MEMORANDUM OF UNDERSTANDING
BETWEEN THE CITY OF BILLINGS AND
COUNTY WATER DISTRICT OF BILLINGS HEIGHTS

This MEMORANDUM OF UNDERSTANDING is made and entered into by and
between the CITY OF BILLINGS, MONTANA, a Montana Municipal
Corporation whose address is P.O. Box 1178, Billings, Montana 59103,
(hereafter the City), and the COUNTY WATER DISTRICT OF BILLINGS
HEIGHTS, whose principal business address is 1540 Popelka Drive, Billings,
Montana 59105 (hereafter the District). This Memorandum of Understanding
is effective on the date of the final signature by the City.

WITNESSETH:

WHEREAS, the City provides wholesale water services to the District and
as a wholesale customer, the City provides its water at rates governed by a
water supply agreement (hereafter the Agreement) between the City and the
District dated December 14, 1998; and

WHEREAS, the Agreement allows the City to adjust its resale rates to
cover the cost of service using the utility basis as outlined in the American
Water Works Association’s M1 Manual; and

WHEREAS, subsequent to the 2008 update of resale rates, the District
challenged some of the cost-of service assumptions used in the update and
therefore, the City and the District conducted mediation to resolve the disputed
items and as a result of the mediation, a Memorandum of Understanding was
executed on March 9, 2009; and

WHEREAS, the Memorandum of Understanding dated March 9, 2009 is
expired and the City and the District agree to enter into a new Memorandum of
Understanding to outline understandings between the parties regarding the
classification of transmission mains for rate making purposes and the rate of
return used in the City’s resale rate methodology.

NOW, THEREFORE, in consideration of the covenants herein contained, the
City and the District agree that:

1. For the purposes of calculating the resale rate charged to the District,
the City will revise its classification of transmission mains to exclude
twelve inch mains. Water main assets added to the rate base since July
1, 2010 will use the following classification system:

a. Transmission mains include mains greater than twelve inches.
b. Distribution mains include mains twelve inches and smaller.
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Assets added to the rate base prior to July 1, 2010 will continue to
use the prior classification system wherein transmission mains
included mains twelve inches and larger and distribution mains were
defined as mains that were less than twelve inches.

2. The rate of return is based on the weighted average cost of capital
(WACC). The WACC will be calculated for each rate study, including the
current study, using the City’s then current effective interest rate on
outstanding debt and a return on equity equal to the average 30-year
treasury rate plus 300 basis points for the most recent twelve month
period ending June 30th,

3. Either party may terminate this MOU upon 30 days written notification
to the other party. At such time as this MOU is terminated, any further
action taken shall be in conformance with the December 14, 1998
Agreement between the parties.

IN WITNESS WHEREOF, the Parties h;:reto have executed this
Memorandum of Understanding on this _§" day of f"’f“g , 2013.

DISTRICT: COUNTY WATER DISTRICT OF

BIL%HEIG
By: (A ™S | 1},

O 175

STATE OF MONTANA )

. S8
County of Yellowstone )
On this §* day of /ch; , 2013, before me, a Notary Public in
and for the State of Montana, personally appeared me Pippin ,

known to me to be the person who signed the foregoing instrument as the
Presdent, Board of Directors of COUNTY WATER DISTRICT OF BILLINGS

HEIGHTS, and who acknowledged to me that said company executed the
same.

IN WITNESS WHEREOF, 1 have hereunto set my hand and affixed my
Notarial Seal the day and year hereinabove written.

f3anme m Mgt~
Notary Public for the State of Montana
Printed name: SUWZANMNE M. MFETHEN

Residing at:_B tlmngs, yellpystae (ounty, M7

My commission e>‘<’p1res Novem ber , 201G
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CITY: CITY OF BILLINGS, a Montana
Municipal Corporation

By:
THOMAS W. HANEL, Mayor

ATTEST:

By:

CARI MARTIN, City Clerk

STATE OF MONTANA )
: 88,
County of Yellowstone )

On this day of , 2013 before me, a Notary
Public for the State of Montana, personally appeared THOMAS W. HANEL and
CARI MARTIN, known to me to be the Mayor and City Clerk, respectively, of
the City of Billings, Montana, and acknowledged to me that they executed the
foregoing instrument.

IN WITNESS WHEREOF, 1 have hereunto set my hand and affixed my
Notarial Seal the day and year first above written.

(Signature)

(NOTARIAL SEAL) (Printed Name)
Notary Public for the State of Montana

Residing in Billings, Montana
My Commission Expires:
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