UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Inre: Chapter 11

PALM HARBOR HOMES, INC., et al.,’ Case No. 10- )

Debtors. Joint Administration Pending

— N N N N

MOTION FOR ENTRY OF AN INTERIM ORDER: (I) AUTHORIZING DEBTORS TO
OBTAIN POSTPETITION FINANCING PURSUANT TO SECTION 364 OF THE
BANKRUPTCY CODE; (II) GRANTING LIENS AND SUPERPRIORITY CLAIMS;
AND (III) SCHEDULING A FINAL HEARING ON THE DEBTORS’ MOTION TO
INCUR SUCH FINANCING ON A FINAL BASIS

Palm Harbor Homes, Inc. and its related debtors (collectively, the “Debtors”), as debtors

and debtors-in-possession in the above-captioned cases (collectively, the “Bankruptcy Cases”),

hereby file their Motion for Entry of an Interim Order: (I) Authorizing the Debtors to Obtain
Postpetition Financing Pursuant to Section 364 of the Bankruptcy Code; (II) Granting Liens and
Superpriority Claims; and (III) Scheduling a Final Hearing on the Debtors” Motion to Incur Such
Financing on a Final Basis (the “Motion”). In support of this Motion, the Debtors have filed the
Declaration of Brian E. Cejka in Support of Chapter 11 Petitions and First Day Pleadings (the

“Cejka Declaration”). In further support hereof, the Debtors respectfully state as follows:

L
JURISDICTION AND VENUE

1. This Court has jurisdiction to consider this Motion pursuant to 28 U.S.C. §§ 157
and 1334. This is a core proceeding pursuant to 28 U.S.C. § 157(b)(2). Venue of these cases

and this Motion is proper in this Court pursuant to 28 U.S.C. §§ 1408 and 1409.

' The Debtors in these chapter 11 cases, along with the last four digits of each Debtor’s federal tax identification
number, are: Palm Harbor Homes, Inc., a Florida corporation (6634); Palm Harbor Albemarle, LLC (1014);
Nationwide Homes, Inc. (4881); Palm Harbor Real Estate, LLC (8234); Palm Harbor GenPar, LLC (0198); and
Palm Harbor Manufacturing, LP (0199). The location of the Debtors’ corporate headquarters and service address is:
15303 Dallas Parkway, Suite 800, Addison, Texas 75001.
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2. The statutory predicates for the relief requested herein are sections 105(a), 361,
362, 363, and 364 of title 11 of the United States Code, 11 U.S.C. §§ 101, et seq. (as amended,

the “Bankruptcy Code”), Rules 2002, 4001, 6003, 6004, and 9014 of the Federal Rules of

Bankruptcy Procedure (collectively, the “Bankruptcy Rules”), and Rules 4001-2 and 9013-1 of

the Local Rules of Bankruptcy Practice and Procedure of the United States Bankruptcy Court for

the District of Delaware (collectively, the “Local Bankruptcy Rules”).

IL.
BACKGROUND

3. On the date hereof (the “Petition Date”), each of the Debtors filed a voluntary
petition for relief under chapter 11 of the Bankruptcy Code with the United States Bankruptcy
Court for the District of Delaware (the “Court”) commencing the Bankruptcy Cases. The factual
background regarding the Debtors, including their business operations, their capital and debt
structure, and the events leading to the filing of the Bankruptcy Cases, is set forth in detail in the
Cejka Declaration, filed concurrently herewith and fully incorporated by reference.

4. The Debtors have continued in possession of their respective properties and have
continued to operate and maintain their businesses as debtors in possession pursuant to sections
1107(a) and 1108 of the Bankruptcy Code.

5. No trustee or examiner has been appointed in the Bankruptcy Cases, and no
committees have yet been appointed or designated.

I11.
RELIEF REQUESTED

6. To implement their strategic vision, the Debtors require immediate access to
capital. Faced with this challenge, a debt burden, and worsening financial condition, the Debtors
and their advisors pursued various strategic alternatives in an effort to procure the liquidity

necessary to preserve the value of the Debtors’ businesses while pursuing an expedited sale of
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substantially all of the Debtors’ assets in order to maximize the value of the Debtors’ estates.
While the Debtors solicited financing from various prospective lenders, in the end, the DIP
Lender (as defined herein) was the only party willing to provide financing under the
circumstances on terms acceptable to the Debtors. The Debtors and the DIP Lender engaged in
extensive arm’s-length negotiations concerning a financing package that would facilitate the
Debtors’ goals and provide the Debtors with the necessary financing to effect an expedited sale
of their assets. The DIP Facility (as defined herein), which was the product of those good faith
negotiations and is a new financing facility, is well within the Debtors’ sound business judgment.
Moreover, the Textron Lenders and the Textron Agent (each as defined herein) have consented
to the terms of the DIP Facility and the relief sought in this Motion, as the Textron Indebtedness
(as defined herein) will be paid in full using the proceeds from the DIP Facility.

7. The Debtors hereby move on an expedited basis for entry of an interim order (the

“Interim Dip Financing Order”), substantially in the form as Exhibit A attached hereto, and

ultimately, a final order (the “Final DIP Financing Order” and, together with the Interim DIP

Financing Order, the “DIP Orders”) containing the following relief:?

(a) under sections 105, 361, 362, and 364(c), (d), and (e) of the Bankruptcy Code,
authorizing the Debtors to obtain postpetition financing and incur debt under that
certain Debtor-in-Possession Revolving Credit Agreement (the “DIP Credit
Agreement”), by and between the Debtors and Fleetwood Homes, Inc. ( the “DIP
Lender”) in an aggregate amount not to exceed the amounts provided in the
Budget (as defined herein) (the “DIP Facility”) pursuant to and in accordance
with the terms and conditions of the DIP Credit Agreement, a copy of which is
attached as Exhibit B> with the funds thereunder available for use in accordance
with the budget (as amended, modified or updated in accordance with the Interim
DIP Financing Order, the “Budget”, a copy of which is attached as Exhibit C) and

* Capitalized terms used but not otherwise defined herein shall have the meanings ascribed to them in the DIP
Credit Agreement, and any associated loan or collateral documents memorializing the financing thereunder with
terms that substantially conform to the DIP Credit Agreement (collectively, the “DIP Facility Documents”).

? The DIP Credit Agreement is attached hereto without its corresponding exhibits, given the volume of the
document. Copies of the complete DIP Credit Agreement with exhibits will be provided to any party in interest that
submits a written request to the undersigned proposed counsel for the Debtors.
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(b)

©

(d)

(e

®

€y

8.

the other terms set forth in the Interim DIP Financing Order;

under section 364(c)(1) of the Bankruptcy Code and subject only to the Carve-Out
(as defined herein), granting superpriority claims status to the claims of the DIP
Lender pursuant to the terms of the Interim DIP Financing Order (collectively, the
“DIP Facility Superpriority Claims™);

under sections 364(c)(2), (c)(3), and (d) of the Bankruptcy Code, as security for
the repayment of the borrowings and all other obligations arising under the DIP
Facility Documents, authorizing the grant of the valid, binding, continuing,
enforceable, fully perfected, and unavoidable first priority senior priming DIP
liens (collectively, the “DIP Facility Liens”) upon the Collateral (excluding
avoidance actions), subject only to the Carve-Out and the Senior Liens;

under sections 363 and 364 of the Bankruptcy Code, authorizing the use of the
proceeds of the DIP Facility to, among other things, satisfy amounts owing
pursuant to the Textron Facility and pay the costs and expenses set forth in the
Budget and provided in the Interim DIP Financing Order;

under section 362 of the Bankruptcy Code, modifying the automatic stay to the
extent set forth in the Interim DIP Financing Order;

pursuant to Bankruptcy Rule 4001, scheduling a preliminary hearing on this
Motion and authorizing, from the entry of the Interim DIP Financing Order until
the final hearing on the Final DIP Financing Order (the “Final Hearing””), among
other things, the Debtors to obtain credit under the terms contained in the DIP
Facility Documents; and

pursuant to Bankruptcy Rule 4001, scheduling a Final Hearing on this Motion and
establishing notice procedures in respect of the Final Hearing by this Court to
consider entry of the Final DIP Financing Order authorizing the relief requested in
this Motion on a permanent basis.

IV.

THE DEBTORS’ PREPETITION SECURED INDEBTEDNESS

Palm Harbor Homes, Inc. and Palm Harbor Manufacturing., L.P., both of whom

are Debtors, are parties to that certain Amended and Restated Agreement for Wholesale

Financing (Finished Goods — Wholesale Financing) dated as of June 30, 2005 by and among the

Debtors, as borrowers, Textron Financial Corporation and other financial institutions from time

to time parties thereto as lenders (the “Textron Lenders”), and Textron Financial Corporation

(the “Textron Agent”), as Administrative Agent and Arranger (as amended, supplemented,



waived and otherwise modified from time to time, the “Textron Facility” and together with all

other agreements, documents, notes, instruments and any other agreements delivered pursuant

thereto or in connection therewith, the ‘“Textron Financing Documents”), the Textron Lenders

made loans and advances to and/or provided other financial accommodations to or for the benefit
of the Debtors from time to time.

0. Pursuant to the Textron Financing Documents, the Debtors were, as of the
Petition Date, jointly and severally indebted to Textron in an amount not less than $34,019,991,
comprised of outstanding principal of $33,805,142, accrued but unpaid interest of $214,849, and
unpaid fees, costs, and expenses thereunder in an unliquidated amount (the “Textron
Indebtedness™).

10. Pursuant to the Textron Financing Documents, the Debtors granted to and/or for
the benefit of the Textron Lenders and the Textron Agent first priority and continuing pledges,
liens and security interests on substantially all of the Debtors’ assets, as well as a pledge of 100%
of the Debtors’ equity in Standard Casualty Co., to secure the Textron Indebtedness (collectively,
the “Textron Liens™).

11.  The Debtors are in default under the Textron Facility.

V.
THE DEBTORS’ IMMEDIATE NEED FOR FINANCING

12. As discussed in detail in the Cejka Declaration, the Debtors have an immediate
need for postpetition financing in order to administer the Bankruptcy Cases, preserve and
maximize the value of the Debtors’ assets and estates for the benefit of creditors, and to
consummate an expedited sale of substantially all of their assets.

13.  Due to the fact that virtually all of the Debtors’ cash constitutes cash collateral,

and substantially all of its non-cash assets are subject to the Textron Liens and security interests



of the Textron Lenders, the Debtors are currently without sufficient unencumbered funds with
which to pay ongoing operating expenses necessary to administer the Bankruptcy Cases. Due to
the nature and magnitude of their businesses, the Debtors’ immediate access to the proposed DIP
Facility is necessary in order to maintain the administration of the Bankruptcy Cases, maximize
the value of the Debtors’ available assets in the near-term while they pursue a sale of
substantially all of their assets, and avoid immediate and irreparable harm to their estates and
creditors.

14. As a result of extensive arm’s-length negotiations conducted by the Debtors and
the DIP Lender, the DIP Lender has agreed and consented to provide the Debtors with the DIP
Facility during the postpetition period pursuant to the terms of the DIP Facility Documents,
pending the opportunity to conduct the Final Hearing. Additionally, certain holders of the Senior
Liens, including the Textron Agent, have consented to the terms and conditions contained in DIP
Credit Agreement and the Interim DIP Financing Order.

15. These financial accommodations, as described below, should enable the Debtors
to commence, and continue to administer, in an orderly fashion, the Bankruptcy Cases, while
pursuing a sale of substantially all of their assets.

VL
THE DEBTORS’ DECISION TO ENTER INTO THE DIP FACILITY

16. Leading up to the Bankruptcy Cases, the Debtors explored strategic alternatives
and engaged in extensive negotiations with various parties in an effort to obtain additional

liquidity. Raymond James & Associates, Inc. (“Raymond James”), the Debtors’ investment

banker, assisted the Debtors in that process. Prior to the Petition Date, Raymond James
contacted approximately 120 parties to gauge their interest in engaging in a transaction with the

Debtors, including providing postpetition financing.



17. Given the immediacy of the Debtors’ financing needs, and the existing liens on
the Debtors’ assets, none of the institutions contacted (other than the DIP Lender) was in a
position to provide debtor in possession financing that satisfied the Debtors’ needs and on terms
and conditions more favorable to the Debtors than those provided by the DIP Lender. Thus, the
Debtors were unable to obtain alternative postpetition financing proposals from other lenders
through credit allowable as an administrative expense or secured by liens on the Debtors’ assets
junior to the Textron Liens or on better terms than those provided by the DIP Lender.

18.  Faced with these circumstances, and given the inability to find other postpetition
financing on terms and conditions more favorable to the Debtors than those provided by the DIP
Lender, the Debtors engaged in good faith, arm’s-length negotiations with the DIP Lender over
the course of several weeks, which culminated in the DIP Facility, the Budget and the form of
the Interim DIP Financing Order. During the negotiations, the Debtors, with the assistance of
their advisors, went to great lengths under difficult circumstances to achieve the best deal
possible for themselves and their constituencies.

19.  In this extremely challenging credit market, the Debtors have been unable to find
alternative or better financing on the terms and of the type and magnitude required in the
Bankruptcy Cases on an unsecured basis, or without offering terms substantially similar to those
provided under the DIP Facility Documents. The Debtors ultimately decided that the proposal
for debtor-in-possession financing advanced by the DIP Lender was the most favorable under the
circumstances, could be documented and accessed quickly, and adequately addressed the
Debtors’ reasonably foreseeable liquidity needs, while maintaining the going concern value of
the Debtors’ businesses. For the foregoing reasons, the Debtors respectfully submit that entry

into the DIP Facility is in the best interests of their estates, creditors and other parties in interest.



VIIL

MATERIAL TERMS OF THE DIP FACILITY AND PROVISIONS THAT

POTENTIALLY IMPLICATE LOCAL BANKRUPTCY RULE 4001-2

A. Material Terms of the DIP Facility.

20.  The principal terms of the DIP Facility are as follows:”

DIP Borrowers:
Lender:

Type and Amount of
DIP Facility:

Use of DIP Facility Proceeds:

Maturity:

Carve-Out:

Each of the Debtors

Fleetwood Homes, Inc.

The DIP Facility consists of a senior secured first priority debtor-in-
possession credit facility, comprised of up to $50 million in principal
amount of a new money loan, which amount may be increased to $55
million if the parties elect to exercise an option to increase such principal
amount (the “Supplemental Commitment”). The Debtors may draw up
to the full amount of the DIP Facility on an interim basis pending entry
of a Final DIP Financing Order. DIP Credit Agreement §2.01(b).

The DIP Credit Agreement provides that the DIP Lender will be
permitted to credit bid at a sale of the Debtors’ assets in the amount
owing pursuant to the DIP Credit Agreement, including and up to any
amounts owing (if any) in connection with the Supplemental
Commitment.

The proceeds of the DIP Facility shall be used to, among other things,
pay in full the amounts owing under the Textron Facility, the DIP
Lender’s expenses, and fund operating expenses, capital expenditures,
and other corporate expenses and similar costs incurred by the Debtors
and their estates in accordance with the Budget, subject to the terms of
the DIP Facility Documents and the Interim DIP Financing Order. DIP
Credit Agreement §2.02.

The earliest of: (i) April 15, 2011; (ii) the 15th day after entry of an order
approving the sale of all or substantially all of the Debtors’ assets; (iii)
the date of the closing of the sale of all or substantially all of the
Debtors’ assets; or (iv) the date on which an Event of Default occurs (the
“Maturity Date”). DIP Credit Agreement §§1.01, 2.05.

The DIP Facility Liens and the DIP Facility Superpriority Claims shall
be subject to: (i) unpaid court and trustee fees; (ii) professional fees and
expenses of the Debtors and statutory committees incurred consistent to

* The following description of the terms of the DIP Facility is intended solely to provide the Court and interested
parties with a brief overview of the significant terms thereof. For a complete description of the terms and conditions
of the DIP Facility, reference should be made to the DIP Credit Agreement and the Interim DIP Financing Order.
This summary is qualified in its entirety by the provisions of the DIP Credit Agreement and the Interim DIP
Financing Order. In the event that there is any conflict between this Motion and either the DIP Credit Agreement or
the Order, the DIP Credit Agreement or the Interim DIP Financing Order, as applicable, will control in all respects.
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Interest Rate:

Default Rate:

DIP Fees:

DIP Lender Professional
Fees:

Post-Petition Administrative
Claim:

Post-Petition Lien:

the Budget; (iii) Professional Fees incurred subsequent to the delivery of
the Carve-Out Notice (as those terms are defined in the Interim DIP
Financing Order) (collectively, the “Carve-Out”). DIP Credit Agreement
§2.13.

7% per annum on the Base Commitment and 12% on the Supplemental
Commitment based on a 365/366-day year and actual days elapsed. All
interest on the outstanding principal balance of the DIP Facility shall be
calculated monthly and shall be payable, at the option of the Debtors,
either: (a) in cash, monthly in arrears on the first business day of each
calendar month (the “Interest Payment Date”); or (b) by the addition of
such amount of interest to the then-outstanding principal amount of the
Loan on such Interest Payment Date; provided that, at maturity or upon
any prepayment of the DIP Facility (whether in whole or in part), all
interest then-outstanding shall be payable prior to giving effect to any
payment of principal. DIP Credit Agreement §2.09.

After the occurrence, and during the continuance, of an Event of Default,
the interest rate applicable to the DIP Facility shall bear interest at a rate
that is 12% per annum. DIP Credit Agreement §2.09.

n/a

The Debtors agree to pay the Lenders’ professional fees incurred in
connection with the preparation and enforcement of the DIP Facility
Documents. DIP Credit Agreement §9.05.

For all of the Obligations, the DIP Lender is granted, subject only to the
Carve-Out and the Senior Liens, the DIP Facility Superpriority Claims,
which claims shall, pursuant to section 364(c)(1) of the Bankruptcy
Code, be allowed administrative expenses of the Debtors’ estates that
shall have priority in payment over any other indebtedness and/or
obligations now in existence or incurred hereafter by the Debtors and
over all administrative expenses or charges against property arising in the
Debtors’ chapter 11 cases or any superseding chapter 7 cases, including
without limitation those specified in Bankruptcy Code sections 105, 326,
328, 330, 331, 503(b), 506(c), 507(a), 507(b), 726, and 1113. DIP Credit
Agreement §2.13.

As security for the DIP Facility Superpriority Claims, pursuant to
sections 362, 363(c), 363(d), and 363(e) of the Bankruptcy Code, the
Debtors shall grant to the DIP Lender valid, binding and enforceable DIP
Facility Liens, mortgages and/or security interests in all of the Debtors’
presently owned or hereafter acquired property and assets, whether such
property and assets were acquired before or after the Petition Date, of
any kind or nature, whether real or personal, tangible or intangible,
wherever located, and the proceeds and products thereof (the
“Collateral”). Notwithstanding the foregoing, the DIP Facility Liens
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Financial Covenants:

Financial Reports:

Expiration Date:

Borrowing Conditions:

Events of Default:

shall be subject to: (i) the Senior Liens and (ii) the Carve-Out; and the
Collateral shall not include causes of action brought pursuant to
Bankruptcy Code sections 502(d), 544, 547, 548, 549, 550 and 553 and
recoveries upon such causes of action. The DIP Facility Liens shall not
be subject to any lien that is avoided and which would otherwise be
preserved for the benefit of the Debtors’ estates under Bankruptcy Code
section 551. The DIP Lender shall not be subject to the equitable
doctrines of “marshaling” or any similar claim or doctrine with respect to
any Collateral. DIP Credit Agreement §2.13.

The Debtors, at their expense, shall (a) continue to keep the Collateral
fully insured, and (b) pay any and all undisputed pre-petition and post-
petition taxes, assessments and governmental charges with respect to the
Collateral, in both cases as provided under the DIP Facility Documents.
DIP Credit Agreement §5.06(b).

The Debtors shall provide the DIP Lender with: (i) audited financial
statements and balance sheets; (ii) quarterly financial statements; (iii)
monthly financial statements; (iv) Budgets; (v) weekly statements as to
financial condition and other financial data; and (v) Performance Trigger
Reports, all as specified in the DIP Facility. All written reports provided
by the Debtor to the DIP Lender shall be complete and correct in all
material respects. DIP Credit Agreement §5.01.

The Debtors’ authorization to obtain loans, advances and/or other
financial accommodations from the DIP Lender shall be in effect for the
period commencing with the Closing Date through the earlier of: (i) the
Business Day immediately prior to the Maturity Date; (ii) the date in
which the DIP Lender’s Commitments under the DIP Credit Agreement
terminate (the “Expiration Date”). DIP Credit Agreement §2.08.

The conditions to all credit extensions include, but are not limited to, the
compliance of the Debtors with all terms of the DIP Facility Documents
and the lack of any default occurring thereunder, the Debtors’ provision
of certain documents, and the entry of certain orders by this Court, and
compliance with the Budget. DIP Credit Agreement §3.01.

The Events of Default are set forth in Paragraph 14 of the Interim DIP
Financing Order and include: (a) any material default, violation, or
breach of any of the terms of the Interim DIP Financing Order by the
Debtors; (b) the occurrence of the Termination Date (as defined in the
Interim DIP Financing Order), maturity, termination, expiration, or non-
renewal of the Interim DIP Financing Order or the DIP Credit
Agreement as provided for herein or in the DIP Facility Documents; (c)
conversion of the Bankruptcy Cases to one or more cases under chapter 7
of the Bankruptcy Code; (d) the appointment of a trustee in the
Bankruptcy Cases; (e) the appointment of an examiner in the Bankruptcy
Case; (f) the dismissal of the Bankruptcy Cases; (g) the entry of any
order modifying, reversing, revoking, staying, rescinding, vacating, or
amending the Interim DIP Financing Order without the express prior
written consent of the DIP Lender; (h) the filing of a plan of
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Rights and Remedies
Upon Event of Default or the

Expiration Date:

reorganization by any of the Debtors; (i) any other security interest, lien,
claim or encumbrance is granted that is pari passu with or senior to the
claims of the DIP Lender; (j) the entry of an order granting relief from
the Automatic Stay of section 362 of the Bankruptcy Code to the holder
or holders of any security interest or lien in any Collateral to permit the
pursuit of any judicial or non-judicial transfer or other remedy against
any assets of any of the Debtors; (k) any sale or other disposition of all or
substantially all of the Collateral other than the sale contemplated by the
Motion of the Debtors for Entry of (I) an Order (A) Approving Bid
Procedures; (B) Approving a Break-Up Fee and Expense
Reimbursement; (C) Approving the Stalking Horse Purchaser’s Right to
Credit Bid; (D) Approving the Form and Manner of Notices; (E)
Approving the Procedures for the Assumption and Assignment of
Contracts and Leases; and (F) Setting a Sale Hearing; and (1I) an Order
Pursuant to 11 U.S.C. §§ 363 and 365 (A) Authorizing and Approving
Asset Purchase Agreement by and among the Debtors, as Sellers, and
Palm Harbor Homes, Inc., a Delaware Corporation, as Purchaser, or
Such Other Purchase Agreement(s) Between the Debtors and the
Successful Bidder, Free and Clear of All Liens, Claims, Encumbrances
and Interests; (B) Authorizing and Approving the Assumption and
Assignment of Certain Executory Contracts and Unexpired Leases in
Connection Therewith;, and (C) Granting Related Relief; (1) failure to
obtain approval of the Final DIP Financing Order in a form acceptable to
the DIP Lender; and (m) an Event of Default under and as defined in the
DIP Facility Documents. Interim DIP Financing Order, q 14; DIP Credit
Agreement §7.01.

Upon the occurrence of an Event of Default: (a) the DIP Lender shall
have no obligation to make any further loans, advances and/or other
financial accommodations to the Debtors; (b) subject in all respects to
the Carve-Out and the Senior Liens, the payment of any and all
Obligations of the Debtors to the DIP Lender shall be immediately due
and payable; and (c) the DIP Lender shall, after giving notice of five
business days to the parties listed in the Interim DIP Financing Order,
shall have the right, free of the restrictions of section 362 of the
Bankruptcy Code or under any other section of the Bankruptcy Code, to
exercise contractual, legal and equitable rights and remedies as to the
Credit Documents and as to all or such part of the Collateral as the DIP
Lender shall elect. Interim DIP Financing Order, { 13; DIP Credit
Agreement §7.02.

B. Highlighted Provisions Under Bankruptcy Rule 4001 and Local Bankruptcy Rule

4001-2.

1. Bankruptcy Rule 4001.

21. The provisions described in Bankruptcy Rule 4001(b)(1)(B)(1)-(iv), to the extent
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applicable, are set out at the following sections of the Interim DIP Financing Order:

(a) Name of Each Entity with an Interest in the Cash Collateral. n/a

(b) Purposes for the Use of Cash Collateral. n/a

(c¢) Material Terms, including Duration, of the Use of Cash Collateral. n/a

(d) Liens, Cash or Other Adequate Protection Provided. n/a

22. The provisions described in Bankruptcy Rule 4001(c)(1)(B)(i)-(xi), to the extent
applicable, are set out at the following sections of the Interim DIP Financing Order:

(a) Grant of Priority or a Lien on Property of the Estate under section 364(c) or
(d). Interim DIP Financing Order, { 5.

(b) Adequate Protection or Priority for a Claim that Arose before the
Commencement of the Case. n/a

(c¢) Determination of the Validity, Enforceability, Priority, or Amount of a Claim
that Arose before the Commencement of the Case. Interim DIP Financing Order,

I DG@v), (V).

(d) Waiver or Modification of the Automatic Stay. Interim DIP Financing Order,
q13.

(e) Waiver or Modification of Authority to File a Plan, Seek an Extension of
Time in which the Debtor has the Exclusive Right to File a Plan, Request Use of
Cash Collateral, or Request Authority to Obtain Credit. n/a

(f) Establishment of Deadlines for Filing a Plan of Reorganization, for Approval
of a Disclosure Statement, for a Hearing on Confirmation or Entry of a
Confirmation Order. n/a

(g) Waiver or Modification of Applicability of Non-Bankruptcy Law Relating to
the Perfection of a Lien on Property of the Estate, or on the Foreclosure or Other
Enforcement of the Lien. Interim DIP Financing Order, q11.

(h) Release, Waiver or Limitation on any Claim or Cause of Action Belonging to
the Estate. n/a

(i) Indemnification of Any Entity. n/a

(j) Release, Waiver or Limitation on Rights under Section 506(c). Interim DIP
Financing Order, q 6

(k) Liens Granted on Claims Arising Under Chapters 5 or 7. n/a
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2. Local Bankruptcy Rule 4001-2

23. Local Bankruptcy Rule 4001-2 requires that certain provisions contained in the
Interim DIP Financing Order and the DIP Facility be highlighted and that the Debtors provide
justification for the inclusion of such highlighted provisions. The Debtors believe that the
following provisions of the Interim DIP Financing Order and the DIP Facility are required to be
identified in accordance with Local Bankruptcy Rule 4001-2 and that such provisions are
justified and necessary in the context and circumstances of these cases. If a provision of Local
Bankruptcy Rule 4001-2 is not discussed below, it means that the Interim DIP Financing Order
or the DIP Facility does not contain a provision that triggers disclosure under that rule.

(i) Local Bankruptcy Rule 4001-2(a)(i))(B)

24, Local Bankruptcy Rule 4001-2(a)(1)(B) requires a movant to identify provisions
that bind the estates or other parties in interest with respect to the validity, perfection or amount
of the secured creditor’s prepetition lien or the waiver of claims against the secured creditor
without first giving parties in interest at least 75 days from the entry of the order and the
creditors’ committee, if formed, at least 60 days from the date of its formation to investigate such
matters. Del. Bankr. L.R. 4001-2(a)(i)(B).

25. The Interim DIP Financing Order provides that:

1v. As of the Petition Date and immediately prior to giving
effect to the Interim DIP Financing Order, (a) the Textron
Financing Documents are valid and binding agreements and
obligations of the Debtors and are enforceable against the Debtors
in accordance with their terms, (b) the Textron Liens (i) constitute
valid, binding, enforceable and perfected first priority security
interests and liens, subject only to the liens permitted under the
Textron Financing Documents, if any, and (ii) are not subject to
avoidance, reduction, disallowance, impairment or subordination
pursuant to the Bankruptcy Code or applicable non-bankruptcy
law, (c) the Textron Indebtedness constitutes the legal, valid and
binding obligations of the Debtors, and the Textron Indebtedness,
and any amounts paid at any time to the Textron Lenders on
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account thereof or with respect thereto, are not subject to (1) any
objection, offset, defense or counterclaim of any kind or nature, or
(i1) avoidance, reduction, disallowance, impairment,
recharacterization or subordination pursuant to the Bankruptcy
Code or applicable non-bankruptcy law, and (d) no claims exist
against the Textron Lenders or the Textron Agent under any
contract or tort (including, without limitation, lender liability)
theories of recovery or pursuant to section 105 or chapter 5 of the
Bankruptcy Code;

V. The Debtors have waived, discharged and released any
right they may have to challenge any of the Textron Indebtedness
and the Textron Liens, and to assert any offsets, defenses, claims,
objections, challenges, causes of action and/or choses of action
against the Textron Lenders, the Textron Agent and/or any of their
respective affiliates, parents, subsidiaries, agents, attorneys,
advisors, professionals, officers, directors and employees in
connection therewith.

Interim DIP Financing Order, { D(iv), (v).

26.

The Interim DIP Financing Order further provides that:

Any Committee and any other party in interest shall have 20 days
from the date of entry of this Interim DIP Financing Order (or such
longer period as the Committee or any party in interest may obtain
from the Court for cause shown before the expiration of such
period) to commence a contested matter or an adversary
proceeding against the Textron Lenders or the Textron Agent (a
“Challenge”) for the purpose of (1) challenging the validity, extent,
priority, perfection, enforceability and non-avoidability of the
Textron Lenders’ pre-petition claims and/or Liens against the
Debtors (“Lien Challenge”), (2) seeking to avoid or challenge
(whether pursuant to chapter 5 of the Bankruptcy Code or
otherwise) any transfer made by or on behalf of the Debtors to or
for the benefit of the Textron Lenders prior to the Petition Date
(“Payment Challenge”), and/or (3) seeking damages or equitable
relief against the Textron Lenders or the Textron Agent arising
from or related to the pre-petition business relationship among the
Debtors and the Textron Lenders or the Textron Agent, including
without limitation “equitable subordination”, “lender liability”
and/or “deepening insolvency” claims and causes of action
(“Damage Challenge”). The Committee is granted standing to
commence such a proceeding. Any other party in interest shall
have 15 days (or a longer period for cause shown to the Court
before the expiration of such period) from the date of entry of this
Interim DIP Financing Order to move this Court for an order
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granting it standing to commence a Challenge. All parties in
interest, including without limitation any Committee, that fail to
act in accordance with the time periods set forth in the preceding
sentences of this paragraph shall be, and hereby are, barred forever
from commencing a Challenge. The foregoing is without prejudice
to any and all of the Textron Lenders’ or the Textron Agent’s legal
and equitable claims, counterclaims, defenses and/or rights of
offset and setoff in response to any such Challenge, all of which
are reserved, and the foregoing shall in no event revive, renew or
reinstate any applicable statute of limitations which may have
expired prior to the date of initiation of such Challenge. Nothing
contained herein shall limit the Court’s ability to fashion an
appropriate remedy should the Court determine, by entry of a final
order and judgment no longer subject to appeal, a Challenge in
favor of the party seeking the Challenge. In the event that a
Challenge is asserted, the party asserting the Challenge must notify
counsel for the Textron Agent and Textron Lender, counsel for the
DIP Lender and counsel for the Debtors of such Challenge within
one (1) business day after taking any action to assert the Challenge.
During the pendency of such Challenge, the Textron Agent shall
retain any and all amounts paid to it pursuant to this Interim DIP
Financing Order. Upon entry of a final non-appealable order as to
a successful Lien Challenge in whole or in part, Textron’s Agent
within one (1) business day shall pay directly to the DIP Lender
such amount, which reflects the overpaid amount on the asserted
secured portion of the Textron Indebtedness. Upon entry of a final
non-appealable order as to a successful Payment Challenge or a
successful Damage Challenge, Textron’s Agent within one (1)
business day shall pay the amount(s) awarded in such Payment
Challenge or Damage Challenge directly to the Debtors, which
payment shall immediately become the DIP Lender’s Collateral
and immediately subject to the DIP Facility Liens as established
herein. For the sake of clarity, the forgoing shall be dispositive
only as to the Debtors and the Textron Lender and the Textron
Agent in the event of a successful Challenge; notwithstanding the
forgoing, nothing in this section 9 shall limit the remedy that
Textron may seek or a court of competent jurisdiction may impose
in this regard.

Interim DIP Financing Order [ 9.
27. The DIP Facility proceeds will be used in part to satisfy the Debtors’ obligations
to the Textron Lenders under the Textron Facility. However, the Committee and other parties-

in-interest will maintain the right, discussed above, to assert a Challenge with respect to the
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Textron Lenders and the Textron Liens. To the extent that the Challenge is successful, and upon
entry of a final and non-appealable judgment sustaining the Challenge, the Textron Lenders will
be subject to disgorging the proceeds received from the Debtors under the DIP Facility to the
extent of the challenged amount.

28. Local Bankruptcy Rule 4001-2(a)(1)(B) provides that, in instances when parties-
in-interest are given less than seventy-five (75) days to investigate a prepetition lien, this Court
will only enter an order binding the estate and other parties-in-interest with respect to the
validity, perfection, or amount of a secured creditors’ prepetition lien in “extraordinary
circumstances.” Del. Bankr. L.R. 4001-2(b).

29.  Here, extraordinary circumstances warrant the relief sought by the Interim DIP
Financing Order. The Textron Lenders refused to provide DIP financing on terms acceptable to
the Debtors. The DIP Lender will only extend the DIP Facility to the Debtors if it is granted
senior liens as security for the DIP Facility. However, the Textron Lenders refused to consent to
the priming of the Textron Liens unless they were paid in full immediately, and the Textron
Liens were subject to a Challenge for only twenty days subsequent to the entry of the Interim
DIP Financing Order.

30. Simply put, the DIP Facility is necessary for the Debtors’ reorganization
prospects, and the DIP Facility can only be obtained on terms acceptable to the DIP Lender with
the Textron Lenders’ consent; a condition of such consent is the Challenge period contained in
the Interim DIP Financing Order. Absent such Challenge period, the Debtors will have no cash
to operate their businesses, and they will quickly be forced to shut down, thereby destroying their

going concern value, to the detriment of all parties, most notably the Debtors’ creditors. Thus,
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an extraordinary circumstance — the necessity of the DIP Facility to the Debtors’ reorganization
and sale efforts — warrant the entry of the Interim DIP Financing Order.

(i1) Local Bankruptcy Rule 4001-2(a)(i)(C)

31. Local Bankruptcy Rule 4001-2(a)(1)(C) requires explicit disclosure of provisions
that constitute a waiver, without notice, of the estates’ rights under section 506(c) of the
Bankruptcy Code. The Interim DIP Financing Order provides for a waiver of the Debtors’
section 506(c) claims against the DIP Lender only upon entry of the Final DIP Financing Order:

Subject to entry of the Final DIP Financing Order, neither the
Collateral, the DIP Lender, nor the Textron Lenders shall be
subject to surcharge, pursuant to sections 105, 506(c) or 552 of the
Bankruptcy Code, or otherwise, by the Debtors or any other party
in interest without the prior written consent of the DIP Lender and
no such consent shall be implied from any other action, inaction, or
acquiescence by such parties in this proceeding, including but not
limited to, the funding of the Debtors’ ongoing operations by the
DIP Lender. The “equities of the case” exception contained in
section 552(b) of the Bankruptcy Code shall be deemed waived.
The DIP Lender shall not be subject to the equitable doctrine of
“marshaling” or any similar doctrine with respect to the Collateral.

Order | 6.

32.  As the effectiveness of this waiver will be delayed until the entry of the Final DIP
Financing Order, the Debtors respectfully submit that parties in interest will have an opportunity
to be heard and, as such, the waiver will not be “without notice.”

