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AGREEMENT

This Water and Sewer Services Agreement (“Agreement”) is entered into as of June 12,
2015 by and between the City of Detroit, a home rule city organized and existing under the laws
of the State of Michigan (the “City”) and the Great Lakes Water Authority, a public corporation
organized under Act 233, Michigan Public Acts of 1955, as amended (“Act 233”) (the
“Authority”).

RECITALS

WHEREAS, a Memorandum of Understanding (the “MOU”) was entered into on
September 9, 2014 by the Mayor of the City, the county executives of Macomb, Oakland, and
Wayne Counties, and the Governor of the State of Michigan (the “State”), for the purpose of
establishing a regional water authority pursuant to Act 233 to operate, control and improve the
portions of the City’s Water Supply System and Sewage Disposal System presently operated by
the Detroit Water and Sewerage Department (“DWSD”) which are necessary for the wholesale
delivery and sale of water and sewage disposal to customers in southeastern Michigan and to
facilitate the improvement of the Detroit Local Systems (as herein defined) which will continue
to be operated by the City; and

WHEREAS, pursuant to the MOU and resolutions approving the Authority’s Articles of
Incorporation by the City Council of the City, the Boards of Commissioners of Oakland and
Macomb Counties, and the County Commission of Wayne County, and an order executed by the
emergency manager for the City, 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 (the “Regional Water System”) and sewage disposal
system, including a storm water collection and treatment system (the “Regional Sewer System,”
and together with the Regional Water System, the “Regional Systems”), or a combination of
such systems; and

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

WHEREAS, the City will operate those assets of the water supply system and sewage
disposal system necessary to provide water services (the “Detroit Local Water Facilities”) and
sewer services (the “Detroit Local Sewer Facilities,” and together with the Detroit Local Water
Facilities, the “Detroit Local Facilities”) only to the individual retail customers served directly by
the Detroit Local Systems (as herein defined)(the “Retail Customers”);

WHEREAS, on September 9, 2014, the emergency manager for the City authorized the
Mayor to negotiate the terms of and execute and deliver a lease of the Regional Water System
and the Regional Sewer System, an agreement between the City and the Authority relating to the
operation, management and improvement of the Detroit Local Systems, a transition agreement
consistent with the parameters established by the MOU, and take such other actions as may be
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necessary or desirable to complete the transfer of the Regional Systems to the Authority as
described in the MOU; and

WHEREAS, the transaction was approved by the State Treasurer on November 13, 2014,
by the Governor on November 14, 2014 and the Detroit Financial Review Commission on
May 18, 2015; and

WHEREAS, on November 12, 2014, an Order Confirming Eighth Amended Plan for the
Adjustment of Debts 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, Section 4 of Act 233 grants the Authority all powers necessary to carry out
the purposes of its incorporation and those incident thereto; and

WHEREAS, the continued operation of the Detroit Local Systems will require Water
Services and Sewer Services (each as herein defined) from the Authority; and

WHEREAS, it is necessary to establish and define the scope of the agency relationship
between the City and the Authority with respect to the development of rates and the billing,
collection and enforcement of payment of charges for the provision of Water Services and Sewer
Services to Retail Customers.

NOW, THEREFORE, in consideration of the mutual promises and agreements herein
contains, the parties hereto agree as follows:

ARTICLE 1
DEFINITIONS

1.1 Definitions. As used in this Agreement:

“Act 94” means the revenue bond act of 1933, Act 94, Public Acts of Michigan, 1933, as
amended.

“Act 233” has the meaning assigned it in the preamble to this Agreement.

“Agreement” means this Water and Sewer Services Agreement between the City and the
Authority and all Exhibits attached hereto.

“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 Facilities or which generally relate to the Leased Facilities.
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“Authority Bonds” means bonds or other evidences of indebtedness assumed by the
Authority under the Leases and related Master Bond Ordinance or issued by the Authority under
the related Master Bond Ordinance pursuant to Act 94 and secured by a pledge of and statutory
lien upon the Net Revenues (as that term is defined in the related Master Bond Ordinance) of the
related System.

“Authority CIP” means the ongoing program of capital improvements for the Leased
Facilities as the same may be modified from time to time by the Authority.

“AWWA” means the American Water Works Association.

“B Notes” means the City of Detroit Financial Recovery Bonds, Series 2014 B(1) and
Series 2014B(2) dated December 10, 2014, issued in part for the purposes of satisfying the City’s
pension obligation certificate and post-retirement health benefits claims.

“Board” means the Board of Directors of the Authority.

“Budget Stabilization Fund” means the restricted account by that name established under
the Master Bond Ordinance for each System to be funded from Retail Revenues and applied by
the Authority in its discretion as provided in each Master Bond Ordinance in the event of
shortfalls in Retail Revenues.

“Budget Stabilization Requirement” means, for each of the Local Water System and
Local Sewer System, an amount calculated each Fiscal Year equal to (A) two times a number
equal to twenty percent of the average bad debt expense of Retail Customers as a class for the
two preceding Fiscal Years based on audited financial statements (or unaudited statements if
audited statements are not available), which amount shall be funded from Retail Revenues
initially in thirds over three Fiscal Years beginning in Fiscal Year 2016, or (B) such other
amount specified by the Board by supermajority vote. For purposes of the required deposit for
Fiscal Year 2016 the amount shall aggregate $7,919,026, and shall be $2,327,026 for the Local
Water System and $5,591,469 for the Local Sewer System.

“C Notes” means the City of Detroit Financial Recovery Bonds, Series 2014C dated
December 10, 2014, issued for the purpose of satisfying the City’s pension obligation certificate
claims.

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

“Detroit CIP” means the ongoing program of capital improvements for the Detroit Local
Facilities as the same may be modified from time to time by the City or DWSD.

“Detroit Local Facilities” means, collectively, the Detroit Local Sewer Facilities and the
Detroit Local Water Facilities.
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“Detroit Local Sewer Facilities” means those sewage disposal facilities of the Sewer
System, other than the Leased Sewer Facilities, that are used to provide sewer service directly to
the Retail Customers on the Effective Date.

“Detroit Local Water Facilities” means those water supply system facilities, including all
fire hydrants, of the Water System, other than the Leased Facilities that are used to provide water
service directly to the Retail Customers on the Effective Date.

“Detroit Local Systems” means, collectively, the Local Water System and the Local
Sewer System.

“DWSD” has the meaning assigned to it in the Recitals to this Agreement.

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

“Effective Date” has the meaning assigned it in Section 10.1.

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

“Green Infrastructure” means an array of products, technologies and practices that use
natural systems or engineering systems that mimic natural process by using soils and vegetation
to remove storm water from the Sewer System as components of a storm water management
system, which systems may include by are not limited to green roofs, porous pavement, rain
gardens and vegetated swales.

“Green Infrastructure Program” means implementation of Green Infrastructure to remove
storm water from the Sewer System and expenditure of the average annual requirement per
Part I. Section A.15.d.5.a and b. of the Wastewater Treatment NPDES Permit.

“Lease Payment” means the payments required to be made each year by the Authority for
the benefit of the City to be used for water and sewer improvements or debt service on Authority
Bonds pursuant to the Leases in consideration for the lease of the Leased Facilities and the
absolute and irrevocable sale, assignment and transfer to the Authority of the Revenues derived
from the operation of the Systems prior to the end of the Term.

“Leases” means the Regional Sewer System Lease and the Regional Water System
Lease.

“Leased Facilities” means those facilities and infrastructure subject to the Leases.

“Local Sewer System” means that portion of the Sewer System that provides Sewer
Services directly to the Retail Customers, which on the Effective Date consists of the Detroit
Local Sewer Facilities.
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“Local Water System” means that portion of the Water System that provides Water
Supply Service directly to Retail Customers, which on the Effective Date consists of the Detroit
Local Water Facilities.

“Master Bond Ordinance” means, individually or collectively, as the context requires, the
ordinance to be adopted by the Authority on or before the Effective Date for each System, setting
forth the terms and provisions under which Authority Bonds may be assumed or issued.

“Mayor” means the Mayor of the City.

“MOU” has the meaning assigned to it in the recitals to this Agreement.

“Non-revenue Water” means the sum of unbilled authorized consumption (water for
firefighting, flushing, etc.), plus apparent losses (customer meter inaccuracies, unauthorized
consumption and systematic data handling errors) plus real losses (system leakage and storage
tank overflows).

“Parties” means the City and the Authority.

“Performance Standards” means the level of performance necessary to provide Water
Services or Sewer Services, as applicable, in accordance with Applicable Laws and Prudent
Utility Practices, all in a manner so as to provide such Water Services or Sewer Services to
customers in the same or an improved manner as was provided by DWSD immediately prior to
the Effective Date.

“Plan of Adjustment” means the City’s eighth amended plan for the adjustment of debts
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).

“Prudent Utility Practices” means those practices, methods, techniques, standards and
acts engaged in or approved by a significant portion of the regulated water and 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 franchises of the same or
similar size and type as the Systems.

“Reconciliation Committee” means a committee consisting of a member of the Authority
Board not appointed by the Mayor of the City, or his or her designee, and a member of the Board
of Water Commissioners of the City, or his or her designee, who shall exercise the duties and
perform the functions described in Section 5.3.

“Regional Sewer System” means that portion of the Sewer System that provides sewer
service to the wholesale customers thereof and to the Local Sewer System, which on the
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Effective Date consists of the Leased Sewer Facilities (as defined under the Regional Sewer
System Lease).

“Regional Systems” means that portion of each System that provides Water Services and
Sewer Services to the wholesale customers thereof and to Retail Customers up to the point of
connection with the Detroit Local Systems.

“Regional Water System” means that portion of the Water System that provides water
service to wholesale customers thereof and to the Local Water System, which on the Effective
Date consists of the Leased Water Facilities (as defined under the Regional Water System
Lease).

“Receiving Funds” means, collectively, the fund established under the Water System
Master Bond Ordinance and the fund established under the Sewer System Master Bond
Ordinance.

“Retail Customers” has the meaning assigned to it in the Recitals to this Agreement, and
includes those individual customers served directly by the Detroit Local Systems that are located
within and outside the boundaries of the City.

“Retail Revenues” means Revenues collected from Retail Customers.

“Revenue Receipts Fund” means that fund established under Section 502(b) of each
Master Bond Ordinance and held in trust by the trustee or Revenue Receipts Trustee appointed
thereunder to receive Revenues of both Systems.

“Revenue Receipts Trustee” means U.S. Bank National Association and its successor, as
the trustee for the Revenue Receipts Fund established under the Master Bond Ordinances.

“Revenues” means the revenues of the Authority from the Water System and the Sewer
System, which revenues shall be construed as defined in Act 94, and shall include all moneys
deposited by the City in a Revenue Receipts Fund under Section 4.1.

“Services” means, collectively, Water Services and Sewer Disposal Services.

“Sewer Improvement and Extension Fund” means the Improvement and Extension Fund
established under the Master Bond Ordinance for the Sewer System to be used for
improvements, enlargements, extensions or the betterment of the Regional Sewer System and
Detroit Local Sewer System.

“Sewer Services” means the activities of the Authority of collection, carrying, separation,
treatment, and disposal of both sewage and water runoff from the Detroit Local Sewer Facilities
to the Regional System pursuant to Section 3.2.

“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.
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“Systems” means, collectively, the Detroit Local Systems and the Regional Systems.

“TAC” means the Technical Advisory Committee consisting of representatives of the
Authority, the City, and wholesale water customers of the Authority and their respective
representatives, and shall include its successor or replacement if altered or discontinued. The
TAC shall remain in existence until December 31, 2038 unless the committee determines
otherwise.

“Trustee” means U.S. Bank National Association, or a successor as trustee under the
Master Bond Ordinances.

“Wastewater Treatment NPDES Permit” means that certain National Pollutant Discharge
Elimination System Permit MI 0022802 issued by the Department of Environmental Quality of
the State of Michigan to the City of Detroit Water and Sewerage Department which regulates the
discharge of waste or wastewater into surface waters of the State.

“Water Improvement and Extension Fund” means the Improvement and Extension Fund
established under the Master Bond Ordinance for the Water System to be used for
improvements, enlargements, extensions or the betterment of the Regional Water System and
Detroit Local Water System.

“Water Services” means the provision by the Authority of water to the Detroit Local
Water Facilities pursuant to Section 3.1.

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

“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.

1.2 Captions and Headings. The captions, headings, and titles in this Agreement are
intended as a convenience and not intended to have any substantive meaning or be interpreted as
part of this Agreement.

1.3 Plural Terms. A term or phrase in this Agreement importing the singular
number only may extend to and embrace the plural number and every term or phrase importing
the plural number may be applied and limited to the singular number.

ARTICLE 2
AGENCY

2.1 Appointment and Termination of Agency. (a) The Authority hereby appoints
the City as its agent, and the City hereby accepts such appointment as agent, to perform the
services and undertake the duties, obligations and administrative functions described in the third
sentence of Section 3.1(a), the third sentence of Section 3.2(a), and the second paragraph of
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Section 4.1 on behalf and for the benefit of the Authority, in accordance with the terms of this
Agreement and Applicable Law. This appointment and the City’s acceptance thereof may not be
revoked or terminated except in accordance with the express terms of Section 2.2. Unless and
until this agency relationship between the Authority and the City is revoked or terminated in
whole or in part pursuant to Section 2.2, the City shall be, and hereby is, authorized and
empowered by the Authority to execute and deliver, in the name and on behalf of the Authority,
any and all instruments, documents or notices necessary or appropriate in performing its role as
agent of the Authority under this Agreement. The Authority shall execute and deliver to the
City such documents as have been prepared by the City for execution by the Authority and shall
furnish the City with such other documents as may be in the Authority’s possession, in each
case, as the City may determine to be necessary or appropriate to enable it to carry out and
perform its duties, obligations and administrative functions under this Agreement and
Applicable Law. Upon the City’s written request, the Authority shall furnish the City with any
powers of attorney or other documents necessary or appropriate to enable the City to carry out
and perform its duties, obligations and administrative functions hereunder. The City may
perform its agency duties directly or through one or more third parties, provided that the City
shall remain primarily responsible for the performance of such duties.

(b) The City shall act in its capacity as agent for the Authority (and not in its own
capacity as principal or otherwise) for the purposes described in Sections 3.1(a), 3.2(a), and 4.1.
The Authority may revoke or terminate, in accordance with the procedures described in
Section 2.2, its appointment of the City as agent for the Authority, if the City fails to perform its
duties, obligations or administrative functions described in Sections 3.1(a), 3.2(a), and 4.1 in
accordance with those Sections and, to the extent applicable, the Performance Standards and
Applicable Law; and in particular by failing to:

(i) Establish a two-year budget which includes the costs of performing the City’s
agency responsibilities for the Detroit Local Systems under this Agreement no later than
April 23 of each year starting with Fiscal Year 2017;

(ii) Establish rates reasonably intended to meet the revenue requirements for the
Water Services and Sewer Services for each Fiscal Year that will become effective no
later than June 30 of the prior Fiscal Year;

(iii) Send bills to Retail Customers at least every other month;

(iv) Collect and enforce payment of bills consistent with the Performance
Standards; and

(v) Deposit Revenues in accordance with Section 4.1.

2.2 Termination of Agency. In the event the City fails to satisfy any of the
requirements of Section 2.1(b) at any time after attempting to resolve concerns as provided in
Section 5.2, the Authority may, but is not obligated or required to, revoke or terminate the
agency of the City with respect to those requirements that the City has failed to carry out and
perform (but the agency shall continue with respect to all other requirements), subject to prior
compliance by the Authority with the exclusive procedures and remedies provided in Articles 7
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and 8. If, pursuant to a decision of the Arbitration Panel in accordance with Articles 7 and 8, the
Arbitration Panel determines that the City has failed to satisfy any of the requirements of
subsection (b) above, the Authority may perform each of those requirements that was not
satisfied by the City in accordance with this Agreement directly or through another appointed
agent. The City may not resign or assign any of its responsibilities under this Article 2 without
the prior written consent of the Authority.

ARTICLE 3
WATER AND SEWER SERVICE; RATES

3.1 Water Services. (a) The Authority shall provide Water Services in amounts
sufficient to meet the requirements of Section 3.1(b) and in compliance with the technical and
other requirements as provided in Exhibit A. The City agrees to remit payment for all Water
Services provided by the Authority at such rates as the Authority may establish, but only from
amounts billed to and collected from Retail Customers. The City shall act as agent for the
Authority pursuant to Article 2 with respect to the development of rates, and billing and
collecting and enforcing the collection of fees and charges from Retail Customers for Water
Services. The City shall establish rates consistent with Applicable Laws that are reasonably
projected to meet the revenue requirement the Authority establishes for Retail Customers as well
as other costs of the Local Water System; provided that:

(i) rates established by the Authority shall be reasonable in relation to the costs
incurred by the Authority for the supply of water; and

(ii) the Authority shall not establish a revenue requirement for Retail Customers
for the 2015-2016 Fiscal Year in an amount exceeding the revenue requirement
established by DWSD for that period; and

(iii) each year, the Authority shall reflect in the revenue requirement a credit for
the Retail Customers located in the City in the amount of $20,700,000 against the portion
of the Authority’s revenue requirements allocated to the City, representing the return on
equity to the City for the Water System in recognition of the City’s ownership of the
Water System and support of the rate structure for the Water System; and

(b) Usage and Records.

(i) Measurement of City Usage; Records.

A. Annual volume and demands (used interchangeably as Units of
Service) of the Local Water System on the Regional Water System will be
estimated based on a combination of retail automated meter sales data and
estimated sales data for non-automated meter customers, other Prudent Utility
Practices measurement techniques, as well as all sources of non-revenue water.
To the extent that all or a portion of water sales to the Local Water System
becomes measured by master meters, the general approach may be modified.
Updates to usage and records data will be governed by the following analyses:
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(y) Independent Financial and Engineering Analysis for Units
of Service: Commencing upon the Effective Date, the Authority
shall conduct an independent financial and engineering analysis,
which shall review historical data for the development and
documentation of the Fiscal Year 2017 unit of service factors
(including annual volumes, maximum daily demand, peak hour
demand, and non-revenue water) for the non-master metered
customers including the City. The TAC work groups will assist in
the review of the information developed and will provide a
recommendation to the Board. These units of service factors shall
be updated as provided in Exhibit A-II and used in the 2017 water
revenue requirement allocations for the Regional Water System.
Due to the timing necessary to complete a detailed water audit,
best available data will be used to estimate the non-revenue water
to meet the rate season deadlines included herein.

(z) Water Audit: Commencing upon the Effective Date, the
Authority shall complete a water audit based upon the AWWA
methodology. The results of the water audit shall be used to
develop the Fiscal Year 2018 revenue requirement allocations. The
Parties shall adjust the values located within Exhibit A-II based
upon the results of the water audit, best available data and Prudent
Utility Practices. Fiscal Year 2018 shall be considered year one of
the re-opener cycle as provided in Exhibit A.

B. Future Annual Volumes and Maximum Flow Rates: Until such
time as the Local Retail System is completely master metered, the Parties shall
use the best available data and Prudent Utility Practices to develop Local Retail
System annual volumes and maximum flow rates. It is agreed to by the Parties
that beginning in 2018 rate year, exceedances in the Maximum Flow Rates
identified within Exhibit A-II (updated in both 2017 and 2018 per (a)(y) and
(a)(z) above) shall be subject to the terms of this Agreement.

C. Non-revenue Water: All sources of Non-revenue Water in the
Local Water System shall be evaluated and quantified annually using best
available data and Prudent Utility Practices for inclusion in the annual volume
calculation for the City.

D. Data Review and Recommendation: Upon the effective date of this
Agreement, a subcommittee of the TAC will be developed or incorporated in an
existing work group, to affirm, validate and estimate the unit of service factors for
the City and other non-metered customers. This subcommittee may require the
assistance of engineering, financial, accounting, and/or metering consultants to
assist with data analytics and review. The subcommittee will be responsible for
review of the previous year’s data and recommending updates to the values as
needed to provide consistency with the development of rates and charges for
metered wholesale customers. Once recommendations are developed, the
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subcommittee shall report out their conclusions to the Rates Work Groups of the
TAC who will evaluate and approve the recommendations or cause them to be
refined until they are approved. The Rates Work Groups will review and carry
forward their recommendations to the TAC, for review and approval as
appropriate. If the staff of the Authority agrees with the values recommended by
the TAC, staff will utilize these analytical values in the rate model as are used for
wholesale customers. If the Authority staff disagrees with the values
recommended for use by the TAC, both sets of values will be utilized in the rate
model and presented to the Board for its consideration. In the event a
presentation of both sets of values is necessary, the TAC co-chairs shall be
allowed to present information as deemed appropriate to the Board to support
their recommendations. The City shall be a member of any subcommittees
established, the Rates Work Groups, and the TAC.

