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PROMISSORY NOTE  
 

PROJECT:  THE LANTERN 

 

Date: December___, 2025 

Amount: $1,100,000.00 

Loan Period:  30 years 

FOR VALUE RECEIVED, FLAGSTAFF SHELTER SERVICES, INC., an Arizona 
nonprofit corporation (“Borrower,”) promises to pay to the order of the City of Flagstaff, Arizona, a 
municipal corporation of the State of Arizona, ("Lender") the original principal amount of One Million 
One Hundred Thousand and 00/100 Dollars ($1,100,000.00) (the “Loan”).  

LOAN PAYMENT: Borrower shall pay the outstanding principal of the indebtedness 
evidenced by this Promissory Note (“Note”), and all other charges and indebtedness provided herein, 
at the times and in the manner provided in this Note. The interest rate on the loan shall be zero percent 
(0%) simple interest; provided, however, interest at the rate of ten percent (10%) on the unpaid balance 
of the Note shall accrue annually commencing upon the Event of Default and continuing thereafter 
until such date as the Default is cured as detailed below.  If any amounts due and owing under this 
Note is reduced to judgment, such judgment shall  bear interest at the highest rate permissible under 
applicable law. 

The date the Loan will mature is [___________, 2055] (hereinafter referred to as the “Maturity 
Date”), at which time the full outstanding principal balance of the Loan will be immediately due and 
payable. No interest and no payments are required during the thirty (30) years of the term of the Loan 
if the Borrower has not otherwise defaulted on the Loan and if the affordable units in the Development 
continuously meet affordability and maintenance requirements as determined by the Lender in its sole 
discretion.  

This Note and the principal amount of the indebtedness evidenced by this Note may be forgiven 
in the sole and absolute discretion of the Lender if the Borrower is in compliance with the requirements 
of that certain Funding Agreement (referred to herein as the “Loan Agreement”) and that certain 
Declaration of Restrictive Covenants in favor of the Lender in connection with the Development (the 
“Declaration”). For purposes hereof, “Development” shall mean The Lantern development, which 
including one hundred three (103) affordable units and all other improvements now or hereafter to be 
constructed by Borrower on the land described on Exhibit “A” hereto. Notwithstanding the foregoing, 
interest accruing as a result of an Event of Default or Default, shall not be forgiven and will be due 
and payable upon demand of the Lender. 

 
SECURITY: This Note is secured by and is entitled to the benefits of the security interest granted 

in the Loan Agreement and the rights, benefits and interests granted in the Deed of Trust with 
Assignment of Rents, Security Agreement and Fixture Filing, executed or to be executed by the 
Borrower for the benefit of the Lender (the “Deed of Trust”) and encumbering the property more 
particularly described in the Deed of Trust.  Payment and performance of the obligations set forth in the 
Loan Documents shall be non-recourse to Borrower and Borrower’s general and limited partners. 
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DEFAULT & ACCELERATION: Lender shall have the optional right to declare the total 
unpaid balance of the Note to be due and forthwith, payable in advance of the Maturity Date of any 
sum due or installment, as fixed herein, upon the occurrence of any Event of Default. 

 
Any of the following events, subject constitute a default (an “Event of Default” or “Default”) and 

the Lender may at its option exercise any of its remedies at law or equity including without limitation 
causing Borrower’s immediate repayment of the Loan,   notwithstanding the Borrower bringing the Loan 
into compliance or curing the Default: 
 

(a) Failure to Comply with the Loan Agreement, the Declaration, or this Note.   If Borrower 
fails to bring the Development into compliance with any term or provision of the Loan 
Agreement, the Declaration, or this Note, after written notice and reasonable opportunity 
to cure period of time not to exceed thirty (30) days, or longer period of time agreed upon 
by Lender in writing in its sole discretion, then such non-compliance constitutes an Event 
of Default.  

(b) Bankruptcy.  If there is filed by or against the Borrower a petition in bankruptcy or a 
petition for the appointment of a receiver or trustee of the property of the Borrower, and 
any such petition not filed by the Borrower is not dismissed within ninety (90) days of the 
date of filing; or if the Borrower files a petition for reorganization under any of the 
provisions of the United States Bankruptcy Code or of any similar law, state, federal, or 
foreign, and any such petition is not dismissed within ninety (90) days of the date of filing, 
or if either of them makes a general assignment for the benefit of creditors or makes any 
insolvency assignment or is adjudicated insolvent by any court of competent jurisdiction, 
any of which, in the reasonable judgment of the Lender, will cause material interference 
with the timely completion of the Improvements; or  

 
 (c) Payment.  The Borrower fails to make any payment of principal or interest required under 
the Note when due; or 
 
 (d) Breach of Covenants, Warranties and Representations.  If any warranty or representation 
made by the Borrower or pursuant to the terms of the Loan Documents shall be  false or misleading in any 
material respect, or if the Borrower shall  fail to keep, observe or perform any of the terms, covenants, 
representations or warranties contained in the Loan Documents (provided, that with respect to 
nonmonetary Events of Default, the Lender shall give written notice to the Borrower, who shall have thirty 
(30) days after the date of the written notice to cure, which time may be reasonably extended by the 
Lender, provided that if Borrower cannot reasonably cure within thirty (30) days, Borrower shall be 
entitled to such additional period of time as is the Lender deems appropriate in its sole discretion for 
Borrower to cure such nonperformance, and that with respect to monetary Events of Default, the Borrower 
shall have a five (5) day grace period), or is unable or unwilling to meet its obligations thereunder; or 
 

(d) Failure to Comply with Requirements of Adaptive Reuse Bond Program (“ARBP”).  If 
at any time the Borrower or Development is not in compliance with requirements associated with the 
ARBP established by City of Flagstaff Resolution No. 2025-24 , after written notice and reasonable 
opportunity to cure period of time not to exceed thirty (30) days, or longer period of time agreed upon 
by Lender in writing in its sole discretion, then such non-compliance constitutes an Event of Default 
and  the ARBP Funds will be immediately due and payable to the Lender. 
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ESTOPPEL/WAIVER: Failure of Lender to declare a Default shall not constitute a waiver 
of such default. Furthermore, any Lender waiver of any Default shall not be construed to waive any 
subsequent or Default or estop Lender from seeking enforcement of this Note.   