VIIL.
BASIS FOR RELIEF REQUESTED

33. The preservation of value of the Debtors’ businesses and the success of the
Debtors’ sale efforts hinge upon obtaining access to sufficient postpetition financing. The
Debtors’ ability to conduct an expedited sale successfully depends heavily upon the immediate

approval of this Motion. The Debtors’ request authorization to obtain advances under the
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proposed DIP Facility Documents. The Debtors intend to use such proceeds to, among other
things, fund their operations and effect the sale of all or substantially all of their assets.

34. As set forth above, the DIP Facility is the only financing available in an amount to
and under the terms required by the Debtors at this time. The Debtors have been unable to
procure sufficient financing: (a) in the form of unsecured credit allowable under section
503(b)(1) of the Bankruptcy Code; (b) solely as an administrative expense under sections 364(a)
and (b) of the Bankruptcy Code; or (c) in exchange for the grant of a superpriority administrative
expense claim pursuant to section 364(c) of the Bankruptcy Code. Thus, based on the foregoing
and for the reasons set forth below, the Debtors submit that they have satisfied the requirements
to access postpetition financing on a superpriority, secured basis pursuant to section 364 of the
Bankruptcy Code and their proposed grant of adequate protection to the Textron Lenders is
appropriate.

A. The Debtors’ Satisfy The Requirements For Obtaining Financing Under Section
364(c) Of The Bankruptcy Code.

35. Pursuant to section 364(c) of the Bankruptcy Code, a court may authorize a debtor
to incur debt that is (a) entitled to superpriority administrative expense status, (b) secured by a
lien on otherwise unencumbered property, or (c) secured by a junior lien on encumbered
property if the debtor cannot obtain postpetition credit on an unsecured basis, on an
administrative expense priority or secured solely by junior liens on the debtor’s assets. See 11

U.S.C. § 364(c); Inre Ames Dept. Stores, Inc., 115 B.R. 34, 37-39 (Bankr. S.D.N.Y. 1990)

(debtor must show that it has made a reasonable effort to seek other sources of financing under

section 364(a) and (b) of the Bankruptcy Code); In re Crouse Group, Inc., 71 B.R. 544, 549

(Bankr. E.D. Pa. 1987), modified on other grounds, 75 B.R. 553 (debtor seeking unsecured credit
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under section 364(c) of the Bankruptcy Code must prove that it was unable to obtain unsecured
credit pursuant to section 364(b) of the Bankruptcy Code).

36. Courts have articulated a three-part test to determine whether a debtor is entitled
to financing under section 364(c) of the Bankruptcy Code. Specifically, courts look to whether:

a) the debtor is unable to obtain unsecured credit under section 364(b), i.e.,
by allowing a lender only an administrative claim;

b) the credit transaction is necessary to preserve the assets of the estate; and

C) the terms of the transaction are fair, reasonable, and adequate, given the
circumstances of the debtor-borrower and the proposed lender.

Ames Dep’t Stores, 115 B.R. at 37-39; see also In re St. Mary Hosp., 86 B.R. 393, 401-02

(Bankr. E.D. Pa. 1988); Crouse Group, Inc., 71 B.R. at 549.

37.  While the Debtors were in the process of negotiating the terms of the DIP
Facility, the Debtors and Raymond James also attempted to identify other sources of postpetition
financing to determine whether they could obtain debtor in possession financing on better terms.
Based on current capital market conditions and discussions with potential lenders, the Debtors
and Raymond James determined that postpetition financing on an unsecured basis or on a junior
priority basis would be unobtainable. Moreover, without postpetition financing, the Debtors
would be unable to operate their businesses as a going-concern, which would significantly impair
the value of the Debtors’ assets and limit their ability to repay their debts and liabilities. Finally,
as set forth above, given the Debtors’ circumstances and the volatile conditions and lack of
liquidity in the capital markets, the Debtors believe that the terms of the DIP Facility are fair,
reasonable, and adequate, all as more fully set forth herein. Further, the terms of the DIP Credit
Agreement, including but not limited to the Debtors’ agreement to pay the DIP Lender’s
professional fees, were essential to the DIP Lender’s willingness to enter into the DIP Credit

Agreement and provide the DIP Facility.
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B. Approval Of The DIP Facility On An Interim Basis Is Necessary To Prevent
Immediate And Irreparable Harm.

38. Bankruptcy Rule 4001(c)(2) govern the procedures for obtaining authorization to
obtain postpetition financing. Under Bankruptcy Rule 4001(c)(2), during the 14-day period after
the debtor files a motion to obtain postpetition financing, the court may approve the motion to
the extent “necessary to avoid immediate and irreparable harm to the estate pending a final
hearing.” Fed. R. Bankr. P. 4001(c)(2).

39. Also, to the extent that the Debtors are seeking authority to sell, use or otherwise
incur an obligation regarding property of their estates, Bankruptcy Rule 6003 provides that the
Court may only grant such relief to the extent it is necessary to avoid “immediate and irreparable
harm.” Id. 6003(b).

40.  In examining requests for interim relief under the “immediate and irreparable
harm” standard, courts apply the same business judgment standard applicable to other business

decisions. See, e.g., Ames Dep’t Stores, 115 B.R. at 36. After the 14-day period, the request for

financing is not limited to those amounts necessary to prevent the destruction of the debtor’s
business, and the debtor is entitled to borrow those amounts that it believes are prudent to the
operation of its business. 1d.

41.  Immediate and irreparable harm would result if the relief requested herein is not
granted on an interim basis. As described in detail above and in the Cejka Declaration, the
Debtors need to obtain access to liquidity under the DIP Facility in order to, among other things,
satisfy their working capital and operational needs and preserve the going concern value of the
Debtors’ estates. Funding these expenditures is necessary to the Debtors’ ability to preserve and
maintain their values for the benefit of all parties in interest pending an expedited sale of the

Debtors’ assets.
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42. Accordingly, under the circumstances, entry of the Interim DIP Financing Order
is necessary to prevent immediate and irreparable harm to the estates and, therefore, is warranted
under the requirements of the Bankruptcy Rules.

C. Modification Of The Automatic Stay Provided Under Section 362 Of The
Bankruptcy Code Is Appropriate Under The Circumstances.

43. Paragraph 13 of the Interim DIP Financing Order provides that the automatic stay
imposed under section 362(a) of the Bankruptcy Code is hereby lifted to permit the DIP Lender
to, upon the occurrence of an Event of Default (as defined in the DIP Credit Agreement),
exercise all rights and remedies provided for in the DIP Facility Documents.

44. Stay modification provisions of this sort are ordinary and usual features of debtor
in possession financing and, in the Debtors’ business judgment, are reasonable under the present
circumstances. Accordingly, the Court should modify the automatic stay to the extent
contemplated under the DIP Facility and the proposed DIP Orders.

IX.
REQUEST FOR FINAL HEARING

45.  Pursuant to Bankruptcy Rule 4001(c)(2), the Debtors respectfully request that the
Court set a date for the Final Hearing that is no later than thirty (30) days following the Petition
Date.

X.
REQUEST FOR WAIVER OF STAY

46.  The Debtors further seek a waiver of any stay of the effectiveness of the Interim
DIP Financing Order approving this Motion. Pursuant to Bankruptcy Rule 6004(h), “a[n] order
authorizing the use, sale, or lease of property other than cash collateral is stayed until the
expiration of 10 days after entry of the order, unless the court orders otherwise.” Fed. R. Bankr.

P. 6004(h). As set forth above, the DIP Facility is essential to prevent irreparable damage to the
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Debtors’ operations, value and ability to conduct a sale of substantially all of their assets.
Accordingly, the Debtors submit that ample cause exists to justify a waiver of the 10-day stay
imposed by Bankruptcy Rule 6004(h), to the extent that it applies.

XL
NOTICE

47. Notice of this Motion has been provided to: (i) the Office of the United States
Trustee; (i1) the Internal Revenue Service; (iii) the Office of the United States Attorney for the
District of Delaware; (iv) the Debtors’ thirty largest unsecured creditors on a consolidated basis;
(v) counsel to the DIP Lender; (vi) each of the Debtors’ cash management banks; (vii) counsel
for the Textron Lenders; (viii) counsel for Virgo Service Company, LLC; and (ix) the Securities
and Exchange Commission. Notice of this Motion will be served in accordance with Local
Bankruptcy Rule 9013-1(m). In light of the nature of the relief requested, and the exigent
circumstances of these cases, the Debtors submit that no further notice is necessary.

XII.
NO PRIOR REQUEST

48.  No previous request for the relief sought herein has been made by the Debtors to
this or any other court.

WHEREFORE, the Debtors respectfully request that the Court: (i) enter the Interim DIP
Financing Order, in substantially the same form as that attached as Exhibit A, granting the relief
requested herein; and (ii) provide such other relief as the Court deems appropriate and just.

[remainder of page left intentionally blank]
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Dated: Wilmington, Delaware
November 29, 2010

Respectfully submitted,

LOCKE LORD BISSELL & LIDDELL LLP
David W. Wirt (Pro Hac Vice Motion Pending)
Aaron C. Smith (Pro Hac Vice Motion Pending)
Courtney E. Barr (Pro Hac Vice Motion Pending)
111 S. Wacker Drive

Chicago, Illinois 60606-4410

Telephone: (312) 443-0700

Fax: (312) 443-0336

-and-
POLSINELLI SHUGHART PC

/s/ Christopher A. Ward
Christopher A. Ward (Del. Bar No. 3877)
Justin K. Edelson (Del. Bar No. 5002)
222 Delaware Avenue, Suite 1101
Wilmington, Delaware 19801
Telephone: (302) 252-0920
Fax: (302) 252-0921

PROPOSED COUNSEL FOR THE DEBTORS
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EXHIBIT A

Proposed Order
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Inre: Chapter 11

PALM HARBOR HOMES, INC., et al.,! Case No. 10- )

Debtors. Jointly Administered

— N N N N

INTERIM DIP FINANCING ORDER PURSUANT TO 11 U.S.C. §§ 105,
361, 362, 363, 364, AND 507 AND FED. R. BANKR. P. 2002, 4001 AND 9014
(I) AUTHORIZING DEBTORS TO OBTAIN POSTPETITION
FINANCING PURSUANT TO SECTION 364 OF THE BANKRUPTCY
CODE, (II) GRANTING LIENS AND SUPERPRIORITY CLAIMS, AND
(IIT) SCHEDULING A FINAL HEARING PURSUANT TO BANKRUPTCY
RULES 4001(B) AND (C)

This matter is before the Court on the motion filed by Palm Harbor Homes, Inc.
and its related debtors (collectively, the “Debtors”) in the above-captioned jointly

administered chapter 11 cases (collectively, the “Bankruptcy Case”) dated November 29,

2010 (the “Motion”) requesting, pursuant to Sections 105, 361, 362(a), 363(c), 364(c),
364(d)(1) and 507 of Title 11 of the United States Code, 11 U.S.C. §§ 101 et seq. (the

“Bankruptcy Code”), and Rules 2002, 4001, and 9014 of the Federal Rules of Bankruptcy

Procedure (“Bankruptcy Rules”), entry of this Interim DIP Financing Order:

! The Debtors in these chapter 11 cases, along with the last four digits of each Debtor’s federal tax

identification number, are: Palm Harbor Homes, Inc., a Florida corporation (6634); Palm Harbor
Albemarle, LLC (1014); Nationwide Homes, Inc. (4881); Palm Harbor Real Estate, LLC (8234); Palm
Harbor GenPar, LLC (0198); and Palm Harbor Manufacturing, LP (0199). The location of the Debtors’
corporate headquarters and service address is: 15303 Dallas Parkway, Suite 800, Addison, Texas 75001.
Each of the Debtors is a co-Borrower under the DIP Facility.

: Capitalized terms not otherwise defined herein shall have the meanings ascribed to them in the
DIP Facility Documents, as defined below.

12231213 2
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(D) for immediate authorization and approval, pursuant to sections 105, 361,
362, and 364 of title 11 of the Bankruptcy Code and Rules 2002, 4001, and 9014 of the
Bankruptcy Rules, for the Debtors, as Borrowers, to obtain postpetition financing up to
the Base Commitment Amount of $50,000,000, which amount may be increased to the
Supplemental Commitment Amount of $55,000,000 (the “DIP Facility”), from Fleetwood
Homes, Inc. (“DIP Lender”) to, among other things; (A) fund, among other things,
ongoing working capital, general corporate, and other financing needs of the Debtors; (B)
pay certain transaction fees, and other costs and expenses of administration of the
Bankruptcy Case; (C) pay the Textron Indebtedness owed under the Textron Facility; (D)
fund the approved amounts authorized pursuant to the Critical Vendor Motion; and (E)
pay fees and expenses (including, without limitation, reasonable attorneys’ fees and
expenses) owed to the DIP Lender under the DIP Facility and the other DIP Facility
Documents (as defined below);

(2) authorizing and empowering the Debtors to execute and enter into the
(A) Debtor-in-Possession  Revolving Credit Agreement (as defined below);
(B) Promissory Note; and (C) Security Agreement (collectively, the “DIP_Facility
Documents™) and to perform such other and further acts as may be required in connection
with the DIP Facility Documents;

3) approving the terms and conditions of the DIP Facility Documents as
executed and delivered;

4) modifying the Automatic Stay of section 362 of the Bankruptcy Code (the

“Automatic Stay”) to the extent provided herein;

5) requesting, except as explicitly provided in this Interim DIP Financing
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Order, pursuant to sections 364(c) and (d) of the Bankruptcy Code, that the financing
under the DIP Facility:

a. have priority over any and all administrative expenses, including,
without limitation, the kinds specified in sections 105, 326, 328, 330, 331, 503(b), 506(c¢),
507(a), 507(b), 726, 1113 or 1114 of the Bankruptcy Code, whether or not such expenses
or claims may become secured by a judgment lien or other consensual or non-consensual
lien, levy or attachment, whether incurred in the Bankruptcy Case or any successor case,
which allowed super-priority claims of the DIP Lender shall be payable from and have
recourse to all prepetition and postpetition property of the Debtors and their estates

(the “DIP Facility Superpriority Claims”); and

b. be and be deemed immediately secured by valid, binding,
continuing, enforceable, fully perfected and unavoidable first priority senior priming
security interests in, and liens upon, all prepetition and postpetition assets of the Debtors
and their estates, whether now existing or hereafter acquired (collectively, the

“DIP Facility Liens”), and to the extent not otherwise included, all proceeds, tort claims,

insurance claims, and other rights to payments not otherwise included in the foregoing
and products of the foregoing and all accessions to, substitutions and replacements for,
and rents and profits of, each of the foregoing (collectively, and as set forth more fully in
the DIP Facility Documents, the “Collateral”), as provided for by sections 364(c) and (d)
of the Bankruptcy Code; provided, however, that the Collateral shall not include
avoidance actions under chapter 5 of the Bankruptcy Code and/or the proceeds thereof
pursuant to sections 502(d), 544, 545, 547, 548, 549, 550 or 553 of the Bankruptcy Code

(the “Avoidance Actions”);
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(6) requesting, pursuant to Bankruptcy Rule 4001, that an interim hearing

(the “Interim Hearing”) on the Motion be held before this Court to consider entry of this

Interim DIP Financing Order;
(7 requesting, pursuant to Bankruptcy Rule 4001, that a final hearing
(the “Final Hearing”) be held before this Court to consider entry of a final order (the

“Final DIP Financing Order”) approving the DIP Facility as set forth in that certain

Debtor-In-Possession Revolving Credit Agreement (the “DIP Credit Agreement”) by and

between the Debtors and the DIP Lender in the aggregate principal amount of up to the
Base Commitment Amount of $50,000,000 in availability (or the Supplemental
Commitment Amount of $55,000,000 in availability), as set forth in the Motion; and

It appearing that pursuant to Bankruptcy Rules 4001(b) and 4001(c)(1), due and
sufficient notice under the circumstances of the Motion and the Interim Hearing having
been provided by the Debtors as set forth in paragraph G below, and the Interim Hearing

having been held on December , 2010, and upon consideration of all the pleadings

filed with this Court; and any objections to the relief requested in the Motion that have
not been resolved having been overruled; and upon the record made by the Debtors at the
Interim Hearing and the Declaration of Brian E. Cejka in Support of Chapter 11 Petitions
and First Day Pleadings, and after due deliberation and consideration and good and
sufficient cause appearing therefor;

IT IS HEREBY FOUND BASED ON THE RECORD MADE AT THE
INTERIM HEARING:

A. On November 29, 2010 (the “Petition Date”), each of the Debtors filed

voluntary petitions for relief under chapter 11 of the Bankruptcy Code. The Debtors are
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continuing to operate their respective businesses and manage their respective properties
as debtors in possession pursuant to sections 1107 and 1108 of the Bankruptcy Code.

B. Concurrently with the filing of the Motion, the Debtors filed a motion
seeking joint administration of their respective bankruptcy cases. No request for the
appointment of a trustee or examiner has been made, and no statutory committees have
been appointed, in this Bankruptcy Case.

C. This Court has subject matter jurisdiction to consider this matter pursuant
to 28 U.S.C. § 1334. This is a core proceeding pursuant to 28 U.S.C. § 157(b). Venue is
proper before this Court pursuant to 28 U.S.C. §§ 1408 and 1409.

D. Subject to the rights of any Committee, if appointed, and any non-debtor
party in interest as provided in paragraph 9 herein, each of the Debtors and the DIP
Lender acknowledge, agree and stipulate that:

1. Pursuant to that certain Amended and Restated Agreement for
Wholesale Financing (Finished Goods — Wholesale Financing) dated as of June 30, 2005

by and among the Debtors, as borrowers, Textron Financial Corporation and other

financial institutions from time to time parties thereto as lenders (the “Textron Lenders”),
and Textron Financial Corporation (the “Textron Agent”), as Administrative Agent and
Arranger (as amended, supplemented, waived and otherwise modified from time to time,

the “Textron Facility” and together with all other agreements, documents, notes,

instruments and any other agreements delivered pursuant thereto or in connection

therewith, the “Textron Financing Documents™), the Textron Lenders made loans and

advances to and/or provided other financial accommodations to or for the benefit of the

Debtors from time to time;
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1i. Pursuant to the Textron Financing Documents, the Debtors were,
as of the Petition Date, jointly and severally indebted to Textron in an amount not less
than $34,019,991, comprised of outstanding principal of $33,805,142, accrued but unpaid
interest of $214,849, and unpaid fees, costs, and expenses thereunder in an unliquidated

amount (the “Textron Indebtedness’).

1il. Pursuant to the Textron Financing Documents, the Debtors granted
to and/or for the benefit of the Textron Lenders and the Textron Agent first priority and
continuing pledges, liens and security interests on substantially all of the Debtors’ assets,
as well as a pledge of 100% of the Debtors’ equity in Standard Casualty Co., to secure
the Textron Indebtedness (the “Textron Liens”);

1v. As of the Petition Date and immediately prior to giving effect to
the Interim DIP Financing Order, (a) the Textron Financing Documents are valid and
binding agreements and obligations of the Debtors and are enforceable against the
Debtors in accordance with their terms, (b) the Textron Liens (i) constitute valid, binding,
enforceable and perfected first priority security interests and liens, subject only to the
liens permitted under the Textron Financing Documents, if any, and (ii) are not subject to
avoidance, reduction, disallowance, impairment or subordination pursuant to the
Bankruptcy Code or applicable non-bankruptcy law, (c) the Textron Indebtedness
constitutes the legal, valid and binding obligations of the Debtors, and the Textron
Indebtedness, and any amounts paid at any time to the Textron Lenders on account
thereof or with respect thereto, are not subject to (i) any objection, offset, defense or
counterclaim of any kind or nature, or (ii) avoidance, reduction, disallowance,

impairment, recharacterization or subordination pursuant to the Bankruptcy Code or
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applicable non-bankruptcy law, and (d) no claims exist against the Textron Lenders or the
Textron Agent under any contract or tort (including, without limitation, lender liability)
theories of recovery or pursuant to section 105 or chapter 5 of the Bankruptcy Code;

V. Each of the Debtors and the DIP Lender have waived, discharged
and released any right they may have to challenge any of the Textron Indebtedness and
the Textron Liens, and to assert any offsets, defenses, claims, objections, challenges,
causes of action and/or choses of action against the Textron Lenders, the Textron Agent
and/or any of their respective affiliates, parents, subsidiaries, agents, attorneys, advisors,
professionals, officers, directors and employees in connection therewith.

E. The Debtors are in default under the Textron Facility.

F. The Debtors’ businesses have an immediate need for the financing
provided under the DIP Facility in order to have adequate liquidity, in addition to cash on
hand, to ensure, among other things, the orderly continuation of the operation of their
businesses, to maintain business relationships with vendors, suppliers and customers, to
make payroll, to make capital expenditures, to satisfy other working capital and
operational, financial and general corporate needs, and maintain business operations and
the value of the Debtors’ business and assets during the pendency of the case to support
the Debtors’ Motion for an Order (A) Authorizing and Approving Asset Purchase
Agreement By and Among the Debtors, As Sellers, and Palm Harbor Homes, Inc., a
Delaware Corporation, as Purchaser, Free and Clear of All Liens, Claims,
Encumbrances and Interests; (B) Authorizing and Approving the Assumption and
Assignment of Certain Executory Contracts and Unexpired Leases in Connection

therewith; and (C) Granting Related Relief (the “Sale Motion”). The immediate
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availability of credit under the DIP Facility will provide confidence to the Debtors’
creditors, including their trade vendors and foreign creditors, and the Debtors’ employees
that will enable and encourage them to continue their relationships with the Debtors and,
thereby, enhance the value of the Debtors’ estates. The access of the Debtors to
sufficient working capital and liquidity through the incurrence of new indebtedness for
borrowed money is vital to the preservation and maintenance of the going concern values
of the Debtors and to the success of the Bankruptcy Case. Without such credit, the
Debtors’ estates would be irreparably harmed. Therefore, it is in the best interests of the
Debtors’ estates to enter into the DIP Facility. The DIP Lender is willing to provide the
DIP Facility to or for the benefit of the Debtors only in accordance with the terms of the
DIP Facility Documents and this Interim DIP Financing Order.

G. The Debtors are unable to obtain sufficient financing from sources other
than the DIP Lender on terms more favorable than under the DIP Credit Agreement and
all the documents and instruments delivered pursuant thereto or in connection therewith.
The Debtors have been unable to obtain sufficient unsecured credit solely under section
503(b)(1) of the Bankruptcy Code as an administrative expense or under section 364(c)
of the Bankruptcy Code with enhanced priority. The Debtors have requested that the DIP
Lender provide the DIP Facility to provide funds to be used for the sole purposes set forth
in the Budget (as defined below), and such other purposes as required by this Interim DIP
Financing Order and to which the DIP Lender agrees in writing.

H. The DIP Lender has agreed and consented to provide financing to the
Debtors subject to (i) the entry of this Interim DIP Financing Order within no later than

two business days of the Petition Date; (ii) the terms and conditions of the DIP Credit
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Agreement; (iii) the Carve-Out (as defined below); and (iv) findings by the Court that
such postpetition financing is essential to the Debtors’ estates, that the terms of such
financing were negotiated in good faith and at arm’s length, and that the DIP Facility
Liens and DIP Facility Superpriority Claim, and other protections granted pursuant to this
Interim DIP Financing Order and the DIP Facility Documents will not be affected by any
subsequent reversal, modification, vacatur, or amendment of this Interim DIP Financing
Order or any other order, as provided in section 364(e) of the Bankruptcy Code. The DIP
Lender has acted in good faith in, as applicable, negotiating, consenting to and in
agreeing to provide the DIP Facility contemplated by this Interim DIP Financing Order
and the other DIP Facility Documents and the reliance of the DIP Lender on the
assurances referred to above is in good faith.

1. Telephonic, facsimile notice or overnight mail notice of the Interim
Hearing and the proposed entry of this Interim DIP Financing Order has been provided to
(1) the Office of the United States Trustee (the “U.S. Trustee™), (ii) the Internal Revenue
Service, (iii) the Office of the United States Attorney for the District of Delaware, (iv) the
Securities and Exchange Commission, (v) the Debtors’ thirty largest unsecured creditors
on a consolidated basis, (vi) counsel to the Textron Lenders, the Debtors’ prepetition
lender, (vii) counsel to the DIP Lender, (viii) counsel to Virgo Service Company, LLC,
and (ix) each of the Debtors’ cash management banks (collectively, the “Notice Parties™).
Notice of the Motion was served in accordance with Local Bankruptcy Rule 9013-1(m).
In light of the exigent circumstances confronting the Debtors and Debtors’ businesses,
the requisite notice of the Motion and the relief requested thereby and this Interim DIP

Financing Order has been provided in accordance with Bankruptcy Rule 4001, and is
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sufficient for all purposes under the Bankruptcy Code, including, without limitation,
sections 102(1) and 364 of the Bankruptcy Code, and no other notice need be provided
for entry of this Interim DIP Financing Order.

J. The Debtors have requested immediate entry of this Interim DIP
Financing Order pursuant to Bankruptcy Rules 4001(b)(2) and 4001(c)(2). Absent entry
of this Interim DIP Financing Order, the Debtors’ businesses, properties and estates will
be immediately and irreparably harmed.

K. The ability of the Debtors to finance their respective operations and the
availability to the Debtors of sufficient working capital and other financial and general
corporate liquidity through the incurrence of new indebtedness for borrowed money is in
the best interests of the Debtors and their respective creditors and estates. The interim
financing authorized hereunder is necessary to avoid immediate irreparable harm to the
Debtors’ businesses, properties and estates and to allow the orderly continuation of the
Debtors’ businesses.

L. Based on the record presented by the Debtors to this Court: (i) the terms of
the DIP Facility are fair, reasonable, the best available under the circumstances, reflect
the Debtors’ exercise of prudent business judgment consistent with their fiduciary duty,
and are supported by reasonably equivalent value and fair consideration; and (ii) the DIP
Facility has been negotiated in good faith and at arm’s length among the Debtors and the
DIP Lender, and any credit extended, loans made, credit support provided and other
financial accommodations extended to the Debtors by the DIP Lender shall be deemed to
have been extended, issued or made, as the case may be, in “good faith” within the

meaning of section 364(e) of the Bankruptcy Code; NOW THEREFORE;
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IT IS HEREBY ORDERED, ADJUDGED AND DECREED:

1. Disposition. The Motion is granted and the Debtors are authorized to
incur the indebtedness and other obligations under the DIP Facility as set forth in this
Interim DIP Financing Order. Any objections to the entry of this Interim DIP Financing
Order that have not previously been withdrawn or settled on the record at the Interim
Hearing are hereby overruled upon the merits. Notwithstanding Bankruptcy Rules
4001(a)(3), 6004(h), 6006(d), 7062 or 9024 or any other Bankruptcy Rule, or Rule 62(a)
of the Federal Rules of Civil Procedures, this Interim DIP Financing Order shall
immediately become effective and enforceable upon its entry and there shall be no stay of
execution of effectiveness of this Interim DIP Financing Order.

2. Authorization to Borrow. Upon execution and delivery of the DIP Credit

Agreement, in substantially the form annexed to the Motion and provided that the
Debtors are not in default under the terms of this Interim DIP Financing Order, the
Debtors are immediately authorized to borrow (and receive other extensions of credit and
accommodations) under the DIP Facility from the DIP Lender up to the Base
Commitment Amount of $50,000,000, which amount may be increased to the
Supplemental Commitment Amount of $55,000,000 (together with interest, fees, charges
and expenses payable under the DIP Facility Documents), pursuant to the terms and
conditions of the DIP Credit Agreement and use such Borrowings and proceeds in
accordance with the terms of the DIP Credit Agreement, the 13-Week Budget (an
approved copy of which is attached hereto as Exhibit _ , the “Budget”), and this
Interim DIP Financing Order. Upon execution and delivery of the DIP Facility

Documents, the DIP Facility Documents shall constitute legal, valid, and binding
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obligations of the Debtors, enforceable against the Debtors in accordance with their
terms. Upon entry of the Final DIP Financing Order, additional financing and
Borrowings under the DIP Credit Agreement will be made to (i) fund the Debtors’
working capital and other general corporate needs, and (ii) pay such other amounts
required or allowed to be paid pursuant to the DIP Credit Agreement, this Interim DIP
Financing Order and any other orders of this Court. Notwithstanding the foregoing, the
DIP Lender is under no obligation to lend monies or provide any other accommodations
to the Debtors under the DIP Facility unless all conditions set forth in the DIP Facility
Documents have been satisfied.

3. Use of DIP Facility Proceeds to Pay the Textron Facility. Upon entry of

this Interim DIP Financing Order, the Debtors shall immediately use the proceeds
authorized to be borrowed under the DIP Facility by this Interim DIP Financing Order to
pay in full the Textron Indebtedness owed pursuant to the Textron Facility. Upon such
payment of the Textron Indebtedness and subject to Paragraph 9 below, all then existing
Textron Liens will be deemed released by operation of this Interim DIP Order.

4. DIP Facility Superpriority Claim. For all of the Debtors’ Obligations and

Indebtedness arising under the DIP Facility and the DIP Facility Documents, the DIP
Lender is granted, pursuant to section 364(c)(1) of the Bankruptcy Code, and subject to
the Carve-Out (as defined below), the allowed DIP Facility Superpriority Claim which
claim shall be payable from and have recourse to, in addition to the Collateral (as defined
by the DIP Facility Documents), any unencumbered prepetition or postpetition property
of the Debtors and their estates whether now existing or hereafter acquired. The DIP

Facility Superpriority Claim shall be deemed legal, valid, binding, enforceable, and
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perfected claims, and not subject to subordination, impairment or avoidance, for all
purposes in the Bankruptcy Case and any successor cases.

5. DIP Facility Liens. As security for the repayment of the Indebtedness,

pursuant to sections 364(c)(2), (¢)(3) and (d) of the Bankruptcy Code, and subject only to
the Carve-Out (as defined below) and the Senior Liens (as defined in the DIP Credit
Agreement), the DIP Lender is hereby granted (without the necessity of the execution by
the Debtors or the filing or recordation of mortgages, security agreements, lock box
agreements, financing statements, or otherwise) the DIP Facility Liens on and in the
Collateral (as defined by the DIP Facility Documents) and all proceeds thereof, which
liens are valid, binding, enforceable and fully perfected as of the date hereof, not subject
to subordination, impairment or avoidance, for all purposes in the Bankruptcy Case and
any successor cases. Except as explicitly set forth herein, the DIP Facility Liens on and
in the Collateral granted herein shall prime and be senior in all respects to any and all
liens pursuant to section 364(d) of the Bankruptcy Code.

6. Limitation on Additional Surcharges. Subject to entry of the Final DIP

Financing Order, neither the Collateral, the DIP Lender, nor the Textron Lenders shall be
subject to surcharge, pursuant to sections 105, 506(c) or 552 of the Bankruptcy Code, or
otherwise, by the Debtors or any other party in interest without the prior written consent
of the DIP Lender and no such consent shall be implied from any other action, inaction,
or acquiescence by such parties in this proceeding, including but not limited to, the
funding of the Debtors’ ongoing operations by the DIP Lender. The “equities of the

case” exception contained in section 552(b) of the Bankruptcy Code shall be deemed
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waived. The DIP Lender shall not be subject to the equitable doctrine of “marshaling” or
any similar doctrine with respect to the Collateral.

7. Right to Credit Bid. The DIP Lender or its assignee shall have the right to

“credit bid” the allowed amount of the DIP Lender’s claims during any sale of all or
substantially all of the Collateral, including without limitation, any sales occurring
pursuant to section 363 of the Bankruptcy Code or pursuant to any plan of reorganization.

8. Restrictions on the Debtors. No claim or lien having a priority superior or

pari passu with the DIP Facility Liens and the DIP Facility Super Priority Claims granted
by this Interim DIP Financing Order to the DIP Lender shall be granted by any Debtor
while any portion of the DIP Facility remains outstanding without the written consent of
the DIP Lender. Except as expressly permitted by the DIP Credit Agreement and this
Interim DIP Financing Order, the Debtors will not, at any time during the Bankruptcy
Case, grant mortgages, security interests, or liens in the Collateral or any portion thereof
to any other parties pursuant to section 364(d) of the Bankruptcy Code or otherwise.

9. Challenge. Any Committee and any other party in interest shall have 20
days from the date of entry of this Interim DIP Financing Order (or such longer period as
the Committee or any party in interest may obtain from the Court for cause shown before
the expiration of such period) to commence a contested matter or an adversary
proceeding against the Textron Lenders or the Textron Agent (a “Challenge”) for the
purpose of (1) challenging the validity, extent, priority, perfection, enforceability and
non-avoidability of the Textron Lenders’ pre-petition claims and/or Liens against the

Debtors (“Lien Challenge”), (2) seeking to avoid or challenge (whether pursuant to

chapter 5 of the Bankruptcy Code or otherwise) any transfer made by or on behalf of the

12231213 15



Debtors to or for the benefit of the Textron Lenders prior to the Petition Date (“Payment
Challenge”), and/or (3) seeking damages or equitable relief against the Textron Lenders
or the Textron Agent arising from or related to the pre-petition business relationship
among the Debtors and the Textron Lenders or the Textron Agent, including without
limitation “equitable subordination”, “lender liability” and/or “deepening insolvency”

claims and causes of action (“Damage Challenge”). The Committee is granted standing

to commence such a proceeding. Any other party in interest shall have 15 days (or a
longer period for cause shown to the Court before the expiration of such period) from the
date of entry of this Interim DIP Financing Order to move this Court for an order granting
it standing to commence a Challenge. All parties in interest, including without limitation
any Committee, that fail to act in accordance with the time periods set forth in the
preceding sentences of this paragraph shall be, and hereby are, barred forever from
commencing a Challenge. The foregoing is without prejudice to any and all of the
Textron Lenders’ or the Textron Agent’s legal and equitable claims, counterclaims,
defenses and/or rights of offset and setoff in response to any such Challenge (all of which
may be made based on the Textron Agent’s or the Textron Lenders’ respective positions
immediately prior to the filing of the Bankruptcy Case), all of which are reserved, and the
foregoing shall in no event revive, renew or reinstate any applicable statute of limitations
which may have expired prior to the date of initiation of such Challenge. Nothing
contained herein shall limit the Court’s ability to fashion an appropriate remedy should
the Court determine, by entry of a final order and judgment no longer subject to appeal, a
Challenge in favor of the party seeking the Challenge. In the event that a Challenge is

asserted, the party asserting the Challenge must notify counsel for the Textron Agent and
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Textron Lender, counsel for the DIP Lender and counsel for the Debtors of such
Challenge within three (3) business day after taking any action to assert the Challenge.
During the pendency of such Challenge, the Textron Agent shall retain any and all
amounts paid to it pursuant to this Interim DIP Financing Order. Upon entry of a final
non-appealable order as to a successful Lien Challenge in whole or in part, Textron’s
Agent within three (3) business day shall pay directly to the Debtors such amount, which
reflects the overpaid amount on the asserted secured portion of the Textron Indebtedness.
Upon entry of a final non-appealable order as to a successful Payment Challenge or a
successful Damage Challenge, Textron’s Agent within three (3) business day shall pay
the amount(s) awarded in such Payment Challenge or Damage Challenge directly to the
Debtors, which payment shall immediately become the DIP Lender’s Collateral and
immediately subject to the DIP Facility Liens as established herein. For the sake of
clarity, the forgoing shall be dispositive only as to the Debtors and the Textron Lender
and the Textron Agent in the event of a successful Challenge; notwithstanding the
forgoing, nothing in this Paragraph 9 shall limit the remedy that Textron may seek or a
court of competent jurisdiction may impose in this regard.

