordance with
and shall be governed by the laws of the State of Texas.

[The remainder of this page intentionally left blank.]
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IN WITNESS WHEREQF, the City has caused this Certificate to be duly executed under
its official seal.

CITY OF MERCEDES, TEXAS

By

Mayor

ATTEST:

City Secretary

(CITY SEAL)
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C. *Form of Registration Certificate of Comptroller of Public Accounts to Appear on
Initial Certificate Only.

REGISTRATION CERTIFICATE OF
COMPTROLLER OF PUBLIC ACCOUNTS

OFFICE OF THE COMPTROLLER OF §
PUBLIC ACCOUNTS §

§ REGISTER NO.
THE STATE OF TEXAS §

I HEREBY CERTIFY that this Certificate has been examined, certified as to validity and
approved by the Attorney General of the State of Texas, and duly registered by the Comptroller of
Public Accounts of the State of Texas.

WITNESS my signature and seal of office this

Acting Comptroller of Public Accounts
of the State of Texas

(SEAL)
*NOTE TO PRINTER: Not to appear on printed Certificates.

D. Form of Certificate of Paying Agent/Registrar to Appear on Definitive Certificates
Only.

REGISTRATION CERTIFICATE OF PAYING AGENT/REGISTRAR

This Certificate has been duly issued under the provisions of the within-mentioned
Ordinance; the Certificate or Certificates of the above-entitled and designated series originally
delivered having been approved by the Attorney General of the State of Texas and registered by
the Comptroller of Public Accounts, as shown by the records of the Paying Agent/Registrar.

Registered this date: U.S. Bank Trust Company, National
Association, Houston, Texas as Paying
Agent/Registrar

By:

Authorized Signature

*NOTE TO PRINTER: Print on Definitive Certificates.
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E. Form of Assignment.

ASSIGNMENT

FOR VALUE RECEIVED the undersigned hereby sells, assigns, and transfers unto (Print
or typewrite name, address, and zip code of transferee):

(Social Security or other identifying number):
the within Certificate and all rights thereunder, and hereby irrevocably constitutes and appoints
attorney to transfer the within Certificate on the books kept for
registration thereof, with full power of substitution in the premises.

DATED:

NOTICE: The signature on this assignment must correspond
with the name of the registered owner as it appears on the
face of the within Certificate in every particular.

Signature guaranteed:

F. Form of Initial Certificate. The Initial Certificate shall be in the form set forth in
paragraph B of this Section, except that the form of a single fully registered Initial Certificate shall
be modified as follows:

(1) immediately under the name of the Certificate the headings “Interest Rate and “Stated
Maturity shall both be completed “as shown below”;

(i1) the first two paragraphs shall read as follows:

The City of Mercedes, Texas (the City), a body corporate and municipal corporation in the
County of Hidalgo, State of Texas, for value received, acknowledges itself indebted to and hereby
promises to pay to the order of the Registered Owner named above, or the registered assigns
thereof, the Principal Amount specified above stated to mature on the fifteenth day of February in
each of the years and in principal amounts and bearing interest at per annum rates in accordance
with the following schedule:

Years of Principal Interest
Stated Maturity Amounts ($) Rates (%)

(Information to be inserted
from schedule in Section 2 hereof)

(or so much thereof as shall not have been paid upon prior redemption) and to pay interest on the
unpaid Principal Amounts hereof from the Closing Date (anticipated to occur on July 21, 2026)

302941345.4 -16-

Page 36 of 156



specified above, or from the most recent Interest Payment Date (hereinafter defined) to which
interest has been paid or duly provided for until the Principal Amount has become due and payment
thereof has been made or duly provided for to Stated Maturity, at the per annum rates of interest
specified above, computed on the basis of a 360-day year of twelve 30-day months; such interest
being payable on February 15 and August 15 of each year (each, an Interest Payment Date),
commencing February 15, 2027.

Principal of this Certificate shall be payable to the Registered Owner hereof (the Holder),
upon its presentation and surrender, to Stated Maturity, while Outstanding, at the corporate trust
office of U.S. Bank Trust Company, National Association, Houston, Texas (the Paying
Agent/Registrar) provided, however, with respect to the principal payment prior to the final Stated
Maturity, the Certificates need not be surrendered to the Paying Agent/Registrar, who will merely
document such payment on an internal ledger maintained by the Paying Agent/Registrar. Interest
shall be payable to the Holder of this Certificate whose name appears on the Security Register
maintained by the Paying Agent/Registrar at the close of business on the Record Date, which is
the last business day of the month next preceding each Interest Payment Date. All payments of
principal of and interest on this Certificate shall be in any coin or currency of the United States of
America which at the time of payment is legal tender for the payment of public and private debts.
Interest shall be paid by the Paying Agent/Registrar by check sent on or prior to the appropriate
date of payment by United States mail, first-class postage prepaid, to the Holder hereof at the
address appearing in the Security Register or by such other method, acceptable to the Paying
Agent/Registrar, requested by, and at the risk and expense of, the Holder hereof. While the
Certificates are held by the Purchasers, payment of principal of, premium, if any, and interest, if
any, on the Certificates shall be made by federal funds wire transfer, at no cost to the Purchasers,
to an account at a financial institution located in the United States designated by the Purchasers.

G. Insurance Legend. If bond insurance is obtained by the City or the Purchasers for
the Certificates, the Definitive Certificates and the Initial Certificate shall bear an appropriate
legend as provided by the bond insurer to appear under the following header:

[BOND INSURANCE] or [STATEMENT OF INSURANCE]

SECTION 9. Definitions. For all purposes of this Ordinance (as defined below), except
as otherwise expressly provided or unless the context otherwise requires: (i) the terms defined in
this Section have the meanings assigned to them in this Section, and certain terms used in
Sections 27 and 44 of this Ordinance have the meanings assigned to them in Sections 27 and 46
of this Ordinance, and all such terms, include the plural as well as the singular; (ii) all references
in this Ordinance to designated “Sections” and other subdivisions are to the designated Sections
and other subdivisions of this Ordinance as originally adopted; and (iii) the words ‘“herein”,
“hereof’, and “hereunder” and other words of similar import refer to this Ordinance as a whole and
not to any particular Section or other subdivision.

A. The term Additional Limited Pledge Obligations shall mean (i) any bonds, notes,
warrants, certificates of obligation or other evidences of indebtedness hereinafter issued by the
City payable in whole or in part from Net Revenues of the System, being a lien on and pledge of
Net Revenues that is subordinate and inferior to the lien thereon and pledge thereof securing the
payment of the currently outstanding Prior Lien Obligations and any Additional Prior Lien
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Obligations or Junior Lien Obligations hereafter issued by the City, which pledge of revenues is
limited pursuant to Section 1502.052, as amended, Texas Government Code, all as further
provided in Section 20 of this Ordinance, and (i1) any obligations issued to refund the foregoing
as determined by the City Commission in accordance with any applicable law.

