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STANDING ADVISORY COMMITTEE

MINUTES

September 1, 2009

The Standing Advisory Committee met at Truckee Meadows Water Authority in the Independence Room, 1355 Capital Blvd., Reno, Nevada.  Chairman Greg Vorreyer called the meeting to order at 3:00 p.m.

1.
ROLL CALL

Members present: Ernest Buchner, Michael Drinkwater, John Krmpotic, Neil McGuire, Ernest Neilsen, Susan Ralphe, Fred Schmidt, Greg Vorreyer, Phil Williamson and Barry Winzeler. 

Voting Alternates present:  None.  Alternates present:  Robert Chambers.
Staff present: John Erwin, Mark Foree, Bill Hauck, Kim Mazeres, Lora Richards, Shawn Stoddard, Jeff Tissier and Debbie Leonard, Legal Counsel.
2.
APPROVAL OF THE AGENDA  

Upon motion duly made and seconded, and carried by unanimous consent of the members present, the Committee moved agenda item 10 to immediately follow item agenda 4, and approved the agenda as amended.

3.
PUBLIC COMMENT

Neil McGuire stated there would be a golf fundraiser on October 2, 2009 to benefit the Wrestling Hall of Fame.

4.
APPROVAL OF THE MINUTES OF THE AUGUST 4, 2009 MEETING

The Committee asked for more detailed minutes.
Upon motion duly made and seconded, and carried by unanimous consent of the members present, the Committee approved the minutes of the August 4, 2009 meeting.
10. (out of sequence)
STAFF COMMENTS

Bill Hauck, Senior Water Supply Coordinator, gave on update on TMWA’s water supply.  

This is the third consecutive year with dry conditions and below average stream run-off but as of today, supplies are still adequate to meet customer demands and normal operations.  It appears that Lake Tahoe and the other reservoirs will be depleted around the end of October.  Subsequently, Floriston rates will not be met; it will just be natural river flow.  However, TMWA will then be in winter-demand mode so operations should remain normal for the rest of the year.  
Mr. Hauck presented a graphic comparison of Lake Tahoe elevations during drought cycles from 1928 to 2009.  Mr. Erwin said this comparison does not show volume of water in Donner Lake or in Independence, Stampede or Prosser reservoirs.  Lake Tahoe is the primary reservoir on the system and when the level of the primary reservoir drops below 6223.5 very little water is released and TMWA begins to release water from Donner Lake or Independence and Stampede reservoirs and use groundwater, particularly in the months of July, August, September and October. 

Mr. Erwin reiterated that the Truckee Meadows is in a drought situation but from a water supply perspective, this is not impacting the system because there have been Floriston rates all summer.  An example of when water supplies were affected was 1992 when Floriston rates of 500 cubic feet per second dropped off on June 6 and TMWA had to release water from Independence reservoir.  Therefore, even though Lake Tahoe is dropping below the rim, water will be released from the reservoirs and there also may be some natural flow.  TMWA is not using any drought reserves.  
When asked if TMWA was concerned about the suspension of the cloud seeding program, Mr. Foree replied that there is an effort to obtain funding for the program from the Truckee River Fund and also other sources.

PRELIMINARY FINANCIAL REPORT FOR FY2009
Jeff Tissier presented the preliminary financial report for FY2009 and said there are still some minor adjustments to incorporate into the analysis; however they are not material.  Depreciation and the value of developer contributions still need to be finalized.  Operating revenues are $2.8 million or 3.6% less than budget.  Water sales were $3.0 million or 4.2% less than budget.  Offsetting the reduction in water sales was $0.2 million or 9.8% greater than expected hydroelectric revenues.  Fiscal year 2009 was an unusual year with a very cool summer in 2008 and the wettest June (2009) since 1912 with three weeks of rain.  Preliminary operating expenses were $1.8 million or 4.3% less than budget even with almost $1.3 million in emergency operating spending on the temporary raw water pumping station at the Chalk Bluff Water Treatment Plant (CBWTP) because of the previous fiscal year’s earthquakes, corrective measures on the finished water pumps at the Glendale Treatment Plant and spending on backup power reliability at the CBWTP since both electrical feeds to the treatment plant failed during a fire event.  Wages and salaries were nearly $1.0 million less than budget due to not filling vacant positions, controlling overtime, and reassigning personnel to capital projects as necessary. Employee benefits were also less than budgeted as a result of reassigning certain personnel to capital projects; since benefits follow wages there was less overall spending on health care premiums and annual required contribution for post retirement medical expenses as a result of funding the post retirement medical trust in May 2009.  Grants help fund TROA and wellhead protection activities.   Investment earnings before capitalized investment income were $1.1 million or 19% less than budget as rates of returns dropped rapidly throughout the year although some longer term investments provided a boost. Interest expense before capitalized interest and related debt issuance expenses fell commensurately because of less interest expense associated with the Tax-Exempt Commercial Paper program (TECP).  The weighted average interest rate on TMWA’s commercial paper was 0.42% as of June 30, 2009. Developer fees are down for obvious reasons with collections only half of what was expected.  Spending on capital outlays and construction projects was approximately $41.2 million.  