E. Independent Wholesale Meter Audit: The Authority shall be
required to conduct an independent audit of all wholesale meters commencing
with the 2017 fiscal year. At a minimum, this audit shall review calibration and
testing procedures as well as records for data accuracy, validate the number of
days in service, and volume/sales data. This audit shall be conducted on an annual
basis with technical review by the Analytical Work Group of the TAC. Results of
this audit shall be provided to the Rates Work Group for consideration in
development of the revenue requirements for the Regional System.

(ii) Authority Usage. Until such time as the Leased Facilities are completely
master metered, the Parties shall use the best available data and Prudent Utility Practices
to develop Leased Facility annual volumes and maximum flow rates. Water usage by the
Authority in the Leased Facilities connected to and receiving water service from the
Local Water System shall be accounted for by applying applicable Prudent Utility
Practices, including metering where feasible, and where not metered subject to the
quarterly review and concurrence by the City and the Authority. Such usage may be
excluded from any calculations used to determine the annual purchase volumes,
maximum day demands or peak hour demands for Water Services to Retail Customers
from the Authority.

(iii) Water Treatment Production Metering. The Authority shall complete the
metering improvements specified in the FY 2016 Water Supply System Capital
Improvement Program, Fiscal Years 2016-2020, approved on March 1, 2015 by the
Board of Water Commissioners, for the Northeast, Springwells, and Waterworks Park
water treatment facilities no later than June 30, 2020. The Authority shall include in a
future Authority CIP adequate means of measuring Authority consumption of water at
other Regional Water Facilities.

(c) Rate Methodology. The Authority shall adopt, and may amend from time to time,
a methodology for ratemaking for the sale of water detailed in this Agreement that complies with
Michigan law. The Authority shall provide the City a description of such methodology and any
amendment thereto in a form that complies with the provisions of this Agreement and accounts
for differences attributable to this Agreement and the Leases. The Authority shall provide the
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City any update to its methodology within twenty (20) business days of its adoption by the
Board.

(d) The Authority shall apply any portion of the Lease Payments directed by the City
to debt service on Authority Bonds to the water revenue requirement established for the City and
incorporate in its budget any portion of the Lease Payments directed by the City to the Detroit
Local Account in the Water Improvement and Extension Fund.

(e) The City shall repair, maintain, improve and operate the Local Water System in
compliance with all Applicable Laws and the requirements of governmental and quasi-
governmental permits issued with respect to the Local Water System or that are generally
applicable to the Local Water System. Except to the extent caused by an act or omission of the
Authority, the City shall be solely responsible for any noncompliance by the Local Water System
with any of the foregoing, including the correction of the noncompliance and the payment of the
costs thereof, and for the payment of any related fines, penalties, costs, losses or damages related
thereto.

3.2 Sewer Services. (a) The Authority shall provide Sewer Services to the Retail
Customers in amounts sufficient and in compliance with other technical requirements as
described in Exhibit B. The City agrees to remit payment for all Sewer Services provided by the
Authority at such rates as the Authority may establish, but only from amounts billed to and
collected from Retail Customers. The City shall act and is hereby appointed as agent for the
Authority with respect to the development of rates for, and billing and collecting and enforcing
the collection of fees and charges from the Retail Customers for Sewer Services. The City shall
establish rates consistent with Applicable Laws that are reasonably projected to meet the revenue
requirement the Authority establishes for Retail Customers, as well as other costs of the Local
Sewer System; provided that:

(i) rates established by the Authority consistent with Exhibit B-V shall be
reasonable in relation to the costs incurred by the Authority for the supply of Sewer
Services; and

(ii) the Authority shall not establish a revenue requirement for the 2015-2016
Fiscal Year in an amount exceeding the amount currently in effect as established by
DWSD for that period; and

(iii) each year, the Authority shall reflect in its rate structure for Sewer Services a
credit for Retail Customers in the City in the amount of $5,516,000 against the portion of
the Authority’s revenue requirements allocated to the City, representing the return on
equity to the City for the Sewer System in recognition of the City’s ownership of the
Sewer System.

(b) Rate Methodology. The Authority shall adopt, and may amend from time to time,
the methodology for ratemaking for the sale of Sewer Services that complies with Applicable
Laws. The current methodology utilized by DWSD prior to the Effective Date is identified in
Exhibit B-V to this Agreement. The Authority shall provide the City any update to its
methodology within twenty (20) business days of its adoption by the Board.
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(c) The Authority shall apply any portion of the Lease Payments directed by the City
to debt service on Authority Bonds to the sewer revenue requirement established for the City and
incorporate in its budget any portion of the Lease Payments directed by the City to the Detroit
Account in the Sewer Improvement and Extension Fund.

(d) Authority Usage. Sewer Services used by the Authority in the operation of the
Leased Facilities connected to and receiving sewer service from the Local Sewer System shall be
accounted for by applying applicable Prudent Utility Practices, including metering where
applicable, and where not metered subject to the quarterly review and concurrence by the City
and the Authority. Such usage shall be excluded from any calculations used to determine the
City’s cost for Sewer Services to Retail Customers from the Authority.

(e) The City shall repair, maintain, improve and operate the Local Sewer System in
compliance with all Applicable Laws and the requirements of governmental and quasi-
governmental permits issued with respect to the Local Sewer System or that are generally
applicable to the Local Sewer System, including without limitation the provisions of Wastewater
Treatment NPDES Permit applicable to the Local Sewer System. Responsibilities for
compliance with the Wastewater Treatment NPDES Permit shall be generally allocated as shown
on Exhibit B-VI. Except to the extent caused by an act or omission of the Authority, the City
shall be solely responsible for any noncompliance by the Local Sewer System with any of the
foregoing, including the correction of the noncompliance and the payment of the costs thereof,
and for the payment of any related fines, penalties, costs, losses or damages related thereto.

(f) Detroit Local System Usage. Until such time as the Detroit Local System is
master metered, sewer usage by all Retail Customers connected to and receiving sewer service
from the Detroit Local System shall be accounted for by Prudent Utility Practices including
metering where applicable, and where not metered subject to the quarterly review and
concurrence by the City and the Authority.

3.3 Notification of Rates and Charges. As soon as possible in the ratemaking
process, the Authority shall provide information on proposed rates and charges and the draft data
and information used in the calculation of the proposed rates in a format that will enable the City
to assist in the ratemaking process. Not less than one hundred twenty (120) days prior to the
effectiveness of any new rates, the Authority shall provide the City with written notice of the
proposed rates and the underlying data used to calculate the rates. The Authority shall meet with
the City to review the rates and the data.

3.4 License. Although the City has retained the right and responsibility to
operate the Detroit Local Systems, it hereby grants the Authority the right to use the Detroit
Local Systems for the Term (as defined in Section 10.2) of this Agreement, in order to provide
Water Services and Sewer Services to customers of the Regional Systems including Retail
Customers.
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ARTICLE 4
FLOW OF FUNDS

4.1 Deposit of Revenues. Consistent with the assignment of Revenues contained in
the Leases, the Authority and the City shall deposit or cause to be deposited all Revenues each
receives or collects from the operation of the Systems into the Revenue Receipts Fund of the
Authority or, where feasible, directly into the Receiving Fund for the related System. From the
Revenue Receipts Fund, the Revenue Receipts Trustee, at the direction of the Authority, shall
allocate and cause these funds to be deposited into the appropriate Receiving Fund.

Consistent with Article 2 of this Agreement, the City shall act as an agent of the
Authority when collecting the portion of the Revenues derived from the provision of Water
Services and Sewer Services to the Retail Customers, and the City shall hold such Revenues in
trust for the exclusive benefit of the Authority until such funds are deposited into the Revenue
Receipts Fund.

4.2 Application of Revenues. The Revenues deposited into the Revenue Receipts
Fund pursuant to Section 4.1 shall be applied in the order provided in and consistent with the
flow of funds in the related Master Bond Ordinance. Such transfers shall include:

(a) Disbursements to the City for deposit in a Local Water System operation and
maintenance fund and a Local Sewer System operation and maintenance fund of the amounts
contained in the Detroit Local System Budget on the first day of each month, in increments equal
to that month’s budgeted reasonable expenses of administration and operation and the expenses
for maintenance of the Detroit Local Systems as may be necessary to preserve the Detroit Local
Systems in good repair and working order.

(b) Application of Revenues to pay (i) the City portion of the principal of and interest
on that portion of the Authority Bonds issued to finance the cost of improvements to the Detroit
Local Facilities; and (ii) the City portion of the principal of and interest on Authority Bonds
issued to finance the cost of common-to-all improvements to the Leased Facilities.

(c) Disbursements to the City, in accordance with the flow of funds in each Master
Bond Ordinance, of budgeted amounts for the Detroit Local System Account of the Improvement
and Extension Fund.

4.3 Application of the Lease Payments. For Fiscal Year 2016, the City directs that
$2,327,026 of the Lease Payment for the Regional Water System and $19,991,469 of the Lease
Payment for the Regional Sewer System shall be applied to common-to-all debt service for the
related Authority Bonds. The balance of the Lease Payments for Fiscal Year 2016 shall be
deposited to the Detroit Local System Account in the related Improvement and Extension Fund.
For subsequent Fiscal Years, no later than May 1 each year the City shall provide to the
Authority a written direction concerning the application of the Lease Payments to be paid by the
Authority to the City for the next Fiscal Year (each a “Direction to Apply Lease Payment”). A
Direction to Apply Lease Payment shall include direction as to the allocation of the full amount
of the Lease Payment for that year, and may also reflect commitment of Lease Payments for
future years to the payment of debt service on Authority Bonds, consistent with the Leases. The
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Direction to Apply Lease Payment shall direct the Authority to allocate and credit to the City
identified portions of the Lease Payment for: (i) the payment of principal of and interest on that
portion of the Authority Bonds issued to finance the cost of improvements to the Detroit Local
Facilities; (ii) the payment of the City’s share of the principal of and interest on Authority Bonds
issued to finance the cost of common-to-all improvements to the Leased Facilities; and (iii) the
payment of the cost of improvements to and repairs of the Detroit Local Facilities. Upon receipt
of the Direction to Apply Lease Payment from the City, the Authority shall ensure that the Lease
Payments are allocated to Authority funds and accounts consistent with that direction, and shall
honor any direction from the City to release to the City portions of the Lease Payment which are
required to be deposited in the Detroit Local System Account in the Authority’s Improvement
and Extension Fund to the City to be applied to Detroit Local System improvements. The
Authority shall transfer such amounts to the designated Bond Funds and the Detroit Local
System Account in the related Improvement and Extension Fund at the times specified in the
Master Bond Ordinance.

To the extent any portion of the Lease Payments have not previously been encumbered,
the City may amend a Direction to Apply Lease Payment at any time during each Fiscal Year, to
pay debt service or to pay the cost of an executed contract for improvements to the Detroit Local
Facilities. The City may not amend a Direction to Apply Lease Payment to redirect any portion
of a Lease Payment previously committed by the City to pay debt service on outstanding
Authority Bonds or an executed contract for improvements to the Detroit Local Facilities.

4.4 No Set-off. Neither Party may utilize funds it holds on behalf or for the benefit of
the other Party to set off or otherwise satisfy any debt owed by the other Party to the Party
holding such funds.

ARTICLE 5
STANDARDS OF PERFORMANCE; COOPERATION

5.1 Standard of Performance. The Authority shall endeavor to perform, or cause to
be performed, all Services required under this Agreement in compliance with Prudent Utility
Practices, but shall in no event perform the Services at a level of service below the Performance
Standards.

5.2 Cooperation of Parties.

(a) The Parties shall cooperate reasonably with each other in connection with any
steps required to be taken as part of their respective obligations under this Agreement, and shall
(i) furnish upon request to each other such information and data, including maps, which are
reasonably accessible and would not cause the Party providing such information and data to
violate the terms of any agreement to which it is subject at the time of the request; (ii) execute
and deliver to each other such other documents; and (iii) do such other acts and things, all as the
other Party may reasonably request that is necessary or convenient to effectuate the purposes of
this Agreement and the transactions contemplated hereby.

(b) The Director of DWSD-R and the Chief Executive Officer of the Authority or
their designees shall initially meet weekly or at such other interval as they shall reasonably agree
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to review data, information and processes relevant to the operation and management of the
Systems, including capital improvements, the Authority CIP and the Detroit CIP, maintenance
and repairs, and any other issues arising out of the Leases or this Agreement. Such meetings
shall include a review of Service delivery and any other issues relevant to this Agreement. The
City and the Authority agree to develop plans and protocols for operational coordination, GIS
coordination, hydraulic water and sewer modeling, fire hydrant removal coordination and asset
identification.

(c) The Parties agree and covenant to coordinate all efforts and undertakings under
this Agreement, including the implementation of the Detroit CIP and the Authority CIP, with the
goal of maximizing any economies of scale and achieving any other available financial and
operational efficiencies from such coordination. The Parties shall develop a long-term plan for
the installation of master meters and backflow prevention devices between the Detroit Local
Water System and the Regional Water System to be implemented in connection with the
implementation of the Detroit CIP, recognizing that the installation of such meters may be
implemented over a long period of time. Such plan shall provide for modifications to the
Systems as part of replacement projects to facilitate metering implementation.

(d) The City and the Authority shall confer at least annually to develop, coordinate
and prioritize a schedule for financing components of the Authority CIP and the City CIP,
including grant applications and prioritization of applications for financing through the Michigan
Clean Water Revolving Loan Fund or the Drinking Water Revolving Loan Fund.

(e) With respect to each permit issued in the names of both the Authority and the
City, the Parties shall identify which Party state regulatory officials should contact regarding
questions or enforcement matters and the Parties shall provide such contact information to the
issuer of the permit. The Parties shall jointly or separately perform such functions under the
Wastewater Treatment NPDES Permit as identified on Exhibit B-VI.

(f) The Parties shall maintain a combined sewer overflow control plan which shall
include protocols for the management of City and Authority facilities during wet weather events.
The Parties recognize that (i) the City is served by a combined sewer overflow (“CSO”) system
and that the rate of flow will vary greatly depending upon the rainfall magnitude and other
climatological factors, and (ii) under certain conditions the Regional Sewer System will have
insufficient capacity to handle all flow generated by the City. The Authority will continue to
operate the Regional Sewer System in accordance with the current Michigan Department of
Environmental Quality (“MDEQ”)-approved Wet Weather Operational Plan (the “Operational
Plan”) to provide service to the City. In situations where the Operational Plan does not address a
particular instance or issue, the Parties agree that the mutual goal of the Parties is to maximize
the treatment and disinfection of Flows (as defined in Exhibit B to this Agreement). Review and
modification of the Operational Plan may occur periodically as mutually agreed between the
Parties, and approved by MDEQ. Such review and/or modification may occur as Sewer System
improvements are implemented or adaptive management strategies are found to be effective and
formalized. If changes to the Operational Plan are significant and result in increased capacity
limits for Authority wholesale customers, an adjustment to the CSO cost allocation or other
appropriate cost allocation may be considered.
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(g) To the extent the Wastewater Treatment NPDES Permit allows for and requires
Green Infrastructure, the City shall be primarily responsible for performing the Green
Infrastructure Program required by Part I. Section A.15.d.5.a. of the Wastewater Treatment
NPDES Permit, including achieving the wet weather flow removal goal and annual average
expenditure requirement. The City also shall be primarily responsible for performing the
elective Green Infrastructure elements of Part I. Section A.15.d.5.b. of the Wastewater Treatment
NPDES Permit. The City’s responsibility shall be limited to projects in the City. Subject to the
City’s reasonable approval, the Authority may propose additional Green Infrastructure Projects
on properties located in but not owned by the City to the extent the projects are demonstrated to
provide cost effective reduction of wet weather flow into sewers. Subject to the Authority’s
reasonable approval, the City may apply any wet weather flow removed, and expenditure made,
by any additional Green Infrastructure Projects performed by the Authority to meet the flow
removal and annual expenditure requirements of the Wastewater Treatment NPDES Permit. In
the event the City fails to implement any Green Infrastructure required under the Wastewater
Treatment NPDES permit in the timeline provided in such permit, the Authority may implement
Green Infrastructure Programs in the City in order to meet the permit requirements. In such
event, the Authority shall give the City notice of its intent to implement Green Infrastructure in
the City in the following Fiscal Year no later than the end of the each December after the
Authority’s review of the report provided to MDEQ in August of each year.

(h) The Authority shall have the right to review and approve the City’s construction
plans for meter facilities at new water distribution points to be connected to the Leased Water
Facilities, water mains sized twenty-four inches and larger, pump stations, reservoirs, water
towers, and any other construction that will cross, or be within close proximity to, or have
influence upon the Leased Water Facilities. The Authority’s approval of construction plans shall
be timely and shall not be unreasonably withheld.

5.3 City Budget; Detroit CIP; Application of Lease Payments. Each year the
City shall provide the Authority with: (i) the budget forecast for the Detroit Local Systems
pursuant to Section 5.3(a); (ii) the budgets for the operation and maintenance and other funding
requirements of the Detroit Local Systems (the “Detroit Local System Budgets”) pursuant to
Section 5.3(b); (iii) the Detroit CIP pursuant to Section 5.3(d); and (iv) the Direction to Apply
Lease Payment (as defined in Section 4.3) pursuant to Section 4.3. The Detroit Local System
Budgets for Fiscal Year 2015-2016 shall be the portions of the DWSD Fiscal Year 2015-2016
budget adopted on March 11, 2015 by the Board of Water Commissioners allocated to the Local
Water System and the Local Sewer System. The allocation of responsibilities and charges listed
in the Service Delivery Schedules attached to the Shared Services Agreement between the
Parties shall not alter the Detroit Local System Budgets for Fiscal Year 2015-2016. On the
Effective Date, the Authority shall deposit into each of the WRAP Fund, the Budget Stabilization
Fund for each System and the funds designated by the City for application of the Lease Payments
for Fiscal Year 2016 an amount equal to the annual deposit required for such fund or Lease
Payment for Fiscal Year 2016 divided by twelve, which shall be multiplied by the number of
months already elapsed during such Fiscal Year.

(a) Preliminary Budget Forecast. The City agrees to provide the Authority with a
preliminary budget forecast for the Detroit Local Systems. Commencing with the Fiscal Year
beginning July 1, 2016, the City shall prepare and submit to the Authority on or before January 1
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of each year, a preliminary two-year budget forecast for the Detroit Local Systems for the
following two Fiscal Years that sets forth projected revenues and expenses for each such Fiscal
Year. The preliminary budget forecast shall set forth the City’s assumptions for at least that two-
year period with respect to demand for Water Services and Sewer Services and the expected
delinquency level for amounts billed to Retail Customers in the City. The preliminary forecast
for each such Fiscal Years shall project revenues necessary to generate the sum of the projected
expenses and revenue requirements for the Detroit Local Systems for such Fiscal Years
(collectively, the “Local Revenue Requirement”) and the City share of the Authority’s revenue
requirement, including without limitation the following:

(i) the amounts reasonably necessary to fund all expenses of administration
and operation and the expenses for maintenance as may be necessary to
preserve the Detroit Local Systems in good repair and working order;

(ii) the Detroit Local Systems’ share of the common-to-all amounts required
to fund the Lease Payments;

(iii) the Detroit Local Systems’ share of debt service on the portion of the
Authority Bonds issued to finance capital improvements to the Regional
Systems and the Detroit Local Systems not covered by Lease Payments;

(iv) the amounts necessary to fund the Detroit CIP or make deposits to the
Detroit Local Improvement and Extension Account of the Improvement
and Extension Funds in the applicable Master Bond Ordinance from
Retail Revenues, a portion of the Lease Payments or bond proceeds;

(v) the Detroit Local Systems’ share of the (x) common-to-all portion of
liability assumed by the Authority on behalf of DWSD as a result of the
City’s Plan of Adjustment, including costs of (A) debt service on the B
Notes, (B) debt service on the C Notes, and (C) funding for the City’s
frozen General Retirement System pension plan, and (y) the portion of
such liabilities associated with Detroit Local System employees;

(vi) the amount necessary to be deposited to the WRAP Fund, which shall be
equal to 0.5% of the base budgeted operating revenues for the Detroit
Local Systems for such Fiscal Year;

(vii) (y) for each of Fiscal Years 2016, 2017 and 2018, an amount equal to one-
third of the Budget Stabilization Requirement; and (z) for subsequent
Fiscal Years one-third of the amount necessary to assure that the Budget
Stabilization Requirement will be on deposit in the Budget Stabilization
Fund within three full Fiscal Years [for purposes of the required deposit
for Fiscal Year 2016 the amount shall aggregate $7,919,026, and shall be
$2,327,026 for the Local Water System and $5,591,469 for the Local
Sewer System]; and

(viii) any other amount that the City may be required to pay to the Authority in
order to satisfy its revenue requirement from the Authority for such Fiscal
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Years. If the Authority issues bonds or other debt to satisfy its portion of
liability associated with the City’s frozen General Retirement System
pension plan, the City shall include its portion of the debt service thereon
in the Detroit Local System Budgets.

