
 

 
 
 
 
 

��

������������������		��

������

��������������		

��������

������

����������������������

����������

������������

��������������

����		��������������������������

����������		

������

		��
 
 
 
 
 
 
 
 

�

�

�

�

Developed in partnership with representatives of the 
following organizations: 

 



�

�

�

�

�

�

�

�

���������	�
��
���

�

Guidelines for the Transfer of Water Service Territory Between                     
Cities and Rural Water Districts  .................................................................. 1 
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Sample 1. 
 

AGREEMENT FOR TRANSFER OF TERRITORY 
NO SERVICE BEING PROVIDED – NO COMPENSATION – NO USDA LOAN 

 
 THIS AGREEMENT made and entered into this ____ day of ________________, 

20____, by and between [CITY] and [RWD]. 

 WHEREAS, City owns and operates a water supply and distribution system which 

produces an adequate supply of water, which water has been approved by the Kansas 

Department of Health and Environment for domestic uses and fire protection; and 

 WHEREAS, RWD owns, operates and maintains a water system, consisting of water 

mains and distributions line within the boundaries of RWD; and 

 WHEREAS, due to annexation, City’s boundary overlaps RWD’s district boundary as 

shown on Exhibit “A” which is attached hereto and incorporated herein by reference, and 

hereinafter referred to as “overlap territory”. 

 WHEREAS, RWD does not currently have any facilities for providing water service in the 

overlap territory and RWD believes it is not financially feasible for RWD to do so in the 

foreseeable future, and 

 WHEREAS, City has the facilities and capability to provide water service to the overlap 

territory; and 

 WHEREAS, RWD does not and will not object to City providing water service to the 

overlap territory; and 

 WHEREAS, City and RWD are subject to K.S.A. 12-527 and desire to enter into an 

agreement as authorized by that statute. 

 NOW THEREFORE, in consideration of the mutual promises contained herein, the 

parties hereto agree as follows: 

1. DEFINITIONS.  The following words and phrases as used in this agreement shall have the 

meanings as follows: 

(a)   “Overlap Territory” shall mean the territory where City’s boundary overlaps RWD’s district 

boundary as indicated on Exhibit “A”. 

2. WATER SERVICE TO AREAS WITHIN OVERLAP TERRITORY. 

(a)   RWD agrees, that due to annexation a portion of City is located within the boundaries of 

RWD, and RWD will not serve or offer water service to any land within City, which land is the 

overlap territory as indicated on Exhibit “A”. 



(b) City agrees it will not serve or offer water service to any land located within the boundaries of 

RWD and outside the overlap area. 

(c) No compensation is due or shall be paid by City to RWD on account of this transfer of water 

service territory.  The City agrees to reimburse RWD for RWD’s reasonable fees and expenses, 

including it attorneys and engineering fees in the amount of $_________________ incurred by 

RWD in relation to this transfer. 

3. TERM.  The term of this agreement shall be perpetual. 

4. RELEASE OR MODIFICATION.  Any release or modification of this agreement or additional 

obligation assumed by any party in connection with the agreement shall be binding only if in 

writing and signed by each party or an authorized representative of each party. 

5. ASSIGNMENT OF RIGHTS.  The rights of each party under this agreement are personal to that 

party and may not be assigned or transferred to any other person, firm, corporation, or other entity 

without the prior, express, wand written consent of the other party. 

6. ENTIRE AGREEMENT.  This agreement shall constitute the entire agreement between the 

parties and any prior understanding or representation of any kind preceding the date of this 

agreement shall not be binding on either party except to the extent incorporated in this agreement. 

IN WITNESS WHEREOF, the City and RWD, respectively, have caused this agreement to 

be duly executed, the day and year first herein written. 

 
       [CITY] 
 
       By: ________________________________ 
                                                                  , Mayor 
 
 
ATTEST: 
 
    SEAL 
 
___________________________ 
                                            , Clerk 
 
       [RWD] 
 
 
 
       By: ________________________________ 
                                                            , Chairman 
 
 
 



Sample 2. 
 