10. Carve-Out.  Subject to the terms and conditions contained in this
paragraph, the DIP Facility Liens and the DIP Facility Superpriority Claims shall be
subject to the following (but only to the extent that there are not sufficient, unencumbered
funds in the Debtors’ estates to pay such amounts at the time payment is required to be
made): (a) unpaid fees of the Clerk of the Bankruptcy Court and the U.S. Trustee
pursuant to 28 U.S.C. § 1930(a); (b) prior to the occurrence of an Event of Default, the

allowed and unpaid professional fees and expenses of the Debtors and any statutory
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committee (if appointed) (the “Committee”) (collectively, the “Professional Fees”)

incurred to the extent consistent with the Budget; (c) Professional Fees incurred
subsequent to the delivery of a notice of the Occurrence of an Event of Default (the
“Carve-Out Notice”) and to the extent consistent with the Budget, in an aggregate
amount not to exceed $500,000 (items (a) through (c), collectively, the “Carve-Out”).
The Carve-Out shall exist at all times, but only be triggered and payable upon (i) the
occurrence of any Event of Default as defined in the DIP Facility Documents and
delivery of a Carve-Out Notice by the DIP Lender to the Debtors, counsel to the Debtors,
and counsel to any Committee; or (ii) the Maturity Date.

11. Additional Perfection Measures. The DIP Lender shall not be required to

file financing statements, mortgages, deeds of trust, security deeds, notices of lien or
similar instruments in any jurisdiction or effect any other action to attach or perfect the
security interests and liens granted under the DIP Facility Documents and this Interim
DIP Financing Order (including, without limitation, the taking possession of any of the
Collateral, or the taking of any action to have security interests or liens noted on
certificates of title or similar documents). Notwithstanding the foregoing, the DIP Lender
may, in its sole discretion, file this Interim DIP Financing Order or such financing
statements, mortgages, deeds of trust, notices of lien or similar instruments or otherwise
confirm perfection of such liens, security interests and mortgages without seeking
modification of the Automatic Stay and all such documents shall be deemed to have been
filed or recorded at the time of and on the Petition Date, with the priorities set forth

herein.
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12. Access to Collateral — No Landlord’s Liens. Upon entry of the Final DIP

Financing Order, notwithstanding anything contained herein to the contrary and without
limiting any other rights or remedies of the DIP Lender contained in this Interim DIP
Financing Order or the DIP Facility Documents, or otherwise available at law or in
equity, and subject to the terms of the DIP Credit Agreement, upon written notice to the
landlord of any leased premises that an Event of Default has occurred and is continuing
under the DIP Facility Documents, the DIP Lender may, subject to any separate
agreement by and between such landlord and the DIP Lender (the “Separate
Agreement”), enter upon any leased premises of any of the Debtors for the purpose of
exercising any remedy with respect to Collateral located thereon and, subject to the
Separate Agreement, shall be entitled to all of the Debtors’ rights and privileges as lessee
under such lease without interference from the landlords thereunder; provided that,
subject to the Separate Agreement, the DIP Lender shall only pay rent of the Debtors that
first accrues after the DIP Lender’s written notice referenced above and that is payable
during the period of such occupancy by the DIP Lender, calculated on a per diem basis.
Nothing herein shall require the DIP Lender to assume any lease as a condition to the
rights afforded to the DIP Lender in this paragraph.

13. Automatic Stay. Subject only to the provisions of the DIP Credit

Agreement and without further order from this Court, the Automatic Stay is vacated and
modified to the extent necessary to permit the DIP Lender to exercise, upon the
occurrence and during the continuance of any Event of Default (as defined and provided
for in Article VII of the DIP Credit Agreement), all rights and remedies provided for in

the DIP Facility Documents; provided, however, that prior to the exercise of any
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enforcement or liquidation remedies against the Collateral (other than as set forth above),
the DIP Lender shall be required to give five (5) business days prior written notice
provided to the Debtors, counsel to the Debtors, counsel for any statutory committee
(if appointed), and the U.S. Trustee. Notwithstanding the occurrence of an Event of
Default under the DIP Credit Agreement or anything herein, all of the rights, remedies,
benefits and protections provided to the DIP Lender under the DIP Facility Documents
and this Interim DIP Financing Order shall survive the Maturity Date. The Debtors
and/or any statutory committee shall be entitled to seek an expedited hearing regarding an
Event of Default under the DIP Credit Agreement; provided, however, that the only issue
to be determined at such hearing is whether an Event of Default has occurred and is
continuing. This Court shall retain exclusive jurisdiction to hear and resolve any disputes
and enter any orders required by the provisions of this paragraph and relating to the
application, reimposition or continuance of the Automatic Stay as provided hereunder.

14. Events of Default. The occurrence of any of the following shall constitute

an Event of Default under this Interim DIP Financing Order: (a) any material default,
violation, or breach of any of the terms of this Interim DIP Financing Order by the
Debtors; (b) the occurrence of the Termination Date, maturity, termination, expiration, or
non-renewal of this Interim DIP Financing Order or the DIP Facility as provided for
herein or in the DIP Facility Documents; (c) conversion of the Bankruptcy Case to one or
more cases under chapter 7 of the Bankruptcy Code; (d) the appointment of a trustee in
the Bankruptcy Case; (e) the appointment of an examiner in the Bankruptcy Case; (f) the
dismissal of the Bankruptcy Case; (g) the entry of any order modifying, reversing,

revoking, staying, rescinding, vacating, or amending this Interim DIP Financing Order
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without the express prior written consent of the DIP Lender; (h) the filing of a plan of
reorganization by any of the Debtors; (i) any other security interest, lien, claim or
encumbrance is granted that is pari passu with or senior to the DIP Facility Liens and the
DIP Facility Super Priority claims of the DIP Lender; (j) the entry of an order granting
relief from the Automatic Stay of section 362 of the Bankruptcy Code to the holder or
holders of any security interest or lien in any Collateral to permit the pursuit of any
judicial or non-judicial transfer or other remedy against any of the Collateral; (k) any sale
or other disposition of all or substantially all of the Collateral other than the sale
contemplated by the Motion of the Debtors for Entry of (I) an Order (A) Approving Bid
Procedures; (B) Approving a Break-Up Fee and Expense Reimbursement; (C) Approving
the Stalking Horse Purchaser’s Right to Credit Bid; (D) Approving the Form and
Manner of Notices; (E) Approving the Procedures for the Assumption and Assignment of
Contracts and Leases; and (F) Setting a Sale Hearing, and (II) an Order Pursuant to 11
U.S.C. §§ 363 and 365 (A) Authorizing and Approving Asset Purchase Agreement by and
among the Debtors, as Sellers, and Palm Harbor Homes, Inc., a Delaware Corporation,
as Purchaser, or Such Other Purchase Agreement(s) Between the Debtors and the
Successful Bidder, Free and Clear of All Liens, Claims, Encumbrances and Interests; (B)
Authorizing and Approving the Assumption and Assignment of Certain Executory
Contracts and Unexpired Leases in Connection Therewith; and (C) Granting Related
Relief; (1) failure to obtain approval of the Final DIP Financing Order in a form
acceptable to the DIP Lender; and (m) an Event of Default under and as defined in the

DIP Facility Documents (any of the foregoing events of default being referred to in this
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Interim DIP Financing Order, individually, as an “Event of Default,” or severally, as

“Events of Default™).

15. Binding Effect. The provisions of this Interim DIP Financing Order shall
be binding upon and inure to the benefit of the DIP Lender, the Debtors, and each of the
foregoing parties’ respective successors and assigns, including any trustee hereafter
appointed for the estate of any of the Debtors, whether in this Bankruptcy Case or in the
event of the conversion of the Bankruptcy Case to one or more cases under chapter 7 of
the Bankruptcy Code. Such binding effect is an integral part of this Interim DIP
Financing Order.

16. Survival. The provisions of this Interim DIP Financing Order and any
actions taken pursuant hereto shall survive the entry of any order (i) converting the
Bankruptcy Case to one or more cases under chapter 7 of the Bankruptcy Code, or
(11) dismissing the Bankruptcy Case; and the terms and provisions of this Interim DIP
Financing Order as well as the DIP Facility Superpriority Claims, the DIP Facility Liens,
and/or the DIP Facility Documents shall continue in full force and effect notwithstanding
the entry of any such order, and such claims and liens shall maintain their priority as
provided by this Interim DIP Financing Order, to the maximum extent permitted by law
until all of the Indebtedness is indefeasibly paid in full in cash and discharged.

17.  After Acquired Property. Except as otherwise provided in this Interim

DIP Financing Order, pursuant to section 552(a) of the Bankruptcy Code, all property
acquired by the Debtors after the Petition Date, including, without limitation, all
Collateral pledged or otherwise granted to the DIP Lender, pursuant to the DIP Facility

Documents and this Interim DIP Financing Order, is not and shall not be subject to any
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lien of any person or entity resulting from any security agreement entered into by the
Debtors prior to the Petition Date, except to the extent that such property constitutes
proceeds of property of the Debtors that is subject to a valid, enforceable, perfected and
unavoidable lien as of the Petition Date which is not subject to subordination under
section 510(c) of the Bankruptcy Code or other provision or principles of applicable law.

18. Access to the Debtors. In accordance with the provisions of access in the

DIP Facility Documents, the Debtors shall permit representatives, agents, and/or
employees of the DIP Lender and its counsel and other financial advisors to have
reasonable access to their premises and records during normal business hours (without
unreasonable interference with the proper operation of the Debtors’ businesses) and shall
cooperate, consult with and provide to such representatives, agents and/or employees all
such information as they may reasonably request.

19. Authorization to Act. Each of the Debtors is authorized to do and perform

all acts, to make, execute and deliver all instruments and documents (including, without
limitation, the execution of security agreements, mortgages and financing statements),
and to pay interest, fees and all other amounts as provided under this Interim DIP
Financing Order and the DIP Facility, which may be reasonably required or necessary for
the Debtors’ full and timely performance under the DIP Facility and this Interim DIP
Financing Order, including, without limitation:

(a) the execution of the DIP Facility Documents;

(b) the modification or amendment of the DIP Credit Agreement or
any other DIP Facility Documents without further order of this Court, in this Bankruptcy

Case, in such form as the Debtors and the DIP Lender may agree in accordance with the
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terms of the DIP Facility; provided, however, that notice of any material modification or
amendment (including any waiver of any Event of Default) shall be subject to approval
by this Court; and

(©) the non-refundable payments to the DIP Lender, as the case may
be, of the fees referred to in the DIP Credit Agreement, and reasonable costs and
expenses as may be due from time to time, including, without limitation, reasonable
attorneys’ and other professional fees and disbursements as provided in the DIP Facility
Documents.

Until all of the Borrowings and Obligations have been indefeasibly paid
and satisfied in full by their terms, the Debtors shall use the DIP
Facility proceeds strictly in accordance with the terms of the

Budget, and other terms of this Interim DIP Financing Order.
20. Insurance Policies. The Debtors shall maintain with financially sound and

reputable insurance companies insurance of a kind covering the Collateral against loss,
theft or damage. Upon entry of this Interim DIP Financing Order, the DIP Lender shall
be, and shall be deemed to be, without any further action or notice, named as an
additional insured and loss payee on each insurance policy maintained by the Debtors

that in any way relates to the Collateral.

21. Preservation of Collateral. The Debtors shall make any and all payments
necessary to keep the Collateral and its other property in good repair and condition and
not permit or commit any waste thereof. The Debtors shall exercise their business
judgment and, in so doing, shall preserve, maintain, and continue all patents, licenses,
privileges, franchises, certificates and the like necessary for the operation of its Business.

22.  Deposits. If the Debtors have made or make any deposits for the benefit

of utility companies or any other entity (and the Debtors shall not make any such deposits
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that are not included in the Budget without first obtaining consent of the DIP Lender),
such deposits shall be, and hereby are, upon any return of same to the Debtors, subject to
the DIP Facility Liens granted by this Interim DIP Financing Order. The Debtors may
not use or transfer any such returned deposits, and the Debtors assign and set over their
rights in and to all such returned deposits to the DIP Lender.

23. Reporting Requirements. The Debtors are authorized and directed to

provide the DIP Lender with all of the documentation and reports necessary to determine
compliance with the Budget.

24.  No Control. Nothing in this Interim DIP Financing Order shall be deemed
to place the DIP Lender in control of the operations or Business of the Debtors.

25. Waiver of Right to Additional Credit. During the term of the DIP Facility,

the Debtors waive their right to obtain additional credit under sections 364(c) or (d) of the
Bankruptcy Code.

26. Subsequent Reversal. If any or all of the provisions of this Interim DIP

Financing Order or the DIP Facility Documents are hereafter modified, vacated,
amended, or stayed by subsequent order of this Court or any other court: (i) such
modification, vacatur, amendment or stay shall not affect the validity of any obligation of
any Debtor to the DIP Lender that is or was incurred prior to such party receiving written
notice of the effective date of such modification, vacatur, amendment or stay (the

“Effective Date”), or the validity, enforceability or priority of the DIP Facility

Superpriority Claims, DIP Facility Liens, or other grant authorized or created by this
Interim DIP Financing Order and the DIP Facility Documents; and (ii) the Indebtedness

pursuant to this Interim DIP Financing Order and the DIP Facility Documents arising
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prior to the Effective Date shall be governed in all respects by the original provisions of
this Interim DIP Financing Order and the DIP Facility Documents, and the validity of any
such credit extended or security interest granted pursuant to this Interim DIP Financing
Order and the DIP Facility Documents is and shall be protected by section 364(e) of the
Bankruptcy Code.

27. Effect of Dismissal of Cases. If the Bankruptcy Case is dismissed,

converted or substantively consolidated, then neither the entry of this Interim DIP
Financing Order nor the dismissal, conversion or substantive consolidation of the
Bankruptcy Case shall affect the rights of the DIP Lender, the Textron Lenders or the
Textron Agent under this Interim DIP Financing Order, and all of the respective rights
and remedies thereunder of the DIP Lender shall remain in full force and effect as if the
Bankruptcy Case had not been dismissed, converted or substantively consolidated. If an
order dismissing the Bankruptcy Case is at any time entered, such order shall provide (in
accordance with sections 105 and 349 of the Bankruptcy Code) that the DIP Facility
Liens and DIP Facility Superpriority Claims granted to and conferred upon the DIP
Lender and the protections afforded to the DIP Lender pursuant to this Interim DIP
Financing Order and the DIP Facility Documents shall continue in full force and effect
and shall maintain their priorities as provided in this Interim DIP Financing Order until
all Indebtedness shall have been indefeasibly paid and satisfied in full in cash and, with
respect to outstanding undrawn letters of credit, cash collateralized in accordance with
the provisions of the DIP Credit Agreement (and that such DIP Facility Liens, DIP
Facility Superpriority Claim and other protections shall, notwithstanding such dismissal,

remain binding on all interested parties).
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28. Reservation of Rights and Retention of Jurisdiction.

(a) To the extent the terms and conditions of the DIP Facility
Documents are in conflict with the terms and conditions of this Interim DIP Financing
Order, the terms and conditions of this Interim DIP Financing Order shall control.

(b) No approval, agreement or consent requested of the DIP Lender by
the Debtors pursuant to the terms of this Interim DIP Financing Order or otherwise shall
be inferred from any action, inaction or acquiescence of the DIP Lender other than a
writing acceptable to and signed by the DIP Lender that expressly shows such approval,
agreement or consent, without limitation. Without limitation, nothing herein shall in any
way affect the rights of the DIP Lender as to any non-Debtor entity or person (as that
term is defined under section 101 of the Bankruptcy Code).

(c) Nothing herein shall be deemed or construed to waive, limit or
modify the rights of the DIP Lender, the Textron Lenders, or the Textron Agent to seek
additional relief in the Bankruptcy Case in accordance with any provision of the
Bankruptcy Code or applicable law. Any failure by the DIP Lender, the Textron
Lenders, or the Textron Agent to seek such relief or otherwise exercise its rights and
remedies under the DIP Facility or this Interim DIP Financing Order shall not constitute a
waiver of any of the DIP Lender’s, the Textron Lenders’ or the Textron Agent’s rights.

(d) This Court hereby expressly retains jurisdiction over all persons
and entities, co-extensive with the powers granted to the Bankruptcy Court under the
Bankruptcy Code, to enforce the terms of this Interim DIP Financing Order and to

adjudicate any and all disputes in connection therewith.
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29.  Findings of Fact and Conclusions of Law. This Interim DIP Financing

Order constitutes findings of fact and conclusions of law and shall take effect and be fully
enforceable nunc pro tunc to the Petition Date immediately upon the entry thereof.

30. Controlling Effect of Interim DIP Financing Order. To the extent any

provision of this Interim DIP Financing Order conflicts with any provision of the Motion,
any prepetition agreement or any document executed in connection with the DIP Facility,
the provisions of this Interim DIP Financing Order shall control.

31.  Final Hearing. A final hearing on the Motion shall be heard before this

Court on , 2010 at .m. (prevailing Eastern Time) at

the Bankruptcy Court, 824 North Market Street, Courtroom #__, Wilmington, Delaware

19801 (the “Final Hearing”).

32.  Adequate Notice. The notice given by the Debtors of the Interim Hearing
was given in accordance with Bankruptcy Rule 4001(c)(2) and Local Bankruptcy Rule
9013-1(m). Within two business days of the entry of this Interim DIP Financing Order,
the Debtors shall cause a copy of this Interim DIP Financing Order and notice of the
Final Hearing to be given via overnight mail or facsimile to the Notice Parties and all
landlords of the Debtors. Any party-in-interest objecting to the relief sought in the Final
DIP Financing Order shall submit any such objection in writing and file same with the

Court and serve (so as to be received) such objection no later than , 2010

at .m. (prevailing Eastern Time) on the following:

(a) Proposed Counsel to the Debtors: Locke Lord Bissell & Liddell
LLP, 111 S. Wacker Drive, Chicago, IL 60606-4410 (Attn: David W. Wirt, Aaron C.

Smith, Courtney E. Barr);
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(b) Proposed Co-Counsel to the Debtors: Polsinelli Shughart PC,
222 Delaware Avenue, Suite 1101, Wilmington, DE 19801 (Attn: Christopher A. Ward);

(c) Counsel to the DIP Lenders: Snell & Wilmer, LLP, One Arizona
Center, Phoenix, AZ 85004-2202 (Attn: Christopher H. Bayley, Donald F. Ennis);

(d) Co-Counsel to the DIP Lenders: Ashby Geddes, 500 Delaware
Avenue, P.O. Box 1150, Wilmington DE 19899 (Attn: William P. Bowden), Delaware
counsel to the DIP Lender; and

(e) Counsel to the Textron Lenders and the Textron Agent: King
& Spalding LLP, 1185 Avenue of the Americas, New York, NY 10036 (Attn: Michael C.
Rupe); and

(e) Office of the United States Trustee for the District of Delaware,
844 King Street, Suite 2207, Lockbox 35, Wilmington, Delaware 19801 (Attn: David
Klauder, Esq.).

33.  Termination Date. The DIP Lender’s agreement to provide credit and

other accommodation under the DIP Financing Documents and this Interim DIP
Financing Order, on the terms and subject to the limitations set forth in the Budget and
this Interim DIP Financing Order, shall be effective nunc pro tunc from the Petition Date
to and including the earlier of: (a) notice of the occurrence of an Event of Default; or (b)

the Final Hearing (the “Termination Date”). On the Termination Date, all of the Debtors’

authority to obtain credit under the DIP Facility Documents and this Interim DIP
Financing Order shall terminate, as will the DIP Lender’s obligation to provide the DIP
Financing, unless extended by written agreement of the DIP Lender and the Debtors and

such agreement is promptly filed with this Court by the Debtors .
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Dated: , 2010
Wilmington, Delaware

United States Bankruptcy Judge
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EXHIBIT B

DIP Credit Agreement




EXECUTION VERSION

DEBTOR-IN-POSSESSION REVOLVING CREDIT AGREEMENT

Dated as of November 29, 2010

among

PALM HARBOR HOMES, INC,,
AND
THE OTHER DEBTORS NAMED HEREIN,

each as a Debtor and Debtor-in-Possession
and, collectively,
as the Borrowers

and

FLEETWQOD HOMES, INC.

as Lender
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This DEBTOR-IN-POSSESSION REVOLVING CREDIT AGREEMENT, dated as of
November 29, 2010 (this “Apreement”), by and among PALM HARBOR HOMES, INC., a
Florida corporation (“PHH"), and each of the other direct or indirect Subsidiaries of PHH set
forth on Schedule 1 hereto each as a debtor and debtor-in-possession under chapter 11 of the
Bankruptcy Code (each, a “Borrower,” and, collectively, the “Borrowers™) and FLEETWOQOQD

HOMES, INC., as lender (the *Lender™).
WITNESSETH

WHEREAS, on November 29, 2010 (the “Petition Date™), each of the Borrowers filed a
voluntary petition for relief under title 11 of chapter 11 of the United States Code, 11 U.S.C.
8§ 101 et seq (as amended, the “Bankruptcy Code™) with the United States Bankruptcy Court for
the District of Delaware (the “Bankruptey Court”), thus commencing the cases that the
Borrowers shall seek or have sought to be jointly administered (collectively, the “Bankruptey
Cases™); and

WHEREAS, from and after the Petition Date, the Borrowers continue to operate their
respective businesses as debtors and debtors-in-possession pursuant to sections 1107 and 1108 of
the Bankruptcy Code; and

WHEREAS, each of the Borrowers has an immediate need for funds to continue to
operate its respective businesses and the Borrowers have not been able to obtain sufficient credit
or to incur sufficient debt from any other source sufficient to continue their business operations;

and

WHEREAS, the Borrowers have requested that the Lender extend credit to them through
a post-petition financing facility in an aggregate principal amount of up to $50,000,000
(exclusive of interest added to the Loan in accordance with the terms and conditions set forth

herein); and

WHEREAS, the Borrowers have agreed to secure their obligations hereunder with first
priority Liens on and security interests, subject to specified exceptions, in, all of their respective
real, personal and intangible property, in accordance with sections 364(c) and 364(d) of the
Bankruptey Code; and

WHEREAS, pursuant to section 364(c)(1) of the Bankruptcy Code, each Borrower agrees
and acknowledges that its obligations arising hereunder shall constitute allowed administrative
expense claims in the Bankruptcy Cases, having priority over all administrative expenses of the
kind specified in sections 503(b) and 507(b) of the Bankruptcy Code, except the claims
specifically granted priority under the terms of this Agreement and the interim and final orders

relating thereto; and

WHEREAS, the Lender has indicated its willingness to agree to make such financing
available to the Borrowers pursuant to sections 364(c)(1), (2) and (3) and section 364(d)(1) of the
Bankruptcy Code on the terms and conditions of this Agreement; and
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NOW, THEREFORE, in consideration of the premises and the covenants and agreements
contained herein, and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledged, the parties hereto agree as follows:

ARTICLE |
DEFINITIONS

Section 1.01  Definitions,

As used in this Agreement, the following terms shall have the meanings specified below
unless the context otherwise requires:

“Accounts Recgivabie” means, with respect to any Person, all trade and other accounts
receivable and other rights to payment from past or present customers and other account debtors
of such Person, and the full benefit of all security for such accounts or rights to payment,
including all trade, vendor and other accounts receivable representing amounts receivable in
respect of goods sold or leased or services rendered to customers of such Person or in respect of
amounts refundable or otherwise due to such Person from vendors, suppliers or other Persons,

“Accounis Receivable Value” means, as of any date of determination, the value of the
Accounts Receivable of Borrowers valued in the following manner:

(a) 100% of the amount of any Account Receivable shall be counted if, as of such
date of determination, such Account Receivable is aged 90 or less days from the date of issuance
of the statement or invoice therefor; and

(b)  no value shall be given to any Account Receivable that, as of such date of
determination, is aged more than 90 days from the date of issuance of the statement or invoice
therefor, or any Account Receivable that is owing by an account debtor that is bankrupt, in
receivership or insolvent or has ceased to conduct business or is disputing such Account
Receivable (but only with respect to the amount disputed).

“Acquisition” means any transaction in which any Borrower directly or indirectly
(a) acquires any Property with which an angoing business is conducted or is to be conducted;
(b) acquires all or substantially all of the assets of any Person or division thereof, whether
through a purchase of assets, merger or otherwise, (c) acquires (in one transaction or as the most
recent transaction in a series of transactions) control of at least a majority of the Equity Interests
of a corporation, or (d) acquires control of more than 50% ownership interest in any Person.

“Affiliate” means, with respect to any Person, a stockholder, executive officer, director,
manager or any other Person directly or indirectly controlling, controlled by or under common
control with such Person, where “control” means the possession, directly or indirectly, of power
to direct or cause the direction of the management or policies of an entity.

“Agreement” means this Debtor-in-Possession Revolving Credit Agreement, together
with all Exhibits and Schedules hereto, as the same may be amended, supplemented or otherwise

modified from time to time.
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“Asset Sale” means the sale, lease, transfer, conveyance or other disposition of any asset
(including by way of a sale and leaseback transaction); provided that, notwithstanding the
foregoing, none of the following shall be deemed to be an Asset Sale (a) any sale of Inventoty in
the ordinary course of business (including the liquidation of Inventory in closed locations), other
than sales at less than factory invoice price or, with respect to REQ Property and raw land, book
value, without the prior written consent of Lender, (b) any transfer of assets to a Borrower, (c)
any sale, transfer or other disposition of overdue and delinquent accounts in the ordinary course
of business consistent with past practice, (d) any disposition of cash or cash equivalents, (e} any
surrender or waiver of contract rights or the settlement, release or surrender of contract rights or
other litigation claims in the ordinary course of business, (f) any sale, lease, or disposition of
tangible personal property that have become worn out, obsolete or damaged or otherwise
unsuitable for use in connection with the Business of the Borrowers, or {g) sale of the facility
located in La Grange, Georgia at Lots 146 and 175 of the 6" District of Troup County, Georgia
and such assets that have been used at such facility for the entire three-month period immediately

preceding the date hereof,

“Availability Period” means the period from the Closing Date to the earlier of (a) the
Business Day immediately preceding the Maturity Date, or (b) the date on which the
Commitments are terminated in accordance with the provisions of this Agreement.

“Bankruptcy Cases” has the meaning specified in the recitals hereto.
“Bankruptcy Code” has the meaning specified in the recitals hereto.

“Bankruptcy Court” has the meaning specified in the recitals hereto.

“Base Commitment” subject to the terms and conditions set forth herein, means
$50,000,000 (exclusive of interest added to the Loan in accordance with the terms and conditions
set forth herein),

“Bid Procedures Order” means an order of the Bankruptcy Court, in form and substance
reasonably satisfactory to Lender, approving, among other things, (a) Palm Harbor Homes, Inc.,
a Delaware Corporation (“Purchaser”), as the stalking horse bidder for all or substantially ali of
the Property of the Borrowers, (b) notice and service requirements to creditors and parties in
interest with respect to the transactions contemplated in that certain Asset Purchase Agreement,
by and among the Borrowers and Purchaser, (c) the break-up fee and the expense reimbursement
(and deeming the break-up fee an administrative priority expense entitled to first priority under
sections 503(b) and 507(a)(1) of the Bankruptcy Code and which shall be a super-priority first
priority Lien on the transferred Property of the Borrowers pursuant to section 364 of the
Bankruptcy Code), and (d) the bidding procedures relating to the auction and sale of the
transferred Property of the Borrowers, including the ability of Purchaser, to the extent of its
interest as assignee of Lender under this Agreement, to credit bid all outstanding amounts owing
by Borrowers under the DIP Facility.

“Borrower™ has the mearning specified in the preamble hereto.

“Borrowing” means any amount funded by Lender and made part of the Loan hereunder.
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“Business” means the business of the design, production, marketing, sale and servicing of
manufactured and modular homes,

“Business Day” means a day other than a Saturday, Sunday or other day on which
commercial banks in Phoenix, Arizona are authorized or required by law to close.

“Capita] Expenditures” means, for any period, with respect to the Borrowers, the
aggregate of all expenditures by the Borrowers for the acquisition or leasing (pursuant to a
Capital Lease) of fixed or capital assets or additions to equipment (including replacements,
capitalized repairs and improvements during such period) which are required to be capitalized in
accordance with GAAP on a balance sheet of any of the Borrowers for any period.

“Capital Lease” means, as applied to any Borrower, any lease of any Property by such
Borrower as lessee which, in accordance with GAAP in effect as of the date of this Agreement,
is or should be accounted for as a capital lease on the balance sheet of such Borrower,

“Capital Lease Obligation™ means the capital lease obligations (including the payment of
rent or other amounts) relating to a Capital Lease determined in accordance with GAAP in effect

as of'the date of this Agreement.

“Change of Control” means (&) a sale, lease or other disposition of assets or properties of
any Borrower having a book value of more than 50% of the book value of all the assets and
properties of such Borrower; (b) any transaction in which one or more Persons shall after the
Closing Date directly or indirectly acquire from the holders thereof, by purchase or in a merger,
consolidation or other transfer or exchange of outstanding capital stock, ownership of or control
over capital stock of any Borrower (or securities exchangeable for or convertible into such stock
or interests) entitled to elect a majority of the Borrower’s board of directors or representing more
than 50% of the number of shares of common stock of any Borrower outstanding; (c) the
adoption of a plan relating to the liquidation or dissolution of any Borrower; or (d) the
designation, without the prior approval of the Lender of a Chief Exccutive Officer of PHH other
than that person holding such office as of the Closing Date.

“Closing Date™ means the date on which the conditions specified in Section 3.01 have
been satisfied.

“Collateral” means the Property subject to the Liens granted to the Lender under this
Agreement and the other Credit Documents.

“Collateral Doguments” means the Security Agreement and any other document or
instrument executed and delivered by a Borrower granting a Lien on any of its Property
(including the Real Properties and Real Property Leases) to secure payment of the Obligations.

“Collections” means all funds collected from any source whatsoever including any
proceeds of eny Collateral regardless of source or nature and proceeds of the Equity Interests of a
non-Borrower; provided that “Collections” shall not be deemed to include funds required to be

held in escrow pursuant to applicable Law.
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“Commitments” means, collectively, the Base Commitment and the Supplemental
Commitment.
“Computer Software” means all computer sofiware (including source code, executable

code, data, databases and documentation) owned by or licensed to any Borrower which is used
in, or necessary for the conduct of, the respective Business of any Borrower.

“Contractual Obligation” means, as to any Person, any provision of any security issued
by such Person or of any material agreement, instrument or undertaking to which such Person is

a party or by which it or any of its property is bound.

“Control _Account” means that certain debtor in possession account number to be
established prior to the Closing Date at Wells Fargo Bank, National Association or such other
financial institution acceptable to the Lender, in the name of PHH, for the purpose of receiving
all Collections in accordance with this Agreement and subject to an account control agreement,
in form and substance satisfactory to the Lender which provides, among other requirements of
the Lender, that all withdrawals shall be subject to approval of the Lender,

“Copyrights” has the meaning set forth in the definition of “Intellectual Property” herein.

“Credit Documents” means, collectively, this Agreement, the Note, the Collateral
Documents and all other related agreements and documents issued or delivered hereunder or
thereunder or pursuant hereto or thereto.

“Critical Vendor Motion” means a mation to be filed by the Borrowers with the
Bankruptcy Court seeking approval to pay the prepetition claims of certain of the Borrowers’
vendors.

“Default” means any event, act or condition which, with notice or lapse of time, or both,
would constitute an Event of Default,

“DIP_Financing_Order” means the Interim DIP Financing Order or the Final DIP
Financing Order, as applicable.

“Dollars” and *$” means dollars in lawful currency of the United States of America.

“Environmental, Health and Safety Liabilities” means any and all claims, costs, damages,

expenses, liabilities and/or other responsibility or potential responsibility arising from or under
any Environmental Law or Occupational Safety and Heaith Law (including compliance

therewith}.

“Environmental Laws” means all fcderal, state, local and foreign Laws, all judicial and
administrative orders and determinations, and all common law concerning public health and
safety, warker health and safety, pollution or protection of the environment, including all those
relating to the presence, use, production, generation, handiing, transportation, treatment, storage,
disposal, distribution, labeling, testing, processing, discharge, release, threatened relcase, control,
exposure to, or cleanup of any hazardous materials, substances, wastes, chemical substances,
mixtures, pesticides, pollutants, contaminants, toxic chemicals, petroleum products ot
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byproducts, asbestos, polychlorinated biphenyls, noise, odor, mold, or radiation, including the
Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended;
the Resource Conservation and Recovery Act, 42 U.S.C. §§ 6901 et seq.; the Hazardous
Materials Transportation Act, 49 U.S.C. §§ 5101 et seq.; the Clean Water Act, 33 U.S.C.
§§ 1251 et seq.; the Toxic Substances Control Act, 15 U.S.C. §§ 2601 et seq.; the Clean Air Act,
42 U.8.C. §§ 7401 et seq.; the Safe Drinking Water Act, 42 U.S.C. §§ 300f et seq.; the Atomic
Energy Act, 42 U.S.C. §§ 2011 et seq.; the Federal Insecticide, Fungicide and Rodenticide Act,
7 U.S.C. §§ 136 et seq.; and the Federal Food, Drug and Casmetic Act, 21 U.S.C. §§ 301 et seq.

“Equity Interests” means all shares of capital stock (whether denominated as common
stock or preferred stock), equity interests, beneficial, partnership or membership interests, joint
venture interests, participations or other ownership or profit interests in or equivalents
(regardless of how designated) of or in a Person (other than an individual), whether voting or
non-voting.

“Equivalent Equity Interests™ means all securities convertible into or exchangeable for
Equity Interests or any other Equivalent Equity Interests and all warrants, options or other rights
to purchase, subscribe for or otherwise acquire any Equity Interests or any other Equivalent
Equity, whether or not presently convertible, exchangeable or exercisable,

“ERISA” means the U.S. Employee Retirement Income Security Act of 1974, as
amended, together with the rules and regulations promulgated thereunder,

“ERISA Affiliate” means, with respect to any Person, any trade or business (whether or
not incorporated) (i) under common control within the meaning of section 4001(b)(1) of ERISA
with such Person, or (ii) which together with such Person is treated as a single employer under
sections 414(b), (c), {m), (n) or (o) of the Internal Revenue Code.

“ERISA Event” means (a) with respect to any Plan, the occurrence of a Reportable Event
or the substantial cessation of operations (within the meaning of section 4062(e) of ERISA); (b)
the withdrawal by any Borrower or any ERISA Affiliate from a Mulliple Employer Plan during a
plan year in which it was a substantial employer (as such term is defined in section 4001(a)(2) of
ERISA), or the termination of a Multiple Employer Plan; (c) the distribution of a notice of intent
to terminatc or the actual termination of a Plan pursuant to section 4041(a)(2) or 4041A of
ERISA; (d} the institution of proceedings to terminate or the actual termination of & Plan by the
PBGC under section 4042 of ERISA; (e) any event or condition which would reasonably be
expected lo constitute grounds under section 4042 of ERISA for the termination of, or the
appointment of a trustee to administer, any Plan; (f} the complete or partial withdrawal of any
Borrower or any ERISA Affiliate from a Multiemployer Plan; (g) the conditions for imposition
of a Lien under section 302(f) of ERISA exist with respect to any Plan; or (h) the adoption of an
amendment to any Plan requiring the provision of security to such Plan pursuant to section 307

of ERISA,

“Bvent of Default” has the meaning specified in Section 7.01.

“Exchange Act” means the Securities Exchange Act of 1934, as amended.
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“Final DIP Financing Order” means the final order entered by the Bankruptcy Court
pursuant to sections 361, 362, 363 and 364 of the Bankruptcy Code authorizing and approving
the Borrowers’ entry into the Credit Documents and the transactions contemplated thereby,
which order shall include the provisions required to be included in the Interim DIP Financing
Order pursuant to Section 3.01(e), which shall otherwise be in form and substance satisfactory to
the Lender, in its sole discretion, as to which no stay has been entered and which has not been
reversed, modified, vacated or overturned, and as to which no appeal is pending and time for

appeal has expired.

“Final Order” means an order entered by the Bankruptey Court or other court of
competent jurisdiction as to which: (i) no appeal, notice of appeal, motion for reconsideration,
motion to amend or make additional findings of fact, motion to alter or amend judgment, motion
for rehearing or motion for new trial has been timely filed; (ii) the time for instituting or filing an
appeal, motion for rehearing or motion for new trial shall have expired; and (iii) if an appeal has
been timely filed no stay pending an appeal is in effect and the time for requesting a stay pending
appeal shall have expired; provided, however, that the filing or pendency of a motion under Rule
9024 of the Federal Rules of Bankrupicy Procedure shall not cause an order not to be deemed a
“Final Order” unless such motion was filed within ten days of the entry of the order at issue.