The City shall prepare an impact statement with respect to any new, modifications for or
other changes in program or activity levels and revenue requirements for the forecast period.
The impact statement shall include an explanation of the rationale for the change and the
financial impact of the change on current and future budgets. The City and the Authority agree
to act in good faith and to meet to review the budget forecast and the assumptions therefore
relating to demand for Water Service and Sewer Service and delinquencies and any other
significant assumptions. If City and Authority administrators are unable to resolve differences of
opinion regarding the assumptions, then the Reconciliation Committee shall meet promptly for
the purpose of reaching consensus.

(b) Adopted Budget. No later than March 23 of each year, commencing March 23,
2016, the City shall develop, adopt and provide the Authority with a copy of the Detroit Local
System Budgets for the following two Fiscal Years. The Detroit Local System Budgets shall
identify the Local Revenue Requirement for each Local System and shall include for each such
Fiscal Year, at a minimum:

(i) the amounts reasonably necessary to fund all expenses of administration
and operation and the expenses for maintenance as may be necessary to
preserve the Detroit Local Systems in good repair and working order;

(ii) the Detroit Local Systems’ share of the common-to-all amounts required
to fund the Lease Payments;

(iii) the Detroit Local Systems’ share of debt service on the portion of the
Authority Bonds issued to finance capital improvements to the Regional
Systems and the Detroit Local Systems not covered by Lease Payments;

(iv) the amounts necessary to fund the Detroit CIP or make deposits to the
Detroit Local Improvement and Extension Account of the Improvement
and Extension Funds in the applicable Master Bond Ordinance from
Retail Revenues, a portion of the Lease Payments or bond proceeds;

(v) the Detroit Local Systems’ share of the (x) common-to-all portion of
liability assumed by the Authority on behalf of DWSD as a result of the
City’s Plan of Adjustment, including costs of (A) debt service on the B
Notes, (B) debt service on the C Notes, and (C) funding for the City’s
frozen General Retirement System pension plan, and (y) the portion of
such liabilities associated with Detroit Local System employees;

(vi) the amount necessary to be deposited to the WRAP Fund, which shall be
equal to 0.5% of the base budgeted operating revenues for the Detroit
Local Systems for such Fiscal Year;
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(vii) (y) for each of Fiscal Years 2016, 2017 and 2018, an amount equal to one-
third of the Budget Stabilization Requirement; and (z) for subsequent
Fiscal Years one-third of the amount necessary to assure that the Budget
Stabilization Requirement will be on deposit in the Budget Stabilization
Fund within three full Fiscal Years [for purposes of the required deposit
for Fiscal Year 2016 the amount shall aggregate $7,919,026, and shall be
$2,327,026 for the Local Water System and $5,591,469 for the Local
Sewer System]; and

(viii) any other amount that the City may be required to pay to the Authority in
order to satisfy its revenue requirement from the Authority for such Fiscal
Years. If the Authority issues bonds or other debt to satisfy its portion of
liability associated with the City’s frozen General Retirement System
pension plan, the City shall include its portion of the debt service thereon
in the Detroit Local System Budgets.

(c) Tracking. The City shall, within 45 days following the end of each fiscal quarter of
each Fiscal Year, furnish to the Authority a comparison of actual revenues and expenses for such
fiscal quarter against the budgeted amounts in each Detroit Local System Budget. If the
Authority determines that for such fiscal quarter there is a significant unfavorable variance which
is reasonably expected to have a negative effect on the Authority’s budget with respect to
revenues or any of the following expense categories: (i) compensation (including wages, salaries
and fringe benefits), (ii) operation and maintenance expenses and (iii) debt service, then the
Reconciliation Committee shall meet promptly for the purpose of reviewing actions the City
proposes to take to address such significant unfavorable variance. Following the meeting of the
Reconciliation Committee, the City agrees to take actions to address any such significant
unfavorable variance and to make appropriate adjustments to the related Detroit Local System
Budget in the current and succeeding Fiscal Year. Favorable variances may be incorporated into
the budget by following the same process. An impact statement shall be prepared for each such
action, and the impact of any budget amendments shall be carried through, as appropriate, in
budget forecasts for subsequent Fiscal Years. The Authority may draw on the Budget
Stabilization Fund an amount equal to the amount by which actual bad debt expense of the Retail
Customer class exceeds the budgeted bad debt expense for that class. At least quarterly, and in
connection with the preparation of the annual audit for the Local Water System and the Local
Sewer System, the chief financial officers of the Authority and DWSD-R shall determine
whether a draw on the Budget Stabilization Fund is necessary. In the event the chief financial
officers cannot reach agreement on whether a draw is necessary, the Reconciliation Committee
shall promptly meet for the purpose of resolving such disagreement. Amounts on deposit in the
Budget Stabilization Fund in excess of the Budget Stabilization Requirement for the following
Fiscal Year based on audited financial statements shall be transferred to the Detroit Local
Improvement and Extension Account of the Improvement and Extension Fund in the applicable
Master Bond Ordinance.

(d) Detroit CIP.

(i) No later than February 1 of each year, the City shall develop and provide the
Authority with a copy of its current Detroit CIP for the Detroit Local Facilities. The
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Detroit CIP shall include the capital improvements and estimate of the costs therefor
which the City plans to undertake in the next Fiscal Year, and projected capital
improvement projects and estimates for the five years following. At least three months
prior to finalizing each Detroit CIP and any modifications thereto, the City shall provide
a copy of the proposed CIP to the Authority solely for the purpose of: (A) coordinating
the Detroit CIP and the Authority CIP to maximize economies of scale, minimize service
disruptions and to achieve other efficiencies from a coordinated implementation effort,
and (B) providing notice to the Authority of any financing requirements of the City for
the Detroit Local Facilities to be satisfied from Lease Payments and/or the issuance of
Authority Bonds or requests for collaboration on grant applications or other funding
opportunities. Upon receipt of the adopted Detroit CIP from the City, consistent with
Section 5.2(d), the Authority shall ensure that its financial planning and budgeting reflect
the foregoing requirements.

(ii) The City agrees that, in conjunction with the implementation of the Detroit
CIP and consistent with the plan developed pursuant to Section 5.2(c), it will install
master water meters to measure consumption by the Detroit Local Water System and
cross connection controls between the Detroit Local Water System and the Regional
Water System.

5.4 Third Party Disputes. Each Party hereby agrees to reasonably assist the other
Party in the event any disputes arise between any Party and any third party arising out of the
operation and maintenance of the Systems. In the event of a dispute between the Authority or
the City and any third party, the City and the Authority shall cooperate with each other to resolve
and defend such dispute. Any disputes between the City and the Authority arising under this
Section 5.4 shall be resolved pursuant to Section 7.3.

5.5 Systems Operation Costs. Each year, each Party shall provide to the other Party
information and data regarding its actual costs associated with providing Water Services and
Sewer Services to its respective wholesale and Retail Customers for the following Fiscal Year to
allow the other Party to establish the revenue requirements for the Systems.

5.6 First Response; Findings. The City shall be the first responder for unscheduled
and/or emergency situations (e.g. main breaks, sinkholes, etc.) which may arise in those portions
of the Systems’ water transmission and distribution system and wastewater collection system
within the City. The City shall promptly respond when necessary and work diligently to stabilize
(e.g. notify miss-dig, throttle valves, install traffic control), using Prudent Utility Practices, the
affected portion of the Systems, to protect public health and safety and minimize property
damage, regardless of responsibility for that portion of the Systems. The City will notify the
Authority, in accordance with established protocols, prior to taking actions beyond those
necessary to stabilize the affected portion of the Systems. Each Party reserves the right to take
over response actions to the extent that the action is related to an asset for which it has operating
responsibility.

The Parties shall establish mutually agreeable and coordinated response protocols for
unscheduled and/or emergency response situations and include the protocol in the Shared
Services Agreement. In all cases where investigation and/or work is to be or has been performed
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by a Party, the responding staff of that Party is to respond promptly, take necessary actions in
accordance with Prudent Utility Practices, standards, exercise due care, document the results of
any investigation, and notify the other Party of all findings. Any disputes arising from such
unscheduled and/or emergency repairs shall be resolved pursuant to Section 7.3.

ARTICLE 6
DEFAULTS; REMEDIES

6.1 Defaults. Either Party shall be in default under this Agreement if it fails to fully
perform and comply with any of the terms, conditions or provisions of this Agreement after it
has received thirty (30) days’ notice of such default, provided that if such failure cannot be
remedied within such thirty (30) day cure period, the defaulting Party shall not be in default if it
commits to remedy within the thirty (30) day cure period and diligently pursues the remedy to its
completion.

6.2 Remedies. (a) Upon default of the Authority, the City may, at its sole option and
as its exclusive remedy, pursue any rights and remedies available to such Party at law or in
equity under this Agreement as determined in accordance with the Dispute Resolution
procedures described in Article 7, including specific performance; provided, that the City may
not terminate this Agreement.

(b) Upon default of the City, the Authority may but is not required to: (i) terminate the
agency created under Article 2 and exercise all rights granted to the City thereunder, which
includes the power of the Authority to establish rates to be paid by the Retail Customers for the
Services and to charge, bill and collect from the Retail Customers amounts due for the Services;
and (ii) pursue all rights and remedies available to the Authority under Article 7 of this
Agreement; provided, that the Authority may not terminate this Agreement and shall continue to
provide those Services as required by, and in accordance with the terms of, Article 3. The
foregoing remedies are the exclusive remedies available upon a default for non-payment by the
City.

6.3 Waiver. The failure of any Party to insist in any one instance upon strict
performance by the other Party of its obligations under this Agreement shall not constitute a
waiver or relinquishment of any such obligations as to any other instances. No covenant or
condition of this Agreement may be waived by either Party except in a writing signed by that
Party, and the forbearance or indulgence of that Party in any regard whatsoever and regardless of
the duration of such forbearance or indulgence shall not constitute a waiver of the covenant,
condition or obligation until performed or waived in writing, and that Party shall be entitled to
invoke any remedy available to that Party under this Agreement despite the forbearance or
indulgence.

ARTICLE 7
DISPUTE RESOLUTION

7.1 Disputes; Resolution. (a) The Authority and the City shall each designate in
writing to the other from time to time a representative who shall be authorized to resolve any
dispute relating to the subject matter of this Agreement in an equitable manner and, unless
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otherwise expressly provided herein, to exercise the authority of such party to make decisions by
mutual agreement.

(b) The City and the Authority each agree (i) to attempt to resolve all disputes arising
hereunder promptly, equitably and in a good faith manner and (ii) to provide each other with
reasonable access during normal business hours to any and all non-privileged written records,
information and data pertaining to any such dispute.

(c) If any dispute relating to the subject matter of this Agreement is not resolved
between the City and the Authority pursuant to this Section 7.1 within 30 days from the date on
which a party provides written notice to the other party of such dispute and of the notifying
party's position on the disputed matter, then upon written notification by either party to the other
party, such dispute shall be settled exclusively and finally by binding arbitration in accordance
with Section 7.2.

(d) During the pendency of any dispute and until such dispute is resolved the Parties
shall continue to operate under the terms of this Agreement.

7.2 Arbitration. (a) It is specifically understood and agreed that any dispute or claim
arising under or relating to this Agreement that cannot be resolved between the City and the
Authority, other than disputes arising under Section 7.3, including any matter relating to the
interpretation or performance of this Agreement, shall be submitted to binding arbitration
irrespective of either the magnitude thereof or the amount in dispute.

(b) Each arbitration between the City and the Authority shall be conducted pursuant
to the Uniform Arbitration Act, Act No. 371, Public Acts of Michigan, 2012 (“Act 371”).

(c) The arbitration shall be conducted before a panel composed of three arbitrators
(the “Arbitration Panel”). Each party shall appoint an arbitrator, obtain its appointee's acceptance
of such appointment and deliver written notification of such appointment and acceptance to the
other party within 15 days after delivery of a notice of arbitration. The two arbitrators appointed
by the City and the Authority shall jointly appoint the third (who shall be the chairperson), obtain
the acceptance of such appointment and deliver written notification of such appointment within
15 days after their appointment and acceptance.

(d) Any arbitration commenced hereunder shall be completed within 120 days after
the appointment of the Arbitration Panel absent agreement of the City and the Authority to the
contrary. Further, absent agreement of the City and the Authority or, upon request of one of the
Parties, an order from the Arbitration Panel to the contrary: (i) all discovery shall be completed
within 60 days after the appointment of the Arbitration Panel; (ii) each Party shall be limited to a
maximum of 5 depositions; (iii) each deposition shall be completed within a maximum period of
two consecutive 8-hour days; (iv) each Party shall be limited to 2 expert witnesses; and (v)
interrogatories shall be limited to a maximum of 50 single issues without sub-parts. The City
and the Authority waive any claim to any damages in the nature of punitive, exemplary or
statutory damages in excess of compensatory damages or otherwise expressly provided for
herein, and the Arbitration Panel is specifically divested of any power to award such damages.
The Arbitration Panel shall have the power to award injunctive or other equitable relief. All
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decisions of the Arbitration Panel shall be pursuant to a majority vote. Any interim or final
award shall be rendered by written decision.

(e) If either the City or the Authority fails to appoint its arbitrator within 15 days after
delivery of a notice of arbitration, or if the two arbitrators appointed cannot agree upon the third
arbitrator within 15 days after appointment of the second arbitrator, then the required
arbitrator(s) shall be appointed by the American Arbitration Association or as otherwise agreed
by the City and the Authority.

(f) No arbitrator shall be a past or present employee or agent of, or consultant or
counsel to, either the City or the Authority or any affiliate of either the City or the Authority.

(g) The Authority and the City shall each bear the out-of-pocket costs and expenses
of their respective arbitrator, attorneys and witnesses, and they shall each bear one-half of the
out-of-pocket costs and expenses of the chairperson of the Arbitration Panel and all
administrative support for the arbitration.

7.3 Disputes Arising from Physical, Technical and Mechanical Issues. (a) If any
disputes arise between the City and the Authority regarding physical, technical or mechanical
issues arising under this Agreement (but specifically excluding any claims that may arise under
Act 222, Public Acts of Michigan, 2001, as amended), including but not limited to the
assignment of responsibility for breaks or failures of water and sewer pipes or other mechanical
failures based on the operating control of the respective portion of the facilities, and the Parties
do not resolve such dispute within fourteen days, or such other time mutually agreeable to the
Parties, after the City or the Authority expresses its disagreement with the position of the other
Party to such matters, a committee consisting of one officer (as well as such other employees
with expertise in the particular area of dispute) of the Authority and one officer (as well as such
other employees with expertise in the particular area of dispute) of the City shall meet and
attempt in good faith to resolve such dispute. If such committee is unable to resolve such dispute
within fourteen days, or such other time mutually agreeable to the Parties, following their initial
meeting, then the Parties shall select a panel of three engineers with experience in the design,
construction, or operation and maintenance of a water and sewer utility system in the same
manner as the Arbitration Panel is selected pursuant to Section 7.2(c)(the "Engineer Panel"), and
the Engineer Panel shall be designated to consider and decide the issues raised by such dispute
unless both Parties determine that further discussions by the committee are merited. The
Engineer Panel shall be designated not later than the third day following the expiration of the
second fourteen-day or other period described above, such designation to become effective on
the third day following such designation. Within ten days after the designation of the Engineer
Panel, the Authority and the City shall each submit to the Engineer Panel a notice (a "Technical
Position Notice") setting forth in detail such Party's position in respect of the issues in dispute.
Such notice shall include supporting documentation, if appropriate.

(b) The Engineer Panel shall complete all proceedings and issue its decision with
regard to the issues under dispute as promptly as reasonably possible, but in any event not later
than ten days after the date on which both Technical Position Notices are submitted, unless the
Engineer Panel reasonably determines that additional time is required in order to give adequate
consideration to the issues raised. In such case, the Engineer Panel shall state in writing its
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reasons for believing that additional time is needed and shall specify the additional period
required, which period shall not exceed ten days without the City's and the Authority's
agreement.

(c) In resolving a dispute under this section, the Engineer Panel shall consider all
facts and circumstances the panel deems reasonable given the nature of the dispute.

(d) The Engineer Panel shall choose either the City's position or the Authority's
position as set forth in their respective Technical Position Notices or shall choose from each
Party’s Technical Position Notices the portions that are technically correct. If the Engineer Panel
determines that the position set forth in the City's Technical Position Notice is correct, the panel
shall so state and shall state the appropriate actions to be taken by the Authority. In such case, the
Authority shall promptly take such actions. If the Engineer Panel determines that the position set
forth in the Authority's Technical Position Notice is correct, the panel shall so state and shall
state the appropriate actions to be taken by the City. In such case, the City shall promptly take
such actions. If the Engineer Panel determines that a portion of the City’s Technical Position
Notice is correct and a portion of the Authority’s Technical Position Notice is correct, the panel
shall so state and shall state the appropriate actions to be taken by each respective Party. In such
case, the respective Party shall promptly take such actions. The Engineer Panel may assign
responsibility of the costs of repairs undertaken by a Party to the Party that is responsible for
such water and sewer pipes. The decision of the Engineer Panel shall be final and non-
appealable; provided that, any such decision may be treated as an arbitration award for purposes
of enforcement.

(e) The Authority and the City shall each bear the out-of-pocket costs and expenses
of their respective engineer, attorneys and witnesses, and they shall each bear one-half of the out-
of-pocket costs and expenses of the chairperson of the Engineer Panel and all administrative
support for the arbitration.

7.4 Appeals of Arbitration Awards and Decisions. The City or the Authority may
appeal an award or decision issued by the Arbitration Panel for the reasons set forth in Section
23 of Act 371 (MCL 691.1703).

7.5 Enforcement of Arbitration Awards and Decisions. The City or the Authority
may enforce any awards or decisions of the Arbitration Panel issued under Section 7.2 or the
Engineer Panel under Section 7.3 pursuant to Section 22 of Act 371 (MCL 691.1702). The
provisions of this Article 7 shall be the sole and exclusive remedy of the parties with respect to
any claim or dispute, other than disputes arising under Section 7.3 of this Agreement. The City
and the Authority agree not to bring, or cause to be brought, in a court of law any action,
proceeding or cause of action whatsoever with respect to any such claim or dispute, other than as
necessary to enforce the award or decision of the Arbitration Panel or the Engineer Panel as
provided in this Section 7.5.

ARTICLE 8
REPRESENTATIONS, WARRANTIES AND COVENANTS

8.1 The City. The City hereby represents, warrants and covenants that:
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(a) All necessary permissions, approvals, reviews, or any other forms of acquiescence
necessary to authorize the City to enter into this Agreement have been obtained and conducted.

(b) The City shall use commercially reasonable efforts to provide all information
within its control requested by the Authority to the Authority necessary to effectuate the
purposes of this Agreement.

(c) The City shall use its best efforts to take commercially reasonable actions to
minimize the cost of services to be provided pursuant to this Agreement by the City as the agent
of the Authority.

(d) The City shall take all actions within its control necessary to maintain the
exclusion of the interest on Authority Bonds from adjusted gross income for federal income
purposes under the Internal Revenue Code of 1986, as amended (the “Code”) including, but not
limited to, actions relating to the rebate of arbitrage earnings, if applicable, and the expenditure
and investment of Authority Bond proceeds and moneys deemed to be Authority Bond proceeds.

(e) The City shall not provide free service to any customer of the Detroit Local
System, including Authority operated and City-owned property and facilities.

(f) The City shall cooperate with the Authority with respect to the development and
submission of applications for all local, state, and federal permits necessary for the operation of
the Regional Systems, including submitting permit applications in its name on behalf of the
Authority, and shall take all action necessary to maintain compliance with the terms of any
permits issued in its name.

(g) The City shall provide efficient management and operation of the Detroit Local
System on the basis of sound business principles and it will not incur expense for the operation,
maintenance and administration of the Detroit Local System in excess of the amounts reasonably
and necessarily required therefor.

(h) Unless the City’s agency relationship under Article 2 is terminated pursuant to
Section 2.2 with respect to such matters, the City shall establish such rates as necessary, and
ensure collection and enforcement of collection of such charges, in amounts, together with other
Revenues available to the City therefor, necessary to satisfy the Local Revenue Requirement and
the Retail Customers’ share of the Authority Revenue Requirement (as defined in the Leases) for
each System and ensure the provision of reliable Water Services and Sewer Services to Retail
Customers.

(j) The City shall manage and operate the Detroit Local System Facilities in
accordance with the Performance Standards.