B. The term Additional Prior Lien Obligations shall mean (i) any bonds, notes,
warrants, certificates of obligation or any similar obligations hereafter issued by the City that are
payable wholly or in part from and equally and ratably secured, together with the currently
outstanding Prior Lien Obligations, by a prior and first lien on and pledge of the Net Revenues of
the System, all as further provided in Section 20 of this Ordinance, and (ii) any obligations issued
to refund the foregoing that are payable from and equally and ratably secured by a prior and first
lien on and pledge of the Net Revenues of the System as determined by the City Commission in
accordance with any applicable law.

C. The term Additional Subordinate Lien Obligations shall mean (1) any bonds, notes,
warrants, certificates of obligation or any similar obligations hereinafter issued by the City that are
payable wholly or in part from and equally and ratably secured, together with the Certificates and
2026B Certificates, by a lien on and pledge of the Net Revenues of the System, such pledge being
subordinate and inferior to the lien on and pledge of the Net Revenues that are or will be pledged
to the payment of the currently outstanding Prior Lien Obligations and any Additional Prior Lien
Obligations or Junior Lien Obligations hereinafter issued by the City, but prior and superior to the
lien on and pledge of the limited amount of the Net Revenues securing, in part, the payment of the
currently outstanding Limited Pledge Obligations or any Additional Limited Pledge Obligations
hereafter issued by the City, all as further provided in Section 20 of this Ordinance and (ii) any
obligations hereinafter issued to refund any of the foregoing that are payable from and equally and
ratably secured by a subordinate and inferior lien on and pledge of the Net Revenues as determined
by the City Commission in accordance with applicable law.

D. The term Authorized Officials shall mean the Mayor, the Mayor Pro Tem, the City
Manager, the Director of Finance, and/or the City Secretary.

E. The term Certificate Fund shall mean the special Fund created and established by
the provisions of Section 10 of this Ordinance.

F. The term Certificates shall mean the $11,780,000 “CITY OF MERCEDES,
TEXAS COMBINATION TAX AND SUBORDINATE LIEN REVENUE CERTIFICATES OF
OBLIGATION, SERIES 2026C (DRINKING WATER STATE REVOLVING FUND)”
authorized by this Ordinance.

G. The term City shall mean the City of Mercedes, located in Hidalgo County, Texas
and, where appropriate, the City Commission of the City.

H. The term Closing Date shall mean the date of physical delivery of the Initial
Certificates in exchange for the payment of the agreed purchase price for the Certificates.

L. The term Collection Date shall mean, when reference is being made to the levy and
collection of annual ad valorem taxes, the date the annual ad valorem taxes levied each year by the
City become delinquent.
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J. The term Debt Service Requirements shall mean, as of any particular date of
computation, with respect to any obligations and with respect to any period, the aggregate of the
amounts to be paid or set aside by the City as of such date or in such period for the payment of the
principal of, premium, if any, and interest (to the extent not capitalized) on such obligations;
assuming, in the case of obligations without a fixed numerical rate, that such obligations bear
interest at the maximum rate permitted by the terms thereof and further assuming in the case of
obligations required to be redeemed or prepaid as to principal prior to Stated Maturity, the principal
amounts thereof will be redeemed prior to Stated Maturity in accordance with the mandatory
redemption provisions applicable thereto.

K. The term Depository shall mean an official depository bank of the City.

L. The term Fiscal Year shall mean the annual financial accounting period for the
System now ending on September 30th of each year; provided, however, the City Commission
may change such annual financial accounting period to end on another date if such change is found
and determined to be necessary for accounting purposes or is required by applicable law.

M. The term Government Securities, as used herein, shall mean (i) direct noncallable
obligations of the United States, including obligations that are unconditionally guaranteed by, the
United States of America; (i1) noncallable obligations of an agency or instrumentality of the United
States, including obligations that are unconditionally guaranteed or insured by the agency or
instrumentality and that, on the date the governing body of the issuer adopts or approves the
proceedings authorizing the issuance of refunding bonds, are rated as to investment quality by a
nationally recognized investment rating firm not less than “AAA” or its equivalent;
(ii1) noncallable obligations of a state or an agency or a county, municipality, or other political
subdivision of a state that have been refunded and that, on the date the governing body of the issuer
adopts or approves the proceedings authorizing the issuance of refunding bonds, are rated as to
investment quality by a nationally recognized investment rating firm not less than “AAA” or its
equivalent, or (iv) any additional securities and obligations hereafter authorized by the laws of the
State of Texas as eligible for use to accomplish the discharge of obligations such as the Certificates.

N. The term Gross Revenues for any period shall mean all revenue during such period
in respect or on account of the operation or ownership of the System, excluding refundable meter
deposits, restricted gifts, and grants in aid of construction, but including earnings and income
derived from the investment or deposit of money in any special fund or account (except the
Certificate Fund) created and established for the payment or security of the Certificates.

0. The term Holder or Holders shall mean the registered owner, whose name appears
in the Security Register, for any Certificate.

P. The term Interest Payment Date shall mean the date interest is payable on the
Certificates, being February 15 and August 15 of each year, commencing February 15,2027, while
any of the Certificates remain Outstanding.

Q. The term Junior Lien Obligations shall mean (i) any bonds, notes, warrants,
certificates of obligation, or any similar obligations hereafter issued by the City that are payable,
in whole or in part, from and equally and ratably secured by a junior and inferior lien on and pledge
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of the Net Revenues of the System, such pledge being junior and inferior to the lien on and pledge
of the Net Revenues of the System, that are pledged to the currently outstanding Prior Lien
Obligations and may be pledged to the payment of any Additional Prior Lien Obligations hereafter
issued by the City, but prior and superior to the lien on and pledge of the Net Revenues securing
the payment of the Certificates, Limited Pledge Obligations, or any Additional Subordinate Lien
Obligations or Additional Limited Pledge Obligations hereafter issued by the City, all as further
provided in Section 20 of this Ordinance and (ii) any obligations hereafter issued to refund the
foregoing that are payable from and equally and ratably secured by a junior and inferior lien on
and pledge of the Net Revenues of the System as determined by the City Commission in
accordance with any applicable law.