“First Day Orders” means all orders, reasonably deemed necessary or appropriate by the
Lender, entered by the Bankruptcy Court based on motions filed by the Borrowers on or before
the date which is three Business Days from the Petition Date.

“GAAP” means generally-accepted accounting principles within the United States of
America, consistently applied,

“Governmental Body” means a domestic or foreign national, federal, state, provincial, or
local governmental, regulatory or administrative authority, department, agency, commission,
court, tribunal, arbitral body or self-regulated entity.

“Hazardous _Activity” means the distribution, generation, handling, importing,
management, manufacturing, processing, production, refinement, release, storage, transfer,
transportation, treatment or use (including any withdrawal or other use of groundwater} of any
Hazardous Material in, on, under, about or from any Owned Real Property, whether or not in
connection with the conduct of the Business, except to the extent in material compliance with
applicable Environmental Law,

“Hazardous Material” means any substance, material or waste which is regulated by any
Environmental Law, including any material, substance or waste which is defined as a “hazardous
waste,” “hazardous material,” “hazardous substance,” “‘extremely hazardous waste,” “restricted
hazardous waste,” “contaminant,” “pollutant,” “toxic waste” or “toxic substance” under any
provision of Environmental Law, and including petroleum, petroleum product, asbestos,
presumed asbestos-containing material or asbestos-containing material, urea formaldehyde and

polychlorinated biphenyls.

“Indebtedness” means, with respect to any Person, {a) all obligations of such Person for
borrowed money; (b) all obligations of such Person evidenced by bonds, debentures, notes or
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similar instruments, or upon which interest payments are customarily made; (c) all obligations of
such Person under conditional sale or other title retention agreements relating to Property
purchased by such Person (other than customary reservations or retentions of title under
agreements with suppliers entered into in the ordinary course of business); (d) all obligations of
such Person issued or assumed as the deferred purchase price of Property or services purchased
by such Person {other than trade debt incurred in the ordinary course of business and due within
six months of the incurrence thereof) which would appear as liabilities on a balance sheet of such
Person; (e) all obligations of such Person under take-or-pay or similar arrangements or under
commodities agreements; (f) all Indebtedness of others secured by (or for which the holder of
such Indebtedness has an existing right, contingent or otherwise, to be secured by) any Lien on,
or payable out of the proceeds of production from, Property owned or acquired by such Person,
whether or not the obligations secured thereby have been assumed; provided that for purposes
hereof the amount of such Indebtedness shall be limited to the greater of (i) the amount of such
Indebtedness as to which there is recourse to such Person and (ii) the fair market value of the
Property which is subject to the Lien; (g) all Support Obligations of such Person; (h) the
principal portion of all obligations of such Person under Capital Leases; (i) all obligations of
such Person in respect of interest rate protection agreements, foreign currency exchange
agreements, commodity purchase or option agreements or other interest or exchange rate or
commodity price hedging agreements; (j) the maximum amount of all standby letters of credit
issued or bankers’ acceplances facilities created for the account of such Person and, without
duplication, all drafts drawn thereunder (to the extent unreimbursed); (k) all preferred stock
issued by such Person and required by the terms thereof to be redeemed, or for which mandatory
sinking fund payments are due, by a fixed date; and (1) the principal balance outstanding under
any synthetic lease, tax retention operating lease, off-balance sheet loan or similar off-balance
sheet financing product to which such Person is a party, where such transaction is considered
borrowed money indebtedness for tax purposes but is classified as an operating lease in
sccordance with GAAP. The Indebtedness of any Person shall include the Indebtedness of any
partnership or joint venture in which such Person is a general partner or a joint venturer, but only
to the extent to which there is recourse to such Person for payment of such Indebtedness,

“Information™ has the meaning specified in Section 9.16.

“Initial Projected Budget” has the meaning specified in Section 5.01(d)(i}.

“Initially Secured Owned Real Properties” has the meaning specified in Section
3.01{c)(iii}B).

“Intellectual Property” means all of the following in any jurisdiction throughout the
world (a) trade names, trademarks and service marks, service names, brand names, logos,
Internet domain names, trade dress and similar rights, logos, slogans, and corporate names (and
all translations, adaptations, derivations and combinations of the foregoing), and general
intangibles of a like nature, together with all goodwill associated with each of the foregoing and
all registrations and applications to register any of the foregoing (“Marks™); (b) patents, patent
applications and patent disclosures, together with all reissuances, divisionals, continuations,
continuations-in-part, revisions, reissues, extensions and reexaminations thereof (“Patents”);
(c) copyrights (whether regisiered or unregistered) and applications for registration and
copyrightable works (“Copyrights”); (d) confidential and proprietary information, including
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trade secrets and know-how (including idens, research and development, engineering designs and
related approvals of Governmental Bodies, self-regulatory organizations and trade associations,
inventions, formulas, compositions, manufacturing and production processes and techniques,
designs, drawings and specifications; and (e) all licenses and sublicenses held by any Borrower
as licensee pertaining to intellectual property of any other Person; and for the avoidance of

doubt, “Intellectual Property” shall exclude Computer Software.

“Interest Payment Date” during the term of this Agreement, means the first Business Day
of each calendar month.

“Interim DIP Financing Order” means the interim order substantiaily in the form attached
hereto as Exhibit D, entered by the Bankruptcy Court under sections 361, 362, 363 and 364 of
the Bankruptcy Code authorizing and approving, subject to the approval of the Final DIP
Financing Order, the Borrowers’ entry into the Credit Documents and the transactions
contemplated hereby, which order shall include the provisions required to be included therein
pursuant to Section 3.01(e), which shall otherwise be in form and substance satisfactory to the
Lender, in its sole discretion, and which shall not have been reversed, modified, vacated or

overturned.

“Interim Period” the period commencing on the date of entry of the Interim DIP
Financing Order and ending on the date on which the Final DIP Financing Order becomes a

Final Order.

“Internal Revenue Code” means the Internal Revenue Code of 1986, as amended, and
any successor statute thereto, as interpreted by the rules and regulations issued thereunder, in
each case as in effect from time to time, References to sections of the Internal Revenue Code
shall be construed also to refer to any successor sections.

“Inventory” means, as of any date of determination, all raw materiels, work-in-progress,
finished goods and semi-finished goods, supplies and other inventories, wherever located, used
or produced by any Borrower, including REO Property obtained from HUD or other parties and

held for resale.

“Investment” in any Person, means any loan or advance {o such Person, any purchase or
other acquisition of any Equity Interests, Equivalent Equity Interests or other securities of, or
equity interest in, such Person, any capital contribution 1o such Person or any other investment in
such Person, including any Support Obligation incurred for the benefit of such Person.

“Knowledge” means, when used to qualify any representation, warranty or other
statement of the Borrowers contained herein, the actual current knowledge of any of Larry H,
Keener, Kelly Tacke, Ron Powell (solely as to PHH and Nationwide Homes, Inc.) or Joe
Kesterson (solely as to PHH) after reasonable investigation or inquiry into the subjcct matter of
the representation, warranty or other statement to which such term is being applied.

“Law™ means any federal, state, local or foreign statute, law, rule, regulation, order, writ,
ordinance, judgment, governmental directive, injunction, decree or other requirement of any
Governmental Body.
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“Leased Real Properties” means each parce! of real property leased by any Borrower and
set forth in Schedule 4.13-B hereto,

“Lender” has the meaning specified in the preamble hereto.

“Lien™ means, with respect to any asset, (2) any mortgage, deed of trust, leasehold deed
of trust, lien, pledge, hypothecation, encumbrance, adverse claim, charge or security interest in,
on or of such asset; (b) the interest of a vendor or a lessor under any conditional sale agreement,
Capital Lease or title retention agreement (or any financing lease having substantially the same
economic effect as any of the foregoing) relating to such asset; and (c) in the case of securities,
any purchase option, call or similar right of a third party with respect to such securities.

“Loan” has the meaning specified in Section 2.01(a).

“Marks” has the meaning set forth in the definition of “Intellectual Property” herein.

“Material Adverse Effect” means a material adverse effect on (a) the condition (financial
or otherwise), operations, Business, prospects, assets, Property or liabilities of the Borrowers
taken as a whole; (b) the ability of any Borrower to perform any obligation under any Credit
Document to which it is a party; (c) the legality, validity or enforceability of any Credit
Document; (d) the perfection or priority of the Liens granted pursuant hereto and the Collateral
Documents; or (e) the rights and remedies of the Lender under the Credit Documents, the Interim

DIP Financing Order or the Final DIP Financing Order.

“Material Pleading” means (a) a plan of reorganization; (b) any pleading that would
impair, or would have the effect of impairing, the ability of the Borrowers taken as a whole to
repay their obligations arising hereunder or under the Interim DIP Financing Order or Final DIP
Financing Order; (c) any pleading that would impair, or would have the effect of impairing, the
ability of Lender or its Affiliates from bidding (including credit bidding) on the Property of the
Borrowers pursuant to section 363 of the Bankruptcy Code or any plan of reorganization; or
(d) any “debtor-in-possession financing” (other than the financing contemplated by this
Agreement) that does not provide for the repayment in full of the Obligations arising hereunder
on the date the first loan is made under such other financing.

“Maturity Date” means the earliest to occur of (a} April 15, 2011; (b) the date which is 15
days after entry of the Sale Ovder; (c) the date of the closing of the sale of the Borrowers or the
sale of all or substantially all of the Property of the Borrowers; and (d) the date on which an

Event of Default occurs.

“Muitiemployer Plan” means a Plan which is a multiemployer plan as defined in
sections 3(37) or 4001(a)(3) of ERISA.

“Multiple Employer Plan™ means a Plan which any Borrower or any ERISA Affiliate and
at least one employer other than a Borrower or any ERISA Affiliate arc contributing sponsors.

“Net Cash Proceeds” means the aggregate proceeds paid in cash received by any
Borrower in respect of any Asset Sale, net of (a) direct costs (including legal, accounting, broker
and investment banking fees, and sales commissions) paid or payable as & result thereof;
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(b) taxes paid or payable as a result thereof, including a reserve for the Borrowers' good faith
estimate of income and franchise taxes payable in connection with such sale; (¢} repayment of
Indebtedness that is required to be repaid in connection with such Asset Sale; and (d) appropriate
amounts to be provided by the Borrowers as a reserve, in accordance with GAAP, against
liabilities associated with such Asset Sale and retained by any Borrower after such Asset Sale,
including pension and other post-employment benefit liabilities, liabilities related to
environmental matters and liabilities under any indemnification obligations associated with such
Asset Sale; provided that “Net Cash Proceeds” shall include an amount equal to any reserves
previously taken against liabilities associated with Asset Sales immediately upon those reserves
being determined to be in excess of such liabilities. "Net Cash Proceeds” shall also include any
cash received upon the sale or other disposition of any non-cash consideration received by the

Borrowers.
“Note” has the meaning specified in Section 2.07.

“Obligations” means the Loan, the Note and all other advances, debts, liabilities,
obligations, covenants and duties owing by any Borrower to the Lender, any Affiliate of any
Borrower or any indemnitee, of every type and description, present or future, whether or not
evidenced by any note or other instrument, arising under this Agreement or under any other
Credit Document, whether or not for the payment of money, loan, guaranty, indemnification or
in any other manner, whether direct or indirect (including those acquired by assignment),
absolute or contingent, due or to become due, now existing or hereafter arising and however
acquired, The term “Obligations” includes all interest, charges, expenses, fees, reasonable
attorneys’ fees and disbursements and any other sum chargeable to the Borrowers (or any of
them) under this Agreement or any other Credit Document.

“Occupational Safety and Health Law” means any applicable Law designed to provide
safe and healthful working conditions and to reduce occupational safety and health hazards,
including the Occupational Safety and Health Act, and any program, whether governmental or
private (such as those promulgated or sponsered by industry associations and insurance
companies), designed to provide safe and healthful working conditions,

“Qperating Lease” means, as applied to any Person, any lease (including leases which
may be terminated by the lessee at any time) of any Property which is not a Capital Lease other
than any such lease in which that Person is the lessor.

“Order for Relief has the meaning specified in section 301(b) of the Bankruptcy Code.

“Other Taxes” has the meaning specified in Section 2.12(b).

“Owned Real Properties” means each parcel of real property owned by any Borrower
and set forth in Schedule 4.13-A hereto, excluding any Inventory.

“Patents™ has the meaning set forth in the definition of “Intellectual Property” herein.

“PBGC" means the Pensicn Benefit Guaranty Corporation established pursuant to
Subtitle A of Title IV of ERISA, or any successor thereof,

11

121917859




“Performance Trigger Report™ has the meaning specified in Section 5.01(d)(iv).

“Performance Trigger Test Date™ means the last day of Borrowers’ fiscal month and such
other dates as the Lender shall reasonably request.

“Performance Trigger” shall have occurred if, at any time, the sum of (i) the aggregate
value of the Inventory as of the applicable Performance Trigger Test Date (determined in
accordance with GAAP); and (ii) the aggregate Accounts Receivable Value of the Borrowers as
of the applicable Performance Trigger Test Date is less than 75% of the sum of the Borrowers’
reported aggregate Inventory value and Accounts Receivable Value as of October 29, 2010
(which, for added certainty, shall exclude any Account Receivable of any non-Borrower).

“Permits” means licenses, franchises, permits, variances, exemptions, orders, approvals
and authorizations of Governmental Bodies, including any applications therefor, that are used for
the conduct of the Business {or any part thereof) as currently conducted.

“Permitted Investments” means Investments which are (a) cash and cash equivalents; (b}
Accounts Receivable created, acquired or made in the ordinary course of business and payable or
dischargeable in accordance with customary trade terms; {c) Investments consisting of stock,
obligations, securities or other property received in settlement of Accounts Receivable (created
in the ordinary course of business) from obligors; {d) advances in the ordinary course of business
to employees, officers and directors to cover travel and entertainment expense and other ordinary
business purposes in the ordinary course of business as presently conducted; and (e) other
Investments in an aggregate amount not to exceed $10,000.

“Permitted Liens” means:

(a) Liens in favor of (i} the Textron Agent and the Texiron Lenders in connection
with the Textron Facility; and (ii) Virgo in connection with the Virgo Credit Agreement;

(b)  Liens for taxes, assessments or governmental charges or levies not yet due or
Liens for taxes being contested in good faith by appropriate proceedings for which adequate
reserves determined in accordance with GAAP have been established (and as to which the
Property subject to any such Lien is not yet subject to foreclosure, sale or loss on account

thereof);

(c)  Liens in respect of Property imposed by Law arising in the ordinary course of
business such as materialmen’s, mechanics’, warchousemen’s, carriers’, suppliers’, landlords’
and other like Liens, provided that (i) for any such Liens arising before the Petition Date, the
enforcement and collection of such Liens is initially stayed by section 362 of the Bankruptey
Code; and (ii) except as pertaining to the Textron Facility, for any such Liens arising after the
Petition Date, such Liens secure only amounts not overdue for a period of more than 30 days or
are being contested in good faith by appropriate proceedings for which adequate reserves
determined in accordance with GAAP have been established (and as to which the Property
subject to any such Lien is not yel subject to foreclosure, sale or loss on account thereof);

(d}  Liens (other than Liens created or imposed under ERISA) consisting of deposits
made by a Borrower in the ordinary course of business in connection with, or to secure payment
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of, ebligations under worlkers' compensation, unemployment insurance, social security and other
similar Laws, or to secure the performance of tenders, statutory obligations, bids, leases,
government contracts, trade contracts, surety, stay, customs and appeals bonds, performance and
return-of-money bonds, or to secure liability to insurance carriers and other similar obligations

(exclusive of obligations for the payment of borrowed money);

(e)  Liens in connection with attachments or judgments (including judgment or appeal
bonds) provided that the judgments secured shall, within 30 days after the entry thereof, have
been discharged or execution thereof stayed pending appeal, or shall have been discharged
within 30 days after the expiration of any such stay;

(£ easements, rights-of-way, restrictions (including zoning restrictions), minor
defects or irregularities in title and other similar charges or encumbrances not, in any material
respect, impairing the use of the encumbered Property for its intended purposes;

(® any interest of title of a lessor under, and Liens arising from UCC financing
statements (or equivalent filings, registrations or agreements in foreign jurisdictions) relating to,
the Real Property Leases;

()] Liens in favor of customs and revenue authorities arising as a matter of Law to
secure payment of customs duties in connection with the importation of goods;

(i normal and customary rights of setoff upon deposits of cash in favor of banks or
other depository institutions; and

) Liens existing as of the Petition Date; provided that no such Lien shall at any time
be extended to or cover any Property other than the Property subject thereto on the Closing Date.

“Person” means any individual, partnership, joint venture, firm, corporation, limited
liability company, association, trust or other enterprise (whether or not incorporated) or any

Governmental Body.
“Petition Datc” has the meaning set forth in the Recitals,

“Plan” means any employee benefit plan (as defined in section 3(3) of ERISA) which is
covered by ERISA and with respect to which any Borrower or any of its Subsidiaries or any
ERISA Affiliate is (or, if such plan were terminated at such time, would under section 4069 of
ERISA be deemed to be) an “employer” within the meaning of section 3(5) of ERISA.

“Pledged Certificated Equity Interests” has the meaning set forth in the Security
Agreement.

“Projected Budpet™ has the meaning specified in Section 5.01(d)}(i).

“Property” means any right or interest in or to any kind of property or asset, whether real,
personal or mixed, or tangible or intangible,

“Real Properties” has the meaning set forth in Section 4.13(b).
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“Real Property Lease” has the meaning set forth in Section 4.13(b).

“Release” means any spilling, leaking, pumping, pouring, emitting, emptying,
discharging, injecting, escaping, leaching, dumping or disposing into the environment (including
the abandonment or discarding of barrels, containers and other closed receptacles containing any
Hazardous Materials).

“REO Property” means, for any Person, any real or personal Property acquired by such
Person through appropriate foreclosure and similar proceedings or from any third party that
acquired such Property through appropriate foreclosure and similar proceedings.

“Reportable Event” means any of the events set forth in section 4043(c) of ERISA, other
than those events as to which the notice requirement has been waived by regulation.

“Responsible Officer” means Larry H. Keener or Kelly Tacke,

“Restricted Payment” means, as to any Person, (a) any dividend, return of capital,
distribution or other payment or disposition of property for less than fair market value, whether
direct or indirect and whether in cash, securities or other property, on account of any Equity
Interests or Equivalent Equity Interests of any Person or any of its Subsidiaries, in each case now
or hereafter outstanding, including with respect to a claim for rescission of a disposition of such
Equity Interests or Equivalent Equity Interests; and (b) any redemption, retirement, termination,
defeasance, cancellation, purchase or other acquisition for value, whether direct or indirect, of
any Equity Interests or Equivalent Equity Interests of any Borrower, now or hereafter
outstanding, and any payment or other transfer setting aside funds for any such redemption,
retirement, termination, cancellation, purchase or other acquisition, whether directly or indirectly
and whether to a sinking fund, & similar fund or otherwise,

“Sale Motion™ has the meaning specified in Section 7.01(i).

“Sale Order” shall mean the order of the Bankruptcy Court on the Sale Motion approving
the sale of the Property of the Borrowers.

“Security Apreement” means that certain Security Agreement, executed on the date
hereof, by the Borrowers in favor of the Lender, together with all Exhibits and Schedules thereto,

as such agreement may be amended, supplemented or modified from time to time.

“Sentor Liens” has the meaning specified in Section 3.01{e)(iii).

“Single Employer Plan” means any Plan which is covered by Title IV of ERISA, but
which is not a Multiemployer Plan or a Multiple Employer Plan.

“Subsidiary” means, as to any Person, any corporation, partnership, joint venture, limited
liability company, trust or estate of which (or in which) more than 50% of (a) the issued and
outstanding Equity Interests having ordinary voting power to elect a majority of the board of
directors of such corporation (irrespective of whether at the time Equity Interests of any other
class or classes of such corporation shall or might have voting power upon the occurrence of any
contingency); (b) the interest in the capital or profits of such partnership, joint venture or limited
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liability company; or (c) the beneficial interest in such trust or estate is at the time directly or
indirectly owned or controlled by such Person, by such Person and one or more of its other
Subsidiaries or by one or more of such Person’s other Subsidiaries,

“Supplemental Commitment™ subject to the terms and conditions set forth herein, means
$5,000,000 (exclusive of interest added to the Loan in accordance with the terms and conditions

set forth herein).

“Support Obligations” means, as to any Person, without duplication, any obligations of
such Person (other than endorsements in the ordinary course of business of negotiable
instruments for deposit or collection) guaranteeing or intended to puarantee any Indebtedness of
any other Person in any manner, whether direct or indirect, and including any obligation,
whether or not contingent, (a) to purchase any such Indebtedness or any Property constituting
security therefore; (b) to advance or provide funds or other support for the payment or purchase
of any such Indebtedness or to maintain working capital, solvency or other balance sheet
condition of such other Person (including keep well agreements, maintenance agreements,
comfort letters or similar agreements or arrangements) for the benefit of any holder of
Indebtedness of such other Person; (c) to lease or purchase Property, securities or services
primarily for the purpose of assuring the holder of such Indebtedness against loss; or (d) to
otherwise assure or hold harmless the holder of such Indebtedness against loss in respect thereof,
but specifically excluding guaranties or other assurances with respect to any Borrower’s
performance obligations under bids or contracts made or entered into in the ordinary course of
business, The amount of any Support Obligation hereunder shall (subject 1o any limitations set
forth therein) be deemed to be an amount equal to the outstanding principal amount (or
maximum principal amount, if larger) of the Indebtedness in respect of which such Support

Obligation is made.

“Taxes” has the meaning specified in Section 2.12(a),

“Textron Agent” means the agent under the Textron Facility.

“Textron Facility” means that certain Amended and Restated Agreement for Wholesale
Financing (Finished Goods — Shared Credit Facility) dated May 25, 2004, as amended, by and
among PHH, Palm Harbor Manufacturing, L.P., Palm Harbor Homes I, L.P., Palm Harbor
Marketing, Inc., Textron Financial Corporation and the other “Lenders” named therein,

“Textron Lenders” means those certain lenders under the Textron Facility.

“UCC” means the Uniform Commercial Code, as in effect in any applicable jurisdiction.

“Virgo"” means Virgo Service Company, LLC, & Delaware limited liability company.

“Virgo Credit Agreement” means that certain Credit Agreement, dated as of January 29,
2010, in favor of Virgo and the lenders named therein, CountryPlace Acceptance Corporation,
CountryPlace Mortgage, LTD., CountryPlace Mortgage Holdings, LLC, each as a borrower, and
PHH, CountryPlace Acceptance G.P.,, LLC, and CouniryPlace Acceptance L.P., LLC, as the
guarantors.
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“Weekly Budpet” has the meaning specified in Section 5.01(d)(ii).

Section 1.02 Computation of Time Periods. For purposes of computation of
periods of time hereunder, the word “from” means “from and including” and the words “to” and

“until” each mean “to but excluding.”

Section 1,03  Accounting Terms; Certain Calculations. Except as otherwise

expressly provided herein, all accounting terms used herein shall be interpreted, and all financial
statements and certificates and reports as to financial matters required to be delivered to the
Lender hereunder shall be prepared, in accordance with GAAP applied on a consistent basis.

ARTICLE
THE LOAN

Section 2.01 Loan: Reserves and Releases.

(a) Loan. Subject to the terms and conditions set forth herein, the Lender agrees to
make certain loans (the *Loan”) to the Borrowers in accordance with and pursuant to the terms
and conditions of this Apreement in the aggregate amount of the Commitments; provided that
any Borrowing (including any reborrowing, once repaid) of the Supplemental Commitment shall
be subject to approval of the Lender in its sole discretion. The Loan (i) subject to the limitations
set forth in Section 2.01(b), shall be made on the Closing Date and, subject to the limitations set
forth in Section 2.02(a), shall be made from time to time thereafter if requested by the Borrowers
pursuant to Section 2.03 during the Availability Period, (i} may be prepaid in accordance with
the provisions hereof, and once prepaid, may be reborrowed in accordance with the terms hereof;
and (iii) shall not exceed at any time the Commitments of the Lender,

(b)  Amount of Loan on the Closing Date. The Borrowers may borrow an aggregate
amount not 1o exceed the amount described in Section 2.02(a); provided that no Performance
Trigger shall be in existence, as evidenced in the applicable Performance Trigger Report. In the
event a Performance Trigger has occurred and is continuing, the Lender shall not be obligated to
fund any Borrowings until such time as the Performance Trigger has been cured.

(c) Releases. Releases of any Collections in the Control Account are subject to
approval of the Weekly Budget pursuant to the budgetary approval process as outlined in Section
5.01(d)(ii) below. Upon approval, the Lender shall release the approved Collections to the
Borrowers and, if and to the extent applicable, apply the amounts set forth in the Weekly Budget
to optional prepayments of the Loan, in each case, on the first Business Day of the following

week.
Section 2.02 Use of Proceeds.

(a) The proceeds of the Borrowing funded on the Closing Date shall be used by the
Borrowers to pay (i) in full the Textron Facility on the Closing Date and (ii) all costs and accrued
and unpaid fees and expenses (including reasonable legal fees and expenses) required to be paid
to the Lender on or before the Closing Date, to the extent then due and payable.
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(b) Thereafter, the proceeds of any Borrowing funded pursvant hereto shall be used
by the Borrowers to finance working capital, for Capital Expenditures, and for other general
corporate purposes of the Borrowers at all times in accordance with the Weekly Budget approved
by the Lender pursuant to the budgetary approval process as outlined in Section 5.01(d)(ii)
below; provided that the Lender in its sole discretion can approve additional releases upon
request by the Borrowers and approval of the use of funds using the budgetary approval process
as outlined in Section 5.01(d)(ii).

Section 2.03  Borrowing: Releases. Pursuant to the budgetary approval process
as outlined in Section 5.01(d)(ii} below, and provided that no Performance Trigger has occurred
and is continuing, the Borrowers may borrow the amount set forth in the Weekly Budget (in
excess of released Collections approved by the Lender for the funding of such Weekly Budget);
provided that each Borrowing shall be in an aggregate amount of not less than $100,000 or an
integral multiple of $100,000 in excess thereof, and provided firther that in no event shall a
Borrowing cause the aggregate principal amount of the Loan outstanding to exceed the Base
Commitment without the prior consent of Lender (as evidenced by its funding of the applicable
amount from the Supplemental Commitment).

Section 2,04 Funding of Borrowings. If, for the applicable week, the Weekly
Budgel is delivered on the preceding Thursday (or, if such day is not a Business Day, the
immediately preceding Business Day) not later than 11:00 A.M. (Mountain Standard Time), each
Borrowing and release of Collections approved by the Lender shall be funded on the first
Business Day of the following week. Each Weekly Budget approved by the Lender shali
constitute an irrevocable request by the Borrowers to borrow the funds set forth therein.
The Lender shall, on the date of the proposed Borrowing, and upon fulfillment of the applicable
conditions set forth in ARTICLE I1I, make available to the Borrowers, at their address referred to
in Section 9.01, in immediately available funds, the proposed Borrowing.

Section 2.05 Repayment. The Borrowers shall, jointly and severally, repay the
entire unpaid principal amount of the Loan, together with all interest thereon and all other
amounts and Obligations payable under this Agreement, in full upon the Maturity Date,

Section 2.06 Prepayments,

()  Optional Prepayments. The Borrowers may prepay the outstanding principal
amount of the Loan in whole, subject to any applicable prepayment premium set forth herein, or
in part, upon approval of the Weekly Budget pursuant to the budgetary approval process as
outlined in Section 5.01(d)(ii) below, without penalty, in either case, together with accrued
interest to the date of such prepayment on the principal amount prepaid; provided, however, that
each partial prepayment shali be in an aggregate principal amount not {ess than $500,000 or
integral multiples of $500,000 in excess thereof (or such lesser amount as is required to pay the
Loan in full). Upon the giving of such notice of prepayment, the principal amount of the Loan
specified to be prepaid shall become due and payable on the date specified for such prepayment,

(b}  Mandatory Prepayments. The Borrowers shall prepay the Loan (i) in an amount
equal to the Net Cash Proceeds of any Asset Sale completed in accordance with Section 6.04(b),
within one Business Day after receipt of such Net Cash Proceeds; and (ii) from and in the
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amount of net proceeds (including from applicable insurance policies) of casualty events and
condemnations with respect to any of their respective Property (the net proceeds shall also be net
of a reserve for the Borrowers’ good faith estimate of income and franchise taxes aitributable
thereto), and subsequent permitted Indebtedness,

()  Prepayment Premiums. Any prepayment in full prior to the Maturity Date shall
be accompanied by a prepayment premium, payable by the Lender in an amount equal to 3%
multiplied by the amount of the Lender’s Commitments; provided, that for the avoidance of
doubt, there shall be no Prepayment Premium payable in accordance with a sale to the Lender or
the highest bidder pursuant to the Sale Motion,

Section 2.07 Note. The obligation of the Borrowers to repay the Loan made by
the Lender and to pay inlerest thereon at the rates provided herein shall at all times be joint and
several obligations and shall be evidenced by a promissory note, substantially in the form of
Exhibit A (the “Note™), executed by all of the Borrowers, payable to the order of the Lender and
in the principal amount of the Lender’s Commitments, Each Borrower authorizes the Lender to
record on the schedule annexed to the Note, the date and amount of each Borrowing requested by
the Borrowers and made by the Lender, and each payment or prepayment of principal thereunder
and aprees that all such notations shall constitute prima facie evidence of the matters noted.
Each Borrower further authorizes the Lender to attach to and make a part of the Note
continuations of the schedule attached thereto as necessary. No failure to make any such
notations, nor any errors in making any such notations, shall affect the validity of the Borrower’s
obligations to repay the full unpaid principal amount of the Loan, together with all interest
thereon and all other amounts and Obligations payable under this Agreement, or the duties of the
Borrowers hereunder or the other Borrowers under the Security Agreement,

Section 2.08 Expiration of Commitments. The Commitments shall expire on
the last day of'the Availability Period.

Section 2.09 Interest. Interest shall accrue on Borrowings under the Base
Commitment at the per annum rate of 7% and on Borrowings under the Supplemental
Commitment at the per annum rate of 12%. All interest on the Loan shall be based on a
365/366-day year and actual days elapsed; provided, however, at all times after the occurrence
and during the continuance of an Event of Default, interest on the Loan shall accrue and be
payable at a per annum rate of 12%. All interest on the outstanding principal balance of the
Loan shall be calculated monthly and shall be payable, at the option of the Borrowers, either (a)
in cash, monthly in arrears on each Interest Payment Date; or (b) by the addition of such amount
of interest to the then-outstanding principal amount of the Loan on such Interest Payment Date;
provided that, at maturity or upon any prepayment of the Loan (whether in whole or in part), all
interest then-outstanding shall be payable prior to giving effect to any payment of principal. If,
as of any Interest Payment Date, the Borrowers have not paid the entire amount of interest then
due, such failure to pay interest shall be deemed to be an irrevocable election by the Borrowers
to add such remaining interest to the outstanding principal amount of the Loan on such Interest
Payment Date. Any interest added to principal pursuant to the provisions of this Section 2.09
shall, from and after the Interest Payment Date, accrue interest as if an original part of the
principal amount of the Loan.
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Section 2.10 Increased Costs. If, due to either (a) the introduction of or any
change in or in the interpretation of any Law or regulation; or (b) compliance with any guideline
or request from any Governmental Body (whether or not having the force of Law), there shall be
any increase in the cost to any Lender of agreeing to make or making, funding or maintaining the
Loan, then the Borrowers shall from time to time, upon demand by the Lender, pay to the Lender
additional amounts sufficient to compensate the Lender for such increased cost. A certificate as
to the amount of such increased cost, submitted to the Borrowers by the Lender, shall be
conclusive and binding for all purposes, absent manifest error.

Section 2.11 Payments and Computations.

(a)  The Borrowers shall make each payment hereunder and under the Note not later
than 11:00 A.M. (Mountain Standard Time) on the day when due, in Dollars, to the Lender at its
address referred to in Section 9.01 in immediately available funds without set-off or

counterclaim.

(b) Whenever any payment hereunder or under the Note shall be stated to be due on a
day other than a Business Day, such payment shall be made on the next succeeding Business
Day, and such extension of time shall in such case be included in the computation of payment of
interest or fee, as the case may be.

Section 2.12 Taxes.

{(a) Any and all payments by the Borrowers under each Credit Document shall be
made free and clear of and without deduction for any and all present or future taxes, levies,
imposts, deductions, charges or withholdings, and all liabilities with respect thereto, excluding,
in the case of the Lender, taxes measured by its net income and franchise taxes (imposed in lieu
of a tax on net income) imposed on it by each jurisdiction under the Laws of which the Lender is
organized or any political subdivision thereof and taxes measured by the Lender’s net income
and franchise taxes {(imposed in lieu of a tax on net income) imposed on it by each jurisdiction
under the Laws of which the Lender is organized or any political subdivision thereof (all such
non-excluded taxes, levies, imposts, deductions, charges, withholdings and liabilities being
hereinafter referred to as “Taxes”). If any Borrower shall be required by Law to deduct or
withhold any Taxes from or in respect of any sum payable hereunder to the Lender (i} the sum
payable shall be increased as may be necessary so that after making all required deductions or
withholdings (including deductions or withholdings applicable to additional sums payable under
this Section 2.12) the Lender, as the case may be, receives an amount equal to the sum it would
have received had no such deductions or withholdings been made; (ii} such Borrower shall make
such deductions or withholdings; and (iii) such Borrower shall pay the full amount deducted or
withheld to the relevant taxing authority or other authority in accordance with applicable Law.

(b)  In addition, each Borrower agrees to pay any present or future stamp or
documentary taxes or any other excise or property taxes, charges or similar levies of any
applicable Governmental Body which arise from any payment made under any Credit Document
or from the execution, delivery, enforcement or registration of, or otherwise with respect to, any
Credit Document {collectively, “Other Taxes”).
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{c)  Each Borrower agrees to indemnify the Lender for the full amount of Taxes or
Other Taxes (including any Taxes or Other Taxes imposed by any jurisdiction on amounts

payable under this Section 2.12) paid by the Lender and any liability (including for penalties,
interest and expenses) arising therefrom or with respect thereto, whether or not such Taxes or
Other Taxes were correctly or legally asserted. This indemnification shall be made within 30

days from the date the Lender makes written demand therefor,

(d)  Within 30 days afler the date of any payment of Taxes or Other Taxes, the
Borrowers will furnish to the Lender, at its address referred to in Section 2.01, the original or a
cerlified copy of a receipt evidencing payment thereof.

(e)  Without prejudice to the survival of any other agreement of the Borrowers
hereunder, the agreements and obligations of the Borrowers contained in this Section 2.12 shall

survive the payment in full of the Obligations.