(k) While any Authority Bonds remain outstanding, the City shall maintain or cause
to be maintained insurance (which may include self-insurance) on the Detroit Local Facilities
with commercially reasonable and available coverage.
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(l) Unless some other disposition or application is required by law or by contract, the
City shall retain proceeds of the disposition of any portion of the Detroit Local Facilities within
the Detroit Local Systems.

(m) The City will keep proper books of record and account in which shall be made
full and correct entries of all transactions relating to the Detroit Local Systems. The City shall
have an annual audit of the books of record and account of the Detroit Local Systems for the
preceding Fiscal Year made each year.

(n) The City will not operate, and unless otherwise required by law, will not grant
rights to any person, firm or corporation to operate, a water supply system or a sewage disposal
system that will compete with the Regional Systems or the Detroit Local Systems; provided that
nothing in this subsection shall prohibit the implementation of Green Infrastructure Programs.

(o) Subject to reasonable security and safety regulations and reasonable requirements
as to notice, the Trustee for the holders of the Authority Bonds, designated consultants of the
Authority and their duly authorized agents shall have the right at all reasonable times to enter and
inspect the Detroit Local Facilities in the performance of their respective duties. Such parties
shall also have the right to inspect the books and records of the City pertaining to the Detroit
Local Systems, subject to reasonable requirements as to notice and during regular business
hours.

8.2 The Authority. The Authority hereby represents, warrants and covenants that:

(a) All necessary permissions, approvals, reviews, and any other forms of
acquiescence necessary to authorize the Authority to enter into this Agreement and perform the
Authority Services have been obtained and conducted.

(b) To the extent permitted by law, the Authority shall use commercially reasonable
efforts to provide all information within its control requested by the City to the City necessary to
effectuate the purposes of this Agreement.

(c) The Authority shall use its best efforts to take commercially reasonable actions to
minimize the cost of Services to be provided by the Authority hereunder.

(d) The Authority shall cooperate with the City with respect to the development and
submission of applications for all local, state, and federal permits necessary for the operation of
the Systems, including preparing the permit applications to be submitted in the City’s name on
behalf of the Authority, and shall take all action necessary to assist the City in maintaining
compliance with the terms of any permits issued in the City’s name.

(e) The Authority shall, to the extent permitted by law, take all actions within its
control necessary to maintain the exclusion of the interest on any bonds issued or assumed by the
Authority or the City from adjusted gross income for federal income purposes under the Code
including, but not limited to, actions relating to the rebate of arbitrage earnings, if applicable, and
the expenditure and investment of Authority Bond proceeds and moneys deemed to be Authority
Bond proceeds.
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(f) The Authority shall establish such rates as necessary, and ensure collection of
such rates, in an amount necessary to ensure the reliable and efficient sale of Water Supply and
Sewer Services to its customers consistent with state law and to ensure the payment to or for the
benefit of the City of all amounts required under this Agreement and the Leases.

ARTICLE 9
AMENDMENTS AND PRIORITY OF DOCUMENTS

9.1 Amendments. This Agreement can be amended only by written agreement
executed and approved by both Parties, as applicable. Approval by the Board shall be by
supermajority vote.

9.2 Conflicting Provisions. In the event of a conflict between any of the provisions
contained in the body of this Agreement and the provisions contained in any of the exhibits
thereto, as the same may be amended from time-to-time, the provisions contained in the body of
this Agreement shall control and take precedence.

ARTICLE 10
EFFECTIVE DATE; TERM

10.1 Effective Date. This Agreement shall become effective on the later of the date
that each of the following events have occurred: (i) the approval and execution of this Agreement
by the Mayor; (ii) the approval by the affirmative vote of 5 of 6 members of the Board and
execution by the Authority; (iii) the Water Lease becomes effective, and (iv) the Sewer Lease
becomes effective.

10.2 Term. This term of this Agreement (“Term”) shall run concurrently with the
terms of the Leases as such may be extended, with no right of termination prior to expiration.

ARTICLE 11
MISCELLANEOUS

11.1 Assignment, Successors and No Third Party Rights. No Party may assign any
of its rights or delegate any of its obligations under this Agreement without the prior written
consent of the other Parties. This Agreement will apply to, be binding in all respects upon and
inure to the benefit of the successors and permitted assigns of the Parties. Nothing expressed or
referred to in this Agreement will be construed to give any Person other than the Parties to this
Agreement any legal or equitable right, remedy or claim under or with respect to this Agreement
or any provision of this Agreement.

11.2 Severability. If any provision of this Agreement is held invalid or unenforceable
by any court of competent jurisdiction, the other provisions of this Agreement will remain in full
force and effect. Any provision of this Agreement held invalid or unenforceable only in part or
degree will remain in full force and effect to the extent not held invalid or unenforceable.

11.3 Governing Law. This Agreement shall be governed by the laws of the State of
Michigan.
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11.4 Entire Agreement. This Agreement sets forth the entire agreement between the
Parties and supersedes any and all prior agreements or understandings between them in any
related to the subject matter of this Agreement. It is further understood and agreed that the terms
and conditions of this Agreement are contractual and are not a mere recital and that there are no
other agreements, understandings, contracts, or representations between the Parties in any way
related to the subject matter of this Agreement, except as expressly stated in this Agreement.

11.5 Notices. Any and all correspondence or notices required, permitted, or provided
for under this Agreement to be delivered to any Party shall be sent to that Party by first class
mail at the address provided below, or to such other address as directed in writing provided to a
Party by the Party to whom the notice is to be directed. All such written notices shall be
addressed to each other Party’s signatory to this Agreement. All correspondence shall be
considered delivered to a Party as of the date that the notice is deposited with sufficient postage
with the United State Postal Service. A notice of termination shall be sent via certified mail to
the address included with each Party’s signature to this Agreement. Unless otherwise directed,
notices shall be mailed to the following addresses:

If to the Authority: Great Lakes Water Authority
735 Randolph Street
Detroit, MI 48226
Attention: Chief Executive Officer

If to City: City of Detroit Water and Sewerage Department
735 Randolph Street
Detroit, MI 48226
Attention: Director

With a copy to: City of Detroit
Office of the Mayor
Coleman A. Young Municipal Center
2 Woodward Ave.
11th Floor
Detroit, MI 48226

11.6 Force Majeure. Any delay or failure in the performance by either Party
hereunder shall be excused if and to the extent caused by the occurrence of a Force Majeure. For
purposes of this Agreement, Force Majeure shall mean a cause or event that is not reasonably
foreseeable or otherwise caused by or under the control of the Party claiming Force Majeure,
including acts of God, fires, floods, explosions, riots, wars, tornado, sabotage, terrorism,
vandalism, accident, restraint of government, governmental acts, and injunctions that prevent the
claiming Party from furnishing the Services, materials or equipment, and other like events that
are beyond the reasonable anticipation and control of the Party affected thereby, despite such
Party's reasonable efforts to prevent, avoid, delay, or mitigate the effect of such acts, events or
occurrences, and which events or the effects thereof are not attributable to a Party's failure to
perform its obligations under this Agreement.

11.7 Counterparts. This Agreement may be executed in one or more counterparts,
each of which shall be deemed to be an original and all of which together shall constitute one and
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the same instrument. The exchange of copies of this Amendment and of signature pages by
facsimile or PDF transmission shall constitute effective execution and delivery of this
Amendment as to the parties hereto and may be used in lieu of the original Amendment for all
purposes. Signatures of the Parties hereto transmitted by facsimile or PDF shall be deemed to be
their original signatures for all purposes.

11.8 Binding Effect. This Agreement shall be binding upon and inure to the benefit of
the Parties hereto. No Party to this Agreement may assign its rights, nor delegate its duties under
this Agreement to any other person without obtaining the written agreement of the other Party in
advance.

11.9 Rules of Construction. The Parties hereto agree that they have been represented
by counsel during the negotiation and execution of this Agreement and, therefore, waive the
application of any law, regulation, holding or rule of construction providing that ambiguities in
an agreement or other document will be construed against the party drafting such agreement or
document.

11.10 Headings. The section titles contained in this Agreement are and shall be without
substantive meaning or content of any kind whatsoever and are not a part of the agreement
between the Parties hereto, except when used to reference a section. Any reference to the
number of a clause, sub-clause or subsection hereof immediately followed by a reference in
parenthesis to the title of the Section containing such clause, sub-clause or subsection is a
reference to such clause, sub-clause or subsection and not to the entire Section; provided, that in
case of direct conflict between the reference to the title and the reference to the number of such
Section, the reference to the title shall govern absent manifest error. If any reference to the
number of a Section (but not to any clause, sub-clause or subsection thereof) is followed
immediately by a reference in parenthesis to the title of a Section, the title reference shall govern
in case of direct conflict absent manifest error.

(Signature page follows)
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WATER AND SEWER SERVICES AGREEMENT

EXHIBIT A

WATER SERVICE SPECIFICATIONS

ARTICLE 1
DEFINITIONS

1.01 Capitalized words or expression not defined in this Exhibit A shall have the meaning
assigned thereto in the body of the Agreement. The following words and expressions, or
pronouns used in their stead, shall be construed as follows in this Exhibit A:

“Allocation Flow Rate” shall mean the value that is established as a result of a breach of
Section 5.03 herein and which value shall replace the contractual Maximum Flow Rate in
the rate calculation process in the event that Section 5.04(c) herein is applied by the
Authority.

“Annual Volume” shall mean the volume of water used by the Local Water System for
the period of July 1st to June 30th, measured as provided in the Agreement and based on
Prudent Utility Practices and best available data.

“Authority Maximum Day” shall mean the maximum reported water production day for
the Regional Water System during any twenty-four hour period as measured from 12:00
a.m. Eastern Standard Time in any given calendar year, as determined by Authority in
reviewing water production and storage reports.

“Authority Peak Hour” shall mean the hour during the Authority Maximum Day in which
the most water is delivered to the Regional Water System, measured from top-of-the-hour
to top-of-the-hour (e.g. 7:00 a.m. to 8:00 a.m.), and as determined by Authority in
reviewing water production and pumping reports. In calculating the Authority Peak
Hour, the time period from 11:00 PM to 5:00 AM Eastern Standard Time (EST) shall not
be considered provided, however, that if the City has an approved Filling Schedule, the
time period specified in the Filling Schedule shall supersede the time period of 11:00 PM
to 5:00 AM EST.

“City Maximum Day Demand” shall mean the Local Water System’s recorded water
usage determined based on Prudent Utility Practices and best available data on the
Authority Maximum Day. The City Maximum Day Demand shall, in conjunction with
the City Peak Hour Demand, be a component of its Maximum Flow Rate.

“City Peak Hour Demand” shall mean the Local Water System’s recorded water usage
determined based on Prudent Utility Practices and best available data during the
Authority Peak Hour. The City Peak Hour Demand, in conjunction with the City
Maximum Day Demand, shall be a component of its Maximum Flow Rate.

“City Retail Customer Class” means the Retail Customers.

“Filling Schedule” shall have the meaning ascribed in Article 22 herein.

“Maximum Flow Rate” shall mean the aggregate amount of water usage that the Local
Water System commits not to exceed, as determined by the City Maximum Day Demand
and the City Peak Hour Demand, collectively.



A-2

“Meter Facilities” shall mean a location in which a water meter is housed including,
without limitation, meter pits and meter vaults.

“Minimum Annual Volume” shall mean fifty percent of the Local Water System’s
Projected Annual Volume.

“Pressure Problem” shall have the meaning ascribed in Article 5 herein.

“Pressure Range” shall have the meaning ascribed in Article 5 herein.

“Projected Annual Volume” shall mean the projected volume of water used by the Local
Water System for the period of July 1st to June 30th measured as provided in the
Agreement and based on Prudent Utility Practices and best available data as set forth in
Exhibit A-II.

“Service Area” shall mean the mutually agreed upon area where the City is permitted to
distribute water received from the Authority under the terms of the Agreement which (a)
may be entirely within the corporate limits of the City or may exceed the corporate limits
of the City and (b) which may or may not include the entire geographical area within the
City’s corporate limits.

“Technical Advisory Committee” shall mean the committee consisting of representatives
of the Authority, the City, and wholesale water customers of the Authority and their
respective representatives, and shall include its successor or replacement if altered or
discontinued. The Technical Advisory Committee or its successor shall remain in
existence for a minimum term of January 1, 2008 until December 31, 2038 unless the
committee determines otherwise.

“Water Distribution Points” shall mean those points where water is delivered from the
Regional Water System to the Local Water System, as may be determined form time-to-
time by mutual agreement of the Parties. Exhibit A-I contains a partial listing of Water
Distribution Points.

ARTICLE 2
[RESERVED]

ARTICLE 3
[RESERVED]

ARTICLE 4
SERVICE AREA

4.01 Delivery Location. Water shall be delivered by the Authority to the City at the Water
Distribution Points and at other locations as may be mutually agreed upon in writing by
the Authority and the City.

4.02 Limit of Responsibility. The Authority shall have no responsibility for operating,
repairing, replacing and maintaining any portions of the Detroit Local Water Facilities
[downstream of the Water Distribution Points shown in Exhibit A-I], provided, however,
that this Section 4.02 does not prevent the application of the provisions of Section 11.02
herein.

4.03 Authority Responsibility. The Authority leases and is responsible for operating and
maintaining all parts of the Water System upstream from City’s Water Distribution
Points. To the extent that water meters and/or Meter Facilities are installed, should the
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Authority fail to maintain the Meter Facilities and/or any Authority leased and
maintained equipment within the Meter Facilities, the City shall provide written notice to
the Authority which describes the objectionable condition of the Meter Facility and/or the
equipment within, and its intent to take reasonable steps to maintain the condition and
charge the reasonable cost of doing so to the Authority. Upon receipt of the notice, the
Authority shall have thirty calendar days to repair the condition specified in the notice,
unless such condition cannot reasonably be completed within thirty days, in which case
the Authority shall diligently pursue such repair until complete. If the Authority has not
repaired the condition at the conclusion of the thirty-day period and has not provided a
written explanation to the City explaining the reason for the delay (e.g. necessary parts
are on order), then the City may take reasonable steps to maintain the specified condition
and charge the reasonable cost of doing so to the Authority.

4.04 Extension of Service Area. The City’s distribution of water supplied by the Authority
shall be limited to the Service Area stated in Exhibit A-I. The Parties acknowledge that
the Authority serves certain wholesale customers through the Local Water System which
are not considered part of the Service Area. The Parties agree that situations may arise in
which the City may propose to extend its Service Area, either temporarily or
permanently, beyond its corporate limits. Should such a situation arise, the City shall
provide written notice to the Authority explaining the nature, duration and extent of the
requested Service Area extension. The Authority shall have the option, which it may
exercise at any time, of requiring a written amendment to this Agreement to
accommodate the change in Service Area. Should the Authority determine that an
immediate amendment is required, the Parties shall, within thirty calendar days of the
City’s request, meet to negotiate mutually agreeable terms for the extension of the
Service Area. The Authority shall not unreasonably deny a request to extend the Service
Area.

4.05 Change or Addition of Water Distribution Points. Water Distribution Points may be
added or changed by mutual written agreement of the Authority and the City.

4.06 Sole Supplier. Except as provided in Article 17 herein, the Authority shall be the sole
supplier of public potable water to the City’s Service Area.

ARTICLE 5
PRESSURE; MAXIMUM FLOW RATE; MINIMUM ANNUAL VOLUME

5.01 Pressure Range. The Authority shall use its best efforts to deliver water at a pressure
range (“Pressure Range”) adequate to meet the reasonable requirements of the Local
Water System. For purposes of evaluating this effort, water pressure shall be determined
by reviewing the average hourly pressure measured from top of the hour to top of the
hour (e.g. 7:00 a.m. to 8:00 a.m.). The Pressure Range to be provided by the Authority to
the City’s Water Distribution Points is specified in Exhibit A-II. The location at which
the water pressure will be measured shall be specified in Exhibit A-I and identified as a
pressure monitoring point.

5.02 Remedy for Non-Compliance with Pressure Range. If the water pressure at City’s Water
Distribution Points is above or below the Pressure Range, at the City’s request the Parties
shall meet within thirty calendar days to discuss the reasons for the non-compliance and,
if agreed necessary, develop and implement a mutually agreeable written corrective
action plan within sixty calendar days of the meeting, or as otherwise agreed. The
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corrective action plan shall include a timetable for resolution of the non-compliance
issue(s).

If it is determined that a wholesale customer’s exceedance of the rates of flow established
by that customer’s Maximum Flow Rate caused or contributed to the Authority’s inability
to meet its Pressure Range agreement with the City, then the corrective action plan shall
provide for the resolution of the issue.

If Local Water System is, in the aggregate, exceeding the rates of flow established by its
Maximum Flow Rate on a day other than the Authority Maximum Day at the time the
City experiences a variation from the Pressure Range, then the Authority shall be relieved
from its obligation to provide water to the Local Water System within the Pressure Range
for that period of time during which the Local Water System are exceeding the rates of
flow established by its Maximum Flow Rate.

5.03 Maximum Flow Rate. The City’s Maximum Flow Rate is specified in Exhibit A-II. The
Local Water System shall not exceed the Maximum Flow Rate specified in Exhibit A-II,
as measured in million gallons on the Authority Maximum Day and during the Authority
Peak Hour.

(a) The Authority shall notify all customers in writing on or before October 1 of each
calendar year if the Local Water System or any wholesale customer is alleged to
have exceeded its Maximum Flow Rate in a given calendar year. The notice shall
state the day and/or hour that the Local Water System or any wholesale water
customer is alleged to have exceeded its Maximum Flow Rate.

(b) If the City is alleged to be in breach of its obligations under this Section 5.03, the
Authority and the City shall endeavor to meet before November 1 of the current
calendar year, or as soon as practicable, for the purposes of validating the breach,
reviewing and analyzing the causes, and to negotiate a possible remedy pursuant
to Sections 5.04 and 5.05 herein.

(c) The Technical Advisory Committee’s Analytical Work Group, or its successor
shall review any alleged breach of this Section 5.03.

(i) The Analytical Work Group shall meet once, at a minimum, on or before
November 1 of each calendar year to review the alleged breaches, if any,
and may thereafter schedule subsequent meetings as necessary to conclude
its review.

(ii) The Authority will seek a recommendation from the Analytical Work
Group on (1) an Allocation Flow Rate, if any, and/or (2) concurrence with
the remedy tentatively negotiated between the City and the Authority, if
any. The City and the Authority shall have the right to present any
information related to the alleged breach a Party deems necessary to the
deliberations.

(iii) Any recommendation submitted by the Analytical Work Group shall be
received by the Authority on or before December 1 of each calendar year.
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5.04 Remedy for Non-Compliance with Maximum Flow Rate. The Authority has no
obligation to supply to the Local Water System more than the Maximum Flow Rate. If
the City exceeds its Maximum Flow Rate on the Authority Maximum Day or during the
Authority Peak Hour, the Authority and the City may, as needed, take one or more of the
following actions set forth in this Section 5.04. The applicability of any particular action
shall be evaluated by the Authority on a case-by-case basis.

(a) The Authority may require that the City take all reasonable steps to reduce Retail
Customers’ consumption to the Maximum Flow Rate. Such steps may include
water conservation measures, outdoor water use restrictions, water loss studies
and remediation, and an internal system operation evaluation.

(b) The Parties may meet to negotiate a new Maximum Flow Rate. If so negotiated,
the Local Water System shall pay the rate associated with the new Maximum
Flow Rate in the subsequent rate year.

(c) For ratemaking and cost allocation purposes only, the Authority may recalculate
the Local Water System and the Retail Customer rate for the current and/or
subsequent fiscal years utilizing a revised cost allocation formula as follows:

(i) The Authority shall, as set forth below, establish an Allocation Flow Rate
to replace the contractual Maximum Flow Rate in the rate calculation
process.

(ii) The Allocation Flow Rate shall be applied from no earlier than the first
exceedance date forward.

(iii) The Allocation Flow Rate will be at least equal to the flow rate
demonstrated by the Local Water System on the Authority Maximum Day,
and may be higher than the actual flow rate demonstrated by the Local
Water System.

(iv) Pursuant to Section 5.03(c), if the Authority receives a recommendation
on the Allocation Flow Rate to be applied from the Analytical Work
Group and the recommendation is higher than twice the amount by which
the demonstrated flow rate exceeded the original Maximum Flow Rate,
then the Authority shall be limited to establishing an Allocation Flow Rate
that is at least equal to the flow rate demonstrated by the Local Water
System on the Authority Maximum Day and no higher than the
recommendation provided by the Analytical Work Group.