R. The term Limited Pledge Obligations shall mean (i) the currently outstanding and
unpaid obligations of the City that are payable, in part, from and secured by a subordinate and
inferior lien on and pledge of a limited amount of the Net Revenues of the System and designated
as follows:

(1) CITY OF MERCEDES, TEXAS COMBINATION TAX AND LIMITED
PLEDGE REVENUE CERTIFICATES OF OBLIGATION, SERIES 2015”, dated
February 1, 2015, in the original principal amount of $2,600,000;

(2) CITY OF MERCEDES, TEXAS COMBINATION TAX AND LIMITED
PLEDGE REVENUE CERTIFICATES OF OBLIGATION, SERIES 20187, dated
February 15, 2018, in the original principal amount of $9,595,000;

3) CITY OF MERCEDES, TEXAS COMBINATION TAX AND LIMITED
PLEDGE REVENUE CERTIFICATES OF OBLIGATION, SERIES 20217, dated
September 15, 2021, in the original principal amount of $8,250,000;

(4) CITY OF MERCEDES, TEXAS COMBINATION TAX AND LIMITED
PLEDGE REVENUE CERTIFICATES OF OBLIGATION, SERIES 2024”7, dated
September 1, 2024, in the original principal amount of $6,760,000;

(5) CITY OF MERCEDES, TEXAS COMBINATION TAX AND LIMITED
PLEDGE REVENUE CERTIFICATES OF OBLIGATION, SERIES 2025”, dated
December 1, 2025, in the original principal amount of $1,795,000; and

(i1) any obligations hereafter issued to refund any of the foregoing as determined by the City
Commission in accordance with any applicable law.

S. The term Maintenance and Operating Expenses shall mean all current expenses of
operating and maintaining the System not paid from the proceeds of the Certificates, including
(1) the cost of all salaries, labor, materials, repairs, and extensions necessary to render efficient
service, but only if, in the case of repairs and extensions, they are, in the judgment of the City
Commission (reasonably and fairly exercised), necessary to maintain operation of the System and
render adequate service to the City and the inhabitants thereof, or are necessary to meet some
physical accident or condition which would otherwise impair obligations payable from Net
Revenues, (2) payments to pension, retirement, health, hospitalization, and other employee benefit
funds for employees of the City engaged in the operation or maintenance of the System,
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(3) payments under contracts for the purchase of water supply, treatment of sewage, or other
materials, goods, or services for the System to the extent authorized by law and the provisions of
such contract, (4) payments to auditors, attorneys, and other consultants incurred in complying
with the obligations of the City hereunder, and (5) any legal liability of the City arising out of the
operation, maintenance, or condition of the System, but excluding any allowance for depreciation,
property retirement, depletion, obsolescence, and other items not requiring an outlay of cash and
any interest on the Certificates or other bonds, notes, warrants, or similar obligations of the City
payable from Net Revenues.

T. The term Net Revenues for any period shall mean the Gross Revenues of the System
less the Maintenance and Operating Expenses of the System.

U. The term Ordinance shall mean this ordinance as finally passed and adopted by the
City Commission of the City.

V. The term Outstanding when used in this Ordinance with respect to Certificates shall
mean, as of the date of determination, all Certificates issued and delivered under this Ordinance,
except:

(1) those Certificates cancelled by the Paying Agent/Registrar or delivered to
the Paying Agent/Registrar for cancellation;

(2) those Certificates for which payment has been duly provided by the City in
accordance with the provisions of Section 29 of this Ordinance; and

3) those Certificates that have been mutilated, destroyed, lost, or stolen and
replacement Certificates have been registered and delivered in lieu thereof as provided in
Section 25 of this Ordinance.

W. The term Prior Lien Obligations shall mean (i) the currently outstanding and unpaid
obligations of the City that are payable wholly or in part from and equally and ratably secured by
a prior and first lien on and pledge of the Net Revenues of the System as determined by the City
Commission in accordance with any applicable law and designated as follows:

(1) CITY OF MERCEDES, TEXAS UTILITY SYSTEM REVENUE BONDS,
SERIES 2013, dated February 15, 2013, in the original principal amount of $3,255,000;

and (ii) any obligations hereafter issued to refund any of the foregoing that are payable from and
equally and ratably secured by a prior and first lien on and pledge of the Net Revenues of the
System as determined by the City Commission in accordance with any applicable law.

X. The term Purchasers shall mean the initial purchaser or purchasers of the
Certificates named in Section 26 of this Ordinance.

Y. The term Stated Maturity shall mean the annual principal payments of the
Certificates payable on February 15 of each year the Certificates are Outstanding as set forth in
Section 2 of this Ordinance.
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Z. The term Subordinate Lien Obligations shall mean (i) the currently outstanding and
unpaid obligations of the City that are payable, in whole or in part, from and equally and ratably
secured by a subordinate and inferior lien on and pledge of the Net Revenues of the System, such
pledge being subordinate and inferior to the lien on and pledge of the Net Revenues of the System
that are or may be pledged to the payment of the currently outstanding Prior Lien Obligations and
any Additional Prior Lien Obligations or Junior Lien Obligations hereafter issued by the City, but
prior and superior to the lien on and pledge of the limited amount of the Net Revenues securing,
in part, the payment of the currently outstanding Limited Pledge Obligations or any Additional
Limited Pledge Obligations hereafter issued by the City, all as further provided in Section 20 of
this Ordinance and (ii) any obligations hereafter issued to refund any of the foregoing if issued in
a manner so as to be payable from and equally and ratably secured by a subordinate and inferior
lien on and pledge of the Net Revenues of the System as determined by the City Commission in
accordance with any applicable law and designated as follows:

(1) CITY OF MERCEDES, TEXAS COMBINATION TAX AND
SUBORDINATE LIEN REVENUE CERTIFICATES OF OBLIGATION, SERIES
2026A”, dated February 1, 2026, in the original principal amount of $13,755,000;

(2) CITY OF MERCEDES, TEXAS COMBINATION TAX AND
SUBORDINATE LIEN REVENUE CERTIFICATES OF OBLIGATION, SERIES
2026B”, dated February 1, 2026, in the original principal amount of $105,000;

3) Upon issuance, the Certificates; and

(i1) any obligations hereafter issued to refund any of the foregoing that are payable from and
equally and ratably secured by a subordinate and inferior lien on and pledge of the Net Revenues
of the System as determined by the City Commission in accordance with any applicable law.

AA. The term System shall mean all properties, facilities and plants currently owned,
operated, and maintained by the City for the supply, treatment, and transmission of treated potable
water, for the collection and treatment of wastewater, together with all future extensions,
improvements, replacements and additions thereto, whether situated within or without the limits
of the City and the City expressly reserves the right at its sole discretion to include additional
utility, telecommunications, technology, or similar enterprise services as components of the
System; provided, however, that notwithstanding the foregoing, and to the extent now or
hereinafter authorized or permitted by law, the term System shall not mean to include facilities of
any kind which are declared not to be a part of the System and which are acquired or constructed
by or on behalf of the City with the proceeds from the issuance of Special Facilities Bonds, which
are hereby defined as being special revenue obligations of the City which are not payable from
Net Revenues but which are payable from and equally and ratably secured by other liens on and
pledges of any revenues, sources or payments, not pledged to the payment of the Prior Lien
Obligations including, but not limited to, special contract revenues or payments received from any
other legal entity in connection with such facilities.