Section 2,13 Super-Priority Nature of Obligations and Liens. Except as

otherwise set forth herein, the Liens and security interests granted to the Lender on the Collateral
and the priorities accorded to the Obligations shall have the super-priority administrative expense
and senior secured status afforded by sections 364(c) and 364(d) of the Bankruptey Code to the
extent provided and as more fully set forth and or provided for in the Interim DIP Financing
Order and Final DIP Financing Order, as applicable. The Lender’s Liens on the Collateral and
the administrative claims under sections 364(c) and 364(d) of the Bankruptcy Code afforded the
Obligations shall also have priority over any claims arising under section 506(c) of the
Bankruptcy Code subject and subordinate only to the extent provided and as more fully set forth
in the Interim DIP Financing Order and/or the Final DIP Financing Order, subject only to
(a) Senior Liens; and (b) only to the extent there are not sufficient, unencumbered funds in the
Debtors’ estates to pay such amounts at the time payment is required to be made, the Carve-Out
(as defined below) in an aggregate amount not to exceed $500,000, The Carve-Out may be used
only to pay (a) unpaid fees of the Clerk of the Bankruptey Court and the U.S. Trustee pursuant to
28 U.S.C. § 1930(a); (b) allowed professional fees and expenses of the Debtors and any statutory
committee appointed by the Bankruptcy Court under section 1102 of the Bankruptcy Code
(“Statutory Committee™) (collectively, the “Professional Fees™) incurred to the extent consistent
with the Budget, but unpaid, prior to delivery of a notice of an Event of Default (the “Carve-Out
Notice™); and (c} Professional Fees incurred subsequent to delivery of the Carve-Out Notice to
the extent consistent with the Budget in an amount not to exceed $500,000 (items (a) through (c),
collectively, the “Carve-Out™); provided, however, that the Carve-Out shall not include, apply to
or be available for any fees or expenses incurred by any party, including the Borrowers or any
Statutory Committee, in connection with the investigation, initiation or prosecution of any
claims, causes of action, adversary proceedings or other litigation against the Lender, including
challenging the amount, validity, priority or enforceability of, or asserting any defense, claim,
counterclaim or offset to, the Obligations or the Liens of the Lender under this Agreement in
respect thereof. The Lender agrees that so long as the Maturity Date shall not have occurred or
the Lender has not exercised any remedies as a result of an Event of Default, the Borrowers shall
be permitted to pay compensation and reimbursement of expenses allowed and payable under
sections 330 and 331 of the Bankruptcy Code, as the same may be due and payable, and the same
shail not reduce the amount available under the Carve-Out.  The foregoing shall not be
construed as a consent to the allowance of any fees and expenses or bonuses referred to above
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and shall not affect the right of the Borrowers or the Lender to object to the allowance and
payment of such amounts, Except as expressly set forth herein or in the Interim DIP Financing
Order and/or the Final DIP Financing Order, no other claim having a priority superior or pari
passu to that granted to the Lenders by the Interim DIP Financing Order and/or the Final DIP
Financing Order shall be granted or approved while any Obligations under this Agreement

remain outstanding,.

Section 2,14 No Discharge; Survival of Claims. Except as otherwise set forth
herein, (a) in the absence of the Maturity Date having occurred, the Obligations shall survive the
entry of an order (i) confirming any chapter 11 plan in the Bankruptey Cases, (ii) converting the
Bankruptcy Cases to one or more cases under chapter 7 of the Bankruptcy Code, or
(iif) dismissing the Bankruptcy Cases, and (b) the super-priority administrative claim granted to
the Obligations and all Liens granted to the Lender shall continue in full force and effect and
maintain their priority as set forth in the Interim DIP Financing Order and/or the Final DIP
Financing Order until full payment of the Obligations.

Section 2,15 Waiver of Any Priming and Surcharge Rights. The Borrowers
hereby irrevocably waive any right (i) pursuant to sections 364(c) or 364(d) of the Bankruptcy

Code or otherwise, to grant any Lien of equal or greater priority than the Liens securing the
Obligations; (ii) to approve or grant a claim of equal or superior priority than the Obligations;
and (iii) to surcharge the Collateral or the Lender pursuant to sections 105, 506(c) and 552 of the

Bankruptcy Code.

Section 2,16 Control Account; Sweep of Funds. At all times, each Borrower
shall cause all Collections to be deposited, within two Business Days of receipt, in the exact form
received in the Contro! Account. Until so deposited, such funds shail be held by such Borrower
in trust for the Lender. All proceeds being held by the Lender in the Control Account (or by
such Borrower in trust for the Lender) shall continue to be held as collateral security for the
Obligations and shall not constitute payment of the Obligations. Amounts deposited in the
Control Account shall not be subject to withdrawal by any Borrower, except after payment in full
and discharge of all Obligations,

ARTICLE 111
CONDITIONS

Section 3,01 Conditions Precedent to the initial Borrowing of the Loan.

The obligation of the Lender to fund the initial Borrowing under the Loan on the Closing
Date is subject to satisfaction of all of the following conditions precedent:

(a) Consent by Borrowers to Eniry of Orders for Relief, The Borrowers shall have
consented to entry of Orders for Relief in the Bankruptcy Cases by each filing a voluntary

petition for relief under the Bankruptcy Code with the Bankruptey Court.

(b)  Ioint Administration. The Bankruptcy Court shall have entered an order
autharizing the joint administration of all of the Bankruptcy Cases.

21

12191789.9




()

Certain Documents. The Lender shall have received, on the Closing Date, the

following, each dated the Closing Date unless otherwise indicated, in form and substance
satisfactory to the Lender:

12191789.9

(M

(if)

(iif)

From each party hereto either (i) a counterpart of this Agreement signed
on behalf of such party; or (ii) written evidence satisfactory to the Lender
(which may include telecopy transmission of a signed signature page to
this Agreement) that such party has signed a counterpart of this
Agreement;

The original Note payable to the order of the Lender, duly executed by the
Borrowers;

The Security Agreement, duly executed by the Borrowers, together with:

(A) cerificates, if any, representing the Pledged Certificated Equity
Interests;

(B) a first deed of trust or first mortgage (as applicable based on the
jurisdiction in question} with respect to the Owned Real Property
designated on Schedule 4.13-A as Initially Secured Owned Real
Property (the “Initially Secured Owned Real Properties”), in form
and substance reasonably satisfactory to the Lender and its
counsel, duly executed by the applicable Borrower and prepared
for filing with the applicable recording authority;

(C)  commitments for an American Land Title Association policy or state
equivalent policy of title insurance, with such endorsements as the
Lender may reasonably require, issued by an insurer in such amounts
as the Lender may reasonably require with respect to each of the
Initially Secured Owned Real Properties and insuring the Lender’s
first priority lien on said real estate, subject only to such exceptions
as the Lender in its discretion may approve, together with such
evidence relating to the payment of liens or potential liens as the
Lender may require;

(D)  an account control agreement duly executed by the applicable
financial institution and the applicable Borrowers, or other
withdrawal release control with respect to the Control Account, in
either case in form and substance satisfactory to the Lender
directing that (i} all withdrawals from the Control Account shall be
subject to approval of Lender; and (ii) alter the occurrence and
during the continvance of an Event of Default, on natice by
Lender, all of the accounts set forth on Schedule 4.16 (other than
the Control Account) shall be in the exclusive control of the
Lender; and
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(iv)

v)

(vi)

(vii}

(E) a termination and release agreement in form and substance
satisfactory to the Lender, duly executed by the Textron Lenders
(or their applicable successors and assigns) providing for the
immediate release of all of its security interests in the assets of the
Borrowers then held as coliateral securing the Textron Facility,
subject only to the condition of satisfaction of the obligations
thereunder,

Copies of (A) the audited consolidated balance sheets for the Borrowers as
of March 27, 2009 and March 26, 2010, and the related audited
consolidated statements of operations and cash flows for the fiscal year
ending as of such date; (B) the unaudited consolidated balance sheet of the
Borrowers as of September 24, 2010, and the related unaudited statements
of operations and cash flows for the three and six-month periods ending as
of such date; and (C) the unaudited balance sheets and rclated statements
of operations, stockholders’ equity, and cash flow as of and for the month
ended October 29, 2010, all of which have been made available to Lender:

Receipt by the Lender of the following (or their equivalent) for each of the
Borrowers, certified by a Responsible Officer as of the Closing Date to be
true and correct and in force and effect as of such date:

(A)  Resolutions. Copies of resolutions of the board of directors
approving and adopting the respective Credit Documents, the
transactions contemplated therein and authorizing execution and
delivery thereof;,

(B)  Good Standing. Copies of certificates of good standing, existence
or its equivalent certified as of a recent date by the appropriate
Governmental Bodies of the state of incorporation; and

(C)  Incumbency Certificate. A certificate of the Secretary or an
Assistant Secretary of each of the Borrowers certifying the names
and true signatures of each officer of each Borrower who has been
authorized to execute and deliver any Credit Document or other
document required hereunder to be executed and delivered by or
on behalf of such Borrower; provided that no Secretary may certily
to his or her own signature.

Officer’s_Certificate Regarding Conditions Precedent, A certificate,
signed by a Responsible Officer of each of the Borrowers, stating that

each of the conditions specified in Section 3.02(a) and Section 3.02(b) has
been satisfied; and

Other Documents and Information.  Such additional documents,

information and materials as the Lender may reasonably request.
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(d)  Absence of Legal Proceedings. There shall be no action, suit, investigation or
proceeding (other than the Bankruptcy Cases) pending in any court or before any arbitrator or
governmental instrumentality which, in the sole discretion of the Lender (as evidenced by the
funding of the initial Borrowing hereunder; provided that the Lender shall not be deemed to be
bound by such determination of materiality for any other purpose under this Agreement), could
be expected to have a Material Adverse Effect.

(e) DIP Financing Orders. The Lender shall have received evidence satisfactory to
the Lender, in its sole discretion, that the Interim DIP Financing Order has been entered by the
Bankruptcy Court and docketed by the Clerk of the Bankruptcy Court, and that such order shall
be in full force and effect and shall not have been vacated, reversed, modified, amended, or
stayed pending appeal. The Interim DIP Financing Order shall be satisfactory in content to the

Lender and shall, among other things:

M authorize the Borrowers to enter into this Agreement and the other Credit
Documents, grant the Liens provided for herein and therein, execute all of
the documents required hereby and thereby, repay all Indebtedness
incurred by the Borrowers pursuant to this Agreement and the other Credit
Documents, and perform any and all other obligations of the Borrowers
under this Agreement and the other Credit Documents;

(i) provide that this Agreement and the other Credit Documents shall be
binding upon and enforceable against any trustee in the Bankrupicy Cases
or any trustee in any ensuing chapter 7 bankruptcy case should conversion
to one or more cases under chapter 7 of the Bankruptcy Code;

(iii) with respect to the Obligations, grant secured status pursuant to sections
364(c)(2), 364(c)(3) and 364(d) of the Bankruptcy Code with respect to all
Liens granted to the Lender pursuant to this Agreement and the other
Credit Documents and provide that such Liens shall be automatically
perfected and have priority over and be senior to any and all other Liens in
any of the Collateral subject only 1o (A) validly existing Liens of the
Textron Agent and the Textron Lenders under the Textron Facility, (B)
validly existing Liens of Virgo under the Virgo Credit Agreement and (C)
Liens existing as of the Petition Date (the items referred to in clauses (A),
(B) and (C) are, collectively, the “Senior Liens™) and the Carve-Out;

(iv) provide that the Obligations constitute allowed administrative expense
claims pursuant to section 364(c)(1) of the Bankruptcy Code having
priority over all administrative expenses of the kind specified in scctions
503(b) and 507(b) of the Bankruptcy Code (except as otherwise provided
in this Agreement);

v) state that there shall be no priming of any Lien of the Lender other than
pursuant to this Agreement;
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(vi) provide that the automatic stay of section 362(a) of the Bankruptcy Code
is modified to permit the Lender, upon the occurrence and during the
continuance of a Default or an Event of Default, to (A) terminate the
Commitments and accelerate all of the Obligations and all other
obligations under this Agreement and the other Credit Documents without
notice; and (B) exercise any other rights and remedies under the Credit
Documents, the DIP Financing Orders or applicable Law after providing
five Business Days prior written notice to the Borrowers, any Statutory
Committee appointed in the Bankruptcy Cases and the office of the United
States Trustee with only one notice required, for any Event of Default, or
series of Bvents of Default arising out of the same circumstances.

® Motions, Btc. The Lender shall have reviewed and found satisfactory (i) all
motions, orders and other pleadings or related documents to be filed or submitted to the
Bankruptey Court in connection with this Agreement, including the Critical Vendor Motion; and
(i) all First Day Orders and related orders to be filed by the Borrowers with the Bankruptcy
Court in the Bankruptcy Cases; '

(g)  Initial Projected Budpet. The Lender shall have received the Initial Projected
Budget, in form, scope and substance satisfactory to the Lender in its sole discretion;

(h)  No Performance Triggers. No Performance Trigger shall have occurred and be
continuing, and no event, condition or change shall exist or have occurred that, individually or in

the aggregate, could reasonably be expected to cause a Performance Trigger to occur; and

@ No Material Adverse Change. Since the Petition Date, there shall have been no
event, condition or change that, individually or in the aggregate, could reasonably be expected to
have a Material Adverse Effect (other than those events caused by or arising cut of the
Bankruptcy Cases, including the loss of certain employees, officers, and directors by termination,
resignation, or otherwise) in (i) the business, condition, operations, assets, or prospects of the
Borrowers; (ii} the ability of the Borrowers to perform under this Agreement; or (iii) the ability
of the Lender to enforce this Agreement and the obligations of the Borrowers hereunder.

Section 3.02 Conditions Precedent to Each Borrowing. The obligation of the

Lender to fund any Borrowing (including the Borrowing being made by the Lender on the
Closing Datc) shall be subject to the further conditions precedent that:

(2) Accuracy of Certain Statements. The following statements shall be true on the
date of such Loan, before and after giving cffect thereta, and to the application of the proceeds
therefrom (and the acceptance by the Borrowers of the proceeds of such Loan shall constitute a
representation and warranty by the Borrowers that on the date of such Loan such statements are

true):

(D The representations and warranties of the Borrowers contained in
Article IV of this Agreement and in the other Credit Documents are true
and correct on and as of such date as though made on and as of such date
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(unless such representations and warranties are made as of anather date, in
which case they shall be true and correct as of such date),

(ii) No Default or Event of Default has occurred and is continuing or will
result from the Loan being made on such date; and

(iii) No Performance Trigger has occurred and is continuing and no event,
condition or change that, individually or in the aggregate, could
reasonably be expected to cause a Performance Trigger to occur,

(b)  No Violation of Law or Injunction. The making of the Loan on such date does
not violate any Law and is not enjoined, temporarily, preliminarily or permanently.

(¢)  Final Order, With respect to any Loan requested to be funded after January 13,
2011, the Final DIP Financing Order shall have become a Final Order.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES

To induce the Lender to enter into this Agreement, the Borrowers, jointly and severally,
hereby represent and warrant to the Lender on the date hereof and on each date that a Weekly
Budget is delivered, that:

Section 4.01  Financial Condition. The Borrowers have provided to the Lender
the following consolidated financial statements with respect to the Borrowers: (a) audited
balance sheets and related statements of operations, stockholders’ equity, and cash flows as of
and for the fiscal years ended March 27, 2009 and March 26, 2010; (b) unaudited balance sheets
and related staternents of operations, stackholders’ equity, and cash flow as of and for the three-
and six-month periods ended September 24, 2010; and (c) unaudited balance sheets and related
statements of operations, stockholders’ equity, and cash flow as of and for the month ended
October 29, 2010. All of such financial statements (including the notes thereto) have been
prepared in accordance with GAAP throughout the periods covered thereby and present fairly, in
all material respects, the respective financial positions of the Borrowers as of such dates and the
respective results of operations of the Borrowers for such periods; provided, however, that the
financial statements referred to in clauses (b) and (c) above are subject to normal year-end
adjustments and lack footnotes and other presentation items required by GAAP.

Section 4.02 No Changes or Restricted Payments. Since September 24, 2010,
except as set forth in Schedule 4.02 (a) other than the commencement of the Bankruptcy Cases,
there has been no circumstance, development or event relating to or alfecting the Borrowers
which has had or would be teasonably expected to have a Material Adverse Effect; and
(b) except as permitted herein, no Restricted Payments have been made or declared by the

Barrowers.

Section 4.03 Due Incorporation and Authority, Each Borrower is a corparation,
limited liability company or limited partnership duly organized, validly existing and in good
standing under the Laws of the state of its organization and has all necessary corporate, limited
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liability company or limited partnership power and authority to own, lease and operate its assets
and to carry on its business as it is now being conducted, except where such failure would not
reasonably be expected to have a Material Adverse Effect. Each Borrower has all requisite
corporate, limited liability company or limited partnership power and authority to enter into this
Agreement and all of the other Credit Documents to which it is a party and carry out its
obligations hereunder and consummate the transactions contemplated hereby and thereby. The
execution and delivery by such Borrower of this Agreement, the performance by such Borrower
of its respective obligations hereunder and the consummation by such Borrower of the
transactions contemplated hereby have been duly authorized by all requisite corporate, limited
liability company or limited partnership action on the part of such Borrower, This Agreement
and all of the other Credit Documents have been duly executed and delivered by each Borrower,
and, upon due authorization, execution and delivery hereof by the Lender, each of the Credit
Documents shall constitute the legal, valid and binding obligation of each Borrower party
thereto, enforceable against each such Borrower in accordance with its terms, except to the
extent enforceability may be limited by bankruptcy, insolvency, moratorium or other similar
Laws affecting creditors rights generally or by general principles of equity {(regardless of whether
enforcement is considered in & proceeding in equity or at Law),

Section 4,04 No Conflicts; Default or Event of Default.

(a)  The execution and delivery by Borrowers of this Agreement, the consummation
of the transactions contemplated hereby, and the performance by the Borrowers of this
Agreement in accordance with its terms shall not:

0] violate the certificate of incorporation or by-laws or comparable
organizational instruments of any Borrower or contravene any resolution
adopted by the directors, managers, shareholders, members or partners of
any Borrower or any Borrower;

(i) violate any Law to which any Borrower, the Business, any of the Property,
any of the Borrowers is bound or subject;

(iii) result in the imposition or creation of any Lien (other than a Permitted
Lien) on any Property of any Borrower; or

(iv) violate, result in any breach of, constitute a default {or an event that, with
notice or lapse of time or both, would become a default) under, or require
any consent of any Person (including any Governmental Body) pursuant
to, any Contractual Obligation or Permit to which any Borrower is a party
or by which it is bound, or any Permit held by a Borrower, except for
consents, approvals or authorizations of, or declarations or filings with, the
Bankruptey Court;

provided, however, that each of the cases set forth in clauses (ii), (iii) and (iv) above is subject to
exceptions that (A) would not reasonably be expected, either individually or in the aggrepgate, to
prevent or materially delay the consummation by the Borrowers of the transactions contemplated
by this Agreement; or (B) arise as a result of any facts or circumstances relating to the Lender or

any of its Affiliates,
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()  Except as set forth on Schedule 4.04(b), no Borrower has defaulted on any
payment under or with respect to any Contractual Obligation owed by it other than those defaults
which in the aggregate have no Material Adverse Effect and no Default or Event of Default

hereunder has occurred and is continuing,

Section 4,05 Orpanizational Documents: Meeting Minutes. The Borrowers

have delivered to the Lender prior to the date hereof true, accurate and complete copies of the
certificate of incorporation and bylaws, or comparable organizational instruments, of the
Borrowers as in effect on the date hereof,

Section 4.06 Litigation. Except for the Bankruptcy Cases and other matters on
the docket related thereto and except as otherwise disclosed on Schedule 4.06, (i) there are no
material claims (including with respect to product liability claims) pending or, to the Knowledge
of the Borrowers, threatened against any Borrower with respect to the Business (or any part
thereof), any of the Real Properties or any of the other Properly of the Borrowers; and (ii) there
are no claims pending or, to the Knowledge of the Borrowers, threatened by or against any
Borrower that challenge the validity of this Agreement or any of the transactions contemplated
hereby or that, either individually or in the aggregate, would reasonably be expected to prevent
or materially delay the consummation by the Borrowers of the transactions contemplated by this

Agreement,

Section 4.07 Intellectual Property, Each of the Borrowers owns, or has the legal
right to use, the Intellectua! Property necessary for it to conduct its Business as currently
conducted. No claim has been asserted and is pending by any Person challenging or questioning
the use of any such Intellectual Property or the validity or effectiveness of any such Intellectual
Property, nor does any Borrower have Knowledge of any such claim, and to the Borrower's
Knowledge the use of such Intellectual Property by each Borrower does not infringe on the rights

of any Person.

Section 4.08 Taxes. Each of the Borrowers, as applicable, has filed all federal
and other tax returns and material reports required to be filed, and has paid all federal and other
taxes, assessments, fees and other governmental charges levied or imposed upon it or its
properties, income or assets otherwise due and payable unless such unpaid taxes and assessments
(a) arose prior to the Petition Date and are not the subject of a pending and unstayed assessment
or collection action; or (b) are (i) not yet past due or (ii) being contested in good faith and by
appropriate proceedings diligently pursued and as to which adequate reserves determined in
accordance with GAAP have been established on such Borrower’s books and records and no
Lien with respect to nonpayment thereof has been asserted. No Borrower is aware of any
proposed tax assessments against it, with respect to any prior period, in excess of amounts
accrued on its financial statements (as required to be accrued in accordance with GAAP), nor do
the Borrowers anticipate any further material tax liability with respect to any open taxable years
taken as a whole in excess of accrued amounts.

Section 4.09 ERISA.

(a)  During the five-year period prior to the date on which this representation is made
or deemed made: (i) no ERISA Event has occurred, and, to the best Knowledge of the
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Borrowers, no event or condition has occurred or exists as a result of which any ERISA Event
could reasonably be expected to occur, with respect to any Plan; (ii) no “accumulated funding
deficiency,” as such term is defined in section 302 of ERISA and section 412 of the Internal
Revenue Code, whether or not waived, has occurred with respect to any Plan; (iii) each Plan has
been maintained, operated and funded in compliance with its own terms and in material
compliance with the provisions of ERISA, the Internal Revenue Code and any other applicable
federal or state Laws; and (iv) no Lien in favor of the PBGC or a Plan has arisen or is reasonably

likely to arise on account of any Plan.

(b)  The actuarial present value of all “benefit liabilities” (as defined in section
4001(a)(16) of ERISA), whether or not vested, under each Single Employer Plan, as of the last
annual valuation date prior to the date on which this representation is made or deemed made
(delermined, in each case, in accordance with Financial Accounting Standards Board Accounting
Standards Codification (“FASB ASC™) 960, 962 and 965, utilizing the actuarial assumptions
used in such Plan’s most recent actuarial valuation report), did not exceed as of such valuation
datc the fair market value of the assets of such Plan,

(c)  Neither the Borrowers nor any ERISA Affiliate has incurred, or, to the best
Knowledge of the Borrowers, could be reasonably expected to incur, any withdrawal liability
under ERISA to any Multiemployer Plan or Multiple Employer Plan. Neither the Borrowers nor
any ERISA Affiliate would become subject to any withdrawal liability under ERISA if the
Borrowers or any ERISA Affiliate were to withdraw completely from all Multiemployer Plans
and Multiple Employer Plans as of the valuation date most closely preceding the date on which
this representation is made or deemed made. Neither the Borrowers nor any ERISA Affiliate has
received any notification that any Multiemployer Plan is in reorganization (within the meaning
of section 4241 of ERISA), is insolvent (within the meaning of section 4245 of ERISA}, or has
been terminated (within the meaning of Title IV of ERISA), and no Multiemployer Plan is, to the
best Knowledge of the Borrowers, reasonably expected to be in reorganization, insolvent, or

terminated.

(d)  No prohibited transaction (within the meaning of section 406 of ERISA or section
4975 of the Internal Revenue Code) or breach of fiduciary responsibility has occurred with
respect to a Plan which has subjected or may subject the Borrowers or any ERISA Affiliate to
any liability under sections 406, 409, 502(i) or 502(1) of ERISA or section 4975 of the Internal
Revenue Code, or under any agreement or other instrument pursuant to the Borrowers or any
ERISA Affiliate has agreed or is required to indemnify any person against any such liability,

(&)  Neither the Borrowers nor any ERISA Affiliate has any material liability with
respect to “expected post-retirement benefit obligations” within the meaning of the FASB ASC
715. Each Plan which is a welfare plan (as defined in section 3(1) of ERISA) to which sections
601-609 of ERISA and section 4980B of the Internal Revenue Code apply has been administered
in compliance in ail material respects of such sections.

63 Neither the execution nor delivery of this Apgreement nor the consummation of the
financing transactions contemplated thereunder will involve any transaction which is subject to
the prohibitions of sections 404, 406 or 407 of ERISA or in connection with which a tax could be

imposed pursuant to section 4975 of the Internal Revenue Code.
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Section 4,10 Governmental Regulations. Etc.

(8  No part of the proceeds of the Loan hereunder will be used, directly or indirectly,
for the purpose of purchasing or carrying any “margin stock™ within the meaning of Regulation
U. If requested by the Lender, the Borrowers will furnish to the Lender a statement to the
foregoing effect in conformity with the requirements of FR Form U-1 referred to in said
Regulation U. No Indebtedness being reduced or retired out of the proceeds of the Loan
hereunder was or will be incurred for the purpose of purchasing or carrying any margin stock
within the meaning of Regulation U or any “margin security” within the meaning of
Regulation T. *“Margin stock” within the meanings of Regulation U does not constitute more
than 25% of the value of the consolidated assets of the Borrowers and their Subsidiaries. None
of the transactions contemplated by this Agreement (including the direct or indirect use of the
proceeds of the Loan) will violate or result in a violation of the Securities Act of 1933, as
amended or the Exchange Act, or regulations issued pursuant thereto, or Regulation T, U or X,

(b)  No Borrower intends 1o, and no Borrower will, use any proceeds of the Loan for
any purpose that is improper under the Bankruptcy Code.

(c)  The Borrowers are not subject to regulation under the Public Utility Holding
Company Act of 1935, the Federal Power Act or the Investment Company Act of 1940, each as
amended. In addition, none of the Borrowers is (i) an “investment company” registered or
required to be registered under the Investment Company Act of 1940, as amended, and is not
controlled by such a company; or (ii) a “holding company”, or a “subsidiary company” of a
“holding company”, or an “affiliate” of a “holding company™ or of a “subsidiary” of a “holding
company”, within the meaning of the Public Utility Holding Company Act of 1935, as amended.

(d)  No director, executive officer or principal shareholder of the Borrowers is a
director, executive officer or principal shareholder of the Lender. For the purposes hereof the
terms “director”, “executive officer” and “principal shareholder” (when used with reference to
any Lender) have the respective meanings assigned thereto in Regulation O.

Section 4,11 No Subsidiaries. Except as set forth on Schedule 4.11, each of the
Borrowers represents that, as of the Closing Date, there are no Subsidiaries.

Section 4.12  Use of Proceeds.

(a) The proceeds of the Loan made hereunder shall be used by the Borrowers solely
as set forth in Section 2.02 above:

)] to pay in full the Textron Facility;

(ii) to make payments under the Critical Vendor Motion and any order of the
Bankruptey Court thereon;

(iii) to pay the payables owed by the Borrowers that have been approved by
the Lender pursuant to the budgetary approval process as outlined in
Section 5.01(d){ii} below; and
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(iv) for general working capital purposes (including the contribution to
corporate overhead expenses and general restructuring costs as provided

for herein).

(b)  None of the proceeds of the Loan may be used by the Borrowers to amortize,
repay or prepay any Indebtedness of the Borrowers for borrowed money, except as expressly
pravided herein with respect to the Textron Facility and such payments as are expressly
consented to in writing by the Lender after the date hereof.

()  No proceeds of the Loan or the Collateral will be used by the Borrowers or any
other Person (including any statutory committee appointed in the Bankruptcy Cases) to (i) object
to or contest in any manner, or raise any defenses to, the validity, extent, perfection, priority or
enforceability of the Obligations, the Liens granted to the Lender under this Agreement and the
Collateral Documents or any other rights or interests of the Lender under this Agreement and the
other Credit Documents; or (ii) assert any claims or causes of action, including any actions under
Chapter 5 of the Bankruptcy Code, against the Lender.

Section 4,13 Real Property.

(a)  Schedule 4.13-A lists the street address of each parcel of Owned Real Property.
The applicable Borrower has fee simple title to each Owned Real Property. Except for the
Owned Real Property, no Borrower now owns any interest in any real property, other than
leasehold interests and other than the REQ real property obtained from HUD or other parties and

held for sale.

(b) Schedule 4.13-B lists the strect address (where available) of each parcel of Leased
Real Property (the Leased Real Property together with the Owned Real Property, are collectively
referred to herein as the “Real Properties™), with respect to cach lease (cach a “Real Property
Lease™) in effect with respect to each Leased Real Property.

(¢)  The Borrowers have delivered to the Lender complete and accurate copies of all
Real Property Leases, including all addenda, amendments, extensions and supplements thereto
and assignments thereof. No Borrower has entered into any contract, arrangement or
understanding with any third party landlord, written or oral, that in any way alters or affects the
express terms and conditions of any Real Property Lease. Each Real Property Lease is valid and
binding on the applicable Borrower and, to the Knowledge of the Borrowers, the counterpartics
thereto, and is in full force and effect. No Borrower is in default under any Real Property Lease
and, to the Knowledge of the Borrowers, no other counterparty to any Real Property Lease is in
default thereof which, in either case could reasonably be expected to have a Material Adverse
Effect. Except as provided in the lease documents delivered to the Lender, to the Knowledge of
Borrowers, no Borrower has (i) subleased, licensed or otherwise granted any Person the right to
use or occupy any Leased Real Property or any portion thereof, or (ii) collaterally assigned or
granted any other Lien in or over any Real Property Lease or any interest therein.

(d)  The Borrowers’ use of the Real Properties for the various purposes for which they
are presently being used are permitted as of right under all applicable Laws (including zoning
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Laws) except where the failure to comply could not reasonably be expected to have a Material
Adverse Effect.

(e)  To the Knowledge of the Borrowers except where the failure to comply could not
reasonably be expected to have a Material Adverse Effect, (i} all of the Real Properties,
including buildings, fixtures and other improvements thereon, are in good operating condition
and repair, ordinary wear and tear excepted, and no Owned Real Property is in need of repair
other than as part of routine maintenance in the ordinary course of business; and (ii) all
buildings, structures, improvements and fixtures on each of the Real Properties are in compliance
in all material respects with all applicable Laws, including Occupational Safety and Health

Laws,

(H To the Knowledge of the Borrowers, except as provided in the Real Property
Leases or recorded in the real property records, and except as set forth in Schedule 4.13(f), no
Borrower has (i) leased, subleased, licensed or otherwise granted to any Person the current or
future right to use or occupy any of the Real Properties or any portion thereof; or (ii) granted to
any Person any option, right of first refusal, offer, or other contract or right to purchase, acquire,
lease, sublease, assign or dispose of any interest in any of the Real Properties.

(g2}  The Real Properties constitute all of the real property currently used by the
Borrowers in the conduct of the Business.

(h)  There does not exist any actual or, to the Knowledge of the Borrowers, overtly
threatened or contemplated condemnation or eminent domain proceeding that affects or could be
reasonably expected to affect any Real Property or any part thereof, and no Borrower has
received any written notice of the intention of any Governmental Body to undertake any such
praceeding with respect to any of the Real Properties, or any part thereof that in cither case
would reasonably be expected to have a Material Adverse Effect,

@ Except as set forth on Schedule 4.13(i), no Borrower has any ongoing dispute or
disagreement with any landlord in respect of any obligation of such Borrower or such landlord
under the terms of any Real Property Lease or under applicable Law with respect to any Leased
Real Property, other than such disputes arising from and solely related to the Bankruptcy Cases.

Section 4.14 Envirocnmental Matters.

(a) Except as set forth in Schedule 4.14, each Borrower is currently, and since
January 1, 2005 has been, in compliance in all material respects with all applicable
Environmental Laws applicable to its Business, the Property and the Property of its direct and
indirect Subsidiaries, Except as set forth in Schedule 4.14, there are no claims pursuent to any
Environmental Law pending or, to the Knowledge of the Borrowers, threatened against any
Borrower in connection with the conduct or operation of the Business or the ownership or use of
any of the Real Properties (or any of them). Except as set forth in Schedule 4.14, within the past
five years, no Borrower has received any actual or threatened order, notice or other written
communication from any Governmental Body or other Person of any actual or potential violation
or failure of any Borrower lo comply with any Environmental Law or of any actual or threatened
obligation on the part of any Borrower to undertake or bear the cost of any Environmental,

32

12191785.9




Health and Safety Liabilities with respect to any of the Real Properties or any of its other
Property.

(b)  Except as set forth in Schedule 4.14, no Borrower is currently required to
undertake any corrective or remedial obligation under any Environmental Law with respect to
the Business, any of its Property or any of the Leased Real Properties.

(c)  The Botrowers have made available to the Lender all Phase 1 and Phase 11, if any,
environmental reports, other engineering reports and any other material documents in the
Borrowers’ possession relating to any environmental or health or safety matters, relating to the
Real Properties and any of its other Property, Except as set forth on Schedule 4.14, or except to
the extent disclosed in such environmental and enpineering reports, to the Knowledge of the
Borrowers, there are no Hazardous Materials present on or in the environment at any of the Real
Properties, including any Hazardous Materials contained in barrels, aboveground or underground
storage tanks, landfills, land deposits, dumps, equipment (whether movable or fixed) or other
containers, either temporary or permanent, and deposited or located in land, water, sumps, or any
other part of any of the Real Properties, or incorperated into any structure therein or thereon,
except in material compliance with all applicable Environmental Laws.

(d)  Except as set forth on Schedule 4.14, no Borrower has conducted or knowingly
permitted any Hazardous Activity on or with respect to any of the Real Properties.

Section 4.15 Disclosure,

(8)  Neither this Agreement, any of the financial statements delivered to the Lender,
any other document, certificate or statement furnished to the Lender (with the exception of any
Projected Budget or Weekly Budget) nor any of the information delivered in writing to the
Bankruptey Court by or on behalf of the Borrowers in connection with the transactions
contemplated hereby contains any untrue statement of a material fact or omits to state a material
fact necessary in order to make the statements contained therein or herein not misleading.

(b)  Each Projected Budget (including the Initial Projected Budget) and Weekly
Budget furnished to the Lender by or on behalf of any member of the Borrowers in connection
with the transactions contemplated hereby have been prepared in good faith on the basis of
reasonable assumptions.

Section 4.16 Bank Accounts. Schedule 4.16 contains a complete and accurate
list of all bank accounts maintained by the Borrowers with any bank or other financial institution.

Section 4.17 Account Debtors. Schedule 4,17 lists the address in the
Borrowers’ records of each Person who is obligated to remit payments of any kind to any

Borrower.

Section 4,18 Insurance. All policies of insurance of any kind or nature owned
by or issued to the Borrowers, including policies of life, fire, theft, product liability, public
liability, property damage, other casualty, employee fidelity, workers’ compensation and
employee health and welfare insurance, are (a) in full force and effect; (b) to the Knowledge of
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the Borrowers, sufficient; and (¢) of a nature and provide such coverage as is customarily carried
by companies of the size and character of such Person.

Section 4,19 Labor Matters. Except as set forth on Schedule 4.19,

(a)  There are no strikes, work stoppages, slowdowns or lockouts pending or, to the
Knowledge of the Borrowers, threatened against or involving the Borrowers, other than those
which in the aggregate have no Material Adverse Effect.

(b)  There arc no arbitrations or grievances pending against or involving the
Borrowers, nor are there any arbitrations or grievances, to the Knowledge of the Borrowers,
threatened involving the Borrowers, other than those which, in the aggregate, if resolved
adversely to the Borrowers, would have no Material Adverse Effect.

(¢)  There is no organizing activity involving the Borrowers pending or, to the
Knowledge of the Borrowers, threatened by any labor union or group of employees, other than
those which in the aggregate have no Material Adverse Effect. There are no representation
proceedings pending ar, to the Knowledge of the Borrowers, threatened with the National Labor
Relations Board, and no labor organization or group of employees of the Borrowers has made a
pending demand for recognition, other than those which in the aggregate have no Material
Adverse Effect,

(d)  There are no unfair labor practices charges, grievances or complaints pending or
in process or, to the Knowledge of the Borrowers, threatened by or on behalf of any employee or
group of employees of the Borrowers, other than those which in the aggregate, if adversely
determined, would have no Material Adverse Effect,

(e There are no complaints or charges against the Borrowers pending or, to the
Knowledge of the Borrowers, threatened to be filed with any federal, state, local or foreign court,
governmental agency or arbitrator based on, arising out of, in connection with, or otherwise
relating to the employment by the Borrowers of any individual, other than those which in the
aggregate, if resolved adversely, would have no Material Adverse Effect.

63 The Borrowers are in compliance with all Laws, and all orders of any court,
Governmental Body or arbitrator, relating to the employment of labor, including all such Laws
relating to wages, hours, collective bargaining, discrimination, civil rights, and the payment of
withholding and/or social sccurity and similar taxes, except for such non-compliances that in the
aggregate have no Material Adverse Effect.