(v) If no recommendation on the Allocation Flow Rate to be applied is
received by the Authority, or if the Authority receives a recommendation
and the recommendation is less than twice the amount by which the
demonstrated flow rate exceeded the original Maximum Flow Rate, then
the Authority shall be limited to establishing an Allocation Flow Rate that
is at least equal to the flow rate demonstrated by the City on the Authority
Maximum Day and no higher than twice the amount by which the
demonstrated flow rate exceeded the original Maximum Flow Rate.
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(vi) The Allocation Flow Rate will continue to be applied to each subsequent
year’s flow rate calculation process until the Maximum Flow Rate is
renegotiated.

(vii) If a rate has been approved for the subsequent Fiscal Year (July 1st to June
30th) but the flow rate has not yet been applied, the Authority may modify
the Local Water System rate for that subsequent fiscal year to account for
an exceedance of its Maximum Flow Rate.

(viii) If the Authority has built capital facilities based upon the Local Water
System negotiated Maximum Flow Rate and the City consistently exceeds
its Maximum Flow Rate, then the Authority may re-calculate the amount
of the City’s percentage of the capital cost of such facilities.

5.05 Procedure for Non-Compliance with Maximum Flow Rate. In addition to the remedies
specified in Section 5.04, if the Local Water System has failed in its obligations under
Section 5.03, the Parties shall meet to discuss the reasons for the non-compliance and if
agreed necessary, develop a mutually agreeable written corrective action plan by
December 31 of the year in which the non-compliance occurred, or as otherwise agreed.
Any corrective action plan required under this Section 5.05 shall include a timetable for
resolution of the non-compliance issue(s).

If the Parties determine that a corrective action plan is not required and an
incident of non-compliance occurs in the subsequent calendar year, the Parties shall meet
to develop a mutually agreeable written corrective action plan by December 31 of the
year in which the non-compliance occurred, or as otherwise agreed.

In the event the reason for the Local Water System non-compliance under Section
5.03 is due to a Local Water System water main break, fire or meter calibration
performed by the Authority, these events will be taken into consideration in determining
(1) whether a corrective action plan is warranted and (2) the extent to which, if any, the
steps specified in Section 5.04 should apply.

5.06 [RESERVED]

5.07 Periodic Review. Except as provided in Section 3.1 of the Agreement, for Regional
Water System planning purposes, a Maximum Flow Rate, Pressure Range, Projected
Annual Volume and Minimum Annual Volume shall be established by mutual agreement
for the Term of the Agreement. Not later than the second year after the Effective Date,
the Authority and the City shall establish by mutual agreement a contractually binding
Maximum Flow Rate, Pressure Range and Projected Annual Volume for the succeeding
three years. Not later than the beginning of the fifth year after the Effective Date, and
every five years thereafter, the Authority and the City shall negotiate a contractually
binding Maximum Flow Rate, Pressure Range and Projected Annual Volume of the
Agreement for the succeeding five years of the Term. If the Parties do not negotiate new
or revised Maximum Flow Rates, Pressure Ranges and Projected Annual Volumes
according to the aforementioned schedule, then the figures established for planning
purposes (as shown in italicized type in Exhibit A-II) shall become contractually binding
for the then-current three or five year term.
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5.08 Remedy for Excessive Rate(s) of Flow Causing Pressure Problem(s). The City
acknowledges that the Local Water System rates of flow may cause and/or contribute to
the Authority’s inability to meet its Pressure Range agreements with the City and/or the
Authority’s other customers (hereinafter, “Pressure Problem”). The Authority may
review or monitor the Local Water System daily rates of flow if a Pressure Problem
occurs and the Authority’s Pressure Range agreement with the Local Water System
and/or another customer of the Authority is alleged to have been breached. The
approximate rate of flow by individual meter location used to establish the Pressure
Range and Maximum Flow Rate is specified in Exhibit A-II. If a Pressure Problem
occurs, the Parties shall meet to discuss the reasons for the Pressure Problem and develop
and implement a mutually agreeable written corrective action plan within sixty calendar
days of the Pressure Problem, or as otherwise agreed. The corrective action plan may
require one or both of the following steps:

(a) The Authority may require that the Local Water System take all reasonable steps
to reduce its consumption to the rate of flow established by the Maximum Flow
Rate. Such steps may include water conservation measures, outdoor water use
restrictions, water loss studies and remediation, and an internal system operation
evaluation. In addition, the Authority may require that the Local Water System
adjust its rate of flow at individual meters, including the establishment of a not-to-
exceed flow rate for individual meters.

(b) The Parties may meet to negotiate a new Maximum Flow Rate. If so negotiated,
the Local Water System shall pay the rate associated with the new Maximum
Flow Rate in the subsequent rate year.

If the Parties determine that a corrective action plan is not required and a
subsequent Pressure Problem occurs, the Parties shall meet to develop and implement a
mutually agreeable written corrective action plan within sixty calendar days of the
subsequent Pressure Problem, or as otherwise agreed. Any corrective action plan
required under this Section 5.08 shall include a timetable for resolution of the Pressure
Problem. In the event the reason for the Pressure Problem is due to a Local Water
System water main break, fire or meter calibration performed by the Authority, these
events will be taken into consideration in determining (1) whether a corrective action
plan is warranted and (2) the extent to which, if any, the steps specified above in this
Section 5.08 should apply.

5.09 Authority Costs for Corrective Action Plan. If at any time the Authority is required under
the terms of this Article 5 to develop and implement a corrective action plan and the plan
involves incurring capital costs, the Authority will determine whether the costs will be
charged as a common-to-all cost or whether the cost will be borne by a specific customer
or customers. If the Authority determines that all or part of the costs should be borne by
a specific customer or customers, the Authority will seek a recommendation from the
Technical Advisory Committee on the assessment of the costs.

5.10 City Costs for Corrective Action Plan. If at any time the City is required under the terms
of this Article 5 to develop and implement a corrective action plan, the City shall be so
informed in writing and the City will pay all costs related to the corrective action plan.
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5.11 Dispute Resolution. Any unresolved disputes between the Parties arising under this
Article 5 shall be referred to the Engineer Panel under Section 7.3 of the Agreement.

ARTICLE 6
TECHNICAL ADVISORY COMMITTEE

6.01 Establishment. The Technical Advisory Committee exists to facilitate a cooperative
working partnership among the Authority, the City and the wholesale water customers of
the Authority by facilitating the development of recommendations regarding Regional
Water System planning and supply to Authority management and the Authority Board.
The Technical Advisory Committee shall maintain bylaws that govern the way it
conducts its business. In the event of a conflict between the terms of the bylaws adopted
by the Technical Advisory Committee and the terms of this Agreement, the terms of this
Agreement shall control.

6.02 General Responsibilities. The Technical Advisory Committee shall periodically review
and evaluate the rates, rate methodology, and performance of the Regional Water System.
The Technical Advisory Committee shall review and evaluate flow rates, pressures and
Annual Volumes for the System at a minimum of every five years to assist the Authority
in its Regional Water System planning effort. The Technical Advisory Committee shall
have the opportunity each year to review the Capital Improvement Program as prepared
by Authority, prior to its adoption by the Authority. The Technical Advisory Committee
may consider City proposals for improving the operation of the Detroit Local Water
System and/or the Regional Water System. The Authority will supply the Technical
Advisory Committee with information the Authority deems reasonably necessary to
accomplish the general responsibilities defined in this Section 6.02.

6.03 Annual Report by Authority. The Authority will present an annual report to the
Technical Advisory Committee which shall consist of (1) all instances of non-compliance
with the Parties’ obligations contained in Article 5 herein, including the City and
Authority responses thereto; and (2) a general report on Regional Water System operation
and maintenance.

6.04 [RESERVED]

6.05 Disclosure of Rate Information by Authority. Each year, the Authority will disclose to
the Technical Advisory Committee information related establishing the revenue
requirements for wholesale customers and Retail Customers.

6.06 Disclosure of Rate Information by the City. Each year, the City will disclose to the Retail
Customers information related to its retail rates and other charges, and information
regarding what portion of those costs is related to the operation of the Regional Water
System and/or other major service providers.

6.07 Work Groups. The Technical Advisory Committee may create work groups to address
specific issues facing the Regional Water System. The work groups currently in
existence are the Analytical Work Group, the Best Practices Work Group, and the Water
Rates Work Group. Any reference to a particular work group in this Agreement shall
include its successor or replacement if altered or discontinued.
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ARTICLE 7
[RESERVED]

ARTICLE 8
METERS AND METER FACILITIES

8.01 Metering. Water furnished by the Authority to the Local Water System shall be
measured by water meters installed pursuant to the plan agreed to under section 5.2(c) of
the Agreement at the City’s Water Distribution Points unless, as mutually agreed, it is not
feasible to install water meters due to cost effectiveness, technical feasibility, or the
configuration of the Local Water System and the Parties mutually agree that sufficient
accounting is available. The plan shall provide acceptable measurement of the Local
Water System usage within forty years of the Effective Date.

8.02 Existing Distribution Points. As meters are installed, the City shall own and the
Authority shall lease, operate and maintain all water meters and Meter Facilities to be
installed at existing Water Distribution Points, unless specifically indicated otherwise in
Exhibit A-I.

8.03 City Maintenance Responsibilities. The City shall be responsible for maintaining at its
Water Distribution Points any and all appurtenances as may be designated as the City’s
responsibility in Exhibit A-I. Should the City fail to maintain the appurtenances shown
in Exhibit A, the Authority may take reasonable steps to maintain the appurtenances and
charge the reasonable cost of doing so to the City. Prior to the Authority taking action to
maintain the appurtenances, the Authority shall give the City thirty days written notice to
complete the required maintenance. Notice to the City shall not be required if, in the
Authority’s determination, there exists an emergency condition affecting the operation of
the Regional Water System or if the health, safety and welfare of the general public may
be jeopardized.

8.04 New Distribution Points. For any new Water Distribution Points, other than those
identified in the metering plan pursuant to Article 5.2.(c) of the Agreement, that may be
constructed or installed after the Effective Date, the City shall furnish at the City’s
expense, a water meter and Meter Facility that meets the Authority’s specifications.
Thereafter, the Authority shall furnish any replacement water meters for new Water
Distribution Points and the expense shall be recovered through the Authority’s rates as a
Regional Water System cost. The City shall own, and the Authority shall lease, operate
and maintain all water meters and Meter Facilities after construction, installation or
replacement, unless specifically indicated otherwise in Exhibit A-I.

8.05 Meter Repair and Replacement. If the Authority initiates a meter repair or meter
replacement, the cost shall be recovered through the Authority’s rates as a Regional
Water System cost. If the City requests a meter replacement for reasons other than
malfunction or disrepair, the City shall pay the cost of the replacement.

8.06 Pressure Regulating Facilities. After the effective date of this Agreement, all newly
installed the City-owned pressure regulating facilities shall be installed in a facility that is
separate from the Authority’s Meter Facility.

ARTICLE 9
[RESERVED]

ARTICLE 10
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[RESERVED]

ARTICLE 11
FORCE MAJEURE AND OTHER EVENTS

11.01 [RESERVED]

11.02 Authority Liability. Except to the extent that the Authority is the proximate cause, the
Authority shall not be held liable or accountable for any bursting, leakage, breakage,
damage or accident of any kind that may occur to the Local Water System, or any
damages of any kind or nature, including, but not limited to, injury to persons or damage
to property, resulting from such bursting, leakage, breakage, damage or accident that may
occur to water mains or pipes located downstream of the Water Distribution Points
specified herein, or located within the Local Water System.

11.03 Discontinuance of Service. In the event the public health, safety and welfare requires the
Authority to discontinue temporarily all or part of the supply of water to the City, no
claims for damages of any kind or nature for such discontinuance shall be made by the
City against the Authority. The Authority will provide notice to the City of any
temporary discontinuance of the water supply.

ARTICLE 12
[RESERVED]

ARTICLE 13
[RESERVED]

ARTICLE 14
[RESERVED]

ARTICLE 15
[RESERVED]

ARTICLE 16
[RESERVED]

ARTICLE 17
WATER QUALITY

17.01 Contamination. For the protection of the health of all consumers supplied with water
from the Regional Water System, the City agrees to guard carefully against all forms of
contamination. Should contamination occur, the area or areas affected shall immediately
be managed consistent with Prudent Utility Practices, and such practices shall continue
until such conditions shall have been abated, and the water declared safe and fit for
human consumption by the properly constituted governmental health agencies having
jurisdiction of the area affected. The City shall immediately notify the Authority, and the
Authority shall immediately notify the City, of any emergency or condition that may
affect the quality of water in either Party’s system. To the extent required by Section
5.2(c) of the Agreement, the City is required to maintain a MDEQ approved cross
connection control program, at the sole cost of the City, and copy the Authority on all
related documentation and reports provided to the MDEQ. The Authority shall have the
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right to periodically audit, at the sole cost of the Authority, the City’s cross connection
control program.

17.02 Co-mingling of Water Sources. Except in cases of emergency, the City will not permit
water from any other source of supply to be mixed or mingled with water from the
System without prior written approval from the Authority. In cases of emergency, only
such water from sources other than the Authority shall be used as shall meet the
requirements of the MDEQ, and then only in such quantities as shall be necessary to
relieve the emergency.

17.03 Emergency Connections. During emergencies, the Detroit Local Water Facilities may be
used and connected, at the discretion of the Authority, to water facilities serving other
communities for flow in either direction to provide an adequate water supply from the
Regional Water System to the City and to other areas and other units of government.
During emergencies, the Regional Water System may be used and connected, at the
discretion of the City, to water facilities serving other communities for flow in either
direction to provide an adequate water supply from the Local Water System to the
Regional Water System and to other areas and other units of government. The Parties
shall be permitted to immediately operate such emergency connection when the
connection point to be used has been previously approved in Exhibit A-I, provided that
the Parties shall, after operating the connection, promptly notify the other Party of such
event. When the emergency has been abated, the emergency connection must be severed
as soon as practicable. The Authority, or its designee, must approve, in writing, the
continuation of any emergency connection that is required for longer than seven calendar
days. If an approved emergency connection continues for more than seven calendar days,
the City must provide the Authority with weekly updates on the emergency and a
schedule for abatement of the emergency that must be approved by the Authority in
writing.

17.04 Water Quality. The Authority shall endeavor to remain in compliance with Applicable
Laws regarding drinking water quality.

ARTICLE 18
[RESERVED]

ARTICLE 19
[RESERVED]

ARTICLE 20
[RESERVED]

ARTICLE 21
CONSTRUCTION STANDARDS

21.01 The Authority shall have the right to review and approve the City’s construction plans for
Meter Facilities at new Water Distribution Points, water mains sized twenty-four inches
and larger, pump stations, reservoirs, water towers, and any other construction that will
cross, or be within close proximity to, or have influence upon the Regional System’s
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infrastructure. The Authority’s approval of construction plans shall be timely and shall
not be unreasonably withheld.

ARTICLE 22
OPERATION OF STORAGE

22.01 Prior to the City’s operation of any new water storage facility, the City shall seek the
Authority’s written approval of the filling schedule (“Filling Schedule”) of the storage
facility. The Authority may periodically require the City to change or adjust a previously
approved Filling Schedule. The Parties shall collaborate on devising a mutually
beneficial Filling Schedule. If the Parties are unable to agree upon a Filling Schedule, the
Authority’s determination of a Filling Schedule shall be final. All Filling Schedules shall
be for a period of six consecutive hours. The City shall at all times abide by the then-
current Authority approved Filling Schedule. The Authority shall act promptly in
approving Filling Schedule requests. Nothing in this Article 22 shall prevent the City
from operating its storage facility at any time, provided that any storage operation that
falls outside of the approved Filling Schedule shall not be exempt from the terms of
Article 5 herein.
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EXHIBIT A-I

City’s Water Distribution Points

This Exhibit contains the following information:

1. The corporate limits of the City;

2. The agreed upon water Service Area of the City which (a) may or may not be entirely
within the corporate limits of the City and (b) which may or may not include the entire
area within the City’s corporate limits;

3. The specific location of the Water Distribution Points, including any Authority approved
emergency connections;

4. The designation of appurtenances to be maintained by the City and those to be
maintained by the Authority; and

5. The specific location of all pressure monitoring points.
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EXHIBIT A-II

Projected Annual Volume and Minimum Annual Volume (Table 1)

Pressure Range and Maximum Flow Rate (Table 2)

[RESERVED] (Table 3)

[RESERVED] (Table 4)

Table 1 and Table 2 set forth the agreed upon Projected Annual Volumes, Minimum
Annual Volumes, Pressure Ranges and Maximum Flow Rates for the term of this Agreement
provided that figures in bold type face are immediately enforceable pursuant to the terms of
Section 5.07 and italicized figures are contained for planning purposes only but will become
effective absent the negotiated replacements anticipated in Section 5.07.
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EXHIBIT A-II

Table 1

Projected Annual Volume

Fiscal Year Ending
June 30

Projected Annual
Volume (Mcf)

2016 3,300,000

2017 3,266,900

2018 3,234,000
2019 3,201,200

2020 3,168,600
2021 3,147,600
2022 3,126,800

2023 3,106,000
2024 3,085,300
2025 3,064,800
2026 3,053,800
2027 3,042,900

2028 3,032,000
2029 3,021,200
2030 3,010,400
2031 3,006,200
2032 3,002,000

2033 2,997,700
2034 2,993,500
2035 TBD
2036 TBD
2037 TBD

2038 TBD
2039 TBD
2040 TBD
2041 TBD
2042 TBD

2043 TBD
2044 TBD
2045 TBD
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EXHIBIT A-II

Table 2

Pressure Range and Maximum Flow Rate

Calendar
Year

Pressure
Range (psi)

14th St &
Blaine
P-003

Pressure
Range (psi)
8 Mile &
Wyoming

P-013

Pressure
Range (psi)
W Outer Dr

& Fort
P-018

Pressure
Range (psi)
Grand River

& Trinity
P-022

Pressure
Range (psi)
6th & Porter

P-076

Pressure
Range (psi)

Chene &
Maple
P-077

Min Max Min Max Min Max Min Max Min Max Min Max

2015 35 45 45 55 55 70 45 55 50 65 45 55
2016 35 45 45 55 55 70 45 55 50 65 45 55
2017 35 45 45 55 55 70 45 55 50 65 45 55
2018 35 45 45 55 55 70 45 55 50 65 45 55
2019 35 45 45 55 55 70 45 55 50 65 45 55
2020 35 45 45 55 55 70 45 55 50 65 45 55
2021 35 45 45 55 55 70 45 55 50 65 45 55
2022 35 45 45 55 55 70 45 55 50 65 45 55
2023 35 45 45 55 55 70 45 55 50 65 45 55
2024 35 45 45 55 55 70 45 55 50 65 45 55
2025 35 45 45 55 55 70 45 55 50 65 45 55
2026 35 45 45 55 55 70 45 55 50 65 45 55
2027 35 45 45 55 55 70 45 55 50 65 45 55
2028 35 45 45 55 55 70 45 55 50 65 45 55
2029 35 45 45 55 55 70 45 55 50 65 45 55
2030 35 45 45 55 55 70 45 55 50 65 45 55
2031 35 45 45 55 55 70 45 55 50 65 45 55
2032 35 45 45 55 55 70 45 55 50 65 45 55
2033 35 45 45 55 55 70 45 55 50 65 45 55
2034 35 45 45 55 55 70 45 55 50 65 45 55
2035 35 45 45 55 55 70 45 55 50 65 45 55
2036 35 45 45 55 55 70 45 55 50 65 45 55
2037 35 45 45 55 55 70 45 55 50 65 45 55
2038 35 45 45 55 55 70 45 55 50 65 45 55
2039 35 45 45 55 55 70 45 55 50 65 45 55
2040 35 45 45 55 55 70 45 55 50 65 45 55
2041 35 45 45 55 55 70 45 55 50 65 45 55
2042 35 45 45 55 55 70 45 55 50 65 45 55
2043 35 45 45 55 55 70 45 55 50 65 45 55
2044 35 45 45 55 55 70 45 55 50 65 45 55



A-II-4

EXHIBIT A-II

Table 2 (continued)

Pressure Range and Maximum Flow Rate

Calendar
Year

Pressure
Range (psi)

Park &
Elizabeth

P-078

Pressure
Range (psi)
State Fair

P-006

Pressure
Range (psi)

Carrie &
Nevada
P-005

Pressure
Range (psi)

Manistique &
Warren
P-029

Pressure
Range (psi)
Five Pts &

8 Mile
P-100

Min Max Min Max Min Max Min Max Min Max

2015 40 55 45 60 45 55 50 65 45 60
2016 40 55 45 60 45 55 50 65 45 60
2017 40 55 45 60 45 55 50 65 45 60
2018 40 55 45 60 45 55 50 65 45 60
2019 40 55 45 60 45 55 50 65 45 60
2020 40 55 45 60 45 55 50 65 45 60
2021 40 55 45 60 45 55 50 65 45 60
2022 40 55 45 60 45 55 50 65 45 60
2023 40 55 45 60 45 55 50 65 45 60
2024 40 55 45 60 45 55 50 65 45 60
2025 40 55 45 60 45 55 50 65 45 60
2026 40 55 45 60 45 55 50 65 45 60
2027 40 55 45 60 45 55 50 65 45 60
2028 40 55 45 60 45 55 50 65 45 60
2029 40 55 45 60 45 55 50 65 45 60
2030 40 55 45 60 45 55 50 65 45 60
2031 40 55 45 60 45 55 50 65 45 60
2032 40 55 45 60 45 55 50 65 45 60
2033 40 55 45 60 45 55 50 65 45 60
2034 40 55 45 60 45 55 50 65 45 60
2035 40 55 45 60 45 55 50 65 45 60
2036 40 55 45 60 45 55 50 65 45 60
2037 40 55 45 60 45 55 50 65 45 60
2038 40 55 45 60 45 55 50 65 45 60
2039 40 55 45 60 45 55 50 65 45 60
2040 40 55 45 60 45 55 50 65 45 60
2041 40 55 45 60 45 55 50 65 45 60
2042 40 55 45 60 45 55 50 65 45 60
2043 40 55 45 60 45 55 50 65 45 60
2044 40 55 45 60 45 55 50 65 45 60
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EXHIBIT A-II

Table 2 (continued)

Pressure Range and Maximum Flow Rate

Fiscal
Year

Ending
June
30

Maximum Flow
Rate

(mgd)

Max
Day

Peak
Hour

2016 129,877 133,772

2017 TBD TBD

2018 TBD TBD

2019 TBD TBD

2020 TBD TBD

2021 TBD TBD

2022 TBD TBD

2023 TBD TBD

2024 TBD TBD

2025 TBD TBD

2026 TBD TBD

2027 TBD TBD

2028 TBD TBD

2029 TBD TBD

2030 TBD TBD

2031 TBD TBD

2032 TBD TBD

2033 TBD TBD

2034 TBD TBD

2035 TBD TBD

2036 TBD TBD

2037 TBD TBD

2038 TBD TBD

2039 TBD TBD

2040 TBD TBD

2041 TBD TBD

2042 TBD TBD

2043 TBD TBD

2044 TBD TBD

2045 TBD TBD
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EXHIBIT A-II

Table 3

RESERVED
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EXHIBIT B

SEWER SERVICE SPECIFICATIONS
ARTICLE 1

DEFINITIONS

1.02 Capitalized words or expression not defined in this Exhibit B shall have the meaning
assigned thereto in the body of the Water and Sewer Services Agreement. The following
words and expressions, or pronouns used in their stead, shall be construed as follows as
used in this Exhibit B:

“CFS” shall mean cubic feet per second.