PREPAYMENT: Borrower reserves the right to prepay at any time all or part of the principal 
amount of this Note without the payment of penalties or premiums. All payments of this Note, prior to 
default, shall be first applied to reduce the principal amount of this Note and second to the payment of 
interest, if any. Upon Borrower’s payment in full of the entire indebtedness under this Note, Lender shall 
promptly release the Declaration and the Deed of Trust and record a satisfaction of the Deed of Trust and 
a release of covenant, as well as any other documents required to be recorded to evidence the foregoing 
releases, in the public records of Coconino County, Arizona.  

COSTS & ATTORNEYS’ FEES:  If any legal services by an attorney are required to enforce 
the requirements of this Note or any of the Loan Documents, the prevailing party will be reimbursed 
by the other party for all costs and expenses of such action, including reasonable attorneys’ fees, and 
if in legal action costs and expense of such action, including reasonable attorneys’ fees as may be fixed 
by the court. 

PARTIES:  The words “Borrower” and “Lender” in this Note shall be construed to include 
the respective heirs, personal representatives, successors, and assigns of the Borrower and the Lender. 

 
SUBORDINATION: The rights of the Lender to payment of the indebtedness evidenced by 

this Note and other Loan Documents shall be subordinate to the Arizona Department of Housing State 
Fiscal Recovery Funds loan of three million six-hundred fifty-one thousand three-hundred and one 
dollars ($3,651,301.00), recorded on_________. 20___, instrument no. XXX in the official records of 
the Coconino County Recorder and used for the acquisition of the Property.  Lender agrees to notify 
the Arizona Department of Housing (“Department”) of a default under this Note and to a ninety (90) 
day standstill after notification of the default for the purpose of Lender and Department coordination 
of efforts to preserve the Property in accordance with the remedies outlined in each parties 
funding/loan documents.  

 
CONSTRUCTION AND VENUE: Each party covenants and agrees that any and all legal 

actions arising out of or connected with this Note shall be instituted in the Superior Court for Coconino 
County, Arizona, or in the United States District Court for the District of Arizona, as the exclusive forums 
and venues for any such action, subject to any right of either party to removal from state court to federal 
court, which is hereby reserved, and each party further covenants and agrees that it will not institute any 
action in any other forum or venue and hereby consents to immediate dismissal or transfer of any such 
action instituted in any other forum or venue. This Note is entered into within, and with reference to 
the internal laws of, the State of Arizona, and shall be governed, construed and applied in accordance 
with the internal laws (excluding conflicts of law) of the State of Arizona. 

 
LOAN AGREEMENT: This Promissory Note is subject to the terms and conditions of the Loan 

Agreement of even date between the parties hereto, and the terms and conditions of such Loan Agreement 
are incorporated by reference herein to the same extent, force, and effect as if they were fully set forth 
herein.  The terms of the Loan Agreement and this Promissory Note should be construed in such manner 
as not to render any term meaningless or void.  However, in the event of a conflict between the terms of 
this Promissory Note and the Loan Agreement, the Loan Agreement shall govern. 

 
AMENDMENTS. No amendment, modification, change, waiver, release, or discharge hereof 

and hereunder shall be effective unless evidenced by an instrument in writing and signed by the party 
against whom enforcement is sought. 
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NOTICE. All notices mut be provided as set forth in the Loan Agreement. 
 
TIME OF ESSENCE. Time is of the essence in the performance of each and every obligation 

of the Borrower hereunder. 

   ASSIGNMENT, CONVEYANCE, TRANSFER OF THIS NOTE. The obligations of the 
Borrower under this Note may not be assigned or transferred in whole or in part without the prior 
written approval of the Lender and then only upon such terms and conditions as the Lender may 
approve in its reasonable discretion. Any attempted assignment or transfer of this Note without such 
prior written approval will be automatically null and void. 

IN WITNESS WHEREOF, this Note has been duly executed by Borrower as of the day and 
year first written above. 

 
 
 
 
 
 
 

      
  

ACKNOWLEDGMENT 
 
STATE OF ________________) 
COUNTY OF ______________) 
 
The Promissory Note was signed and acknowledged before me this _____ day of 
_______________, 2025, by _________________, as ________________________ of Flagstaff 
Shelter Services, Inc., on behalf of the company(ies) and pursuant to authority given to him by 
said company(ies). He is personally known to me or has produced ___________________ as 
identification.  

In witness whereof I hereunto set my hand and official seal. 

        
NOTARY PUBLIC  
 
Print Name:       
My Commission Expires:     

BORROWER 
 
 FLAGSTAFF SHELTER SERVICES, INC., 
an Arizona nonprofit corporation 
  
BY:  __________________________________ 
     
        
 ITS: __________________________________  
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