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REGIONAL SEWAGE DISPOSAL SYSTEM LEASE

THIS REGIONAL SEWAGE DISPOSAL SYSTEM LEASE entered into on June 12,
2015, by and between the CITY OF DETROIT (the “City”), a home rule city organized and
existing under the constitution and laws of the State of Michigan, and the GREAT LAKES
WATER AUTHORITY (the “Authority”), a municipal authority and public body corporate
organized and existing under and pursuant to the provisions of Act No. 233, Public Acts of
Michigan, 1955, as amended (“Act 233”).
WITNESSETH:

WHEREAS, a Memorandum of Understanding (the “MOU”) was entered into on
September 9, 2014, by the Emergency Manager and the Mayor of the City, the County Executive
of each of Macomb County, Oakland County and Wayne County, and the Governor of the State,
for the purpose of establishing a regional authority pursuant to Act 233 to operate, control and
improve both the Water Supply System and Sewage Disposal System owned by the City and
presently operated by DWSD (except the City local system infrastructure) and to lease the Water
Supply System and Sewage Disposal System (except the City local system infrastructure) from
the City for an initial term of forty (40) years; and

WHEREAS, pursuant to the MOU, the City and each wholesale customer of the Sewer
System, through their respective ratepayers, shall retain complete responsibility (in the case of
the City, in accordance with the terms of the Water and Sewer Services Agreement) for all
obligations associated with their individual revenue requirements; and

WHEREAS, pursuant to the MOU and to resolutions approving the Authority’s Articles
of Incorporation adopted by the City Council of the City, the Board of Commissioners of
Macomb County, the Board of Commissioners of Oakland County and the County Commission
of Wayne County, the Authority has been incorporated for the purpose of, among other things,
acquiring, owning, leasing, improving, enlarging, extending, financing, refinancing and
operating a water supply system and a sewage disposal system, including a storm water
collection and treatment system, or a combination of such systems; and

WHEREAS, Section 5 of Act 233 authorizes the Authority to acquire property for a
sewage disposal system by lease and to hold, manage and control such property; and

WHEREAS, on September 9, 2014, pursuant to EM Order No. 34, the Emergency
Manager for the City authorized the Mayor of the City to negotiate the terms and execute and
deliver a lease for each of the Water Supply System and the Sewage Disposal System, an
agreement between the City and the Authority relating to the operation, management and
improvement of the City local system infrastructure, and a transition agreement consistent with
the parameters established by the MOU, and to take such other actions as may be necessary or
desirable to complete the transfer of the Water Supply and Sewage Disposal Systems as
described in the MOU; and



WHEREAS, on November 12, 2014, an Order Confirming Eighth Amended Plan for the
Adjustment of Debtor of the City of Detroit (“Confirmation Order”) was entered (Docket No.
8272) confirming the Plan of Adjustment; and

WHEREAS, paragraph 38 of the Confirmation Order approved the MOU in all respects,
and authorized the City to enter into, and take any action necessary to perform under or
implement, the terms of the MOU and any final agreement resulting from the MOU creating the
Authority subject to additional terms and conditions described therein; and

WHEREAS, as contemplated in the MOU, the City and the Authority desire to enter into
this Lease providing for the City to lease the Leased Sewer Facilities and to transfer its interest in
the Revenues to the Authority, subject to the terms and conditions set forth herein.

ARTICLE | - DEFINITIONS

SECTION 1.1 Definitions. In addition to the words and terms elsewhere defined in this
Lease, the following words and terms as used in this Lease and the preambles hereto shall have
the following meanings unless the context or use indicates another or different meaning.

@ “Act 94” means Act No. 94, Public Acts of Michigan, 1933, as amended
from time to time.

(b) “Applicable Laws” means all laws, rules, regulations, ordinances, permit
and license requirements, and orders of courts, governmental officials and agencies of competent
jurisdiction with respect to the Leased Sewer Facilities or which generally relate to the Leased
Sewer Facilities.

(©) “Authority Pension Pool” means that portion of the DWSD Pension Pool
that is allocated to the Authority.

(d) “Authority’s Address” means 735 Randolph Street, Detroit, Michigan
48226, Attention: Chairperson, or such other address set forth in a written notice from the
Authority to the City.

(e “Bankruptcy Order” means the order entered (Docket No. 7028) by the
United States Bankruptcy Court for the Eastern District of Michigan on August 25, 2014 (In re
City of Detroit, Michigan, Debtor, Case No. 13-53846).