“City Overflow Volume” shall mean that volume of wastewater generated in City’s
Service Area during a wet weather event that exceeds the capacity of the Regional Sewer
System.

“City Retail Customer Class” means the Retail Customers.

“First Tier Customer(s)” shall mean the City and those municipal customers contracting
directly with Authority for Services.

“Flow” shall mean wastewater delivered by City from City’s Service Area to the
Regional Sewer System. It shall include sanitary flow, dry weather infiltration and
inflow, and a wet weather flow component. It shall also include wastewater from
industrial and/or commercial facilities in compliance with the City of Detroit’s
Wastewater Discharge Control Ordinance, Chapter 56, Article I and Article III of the
Detroit City Code, Section 56-3-56.1 et seq., as amended, and any similar rules or
regulations adopted by the Authority.

“Maximum Allowable Flow Limit” means the maximum allowable Flow that the Local
Sewer System may deliver to the Regional Sewer System.

“Meter(s)” shall mean a wastewater meter.

“MGD” shall mean million gallons per day.

“Notices” shall mean all notices, consents, approvals, requests and other communications
required to be given under the terms of this Agreement.

“Point(s) of Connection” shall mean the location(s) where Flow shall be deemed to be
delivered from the Detroit Local Sewer System into the Regional Sewer System and shall
be the location at which the responsibility for operation and maintenance between the
Regional Sewer System and the Detroit Local Sewer System shall be established.

“Service Area” shall mean the geographic areas from which flow may be delivered to the
Regional Sewer System from the Detroit Local Sewer System, which may include
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delivery of Flow from areas not located within the geographic limits of the City, as
designated in Exhibit B-I to this Agreement.

“Services” shall mean the collection, transportation, treatment and discharge of
wastewater by Authority.

“Steering Committee” shall mean the advisory committee consisting of representatives of
Authority and its First Tier Customers, and any work groups and sub-committees
established thereby, and shall include its successor or replacement if altered or
discontinued. The committee may, in its discretion, agree to add additional members.
City shall have the right to attend all meetings of the committee and any work groups and
sub-committees established thereby.

“WWTP” shall mean the Wastewater Treatment Plant owned by the City and leased,
operated and maintained by the Authority.

ARTICLE 2
DELIVERY OF FLOW

2.01 Maximum Allowable Flow Limit. The Maximum Allowable Flow Limit for the Service
Area may not be determined at this time due to the large number of unmetered connections. The
Authority will operate the Regional Sewer System consistent with current planning documents,
such as the MDEQ approved Wet Weather Operational Plan. In situations where the Operational
Plan does not address a particular instance or issue, the Parties agree that in such situations the
mutual goal of the parties is to maximize the treatment and disinfection of Flows. Review and
modification to the Operational Plan may occur periodically as agreed by both the City and the
Authority, and approved by the MDEQ. This may occur as system improvements are
implemented or adaptive management strategies are found to be effective and formalized. If
changes to the Operational Plan are significant and result in increased capacity limits for
suburban wholesale customers, an adjustment to the CSO cost allocation or other appropriate
cost allocation may be considered. If at some future time circumstances are such that a
Maximum Allowable Flow Limit in total or in part for certain regions of the Service Area may
reasonably be established, the Authority and the City will collaborate to develop such values. If
the parties are unable to agree on a value after six months of negotiations, the dispute resolution
procedure identified in Article 7 of the Agreement will apply.

2.02 Delivery of All Flow. The Authority agrees to accept and the City agrees to deliver all
Flow originating within the City’s Service Area, excluding any City Overflow Volumes.

2.03 [RESERVED]

2.04 Enforcement of Maximum Allowable Flow Limit. The City and the Authority

acknowledge that the Maximum Allowable Flow Limit for the Service Area cannot be

reasonably estimated at the time of the execution of this Agreement. If at any time in the future

the Maximum Allowable Flow Limit for a particular region of the City is able to be reasonably

established, it is acknowledged that deviations of it may occur. If the Service Area has multiple

incidents of Flow exceeding the Maximum Allowable Flow Limit which evidence a pattern of
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exceedances, as determined in the reasonable discretion of the Authority, Authority shall give

written notice of such exceedances to the City. Thereafter, the Authority and the City shall meet

and attempt to develop a plan for reducing or eliminating the exceedances. If the City and the

Authority are unable to agree on a plan, the matter shall be referred to the Engineer Panel under

Section 7.3 of the Agreement for resolution and the Authority shall have the right to assert any

remedies for default available under this Agreement.

2.05 Applicability to Overflow Volumes. Nothing in this Article 2 shall be construed to
preclude the City from constructing or operating wastewater facilities, constructing or operating
separated storm sewers, or Green Infrastructure for the purpose of reducing or eliminating City
Service Area Overflow Volumes or improving the operation of Local Sewer System, or for any
other lawful purpose.

2.06 Reopener. The Authority and the City reserve the right to adjust at any time the
Maximum Allowable Flow Limit specified in Section 2.01 in the event that the Authority
Wastewater Master Plan or other analysis acceptable to the Parties demonstrates modifications to
the then-existing Maximum Allowable Flow Limit may be warranted. If a new Maximum
Allowable Flow Limit is mutually agreed upon, the City and the Authority will amend this
Agreement to reflect the new Maximum Allowable Flow Limit. Until such time, if any, that the
Maximum Allowable Flow Limit is modified, the Maximum Allowable Flow Limit specified in
Section 2.01 shall continue in full force and effect.

ARTICLE 3
OWNERSHIP, MAINTENANCE, AND

ACCURACY OF EQUIPMENT AND FACILITIES

To the extent Authority elects to install Meters, Meter vaults, and data acquisition
equipment, the following provisions shall apply:

3.01 Ownership and Maintenance Responsibility. Subject to Section 5.2(c) of the Agreement,
the City shall own and the Authority shall lease, operate and maintain all Meters, Meter
vaults, and data acquisition equipment used for Authority’s billing purposes, unless
otherwise provided for in Exhibit B-I.

3.02 Maintenance Standards. Authority shall maintain the Meters and associated data
acquisition equipment in accordance with the Greater Detroit Regional Sewer System
Phase IV Technical Memoranda 4-8, or subsequent modifications thereto. Authority
shall collect data from its Meters in accordance with the Good Metering Practice
specified in the Greater Detroit Regional Sewer System Phase IV Technical Memoranda
4-8, or subsequent modifications thereto. Authority may contract with a third party for
any such services.

3.03 Accuracy. Authority will ensure the accuracy of the Meters. City shall have the right to
inspect the Meters and all records related thereto to ensure proper operation, including
calibration and measurement. Authority and the Steering Committee shall review the
accuracy of the Meters on a regular basis and compare the findings to the then-best
available technology. In the event that the accuracy of a Meter is found to be
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unsatisfactory, as determined by the Steering Committee and approved by Authority,
Authority shall, as soon as practicable, repair, rehabilitate or replace the Meter.

ARTICLE 4
SERVICE AREA; ACCEPTANCE OF FLOW

4.01 Service Area. The area for which Authority agrees to provide Services shall be as shown
in Exhibit B-I. The City shall not deliver to the Regional Sewer System any Flow
originating in any area outside of the specified Service Area other than that of wholesale
customers of the Authority served through the Local Sewer System without the prior
written consent of the Authority. The City and the Authority may temporarily authorize
the delivery of Flow from outside the Service Area. A permanent change in the Service
Area shall require amendment of the Agreement.

4.02 Acceptance of Flow. Due to the configuration of the Local Sewer System, the Authority
will accept Flow, as limited by the terms of the Agreement, from within the Service Area
shown on Exhibit B-I. The Parties agree that due to the large number of Points of
Connection, the location of each Point of Connection shall be determined to be wherever
the Detroit Local Sewer System connects to the Regional Sewer System as set forth in
Exhibit B-I. The Authority shall have no responsibility for operating and maintaining
any portions of the Local Sewer System upstream of the Points of Connection except as
may be provided in the Shared Services Agreement. The City owns and the Authority is
responsible for operating and maintaining all parts of the Regional Sewer System
downstream from the Points of Connection.

4.03 Change in Service Area. The boundaries of the Service Area may be changed only by the
express written agreement of the Authority and the City and shall be embodied in an
amendment to the Agreement.

ARTICLE 5
FLOW MEASUREMENT

5.01 Information Gathering. Authority shall, with guidance and input from the Steering
Committee, make all reasonable efforts to use the best available information to establish
City Service Area estimated sanitary flows and non-sanitary flows.

5.02 Process. As of the Effective Date, the Authority shall, with guidance and input from the
Steering Committee, carry out analyses to estimate Flow from the City Service Area
using the best available information. The City shall submit to Authority, periodically as
requested by Authority, water sales data for its individual wastewater customers. The
water sales data, in combination with other best available information, shall be utilized by
Authority, in its sole and reasonable discretion but subject to the terms of the Agreement,
in its cost allocation and rate design processes and shall form the basis of billings for
Retail Customers.

The City and the Authority agree that at some future time data from sewage meters
located on the Regional Sewer System pipes or sewage meters that may be installed at
points within the Detroit Local Sewer Facilities may be used to estimate or quantify
sewage delivered from the Detroit Local Sewer Facilities to the Regional Sewer System.
In which case, the Authority shall, with guidance and input from the Steering Committee,
decide on the type of analyses, and shall carry out analyses of Flow from City Service



B-5

Area using Meter information and other relevant data. The results of such analyses shall
be utilized by the Authority, in its reasonable discretion but subject to B-V, in its cost
allocation and rate design processes and shall form the basis of billings for City Retail
Customers.

5.03 Responsibility for Review and Use of Information. The Steering Committee shall have
the responsibility for reviewing the information it obtains pursuant to this Article 5 for
the purpose of verifying that the information is acceptable from a technical basis.
Authority shall have the authority, in its sole and reasonable discretion, for determining
how best to utilize the information analyzed by the Steering Committee.

ARTICLE 6
FLOW RE-ALLOCATION

6.01 Flow Re-Allocation. Should the City Retail Customer Class reduce its Flow into the
Regional Sewer System, whether at the end of the Term, by mutual agreement, or by the
implementation of Green Infrastructure or sewer separation by the City to the extent that
additional capacity is available for other customers, that portion of its Maximum
Allowable Flow Limit so reduced shall be re-allocated at the discretion of Authority for
the benefit of the Regional Sewer System. Flow re-allocation between First Tier
Customers may occur only with the prior written approval of Authority and shall be
incorporated as an amendment to the Agreement. To the extent such reduction in Flow
provides capacity in City’s combined sewer overflow control (“CSO”) facilities that is re-
allocated to other customers of Authority, an adjustment to the CSO cost allocation or
other appropriate cost allocation may be considered.

6.02 [RESERVED]

ARTICLE 7
[RESERVED]

ARTICLE 8
DESIGN AND CONSTRUCTION STANDARDS

8.01 City shall abide by Authority’s design specifications and construction standards.
Authority shall form a Design Standards Committee, and the City shall serve as a
member of the committee. The Design Standards Committee shall create a set of design
standards and shall make a recommendation to Authority regarding adoption of the
design standards. City shall submit plans and specifications for new wastewater
collection or transport facilities for review and approval to Authority prior to the
installation of such facilities. Authority will review the plans and specifications and
provide City with a determination as to its approval or disapproval of the plans and
specifications. If City does not agree with the outcome of the Authority review, City may
request a review by the Design Standards Committee. The Design Standards Committee
will be governed by the guidelines described in Exhibit B-II. If either of the Parties
disagree with the determination of the Design Standards Committee, the dispute is to be
resolved by the Engineer Panel under Section 7.3 of the Agreement.

ARTICLE 9
[RESERVED]



B-6

ARTICLE 10
[RESERVED]

ARTICLE 11
[RESERVED]

ARTICLE 12
[RESERVED]

ARTICLE 13
[RESERVED]

ARTICLE 14
STEERING COMMITTEE

14.01 Establishment. The Steering Committee is formed to facilitate a cooperative working
partnership between Authority and First Tier Customers by facilitating discussion and
development of recommendations to Authority regarding Regional Sewer System
operation, maintenance, rates, and best practices, and is based on the free flow of
information regarding financial and operational functions. The Steering Committee shall
maintain bylaws that govern the way it conducts its business. In the event of a conflict
between the terms of the bylaws adopted by the Steering Committee and the terms of the
Agreement, the terms of this Agreement shall control.

14.02 General Responsibilities. The Steering Committee shall periodically review and evaluate
the rates, rate methodology, operation, and maintenance of the Regional Sewer System.
The Steering Committee shall have the opportunity each year to review the Authority CIP
as prepared by Authority, prior to its adoption by the Board.

14.03 Annual Report by Authority. Authority will present an annual report on Regional Sewer
System operation and maintenance to the Steering Committee.

14.04 Annual Meeting and Report by Steering Committee. The Steering Committee will meet
annually with and report to the Board. The Steering Committee may otherwise meet and
communicate with the Board as the Steering Committee deems necessary.

14.05 Work Groups. The Steering Committee may create work groups and sub-committees to
address specific issues facing the Regional Sewer System.

ARTICLE 15
[RESERVED]

ARTICLE 16
[RESERVED]

ARTICLE 17
INDUSTRIAL WASTE CONTROL PROGRAM

17.01 City agrees to abide by the requirements of the Industrial Waste Control Program as set
forth in Exhibit B-V, paragraph F. To the extent that Exhibit B-V obligates the City in
the future to adopt any new or modified ordinance, rule, or regulation based upon a future
amendment to the Authority’s Wastewater Discharge Control Ordinance or any successor
or similar ordinance, such amendment shall be consistent with the then-current rules and
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regulations of the United States Environmental Protection Agency (“USEPA”) and
MDEQ, but may be more stringent than USEPA and MDEQ rules and regulations.

ARTICLE 18
[RESERVED]

ARTICLE 19
[RESERVED]

ARTICLE 20
RATES

Mimic how this section is stated in Exhibit A Article 7

20.01 [RESERVED]

20.02 [RESERVED]

20.03 [RESERVED]

20.04 [RESERVED]

20.05 [RESERVED]

20.06 Accounting of Project Expenses. Authority recognizes that City’s allocation of rates and
charges to its Retail Customers may vary depending upon the nature, location and
purpose of the particular project carried out by Authority. Accordingly, when requested
by City in writing, Authority shall provide reasonable information to assist City in the
accounting of expenses for a specified project.

ARTICLE 21
[RESERVED]
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EXHIBIT B-I

City’s Service Area

This Exhibit contains the following information:

1. The corporate limits of City;

2. The Service Area of City;

3. [RESERVED]

4. Specific Location of Meter(s) and meter vault(s)

5. The Points of Connection to the Regional Sewer System
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EXHIBIT B-II

Design Standards Committee

I. Name. The name of this committee is the Design Standards Committee (hereinafter, the
“Committee”).

II. Purpose/General Responsibilities. The Committee is formed to discuss and make
recommendations to Authority, or its designee, on the appropriate specifications and standards
which shall govern the design, use of material, and construction of wastewater collection and
transport facilities which may, from time to time, be constructed by a First Tier Customer,
including the City, for the purpose of collecting and transporting wastewater to the Regional
Sewer System. To effectuate this purpose, First Tier Customers may request a review of
construction plans and specification by the Committee. In such a case, the Committee shall
make the requested review and shall make its recommendations thereon to Authority or its
designee.

III. Membership. The entities comprising the Committee shall consist of one (1)
representative from the Authority and one (1) representative from each First Tier Customer. The
Authority member shall also serve as Chairperson of the Committee.

IV. Meetings. Committee meetings shall be held as follows:

A. Meetings and Notice Thereof. The Committee shall meet at an agreed upon
date and time. The time and place of such meeting shall be fixed by the Chairperson.
Meetings shall be held as may be necessary and at such times and places as shall be
determined by the Committee.

B. Meeting Quorum. A majority of all the members present shall constitute a
quorum.

C. Record Keeping. The Committee shall keep a journal of its proceedings, which shall
include a record of each vote and each recommendation made to Authority, or its
designee, by the Committee.

D. Voting. The Committee shall act by motion. Passage of any measure shall require a
simple majority affirmative vote of the quorum present. Deliberation and
consideration are required prior to any vote. Each member shall be entitled to one (1)
vote adhering to the principle of “one person, one vote”.

E. Committee Recommendation. All Committee recommendations shall be transmitted
to the Authority, or its designee, for consideration and final determination.

V. Dissolution. The Committee shall continue in existence until dissolved by action of the
Committee membership.

VI. Appeals Procedure. Any First Tier Customer who is aggrieved by a decision of
Authority, or its designee, relating to a determination based upon a Committee recommendation
may appeal to the Board for possible relief of that grievance. Any such appeal shall be made in
writing. The determination of the Board shall be final.
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EXHIBIT B-III

RESERVED
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EXHIBIT B-IV

RESERVED



Execution Copy

B-V-1

EXHIBIT B-V

Modified List of Relevant Ratemaking Terms

A. Rate Making Process

1. User Charge Regional Sewer System. Not less than every two years, Authority
shall review its method for determining the revenue required for the operation and maintenance
of the Regional Sewer System and to ensure that the replacement portion of Authority’s rates are
distributed proportionately to each user or user class that is tributary to Authority’s treatment
works (the “User Charge System”) to assure that it accomplishes the requirements set out in 40
C.F.R. §35.929-2(b).

2. Local User Charge Regional Sewer System. The City agrees that, as the
Authority’s agent, it shall adopt and enforce rules and regulations to implement and maintain a
revenue system whereby, as a minimum, the operation, maintenance and replacement portion of
Authority’s rates are distributed proportionately to each user or user class within the City Retail
Customer Class that is tributary to Authority’s treatment works. The rules and regulations shall
provide for monitoring of commercial, governmental and industrial users and shall be consistent
with the monitoring rules and regulations of the Authority. The Board shall have the right under
said rules and regulations to audit all monitoring activities including the right to perform
monitoring tests itself to verify the accuracy of monitoring results.