SECTION 10. Certificate Fund — Investments. For the purpose of paying the interest on
and to provide a sinking fund for the payment, redemption, and retirement of the Certificates, there
shall be and is hereby created a special fund to be designated “COMBINATION TAX AND

302941345.4 22-

Page 42 of 156



SUBORDINATE LIEN REVENUE CERTIFICATES OF OBLIGATION, SERIES 2026C
(DRINKING WATER STATE REVOLVING FUND), INTEREST AND SINKING FUND” (the
Certificate Fund), which fund shall be kept and maintained at the Depository, and money deposited
in the Certificate Fund shall be used for no other purpose and shall be maintained as provided in
Section 27. Authorized Officials of the City are hereby authorized and directed to make
withdrawals from the Certificate Fund sufficient to pay the purchase price or the amount of
principal of, premium, if any, and interest on the Certificates as the same become due and payable,
or the purchase price thereof, and shall cause to be transferred to the Paying Agent/Registrar from
money on deposit in the Certificate Fund an amount sufficient to pay the amount of principal
and/or interest stated to mature on the Certificates, such transfer of funds to the Paying
Agent/Registrar to be made in such manner as will cause immediately available funds to be
deposited with the Paying Agent/Registrar on or before the business day next preceding each
interest and principal payment date for the Certificates.

Pending the transfer of funds to the Paying Agent/Registrar, money deposited in any fund
created and established by this Ordinance may, at the option of the City, be placed in time deposits,
certificates of deposit, guaranteed investment contracts, or similar contractual agreements, as
permitted by the provisions of the Public Funds Investment Act, as amended, Chapter 2256, Texas
Government Code, secured (to the extent not insured by the Federal Deposit Insurance
Corporation) by obligations of the type hereinafter described, or be invested, as authorized by any
law, including investments held in book-entry form, in securities, including, but not limited to,
direct obligations of the United States of America, obligations guaranteed or insured by the United
States of America, which, in the opinion of the Attorney General of the United States, are backed
by its full faith and credit or represent its general obligations, or invested in indirect obligations of
the United States of America, including, but not limited to, evidences of indebtedness issued,
insured or guaranteed by such governmental agencies as the Federal Land Banks, Federal
Intermediate Credit Banks, Banks for Cooperatives, Federal Home Loan Banks, Government
National Mortgage Association, Farmers Home Administration, Federal Home Loan Mortgage
Association, Small Business Administration, or Federal Housing Association; provided that all
such deposits and investments shall be made in such a manner that the money required to be
expended from such fund will be available at the proper time or times. All interest and income
derived from deposits and investments in any fund established pursuant to the provisions of this
Ordinance shall be credited to, and any losses debited to, such fund. All such investments shall be
sold promptly when necessary to prevent any default in connection with the Certificates.

SECTION 11. Tax Levy. To provide for the payment of the Debt Service Requirements
on the Certificates being (i) the interest on the Certificates and (ii) a sinking fund for their
mandatory redemption or payment at Stated Maturity or a sinking fund of 2% (whichever amount
shall be the greater), there shall be and there is hereby levied for the current year and each
succeeding year thereafter while the Certificates or any interest thereon shall remain Outstanding,
a sufficient tax, within the limitations prescribed by law, on each one hundred dollars valuation of
taxable property in the City, adequate to pay such Debt Service Requirements, full allowance being
made for delinquencies and costs of collection; said tax shall be assessed and collected each year
and applied to the payment of the Debt Service Requirements, and the same shall not be diverted
to any other purpose. The taxes so levied and collected shall be paid into the Certificate Fund and
are thereafter pledged to the payment of the Certificates. The City Commission hereby declares
its purpose and intent to provide and levy a tax legally and fully sufficient to pay such Debt Service
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Requirements, it having been determined that the existing and available taxing authority of the
City for such purpose is adequate to permit a legally sufficient tax in consideration of all other
outstanding indebtedness and other obligations of the City.

The amount of taxes to be provided annually for the payment of the principal of and interest
on the Certificates shall be determined and accomplished in the following manner:

A. Prior to the date the City Commission establishes the annual tax rate and passes an
ordinance levying ad valorem taxes each year, the City Commission shall determine:

(1) the amount of Debt Service Requirements to become due and payable on
the Certificates between the Collection Date for the taxes then to be levied and the
Collection Date for the taxes to be levied during the next succeeding calendar year;

(2) the amount on deposit in the Certificate Fund after (a) deducting therefrom
the total amount of Debt Service Requirements to become due on Certificates prior to the
Collection Date for the ad valorem taxes to be levied and (b) adding thereto the amount of
the Net Revenues to be appropriated and allocated during such year to pay such Debt
Service Requirements, if any, prior to the Collection Date for the ad valorem taxes to be
levied; and

3) the amount of Net Revenues to be appropriated and to be set aside for the
payment of the Debt Service Requirements on the Certificates between the Collection Date
for the taxes then to be levied and the Collection Date for the taxes to be levied during the
next succeeding Fiscal Year.

B. The amount of taxes to be levied annually each year to pay the Debt Service
Requirements on the Certificates shall be the amount established in paragraph (1) above less the
sum total of the amounts established in paragraphs (2) and (3), after taking into consideration
delinquencies and costs of collecting such annual taxes.

SECTION 12. Pledge of Revenues. (a) The City hereby covenants and agrees that, subject
to (i) any prior lien on and pledge of the Net Revenues of the System to the payment and security
of the currently outstanding Prior Lien Obligations, and any Additional Prior Lien Obligations,
Junior Lien Obligations, or Additional Subordinate Lien Obligations hereafter issued by the City
and (i1) the lien on and pledge of the Net Revenues to the payment and security of the currently
outstanding Limited Pledge Obligations and any Additional Limited Pledge Obligations hereafter
issued by the City, the Net Revenues are hereby irrevocably pledged to the payment of the principal
of and interest on the Certificates and the pledge of Net Revenues herein made for the payment of
the Certificates shall constitute a lien on the Net Revenues in accordance with the terms and
provisions hereof and be valid and binding without any physical delivery thereof or further act by
the City.

(b) Chapter 1208, as amended, Texas Government Code, applies to the issuance of the
Certificates and the pledge of Pledged Revenues granted by the City under subsection (a) in this
Section, and such pledge is therefore valid, effective, and perfected. If Texas law is amended at
any time while the Certificates are outstanding and unpaid such that the pledge of the Net Revenues
granted by the City is to be subject to the filing requirements of Chapter 9, Texas Business &
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Commerce Code, then in order to preserve to the registered owners of the Certificates the
perfection of the security interest in this pledge, the Governing Body agrees to take such measures
as it determines are reasonable and necessary under Texas law to comply with the applicable
provisions of Chapter 9, as amended, Texas Business & Commerce Code and enable a filing to
perfect the security interest in this pledge to occur.