()] “BC Note Obligation” means, collectively, the amounts required to be
paid by DWSD pursuant to the Plan of Adjustment in respect of debt service on (i) the City of
Detroit Financial Recovery Bonds, Series 2014B(1) and Series 2014B(2), dated December 14,
2014, and (ii) the City of Detroit Financial Recovery Bonds, Series 2014C, dated December 14,
2014, which bonds were issued to satisfy in whole or in part claims relating to the City’s pension
obligation certificates and post-retirement health benefits.

(9) “Bonds” means, collectively, the DWSD Sewer Bonds being assumed by
the Authority as provided in the Master Bond Ordinance and bonds or other evidences of
indebtedness issued by the Authority under the Master Bond Ordinance pursuant to Act 94, all of
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which are secured by a pledge of and a statutory lien upon the Net Revenues of the Sewer
System.

(h) “Budget Stabilization Fund” means the fund to be established in the
Master Bond Ordinance as described in Section 3.2(b)(iv).

Q) “Budget Stabilization Requirement” shall have the meaning given such
term in the Water and Sewer Services Agreement.

() “Capital Improvement Program” means the ongoing program of capital
improvements for the Leased Sewer Facilities, as the same may be modified from time to time
by the Authority.

(k) “City Residual Costs” means costs and liabilities incurred by the City
which are associated with (i) the lease of the Leased Sewer Facilities and the transfer and
assignment of the DWSD contracts and DWSD employees to the Authority, including
unemployment and separation costs (excluding salaries beyond required notice periods) related
to DWSD employees who decline to transfer to the Authority, (ii) excess capacity resulting from
the establishment by the Authority of separate capacity performing the same function during and
for any period the Authority has contracted for such capacity from the City, to the extent agreed
to by the City and the Authority, and (iii) claims against the City by third parties whose contracts
or rights were transferred to and assumed by the Authority under the terms of this Lease.

Q) “City’s Address” means City of Detroit Water and Sewerage Department,
735 Randolph Street, Detroit, Michigan 48226, Attention: Director, with a copy to City of
Detroit, Office of the Mayor, Coleman A. Young Municipal Center, 2 Woodward Avenue, 11"
Floor, Detroit, Michigan 48226, or such other address or addresses set forth in a written notice
from the City to the Authority.

(m)  “common-to-all” means the method or methods for allocating to wholesale
customers of the Regional Sewer System and Retail Sewer Customers the cost of sewer service
provided by the Regional Sewer System that benefits both wholesale customers and Retail Sewer
Customers, which allocation is determined on a case-by-case analysis of the benefits derived by
each customer class from such service.

(n) “Detroit Capital Improvement Program” means the ongoing program of
capital improvements for the Detroit Local Sewer Facilities, as the same may be modified from
time to time by the City.

(o) “Detroit Local Sewer Facilities” means those sewage disposal facilities,
other than the Leased Sewer Facilities, existing on the Effective Date that are used to provide
sewer service directly to Retail Sewer Customers.

(p) “Detroit Local Water Facilities” means those water supply system
facilities, other than the Leased Water Facilities, existing on the Effective Date that are used to
provide water service directly to Retail Water Customers.



(a) “DWSD” means the Detroit Water and Sewerage Department, as in
existence immediately prior to the Effective Date.

n “DWSD-R” means the Detroit Water and Sewerage Department, as in
existence on and after the Effective Date.

(s) “DWSD Master Sewer Bond Ordinance” means Ordinance No. 18-01
adopted by the City Council of the City, as amended through the Effective Date, that authorized
the issuance of the DWSD Sewer Bonds, as supplemented by the Trust Indenture, dated as of
June 1, 2012, between the City and U.S. Bank National Association, as trustee, as amended
through the Effective Date.

® “DWSD Pension Pool” means that portion of the undivided interest in
investments and the pension liabilities of the GRS Plan that is allocated to DWSD retirees,
deferred retirees and active vested and non-vested members.

(v) “DWSD-R Pension Pool” means that portion of the DWSD Pension Pool
that is allocated to DWSD-R.

(V) “DWSD Sewer Bonds” means all bonds and other evidences of
indebtedness of the City secured by a pledge of and a statutory lien upon the Net Revenues of the
Sewer System outstanding immediately prior to the Effective Date, as more fully described in
Schedule B attached hereto.

(w) “DWSD Water Bonds” means all bonds and other evidences of
indebtedness of the City secured by a pledge of and a statutory lien upon the Net Revenues of the
Water System outstanding immediately prior to the Effective Date, as more fully described in the
Water Lease.