July billings were much lower than expected because of the low demands in June; however August billings are back on budget. 

Mr. Krmpotic asked about developer will-serve refunds.  Mr. Tissier said that collections were approximately $179,000 but certain developers were able to obtain a refund if their projects were canceled.  Some projects that extended over from last year were cancelled therefore resulting in a net refund for the year.  Those refunds have now pretty much subsided.

Mr. Tissier also related that TMWA has been in discussions with Lloyds TCB Bank regarding issues about the Letter of Credit which backs up TMWA’s commercial paper program.  After negotiating with Lloyds TCB Bank, the commitment portion of the liquidity facility was relinquished.  A liquidity facility that backs up the commercial paper program has two parts: a Letter of Credit portion and a commitment portion.  Until commercial paper is issued, it is a commitment and a small commitment fee is paid to have that facility in place.  As commercial paper is issued, a letter of credit is issued because the bank’s credit rating is used.   In a conversation this morning, the Bank did say they thought TMWA was a decent credit risk and were pleased with the way TMWA is responding to the economic conditions.  

Mr. Krmpotic asked if the dramatic increase in road construction with the Regional Transit Commission’s new influx of cash has affected TMWA CIP’s due to the increased amount of pipe that needs to be replaced in advance of that new road construction.  Mr. Foree replied that TMWA had foreseen and budgeted for the increase in road construction.

Chairman Vorreyer asked the committee if they could accept the information as presented and the committee indicated they could.   

6.
UPDATE ON THE INTEGRATION/CONSOLIDATION ANALYSIS OF TMWA AND WASHOE COUNTY DEPARTMENT OF WATER RESOURCES
Mark Foree presented this item.  The Western Regional Water Commission Act that was passed in the previous legislative session required a study of consolidation of local water purveyors to be part of an update to the Regional Water Management Plan due January 1, 2011.  So almost a year ago, work began on an evaluation of consolidation.  The choice was made to concentrate on TMWA and Washoe County Department of Water Resources (DWR) as those two agencies provide to over 90% of the water customers in the region.  Updates in the past have included a report on the bond analysis to determine what it would cost to defease or refinance the debt of both agencies.  To defease TMWA’s debt is not possible because of the IRS limitation on one time refinancing but there were potential opportunities to defease DWR debt.  We then formed interagency teams that looked at identifying the benefits of operating the two agencies as one system.  Those teams identified many benefits including the ability to maximize current infrastructure and delay building new infrastructure and in some cases eliminate the need for new infrastructure, improve water resources management, improve conjunctive use of water resources to take full advantage of surface water, improve the ability to deploy region-wide conservation programs, improve system reliability, provide energy management opportunities, and improve water quality.  

Phase Two of the financial analysis was recently completed which determined that there are enough benefits to move forward with the project and engineer an integration/consolidation that will be protective of customer rates in the short term, enable retention of our highly skilled staff which is important in training new employees and provide significant long-term benefits for the community, as previously mentioned.  Staff made a recommendation to the Western Regional Water Commission (WRWC) on August 14, 2009 to proceed with the integration of DWR into TMWA through an interlocal agreement (ILA) between Washoe County and TMWA, agreeing that TMWA would be the surviving entity.  The ILA would set out the terms and conditions to move toward full consolidation although full consolidation couldn’t happen until the DWR debt was defeased.  However, it would not preclude having an operating agreement that would lay out the terms and conditions for a joint operation until full consolidation occurs.  The operating agreement could include the transfer of a certain number of DWR employees to TMWA and operating the system as one.  The WRWC made a recommendation to the TMWA Board and the Board of County Commission (BCC) to proceed with an interlocal agreement to implement integration/ consolidation of functions of TMWA and DWR to include only water operations at this time, including those systems in Washoe Valley, the East Truckee Canyon and the Wadsworth area that are outside of the Truckee Meadows Service Area.  They did not include the sewer and reclaim operations that DWR operates. The other recommendation would be for the TMWA Board to change their governance structure such that there would be three members from Reno, two members from Sparks and two members from Washoe County.  Therefore, the 7th member, now a rotating member among the three entities changing every 2 years, will now be a permanent second Washoe County representative.  