 
WATER SERVICE AREA AGREEMENT 

USDA LOAN INVOLVED – COMPENSATION FOR TERRITORY AND FACILITIES 
AND PERMANENT WATER SERVICE TERRITORIES ESTABLISHED 

 
This Agreement is entered into this _____ day of ____________, ________ by and 

between the City, a duly organized Municipal Corporation (hereinafter referred to as the “City”), 
and Rural Water District (hereinafter referred to as the “District”). 
 

WHEREAS, the City owns and operates a waterworks and water distribution system 
serving land within its corporate limits; and 
 

WHEREAS, the District is a Rural Water District organized and existing pursuant to 
K.S.A. 82a-612 et. seq.  The District as established by orders of the Board of County 
Commissioners provides water service to customers and property located within the territory of the 
District; and 
 

WHEREAS, the City has annexed certain land within the territory of the District and it 
plans to annex certain additional land located within the District territory in the future; and 
 

WHEREAS, the parties are governed by the provisions of K.S.A. 12-527.  In addition, the 
District is the borrower on an obligation guaranteed by the United States Department of 
Agriculture, thereby invoking the provisions of 7 U.S.C. �1926(b); and 
 

WHEREAS, the parties desire to enter into an agreement that resolves all annexations of 
district territory that have occurred prior to the date of this Agreement; to provide for the transfer 
of certain existing District customers and facilities to allow for City water service to those areas; 
and to establish service areas that will govern water service within the territory of the District in 
the event of future annexations of portions of that territory by the City.  
 

NOW, THEREFORE, in consideration of the mutual covenants contained herein, the 
parties agree as follows: 
 

1. DEFINITIONS 
 

 The following words and phrases as used in this Agreement shall have the meanings 
as follows: 

 
 a. 
 b. 
 c. 
 d. 

 
 
 
 



2. EXISTING DISTRICT AND CITY BOUNDARIES 
 

 
See Exhibit “A”, attached. 

 
The parties agree that Exhibit A depicts the territory of the District as 
established by the Board of County Commissioners.  It further depicts the 
boundary of the City as established by ordinance, including all 
annexations that have been accrued to date; and the resulting overlap of 
the service territory of each party (hereinafter “overlapping area”). 

 
3. EXISTING DISTRICT WATER SERVICE TO OVERLAPPING 

AREAS – WHERE CITY IS TO BE WATER SUPPLIER 
 

a. The parties agree that the City shall assume responsibility for 
providing water service to certain portions of the overlapping area, 
which area is further on Exhibit “A”.  As to this area only, transfer of 
such service from the District to the City shall be coordinated between 
the parties, and shall occur after the construction by the City of a new 
water main transmission line to serve the overlapping areas, but in any 
event shall occur not later than December 31, ________.   

 
b. Payment for facilities: 

 
 The parties agree that in satisfaction of any obligations the City has to 

the District as a result of annexations that have occurred to District 
territory pursuant to 7 U.S.C. �1926(b) and K.S.A. �12-527, including 
all elements of value associated therewith, the City shall pay the 
District the following: 

 
 

(1) Payment for customers: 
 

 The City shall pay the District a sum of approximately 
$____________ per customer for each existing customer 
(benefit unit) located within the annexed area as of the 
effective date of the transfer of service from the District 
to the City.   



 
4. EXISTING DISTRICT WATER SERVICE TO OVERLAPPING AREAS – 
      WHERE DISTRICT IS TO REMAIN WATER SUPPLIER 

 
 The parties agree that the District shall remain the water supplier to certain other 

portions of the overlapping area, which area is further delineated and depicted on 
Exhibit “A”.  Notwithstanding the City’s annexation thereof, this area (and any 
future attachments of Land to the West thereof) is and shall remain part of the 
exclusive service territory of the District, subject to any amendment as provided 
herein.  The City shall have no duty to compensate the District as a result of the 
annexation of the areas described in this paragraph 4 pursuant to 7 U.S.C. �1926(b) 
or K.S.A. �12-527.   