) “Effective Date” means the date on which the conditions set forth in
Section 3.2 have been satisfied, as determined by the Mayor of the City and a supermajority (5/6)
vote of the Board of the Authority.

(y) “Fiscal Year” means the period beginning on July 1 of each year and
ending on June 30 of the following year.

(2 “GRS” means the General Retirement System of the City.

(@ad)  “GRS Plan” means the frozen defined benefit plan of the GRS in effect on
the effective date of the Plan of Adjustment.

(bb)  “Incorporating Municipalities” means, collectively, the City, Macomb
County, Oakland County and Wayne County, as the incorporating municipalities of the
Authority.

(cc)  “Lease” means this Regional Sewage Disposal System Lease, as it may be
amended or supplemented as provided herein.



(dd)  “Leased Sewer Facilities” means, collectively, all of the City’s right, title
and interest in and to that portion of the real and tangible personal property comprising a part of
the Sewer System and owned by the City and providing sewer service to the wholesale
customers of the Regional Sewer System and Retail Sewer Customers up to the point of
connection to the Detroit Local Sewer Facilities, including without limitation the land, buildings,
basins, pump stations, outfalls, storage facilities, other structures, fixtures (including screens,
meters, control gates, interceptors and collection lines), and improvements, and real property
interests such as easements, access rights, rights of way, permits, licenses and leases, all as more
fully set forth in Schedule A attached hereto (the “Real Property”), and any and all tangible
personal property such as machinery, equipment, vehicles, furniture, office equipment, software,
hardware, security systems, communications systems, other information technology systems and
inventory used in connection with the Real Property, including without limitation the personal
property that is described in Schedule A attached hereto (the “Personal Property”). Leased
Sewer Facilities include all improvements and additions to and replacements of the foregoing
described Real Property and Personal Property, but do not include the Detroit Local Sewer
Facilities.

(ee)  “Leased Water Facilities” means, collectively, all of the City’s right, title
and interest in and to that portion of the real and tangible personal property comprising a part of
the Regional Water System and owned by the City and providing sewer service to the wholesale
customers of the Regional Water System and Retail Water Customers up to the point of
connection to the Detroit Local Water Facilities, all as more fully set forth in the Water Lease.

(ff)  “Lease Payment” means the annual payment required to be made by the
Authority for the benefit of the City pursuant to Section 3.4 in consideration for the leasing of the
Leased Sewer Facilities to the Authority and the absolute and irrevocable assignment and
transfer to the Authority of the Revenues as provided herein and to be applied by the Authority
in accordance with the Master Bond Ordinance.

(0g) “Local Sewer System” means that portion of the Sewer System that
provides sewer service directly to Retail Sewer Customers, which on the Effective Date consists
of the Detroit Local Sewer Facilities.

(hh)  “Local Water System” means that portion of the Water System that
provides water service directly to Retail Water Customers, which on the Effective Date consists
of the Detroit Local Water Facilities.

(i) “Macomb County” means the Charter County of Macomb, Michigan.

an “Master Bond Ordinance” means the ordinance to be adopted by the
Authority prior to the Effective Date, setting forth the terms and provisions under which Bonds
may be issued, as amended and supplemented as provided therein.

(kk)  “Net Revenues” has the meaning given thereto in Act 94.

)] “Oakland County” means the County of Oakland, Michigan.



(mm) “O&M Expenses” means for each Fiscal Year all expenses of
administration and operation and the expenses for maintenance as may be necessary to preserve
the Regional Sewer System or the Local Sewer System, as the case may be, in good repair and
working order, including costs incurred by the City in connection with its service as agent
pursuant to Article 2 of the Water and Sewer Services Agreement.

(nn)  “Pension Obligation” means the amounts required to be paid over time by
DWSD in respect of the frozen defined benefit plan of the GRS as provided in the Plan of
Adjustment and the Bankruptcy Order.

(00)  “Plan of Adjustment” means the Eighth Amended Plan of Adjustment of
the City as confirmed by order of the United States Bankruptcy Court for the Eastern District of
Michigan entered on November 12, 2014 (In re City of Detroit, Michigan, Debtor, Case No. 13-
53846).

(pp)  “Prudent Utility Practices” means those practices, methods, techniques,
standards and acts engaged in or approved by a significant portion of the regulated sewer
utility industry in the United States or any of the practices, methods, techniques, standards
and acts which, in the exercise of reasonable judgment in light of the facts known (or which a
qualified and prudent operator could reasonably be expected to have known) at the time a
decision is made, would have been expected to accomplish a desired result at a reasonable
cost consistent with good business practices, reliability, safety and expedition, in each case related
to the operation, maintenance and improvement of similar systems at utility facilities of the same
or similar size and type as the Leased Sewer Facilities.