3. Future Ratemaking Information.

a. Whenever Authority undertakes any study which may result in the revision of
rates to the Retail Customers and the wholesale customers, it shall notify the City and the
wholesale customers and provide those customers, their agents, consultants and attorneys, any
final reports prepared in the course of such study and, upon written request, any interim or
preliminary reports, and meet with the contracting parties to explain and discuss the reports
being provided. When implementing any change in sewage treatment rates, the City and
Authority shall comply with the applicable public participation requirements of 40 CFR Part 25,
and MCL 117.5e(b). The Authority shall hold a public hearing prior to the adoption of sewage
treatment rates. No later than fifteen (15) days prior to the Authority’s hearing, and upon
request, the Authority shall provide the City with the rate report and supporting documents to be
considered by the Board.

4. Commitment to Collaborative Process. Authority shall establish and continue a
customer outreach and involvement process to facilitate a cooperative working partnership
between Authority and First Tier Customers based on the free flow of information regarding
financial conditions and operational functions. The Steering Committee, with its subcommittees,
is established as the forum in which discussion and development of recommendations to
Authority regarding wastewater system operation, maintenance, rates, and best practices occurs.
The parties agree that the rate making process will incorporate guidance and input from the
Steering Committee and its work groups.

B. Revenue Requirements

1. Revenue Requirements. Revenue requirements shall be based upon the finances
required to meet all operating, maintenance, capital requirements including debt financing and
debt service coverage required by the Master Bond Ordinance, or Board policy, and any
obligations imposed by law, and shall reflect not only recent cost experience but also a
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recognition of the reasonably estimated future cost levels during the period for which the rates
are being established.

a. Operating and Maintenance Expenses of the Regional Sewer System.

(i) Operating and maintenance expenses shall include replacement of process
equipment, accessories, or appurtenances which are necessary to maintain the capacity and
performance for which the treatment works is designed and constructed.

(ii) The rate for operation and maintenance expenses, including replacement,
shall include surcharges to be applied to discharges of individual users whose loadings of
specified pollutants exceed normal loadings. The Board shall specify the pollutants that may be
surcharged and shall define normal loading thresholds of each pollutant. The rate shall conform
to Section 204(b) (1) (A) of Public Law 92-500, as amended, and regulations of the United States
Environmental Protection Agency, being 40 CFR 35.929 through 35.929-3.

b. Capital Financing. Authority shall adopt a five-year financial plan and a five-
year capital improvement plan for the expansion, renewal and replacement of common use major
capital assets and improvements and shall update the plans at least bi-annually. The plans shall
provide for the financing of major capital assets and improvements with a mix of revenue bonds
and revenue-financed capital designed to accomplish the financial goals established by the
Board, considering public water and sewer utility financial benchmarks, including, without
limitation, unrestricted net assets, rate stability, strong bond ratings and a long-term goal of
achieving reasonable debt service coverage levels and reasonable levels of debt service as a
percentage of total revenue.

c. Depreciation. To the extent that the “Cash Basis” of ratemaking is applied in
future rates, revenue requirements shall not include a depreciation expense element, which,
together with a rate of return and provision for operation and maintenance expense, would
generate revenues in excess of system revenue requirements including coverage.

2. Adjustments to Prospective Revenue Requirements. Authority shall review the
differences in each class cost pool between the projected revenue requirement for a rate year and
the actual revenue received for that rate year to determine potential adjustments to prospective
allocations and budgets/revenue requirements for that cost pool according to the procedures set
forth in Attachment B-V-1, Rate Simplification Recommendations, November 22, 2013. The
purpose of this review will be to avoid material deviations from the principles in Section D(1)
below between projected and actual revenue requirements over the medium term. To the extent
that the Board determines that a material variance exists in a cost pool, the Board may, at its
discretion, modify prospective revenue requirements in one or more subsequent rate years to
eliminate the variance.

3. Bad Debt Expense.

a. A “bad debt expense” is a delinquency by an Authority customer that is
classified as “bad debt expense” pursuant to then applicable accounting procedures.

b. Quarterly, the Authority will provide to the City and the wholesale customers
current information on individual delinquencies in payment of Retail Customer (“City Retail
Customer Class”) and wholesale class bills (a “Delinquent Customer”). On or before January 1
each year, the Authority will provide the City and the wholesale customers a statement of the
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amount of bad debt expense attributable to a Delinquent Customer to be included in the
prospective rates for that customer if delinquent and each Delinquent Customer and the amount
of bad debt expense from prior rate years for each such Delinquent Customer.

c. The Authority shall review the differences between the projected bad debt
expense assigned to specific customer classes (noted below) in a rate year and the actual bad debt
expense incurred for that rate year. Any negative variance between the projected bad debt
expense and the actual bad debt expense incurred for that year shall be incorporated into the
revenue requirement for the next-commencing rate year to insure that revenue shortfalls due to
nonpayment of sewer charges are recovered.

d. For purposes of this clause, specific customer classes are defined as:

Bad Debt Expense Responsible Customer Class

1. Detroit Retail Customers Detroit Retail Customers
2. Wholesale Contract Customers Wholesale Contract Customers
3. Surcharge Customers Surcharge Customers
4. Wayne County Hwy Drainage Wayne County Hwy Drainage
5. Michigan DOT Hwy Drainage Michigan DOT Hwy Drainage
6. Industrial Waste Control Industrial Waste Control

e. The Authority shall use all commercially reasonable efforts, which may
include legal action, to recover all delinquent wholesale billings before they are classified as bad
debt expense and charged to the wholesale customer class.

f. Delinquencies that have been classified as bad debt expense shall continue to
be charged against and shown on the Delinquent Customer’s bill until such time as the
delinquency is paid or released. Payments made by a wholesale customer with regard to its
delinquent accounts after they have been charged as a bad debt expense to the wholesale
customer class shall be credited to the wholesale customer class’ revenue requirement in the rate
year following such payment. Payments received from delinquent wholesale customers shall be
applied to the oldest unpaid invoice, whether or not the invoice has been classified as a bad debt
expense.

g. [Reserved]

h. [Reserved]

i. [Reserved]

j. The Board shall develop rules and procedures as necessary to implement
and carry out the provisions of section B(3) of this Exhibit B-V.

C. [RESERVED]

D. Allocation of Costs of Service
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1. Uniform Allocations of Costs Incurred. Authority shall recover costs incurred by
the Regional Sewer System by instituting rates which assign, allocate, and apportion such costs
to all ratepayers on the basis of principles uniformly applicable to all, it being the intention of the
parties that such rates (whether designed on the utility or cash basis) will, as nearly as is
practical, recover from each customer class the respective costs of providing service regardless
of the ratepayer’s location. In particular:

a. If Authority implements rates based upon a system of charging a percentage
rate of return on net asset or capital structure rate base, (through the use of the so-called utility
basis of rate making), there shall be no differential in the rate of return charged to Retail
Customers residing or located within the City of Detroit and Retail Customers located outside the
City of Detroit. Nothing herein contained shall prohibit Authority from designing its rates on the
so-called cash basis.

b. Should Authority use the cash basis to allocate capital costs in any future rate
study, the allocation of debt service costs to all customers or facilities shall be based upon the
system weighted average interest rate at the time.

c. Authority shall use surcharges to recover incremental revenue requirements
incurred in treating sewage which, at the point of discharge, contains specified pollutants in
concentrations exceeding those of normal domestic sewage as defined by the Board.

d. All revenue requirements other than those revenue requirements recovered by
surcharges pursuant to subsection (1)(c) may be recovered by volume alone, or by volume and
surcharges, or by any method which provides a distribution of costs reasonably related to the
service provided.

e. The parties’ current plan (at the time of this agreement) for achieving the
principles set forth in this Section is set forth in Attachment B-V-1. Consistent with Section
A(2) of this Exhibit B-V, the Parties, by mutual agreement, may modify Attachment B-V-1 to
reflect new information and approaches to achieving the principle set forth in Section D(1).

2. Combined Sewer Overflow (Wet Weather Facilities).

a. Certain new wet weather facilities being constructed or to be constructed by
the City or Authority to alleviate combined sewer overflows from its wastewater transportation,
conveyance and treatment system contain or will contain wet weather flows generated from both
inside and outside the City of Detroit. Subject to Section 5.2(f) of the Agreement, Authority
shall charge customers within the City of Detroit 83% and customers outside the City of Detroit
17% of the capital costs and costs incurred in the operation and maintenance of such facilities.
Authority shall allocate the 17% of such capital and operation and maintenance costs charged to
customers outside the City of Detroit consistent with Attachment B-V-2, Agreement to Revise
CSO Project List.

b. Attachment B-V-2 provides a description of the new wet weather facilities,
referred to in subsection (2)(a) above, that are currently under construction or to be constructed
by Authority and their estimated costs. Costs associated with improvements to facilities at the
WWTP, also listed on Attachment B-V-2, will continue to be allocated on a common-to-all
basis to Retail Customers consistent with municipalities which are wholesale customers. Costs
associated with Detroit-only projects, also listed on Attachment B-V-2, will be charged to Retail
Customers only. If Authority determines that it is reasonable, appropriate or necessary to
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construct additional wet weather facilities in the future that will serve wet weather flows
generated inside and outside of the City of Detroit, each contract customer or customer class
reserves the right to contest its respective allocation of costs.

E. Evaluation of Wastewater Flows. The Authority shall continue ongoing technical
review of wastewater flows in the Regional Sewer System to establish and maintain wastewater
contribution data that will support the proportional allocation of costs as set forth in D(1). The
parties agree that the wastewater flow elements of ratemaking terms under prior agreements,
including the allocation of infiltration and inflow and the application of a uniform overflow
credit are accommodated in the sewer rate methodology set forth in Exhibit B-V-1. The scope of
the ongoing review is intended to encompass the types of evaluations traditionally conducted
utilizing the Greater Detroit Regional Sewer System model and related tools. The scope of
ongoing review will be established from time to time by the Board, after consultation with the
Steering Committee and related forums.

F. Industrial Waste Charges. Prior to the adoption by the Authority, and concurrence with
by the constituent members, of rules and regulations pertaining to the use, design and
construction of sewers, and the discharge of industrial or commercial wastes into sewers where
such sewers are tributary to the Authority’s treatment works:

1. The City agrees that it shall not amend or adopt any ordinances pertaining to the
use, design and construction of sewers, and the discharge of industrial or commercial wastes into
sewers, less stringent than the current provisions of Chapter 56, Article I, and Chapter 56, Article
III, of the Municipal Code of the City of Detroit. In the event the City violates this Section, or
fails to diligently enforce the relevant ordinances, the matter shall be referred to the Engineer
Panel under Section 7.3 for resolution. The Engineer Panel shall be empowered to order any of
the following:

a. Deny or condition new or increased contributions of pollutants or changes in
the nature of pollutants to the waste collection system by Industrial Users and Significant
Industrial Users served by the Local Sewer System. The terms “Industrial Users” and
”Significant Industrial Users” shall mean those users defined in Section 56-3-58.1(a) of Chapter
56, Article III, Division 3 of the Municipal Code of the City of Detroit and as may be amended
from time to time.

b. Require compliance with applicable current future National Pretreatment
Standards and other more restrictive requirements as may be imposed by the Authority
promulgated by the U.S. EPA under the Federal Water Pollution Control Act, 33 U.S.C. 1251 et
seq.

c. Control, through permit, contract order, or similar means, the contribution to
the waste collection system by Industrial Users and Significant Industrial Users served by the
Local Sewer System to ensure compliance with subsection (b) above.

d. Require the development of compliance schedules by Industrial Users and
Significant Industrial Users served by the Local Sewer System for the installation and operation
of facilities required to meet applicable National Pretreatment Standards and other more
restrictive requirements as may be imposed by the Authority.
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e. Require the submission of notices and self-monitoring reports from Industrial
Users and Significant Industrial Users served by the Local Sewer System to assess and assure
compliance with National Pretreatment Standards and other more restrictive requirements as may
be imposed by the Authority.

f. Carry out all inspection, surveillance and monitoring procedures necessary to
determine, independent of information supplied by Industrial Users and Significant Industrial
Users served by the Local Sewer System, compliance or noncompliance with applicable National
Pretreatment Standards and other more restrictive requirements as may be imposed by the
Authority. The parties recognize that the Authority may contract with qualified parties to carry
out the inspection, surveillance and monitoring procedures of this paragraph.

g. Seek injunctive relief against Industrial Users and Significant Industrial Users
served by the Local Sewer System for noncompliance with National Pretreatment Standards and
other more restrictive requirements as may be imposed by the Authority.

h. Require Industrial Users and Significant Industrial Users served by the Local
Sewer System to install containment facilities to protect the treatment works from accidental
spills of critical or hazardous materials

2. [RESERVED]
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EXHIBIT B-V

ATTACHMENT 1

RATE SIMPLIFICATION RECOMMENDATIONS
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TO: Board of Water Commissioners

FROM: Rate Simplification Work Group

DATE: November 22, 2013

SUBJECT: Rate Simplification Recommendations

EXECUTIVE SUMMARY

1. The Why and What of Rate Simplification

The Rate Simplification Work Group (“Group”) was charged with recommending a
simplified approach to estimate each customer’s relative share of the sewer system’s common-to-
all revenue requirements while maintaining the present level of fairness and accuracy of the
share estimates, improving transparency and revenue predictability, but requiring less time and
effort.

Accordingly, the Group recommends three proposals to simplify the rate-setting process.
The proposals will be implemented in the FY 2014-15 rates.

Before the end of the FY 2016-17 rate year, the Sewer Steering Committee will evaluate
the implementation of the proposals and recommend adjustments as may be deemed necessary.

DWSD will continue to monitor the flow and cost data used in allocating common-to-all
revenue requirements to insure that the data and the processes/equipment used to generate the
data are valid and accurate and to correct material errors when detected. These efforts are
necessary and will continue whether or not the simplification proposals are implemented.

2. Simplified Allocation of Common-To-All Costs

For more than a decade, each Tier 1 customer’s share of the common-to-all revenue
requirement has been remarkably stable, notwithstanding that there have been significant
changes in demographics and economic conditions. Furthermore there appears to be a consensus
among customers that the overall allocation of the revenue requirement has been fair.

It is proposed that the allocation of common-to-all revenue requirements be simplified as
follows:

" Each Tier 1 customer’s “Share” expressed as a percentage of the DWSD
common-to-all revenue requirements for an agreed-upon future multi-year “Rate
Period” will be based on its average share of system revenue requirements for an
agreed-upon prior period. The first Rate Period will be three years beginning FY
2014-15. The Work Group is still evaluating the period to be used to establish
shares for the first Rate Period.

" Differences between the projected revenue requirement for a rate year and the
actual revenue requirement for that year may be made up by adjusting revenue



requirements in a subsequent rate year as decided by the Board. However,
differences between the amounts of bad debt estimated in the budget and actual
bad debt will be incorporated into the revenue requirement for a subsequent rate
year to insure that revenue shortfalls due to nonpayment of sewer charges are
recovered.

" The rate protocols used to calculate Shares will not be changed during a Rate
Period.

" Each customer’s share of the system revenue requirement will be billed in
monthly installments.

" Shares may be adjusted during a Rate Period if a customer can demonstrate a
material change in shares has occurred.

" The current “Look Back” process will not be continued after FY 2013-14.

3. Simplified Flow Balancing

Over half of the flow reaching the Wastewater Treatment Plant is not measured through
customer wastewater billing meters and, therefore, is not directly attributable to any specific
customer based on wastewater meter data. DWSD and its customers developed procedures to
estimate these flows and to remove from the rate allocation process some flows that do not reach
the wastewater treatment plant.

The Group recommends a simplified approach to allocate flows between customers with
billing meters and the unmetered customers Detroit plus Highland Park and Hamtramck and
other small unmetered customers. The simplified flow balance process is designed to
accomplish the same flow allocation as the more complex procedures presently used.

4. Simplified Estimates of Cost Pools

DWSD’s costs are accumulated into several cost pools reflecting costs for certain types
of wastewater services because use of these services varies by customer class (Detroit retail
specific, suburban wholesale specific, industrial specific, CSO-related, sanitary and stormwater).

The Group recommends that for the first Rate Period, operating costs in the cost pools
will be approximated as the best estimate of costs for the Rate Period. Capital costs will
continue to be allocated to cost pools based on DWSD’s fixed asset database. At the end of the
first Rate Period, the quality of DWSD cost accounting will be evaluated with the objective of
revisiting the best method to allocate costs to the cost pools for rate setting purposes.



DETAILED DESCRIPTION OF RECOMMENDATIONS

1. The Why and What of Rate Simplification

The Rate Simplification Work Group was charged with recommending a simplified
approach to estimate each customer’s relative share of the sewer system’s common-to-all
revenue requirements while maintaining the present level of fairness and accuracy of the share
estimates, improving transparency and revenue predictability, but requiring less time and effort.

During the Group’s work, it became clear that other aspects of the rate setting process
could be simplified. A proposal to simplify the presently complex process of allocating
unmetered flows in the system among customers has been developed. Likewise the Work Group
proposes that the process of grouping of costs into the costs pools that are allocated among
different customer classes should be simplified.

Accordingly, the Group recommends three significant proposals to simplify the rate-
setting process.

The recommendations will be implemented in the FY 2014-15 rates. They will remain in
place through the FY FY2016-17 rate year. Before the end of the FY 2016-17 rate year, the
Sewer Steering Committee will evaluate the implementation of the following recommendations
and recommend adjustments as may be deemed necessary.

The Group recommends continuing activities to monitor the flow and cost data used in
allocating common-to-all revenue requirements to insure that the data and the
processes/equipment used to generate the data are valid and accurate and to correct material
errors when detected. These efforts are necessary and will continue whether or not the
simplification proposals set forth below are implemented.

2. Summary of the Recommended Approach for Rate Simplification

Each customer’s charge for common-to-all sewer services is a function of two
components: the sewer system’s total revenue requirement and each customer’s relative share
(“Share”) of that revenue requirement based on its relative volume and flow characteristics.
Because much of the flow in the system does not pass through billing meters, a complicated
methodology to allocate “unmetered” flow has been developed and is currently employed.
Further, because the costs to treat wastewater flow depend on flow characteristics, other
protocols are used to develop costs pools for various types of transport and treatment costs. The
recommendations below seek to simplify each of these processes.

(a) Historical Stability of Customers’ Relative Shares of Revenue Requirements

The key to the rate simplification recommendations is that for more than a decade, each
Tier 1 or wholesale customer’s share of the total sewer revenue requirement has been remarkably
stable, notwithstanding that there have been significant changes in demographics and economic
conditions and revisions to the rate-setting protocols.

Figure 1 shows each Tier 1 customer’s share of “allocation volume” for the period 2008
to 2012 and the average over that period. Allocation volume is the principal measure on which



“common-to-all” costs (those costs all customers share) are allocated. This measure is coupled
with the characteristics of sanitary and non-sanitary flow and the pollutant strength of each to
determine each customer’s final share of common-to-all costs.

Figure 2 shows each Tier 1 customer’s share of common-to-all revenue requirements
over the same period using the FY 2011-12 rate protocols.

In both figures, it can be seen that annual deviations from the long term average are
minor with very limited exception.

There is a consensus among customers that the overall allocation of the revenue
requirement has been fair. Furthermore, when a customer has identified data that is in error,
questioned the proper attribution or accounting for costs, or challenged an aspect for the rate
protocols, DWSD and the customers have worked successfully to reach a consensus on a
resolution.

The take-away has been that the allocation of revenue requirements could be greatly
simplified by allocating revenue requirement based on “historical” shares so long as there are
processes to:

" Adjust historical shares to reflect any material changes in use of the wastewater
system over time, and

" Address any errors in flow data, correct any inaccuracies in aggregation or
allocation of costs to customer classes, and review any rate protocol that appears
to stray from the underlying principle that customers should bear a proportional
share of system costs based on their use.

The Group believes that the recommendations below are an appropriate way to allocate
costs consistent with historical practices while incorporating those protections.

(b) Simplified Calculation of Common-to-All Shares

At present, the calculation of each customer’s common-to-all revenue requirement is
performed before each rate year begins, using detailed budget and flow projections. After the
close of the rate year, a Look Back is performed in which the detailed calculations are repeated
to true up customers’ charges based on audited financials and actual flow. The calculations rely
on complex technical analyses, approximations and assumptions to produce “best estimates” of
volume and flow characteristics for each customer. Analyses of these rate protocols have
demonstrated that although they demand substantial time and effort in their calculation, they
result in only approximate estimates of each customer’s use of or demand on the DWSD’s
system. Further, when considered as a proportionate share of the total system revenue
requirement, each customer’s estimated relative share of the common-to-all revenue requirement
has been fairly constant over the past 10 years, notwithstanding demographic changes and
changes in the rate protocols.

To simplify the calculation of Shares, the Group recommends:



" Each wholesale customer’s percentage “Share” of the DWSD sewer system’s
common-to-all revenue requirement for an agreed-upon future multi-year “Rate
Period” will be based on its average share of system revenue requirements for an
agreed-upon prior period.