SECTION 13. System Fund. The City hereby covenants and agrees that all Gross
Revenues derived from the operation of the System shall be kept separate and apart from all other
funds, accounts and money of the City and shall be deposited as collected into the “CITY OF
MERCEDES, TEXAS UTILITY SYSTEM FUND? (the System Fund). All money deposited in
the System Fund shall be pledged and appropriated to the extent required for the following
purposes and in the order of priority shown:

o First: to the payment of the reasonable and proper Maintenance and Operating
Expenses of the System required by statute or ordinances authorizing the issuance
of any indebtedness of the City to be a first charge on and claim against the Gross
Revenues of the System;

o Second: To the payment of the amounts that must be deposited in the special funds
and accounts created and established for the payment, security, and benefit of the
currently outstanding Prior Lien Obligations and any Additional Prior Lien
Obligations hereafter issued by the City in accordance with the terms and
provisions of any ordinance authorizing their issuance;

J Third: To the payment of the amounts that must be deposited in the special funds
and accounts created and established for the payment, security, and benefit of any
Junior Lien Obligations hereafter issued by the City in accordance with the terms
and provisions of any ordinance authorizing their issuance;

J Fourth: To the payment of the amounts that must be deposited in the special funds
and accounts created and established for the payment, security, and benefit of the
Certificates and any Additional Subordinate Lien Obligations hereafter issued by
the City in accordance with the terms and provisions of any ordinance authorizing
their issuance; and

J Fifth: To the payment of the amounts that may be deposited in the special funds
and accounts established for the payment of the currently outstanding Limited
Pledge Obligations and any Additional Limited Pledge Obligations hereafter issued
by the City in accordance with the terms and provisions of any ordinances
authorizing their issuance.

Any Net Revenues remaining in the System Fund after satisfying the foregoing payments,
or making adequate and sufficient provision for the payment, security and benefit thereof, may be
appropriated and used for any other City purpose now or hereinafter permitted by law.

SECTION 14. Deposits to Certificate Fund — Surplus Certificate Proceeds. The City
hereby covenants and agrees to cause to be deposited in the Certificate Fund prior to a principal
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and interest payment date for the Certificates, from the Net Revenues in the System Fund, after
the deduction of all payments required to be made to the special funds or accounts created for the
payment, security, and benefit of (i) the currently outstanding Prior Lien Obligations and any
Additional Prior Lien Obligations, Junior Lien Obligations, or Additional Subordinate Lien
Obligations hereafter issued by the City and (ii) the currently outstanding Limited Pledge
Obligations, including the Certificates or any Additional Limited Pledge Obligations hereafter
issued by the City, any amounts budgeted to be paid therefrom in such Fiscal Year.

Accrued interest, if any, received from the Purchasers of the Certificates shall be deposited
to the Certificate Fund and ad valorem taxes levied and collected for the benefit of the Certificates
shall be deposited to the Certificate Fund. In addition, any surplus proceeds, including investment
income therefrom, from the sale of the Certificates not expended for authorized purposes shall be
deposited in the Certificate Fund, and such amounts so deposited shall reduce the sums otherwise
required to be deposited in said fund from ad valorem taxes.

SECTION 15. Security of Funds. All money on deposit in the funds for which this
Ordinance makes provision (except any portion thereof as may be at any time properly invested as
provided herein) shall be secured in the manner and to the fullest extent required by the laws of
Texas for the security of public funds (including as required by and in accordance with the Texas
Public Funds Collateral Act, codified at Chapter 2257, as amended, Texas Government Code), and
money on deposit in such funds shall be used only for the purposes permitted by this Ordinance.

SECTION 16. Maintenance of System - Insurance. The City covenants and agrees that
while the Certificates remain Outstanding it will maintain and operate the System with all possible
efficiency and maintain casualty and other insurance (including a system of self-insurance) on the
properties of the System and its operations of a kind and in such amounts customarily carried by
municipal corporations in the State of Texas engaged in a similar type of business and that it will
faithfully and punctually perform all duties with reference to the System required by the laws of
the State of Texas. All money received from losses under such insurance policies, other than
public liability policies, are held for the benefit of the holders of the Certificates until and unless
the proceeds are paid out in making good the loss or damage in respect of which such proceeds are
received, either by replacing the property destroyed or repairing the property damaged, and
adequate provision for making good such loss or damage must be made within ninety (90) days
after the date of loss. The payment of premiums for all insurance policies required under the
provisions hereof shall be considered Maintenance and Operating Expenses. Nothing in this
Ordinance shall be construed as requiring the City to expend any funds which are derived from
sources other than the operation of the System but nothing herein shall be construed as preventing
the City from doing so.

SECTION 17. Rates and Charges. The City hereby covenants and agrees with the Holders
of the Certificates that rates and charges for utility services afforded by the System will be
established and maintained to provide Gross Revenues sufficient at all times:

A. to pay, together with any other lawfully available funds, all operating, maintenance,
depreciation, replacement, betterment, and other costs incurred in the maintenance and operation
of the System, including, but not limited to, Maintenance and Operating Expenses; provided,
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however, that the City expressly reserves the right to utilize other lawfully available funds to pay
the Maintenance and Operating Expenses;

B. to produce Net Revenues sufficient, together with any other lawfully available
funds, to pay (i) the interest on and principal of the currently outstanding Prior Lien Obligations
and any Additional Prior Lien Obligations hereafter issued by the City as the same becomes due
and payable and the amounts required to be deposited in any special fund created and established
for the payment, security, and benefit thereof, (ii) the interest on and principal of any Junior Lien
Obligations hereafter issued by the City as the same becomes due and payable and the amounts
required to be deposited in any special fund created and established for the payment, security, and
benefit thereof, (iii) the interest on and principal of the Certificates and any Additional Subordinate
Lien Obligations hereafter issued by the City as the same becomes due and payable and the
amounts required to be deposited in any special fund created and established for the payment,
security, and benefit thereof, and (iv) the amounts that may be deposited in the special funds
established for the payment of the currently outstanding Limited Pledge Obligations or any
Additional Limited Pledge Obligations hereafter issued by the City; and

C. to pay other legally incurred indebtedness payable from the Net Revenues of the
System and/or secured by a lien on the System or the Net Revenues thereof.