(gg) “Regional Sewer System” means that portion of the Sewer System that
provides sewer service to the wholesale customers thereof and Retail Sewer Customers up to the
point of connection to the Local Sewer System, which on the Effective Date consists of the
Leased Sewer Facilities.

(rr)  “Regional Water System” means that portion of the Water System that
provides water service to the wholesale customers thereof and Retail Water Customers up to the
point of connection to the Local Water System, which on the Effective Date consists of the
Leased Water Facilities.

(ss)  “Retail Sewer Customers” means those individual customers located
within and outside the City that receive sewer service directly from the Detroit Local Sewer
Facilities.

(tt)  “Retail Water Customers” means those individual customers located
within and outside the City that receive water service directly from the Detroit Local Water
Facilities.

(uu)  “Retail Revenues” means Revenues collected from Retail Sewer
Customers.

(vw) “Revenues” means the revenues, including the Retail Revenues, of the
Authority from the Sewer System, which shall be construed as defined in Act 94, and shall
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include all moneys collected directly or indirectly by the Authority, or the City as agent for the
Authority, under the Water and Sewer Services Agreement and required to be deposited into the
Receiving Fund established under Section 502 of the Master Bond Ordinance.

(ww) “Sewer System” means the City’s sewage disposal system as existing
immediately prior to the Effective Date, which consists on the Effective Date of the Regional
Sewer System and the Local Sewer System.

(xx)  “Shared Services Agreement” means the Shared Services Agreement
between the City and the Authority relating to the provision of services by the City to the
Authority with respect to the Regional Water System and the Regional Sewer System, and the
provision of services by the Authority to the City with respect to the operation and management
of the Detroit Local Water Facilities and the Detroit Local Sewer Facilities, as it may be
amended and supplemented as provided therein.

(yy) “State” means the State of Michigan.

(zz)  “Water and Sewer Services Agreement” means the Water and Sewer
Services Agreement, dated June 12, 2015, between the City and the Authority relating to the
provision of water service to Retail Sewer Customers and sewer service to Retail Sewer
Customers, as it may be amended and supplemented as provided therein.

(aaa) “Water Lease” means the Regional Water Supply System Lease, to be
effective on the Effective Date, relating to the lease of the Leased Water Facilities from the City
to the Authority.

(bbb) “Water Lease Payment” means the annual payment required to be made
by the Authority for the benefit of the City pursuant to the Water Lease.

(ccc) “Water System” means the City’s water supply system as existing
immediately prior to the Effective Date, which on the Effective Date consists of the Regional
Water System and the Local Water System.

(ddd) “Wayne County” means the Charter County of Wayne, Michigan.

(eee) “WRAP Fund” means the Water Residential Assistance Program Fund to
be established pursuant to the MOU, which shall be a fund independently-administered on behalf
of the Authority to provide assistance to indigent residential customers throughout the Water
System and the Sewer System.

ARTICLE Il - REPRESENTATIONS

SECTION 2.1 Representations of the City. The City represents and warrants to the
Authority as follows:

@ The City is a home rule city duly existing under the Constitution and laws
of the State, and has the right, power and authority to enter into this Lease and perform its
obligations hereunder.



(b) To the knowledge of the City, as set forth in a certificate of the DWSD
Director and the DWSD Chief Administrative and Compliance Officer/General Counsel, the City
has not mortgaged, pledged or subjected to any lien, charge or security interest any of the Leased
Sewer Facilities nor has the City entered into any lease or easement agreement or created any
other encumbrance with respect to any of the Leased Sewer Facilities that in each case would
adversely affect the ability of the Authority to operate the Leased Sewer Facilities as provided in
Section 5.1.

(© To the knowledge of the City, as set forth in a certificate of the DWSD
Director and the DWSD Chief Administrative and Compliance Officer/General Counsel, there
presently exists no material casualty loss or damage to the Leased Sewer Facilities that would
prevent the Authority from operating the Leased Sewer Facilities as provided in Section 5.1.

(d) To the knowledge of the City, as set forth in a certificate of the DWSD
Director and the DWSD Chief Administrative and Compliance Officer/General Counsel, there
are no claims, actions, suits, proceedings, loss events or investigations pending or, to the best of
the City’s knowledge, threatened against or affecting the Leased Sewer Facilities or the validity
of this Lease, at law or in equity, or before or by any federal, state, municipal or governmental
department, commission, board, bureau, agency or instrumentality which, if adversely
determined against the City, would have a material adverse effect on the Leased Sewer Facilities,
the Net Revenues of the Sewer System or the City’s ability to enter into this Lease.