Section 4.20 Reocrpanization Matters.

(a)  The Borrowers’ bankruptcy cases jointly administered as the Bankruptcy Cases
were commenced on the Petition Date in accordance with applicable Law and proper notice
thereof and proper notice of the hearings to consider entry of the Interim DIP Financing Order
has been given and proper notice of the hearing to consider entry of the Final DIP Financing

Order will be given.
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(b)  After entry of the Interim DIP Financing Order and Final DIP Financing Order, as
applicable, the Obligations will constitute allowed administrative expense claims in the
Bankroptcy Cases having priority over all administrative expense claims and unsecured claims
against the Borrowers now existing or hereafter existing, of any kind whatsoever, to the extent
provided and as more fully set forth in the Interim DIP Financing Order and Final DIP Financing

Order,

(c)  Except as otherwise set forth herein, after the entry of the Interim DIP Financing
Order and Final DIP Financing Order, as applicable, the Obligations will be secured by valid and
perfected Liens on all of the Collateral and such Liens shall have the priorities set forth in the
Interim DIP Financing Order and Final DIP Financing Order and the other Credit Documents.

(d)  Notwithstanding any failure on the part of the Lender to perfect, maintain, protect
or enforce any Liens and security interests in the Collateral granted pursuant to this Agreement,
the Interim DIP Financing Order and Final DIP Financing Order (when entered) shall
automatically, and without further action by any Person, perfect such Liens and security interests

against the Collateral.

(¢)  The Interim DIP Financing Order and Final DIP Financing Order (with respect to
the period on and after entry of the Final DIP Financing Order), as the case may be, are in full
force and effect and have not been reversed, stayed, modified, varied or amended without the

consent of the Lender,

H After the entry of the Interim DIP Financing Order (with respect to the period
prior to entry of the Final DIP Financing Order} or the Final DIP Financing Order (with respect
to the period on and after entry of the Final DIP Financing Order), notwithstanding the
provisions of section 362 of the Bankruptey Code, upon the Maturity Date of any of the
Obligations (whether by acceleration or otherwise), the Lender shall be entitled to immediate
payment of such Obligations and to enforce the remedies provided for hereunder and under the
other Credit Documents, without further application {0 or order by the Bankruptey Court, as
more fully set forth in the Interim DIP Financing Order and Final DIP Financing Order, as

applicable,

Section 421  Investment Banking and Finder’s Fees. Except for the fee paid to
Raymond James & Associates, Inc., no Borrower has paid or agreed to pay, or reimburse any
other party with respect to, any investment banking or similar or related fee, underwriter’s fee,
finder’s fee, or broker’s fee to any Person in connection with this Agreement,

ARTICLE V

AFFIRMATIVE COVENANTS

As long as any of the Obligations or Commitments remain outstanding, the Borrowers
agrees with the Lender that:

Section 5.01 Financial Statements.

The Borrowers shall furnish, or cause to be furnished, to the Lender:
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(a}  Audited Financial Statements. As soon as available, but in any event within 75
days after the close of each fiscal year of PHH and its consolidated companies, audited
consolidated balance sheets of PHH and its consolidated companies as of the close of such fiscal
year, and audited consolidated statements of income and rctained earnings and cash flows of
PHH and its consolidated companies for such fiscal year, together with (i} copies of the reports
and certificates relating thereto of independent certified public accountants of recognized
standing selected by PHH and reasonably satisfactory to the Lender; (ii) such accountants’ letter
to management relating to such financial statements; and (iii) a report of the Chief Executive
Officer or Chief Financial Officer of PHH containing management’s discussion and analysis of
PHH and its consolidated companies’ financial condition, results of operations and affairs for

such year,

(6}  Quarterly Financial Statements, As soon as available, but in any event within
forty (40) days after the close of each of the first three fiscal quarters of PHH and its
consolidated companies, unaudited consolidated balance sheets of PHH and its consolidated
companies as of the close of each such fiscal quarter and unaudited consolidated statements of
income, retained earnings and cash flows of PHH and its consolidated companies for such
quarter and, for the second and third quarter only, for the period from the beginning of the fiscal
year to the end of each such quarter, each such balance sheet and statement of income and
retained earnings and changes in financial position to be certified by the Chief Executive Officer
and Chief Financial Officer of the Borrowers as fairly presenting in all material respects the
financial condition and results of operation of PHH and its consolidated companies; provided
that any such certificate may state that the accompanying balance sheet and statements are
subject to normal year-end footnote disclosures.

{c) Borrowers-Prepared Monthly Financial Statements. As soon as available but in
any event within ten Business Days after the close of each calendar month of each fiscal year of
the Borrowers, (a) unaudited consolidated balance sheets of the Borrowers, together with a
current report of Inventory (in form and substance reasonably acceptable to Agent), in each case,
as of the last day of such fiscal month; and (b) unaudited consolidated statements of income of
the Borrowers for such fiscal month and for the period from the beginning of the fiscal year to
the end of such fiscal month, each such balance sheet, report of Inventory and statement of
income and changes in financial position to be certified by the Chief Executive Officer and Chief
Financial Officer of the Borrowers as fairly presenting in all material respects the financial
condition and results of operation of the Borrowers; provided that any such certificate may state
that the accompanying balance sheet and statements are subject to normal quarter and year-end
adjustments and normal footnote disclosures,

(d)  Borrowers-Prepared Budgets and Reconciliations.

(i) An itemized budget for the Borrowers in form, scope and substance
satisfactory to, and approved by, the Lender in its sole discretion (the
“Projected Budget™), (A) initially for the 13-week peried immediately
following the Closing Date (the “Initial Projected Budget"), to be
delivered at least five days prior to the Closing Date; and (B) each week
thereafter, on each Thursday (or, if such day is not a Business Day, the
immediately preceding Business Day) not later than 11:00 AM.
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(Mountain Standard Time), a revised Projected Budget for the
immediately following 13-week period together with a certificate from the
Chief Financial Officer of the Borrowers explaining any variances from
the Initial Projected Budget.

(ii) On each Thursday (or, if such day is not a Business Day, the immediately
preceding Business Day) not later than 11:00 AM. (Mountain Standard
Time) afier the Closing Date, an itemized budget for the Borrowers (which
may include optional prepayments of the Loan), in the form attached
hereto as Exhibit B, and approved by, the Lender in its sole discretion for
the immediately following week (the “Weekly Budget”), specifying
therein (A) the amount of Collections requested for release to satisfy the
budgeted obligations of the Borrowers for such week; (B) the apgregate
amount of any proposed Borrowing in excess of such requested
Collections, required to satisfy the budgeted obligations of the Borrowers
for such week; and (C) a description in reasonable detail of the proposed
use of proceeds of such requested Collections and, if applicable,
Borrowing, together with a certificate from the Chief Financial Officer of
the Borrowers cxplaining any variances between the actual results from
operations from the previous week and the amounts set forth in the
previously delivered Weekly Budget.

(i) On each Thursday (or, if such day is not a Business Day, the immediately
preceding Business Day) not later than 11:00 AM. (Mountain Standard
Time) after the Closing Date, a report, in form and substance satisfactory
to the Lender in its sole discretion, delivered by the Borrowers specifying
therein, including reasonable detail, the aggregate Borrowers’ reported
aggregate new and used home retail Inventory at wholesale invoice plus
the PHH and Nationwide Homes, Inc. aggregate Accounts Receivable to
independent retailers, builders and developments, and the Borrowers’
retail (segment 03) Accounts Receivable as of the end of the prior week,
together with a certificate from the Chief Financial Officer of the
Borrowers explaining any relevant changes in the level thereof,

(iv) Within ten Business Days after each Performance Trigger Test Date, a
report, in form and substance satisfactory to the Lender in its sole
discretion, delivered by the Borrowers specifying therein, including
reasonable detail, the Borrowers’ aggregate Inventory value and aggregate
Accounts Receivable Value as of such Performance Trigger Test Date
(each, a “Performance Trigger Report™), together with a certificate from
the Chief Financial Officer of the Borrowers comparing the above-
reported amounts as a percentage of the same amounts reported as of
Oclober 29, 2010 and explaining any relevant changes in the level thereof.

All such financial statements and reports delivered pursuant to this Section 5.01 shall be
complete and correct in all material respects (subject, in the case of interim statements, to normal
year-end audit adjustments) and shall be prepared in reasonable detail and, in the case of the
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annual and quarterly financial statements provided in accordance with subsections (a) and (b)
above, in accordance with GAAP applied consistently throughout the periods reflected therein
and further accompanied by a description of, and an estimation of the effect on the financial
statements on account of, any change in the application of accounting principles.

Section 5.02 Certificates; Other Information.

The Borrowers shall furnish, or cause to be furnished, to the Lender:

(a) Officer’s Compliance Certificate. Concurrently with the delivery of the financial
statements referred to in Section 5.01(a) and Section 5.01(b) above, a certificate of a Responsible
Officer, substantially in the form of Exhibit C, stating that, to the best of such Responsible
Officer’s Knowledge and belief, (i) the financial statements fairly present in all material respects
the financial condition of the parties covered by such financial statements; (ii) during such period
the Borrowers have observed or performed in all material respects the covenants and other
agreements hereunder and under the other Credit Documents relating to them, and satisfied in all
material respects the conditions contained in this Agreement to be observed, performed or
satisfied by them; and (iti) such Responsible Officer has obtained no Knowledge of any Default
or Event of Default except as specified in such certificate.

(b)  Accountants’ Reports. Promptly upon receipt, a copy of any final (as
distinguished from a preliminary or discussion draft) “management letter” or other similar report
submitted by independent accountants or financial consultants to the Borrowers in connection
with any annual, interim or special audit or which refers in whole or in part to any inadequacy,
defect, problem, qualification or other lack of fully satisfactory accounting controls utilized by

the Borrowers.

(c) Bankruptcy Court Matters.  Promptly, copies of all pleadings, motions,
applications and other documents filed by the Borrowers with the Bankruptcy Court or
distributed by the Borrowers to the office of the United States Trustee or to any Statutory

Committee,

(d)  Other Information. Promptly, such additional financial and other information as
the Lender may from time to time reasonably request.

Section 5.03 Notices.
The Borrowers shall give notice to the Lender of:

(a) Defaults. Immediately (and in any event within two days) afler any applicable
officer has Knowledge of the occurrence of any Default or Event of Default.

(b)  Contractual Qbligations. Promptly (and in any event within five days) after any
applicable officer has Knowledge of the occurrence of any default or event of default under any
Contractual Obligation of the Borrowers which would reasonably be expected to have & Material

Adverse Effect,
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(c)  Legal Proceedings. Promptly (and in any event within five days) after any
applicable officer has Knowledge of any litigation, or any investigation or proceeding (including
any environmental proceeding), or any material development in respect thereof, affecting the
Borrowers which, if adversely determined, could result in liability in excess of $250,000,

(d)  ERISA. Promptly (and in any event within ten days) after any applicable officer
has Knowledge or has reason to know of (i) any event or condition, including, but not limited to,
any Reportable Event, that constitutes, or might reasonably lead to, an ERISA Event; (ii) with
respect to any Multiemployer Plan, the receipt of notice as prescribed in ERISA or otherwise of
any withdrawal liability assessed against any of their ERISA Affiliates, or of a determination that
any Multiemployer Plan is in reorganization or insolvent (bath within the meaning of Title IV of
ERISA); (iii) the failure to make full payment on or before the due date {including extensions)
thereof of all amounts which the Borrowers or any ERISA Affiliate are required to contribute to
each Plan pursuant to its terms and as required to meet the minimum funding standard set forth
in ERISA and the Internal Revenue Code; or (iv) any change in the funding status of any Plan
that reasonably could be expected to have a Material Adverse Effect; together with a deseription
of any such event or condition or a copy of any such notice and a statement by the Chief
Financial Officer of the Borrowers briefly setting forth the details regarding such event,
condition, or notice, and the action, if any, which has been or is being taken or is proposed to be
taken by the Borrowers with respect thereto. Promptly upon request, the Borrowers shall furnish
the Lender with such additional information concerning any Plan as may be reasonably
requested, including, but not limited to, copies of each annual report/return (Form 5500 series),
as well as all schedules and attachments thereto required to be filed with the Department of
Labor and/or the Internal Revenue Service pursuant to ERISA and the Internal Revenue Code,
respectively, for each “plan year” (within the meaning of section 3(39) of ERISA),

(¢)  Other. Promptly (and in any event within five days), any other development or
event of which any applicable officer has Knowledge and determines could reasonably be
expected to have a Material Adverse Effect.

Each notice pursuant to this subsection shall be accompanied by a statement of a
Responsible Officer setting forth details of the occurrence referred to therein and stating what
action the Borrowers propose to take with respect thereto.

Section 5.04  Payment of Obligations. Subject to the DIP Financing Orders and
to the Lender funding the Loan as required under this Agreement, the Borrowers shall pay,
discharge or otherwise satisfy, at or before maturity or before they become delinquent (subject,
where applicable, to specified grace periods), as the case may be, all postpetition obligations of
the Borrowers of whatever nature and any additional costs that are imposed as a result of any
failure to so pay, discharge or otherwise satisfy such obligations, except when the amount or
validity of such obligations and costs is currently being contested in good faith by appropriate
proceedings and reserves, if applicable, in conformity with GAAP with respect thereto have been
provided on the books of the Borrowers, as the case may be,

Section 5.05 Conduct of Business and Maintenance of Existence. Subject to the

DIP Financing Orders, the Borrowers shall (a) continue to engage, in Business of the same
general type as conducied on the Closing Date by the Borrowers and similar or related
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businesses; (b) preserve, renew and keep in full force and effect its corporate or other legal
existence except as otherwise permitted by this Agreement; (c) take all reasonable action to
maintain all rights, privileges, licenses and franchises necessary or desirable in the normal
conduct of their Business except to the extent that failure to comply therewith would net, in the
aggregate, have a Material Adverse Effect and (d) comply with all post-petition Contractual
Obligations, its certificate of incorporation or by-laws (or other organizational or governing
documents) and all Laws applicable to it except to the extent that failure to comply therewith
would not, in the aggregate, have a Material Adverse Effect.

Section 5.06 Maintenance of Property; Insurance.

(8)  The Borrowers shall keep all of their material Property useful and necessary in
their Business in reasonably good working order and condition (ordinary wear and tear excepted)
except to the extent that failure to comply therewith would not, in the aggregate, have a Material
Adverse Effect.

()  The Borrowers agree to maintain, at the levels and of the types set forth in
Schedule 5.06, insurance policies then in effect or, with respect relevant workers’ compensation
laws, at the level required to comply with and maintain coverages required by relevant workers’
compensation faws, provided, the Borrowers may continue to self insure or receive insurance
through a state fund where they currently do so or place Excess Employers Indemnity Insurance
in the State of Texas in lieu of a Workers’ Compensation Policy. The Borrowers shall assure
that the insurance policies required by this Section shall continue to be carried by insurance
companies with a general policyholder service rating of not less than “B++" as rated in the most
recent available Best’s Insurance Report. In the event that any such insurance company which
provides a Borrower an insurance policy or policies required by this Section is no longer
financially responsible and capable of fulfilling the requirements of such policies in the
reasonable opinion of the Lender, such Borrower shall use commercially reasonable efforts to
replace such insurance company within 30 days of receipt of a written request of the Lender;
provided, however, that the amount of coverage required pursnant to this Section may be reduced
or eliminated, with the written consent of the Lender, if an insurance consuitant or insurance
broker retained by any Borrower provides a written recommendation that, based upon its
evaluation of the such Borrower’s maximum foreseeable loss in the event of a major
conflagration, windstorm, explosion, riot, flood, or similar event, a specified lesser amount is
believed to be reasonable given the nature of the risks insured.

()  With the exception of the Workers’ Compensation and Texas Excess Employers
Indemnity Insurance policies, all such policies shall name the applicable Borrower and the
Lender as insured parties, beneficiaries or loss payees as their interests may appear. Each policy
shall be in such form and contain such provisions as are generally considered standard for the
type of insurance involved and except for any workers’ compensation policy, shall contain a
provision to the effect that the insurer shall not cancel or substantially modify the policy
provisions without first giving thirty day advance written notice thereof to the applicable
Borrower and the Lender (except for non-payment of premium),

(d)  The Borrowers will give prompt written notice to the Lender of any loss or claim
in excess of $20,000 (regardless of whether it is covered by insurance), and the Lender may
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make proof of loss if not made promptly by the applicable Borrower. Each insurance company
is hereby authorized and directed to make payment for such loss directly to the Lender instead of
to the applicable Borrower or to the applicable Borrower and the Lender jointly. Insurance
proceeds or any part thereof may be applied by the Lender, at its option, either to the reduction or
payment of the Obligations (without the premiums set forth in Section 2.06(c)} or to the repair,
rebuilding and restoration of the Property lost, damaged or destroyed, but the Lender shall not be
obligated to ensure the proper application of any amount paid over to the applicable Borrower.

Section 5.07 Inspection of Property; Books and Records: Discussions.

(a) Each Borrower shall keep proper books of records and account in which full, true
and correct entries in conformity with GAAP and all applicable Laws shall be made of all
dealings and transactions in relation to its businesses and activities;

(b)  Each Borrower shall permit, during regular business hours and upon reasonable
notice by the Lender, the Lender, and its representatives, to visit and inspect any of its properties
and examine and make abstracts (including photocopies) from any of its books and records;

(c) Each Borrower shall permit the Lender to discuss the business, operations,
properties and financial and other condition of such Borrower (and, to the extent applicable, the
other Borrowers) with officers and employees of such Borrower and such Borrower's
independent certified public accountants (which shall be attended by a Responsible Officer if
required by such independent certified public accountants); and

(d) Each Borrower shall permit the Lender and its representatives to conduct audits
from time to time of the Inventory and receivables of such Borrower, subject to Section 9.05(a),
at the expense of such Borrower.,

Section 5.08 Environmental Laws.

(a) Each Borrower shall comply in all material respects with, and take reasonable actions
to ensure compliance in all material respects by all tenants and subtenants, if any, with, all
applicable Environmental Laws and obtain and comply in all material respects with and
maintain, and take reasonable actions to ensure that all tenants and subtenants obtain and comply
in all material respects with and maintain, any and all licenses, approvals, notifications,
registrations or Permits required by applicable Environmental Laws; and

(b) Each Borrower shall conduct and complete all investigations, studies, sampling and
testing, and all remedial, removal and other actions required under Environmental Laws and
promptly comply in all material respects with all lawful orders and directives of all
Governmental Bodies regarding Environmental Laws except to the extent that the same are being
contested in good faith by appropriate proceedings and the failure to do or the pendency of such
proceedings would not reasonably be expected to have a Material Adverse Effect.

Section 5.09 Application_of Proceeds. The Borrowers shall use the proceeds of
the Loan as provided in Section 4.12.
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Section 5.10 Compliance with Budgets, As of the end ol each week, the
aggregate amount of actual disbursements for operating expenses (specifically excluding
disbursements for bankruptcy costs and adequate protection costs) by the Borrowers during the
applicable week shall not exceed the budgeted amounts for such week (as set forth in the related
Weekly Budget) by more than 10% on a weekly cumulative measured basis.

Section 5.11 Compliance with Laws, Etc. Governmental Authorities shall
comply, in all material respects with all Laws, licenses and franchises, including all Permits.

Section 5.12 Payment of Taxes, Etc, Each Borrower shall pay and discharge,
and provide Lender with proof of payment thereof, before the same shall become delinquent, all
lawful governmental claims, taxes, assessments, charges and levies, except where contested in
good faith by proper proceedings, if adequate reserves therefor have been established on the
books of the Borrowers in conformity with GAAP.

Section 5.13 Collateral Documents. Each Borrower, at its sole cost and
expense, shall take all actions necessary or reasonably requested by the Lender to maintain each
Coliatera]l Document in full force and effect and enforceable in accordance with its terms,
including (a) making filings and recordations, (b) making payments of fees and other charges,
(c) issuing, and if necessary, filing or recording supplemental documentation, including
continuation statements, (d) discharging all claims or other Liens (other than Permitted Liens and
Senior Liens) adversely affecting the rights of the Lender in the Collateral, and (e) publishing or

otherwise delivering notice to third parties.

Section 5.14 Accounts. On the Closing Date, each Borrower shall provide
notice to all applicable parties (other than taxing authorities) of the revocation of all ACH debit
access from any account of such Borrower; it being understood that remittance of taxes be
allowed from accounts. From and afler the Closing Date, each Borrower shall cause all
Collections to be deposited in the Control Account pursuant to Section 2.16. Each Borrower
hereby authorizes the Lender to collect all payments, checks, drafts and other instruments
received by any Borrower and to withdraw and hold in reserve or release to the Borrowers funds
from time to time credited to the Control Account in accordance with Section 2.02 or Section
2.03, as applicable. Other than as permitted pursuant to an approved Weekly Budget, no
Borrower shall make any withdrawal from any account set forth on Schedule 4.16, or direct any
funds to be sent from any account set forth on Schedule 4.16 (other than the Control Account) to

any Person other than the Control Account.

Section 5.15 Bankruptcy Cases. The Borrowers will use their best efforts to
obtain the approval of the Bankruptcy Court of this Agreement and the other Credit Documents.
The Borrowers shall immediately provide to the Lender copies of all Material Pleadings, notices,
orders, agreements, and all other documents served, filed or entered, as the case may be, in
connection with, or in relation to, the Bankruptecy Cases, including any documents provided by
or to the U,S, Trustee or any Statutory Committee.
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ARTICLE VI

NEGATIVE COVENANTS

As long as any of the Obligations or Commitments remain outstanding, each of
Borrowers hereby agrees with the Lender that:

Section 6,01 Indebtedness. No Borrower shall contract, create, incur, assume or
permit to exist, any Indebtedness, except (a) Indebtedness arising or existing under this
Agreement and the other Credit Documents, and (b) Indebtedness existing on the Petition Date
and set forth on Schedule 6.01.

Section 6.02 Liens. No Borrower shall contract, create, incur, assume or permit
to exist, any Lien with respect to any of its property or assets of any kind (whether real or
personal, tangible or intangible), whether now owned or hereafter acquired, except for Permitted
Liens and Senior Liens,

Section 6.03 No_Further Negative Pledges. Except with respect to prohibitions
against other encumbrances on specific Property encumbered to secure payment of particular
Indebtedness (which Indebtedness relates solely to such specific Property, and improvements and
accretions thereto, and is otherwise permitted hereby), no Borrower shall enter into, assume or
become subject to any agreement prohibiting or otherwise restricting the creation or assumption
of any Lien upon its properties or assets, whether now owned or hereafter acquired, or requiring
the grant of any security for such obligation if security is given for some other obligation.

Section 6.04 Consolidation, Merger, Asset Sale, etc. Except as contemplated by
the sale of the Borrowers or substantially all of their Property in a sale pursuant to section 363 of

the Bankruptcy Code:

(8) No Borrower shall enter into, or cause or permit any of its direct or indirect
Subsidiaries to enter into, a transaction of merger or consolidation (including the sale of any
Equity Interests or substantially all of the assets of such Borrower or Subsidiary), liquidation,
winding-up or dissolution, whether voluntarily or involuntarily (or suffer to permit any such
liquidation or dissolution), other than in as permitted under this Agreement; and

(b)  No Borrower shall, without the prior written consent of the Lender (which shall
not be unreasonably withheld or delayed) consummate any Asset Sale; provided that any Asset
Sale to which the Lender consents shall provide that at least 75% of the consideration in
connection therewith shall be cash (and such payment shall be contemporaneous with
consummation of such Asset Sale).
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Section 6.05 Sale Leasebacks. Except as sel forth in Schedule 6.05, no
Borrower shall directly or indirectly, become or remain liable as lessee or as guarantor or other
surety with respect to any lease, whether an Operating Lease or a Capital Lease, of any Property,
whether now owned or hereafter acquired, (8) which such Person has sold or transferred or is to
sell or transfer to any other Person other than the Borrowers; or (b) which such Person intends to
use for substantially the same purpose as any other Property which has been sold or is to be sold
or transferred by such Person to any other Person in connection with such lease.

Section 6.06 Acquisitions, No Borrower shall make any Acquisition.

Section 6.07 Investments. No Borrower shall make any Investment in any
Person except for Permitted Investments.

Section 6.08 Restricted Payments, No Borrower shall make nor permit any
Restricted Payments, except for transfers, including capital contributions, from a Borrower to
another Borrower.

Section 6.09 No Transfers to Affiliates. Except as set forth in Schedule 6.09, no
assets of any Borrower may be transferred to any Affiliate of the Borrowers absent the consent of
the Lender, except for transfers permitted pursuant Section 6.08,

Section 6,10 Limitations on Transactions with Affilistes. No Borrower shall
enter into or permit to exist any transaction or series of transactions with any officer, director or
Affiliate of such Person other than (a) intercompany transactions expressly permitted by Section
6.08; (b) normal compensation and reimbursement of expenses of officers and directors
(including any retention arrangements approved by the Lender); and (c) except as otherwise
specifically limited in this Agreement, other transactions which are entered into in the ordinary
course of such Person’s business on terms and conditions substantially as favorable 1o such
Person as would be obtainable by it in a comparable arm’s length transaction with a Person other

than an officer, director or Affiliate,

Section 6.11 Payment of Other Indebiedness,

(a)  No Borrower shall pay any Indebtedness arising prior to the Petition Date except
as permitted by this Agreement and as approved by the Bankruptcy Court.

()  No Borrower shall voluntarily prepay any Indebtedness other than in the ordinary
course of business and provided that no Event of Default has occurred and is continuing, except
the Obligations in accordance with the terms of this Agreement.
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Section 6,12 Modification of Contraciual Obligations, No Borrower shall alter,
amend, modify, rescind, terminate or waive any of its rights or obligations under, or fail to
comply in all material respects with, any of its material Conliractual Obligations; provided,
however, that in the event of any breach or event of default by a Person other than the Borrowers,
the Borrowers shall promptly notify the Lender of any such breach or event of default and take
all such action as may be reasonably necessary in order to avoid having such breach or event of

default have a Material Adverse Effect,

Section 6.13 Bankruptcy Matters. Except as expressly permitted by this
Agreement, no Borrower shall incur, create, assume, suffer or permit to exist, or apply to the
Bankrupicy Court for authority to incur, create, assume, suffer or permit to exist, any claim or
Lien against the Borrowers or the Collateral to be pari passu with or senior to the claims and
Liens of the Lender against the Borrowers and the Collateral,

Section 6.14 No Material Pleadings. No Borrower shal! file, nor shall it consent
to the filing by any other Person of, any Material Fleading in the Bankruptcy Cases without the
prior written consent of the Lender.

Section 6.15 Fiscal Year. No Borrower shall change its fiscal year from its
current fiscal year end.

Section 6,16 Accounting Changes. No Borrower shall make any change in
accounting treatment and reporting practices or tax reporting treatment, except as required by
GAAP or applicable Law and disclosed to the Lender.

ARTICLE V11
EVENTS OF DEFAULT
Section 7.01 Events of Default.

An Event of Default shall exist upon the occurrence of any of the following specified
events (cach an “Event of Default’):

(a)  Payment. Any Borrower shall:
{ default in payment when due of any principal or interest of the Loan; or

(i) default, and such default shall continue for three or more Business Days,
in payment when due of any fees or other amounts owing under this
Agreement or any other Credit Documents or otherwise in connection
herewith or therewith; or

(b)  Representations. Any representation, warranty or statement made or deemed to
be made herein, in any of the other Credit Documents, or in any statement or certificate delivered
or required to be delivered pursuant hereto or thercto shali prove untrue in any material respect
on the date as of which it was made or deemed to have been made {other than those which are
untrue solely as & result of changes permitted by this Agreement); or

45

12191789.9




(c) Covenants. Any Borrower shall;

(® Default in the due performance or observance of any term, covenant or
agreement contained in ARTICLE V or ARTICLE VI; or

(ii) Default in the due performance or observance by it of any term, covenant
or agreement (other than those referred to in subsections (a), (b) or (c)(i)
of this Section 7.01) contained in this Agreement and such default shall
continue unremedied for a period of at least 30 days after the earlier of a
Responsible Officer becoming aware of such default or notice thereof by
the Lender; or

(d  Other Credit Documents. (i) Any Borrower shall default in the due performance
ar observance of any material term, covenant or agreement in any of the other Credit Documents
(subject to applicable grace or cure periods, if any), or (ii} any Credit Document shall fail to be
(or any Borrower shall claim or allege in writing that any Credit Document is not) in full force
and effect or to give the Lender any material part of the Liens, rights, powers and privileges
purported to be created thereby; or

(e) Defaults under Other Apgreements, With respect to any Indebtedness arising after
the Petition Date (other than Indebtedness outstanding under this Agreement) of any Borrower,
(i) the occurrence of any default after the Petition Date in any payment (beyond the applicable
grace period with respect thereto, if any) with respect to any such Indebtedness; (ii) the
occurrence after the Petition Date and continuation of a default in the observance or performance
relating to such Indebtedness or contained in any instrument or agreement evidencing, securing
or relating thereto, or any other event or condition shall occur or condition exist, the effect of
which default or ather event or condition is to cause, or permit, the holder or haolders of such
Indebtedness (or trustee or agent on behalf of such holders) to cause (determined without regard
to whether any notice or lapse of time is required), any such Indebtedness to become due prior to
its stated maturity; or (iii) any such Indebtedness shall be declared due and payable, or required
to be prepaid other than by & regularly scheduled required prepayment, prior to the stated
maturity thereof; or

H Judgments. Any Borrower shall fail within 30 days of the date due and payable to
pay, bond or otherwise discharge any judgment, settlement or order for the payment of money
relating o claims arising after the Petition Date which judgment, settlement or order, when
agprepated with all other such judgments, settlements or orders due and unpaid at such time, is
not covered by insurance and exceeds $500,000, and which is not stayed on appeal (or for which
no motion for stay is pending) or is not otherwise being executed; or

(g) ERISA. Any of the following events or conditions, if such event or condition
could reasonably be expected to have a Material Adverse Effect: (i) any “accumulated funding
deficiency,” as such term is defined in section 302 of ERISA and section 412 of the Internal
Revenue Code, whether or not waived, shall exist with respect to any Plan, or any Lien shall
arise on the assets of the Borrowers or any ERISA Affiliate in favor of the PBGC or a Plan; (ii)
an ERISA Event shall occur with respect to a Single Employer Plan, which is, in the reasonable
opinion of the Lender, likely to result in the termination of such Plan for purposes of Title IV of
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ERISA; (iii) an ERISA Event shall occur with respect to a Multiemployer Plan or Multiple
Employer Plan, which is, in the reasonable opinion of the Lender, likely to result in (A) the
termination of such Plan for purposes of Title IV of ERISA, or (B) the Barrowers or any ERISA
Affiliate incurring any liability in connection with & withdrawal from, reorganization of (within
the meaning of section 4241 of ERISA), or insolvency of {within the meaning of section 4245 of
ERISA) such Plan; or (iv) any prohibited transaction {within the meaning of section 406 of
ERISA or section 4975 of the Internal Revenue Code) or breach of fiduciary responsibility shall
occur which may subject the Borrowers or any ERISA Affiliate to any liability under sections
406, 409, 502(i), or 502(1) of ERISA or section 4975 of the Internal Revenue Code, or under any
agreement or other instrument pursuant to which the Borrowers or any ERISA Affiliate has
agreed or is required to indemnify any Person against any such liability; or

(h)  Ownership, There shall occur a Change of Control; or

(D) Failure to File Sale Motion. Unless otherwise agreed by Lender, (A) failure by
any Borrower 1o have filed with the Bankruptcy Court by the date which is three Business Days
after the date of this Agreement a motion for authority to sell substantially all of the assets of the
Borrowers pursuant to section 363 of the Bankruptey Code (the “Sale Motion™) on terms and
conditions acceptable to the Lender; (B) the entry of any order of the Bankruptcy Court
approving a Sale Motion on terms which are not acceptable to the Lender; or (C) failure of the
sale pursuant to such Sale Motion to have been closed on terms acceptable to the Lender by the
earlier of the date which is 60 days after the Bankruptcy Court’s entry of the Bid Procedures
Order or 135 days after the Petition Date; or

)] Prepayment of Other Indebtedness. After the Petition Date, any Borrower shall
pay any Indebtedness arising before the Petition Date other than (i) pursuant to the Critical
Vendor Motion and any order thereon; and (ii) in accordance with the terms hereof as permitied
by orders of the Bankruptcy Court reasonably satisfactory in form and substence to the Lender;

or

(k)  Bankruptcy Cases. The Bankruptey Cases shall be dismissed or converted to onc
or more cases under chapter 7 of the Bankruptey Code; a trustee under chapter 7 or chapter 11 of
the Bankruptcy Cade shall be appointed in the Bankruptcy Cases, unless the appointment of such
trustee is sought by the Lender; or the Borrowers shall file or support any application for the
approval of, or there shall arise, any other claim which is an administrative expense claim having
priotity over any or all administrative expenses of the kind specified in sections 503(b) or 507(b)

of the Bankruptcy Code; or

M Relief to Lien Holders. The Bankruptcy Court shall enter an order granting relief
from the aulomatic stay applicable under section 362 of the Bankruptcy Code permitting
foreclosure on any asset of the Borrowers; or

(m)  First Day Orders. The Borrowers shall fail to obtain all First Day Orders of the
Bankruptey Court within threc Business Days afier execution of this Agreement; or

(n)  DIP Financing Orders. The Bankruptcy Court shall enter an order amending,
supplementing, staying for a period in excess of five days, vacating or otherwise modifying the
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Interim DIP Financing Order or the Final DIP Financing Order which is not consented to by the
Lender; or

(0) DIP Financing Final Order. The Final DIP Financing Order, in a form
satisfactory to the Lender and containing the provisions outlined in Section 3.01(e} and the form
of order attached as Exhibit E, shall not have been entered by the Banlruptcy Court on or before
the expiration of the Interim Period.

Section 7.02  Acceleration; Remedies. Upon the occurrence and during the
continuation of an Event of Default, without further order of, application to, or action by the
Bankruptcy Court, the Lender (a) may, by written notice to the Borrowers declare that all or any
portion of the Commitments be terminated, whereupon the obligation of the Lender to fund any
future Borrowing shall immediately terminate; and/or (b) may, by written notice to the
Borrowers declare the Loan, all interest thereon and all other amounts and Obligations payable
under this Agreement to be forthwith due and payable, whereupon the Loan, all such interest,
and all such amounts and Obligations shall become and be forthwith due and payable, without
presentment, demand, protest or other notice of any kind, all of which are hereby waived by the
Borrowers, In addition, subject solely to any requirement of the giving of notice by the terms of
the Interim DIP Financing Order or the Final DIP Financing Order, the automatic stay provided
in section 362 of the Bankruptcy Code shall be automatically vacated without further action or
order of the Bankruptcy Court, and the Lender shall be entitled to exercise all of its rights and
remedies under the Credit Documents and applicable Law, including all rights and remedies with
respect to the Coliateral.

ARTICLE VIII
ADDITIONAL SECURITY

Section 8.01 Priority and Liens.

(a)  As to all Real Propertics, the Borrowers hereby assign and convey as security,
grant a security interest in, hypothecate, mortgage, pledge and set over unto the Lender all of the
right, title and interest of the Borrowers in all Owned Real Property and in all Real Property
Leases, together in each case with all of the right, title and interest of the Borrowers in and to all
buildings, improvements, and fixtures related thereto, any lease or sublease thereof, al! general
intangibles relating thereto and all proceeds thereof, such assignment, conveyance and security
interest to have the priorities set forth in Section 2.13 above. Nothing herein to the contrary shall
restrict the Lender, on or after the date hereof, from filing a first deed of trust, leasehold deed of
trust, first mortgage or comparable security document with respect to any of the Owned Real
Property and Leased Real Property to the extent not included in the Initially Secured Owned

Real Properties.