SECTION 18. Records and Accounts - Annual Audit. The City further covenants and
agrees that so long as any of the Certificates remain Outstanding it will keep and maintain separate
and complete records and accounts pertaining to the operations of the System in which complete
and correct entries shall be made of all transactions relating thereto, as provided by Chapter 1502,
as amended, Texas Government Code, or other applicable law. The Holders of the Certificates or
any duly authorized agent or agents of the Holders shall have the right to inspect the System and
all properties comprising the same. The City further agrees that, following the close of each Fiscal
Year (and in no event later than 180 days after the end of each Fiscal Year), it will cause an audit
of such books and accounts to be made by an independent firm of certified public accountants.
Copies of each annual audit shall be furnished, without charge, to (i) Texas Water Development
Board, Attention: Executive Administrator and (ii) upon written request, and at the expense of
such Holder, to any subsequent Holder thereof. Expenses incurred in making the annual audit of
the operations of the System are to be regarded as Maintenance and Operating Expenses.

SECTION 19. Remedies in Event of Default. In addition to all the rights and remedies
provided by the laws of the State of Texas, the City covenants and agrees particularly that in the
event the City (a) defaults in the payments to be made to the Certificate Fund, or (b) defaults in
the observance or performance of any other of the covenants, conditions, or obligations set forth
in this Ordinance, the Holders of any of the Certificates shall be entitled to seek a writ of mandamus
issued by a court of proper jurisdiction compelling and requiring the governing body of the City
and other officers of the City to observe and perform any covenant, condition, or obligation
prescribed in this Ordinance.

No delay or omission to exercise any right or power accruing upon any default shall impair
any such right or power or shall be construed to be a waiver of any such default or acquiescence
therein, and every such right and power may be exercised from time to time and as often as may
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be deemed expedient. The specific remedies herein provided shall be cumulative of all other
existing remedies and the specification of such remedies shall not be deemed to be exclusive.

For the avoidance of doubt, for so long as the Purchasers are Holders of the Certificates,
the Purchasers may exercise all remedies available to it at law or in equity, and any provision of
this Ordinance or the Certificates that attempts to restrict or limit this right to exercise remedies
shall be of no force or effect.

SECTION 20. Issuance of Additional Prior Lien Obligations, Junior Lien Obligations,
Additional Subordinate Lien Obligations, and Additional Limited Pledge Obligations. The City
hereby expressly reserves the right to hereinafter issue bonds, notes, warrants, certificates of
obligation, or similar obligations, payable, wholly or in part, as appropriate, from and secured by
a pledge of and lien on the Net Revenues of the System with the following priorities, without
limitation as to principal amount, but subject to any terms, conditions, or restrictions applicable
thereto under existing ordinances, laws, or otherwise:

A. Additional Prior Lien Obligations payable from and equally and ratably secured by
a first and prior lien on and pledge of the Net Revenues of the System;

B. Junior Lien Obligations payable from and equally and ratably secured by a lien on
and pledge of the Net Revenues that is junior and inferior to the lien on and pledge thereof securing
the payment of the currently outstanding Prior Lien Obligations and any Additional Prior Lien
Obligations hereafter issued by the City, but prior and superior to the lien on and pledge of the Net
Revenues securing, in part, the payment of the currently outstanding Limited Pledge Obligations,
the Certificates and any Additional Subordinate Lien Obligations or Additional Limited Pledge
Obligations hereafter issued by the City; and

C. Additional Subordinate Lien Obligations payable from and equally and ratably
secured by a lien on and pledge of the Net Revenues that is subordinate and inferior to the lien on
and pledge thereof securing the payment of the currently outstanding Prior Lien Obligations and
any Additional Prior Lien Obligations or Junior Lien Obligations hereafter issued by the City, but
prior and superior to the lien on and pledge of the Net Revenues securing, in part, the payment of
the currently outstanding Limited Pledge Obligations and any Additional Limited Pledge
Obligations hereafter issued by the City; and

D. Additional Limited Pledge Obligations secured by a lien on and pledge of a limited
amount of the Net Revenues in accordance with the provisions of the following paragraph.

SECTION 21. Special Covenants. The City hereby further covenants that:

A. it has the lawful power to pledge the Net Revenues supporting the Certificates and
has lawfully exercised said powers under the laws of the State of Texas, including power existing
under Chapter 1502, as amended, Texas Government Code, the Certificate of Obligation Act of
1971, as amended, Texas Local Government Code, Section 271.041 through Section 271.064, and
the City’s Home Rule Charter;

B. other than for the payment of the currently outstanding Prior Lien Obligations, the
Subordinate Lien Obligations, the Certificates and the Limited Pledge Obligations, the Net
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Revenues of the System have not in any manner been pledged to the payment of any debt or
obligation of the City or of the System;

C. as long as any Certificates or any interest thereon remain Outstanding, the City will
not sell, lease or encumber (except in the manner provided in Section 20 of this Ordinance) the
System or any substantial part thereof, provided that this covenant shall not be construed to prohibit
the sale of such machinery, or other properties or equipment which has become obsolete or
otherwise unsuited to the efficient operation of the System;

D. to the extent that it legally may, the City further covenants and agrees that, so long
as any of the Certificates, or any interest thereon, are Outstanding, no franchise shall be granted
for the installation or operation of any competing utility systems other than those owned by the
City, and the operation of any such systems by anyone other than the City is hereby prohibited;
and

E. no free service of the System shall be allowed, and should the City or any of its
agents or instrumentalities make use of the services and facilities of the System, payment of the
reasonable value thereof shall be made by the City out of funds from sources other than the
revenues and income of the System.

SECTION 22. Application of the Covenants and Agreements of the Additional Prior Lien
Obligations, Junior Lien Obligations, or Additional Subordinate Lien Obligations. It is the
intention of the City Commission and accordingly hereby recognized and stipulated that the
provisions, agreements, and covenants contained herein bearing upon the management and
operations of the System, and the administration and application of Gross Revenues derived from
the operation thereof, shall to the extent possible be harmonized with like provisions, agreements,
and covenants contained in the ordinances authorizing the issuance of the currently outstanding
Prior Lien Obligations and any Additional Prior Lien Obligations, Junior Lien Obligations, or
Additional Subordinate Lien Obligations hereafter issued by the City, and to the extent of any
irreconcilable conflict between the provisions contained herein and in the ordinances authorizing
the issuance of the currently outstanding Prior Lien Obligations and any Additional Prior Lien
Obligations, or Junior Lien Obligations, or Additional Subordinate Lien Obligations hereinafter
issued by the City, the provisions, agreements and covenants contained therein shall prevail to the
extent of such conflict and be applicable to this Ordinance, especially the priority of rights and
benefits conferred thereby to the holders of the currently outstanding Prior Lien Obligations and
any Additional Prior Lien Obligations, Junior Lien Obligations, and Subordinate Lien Obligations
hereafter issued by the City. It is expressly recognized that prior to the issuance of any Additional
Prior Lien Obligations, Junior Lien Obligations, or Additional Subordinate Lien Obligations, the
City must comply with each of the conditions precedent contained in the ordinances authorizing
the issuance of the currently outstanding Prior Lien Obligations, the Certificates and Limited
Pledge Obligations, as appropriate.