(e) In connection with the Leased Sewer Facilities, to the knowledge of the
City, as set forth in a certificate of the DWSD Director and the DWSD Chief Administrative and
Compliance Officer/General Counsel, (i) there are no unresolved notices of violation, orders,
claims, citations, complaints, penalty assessments, suits or other proceedings pending against the
City which have been unresolved for a period of more than 30 days or which are not expected to
be resolved within 30 days or such other period specified for cure which in each case could have
a material adverse impact on the operation of the Leased Sewer Facilities if allowed to continue
beyond that period and (ii) there is no investigation or review pending or threatened against the
City by any governmental entity or third party with respect to any alleged violation of any
federal, state or local environmental law, regulation, ordinance, standard, permit or order relating
to the operation of the Leased Sewer Facilities which could have a material adverse impact on
the operation of the Leased Sewer Facilities.

SECTION 2.2 Representations of the Authority. The Authority represents and warrants
to the City as follows:

@ The Authority has been duly incorporated and is validly existing as a
municipal authority and public body corporate under Act 233, and has the right, power and
authority to enter into this Lease and to perform its obligations hereunder.

(b) There are no claims, actions, suits, proceedings or investigations pending
against the Authority, or to the best of the Authority’s knowledge, threatened, that would have a
material adverse effect on the transactions contemplated or provided for in this Lease.



ARTICLE Il - LEASE OF LEASED SEWER FACILITIES

SECTION 3.1 Term of this Lease. The term of this Lease (the “Term”) shall commence
on the Effective Date and shall terminate on the later of the Initial Lease Termination Date or the
Extended Lease Termination Date. Until the Effective Date, which is contingent on the
satisfaction of the conditions set forth in Section 3.2, this Lease shall not constitute a sale, lease
or disposition of the Sewer System or any substantial part thereof, as contemplated by Section 19
of the Detroit Master Sewer Bond Ordinance. This Lease shall initially terminate on the fortieth
(40™) anniversary of the Effective Date (the “Initial Lease Termination Date”). Upon the
issuance of Bonds with a final stated maturity date after the Initial Lease Termination Date, the
Initial Lease Termination Date shall automatically, and without further action of the parties
hereto, be amended to coincide with the date on which all of the Bonds have been paid or
provision for payment of all of the Bonds has been made in accordance with the Master Bond
Ordinance (the “Extended Lease Termination Date”).

SECTION 3.2 Conditions Precedent to Effective Date. The Effective Date shall be
deemed to have occurred when all of the following conditions have been satisfied, as evidenced
by a certificate signed by authorized officers of the City and the Authority:

@) This Lease, the Water Lease, the Water and Sewer Services Agreement
and the Shared Services Agreement shall have been duly authorized, executed and delivered by
the City and the Authority.

(b) The effective date under the Water Lease shall occur on the same date as
the Effective Date under this Lease.

(© The Master Bond Ordinance shall have been duly adopted by the
Authority and shall be in full force and effect and shall contain the following provisions:

Q) The rate covenant and the test for the issuance of additional bonds
thereunder shall both conform to DWSD’s existing coverage requirements of 1.20, 1.10 and 1.00
for senior lien, second lien and junior lien indebtedness, respectively;

(i) A flow of funds consistent with Act 94, the MOU and
representations made by DWSD to certain holders of DWSD Sewer Bonds that agreed to
purchase such DWSD Sewer Bonds following a tender thereof on September 4, 2014, in the
following order of priority as required by Act 94: (A) O&M Expenses of the Regional Sewer
System and the Local Sewer System, and (B) debt service on all indebtedness payable from Net
Revenues of the Sewer System before making deposits to other accounts in the flow of funds;

(iii)) A covenant to comply with the provisions of the Bankruptcy
Order, including but not limited to paragraph 24 thereof which is attached hereto as Schedule G;
and

(iv)  The establishment of a Budget Stabilization Fund, which shall be a
restricted account held by the Authority under the Master Bond Ordinance. The Budget shall be
funded by Retail Revenues in an amount equal to the Budget Stabilization Requirement as
provided in the Water and Sewer Services Agreement. Moneys in the Budget Stabilization Fund
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REGIONAL WATER SUPPLY SYSTEM LEASE



WATER AND SEWER SERVICES AGREEMENT