()  The Borrowers acknowledge that, pursuant to the DIP Financing Orders, the
Liens in favor of the Lender in all of such Owned Real Property and Real Property Leases, and
all of the other Collateral, shall be perfected without the taking of any further action, including
any recordation of any instruments of mortgage or assignment, or the recording or filing of any
financing statements, notices of Lien or other similar instruments.
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ARTICLE IX
MISCELLANEQUS

Section 9.01 Notices.

Any notice or other communication required or permitted hereunder shall be in writing
and shall be deemed to have been duly given (a) on the day of delivery if delivered in person;
(b) on the day of delivery if delivered by facsimile upon confirmation of receipt (provided that if
delivery is completed after the close of business, then the next Business Day); (c) on the first
Business Day following the date of dispatch if delivered using a next-day service by a nationally
recognized express courier service; or (d) on the earlier of confirmed receipt or the fifih Business
Day following the date of mailing if delivered by registered or certified mail, return receipt
requested, postage prepaid. All notices hereunder shall be delivered as set forth below, or
pursuant to such other instructions as may be designated by notice given in accordance with this
Section 9.01 by the party to receive such notice:

if to the Borrowers:

c/o Palm Harbor Homes, Inc.

15303 Dallas Parkway, Suite 800

Addison, Texas 75001-4600

Attention: Larry H. Keener, Chairman, President & CEO
Facsimile: (972) 764-9020

with a copy (which does not constitute notice) to:

Locke Lord Bissell & Liddell LLP
2200 Ross Avenue, Suite 2200
Dallas, Texas 75201

Attention: Gina Betts

Facsimile: (214) 756-8515

If to the Lender:
Fleetwood Homes, Inc.
¢/o Cavco Industries, Inc.
1001 North Central Avenue, Suite 800
Phocnix, Arizona 85004-1935
Altention: James P. Glew, General Counsel
Facsimile: (602} 256-6189

and:

Robert F. Jordan

Third Avenue Management, LLC
622 Third Avenue

32™ Floor
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New York, NY 10017
Facsimile: (212) 735-0003

with a copy (which does not constitute notice) to:

Garth D, Stevens, Esq.
Snell & Wilmer L.L.P,
One Arizona Center

400 East Van Buren
Phoenix, Arizona 85018
Facsimile: (602) 382-6070

Section 9.02 Right of Set-Off. In addition to any rights now or hereafter
granted under applicable Law or otherwise, and not by way of limitation of any such rights, upon
the occurrence of an Event of Default, the Lender is avthorized at any time and from time to
time, without preseniment, demand, protest or other notice of any kind (all of which rights being
hereby expressly waived), to set-off and to appropriate and apply any and all deposits (general or
special) and any other indebtedness at any time held or owing by the Lender to or for the credit
or the account of the Borrowers against obligations and liabilities of such Person to the Lender
hereunder, under the Note, the other Credit Documents or otherwise, irrespective of whether the
Lender shall have made any demand hereunder and although such obligations, liabilities or
claims, or any of them, may be contingent or unmatured, and any such set-off shall be deemed to
have been made immediately upon the occurrence of an Event of Default even though such
charge is made or entered on the books of the Lender subsequent thereto. Any Person
purchasing a participation in the Loan and Commitments hereunder pursuant to Section 9.03(c)
may exercise all rights of set-off with respect to its participation interest as fully as if such
Person were the Lender hereunder.

Section 9.03 Benefit of Agreement,

(a) Generally. This Agreement shall be binding upon and inure to the benefit of and
be enforceable by the respective successors and assigns of the parties hereto; provided that,
except as expressly provided herein, the Borrowers may not assign or transfer any of their
interests without prior written consent of the Lender; provided, further, that the rights of the
Lender to transfer, assign or grant participations in its rights and/or obligations hereunder shall
be limited as set forth in this Section 9.03, provided however that nothing herein shall prevent or
prohibit the Lender from (i) pledging its Loan hereunder to a Federal Reserve Bank in support of
borrowings made by the Lender from such Federal Reserve Bank; or (ii) granting assignments or
selling participations in the Lender’s Loan and/or Commitments hereunder to its parent company
and/or to any Affiliate or Subsidiary of the Lender.

(b)  Assignments. The Lender may assign all or a portion of its rights and obligations
hereunder (including its Obligations and Commitments) to any other Person. The assigning
Lender will give prompt notice to the Borrowers of any such assignment. Upon the effectiveness
of any such assignment, the assignee shall become & “Lender” for all purposes of this Agreement
and the other Credit Documents and, to the extent of such assignment, the assigning Lender shall
be relieved of its obligations hereunder to the extent of the Loan and Commitments components
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being assigned. Each of the Borrowers agrees that upon notice of any such assignment and
surrender of the Note, it will promptly provide to the assigning Lender and to the assignee
separate promissory notes in the amount of their respective interests substantially in the form of

the original Note.

(c)  Participations. The Lender may sell, transfer, grant or assign participations in all
or a portion of the Lender’s rights, obligations or rights and obligations hereunder (including all
or a portion of its Commitments or its Loan); provided that (i} the Lender shall remain a
“Lender” for all purposes under this Agreement (the Lender’s obligations under the Credit
Documentis remaining unchanged) and the participant shall not constitute a Lender hereunder;
(ii) no such participant shall have, or be granted, rights to approve any amendment or waiver
relating to this Agreement or the other Credit Documents except to the extent any such
amendment or waiver would (A) reduce the principal of or rate of interest on or fees in respect of
the Loan in which the participant is participating or (B) postpone the date fixed for any payment
of principal (including extension of the Maturity Date or the date of any mandatory prepayment),
interest or fees in which the participant is participating; and (iii) sub-participations by the
participant (except to an affiliate, parent company or affiliate of a parent company of the
participant) shall be prohibited. In the case of any such participation, the participant shall not
have any rights under this Agreement or the other Credit Documents (the participant’s rights
against the Lender in respect of such participation to be those set forth in the participation
agreement with the Lender creating such participation) and all amounts payable by the
Borrowers hereunder shall be determined as if the Lender had not sold such participation.

Section 9.04 No Waiver; Remedies Cumulative. No failure or delay on the part
of the Lender in exercising any right, power or privilege hereunder or under any other Credit
Document and no course of dealing between the Lender and the Borrowers shall operate as a
waiver thereof; nor shall any single or partial exercise of any right, power or privilege hereunder
or under any other Credit Document preclude any other or further exercise thereof or the exercise
of any other right, power or privilege hereunder or thereunder. The rights and remedies provided
herein are cumulative and not exclusive of any rights or remedies which the Lender would
otherwise have. No notice to or demand on the Borrowers in any case shall entitle the Borrowers
to any other or further notice or demand in similar or other circumstances or constitute a waiver
of the rights of the Lender to any other or further action in any circumslances without notice or

demand.

Section 9.05 Payment of Expenses; Indemnification.

(a) Each of the Borrowers agrees, jointly and severally, to: (i} pay all reasonable out-
of-pocket costs and expenses of the Lender in connection with (A) the conduct of due diligence
including the costs of the Lender for obtaining surveys, environmental assessments and title
searches; (B) the negotiation, preparation, execution and delivery and administration of this
Agreement and the other Credit Documents and the documents and instruments referred to
therein (including the reasonable fees and expenses of counsel of the Lender), up to a maximum
of $350,000 in the aggregate; provided that such limitation shall not include any amounts paid or
payable by Borrowers in respect of required title insurance policies; (C) any amendment, waiver
or consent relating hereto and therelo including, but not limited to, any such amendments,
waivers or consents resulting from or related to any work-out, renegotiation or restructure
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relating to the performance by the Borrowers under this Agreement; and (D) enforcement of the
Credit Documents and the documents and instruments referred to therein (including in
connection with any such enforcement, the reasonable fees and disbursements of counsel for the
Lender); (ii) permit the Lender to perform monthly Inventory and Accounts Reccivable field
audits at the Borrowers’ expense; provided that the Lender shall not be precluded by application
of this clause from conducting additional audits at its own expense; and (iii) pay and hold the
Lender harmiess from and against any and all present and future stamp and other similar taxes
with respect to the foregoing matters and save the Lender harmless from and against any and all
liabilities with respect to or resulting from any delay or omission (other than to the extent
attributable to the Lender) to pay such taxes,

(b)  Each of the Borrowers, jointly and severally, shall indemnify the Lender and its
officers, directors, employees, representatives and agents from and hold each of them harmless
against any and all losses, liabilities, claims, damages or expenses incurred by any of them as a
result of, or arising out of, or in any way related to, or by reason of (A) any investigation,
litigation or other proceeding (whether or not the Lender is a party thereto) related to the entering
into and/or performance of any Credit Document, including the management and application of
funds deposited in the Control Account or the use of proceeds of the Loan or the consummation
of any other transactions contemplated in any Credit Document, including the reasonable fees
and disbursements of counsel incurred in connection with any such investigation, litigation or
other proceeding; or (B) the presence or Release of any Hazardous Materials at, under or from
any Property owned, operated or leased by the Borrowers or any of its Subsidiaries, or the failure
by the Borrowers or any of its Subsidiaries to comply with any Environmental Law (but
exclnding, in the case of either of clause {(A) or (B) above, any such losses, liabilities, claims,
damages or expenses to the extent incurred by reason of gross negligence or willful misconduct
on the part of the Person to be indemnified).

Section 9.06 Amendments, Waivers and Consents. No amendment or waiver of
any provision of this Agreement nor consent to any departure by the Borrowers therefrom shall
in any event be effective unless the same shall be in writing and signed by the Lender, and then
any such waiver or consent shall be cffective only in the specific instance and for the specific

purpose for which given.

Section 9.07 Survival. All indemnities set forth herein shall survive the
execution and delivery of this Agreement, the making of the Loan, the repayment of the Loan
and other obligations under the Credit Documents and the termination of the Commitments
hereunder, and all representations and warranties made by the Borrowers herein shall survive
delivery of the Note and the making of the L.oan hereunder.

Section 9.08 Waiver, Each party hereto may (a) extend the time for the
performance of any of the obligations or other acts of the other party hereto; (b) waive any
inaccuracies in the representations and warranties of the other party contained herein or in any
document delivered pursuant hereto; (¢) waive compliance with any of the agreements of the
other party contained herein; or (d) waive satisfaction of any condition to its obligations
hereunder. Any such exiension or waiver shall be valid only if set forth in an instrument in
writing signed by the party to be bound thereby. No delay on the part of any party in exercising
any right, power or privilege hereunder shall operate as a waiver thereof, nor shall any waiver on
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the part of any party of any such right, power or privilege, nor any single or partial exercise of
any such right, power or privilege, preclude any further exercise thereof or the exercise of any
other such right, power or privilege. All remedies, rights, undertakings, obligations, and
agreements contained herein shall be cumulative and not mutually exclusive,

Section 9.09 Governing Law. This Agreement and all claims with respect
thereto shall be governed by and construed in accordance with the federal bankruptcy law, to the
extent applicable, and, where state law is implicated, the laws of the State of Delaware without
regard to any conflict of laws rules thereof that might indicate the application of the laws of any

other jurisdiction.

Section 9.10  Consent to Jurisdiction: Service of Process: Waiver of Jury Trial.

(1)  The parties hereto irrevocably and unconditionally consent to submit to the
jurisdiction of the Bankruptcy Court for any litigation arising out of or relating to this Agreement
and the transactions contemplated hereby (and agree not to commence any litigation relating
hereto except in the Bankruptcy Court).

(b)  Any and all service of process and any other notice in any such claim shall be
effective against any party if given personally or by registered or certified mail, return receipt
requested, or by any other means of mail that requires a signed receipt, postage prepaid, mailed
to such party as herein provided. Nothing herein contained shall be deemed to affect the right of
any parly to serve process in any manner permitted by Law or to commence legal proceedings or
otherwise proceed against any other party in any other jurisdiction,

(c)  If any claim is brought by any party hereto to enforce its rights or another party’s
obligations under this Agreement or any other agreement, document or instrument to be
delivered by such party on the Closing Date in connection herewith, the substantially prevailing
party in such claim shall be entitled to recover its reasonable attorneys’ fees and expenses and
other costs incurred in such ciaim, in addition to any other relief to which it may be entitled.

(d) EACH OF THE PARTIES TO THIS AGREEMENT HEREBY IRREVOCABLY
WAIVES ALL RIGHT TO A TRIAL BY JURY IN ANY ACTION, PROCEEDING OR
COUNTERCLAIM ARISING OQUT OF OR RELATING TO THIS AGREEMENT AND THE
TRANSACTIONS CONTEMPLATED HEREBY.,

Section 9.11 Binding Effect; Assipnment. This Agreement shall be binding
upon and inure to the benefit of the parties and their respective successors and assigns. This
Agreement is nat assignable by any party without the prior written consent of the other party,
except that the Lender may assign this Agreement, in whole or in part, without the consent of
Borrowers to a successor or successors under a plan or plans of reorganization confirmed by the

Bankruptcy Court.

Section 9.12 Interpretation; Headings. All pronouns and any variations thereof
refer to the masculine, feminine or neuter, singular or plural, as the context may require. All
terms defined in this Agreement in their singular or plural forms have correlative meanings when
used herein in their plural or singular forms, respectively. The term “Lender” includes (i) any of
the Lender’s successor(s); and (ii) any assignee of the Lender who becomes a party hereto
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pursuant to Section 9,03. Unless otherwise expressly provided, the words “include,” “includes”
and “inciuding” do not limit the preceding words or terms and shall be deemed to be followed by
the words “without limitation.” All references herein to “Sections” shall be deemed references
to such parts of this Agreement, unless the context shall otherwise require. All references herein
to “Schedules” and *Exhibits™ shall mean the Schedules and Exhibits attached to this Agreement
and forming a part hereof. The words “herein,” “hereof” and “hereunder” and other words of
similar import refer to this Agreement as a whole, and not to any particular Article, Section,
subsection or clause in this Agreement, The Section headings in this Agreement are for
reference only and shall not affect the interpretation of this Agreement, The parties acknowledge
and agree that (a) each party and its counsel reviewed and negotiated the terms and provisions of
this Agreement and have contributed to its revision; (b) the rule of construction to the effect that
any ambiguities are resolved against the drafting party shall not be employed in the interpretation
of this Agreement; and (c) the terms and provisions of this Agreement shall be construed fairly
as to all parties, regardless of which party was generally responsible for the preparation of this
Agreement. Dates and times set forth in this Agreement for the performance of the parties’
respective obligations hereunder or for the exercise of their rights hereunder shall be strictly
construed, time being of the essence of this Agreement. If the date specified or computed under
this Agreement for the performance, delivery, completion or observance of a covenant,
agreement, obligation or notice by any party, or for the occurrence of any event provided for
herein, is a day other than a Business Day, then the date for such performance, delivery,
completion, observance or occurrence shall automatically be extended to the next Business Day
following such date. Any definition of or reference to any agreement, instrument or other
document herein shall be construed as referring to such egreement, instrument or other document
as from time to time amended, supplemented or otherwise modified.

Section 9.13  Severability of Provisions. If any provision or any portion of any
provision of this Agreement shall be held invalid or unenforceable, the remaining portion of such
provision and the remaining provisions of this Agreement shall not be affected thereby, If the
application of any provision or any portion of any provision of this Agreement to any Person or
circumstance shall be held invalid or unenforceabie, the application of such provision or portion
of such provision to Persons or circumstances other than those as to which it is held invalid or

unenforceable shall not be affected thereby.

Section 9.14 Counterparts. This Agreement may be executed by the parties
hereto in separate counterparts, each of which when so executed and delivered shall be an
original, but all such counterparts together shall constitute one and the same instrument. Each
counterparl may consist of a number of copies hereof each signed by less than all, but together
signed by all, of the parties hereto.

Section 9,15 No Third Party Beneficiaries. Except as otherwise set forth in this
Agreement, no provision of this Agreement is intended to, or shall, confer any third party
beneficiary or other rights or remedies upon any Person other than the parties hereto,

Section 9.16 Confidentiality. Each of the Borrowers and the Lender agrees to
keep confidential (and to cause its affiliates, officers, directors, employees, agents and
representatives to keep confidential) all written information, materials and documents furnished
to the Lender by or on behalf of the Borrower (whether before or after the Closing Date) which
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relates to the Borrower (the “Information™). Notwithstanding the foregoing, the parties hereto
shall be permitted to disclose Information (a) to its affiliates, officers, directors, employees,
sgents and rcpresentatives in connection with its participation in any of the transactions
evidenced by this Agreement or any other Credit Documents or the administration of this
Agreement or any other Credit Documents, subject to the provisions of this Section 9.16; (b) to
the extent required by applicable Laws and regulations or by any subpoena or similar legal
process, or requested by any Governmental Body; (c) to the extent such Information (i) becomes
publicly available other than as a result of a breach of this Agreement or any agreement entered
into pursuant to clause (d) below, (ii) becomes available to the Lender on & non-confidential
basis from a source other than the Borrower or (iii) was available to the Lender on a non-
confidential basis prior to its disclosure to the Lender by the Borrower; (d) to any assignee or
participant (or prospective assignee or participant) so long as such assignee or participant (or
prospective assignee or participant) first specifically agrees in a writing furnished to and for the
bencfit of the Borrower to be bound by the terms of this Section 9.16; or (e) to the extent that the
Borrower shall have consented in writing 1o such disclosure. Nothing set forlh in this Section
9.16 shall abligate the Lender to return any materials furnished by the Borrower.

Section 9.17 Conflict. To the extent that there is & conflict or inconsistency
between any provision hereof, on the one hand, and any provision of any Credit Document, on
the other hand, this Agreement shall control,

[SIGNATURE PAGES FOLLOW]
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IN WITNESS WHEREQOF, each of the parties hereto has caused a counterpart of this
Agreement to be duly executed and delivered as of the date first above written.

Paim Harbor Homes, Inc., 4 Florida corporation,
as a Borrower

By: ﬁ;// (rd_)"“? /664,‘ /W

Name;
Title:

Palm Harbor GenPar, LLC, 2 Nevada limited liability
company, as a Borrower

By: / @_{7 /C(.é/t,ﬂ—/

Name;
Title:

Paln Harbor Mfg., L.P., & Texas limited partnership, as a

Borrower

By; @h /:u/w
Name: __/

Title:

Palm Harbor Real Estate, LLC, a Texas limited liability
company, as a Borrower

By: J@&/) / Lo 2~/

Name:
Title:

7

Nationwide Homes, Inc., a Delaware corporation, as a

Borrower

By: @0@4/5&/)04
Name: /

Title: !
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Palm Harbor Albemarie, LL.C, a Delaware corporation,
as a Borrower

By: / Q)-u//, L/CP.’D/?’U”\/

Name:
Title:

Tleetwood Homes, Inc., 2 Dclaware corporation, as
Lender

By:
Name:
Title:

[SIGNATURE PAGE TO CREDIT AGREEMENT]



Palm Harbor Albemarie, LLC, a Delaware corporation,
as a Borrower

By:
Name;
Title;

Fleetwood Homes, Inc., a Delaware corporation, as
Lender

By:
Name:
Title:
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PROMISSORY NOTE

$55,000,000.00, subject to November 29, 2010
adjustment as provided herein

FOR VALUE RECEIVED, the undersigned (each, a “Borrower,” and,
collectively, the “Borrowers™), jointly and severally, hereby promise to pay to the order
of Fleetwood Homes, Inc., a Delaware corporation (the “Lender™) , in lawful money of
the United States of America and ot the time or times set forth in, and in accordance with,
that certain Debtor-in-Possession Revolving Credit Agreement, dated as of the date
hereof (the “Credit Agreement™), by and among the Borrowers, each as a debtor and
debtor-in-possession under chapter 11 of the Bankruptey Codeg, and Lender, the principal
sum of FIFTY FIVE MILLION DOLLARS AND NO CENTS ($55,000,000.00) or such
lesser amount as shall equal the aggregate unpaid principal amount of the Loan made by
the Lender to the Borrowers under the Credit Agreement and to pay interest on the
unpaid principal amount thereof for the periods and at the interest rates set forth in the

Credit Agreement.

This note (this “Note™) is the Note described in the Credit Agreement.
Capitalized terms used and not otherwise defined in this Note have the meanings ascribed
to them in the Credit Apreement. Reference is made to the Credit Agreement for a
description of the agreements of the partics concerning’ optional and mandatory
payments, Collateral, acceleration and other material terms affecting this Note and this
Note is subject to, and qualified in all respects by, the Credit Agreement or, where
applicable, any of the other Credit Documents referred to therein, all of which are
incorporated herein by reference. Upon the occurrence of any Event of Default specified
in the Credit Agreement, all amounts remaining unpaid on this Note shall become, or
may be declared to be, immediately due and payable, as provided in the Credit
Agreement. Except to the extent specifically required by the Credit Agreement,
presentment, demand, protest or notice of any kind are hereby expressly waived by the
Borrower in connection with this Note.

Notwithstanding the grant of the Collateral, each Borrower hereby acknowledges,
admits and agrees that the Borrowers’ obligations under this Note are recourse
obligations of each Borrower for which each Borrower pledges its full faith and credit.
The Borrowers promise to pay all of the Lender’s costs of collection and enforcement in

respect of this Note when incurred including, without limitation, all reasonable attorneys’

fees and disbursements.

As set forth more fully in the Credit Agreement and below, inlerest on the
principal amount of this Note will be payable on each Intcrest Payment Date. The unpaid
principal balance of this Note shall bear interest from the date of issuance thercof until
due and payable, at the rate per annum equal to seven percent (7%) on Borrowings (as
defined in the Credit Agreement) under the Base Commitment (as defined in the Credit
Agreement) and at the per annum rate of twelve percent (12%) on Borrowings under the
Supplemental Commitment (as defined in the Credit Agreement); provided that if any
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Event of Default occurs and is continuing, this Note shall bear interest thereafier, until
such Event of Default is cured or waived, at the rate of twelve percent (12%) per annum
(or such lower rate as is the maximum permitted by applicable Law), as provided in the
Credit Agreement, All interest on the outstanding principal balance of this Note shall be
calculated in accordance with Section 2.09 of the Credit Agreement and shall be payable,
subject to Section 2.09 of the Credit Agreement, at the option of the Borrowers, either (2)
in cash, monthly in arrears on each Interest Payment Date or (b} by the addition of such
amount of interest to the then-outstanding principal amount of the Loan on such Interest
Payment Date; provided, however, that, at maturity or upon any prepayment of the Loan
(whether in whole or in part), all interest then-outstanding shall be payable prior to giving
effect to any payment of principal, At maturity of this Note or upon any prepayment of
this Note (whether in whole or in part), all interest then-outstanding shall be payabie prior
to giving effect to any payment of principal.

By executing below, each Borrower acknowledges and agrees that, if as of any
Interest Payment Date, the Borrowers have not paid the entire amount of interest then
due, such failure to pay interest shall be deemed to be an irrevocable election by the
Borrowers to add such remaining interest to the outstanding principal amount of the Loan
on such Interest Payment Date. Any interest added to principal pursuant to this
paragraph shall, from and after the Interest Payment Date, accrue interest as if an original
patt of the principal amount of this Note.

Payment of principal and interest under this Note is secured as set forth in the
Security Agreement.

This Note is to be governed by, and construed in accordance with, the laws of the
State of Delaware.
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IN WITNESS WHEREOF, this Note is executed by the undersigned Borrowers as
of the date first written above.

Palm Harbor Homes, Inc., a Florida corporation,
as a Borrower

By:
Name:
Title:

Palm Harbor GenPar, LLC, a Nevada limited
liability company, as a Borrower

By:
Name:
Title:

Palm Harbor Mfg,, L.P., a Texas limited
partnership, as a Borrower

By:
Name:
Title:

Palm Harbor Real Estate, LL.C, a Texas limited
liability company, as a Borrower

By:
Name:
Title:

Nationwide Homes, Inc,, a Delaware corporation,
as a Borrower

By:
Name:
Title:

12214944.5 [SIGNATURE PAGE TO NOTE]




Palm Harbor Albemarie, LLC, a Delaware
corporation, as a Borrower

By:

Name:

Title:

122149445 [SIGNATURE PAGE TO NOTE]
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Exhibit C
Compliance Certiftcate

This Compliance Certificate (this “Certificate”) is exccuted and delivered pursuant to and
in accordance with the provisions of that certain DEBTOR-IN-POSSESSION REVOLVING
CREDIT AGREEMENT, dated as of November 29, 2010 (the “Credit Agreement”), by and
among PALM HARBOR HOMES, INC., a Florida corporation (“PHH"), and each of the other
direct or indirect Subsidiaries of PHH set forth on Schedule 1 hereto each as a debtor and debtor-
in-possession under chapter 11 of the Bankruptcy Code (each, a “Borrower,” and, collectively,
the “Borrowers”) and FLEETWOOD HOMES, INC., as lender (the “Lender”). All capitalized
terms used in this Certificate, if not otherwise defined herein, shall have the respective meanings
assigned to such terms under the Credit Agreement.

The undersigned hereby represents and warrants to Lender as follows:

1. Authority. The undersigned is the Chief Financial Officer of PHH.

2. Review. The undersigned has reviewed (a) the activities of the Borrowers during
the fisce! period ending , 20 (the “Subject Fiscal Period”), (b} the financial

condition of Borrowers as of the last day of the Subject Fiscal Period, (¢) the Credit Agreement
and all of the other Credit Documents and (d) the Financial Statements for the Subject Fiscal

Period attached hereto (the “Financial Statements™).

3 Compliance, Based upon my review of the financial condition of Borrower and
the other information and documents described in paragraph 2 above, Borrower (a) the Financial
Statements fairly present in all material respects the financial condition and results of operation
of the Botrowers, subject to normal quarter and year-end adjustments and normal footnote
disclosures, (b} during the Subject Fiscal Period the Borrowers have observed or performed in all
material respects the covenants and other agreements under the Credit Agreement and other
Loan Documents, and satisfied in all material respects the conditions contained in the Credit
Agreement to be observed, performed or satisfied by Borrowers; and (c) the undersigned has no
Knowledge of any Default or Event of Default or, if any Default or Event of Default has
occurred, the nature and status of such Default or Event of Defauit is described as follows:

4, GAAP, No change in GAAP or in the application thereof has accurred since the
date of the financial statements accompanying this certificate or if any change has occurred, the
effect of such change in the said financial statements is as follows:

Dated:
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Interim DIP Financing Order
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

In re: Chapter 11

PALM HARBOR HOMES, INC., et al.,' Case No. 10- )

Debtors. Jointly Administered

INTERIM DIP FINANCING ORDER PURSUANT TO 11 U.5.C, §§ 105,
361, 362, 363, 364, AND 507 AND FED, R. BANKR. P. 2002, 4001 AND 9014
(I) AUTHORIZING DEBTORS TO OBTAIN POSTPETITION
FINANCING PURSUANT TO SECTION 364 OF THE BANKRUPTCY
CODE, (II) GRANTING LIENS AND SUPERPRIORITY CLAIMS, AND
(I11) SCHEDULING A FINAL HEARING PURSUANT TO BANKRUFPTCY
RULLS 4001(B) AND (C)

This matter is before the Court on the motion filed by Palm Harbor Homes, Inc.
and its related debtors (collectively, the “Debtors”) in the above-captioned jointly

administered chapter 11 cases (collectively, the “Bankruptcy Case™) dated November 29,

2010 (the “Motion™) requesting, pursuant to Sections 105, 361, 362(a), 363(c), 364(c),
364(d)(1) and 507 of Title 11 of the United States Code, 11 U.S.C, §§ 101 e seq. (the

“Bankruptey Code™), and Rules 2002, 4001, and 9014 of the Federal Rules of Bankruptcy

Procedure (“Bankruptey Rules™), entry of this Interim DIP Financing Order®:

! The Debtors in these chapter 11 cases, along with the last four digils of each Debtor’s federal tax
identification number, are: Palm Harbor Homes, Inc., a Florida corporation (6634); Palm Harbor
Albemarle, LLC (1014); Nationwide Homes, Inc. (4881); Palm Harbor Real Estate, LLC (8234); Palin
Harbor GenPar, LLC (0198); and Palm Harbor Manufacturing, LP {0199). The location of the Debtors’
corporate headquarters and service address is: 15303 Dallas Parleway, Sujte 800, Addison, Texas 75001.
Each of the Debtors is s co-Borrower under the DIP Facility.

2 Capitalized terms not otherwise defined herein shail have the meanings ascribed to them in the

DIP Facility Documents, as defined below,
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(1)  for immediate authorization and approval, pursuant to sections 103, 361,
362, and 364 of title 11 of the Bankruptey Code and Rules 2002, 4001, and 9014 of the
Bankruptey Rules, for the Debtors, as Borrowers, to obtain postpetition financing up to
the Base Commitment Amount of $50,000,000, which amount may be increased to the
Supplemental Commitment Amount of $55,000,000 (the “DIP Facility”), from Fleetwood
Homes, Inc. (“DIP Lender”) to, among other things; (A) fund, among other things,
ongoing working capital, general corporate, and other financing needs of the Debtors; (B)
pay certain transaction fees, and other costs and expenses of administration of the
Bankruptcy Case; (C) pay the Texiron Indebtedness owed under the Textron Facility; (D)
fund the approved amounts authorized pursuant to the Critical Vendor Motion; and (E)
pay fees and expenses (including, without limitation, reasonable attorneys’ fees and
expenses) owed to the DIP Lender under the DIP Facility and the other DIP Facility
Documents (as defined below);

(2)  authorizing and empowering the Debtors to execute and enter into the
(A) Debtor-in-Possession  Revolving  Credit  Apreement  (as defined  below);
(B) Promissory Note; and (C) Security Agreement (collectively, the “DIP Facility
Documents™) and to perform such other and further acts as may be required in connection

with the DIP Facility Documents;

(3)  approving the terms and conditions of the DIP Facility Documents as

cxecuted and delivered;

{4 modifying the Automatic Stay of section 362 of the Bankruptcy Code (the

“Automatic Stay”) to the extent provided herein;

(5}  requesting, except as explicitly provided in this Interim DIP Financing
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Order, pursuant to sections 364(c) and (d) of the Bankruptcy Code, that the financing
under the DIP Facility:

a, have priority over any and all administrative expenses, including,
without limitation, the kinds specified in sections 105, 326, 328, 330, 331, 503(b), 506(c),
507(a), 507(b), 726, 1113 or 1114 of the Bankruptcy Code, whether or not such expenses
or claims may become secured by a judgment lien or other consensual or non-consensual
lien, levy or attachment, whether incurred in the Bankruptey Case or any successor case,
which allowed super-priority claims of the DIP Lender shall be payable from and have
recourse to all prepetition and postpetition property of the Debtors and their estates

(the “DIP Facility Superpriority Claims™); and

b, be and be deemed immediately secured by valid, binding,
continuing, enforceable, fully perfected and unavoidable first priority senior priming
security interests in, and liens upon, all prepetition and postpetition assets of the Debtors
and their estates, whether now existing or hereafter acquired (collectively, the
“DIP Facility Liens™), and to the extent not otherwise included, all proceeds, tort claims,
insurance claims, and other rights lo payments not otherwise included in the foregoing
and products of the foregoing and all accessions to, substitutions and replacements for,
and rents and profits of, each of the foregoing (collectively, and as set forth more fully in
the DIP Facility Documents, the “Collateral”), as provided for by sections 364(c) and (d)
of the Bankruptcy Code; provided, however, that the Collateral shall not include
avoidance actions under chapter 5 of the Bankruptcy Code and/or the proceeds thereof
pursuant to sections 502(d), 544, 545, 547, 548, 549, 550 or 553 of the Bankruptcy Code

(the “Avoidance Actions™);
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{(6) requesting, pursuant to Bankruptcy Rule 4001, that an interim hearing
(the “Interim Hearing™) on the Motion be held before this Court to consider entry of this

Interim DIP Financing Order;

(7)  requesting, pursuant to Bankruptcy Rule 4001, that a final hearing
(the “Final Hearing”) be held before this Court to consider entry of a final order (the

“Final DIP_Financing_Order”) approving the DIP Facility as set forth in that certain

Debtor-In-Possession Revolving Credit Agreement (the “DIP Credit Agreement”) by and

between the Debtors and the DIP Lender in the aggregate principal amount of up to the
Base Commitment Amount of $50,000,000 in availability (or the Supplemental
Commitment Amount of $55,000,000 in availability), as set forth in the Motion; and

It appearing that pursuant to Bankruptey Rules 4001(b) and 4001(c)(1), due and
sufficient notice under the circumstances of the Motion and the Interim Hearing having
been provided by the Debtors as set forth in paragraph G below, and the Interim Hearing
having been held on December __, 2010, and upon consideration of all the pleadings
filed with this Court; and any objections to the relief requested in the Mation that have
not been resolved having been overruled; and upon the record made by the Debtors at the
Interim Hearing and the Declaration of Brian E. Cefka in Support of Chapter 11 Petitions
and First Day Pleadings, and after due deliberation and consideration and good and
sufficient cause appearing therefor;

IT IS HEREBY FOUND BASED ON THE RECORD MADE AT THE
INTERIM HEARING:

A. On November 29, 2010 (the “Petition Date”), each of the Debtors filed

voluntary petitions for relief under chapter 11 of the Bankruptcy Code. The Debtors are
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continuing to operate their respective businesses and manage their respective properties
as debtors in possession pursuant to sections 1107 and 1108 of the Bankruptey Code.

B, Concurrently with the filing of the Motion, the Debtors filed a motion
seeking joint administration of their respective bankruptcy cases. No request for the
appointment of a lrustee or examiner has been made, and no statutory committees have
been appointed, in this Bankruptcy Case,

C. This Court has subject matter jurisdiction to consider this matter pursuant
to 28 U.S.C. § 1334, This is a core proceeding pursuant to 28 U.S.C. § 157(b). Venue is
proper before this Court pursuant to 28 U.S.C. §§ 1408 and 1409.

D. Subject to the rights of any Committee, if appointed, and any non-debtor
party in interest as provided in paragraph 9 herein, each of the Debtors and the DIP
Lender acknowledge, agree and stipulate that:

i, Pursuant to that certain Amended and Restated Agreement for
Wholesale Financing (Finished Goods — Wholesale Financing) dated as of June 30, 2005

by and among the Debtors, as borrowers, Textron Financial Corporation and other

financial institutions from time to time parties thereto as lenders (the “Textron Lenders™),
and Textron Financial Corporation (the “Textron Agent”), as Administrative Agent and
Arranger (as amended, supplemented, waived and otherwise modified from time to time,
the “Textiron Facility” and together with all other agreements, documents, notes,
instruments and any other agreements delivered pursuant thereto or in connection

therewith, the “Textron Financing Documents™), the Textron Lenders made loans and

advances to and/or provided other financial accommodations to or for the benefit of the

Debtors from time to time;
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ii. Pursuant to the Textron Financing Documents, the Debtors were,
as of the Petition Date, jointly and severally indebted to Textron in an amount not less
than $34,019,991, comprised of outstanding principal of $33,805,142, accrued but unpaid
interest of $214,849, and unpaid fees, costs, and expenses thereunder in an unliquidated

amount (the “Textron Indebtedness™).

ili.  Pursuant to the Textron Financing Documents, the Debtors granted
to and/or for the benefit of the Textron Lenders and the Textron Agent first priority and
continuing pledges, liens and security interests on substantially all of the Debtors’ assets,
as well as a pledge of 100% of the Debtors’ equity in Standard Casualty Co., to secure
the Textron Indebtedness (the “Textron Liens™);

iv. As of the Petition Date and immediately prior to giving effect to
the Interim DIP Financing Order, (a) the Textron Financing Documents are valid and
binding agreements and obligations of the Debtors and are enforceable against the
Debtors in accordance with their terms, (b) the Textron Liens (i) constitute valid, binding,
enforceable and perfected first priority security interests and liens, subject only to the
liens permitted under the Textron Financing Documents, if any, and (ii) are not subject to
avoidance, reduction, disallowance, impairment or subordination pursuant to the
Bankruptcy Code or applicable non-bankruptcy law, (c) the Textron Indebtedness
constitutes the legal, valid and binding obligations of the Debtors, and the Textron
Indebtedness, and any amounts paid at any time to the Textron Lenders on account
thereof or with respect thereto, are not subject to (i) any objection, offset, defense or
counterclaim of any kind or nature, or (ii) avoidance, reduction, disallowance,

impairment, recharacterization or subordination pursuant to the Bankruptcy Code or
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applicable non-bankruptey law, and (d) no claims exist against the Textron Lenders or the
Textron Agent under any contract or tort (including, without limitation, lender liability)
theories of recovery or pursuant to section 105 or chapter 5 of the Bankruptcy Code;

V. Each of the Debtors and the DIP Lender have waived, discharged
and released any right they may have to challenge any of the Textron Indebtedness and
the Textron Liens, and to assert any offsets, defenses, claims, objections, challenges,
causes of action and/or choses of action against the Textron Lenders, the Textron Agent
and/or any of their respective affiliates, parents, subsidiaries, agents, atlorneys, advisors,
professionals, officers, directors and employees in connection therewith.

