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EXHIBIT E  

 

Modified List of Relevant Ratemaking Terms (Restructured and Simplified) 

 

 

A – Rate Making Process 

 

1.  (11)1 1.  User Charge System.  Not less than every two years, DWSD shall review 

its User Charge System to assure that it accomplishes the requirements set out in 40 C.F.R. §35.929-2(b).  

Amended Consent Judgment, §I(C). 

 

2. (23) Local User Charge System.  Each wholesale customer agrees that it shall adopt and 

enforce, and shall cause each of its local governmental customers for sewage treatment and disposal 

services to adopt and enforce rules and regulations to implement and maintain a revenue system whereby, 

as a minimum, the operation, maintenance and replacement portion of DWSD’s rates are distributed 

proportionately to each user or user class that is tributary to DWSD’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 City of Detroit.  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.  Order re Service Contract 

Amendments, Model Contract §2. 

 

3. (5)(a) Future Ratemaking Information.  

a. Whenever DWSD undertakes any study which may result in the revision of rates to 

its wholesale customers, it shall notify its 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 Board and DWSD shall 

comply with the applicable public participation requirements of 40 CFR Part 25, and MCL 117.5e(b).  

The Board shall hold a public hearing prior to the adoption of sewage treatment rates.  No later than 

fifteen (15) days prior to the Board’s hearing, and upon request, DWSD shall provide contract customers 

with the rate report and supporting documents to be considered by the Board.  1978 Rate Settlement 

Agreement §5(E). 

4.  Commitment to Collaborative Process.  DWSD shall establish and continue a customer 

outreach and involvement process to facilitate a cooperative working partnership between DWSD 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 DWSD 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. (3)  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 bond covenant, ordinance, or Board policy, and any obligations imposed by law, 

                                                           
1  (#) indicates the paragraph number in the original version of Exhibit E. 
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and shall reflect not only recent cost experience but also a recognition of the reasonably estimated future 

cost levels during the period for which the rates are being established.  1978 Settlement Agreement, §5(A). 

a. Operating and Maintenance Expenses of the 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. Order re Service Contract Amendments, Model Contract, §1.A(1)(b). 

b. Capital Financing.  DWSD 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.   1978 Settlement Agreement, §5(C). 

2.   Amended Look-Back Process:  Adjustments to Prospective Revenue Requirements.   

DWSD shall review the differences in each class cost pool between the projected revenue 

requirement for a rate year and the actual revenue requirement 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 1, Rate Simplification Recommendations, November 20, 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.  (15)  Bad Debt Expense:  

a. A “bad debt expense” is a delinquency by a DWSD customer that is classified as 

“bad debt expense” pursuant to then applicable accounting procedures. 

b. Quarterly, DWSD will provide to the wholesale customers current information on 

individual delinquencies in payment of wholesale class bills.  On or before January 1 each year, DWSD 

will provide the wholesale customers a statement of the amount of wholesale bad debt expense to be 

included in the prospective rates for each delinquent wholesale customer and the amount of bad debt 

expense from prior rate years for each such delinquent customer.   

c. DWSD shall review the differences between the projected bad debt expense assigned 
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to specific customer classes (noted below) in a rate year and the actual bad debt expense incurred for that 

rate year.  Any 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 

1995 Settlement Agreement, §4(a). 

e. DWSD 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 wholesale customer’s bill until such time as the delinquency 

is paid or released pursuant to subsection 3(g) below. 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. DWSD shall not compromise, release or discharge part or all of its claims against a 

wholesale customer when the delinquency has been charged as a bad debt expense against the wholesale 

customer class without the consent of two thirds in number of the representatives of Wayne, Oakland and 

Macomb Counties authorized to execute and carry out the terms of the Wastewater Disposal Services 

Contract in the exercise of their commercially reasonable judgment.   

h. If DWSD has not instituted legal action to collect a wholesale customer delinquency 

after it has been charged to the wholesale customer class, at the request of one or more wholesale 

customers, DWSD shall assign to the wholesale customer class (or such member(s) of that class who 

agree to pursue such claims) that claims(s) against the delinquent wholesale customer on behalf of 

DWSD.  If one or more wholesale customers request that the right to prosecute a claim be assigned to 

them, DWSD shall notify all wholesale customers of the requested assignment, the nature and amount of 

the claim, the party or parties to whom the claim is assigned and that the other wholesale customers may 

have the right to appear or intervene in the action.  The customers who are assigned the claim shall pursue 

the claim using common counsel. The wholesale customers to whom that pursue such claims may recover 

their reasonable attorneys and other expenses incurred in pursuing the claim(s) from the sums recovered 

with the balance of any recover paid over to DWSD for the benefit of the wholesale customer class.  The 

wholesale customers to whom DWSD has assigned its right to pursue a claim(s) on behalf of its 

wholesale customers shall not compromise, release or discharge part or all of the claim(s) without the 

consent of two thirds in number of the representatives of Wayne, Oakland and Macomb Counties andas 

well as DWSD’s Board of Water Commissioners, in the exercise of their commercially reasonable 

judgment. 