 
 

5. ADDITIONAL WATER SERVICE AREAS 
 

a. In addition to land in District territory that has been annexed to date, as shown 
on Exhibit “A”, the parties agree to establish other permanent and exclusive 
water service areas that will be unaffected as a result of future changes in 
corporate boundaries or any other unilateral actions which may occur in the 
future.  In recognition of the location, size and capacity of the parties' existing 
facilities and in order to best utilize those capacities and facilities, the parties 
agree to establish and maintain water service areas as depicted on the map, 
attached as Exhibit “B”.  Notwithstanding future annexations by the City, the 
area shown on Exhibit “B” as “District Service Area” shall be served 
exclusively by the District.  The area depicted on Exhibit “B” as “City Service 
Area” will, following annexation by the City, be served exclusively by the City 
and shall henceforth be included in and be part of the City service territory as if 
included within the boundaries of the City.  These respective service areas shall 
be subject to change only upon written agreement, executed by the parties in the 
form of an amendment hereto. 

 
b. The parties each agree to make good faith efforts to provide water service to 

their respective water service areas that is in compliance with all U.S. 
Environmental Protection Agency and Kansas Department of Health and 
Environment regulations; to meet the reasonable requirements of landowners 
desiring water service within those areas so as to not discourage reasonable 
growth and development; and to provide facilities and flow necessary for 
adequate fire protection.  Customers within the City service area shall be 
governed by the applicable state and federal laws and City Ordinances.  Those 
customers within the District service area that are also within the limits of the 
City shall additionally be subject to District bylaws, rules and regulations, and 
policies.  In the event it is determined to be necessary, the City shall grant the 
District a franchise to serve those areas annexed by the City in accordance with 
state law, K.S.A. 12-2001, et. seq., and that any such franchise shall be granted 
with no compensation or charge payable to the City in consideration of that 
franchise.  

 



 

c. This Agreement providing for establishment of these water service areas is 
intended to be an entire Agreement, in satisfaction of all of the rights and 
obligations that the parties may have to each other with respect to such areas 
pursuant to state and federal law.  So long as the parties comply with the terms 
of this Agreement, neither party shall assert any rights to payment or to 
protection against competition that may otherwise exist under K.S.A. 12-527 
and/or 7 U.S.C. �1926(b). 

 
 

USDA Approval 
 

The parties acknowledge and agree that the District is indebted on a loan guaranteed 
by the United States of America/USDA.  This Agreement shall be conditioned upon 
its approval by the USDA unless such approval is expressly waived by that agency. 

 
IN WITNESS HEREOF, the parties have hereto executed this Agreement as of the day and 

year first about written.   
 
 

CITY 
 
 

By:___________________________ 
              ________________________, Mayor 
 
ATTEST: 
 
 
By:__________________________ 
                                      ,City Clerk 
 
 
 
 
RURAL WATER DISTRICT  
 
 
By:__________________________ 
     _____________________, Chairman 
 
 
 
 
 
 
 
 
 



 

 
Sample 3 
 

WATER SERVICE AREA AGREEMENT 
COMPENSATION FOR TERRITORY AND FACILITIES 

AND PERMANENT WATER SERVICES TERRITORIES ESTABLISHED 
 

 This Agreement is entered into this _____ day of _________________, _______ by and 
between the City, a duly organized Municipal Corporation (hereinafter referred to as the “City”), 
and Rural Water District (hereinafter referred to as the “District”). 
 