E. The Debtors are in default under the Textron Facility.

F, The Debtors’ businesses have an immediate need for the financing
provided under the DIF Facility in order to have adequate liquidity, in addition to cash on
hand, to ensure, among other things, the orderly continuation of the operation of their
businesses, to maintain business relationships with vendors, suppliers and customers, to
make payroll, to make capital expenditures, to satisfy other working capital and
operational, financial and general corporate needs, and maintain business operations and
the value of the Debtors’ business and assets during the pendency of the case to support
the Debtors’ Motion for an Order (A) Authorizing and Approving Asset Purchase
Agreement By and Among the Debtors, As Sellers, and Palm Harbor Homes, Inc., a
Delaware Corporation, as Purchaser, Free and Clear of All Liens, Claims,
Encumbrances and Interests; (B) Authorizing and Approving the Assumption and
Assignment of Certain Executory Coniracts and Unexpired Leases in Connection

therewith; and (C) Granting Related Relief (the “Sale Motion”). The immediate
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availability of credit under the DIP Facility will provide confidence to the Debtors’
creditors, including their trade vendors and foreign creditors, and the Debtors’ employees
that will enable and encourage them to continue their relationships with the Debtors and,
thereby, enhance the value of the Debtors’ estates. The access of the Debtors to
sufficient working capital and liquidity through the incurrence of new indebtedness for
borrowed money s vital to the preservation and maintenance of the going concern values
of the Debtors and to the success of the Bankruptcy Case. Without such credit, the
Debtors’ estates would be irreparably harmed. Therefore, it is in the best interests of the
Debtors’ estates to enter into the DIP Facility. The DIP Lender is willing to provide the
DIP Facility to or for the benefit of the Debtors only in accordance with the terms of the
DIP Facility Documents and this Interim DIP Financing Order.

G. The Debtors are unable to obtain sufficient financing from sources other
than the DIP Lender on terms more favorable than under the DIP Credit Agreement and
al] the documents and instruments delivered pursuant thereto or in connection therewith.
The Debtors have been unable to obtain sufficient unsecured credit solely under section
503(b)(1) of the Bankruptcy Code as an administrative expense or under section 364(c)
of the Bankruptcy Code with enhanced priority. The Debtors have requested that the DIP
Lender provide the DIP Facility to provide funds to be used for the sole purposes set forth
in the Budget (as defined below), and such other purposes as required by this Interim DIP
Financing Order and to which the DIP Lender agrees in writing,

H. The DIP Lender has agreed and consented to provide financing to the
Debtors subject to (i) the entry of this Interim DIP Financing Order within no later than

two business days of the Petition Date; (ii) the terms and conditions of the DIP Credit
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Agreement; (iii) the Carve-Out (as defined below); and (iv) findings by the Court that
such postpetition financing is essential to the Debtors® estates, that the terms of such
financing were negotiated in good faith and at arm’s length, and that the DIP Facility
Liens and DIP Facility Superpriority Claim, and other protections granted pursuant to this
Interim DIP Financing Order and the DIP Facility Documents will not be affected by any
subsequent reversal, modification, vacatur, or amendment of this Interim DIP Financing
Order or any other order, as provided in section 364(e) of the Bankruptcy Code. The DIP
Lender has acted in good faith in, as applicable, negotiating, consenting to and in
agreeing to provide the DIP Facility contemplated by this Interim DIP Financing Order
and the other DIP Facility Documents and the reliance of the DIP Lender on the
assurances referred to above is in good faith.

1. Telephonic, facsimile notice or overnight mail notice of the Interim
Hearing and the proposed entry of this Interim DIP Financing Order has been provided to
(i) the Office of the United States Trustee (the “U.S. Trustee™), (ii} the Internal Revenue
Service, (iii) the Office of the United States Attorney for the District of Delaware, (iv) the
Securities and Exchange Commission, (v) the Debtors’ thirty largest unsecured creditors
on a consolidated basis, (vi) counsel to the Textron Lenders, the Debtors’ prepetition
lender, (vii) counsel to the DIP Lender, (viii) counsel to Virgo Service Company, LLC,
and (ix) each of the Debtors’ cash management banks (collectively, the *Notice Parties™).
Notice of the Motion was served in accordance with Local Bankruptey Rule 9013-1(m).
In light of the exigent circumstances confronting the Debtors and Debtors’ businesses,
tile requisite notice of the Motion and the relief requested thereby and this Interim DIP

Financing Order has been provided in accordance with Bankruptcy Rule 4001, and is
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sufficient for all purposes under the Bankruptcy Code, including, without limitation,
sections 102(1) and 364 of the Bankruptcy Code, and no other notice need be provided
for entry of this Interim DIP Financing Order.

L The Debtors have requested immediate eniry of this Interim DIP
Financing Order pursuant to Bankruptcy Rules 4001(b)(2) and 4001(c)(2). Absent entry
of this Interim DIP Financing Order, the Debtors’ businesses, properties and estates will
be immediately and irreparably harmed.

K. The ability of the Debtors to finance their respective operations and the
availability to the Debtors of sufficient working capital and other financial and general
corporate liquidity through the incurrence of new indebtedness for borrowed money is in
the best interests of the Debtors and their respective creditors and estates, The interim
financing authorized hereunder is necessary to avoid immediate irreparable harm to the
Debtors’ businesses, properties and estates and to allow the orderly continuation of the
Debtors’ businesses.

L. Based on the record presented by the Debtors to this Court: (i) the terms of
the DIP Facility are fair, reasonable, the best available under the circumstances, reflect
the Debtors’ exercise of prudent business judgment consistent with their fiduciary duty,
and are supported by reasonably equivalent value and fair consideration; and (ii) the DIP
Facility has been negotiated in good faith and at arm’s length among the Debtors and the
DIP Lender, and any credit extended, loans made, credit support provided and other
financial accommodations extended to the Debtors by the DIP Lender shall be deemed to
have been extended, issued or made, as the case may be, in “good faith” within the

meaning of section 364(e) of the Bankruptcy Code; NOW THEREFORE;
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IT IS HEREBY ORDERED, ADJUDGED AND DECREED:

1. Disposition. The Motion is granted and the Debtors are authorized to
incur the indebtedness and other obligations under the DIP Facility as set forth in this
Interim DIP Financing Order. Any objections to the entry of this Interim DIP Financing
Order that have not previously been withdrawn or settled on the record at the Interim
Hearing are hereby overruled upon the merits. Notwithstanding Bankruptcy Rules
4001(a)}(3), 6004(h), 6006(d), 7062 or 9024 or any other Bankruptcy Rule, or Rule 62(a)
of the Federal Rules of Civil Procedures, this Interim DIP Financing Order shall
immediately become effective and enforceable upon its entry and there shall be no stay of
execution of effectiveness of this Interim DIP Financing Order.

2, Authorization to Borrow. Upon execution and delivery of the DIP Credit
Agreement, in substantially the form annexed to the Motion and provided that the
Debtors are not in default under the terms of this Interim DIP Financing Order, the
Debtors are immediately authorized to borrow (and receive other extensions of credit and
accommodations) under the DIP Facility from the DIP Lender up to the Base
Commitment Amount of $50,000,000, which amount may be increased to the
Supplemental Commitment Amount of $55,000,000 (together with interest, fees, charges
and expenses payable under the DIP Facility Documents), pursuant to the terms and
conditions of the DIP Credit Agreement and use such Borrowings and proceeds in
accordance with the terms of the DIP Credit Agreement, the 13-Week Budget (an
approved copy of which is attached hereto as Exhibit _____, the “Budget”), and this
Interim DIP Financing Order. Upon execution and delivery of the DIP Facility

Documents, the DIP Facility Documents shall constitute legal, valid, and binding
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obligations of the Debtors, enforceable against the Debtors in accordance with their
terms. Upon entry of the Final DIP Financing Order, additional financing and
Borrowings under the DIP Credit Agreement will be made to (i) fund the Debtors’
working capital and other general corporate needs, and (ii) pay such other amounts
required or allowed to be paid pursuant to the DIP Credit Agreement, this Interim DIP
Financing Order and any other orders of this Court. Notwithstanding the foregoing, the
DIP Lender is under no obligation to lend monies or provide any other accommodations
to the Debtors under the DIP Facility unless all conditions set forth in the DIP Facility

Documents have been satisfied.

3. Use of DIP Facility Proceeds to Pay the Textron Facility. Upon entry of

this Interim DIP Financing Order, the Debtors shall immediately use the proceeds
authorized to be borrowed under the DIP Facility by this Interim DIP Financing Order to
pay in full the Textron Indebtedness owed pursuant to the Textron Facility. Upon such
payment of the Textron Indebtedness and subject to Paragraph 9 below, all then existing
Texiron Liens will be deemed released by operation of this Interim DIP Order.

4, DIP Facility Superpriority Claim. For all of the Debtors’ Obligations and
Indebtedness arising under the DIP Facility and the DIP Facility Documents, the DIP
Lender is granted, pursuant to section 364(c)(1) of the Bankruptcy Code, and subject to
the Carve-Out (as defined below), the allowed DIP Facility Superpriority Claim which
claim shall be payable from and have recourse to, in addition to the Collatera! (as defined
by the DIP Facility Documents), any unencumbered prepetition or posipetition property
of the Debtors and their estates whether now existing or hereafter acquired. The DIP

Facility Superpriority Claim shall be deemed legal, valid, binding, enforceable, and
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perfected claims, and not subject to subordination, impairment or avoidance, for all

purposes in the Bankruptcy Case and any successor cases,

5. DIP Facility Liens. As security for the repayment of the Indebtedness,

pursuant to sections 364(c)(2), (c)(3) and (d} of the Bankruptcy Code, and subject only to
the Carve-Out (as defined below) and the Senior Liens (as defined in the DIP Credit
Agreement), the DIP Lender is hereby granted (without the necessity of the execution by
the Debtors or the filing or recordation of mortgages, security agreements, lock box
agreements, financing statements, or otherwise} the DIP Facility Liens on and in the
Collateral (as defined by the DIP Facility Documents) and all proceeds thereof, which
liens are valid, binding, enforceable and fully perfected as of the date hereof, not subject
to subordination, impairment or avoidance, for all purposes in the Bankrupicy Case and
any successor cases. Except as explicitly set forth herein, the DIP Facility Liens on and
in the Collateral granted herein shall prime and be senior in all respects to any and all
liens pursuant to section 364(d) of the Bankruptcy Code.

6. Limitation on Additional Surcharges. Subject to entry of the Final DIP
Financing Order, neither the Collateral, the DIP Lender, nor the Textron Lenders shall be
subject to surcharge, pursuant to sections 105, 506(c) or 552 of the Bankruptcy Code, or
otherwise, by the Debtors or any other party in interest without the prior written consent
of the DIP Lender and no such consent shall be implied from any other action, inaction,
or acquiescence by such parties in this proceeding, including but not limited to, the
funding of the Debtors’ ongoing operations by the DIP Lender. The “equities of the

case” exception contained in section 552(b) of the Bankruptcy Code shall be deemed
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waived. The DIP Lender shall not be subject to the equitable doctrine of “marshaling” or
any similar doctrine with respect to the Collateral.

7. Right to Credit Bid. The DIP Lender or its assignee shall have the right to
“credit bid” the allowed amount of the DIP Lender’s claims during any sale of all or
substantially all of the Collateral, including without limitation, any sales occurring
pursuant to section 363 of the Bankruptcy Code or pursuant to any plan of reorganization.

8. Restrictions on_the Debtors. No claim or lien having a priority superior or
pari passu with the DIP Facility Liens and the DIP Facility Super Priority Claims granted
by this Interim DIP Financing Order to the DIP Lender shall be granted by any Debtor
while any portion of the DIP Facility remains outstanding without the written consent of
the DIP Lender. Except as expressly permitted by the DIP Credit Agreement and this
Interim DIP Financing Order, the Debtors will not, at any time during the Bankruptcy
Case, grant mortgages, securily interests, or liens in the Collateral or any portion thereof
to any other parties pursuant to section 364(d) of the Bankruptcy Code or otherwise.

9. Challenge. Any Committee and any other party in interest shall have 20
days from the date of entry of this Interim DIP Financing Order (or such longer period as
the Committee or any party in interest may obtain from the Court for cause shown before
the expiration of such period) to commence a contested matter or an adversary
proceeding against the Textron Lenders or the Textron Agent (a “Challenge™) for the
purpose of (1) challenging the validity, extent, priority, perfection, enforceability and
non-avoidability of the Textron Lenders’ pre-petition claims and/or Liens against the
Debtors (*Lien Challenge™), (2) seeking to avoid or challenge (whether pursuant to

chapter 5 of the Bankruptcy Code or otherwise) any transfer made by or on behalf of the

12231213 14




Debtors to or for the benefit of the Textron Lenders prior to the Petition Date (“Payment
Challenge™), and/or (3) seeking damages or equitable relief against the Textron Lenders
or the Textron Agent arising from or related to the pre-petition business relationship
among the Debtors and the Textron Lenders or the Textron Agent, including without
limitation “equitable subordination”, “lender liability” and/or “deepening insolvency”

claims and causes of action (“Damape Challenge”). The Committee is granted standing

to commence such a proceeding. Any other party in interest shall have 15 days (or a
longer period for cause shown to the Court before the expiration of such period) from the
date of entry of this Interim DIP Financing Order to move this Court for an order granting
it standing to commence a Challenge. All parties in interest, including without limitation
any Committee, that fail to act in accordance with the time periods sel forth in the
preceding sentences of this paragraph shall be, and hereby are, barred forever from
commencing a Challenge. The foregoing is without prejudice to any and all of the
Textron Lenders’ or the Textron Ageni’s legal and equitable claims, counterclaims,
defenses and/or rights of offset and setoff in response to any such Challenge (all of which
may be made based on the Textron Agent’s or the Textron Lenders’ respective positions
immediately prior to the filing of the Bankrupicy Case), all of which are reserved, and the
foregoing shall in no event revive, renew or reinstate any applicable statute of limitations
which may have expired prior to the date of initiation of such Challenge. Nothing
contained herein shall limit the Court’s ability to fashion an appropriate remedy should
the Court determine, by entry of a final order and judgment no longer subject to appeal, a
Challenge in favor of the party seeking the Challenge. In the event that a Challenge is

asserted, the party asserting the Challenge must notify counsel! for the Textron Agent and
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Textron Lender, counsel for the DIP Lender and counsel for the Debtors of such
Challenge within three (3) business day after taking any action to assert the Challenge.
During the pendency of such Challenge, the Textron Agent shall retain any and all
amounts paid to it pursuant to this Interim DIP Financiﬁg Order. Upon entry of a final
nan-appealable order as to a successful Lien Challenge in whole or in part, Textron’s
Agent within three (3) business day shall pay directly to the Debtors such amount, which
reflects the overpaid amount on the asserted secured portion of the Textron Indebtedness.
Upon entry of a final non-appealable order as ta a successful Payment Challenge or a
successful Damage Challenge, Textron’s Agent within three (3) business day shall pay
the amount(s) awarded in such Payment Challenge or Damage Challenge directly to the
Debtors, which payment shail immediately become the DIP Lender’s Collateral and
immediately subject to the DIP Facility Liens as established herein. For the sake of
clarity, the forgoing shall be dispositive only as to the Debtors and the Textron Lender
and the Textron Agent in the event of a successful Challenge; notwithstanding the
forgoing, nothing in this Paragraph 9 shall limit the remedy that Texlron may seek or a
court of competent jurisdiction may impose in this regard.

10.  Carve-Out. Subject to the terms and conditions contained in this
paragraph, the DIP Facility Liens and the DIP Facility Superpriority Claims shall be
subject to the following (but only to the extent that there are not sufficient, unencumbered
funds in the Debtors’ estates to pay such amounts at the time payment is required to be
made): (a) unpaid fees of the Clerk of the Bankruptcy Court and the U.S. Trustee
pursuant to 28 U.S.C. § 1930(a); (b) prior to the occurrence of an Event of Default, the

allowed and unpaid professional fees and expenses of the Debtors and any statutory
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committee (if appointed) (the “Committee”) (collectively, the “Professional Fees™)
incurred to the extent consistent with the Budget; (c) Professional Fees incurred
subsequent to the delivery of a notice of the Occurrence of an Event of Default {the
“Carve-Out Notice”) and to the extent consistent with the Budget, in an aggregate
amount not lo exceed $500,000 (items (a) through (c), collectively, the “Carve-Out”},
The Carve-Out shall exist at all times, but only be triggered and payable upon (i) the
occurrence of any Event of Default as defined in the DIP Facility Documenis and
delivery of a Carve-Out Notice by the DIP Lender to the Debtors, counsel to the Debtors,
and counse] to any Committee; or (i} the Maturity Date,

11,  Additional Perfection Measures. The DIP Lender shall not be required to
file financing statements, mortgages, deeds of trust, security deeds, notices of lien or
similar instruments in any jurisdiction or effect any other action to attach or perfect the
security interests and liens granted under the DIP Facility Documents and this Interim
DIP Financing Order (including, without limitation, the taking possession of any of the
Collateral, or the taking of any action to have security interests or liens noted on
certificates of title or similar documents). Notwithstanding the foregoing, the DIP Lender
may, in its sole discrétion, file this Interim DIP Financing Order or such financing
statements, mortgages, deeds of trust, notices of lien or similar instruments or otherwise
confirm perfection of such liens, sccurity interests and mortgages without seeking
modification of the Automatic Stay and all such documents shall be deemed to have been

filed or recorded at the time of and on the Petition Date, with the priorities set forth

herein.
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12.  Access to Collateral — No Landlord’s Liens. Upon entry of the Final DIP

Financing Order, notwithstanding anything contained hetein to the contrary and without
limiting any other rights or remedies of the DIP Lender contained in this Interim DIP
Financing Order or the DIP Facility Documents, or otherwise available at law or in
equity, and subject to the terms of the DIP Credit Agreement, upon written notice to the
tandlord of any leased premises that an Event of Default has occurred and is continuing
under the DIP Facility Documents, the DIP Lender may, subject to any separate
agreement by and between such landlord and the DIP Lender (the “Separate
Apreement™), enter upon any leased premises of any of the Debtors for the purpose of
exercising any remedy with respect o Collateral located thereon and, subject to the
Separate Agreement, shall be entitled to all of the Debtors® rights and privileges as lessee
under such lease without interference from the landlords thereunder; provided that,
subject to the Separate Agreement, the DIP Lender shall only pay rent of the Debtors that
first accrues after the DIP Lender’s written notice reflerenced above and that is payable
during the period of such occupancy by the DIP Lender, calculated on a per diem basis.
Nothing herein shall require the DIP Lender to assume any lease as a condition to the

rights afforded to the DIF Lender in this paragraph.

13, Automatic Stay. Subject only to the provisions of the DIP Credit

Apgreement and without further order from this Court, the Automatic Stay is vacated and
modified to the extent necessary to permit the DIP Lender to exercise, upon the
oceurrence and during the continuance of any Event of Default (as defined and provided
for in Article VII of the DIP Credit Agreement), all rights and remedies provided for in

the DIP Facility Documents; provided, however, that prior to the exercise of any
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enforcement or liquidation remedies against the Collateral (other than as set forth above),
the DIP Lender shall be required to give five (5) business days prior written notice
provided to the Debtors, counsel to the Debtors, counsel for any statutory committee
(if appointed), and the U.S. Trustee. Notwithstanding the occurrence of an Event of
Default under the DIP Credit Agreement or anything herein, all of the rights, remedies,
benefits and protections provided to the DIP Lender under the DIP Facility Documents
and this Interim DIP Financing Order shall survive the Maturity Date. The Debtors
and/or any statutory committee shall be entitled to seek an expedited hearing regarding an
Event of Default under the DIP Credit Agreement; provided, however, that the only issue
to be determined at such hearing is whether an Event of Default has occurred and is
continuing. This Court shall retain exclusive jurisdiction to hear and resolve any disputes
and enter any orders required by the provisions of this paragraph and relating to the
application, reimposition or continuance of the Automatic Stay as provided hereunder,

14.  Events of Default. The occurrence of any of the following shall constitute

an Event of Default under this Interim DIP Financing Order: (a) any material default,
violation, or breach of any of the terms of this Interim DIP Financing Order by the
Debtors; (b) the occurrence of the Termination Date, maturity, termination, expiration, or
non-renewal of this Interim DIP Financing Order or the DIP Facility as provided for
herein or in the DIP Facility Documents; (c) conversion of the Bankruptcy Case to one or
more cases under chapter 7 of the Bankruptcy Code; (d) the appointment of a trustee in
the Bankruptcy Case; (e) the appointment of an examiner in the Bankruptey Case; (f) the
dismissal of the Bankruptcy Case; (g) the entry of any order modifying, reversing,

revoking, staying, rescinding, vacating, or amending this Interim DIP Financing Order
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without the express prior written consent of the DIP Lender; (h) the filing of a plan of
reorganization by any of the Debtors; (i) any other security interest, lien, claim or
encumbrance is granted that is pari passu with or senior to the DIP Facility Liens and the
DIP Facility Super Priority claims of the DIP Lender; (j) the entry of an order granting
relief from the Automatic Stay of section 362 of the Bankruptcy Code to the holder or
holders of any security interest or lien in any Collateral to permit the pursuit of any
judicial or non-judicial transfer or other remedy against any of the Collateral; (k} any sale
or other disposition of all or substantially all of the Collateral other than the sale
contemplated by the Motjon of the Debtors for Entry of (I} an Order (4) Approving Bid
Procedures; (B) Approving a Break-Up Fee and Expense Reimbursement; (C) Approving
the Stalking Horse Purchaser’s Right to Credit Bid; (D) Approving the Form and
Manner of Notices; (E) Approving the Procedures for the Assumption and Assignment of
Contracts and Leases; and (F) Seiting a Sale Hearing; and (Il) an Order Pursuani to 11
US.C. §§ 363 and 365 (A} Authorizing and Approving Asset Purchase Agreement by and
among the Debtors, as Sellers, and Palm Harbor Homes, Inc., a Delaware Corporation,
as Purchaser, or Such Other Purchase Agreemeni(s) Between the Debtors and the
Successful Bidder, Free and Clear of All Liens, Claims, Encumbrances and Interests; (B)
Authorizing and Approving the Assumption and Assignment of Certain Executory
Contracts and Unexpired Leases in Connection Therewith; and (C) Granting Related
Relief; (1) failure to obtain approval of the Final DIP Financing Order in a form
acceptable to the DIP Lender; and (m) an Event of Default under and as defined in the

DIP Facility Documents (any of the foregoing events of default being referred to in this
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Interim DIP Financing Order, individually, as an “Event of Default.” or severally, as

“Events of Default™).

15,  Binding Effect, The provisions of this Interim DIP Financing Order shall
be binding upon and inure to the benefit of the DIP Lender, the Debtors, and each of the
foregoing parties’ respective successors and assigns, including any trustee hereafter
appointed for the estate of any of the Debtors, whether in this Bankruptcy Case or in the
event of the conversion of the Bankruptcy Case o one or more cases under chapter 7 of
the Bankruptey Code. Such binding effect is an integral part of this Interim DIP
Financing Order.

16.  Survival. The provisions of this Interim DIP Financing Order and any
actions taken pursuant hereto shall survive the entry of any order (i) converting the
Bankruptcy Case to one or more cases under chapter 7 of the Bankruptcy Code, or
(ii) dismissing the Bankruptcy Case; and the terms and provisions of this Interim DIP
Financing Order as well as the DIP Facility Superpriority Claims, the DIP Facility Liens,
and/or the DIP Facility Documents shall continue in full force and effect notwithstanding
the entry of any such order, and such claims and liens shall maintain their priority as
provided by this Interim DIP Financing Order, to the maximum extent permitted by law
until all of the Indebtedness is indefeasibly paid in full in cash and discharged.

17.  After Acquired Property. Except as otherwise provided in this Interim
DIP Financing Order, pursuant to section 552(a) of the Bankiuptcy Code, ali property
acquired by the Debtors after the Petition Date, including, without limitation, all
Collateral pledged or otherwise granted to the DIP Lender, pursuant to the DIP Facility

Documents and this Interim DIP Financing Order, is not and shall not be subject to any

1223§213 21




lien of any person or entity resulting from any security agreement entered into by the
Debtors prior to the Petition Date, except to the extent that such property constitutes
proceeds of property of the Debtors that is subject to a valid, enforceable, perfected and
unavoidable lien as of the Petition Date which is not subject to subordination under
section 510(c) of the Bankruptcy Code or other provision or principles of applicable law,
18.  Access to the Debtors. In accordance with the provisions of access in the
DIP Facility Documents, the Debtors shall permit representatives, agents, and/or
employees of the DIP Lender and its counsel and other financial advisors to have
reasonable access to their premises and records during normal business hours (without
unreasonable interference with the proper operation of the Debtors’ businesses) and shall
cooperate, consult with and provide to such representatives, agents and/or employees all

such information as they may reasonably request.

19.  Authorization to Act. Each of the Debtors is authorized to do and perform

all acts, to make, exccute and deliver all instruments and documents (including, without
limitation, the execution of security agreements, mortgages and financing statements),
and to pay interest, fees and all other amounts as provided under this Interim DIP
Financing Order and the DIP Facility, which may be reasonably required or necessary for
the Debtors’ full and timely performance under the DIP Facility and this Interim DIP
Financing Order, including, without limitation:

()  the execution of the DIP Facility Documents;

(b)  the modification or amendment of the DIP Credit Agreement or
any other DIP Facility Documents without further order of this Court, in this Bankruptey

Case, in such form as the Debtors and the DIP Lender may agree in accordance with the
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terms of the DIP Facility; provided, however, that notice of any material modification or
amendment (including any waiver of any Event of Default) shall be subject to approval
by this Court; and

(c)  the non-refundable payments to the DIP Lender, as the case may
be, of the fees referred to in the DIP Credit Agreement, and reasonable costs and
expenses as may be due [rom time to time, including, without limitation, reasonable
attorneys’ and other professional fees and disbursements as provided in the DIP Facility
Documents.

Until all of the Borrowings and Obligations have been indefeasibly paid
and satisfied in full by their terms, the Debtors shall use the DIP
Facility proceeds strictly in accordance with the terms of the
Budget, and other terms of this Interim DIP Financing Order.

20.  Insurance Policies. The Debtors shall maintain with financially sound and
reputable insurance companies insurance of a kind covering the Collateral against loss,
thefl or damage. Upon entry of this Interim DIP Financing Order, the DIP Lender shall
be, and shall be deemed to be, without any further action or notice, named as an
additional insured and loss payee on each insurance policy maintained by the Debtors
that in any way relates to the Collateral.

21, Preservation of Collateral. The Debtors shall make any and all payments
necessary to keep the Collateral and its other praperty in good repair and condition and
not permit or commit any waste thercof. The Debtors shall exercise their business
judgment and, in so doing, shall preserve, maintain, and continue all patents, licenses,
privileges, franchises, certificates and the like necessary for the operation of its Business.

22,  Deposits. If the Debtors have made or make any deposits for the benefit

of utility companies or any other entity (and the Debtors shall not make any such deposits
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that are not included in the Budget without first obtaining consent of the DIF Lender),
such deposits shall be, and hereby are, upon any return of same to the Debtors, subject to
the DIP Facility Liens granted by this Interim DIP Financing Order. The Debtors may
not use or transfer any such returned deposits, and the Debtors assign and set over their
rights in and to all such returned deposits to the DIP Lender.

23,  Reporting Requirements. The Debtors are authorized and directed to
provide the DIP Lender with all of the documentation and reports necessary to determine
compliance with the Budget.

24.  No Control. Nathing in this Interim DIP Financing Order shall be deemed
to place the DIP Lender in control of the operations or Business of the Debtors,

95,  Waiver of Right to Additional Credit. During the term of the DIP Facility,

the Debtors waive their right to obtain additional credit under sections 364(c) or (d) of the
Bankruptcy Code.

26.  Subsequent Reversal. If any or all of the provisions of this Interim DIP
Financing Order or the DIP Facility Documents are hereafter modified, vacated,
amended, or stayed by subsequent order of this Court or any other court: (i) stich
modification, vacatur, amendment or stay shall not affect the validity of any obligation of
any Debtor to the DIP Lender that is or was incurred prior to such party receiving written
notice of the effective date of such modification, vacaiur, amendment or stay (the
“Effective_Date”), or the validity, enforceability or priority of the DIP Facility
Superpriority Claims, DIP Facility Liens, or other grant authorized or created by this
Interim DIP Financing Order and the DIP Facility Documents; and (ii) the Indebledness

pursuant to this Interim DIP Financing Order and the DIP Facility Documents arising
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prior to the Effective Date shall be governed in all respects by the original provisions of
this Interim DIP Financing Order and the DIP Facility Documents, and the validity of any
such credit extended or security interest granted pursuant to this Interim DIP Financing
Order and the DIP Facility Documents is and shall be protected by section 364(g) of the

Bankruptcy Code.

27.  Effect of Dismissal of Cases. If the Bankruptcy Case is dismissed,

converted or substantively consolidated, then neither the entry of this Interim DIP
Financing Order nor the dismissal, conversion or substantive consolidation of the
Bankruptey Case shall affect the rights of the DIP Lender, the Textron Lenders or the
Textron Agent under this Interim DIP Financing Order, and all of the respective rights
and remedies thereunder of the DIP Lender shall remain in full force and effect as if the
Bankruptcy Case had not been dismissed, converted or substantively consolidated, If an
order dismissing the Bankruptcy Case is at any time entered, such order shall provide (in
accordance with sections 105 and 349 of the Bankruptcy Code) that the DIP Facility
Liens and DIP Facility Superpriority Claims granted to and conferred upon the DIFP
Lender and the protections afforded to the DIP Lender pursuant to this Interim DIP
Financing Order and the DIP Facility Documents shall continue in full force and effect
and shall maintain their priorities as provided in this Interim DIP Financing Order until
ali Indebtedness shall have been indefeasibly paid and satisfied in full in cash and, with
respect to outstanding undrawn letters of credit, cash collateralized in accordance with
the provisions of the DIP Credit Agreement (and that such DIP Facility Liens, DIP
Facility Superpriority Claim and other protections shall, notwithstanding such dismissal,

remain binding on all interested parties).
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28, Reservation of Rights and Retention of Jurisdiction.

(a)) To the extent the terms and conditions of the DIP Facility
Documents are in conflict with the terms and conditions of this Interim DIP Financing
Order, the terms and conditions of this Interim DIP Financing Order shall control.

(b)  No approval, agreement or consent requested of the DIP Lender by
the Debtors pursuant to the terms of this Interim DIP Financing Order or otherwise shall
be inferred from any action, inaction or acquiescence of the DIP Lender other than a
writing acceptable to and signed by the DIP Lender that expressly shows such approval,
agreement or consent, without limitation. Without limitation, nothing herein shall in any
way affect the rights of the DIP Lender as to any non-Debtor entity or person (as that

term is defined under section 101 of the Bankruptcy Code).

(c) Nothing herein shall be deemed or construed to waive, limit or
modily the rights of the DIP Lender, the Textron Lenders, or the Textron Agent to seek
additional relief in the Bankruptcy Case in accordance with any provision of the
Bankruptcy Code or applicable law. Any failure by the DIP Lender, the Texiron
Lenders, or the Textron Agent to seek such relief or otherwise exercise its rights and
remedies under the DIP Facility or this Interim DIP Financing Order shall not constitute a
waiver of any of the DIP Lender’s, the Textron Lenders’ or the Textron Agent’s rights.

(@)  This Court hereby expressly retains jurisdiction aver all persons
and entities, co-extensive with the powers granted to the Bankruptcy Court under the
Bankruptey Code, to enforce the terms of this Interim DIP Financing Order and to

adjudicate any and all disputes in connection therewith.
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79.  Findings of Fact and Conclusions of Law. This Interim DIP Financing

Order constitutes findings of fact and conclusions of law and shall take effect and be fully
enforceable munc pro tunc ta the Petition Date immediately upon the entry thereof.

30.  Controlling_Effect of Interim DIP Financing Order. To the extent any

provision of this Interim DIP Financing Order conflicts with any provision of the Motion,
any prepetition agreement or any document executed in connection with the DIP Facility,
the provisions of this Interim DIP Financing Order shall control.

31.  Final Hearing. A final hearing on the Motion shall be heard before this

Court on , 2010 at .m. (prevailing Eastern Time) at

the Bankruptcy Court, 824 North Market Street, Courtroom # , Wilmington, Delaware

19801 (the “Final Hearing”).

32.  Adequate Notice. The nolice given by the Debtors of the Interim Hearing

was given in accordance with Bankruptcy Rule 4001(c)(2) and Local Bankruptcy Rule
9013-1(m). Within two business days of the entry of this Interim DIP Financing Order,
the Debtors shall cause a copy of this Interim DIP Financing Order and notice of the
Final Hearing to be given via overnight mail or facsimile to the Notice Parties and all
landlords of the Debtors. Any party-in-interest objecting to the relief sought in the Final
DIP Financing Order shall submit any such objection in writing and file same with the
Court and serve (so as to be received) such objection no later than , 2010
at ____.m, (prevailing Eastern Time) on the following:

(a)  Proposed Counsel to the Debtors: Locke Lord Bissell & Liddell

LLP, 111 8. Wacker Drive, Chicago, IL 60606-4410 (Attn: David W. Wirt, Aaron C.

Smith, Courtney E. Barr),
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(b) Proposed Co-Counsel to the Debtors: Polsinelli Shughart PC,
222 Delaware Avenue, Suite 1101, Wilmington, DE 19801 (Attn: Christopher A. Ward);

(c) Counsel to the DIP Lenders: Snell & Wilmer, LLP, One Arizona
Center, Phoenix, AZ 85004-2202 (Attn: Christopher H. Bayley, Donald F. Ennis);

(d)  Co-Counsel to the DIP Lenders: Ashby Geddes, 500 Delaware
Avenue, P.O. Box 1150, Wilmington DE 19899 (Attn; William P. Bowden), Delaware
counse! to the DIP Lender; and

(e) Counsel to the Textron Lenders and the Textron Agent: King
& Spalding LLP, 1185 Avenue of the Americas, New York, NY 10036 (Attn; Michael C.
Rupe); and

(e) Office of the United States Trustee for the District of Delaware,
844 King Street, Suite 2207, Lockbox 35, Wilmington, Delaware 19801 (Attn: David
Klauder, Esq.).

33.  Termination Date. The DIP Lender’s agreement to provide credit and
other accommodation under the DIP Financing Documents and this Interim DIP
Financing Order, on the terms and subject to the limitations set forth in the Budget and
this Interim DIP Financing Order, shall be effective nune pro func from the Petition Date
to and including the earlier of: (a) notice of the occurrence of an Event of Default; or (b}

the Final Hearing (the “Termination Date™). On the Termination Date, all of the Debtors’

authority to obtain credit under the DIP Facility Documents and this Interim DIP
Financing Order shall terminate, as will the DIP Lender’s obligation to provide the DIP
Financing, unless extended by written agreement of the DIP Lender and the Debtors and

such agreement is promptly filed with this Court by the Debtors .
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Dated: ,2010
Wilmington, Delaware

United States Bankruptcy Judge
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Exhibit E

Final DIP Financing Order

[form to come]




EXHIBIT C

Budget
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