" The first Rate Period will be three years from FY 2014-15 through FY 2016-17.

" Shares for the first Rate Period were developed as described in Exhibit 1, The
Foster Group, Memorandum, “Initial Rate Period SHARES” (November 22,
2013).

" Although the length of the second Rate Period will be determined later during
evaluation of the first Rate Period, the initial expectation of most group members
is to establish subsequent Rate Periods of five-years duration.

" Each year during a Rate Period, DWSD will establish annual budgets and annual
common-to-all revenue requirements for all customers. Thus, although a
customer’s Share will remain the same during a Rate Period, its annual common-
to-all revenue requirement during the Rate Period will go up or down as DWSD’s
annual common-to-all budget goes up or down.

" Differences between the projected revenue requirement for a rate year and the
actual revenue requirement for that year may be made up by adjusting revenue
requirements in one or more subsequent rate years. This will be an annual Board
policy decision based on the Board’s current financial plan.

o However, differences between the amounts of bad debt estimated in the
budget and actual bad debt will be incorporated into the revenue
requirement for a subsequent rate year to insure that revenue shortfalls due
to nonpayment of sewer charges are recovered.

" The rate protocols used to calculate Shares will not be changed during a Rate
Period.

" Changes in Shares will be adjusted during the Rate Period only to the extent that
the Steering Committee approves interim adjustments.

o If, during a Rate Period, a customer demonstrates to the satisfaction of the
Steering Committee that its flows will or have changed materially during
that Rate Period, the Steering Committee will recommend to the Board
adjustments to all customers’ Shares during that Rate Period. Exhibit 2 is
the process for reviewing and acting on requests for changes in shares.

" In a similar fashion, if there is a reason to change the allocation of
CSO/wet weather costs, DWSD and its customers will engage in a
process to reallocate.



" During the Rate Period, meters will continue to be maintained, meter data will
continue to be collected, and the data will be monitored at least annually for any
apparent permanent trends in relative shares.

" Before the beginning of a Rate Period, customer Shares will be updated as
necessary to take into consideration any changes in relative shares among
customers during the immediately preceding Rate Period.

" Each customer’s share of the system revenue requirement will be billed in
monthly installments.

o The default approach will be 12 equal installments, but winter and summer
seasonal factors will be developed at customer request.

" The current “Look Back” process will not be continued after FY 2013-14.

Exhibit 1 sets forth the Base Shares for Detroit retail and all wholesale customers.

(c) Simplified Calculation of “Suburban Common-to-All Revenue Requirements

Costs for metering and customer outreach are allocated only to suburban wholesale
customers based on relative flow. The relative flow percentages for each suburban wholesale
customer are set forth in Exhibit 1. All other provisions of rate simplification for common-to-all
revenue shall apply to these costs as well.

(d) Allocation of CSO Costs

There will be no change in the allocation of costs associated with DWSD’s CSO
program. The CSO allocation shares are set forth in Exhibit 1.

(e) Simplified Flow Balancing

Over half of the flow reaching the Wastewater Treatment Plant is not measured through
customer wastewater billing meters and, therefore, is not directly attributable to any specific
customer based on wastewater billing meter data. The flows originating within Detroit come
from unmetered retail customers. The local sewer systems in Highland Park, Hamtramck, parts
of Dearborn are interconnected with Detroit’s system or are otherwise unmetered, preventing
customer-specific metering of those flows. Finally downstream from customer billing meters
there is infiltration and in-flow (I/I) into the shared trunk and interceptor sewers that is
unmetered in terms of contributions from specific customers.

DWSD and its customers developed procedures to estimate these unmetered flows and to
remove from the rate allocation process some flows that do not reach the wastewater treatment
plant. The practical net effect of this allocation process is to attribute some unmetered flow to
Detroit, Highland Park and Hamtramck and several small wholesale customers (collectively
“Detroit+ Flow”), and to attribute the balance of the unmetered flow (“Common Flow”), to all
customers pro rata.



To simplify the allocation of unmetered flows, the Group recommends:

" Common Flow (aka the ”Z Factor”) as an average percentage of total flow will be
estimated based on a review of historical data. For the first Rate Period, the Z
Factor will be calculated as the average Z Factor in effect during for FY 2007-08
through FY 2011-12.

" Common Flow will be excluded when computing Shares.

" Shares will be computed as fractions of the sum of billing meter flows plus
Detroit+ Flow.

" Detroit+ Flow will be allocated among Detroit, Hamtramck, Highland Park and
all other unmetered customers based on estimated retail water sales or some other
basis as determined by DWSD.

(f) Simplified Estimates of Cost Pools

DWSD’s costs are accumulated into several cost pools reflecting costs for certain types
of wastewater services because use of these services varies by customer class (Detroit retail
specific, suburban wholesale specific, industrial specific, CSO-related, sanitary and stormwater).

It has been challenging to accurately accumulate many of DWSD’s non-capital costs into
distinct cost pools.

As DWSD implements new finance and accounting systems, accurate cost accumulation
should improve.

To simplify the development of cost pools, the Group recommends:

" For the first Rate Period, cost pools will be based on the best estimate of relative
cost pools for FYFY 2015 to FY 2017 3-14. The common-to-all costs is
comprised on a flow-based sub-pool for those common-to-all costs that vary with
flow and a strength of flow-based cost pool for those common-to-all costs that
vary with both flow and strength of flow. For the common-to-all cost pool, 47%
of these costs will be attributed to the flow-based common-to-all cost sub-pool
and 53% will be attributed to the strength of flow common-to-all cost sub-pool.

" CSO-related costs that will be allocated on the 83%/17% Detroit/suburban
wholesale split shall be budgeted and tracked as accurately as possible

" At the end of the first Rate Period, the quality of DWSD cost accounting will be
evaluated with the objective of revisiting the best method to allocate costs to the
cost pools for rate setting purposes.

" Capital revenue requirements will continue to be assigned to cost pools based on
DWSD’s fixed asset records.

(g) Rate Simplification Pro Forma



Exhibit 3, The Foster Group, Memorandum, Rate Simplification Pro Forma (November
22, 2013) sets forth the hypothetical calculations of how the rate simplification recommendations
would have been applied to the projected FY 2013-14 revenue requirements had the Base Shares
set forth in Exhibit 1 been in effect.

3. Activities to Insure the Accuracy of Flow and Cost Data

(a) Flows

Presently the Flow Monitoring Task Force is charged with overseeing the accuracy of
meters and data validation. This activity will continue as before. A stronger emphasis will be
placed on determining whether any customer’s underlying flow characteristics have changed (as
distinguished from normal variations due to climatological conditions). The rate simplification
approach will reduce the level of effort for activities related to cost allocation (e.g., flow balance)
and may permit a reduction in the amount or frequency of data validation activities.

Data verification will be performed annually.

While a detailed cost allocation procedure will not be performed annually, DWSD and
the wholesale customers will develop flow-based measure(s) to compare how annual shares track
against the historical average being used for the Rate Period. If a significant trend is found,
communication to all customers for future rate planning will occur.

As the rate simplification process was nearing completion, the Detroit retail
representatives requested a further evaluation of strength of non-sanitary flow. This topic will be
given further study during the initial Rate Period with the results incorporated in the allocation
for the next Rate Period as appropriate.

(b) Costs

The tracking of costs by cost center and customer class is an activity that has been
challenging. DWSD has several initiatives underway to improve cost tracking and allocation for
a variety of management purposes, not only rate setting. DWSD is committed to continue these
efforts as part of its overall program to improvement financial planning and accounting. The
proposal to simplify the allocation of cost pools should help streamline this effort.

There are a number of open issues related to the accounting for or classification of certain
costs:

" Customer outreach costs,

" Customer connect interceptor costs, and

" Classification of capital assets to customer classes.

Resolution of these issues will not affect or be affected by the above rate simplification
recommendations. Efforts to resolve these issues will continue as part of ongoing rate committee
activities.
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Process To Address Customer’s Request For Interim Share Change.

A customer may request interim re-evaluation of its Share during a Rate Period when the
following five conditions have been established:

1. The customer knows with reasonable certainty that its flows will change or have
changed;

2. The change in flow can be predicted or measured with reasonable certainty;

3. There is a date when it is reasonably likely that the change of flow will or did
occur;

4. The cause of the change in flow is not likely to be one that affects most other
customers similarly; and

5. The change in flow is likely to cause a material change in the customer’s Share.

A customer makes a request for re-evaluation of Shares by providing a written
submission to the Sewer Steering Committee with documents and analyses that substantiate the
five conditions have been met.

Whenever an increase in service area occurs, the customer whose service area is
increased shall provide a submission to the Steering Committee that provides an estimate of the
flow likely to be generated from the increased service area.

Within 30 days of receipt of either a written request and its supporting submission or a
submission associated with a change in service area, the Steering Committee shall refer the
submission to an appropriate subcommittee/work group for evaluation.

The subcommittee shall expeditiously review the submission. If there is disagreement
with the data or analyses presented by the customer, the subcommittee will work with the
customer as necessary to reach agreement upon data and analyses on which a final determination
can be made.

In the case of a request, the customer requesting the re-evaluation has the burden of
establishing that the five conditions for re-evaluation have been satisfied. In the case of a change
in service area:

ALTERNATIVE I: the subcommittee has the burden to establish that the
change in service area will result in a material increase in the customer’s Share.

ALTERNATIVE II: the customer increasing its service area has the burden to
establish that the change in service area will not result in a material increase in the
customer’s Share

Following the analyses of the material submitted, the subcommittee shall submit a
recommendation to the Steering Committee either to make adjustments to all customers’ Shares
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and the amounts of such adjustments, to deny the request, or to determine that the increase in
service area dos not justify a change in Share.

Final Review and Approval

The Steering Committee shall review the subcommittee’s recommendation and can
request further evaluation by the subcommittee, reject the recommendation, or refer the
recommendation on to the Board.

Following Steering Committee action on the subcommittee recommendation, it shall
forward the recommendation to the Board for action. If the recommendation to the Board is
opposed by the requesting customer or by the customer whose service area has increase, that
customer may file a position paper supporting its view to the Board before the Board acts.

Timing of Adjustments

If the change in Share is the result of an increased service area or the result of a request
for re-evaluation that was made before the expected change occurs, the revised Share shall be
effective upon the occurrence of the change of flow. If the change will occur in the middle of a
rate year, the subcommittee can recommend that the impact be prorated over the rate year if it
determines that is appropriate. When the customer requests a re-evaluation after the conditions
have already changed, any adjustments in Shares shall occur beginning in the rate year following
receipt of the request for re-evaluation.

Challenges by Another Customer

If another customer (the “Challenger”) concludes that a customer received a new source
of flow but did not inform the Steering Committee and request a re-evaluation of Shares, the
Challenger may initiate a request for re-evaluation of the customer’s share by submitting
information showing that the above five factors have been met.
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Attachment 2

AGREEMENT TO REVISE CSO PROJECT LIST

______________ , 2013 by and between the City of Detroit by and through its Board of Water
Commissioners, the County of Oakland, acting by and through its Water Resources
Commissioner, the County of Macomb, acting by and through its Public Works Commissioner,
and the County of Wayne.

RECITALS:

A. WHEREAS that parties entered into a certain rate settlement agreement dated September

for wet weather facilities consistent with the projects identified for construction in the NPDES
Permit which was issued to Detroit on July 1, 1997, and estimation and determination of
responsibility for infiltration/inflow (unaccounted for flows);

B. WHEREAS the United States District Court has ordered that paragraphs 2, 3, 5, 6, 8, 9,
10, 11, and 13 and Exhibit B of the 1999 Rate Settlement Agreement be incorporated in all of the
wastewater services contracts between Detroit and its Tier 1 or wholesale customers. Order to
Incorporate Rate Settlements into Wastewater Contracts and Dismiss All Prior Rate Settlements
(August 31, 2011), United States v City of Detroit, Case No. 77-71100 (dkt #2393);

C. WHEREAS the 1999 Rate Settlement Agreement identified specific past, then-ongoing
and future wet weather projects and assigned them to one of four customers classes for cost
allocation purposes: Detroit only, common-to-all (wastewater treatment plant improvements),
83% Detroit/17% wholesale customers (new wet weather facilities), and customer-specific.
Those projects were set forth in Exhibit B to the 1999 Rate Settlement Agreement;

D. WHEREAS all of the projects on Exhibit B have been completed or have been
cancelled as not cost-effective as then formulated;

E. WHEREAS the 1999 Rate Settlement Agreement provides that:

is reasonable,
appropriate or necessary to construct additional wet weather
facilities in the future, suburban customers reserve the right to

F. ber 26, 2003 to require
construction of certain additional projects not included on Exhibit B as follows:

Oakwood CSO Basin and Pump Station,
Oakwood District Sewer Improvements, and
Belle Isle CSO Basin;
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G.
-

identify substitute CSO control facilities for future construction along the Upper Rouge River to
control outfalls which were previously slated to be connected to the now-terminated Upper
Rouge Tunnel, and to design and construct a new Rouge River Outfall -
wastewater treatment plant as a replacement to the now-terminated Detroit River Outfall (DRO-
2) project;

H.
rojects, including certain projects not

included on Exhibit B for both conventional CSO control facilities and a new Green
Infrastructure Program in the Upper Rouge Tributary Area as follows:

Construction of ten new Conventional CSO Control Facilities along the Upper
Rouge to replace the Upper Rouge Tunnel to be completed and placed in
service by 2035,
Implementation of a Green Infrastructure Program in the Upper Rouge tributary
area to be completed by 2032,
Renovation and structural rehabilitation of the Hubbell-Southfield CSO Basin and
the Task 1 In-System Storage Gates by 2014, and
Construction of ten new Conventional CSO control facilities along the Detroit
River to be completed and placed in service by 2045;

I. WHEREAS Detroit is negotiating a new NPDES permit for the period 2013-2017 (the

B, of which three projects are to be constructed prior to the expiration of the New NPDES
Permit in 2017:

New Rouge River Outfall (RRO-2) Segment 2,
Hubbell-Southfield Basin, and
Task 1 Gate Renovations

J. WHEREAS the wholesale customers have previously informally contested the allocation
of cost for certain of the planned Green Infrastructure Program;

K. WHEREAS the parties have now resolved the challenges to the allocation of Green
Infrastructure Projects through 2017 and have agreed on the allocation of conventional wet
weather projects that are either i) constructed or presently under construction and not included
on Exhibit B, ii) included in the Existing NPDES Permit and not yet constructed, or iii) to be
constructed pursuant to the New NPDES Permit, and wish to memorialize the resolutions of
these issues through this Agreement.

NOW THEREFORE, in consideration of the foregoing and the mutual promises hereafter
the parties agree as follows:

1. Status of Wet Weather Projects on Exhibit B to the 1999 Rate Settlement Agreement.

2 /6
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(a) All projects on Exhibit B to the 1999 Rate Settlement Agreement are deemed
to have been completed or abandoned except to the extent they are identified
on Exhibit 1 to this Agreement;

(b) To the extent Detroit has incurred capital costs for the facilities on Exhibit B and
is incurring operation and maintenance costs, such costs shall be allocated in
current and future rates consistent with the allocation established in Exhibit B to
the 1999 Rate Settlement Agreement; and

(c) Objections to such capital costs are waived and released with prejudice.

2. Wet Weather Projects Not on Exhibit B to the 1999 Rate Settlement Agreement

(a) The parties agree that the completed wet weather projects on Exhibit 1a are valid
and approved wet weather projects and their capital, operating and maintenance
costs shall be allocated as set forth in Exhibits 1a.

(b) The parties agree that the wet weather projects now underway and shown on
Exhibit 1b are valid and approved wet weather projects and their capital,
operating and maintenance costs shall be allocated as shown on Exhibit 1b,
subject to Paragraph 3(c) below.

(c) The parties agree that the proposed wet weather projects shown on Exhibit 1c
are valid and approved wet weather projects and their capital, operating and
maintenance cost shall be allocated as shown on Exhibit 1c, subject to Paragraph
3(c) below.

(d) The parties agree that Detroit may not allocate to the wholesale customers the
capital, operating and maintenance costs of any wet weather project not shown on
either Exhibit B to the 1999 Rate Settlement Agreement or Exhibit 1a, b and c
until and unless this Agreement and Exhibit 1a, b and c are amended by the
parties.

3. Green Infrastructure Program

(a) The parties agree that the capital, operating and maintenance costs incurred
through June 30, 2017, for green infrastructure wet weather control facilities that
1) are required by the New NPDES Permit, 2) meet the criteria in Paragraphs
3(c)(ii) or (iii) below, and 3) are implemented in the area tributary to the Upper
Rouge Tunnel (as defined in Exhibit 2) between July 1, 2010 and June 30, 2017,
shall be allocated 83% to the City of Detroit and 17% to wholesale customers. The
allocation of these costs among wholesale customers shall be according to the
percentages set forth in Exhibit A to the 1999 Rate Settlement Agreement, as
Exhibit A may hereafter be amended to address additions or deletions of flow
from one or more wholesale customers.

(b) To the extent that green infrastructure wet weather control projects are required
within the area tributary to the Upper Rouge Tunnel as part of the 2018-2022
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NPDES permit and meet the criteria in Paragraphs 3(c)(ii) or (iii), Detroit, and
Wayne and Macomb Counties agree that costs incurred shall be allocated 83% to
the City of Detroit and 17% to wholesale customers. Before June 30, 2017,
Oakland County agrees to enter into negotiations with regard to the allocation of
such costs and with regard to operating and maintenance costs associated with
green infrastructure projects implement pursuant to Paragraph 3(a).

(c) Guidelines for Projects Subject to Paragraph 3(a)a)

The parties agree that the following shall apply to the cost allocation of green
infrastructure projects in the New NPDES Permit to be constructed before 2018:

i.i. Eaves trough and downspout disconnection projects shall be charged
100% to Detroit:

ii. The following types of wet weather control projects may be allocated
83%/17% if the specified criteria are met:

Demolition of structures if needed to accomplish a specific wet
weather control project not consisting entirely of land clearance
and involving other elements e.g., land assembly for a detention
pond or drainage swale or tree planting.

iii. All other types of green infrastructure wet weather control projects may be
allocated 83% /17% in all circumstances.

(d) The parties agree to negotiate in good faith with regard to the allocation of costs
of any other green infrastructure project included in a future NPDES permit or in
the DWSD Capital Improvement Program.

(e) Detroit a
Infrastructure (GI) Program

(f) Detroit will account for and report to the wholesale customers the actual capital,
operating and maintenance costs incurred for green infrastructure on a fiscal year
basis and by June 30, 2017 prepare a five-year projection of operating and
maintenance costs for the green infrastructure constructed or to be constructed
pursuant to the New Permit.

4.4. Wet Weather Projects to Be Constructed after 2017. Consistent with the 1999 Rate
Settlement Agreement, the capital, operating and maintenance costs of wet weather
facilities constructed or to be constructed by DWSD in the future and not listed on
Exhibit 1 that
transportation, conveyance and treatment system and that will reduce flows into sewers
that contain or will contain wet weather flows generated from both inside and outside the
City of Detroit shall be allocated between Detroit and the wholesale customers on a
83%/17% basis. The foregoing does not apply to green infrastructure projects subject to
Paragraph 3(b).
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APPROVED WET WEATHER FACILITIES

Actual
Project Description Capital Cost Cost Allocation

(Detroit/Suburban)
a. Completed Facilities Not on Exhibit B

Belle Isle CSO Basin $16.1 M 100% / 0%
Oakwood CSO Basin & Pump Station (082) $168.7 M

a. CSO Basin TBD 83% / 17%
b. Pump Station TBD Common-to-all

Oakwood District Sewer Improvements $27.0 M 100% / 0%
Detroit River Outfall (DRO-2) $88.2 M Common-to-all

Estimated
Cost

b. Facilities Under Construction and Not on Exhibit B
Rouge River Outfall Segment 1 (RRO-2) $14.4 M Common-to-all
Green Infrastructure (2010-12) (059-069, 072-075, 077, 079) (Max) $9.0 M Para. 3(c)

c. Facilities to be Constructed Pursuant to New NPDES Permit
Facilities to be constructed by 2017:

Green Infrastructure (2013-2017) (Outfalls 059-069, 072-075, $15.0 M Para. 3(c)
077, 079)
Rouge River Outfall Segment 2 (RRO-2) $91.0 M Common-to-All
Hubbell-Southfield Basin Renovations, Task 1 Gate Rehab. $19.0M 83% / 17%
In-System Storage Gate Renovation (Outfalls 059, 060,
061, 065, 069, 072, 074)

Facilities to be constructed after 2017:
Green Infrastructure (2018 - ) (Outfalls 059-069, 072-075,
077, 079)

$2.0M 83% / 17%

$26.0 M TBD



(End Exhibit E)
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