 WHEREAS, the City owns and operates a waterworks and water distribution system 
serving land within its corporate limits; and 
 
 WHEREAS, the District is a Rural Water District organized and existing pursuant to 
K.S.A. 82a-612 et. seq.  The District as established by orders of the Board of County 
Commissioners provides water service to customers and property located within the territory of the 
District; and 
 
 WHEREAS, the City has annexed certain land within the territory of the District and it 
plans to annex certain additional land located within the District territory in the future; and 
 
 WHEREAS, the parties are governed by the desire to meet customers’ current and future 
needs and cooperate toward that end; and 
 
 WHEREAS, the parties desire to enter into an agreement that resolves all annexations of 
district territory that have occurred prior to the date of this Agreement; to provide for the transfer 
of certain existing District customers and facilities to allow for City water service to those areas; 
and to establish service areas that will govern water service within the territory of the District in 
the event of future annexations of future portions of that territory by the City. 
 
 NOW, THEREFORE, in consideration of the mutual covenants contained herein, the 
parties agree as follows: 
 

1. DEFINITIONS 
 
The following words and phrases as used in this Agreement shall have the meanings 
as follows: 
 
a. 
b. 
c. 
d. 

 
 
 
 
 



 

2. ANNEXATIONS OF DISTRICT TERRITORY / PREVIOUS 
ANNEXATIONS 
 

See Exhibit “A”, attached. 
 

The parties agree that Exhibit A depicts the territory of the District as established by 
the Board of County Commissioners.  It further depicts the boundary of the City as 
established by ordinance, including all annexations that have been accrued to date; 
and the resulting overlap of the service territory of each party (hereinafter 
“overlapping area”). 

 
3. EXISTING DISTRICT WATER SERVICE TO OVERLAPPING AREAS – 

WHERE CITY IS TO BE WATER SUPPLIER 
 
a. The parties agree that the City shall assume responsibility for providing water 

service to certain portions of the overlapping area, which area is further 
described on Exhibit A, attached hereto as “Overlap Area on A”.  As to this area 
only, transfer of such service from the District to the City shall be coordinated 
between the parties, and shall occur after the construction of a new water main 
transmission line to serve the overlapping areas, but in any event shall occur not 
later than December 31, __________. 

 
b. Payment for customer / and area of service / and/or infrastructure: 
 

The parties agree that in satisfaction of any obligations the City has to the 
District as a result of annexations that have occurred to District territory, the 
City shall pay the District the following: 
 
(1) Payment for customers: 

 
The City shall pay the District the sum of approximately 
$_____________ per customer for each existing customer (benefit 
unit) located within the annexed area as of the effective date of the 
transfer of service from the District to the City.  The parties agree 
that the cost per customer being paid by the City to the District for 
these customers is based on the calculations in Exhibit “C”, attached. 

 
(2) Payment for development area: 

 
City agrees to compensate District $____________ per acre for 
District agreeing District will not provide service in the future.  City 
compensation to the District for this Release of service area is set out 
in Exhibit “C”. 

 
(3) Payment for infrastructure: 

 



 

District line and improvements affected by City’s annexation shall 
be resolved by payment to District for the value of infrastructure.  
Exhibit “C” has examples of compensation options. 

 
4. EXISTING DISTRICT WATER SERVICE TO OVERLAPPING AREAS – 

WHERE DISTRICT IS TO REMAIN WATER SUPPLIER 
 
The parties agree that the District shall remain the water supplier to certain other 
portions of the overlapping area, which area is further delineated and depicted on 
Exhibit A, attached hereto and incorporated herein by reference and hereafter 
referred to as “Overlap Area A”.  Notwithstanding the City’s annexation thereof, 
this area (and any future attachments of Land to the West thereof) is and shall 
remain part of the exclusive service territory of the District, subject to any 
amendment as provided herein.  Under these circumstances, the City shall have no 
obligation to compensate District as a result of annexation(s). 