SECTION 23. Notices to Holders — Waiver. Wherever this Ordinance provides for notice
to Holders of any event, such notice shall be sufficiently given (unless otherwise herein expressly
provided) if in writing and sent by United States mail, first-class postage prepaid, to the address
of each Holder appearing in the Security Register at the close of business on the business day next
preceding the mailing of such notice.
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In any case where notice to Holders is given by mail, neither the failure to mail such notice
to any particular Holders, nor any defect in any notice so mailed, shall affect the sufficiency of
such notice with respect to all other Holders. Where this Ordinance provides for notice in any
manner, such notice may be waived in writing by the Holder entitled to receive such notice, either
before or after the event with respect to which such notice is given, and such waiver shall be the
equivalent of such notice. Waivers of notice by Holders shall be filed with the Paying
Agent/Registrar, but such filing shall not be a condition precedent to the validity of any action
taken in reliance upon such waiver.

SECTION 24. Cancellation. All Certificates surrendered for payment, redemption,
transfer, exchange, or replacement, if surrendered to the Paying Agent/Registrar, shall be promptly
cancelled by it and, if surrendered to the City, shall be delivered to the Paying Agent/Registrar
and, if not already cancelled, shall be promptly cancelled by the Paying Agent/Registrar. The City
may at any time deliver to the Paying Agent/Registrar for cancellation any Certificates previously
certified or registered and delivered which the City may have acquired in any manner whatsoever,
and all Certificates so delivered shall be promptly cancelled by the Paying Agent/Registrar. All
cancelled Certificates held by the Paying Agent/Registrar shall be destroyed as directed by the
City.

SECTION 25. Mutilated, Destroyed, Lost, and Stolen Certificates. If (1) any mutilated
Certificate is surrendered to the Paying Agent/Registrar, or the City and the Paying
Agent/Registrar receive evidence to their satisfaction of the destruction, loss, or theft of any
Certificate, and (2) there is delivered to the City and the Paying Agent/Registrar such security or
indemnity as may be required to save each of them harmless, then, in the absence of notice to the
City or the Paying Agent/Registrar that such Certificate has been acquired by a bona fide
purchaser, the City shall execute and, upon its request, the Paying Agent/Registrar shall register
and deliver, in exchange for or in lieu of any such mutilated, destroyed, lost, or stolen Certificate,
a new Certificate of the same Stated Maturity and interest rate and of like tenor and principal
amount, bearing a number not contemporaneously Outstanding.

In case any such mutilated, destroyed, lost, or stolen Certificate has become or is about to
become due and payable, the City in its discretion may, instead of issuing a new Certificate, pay
such Certificate.

Upon the issuance of any new Certificate or payment in lieu thereof, under this Section,
the City may require payment by the Holder of a sum sufficient to cover any tax or other
governmental charge imposed in relation thereto and any other expenses and charges (including
attorney’s fees and the fees and expenses of the Paying Agent/Registrar) connected therewith.

Every new Certificate issued pursuant to this Section in lieu of any mutilated, destroyed,
lost, or stolen Certificate shall constitute a replacement of the prior obligation of the City, whether
or not the mutilated, destroyed, lost, or stolen Certificate shall be at any time enforceable by
anyone, and shall be entitled to all the benefits of this Ordinance equally and ratably with all other
Outstanding Certificates.
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The provisions of this Section are exclusive and shall preclude (to the extent lawful) all
other rights and remedies with respect to the replacement and payment of mutilated, destroyed,
lost, or stolen Certificates.

SECTION 26. Sale of the Certificates - Approval of Private Placement Memorandum —
Use of Certificate Proceeds. The sale of the Certificates to the Texas Water Development Board
(the TWDB or the Purchasers, and having all the rights, benefits, and obligations of a Holder) at
the price of par, less the origination fee of $ .00 pursuant to a loan commitment received
from the Purchasers is hereby confirmed. The pricing and terms of the sale of the Certificates are
hereby found and determined to be the most advantageous reasonably obtainable by the City.
Delivery of the Certificates to the Purchasers shall occur as soon as practicable after the adoption
of this Ordinance, upon payment therefor in accordance with the terms of loan commitment, and
this Ordinance.

The Private Placement Memorandum related to the Certificates and presented to the City
Commission in connection with this Ordinance is hereby approved. Any Authorized Official is
hereby directed to deliver the Private Placement Memorandum to the Purchasers in satisfaction of
the prerequisite of the Purchasers to receive the Private Placement Memorandum prior to their
purchase of the Certificates.

Proceeds from the sale of the Certificates shall be applied as follows:

(1) Accrued interest, if any, received from the Purchasers, shall be deposited
into the Certificate Fund.

(2) The balance of the proceeds derived from the sale of the Certificates (shall
be deposited into the special construction account to be designated “CITY OF
MERCEDES, TEXAS DRINKING WATER STATE REVOLVING FUND PROGRAM
LOAN CONSTRUCTION FUND” (the Construction Fund) for the receipt and
disbursement of all proceeds from the sale of the Certificates and all other funds acquired
by the City in connection with the planning and construction of the Project financed, in
whole or in part, by the Purchasers pursuant to the loan evidenced by the Certificates. All
funds deposited to the credit of the Construction Fund shall be disbursed only for the
payment of costs and expenses incurred in connection with the planning and building of
the Project as approved by the Purchasers and as otherwise allowed by the rules and in
accordance with the provisions of Chapter 15 or 17 of the Texas Water Code, as amended.
The Construction Fund shall be established and maintained at the Depository and shall be
invested in accordance with the provisions of Section 10 of this Ordinance or otherwise
secured in accordance with the provisions of Section 15 of this Ordinance, but any money
deposited into the Construction Fund shall not be commingled with any other funds of the
City. Interest earned on the proceeds of the Certificates pending completion of
construction of the Project financed with such proceeds shall be accounted for, maintained,
deposited, and expended as permitted by the provisions of Chapter 1201, as amended,
Texas Government Code, or as required by any other applicable law. Thereafter, such
amounts shall be expended in accordance with Section 14 of this Ordinance.

SECTION 27. Covenants to Maintain Tax-Exempt Status.
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A. Definitions. When used in this Section, the following terms have the following
meanings:

“Closing Date” means the date on which the Certificates are first authenticated and
delivered to the initial purchasers against payment therefor.

“Code’” means the Internal Revenue Code of 1986, as amended by all legislation,
if any, effective on or before the Closing Date.

“Computation Date” has the meaning set forth in Section 1.148-1(b) of the
Regulations.

“Gross Proceeds” means any proceeds as defined in Section 1.148-1(b) of the
Regulations, and any replacement proceeds as defined in Section 1.148-1(c) of the
Regulations, of the Certificates.