i. Any wholesale customer that through its delinquency has created a bad debt expense 
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to DWSD, regardless of whether that bad debt has been charged as an expense against the wholesale 

customer class, shall not receive any rate benefits or credits pertaining to the wholesale class at large that 

result from calculations under section B(2) so long as the delinquency creating the bad debt expense 

remains unpaid or undischarged.  

j. The Board shall develop rules and procedures as necessary to implement and carry 

out the provisions of article B.3. of this Exhibit E.  

C – Payments to the City of Detroit 

 

1. (6) Payment for Indirect Benefits or Services.  Following the computation of rates for 

customers residing or located within the City of Detroit and customers residing or located without the 

City of Detroit, such rates shall be further adjusted by deducting from the revenue requirement for 

customers within the City of Detroit and added to the revenue requirement for customers without the City 

of Detroit an amount determined as follows:  1978 Settlement Agreement, §11. 

a. For the fiscal year 1979, the sum of $1 million.  For each fiscal year thereafter, such 

amount shall be increased by 5%, determined on a compounded basis.  This adjustment is known as 

“Adjustment A” in the rate protocol.  1978 Settlement Agreement, §11(A). 

b. This payment shall be made and the rates so adjusted as a payment to reflect the cost 

of indirect benefits or services provided by the City of Detroit to DWSD for common use facilities within 

the City of Detroit, such as police and fire protection, the risk of tort liability, the loss of tax base that the 

City loses as a result of the Department’s tax exemption, and the fact that the suburbs receive sewage 

treatment without having to devote any of their land to a tax free utility.  1978 Settlement Agreement, 

§11(B). 

c. In the event that the City of Detroit shall at any time hereafter render billings or 

accounting statements for indirect services to the DWSD such as police and fire protection, risk of tort 

liability, loss of tax base or any other type of contribution in lieu of taxes with the effect that such billings 

or statements become part of the DWSD budget for ratemaking purposes, then the amount of such 

charges allocated or apportioned to the contracting customers shall be deducted from the amount 

determined in subsection (a) above, and shall in no event exceed the amount determined pursuant to 

subsection (a) above.  1978 Settlement Agreement, §11(C). 

d. DWSD shall allocate the amount charged to the customers residing or located 

without the City of Detroit for payment for indirect benefits and services set forth in subsections (a)-(c) in 

the same manner in which it allocates treatment costs.  1978 Settlement Agreement, §11(E). 

2. (7)  Payment for Direct Services. DWSD may continue to include in its rates charges for 

direct services which the City currently renders and bills to DWSD.  Such “direct services” shall be 

limited to the kind of services historically provided by offices, departments or agencies of the City of 

Detroit such as various kinds of licenses and permits, electricity, steam, paving required by DWSD’s 

facilities or projects, vehicles and rubbish pickup and those which were included in the DWSD budget for 

fiscal 1978.  No additional charges may be made for “direct services” provided by other additional city 

offices, departments and/or agencies without the prior agreement of the contracting parties.  Such 

agreement shall not be unreasonably denied or delayed should it appear that the particular service or 

services result in a legitimate, direct benefit to system and its customers.   1978 Settlement Agreement, 

§11(D). 

D – Allocation of Costs of Service 
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1.  (4)  Uniform Allocations of Costs Incurred.  DWSD shall recover costs incurred by the 

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 DWSD 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 customers residing or located within 

the City of Detroit and customers located without the City of Detroit.  Nothing herein contained shall 

prohibit DWSD from designing its rates on the so-called cash basis.  1978 Settlement Agreement, §5(D). 

b. Should DWSD 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.   1978 Settlement Agreement, §5(D). 

c. DWSD shall use surcharges shall 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.  Order re Service 

Contract Amendments, Model Contract, §1.B(4). 

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.  1978 Settlement Agreement, §5(D); Order re Service Contract Amendments, Model Contract, 

§1.B(5). 

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 1. Consistent with Section A(2) of this agreement, the 

parties, by mutual agreement, may modify AttchmentAttachment 1 to reflect new information and 

approaches to achieving the principle set forth in Section D(1). 

2.  (17) DWSD Combined Sewer Overflow (Wet Weather Facilities). 

a. Certain new wet weather facilities being constructed or to be constructed by DWSD 

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.  DWSD 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.  