 
5. ADDITIONAL WATER SERVICE AREAS 

 
a. In addition to land in District territory that has been annexed to date, as shown 

on Exhibit “A”, the parties agree to establish other permanent and exclusive 
water service areas that will be unaffected as a result of future changes in 
corporate boundaries or any other unilateral actions which may occur in the 
future.  In recognition of the location, size and capacity of the parties’ existing 
facilities and in order to best utilize those capacities and facilities, the parties 
agree to establish and maintain water service areas as depicted on the map, 
attached as Exhibit “B”.  Notwithstanding future annexations by the City, the 
area shown on Exhibit “B” as “District Service Area” shall be served 
exclusively by the District.  The area depicted on Exhibit “B” as “City Service 
Area” will, following annexation by the City, be served exclusively by the 
City and shall henceforth be included in and be part of the City service 
territory as if included within the boundaries of the City.  These respective 
service areas shall be subject to change only upon written agreement, executed 
by the parties in the form of an amendment hereto. 

 
b. The parties each agree to make good faith efforts to provide water service to 

their respective water service areas that is in compliance with all U.S. 
Environmental Protection Agency and Kansas Department of Health and 
Environment regulations; to meet the reasonable requirements of landowners 
desiring water service within those areas so as to not discourage reasonable 
growth and development; and to provide facilities and flow necessary for 
adequate fire protection.  Customers within the City service area shall be 
governed by the applicable state and federal laws and City Ordinances.  Those 
customers within the District service area that are also within the limits of the 
City shall additionally be subject to District bylaws, rules and regulations, and 
policies.  In the event it is determined to be necessary, the City shall grant the 
District a franchise to serve those areas annexed by the City in accordance 
with state law, K.S.A. 12-2001, et. seq.. and that any such franchise shall be 



 

granted with no compensation or charge payable to the City in consideration 
of that franchise. 

�

c. This Agreement providing for establishment of these water service areas is 
intended to be an entire Agreement, in satisfaction of all of the rights and 
obligations that the parties may have to each other with respect to such areas 
pursuant to state and federal law.  So long as the parties comply with the terms 
of this Agreement, neither party shall assert any rights to payment or to 
protection against competition that may otherwise exist. 

 
 IN WITNESS HEREOF, the parties have hereto executed this Agreement as of the day and 
year first above written. 
 
       CITY 
 
 
       By: ________________________________ 
       _____________________________, Mayor 
 
ATTEST: 
 
 
By: ________________________________ 
__________________________, City Clerk 
 
 
RURAL WATER DISTRICT 
 
 
By: __________________________________ 
_____________________________, Chairman 



 

EXHIBIT “C” 
Compensation for Customer / Released Service Area / Infrastructure 

(Compensation for Infrastructure) 
 

1. Compensation for Customers: 
 
A. Capitalization formula based on customers’ usage 

Formula:  Income Approach (attached as Exhibit C1) 
 
2. Compensation for Release of Service Area: 

 
A. Lump Sum based on negotiated acceptable amount to both 

 
B. % of water sales from that area paid by new users in area 

 
C. Amount per house served by City in new area paid by new property owners at the 

time new City meters installed 
 

D. Capitalization Formula based on potential customer usage (attached Exhibit “C1”) 
 
3. Compensation for Infrastructure: 

 
A. City used District line – reimburse for value of line 

 
B. City not use District line – reimburse for depreciated value 

 
C. District continues to use line – no reimbursement from City 

 
D. District improvements to service this area – reimburse for portion of improvements 

District no longer needs to serve this area. 



 

EXHIBIT “C1” 
 

VALUATION METHOD USED AND CONCLUSIONS OF VALUE FOR WATER 
BENEFIT UNITS (EXISTING OR AVAILABLE TO SERVE) 
 
Income Approach 
 
The capitalization of income approach was selected because of the District’s historical financial 
performance, current business plans, and the future outlook for the District. 
 
The value of the District’s property being valued can be considered to be the present value of the 
future earnings stream to be derived from owning the _____ lots (# of Benefit Units).  Future 
earnings can be projected and then discounted back to arrive at a present value. 
 
Earnings Stream – We used projected cash flow as the stream of earnings to be capitalized.  Net 
cash flow represents the difference in water bill and the cost of water paid for the cost of water.  
The average usage in the District is ________ gallons and the average water loss % is ______. 
 