“Investment” has the meaning set forth in Section 1.148-1(b) of the Regulations.

“Nonpurpose Investment” means any investment property, as defined in
section 148(b) of the Code, in which Gross Proceeds of the Certificates are invested and
which is not acquired to carry out the governmental purposes of the Certificates.

“Rebate Amount” has the meaning set forth in Section 1.148-1(b) of the
Regulations.

“Regulations” means any proposed, temporary, or final Income Tax Regulations
issued pursuant to sections 103 and 141 through 150 of the Code, and 103 of the Internal
Revenue Code of 1954, which are applicable to the Certificates. Any reference to any
specific Regulation shall also mean, as appropriate, any proposed, temporary or final
Income Tax Regulation designed to supplement, amend or replace the specific Regulation
referenced.

“Yield” of

(1) any Investment has the meaning set forth in Section 1.148-5 of the
Regulations; and

(2) the Certificates means the yield as calculated pursuant to Section
1.148-4 of the Regulations.

B. Not to Cause Interest to Become Taxable. The City shall not use, permit the use of,
or omit to use Gross Proceeds or any other amounts (or any property the acquisition, construction
or improvement of which is to be financed or refinanced directly or indirectly with Gross Proceeds)
in a manner which if made or omitted, respectively, would cause the interest on any Certificate to
become includable in the gross income, as defined in section 61 of the Code, of the owner thereof
for federal income tax purposes. Without limiting the generality of the foregoing, unless and until
the City receives a written opinion of counsel nationally recognized in the field of municipal bond
law to the effect that failure to comply with such covenant will not adversely affect the exemption
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from federal income tax of the interest on any Certificate, the City shall comply with each of the
specific covenants in this Section.

C. No Private Use or Private Payments. Except to the extent that it will not cause the
Certificates to become “private activity bonds” within the meaning of section 141 of the Code and
the Regulations and rulings thereunder, the City shall at all times prior to the last Stated Maturity
of Certificates:

(1) exclusively own, operate and possess all property the acquisition,
construction or improvement of which is to be financed or refinanced directly or indirectly
with Gross Proceeds of the Certificates, and not use or permit the use of such Gross
Proceeds (including all contractual arrangements with terms different than those applicable
to the general public) or any property acquired, constructed or improved with such Gross
Proceeds in any activity carried on by any person or entity (including the United States or
any agency, department and instrumentality thereof) other than a state or local government,
unless such use is solely as a member of the general public; and

(2) not directly or indirectly impose or accept any charge or other payment by
any person or entity who is treated as using Gross Proceeds of the Certificates or any
property the acquisition, construction or improvement of which is to be financed or
refinanced directly or indirectly with such Gross Proceeds, other than taxes of general
application within the City or interest earned on investments acquired with such Gross
Proceeds pending application for their intended purposes.

D. No Private Loan. Except to the extent it will not cause the Certificates to become
“private activity bonds” within the meaning of section 141 of the Code and the Regulations and
rulings thereunder, the City shall not use Gross Proceeds of the Certificates to make or finance
loans to any person or entity other than a state or local government. For purposes of the foregoing
covenant, such Gross Proceeds are considered to be “loaned” to a person or entity if- (1) property
acquired, constructed or improved with such Gross Proceeds is sold or leased to such person or
entity in a transaction which creates a debt for federal income tax purposes; (2) capacity in or
service from such property is committed to such person or entity under a take-or-pay, output or
similar contract or arrangement; or (3) indirect benefits, or burdens and benefits of ownership, of
such Gross Proceeds or any property acquired, constructed or improved with such Gross Proceeds
are otherwise transferred in a transaction which is the economic equivalent of a loan.

E. Not to Invest at Higher Yield. Except to the extent it will not cause the Certificates
to become “arbitrage bonds” within the meaning of section 148 of the Code and the Regulations
and rulings thereunder, the City shall not at any time prior to the final Stated Maturity of the
Certificates directly or indirectly invest Gross Proceeds in any Investment, if as a result of such
investment the Yield of any Investment acquired with Gross Proceeds, whether then held or
previously disposed of, materially exceeds the Yield of the Certificates.

F. Not Federally Guaranteed. Except to the extent permitted by section 149(b) of the
Code and the Regulations and rulings thereunder, the City shall not take or omit to take any action
which would cause the Certificates to be federally guaranteed within the meaning of section 149(b)
of the Code and the Regulations and rulings thereunder.
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G. Information Report. The City shall timely file the information required by section
149(e) of the Code with the Secretary of the Treasury on Form 8038-G or such other form and in
such place as the Secretary may prescribe.

H. Rebate of Arbitrage Profits. Except to the extent otherwise provided in section
148(f) of the Code and the Regulations and rulings thereunder:

(1) The City shall account for all Gross Proceeds (including all receipts,
expenditures and investments thereof) on its books of account separately and apart from
all other funds (and receipts, expenditures and investments thereof) and shall retain all
records of accounting for at least six years after the day on which the last Outstanding
Certificate is discharged. However, to the extent permitted by law, the City may commingle
Gross Proceeds of the Certificates with other money of the City, provided that the City
separately accounts for each receipt and expenditure of Gross Proceeds and the obligations
acquired therewith.

(2) Not less frequently than each Computation Date, the City shall calculate the
Rebate Amount in accordance with rules set forth in section 148(f) of the Code and the
Regulations and rulings thereunder. The City shall maintain such calculations with its
official transcript of proceedings relating to the issuance of the Certificates until six years
after the final Computation Date.

3) As additional consideration for the purchase of the Certificates by the
Purchasers and the loan of the money represented thereby and in order to induce such
purchase by measures designed to insure the excludability of the interest thereon from the
gross income of the owners thereof for federal income tax purposes, the City shall pay to
the United States out of the Certificate Fund or its general fund, as permitted by applicable
Texas statute, regulation or opinion of the Attorney General of the State of Texas, the
amount that when added to the future value of previous rebate payments made for the
Certificates equals (i) in the case of a Final Computation Date as defined in Section 1.148-
3(e)(2) of the Regulations, one hundred percent (100%) of the Rebate Amount on such
date; and (i1) in the case of any other Computation Date, ninety percent (90%) of the Rebate
Amount on such date. In all cases, the rebate payments shall be made at the times, in the
installments, to the place and in the manner as is or may be required by section 148(f) of
the Code and the Regulations and rulings thereunder, and shall be accompanied by Form
8038-T or such other forms and information as is or may be required by section 148(f) of
the Code and the Regulations and rulings thereunder.

4) The City shall exercise reasonable diligence to assure that no errors are
made in the calculations and payments required by paragraphs (2) and (3), and if an error
is made, to discover and promptly correct such error within a reasonable amount of time
thereafter (and in all events within one hundred eighty (180) days after discovery of the
error), including payment to the United States of any additional Rebate Amount owe