DWSD shall allocate the 17% of such capital and operation and maintenance costs charged to customers 

outside the City of Detroit consistent with Attachment 2, Agreement to Revise CSO Project List. 

b. Attachment 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 DWSD and their 

estimated costs.  Costs associated with improvements to facilities at the wastewater treatment plant, also 

listed on Attachment 2, will continue to be allocated on a common-to-all basis.  Costs associated with 

Detroit-only projects, also listed on Attachment 2, will be charged to Detroit retail customers only. If 

DWSD determines that it is reasonable, appropriate or necessary to 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 reserves the right to contest its respective allocation of costs. 

E – Evaluation of Wastewater Flows 
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DWSD shall continue ongoing technical review of wastewater flows in the DWSD 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 Attachment 1.  The scope of the 

ongoing review is intended to encompass the types of evaluations traditionally conducted utilizing the 

Greater Detroit Regional Sewer System (“GDRSS”) 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 

(24) Each wholesale customer agrees that it shall adopt and enforce, and shall cause each of 

the local governmental units within its jurisdiction for sewage treatment and disposal service as provided 

by DWSD to adopt and enforce, 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 DWSD’s treatment works.  Such rules and regulations shall be consistent with and at least as stringent 

as all applicable provisions of the pertinent ordinances adopted by the City of Detroit, these being the 

1979 amendments to Chapter 56, Article I, and Chapter 56, Article III, of the Municipal Code of the City 

of Detroit as they may be adopted and amended from time to time.  In the event any municipality or other 

governmental unit fails to adopt a required ordinance, or fails to diligently enforce the same, DWSD shall 

take appropriate action which may include suit in an appropriate court of general jurisdiction alleging 

such municipality’s failure to adopt or enforce an ordinance.  Should the court find, following a hearing 

on the merits, that the allegations in DWSD’s petition are true, the parties agree that such court may, in 

such instance, grant appropriate injunctive relief against said municipality or any individual discharger 

located there, terminate the municipality’s contractual right to discharge waste waters into DWSD’s 

system and/or to grant DWSD such other relief as may be appropriate under the circumstances.  These 

actions shall enable DWSD to:   

i. Deny or condition new or increased contributions of pollutants or changes in the 

nature of pollutants, to the waste collection system by Industrial and Commercial Users.  The terms 

“Industrial and Commercial” user shall mean those users defined in Section 56-6-3(H) and (P) of Detroit 

Ordinance No. 353-H of Chapter 56 of Article 6 passed on November 7, 1979 and as may be amended 

from time to time. 

ii. Require compliance with applicable current future National Pretreatment Standards 

and other more restrictive requirements as may be imposed by DWSD promulgated by the U.S. EPA 

under the Federal Water Pollution Control Act, 33 U.S.C. 1251 et seq. 

iii. Control, through permit, contract order, or similar means, the contribution to the 

waste collection system by Industrial and Commercial Users to ensure compliance with subsection (b) 

above. 

iv. Require the development of compliance schedules by Industrial and Commercial 

Users for the installation and facilities required to meet applicable National Pretreatment Standards and 

other more restrictive requirements as may be imposed by DWSD. 

v. Require the submission of notices and self-monitoring reports from Industrial and 

Commercial Users to assess and assure compliance with National Pretreatment Standards and other more 

restrictive requirements as may be imposed by DWSD. 

vi. Carry out all inspection, surveillance and monitoring procedures necessary to 

determine, independent of information supplied by Industrial and Commercial Users, compliance or 
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noncompliance with applicable National Pretreatment Standards and other more restrictive requirements 

as may be imposed by DWSD.  The parties recognize that DWSD may contract with qualified parties to 

carry out the inspection, surveillance and monitoring procedures of this paragraph. 

vii. Seek injunctive relief for noncompliance with National Pretreatment Standards and 

other more restrictive requirements as may be imposed by DWSD. 

viii.  Require Industrial and Commercial Users to install containment facilities to 

protect the treatment works from accidental spills of critical or hazardous materials.  Order re Service 

Contract Amendments, Model Contract, §3. 

7. (14) Contract Amendment for Industrial Waste Control.   

a. All wholesale customers and all municipalities under contract to such wholesale 

customers shall enter into amendments of the service contracts between or among them and DWSD to 

embody or incorporate the provisions that assure uniformity throughout the DWSD wastewater treatment 

system as required by applicable federal statutes and regulations.   

b. DWSD’s wastewater contracts shall be amended to include: 

i. A process of diligent and uniform enforcement and implementation of the 

ordinances, rules and regulations to be adopted pursuant to Section IV(9) of the 1980 Settlement 

Agreement. 

ii. A process to pass through to industrial customers amounts billed with respect to such 

customers for sewage surcharges and industrial cost recovery charges. 

iii. Such provisions as are required to establish delegated or cooperative authority or 

procedures for inspection, monitoring, measurement, surveillance, enforcement and dispute resolution, 

with respect to prohibited discharges, sewage surcharges and industrial cost recovery charges.  1980 Rate 

Settlement Agreement §IV(9)(e) & Exhibit E. 

 

 