Capitalization Rate – The capitalization rate is the expected rate of return (applicable to the 
stream being discounted) required for attracting capital to the investment, which is considered as 
being the expected rate of return available in the market from other investments of comparable risk 
and other factors, as of December 31 of the year of taking.  The discount rate is derived by adding 
together the risk free rate (current rate on 20 year U.S. Treasury bonds) and a risk premium for the 
District.  The specific risk premium for the District was determined by analyzing numerous 
factors. 
 
The capitalization rate, which is summarized below, is derived by subtracting the estimated growth 
rate for the District from the computed discount rate. 
 
CAPITALIZATION RATE DEVELOPMENT 
As of December 31, 20__ 
 
Example (these numbers as of April, 2008): 
 
Risk free rate (20-year Treasury bond)    4.36% 
 
Risk premium        1.00% 
 
Discount rate        5.36% 
 
Less estimated growth rate      _______ 
 
Capitalization rate       5.36% 
 
 

 
 
 



 

 
COMPUTATION OF VALUE 

 
Cash flow estimate 
 
Expected cash inflow   $  9,072 
 
Expected cash outflow     3,785 
 
Net cash flow       5,287 
 
Divided by capitalization rate    5.36% 
 
     $98,638 
 
 
The expected cash inflow was based on an average bill of $36 per month (amount of average bill) 
for 21 meters (# of meters existing/potential involved).  The expected cash outflow was based on a 
water loss % of 9% (insert water loss of District) and rate per 1,000 of $2.65 (insert cost per 
thousand). The average water bill was based on the average usage of the District, excluding 
wholesale water in 2007 (prior year), which was 5,271 (insert # of gallons) gallons. 
 
 
Benefit Unit Cost:  21 (insert # of BU/potential) lots x $4,000 ea.  

(insert income per applicant)       $84,000.00 
City’s share of system wide capital improvements for 21 lots (insert 
 # involved) (value of improvements to serve that #)    $17,500.00 
City’s share of the present value of the fixed maintenance cost for 
 these improvements over 20 years (# of years)    $25,000.00 
 
 
Total compensation: $225,138.00 (for Benefit Units involved and improvements) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

CHECKLIST 
�
Water suppliers anticipating a change in water service territory should use the following action 
checklist: 
 

A. BEFORE THE ANNEXATION  
 
1. Regular meetings of City staff and Rural Water District staff should be held, no less 

than annually. 
 
2. As soon as the City or RWD learns of potential expansion, City or District should 

immediately contact the other and advise of the possible annexation or expansion of 
service area. 
 

3. DO NOT make commitments to landowners or developers concerning future water 
service until after completion of the steps contained in the section. 

 
4. The annexing city staff and RWD staff should meet together with planning agency staff 

to review the proposed annexation, current and future land use and resulting water 
service needs, and capability of both systems to provide service to the area.  
Landowners and developers should be included in these meetings when appropriate. 
 

5. The parties should jointly develop a water service plan for the proposed annexed area if 
possible.  Any agreement by which the RWD is to continue water service to any portion 
of the annexed area should be in writing, and submitted to the governing bodies for 
approval. 

 
6. If the water service provider to all or any portion of the annexed area is to change, the 

parties should negotiate a written agreement for compensation as appropriate.  Such 
agreement should be submitted to the governing bodies for approval. 

 
B. AFTER THE ANNEXATION OCCURS: 

 
1. If agreement has not been reached for water service and/or compensation to the RWD 

whose territory is affected by the annexation, the parties should submit to mediation.  
Mediation services are available through the Kansas Water Office (Phone: 785-296-
3185 - - Contact: Kim Christensen, General Counsel). 
 

2. The city and the RWD should cooperate and communicate with any affected property 
owners, developers and water service customers regarding any changes in or transfer of 
water service. 

 
 
 