Mr. Tissier elaborated on the Phase Two Financial Analysis.  There are many TMWA personnel who have been involved or exposed to mergers and consolidations to various degrees.  It is extremely important that we be very protective of customers’ exposure in decisions such as this.  During Phase Two Business Risk Assessment, a high level analysis, some significant financial risks were found and identified, but that does not preclude the fact that there could be other operational or financial business risks identified during the Due Diligence process.  This process must be done in a very deliberate and careful manner.  This is not an acquisition or purchase – it is to be treated as a pooling of interests or consolidation of two business functions.  Outside consultants will be brought in to review any analyses and impart their wisdom.  This is a very open process; everything will be documented and we move in absolute full disclosure.  

Mr. Tissier reviewed the staff report with the SAC, pointing out some of the findings of the analysis.  The FY2010 budgets of both TMWA and DWR were reviewed and by a process of eliminations and additions on clearly identifiable items an adjusted combined FY2010 budget for one system was determined.  This analysis does not take in account those significant, one-time costs to achieve an integration/consolidation.  There will be a need to identify one-time costs which in total may prohibit integration/consolidation.  Other risks were identified.  On the TMWA side, a way must be found to ensure the letter of credit that provides credit support to TMWA’s commercial paper program can be renewed.  On the DWR side, Mr. Tissier said he did go through their cost of service and their budget and reviewed three prior- year costs to develop a trend analysis and look at their annual debt obligations assigned to the water division and how those debt obligations were allocated to various construction projects.  Through that analysis, it was found that DWR Water Division’s cost of service and proposed rate increase includes only 20% of the approximately $5.7 million in annual debt obligations with an expectation that developer fees or certain cash reserves will fund the other 80%.  This is a significant business risk because of the reliance on growth conditions to fund this obligation in light of current economic conditions. Without growth DWR customer rates will have to increase above the current proposed rate increases to cover these debt payments.  Defeasance of a significant portion of the total DWR senior lien debt would mitigate this issue.  The Water Division of DWR has borrowed over $5.2 million from other financial resources within DWR with an uncertain plan for repayment.  It is expected that certain pre-payments from customers and bond proceeds associated with Special Assessment District 39 will mitigate approximately $1.5 million of this borrowing.  In addition, DWR is exploring the use of certain existing unspent bond proceeds to further reduce the balance of the aforementioned borrowings.  Further use of existing unspent 2005 A senior lien proceeds will offset some potential benefits of defeasing the remaining balance of existing senior lien debt.  Therefore, right now, if the entities were consolidated, an estimated $2.0 to $3.0 million in operational savings would have to occur to be able to meet TMWA’s projected financial obligations and not affect customer rates in a detrimental way.  

One of the big components in the due diligence process is to clearly identify future commitments from an infrastructure standpoint and all material contingencies that exist on both sides of the organizations.  TMWA’s commitments are very transparent as they are all listed in the financial statements.  DWR’s commitments are very deeply embedded in the finances of the Washoe County so it is imperative to continue to dig deep to ensure there is a complete and comprehensive list of all DWR commitments. 

Mr. Tissier explained the various scenarios of combined senior lien coverage without developer fees.  Contractually TMWA is required to have a 1.25 coverage ratio which include developer fees which have virtually disappeared.  He gave three scenarios:

 a) combine the two entities and all debt excluding the Drinking Water State Revolving Fund (DWSRF) loan on DWR’s Longley Plant, which has a first lien but no issue is defeased, and no operating cost reductions would result in a 1.31 coverage ratio.  This coverage ratio would not be well received by the capital market.  

b) the DWSRF loan for the Longley Plant is subordinate meaning it does not have a first lien on revenues and $40.0 million of $65.0 million 2005 bond issue is defeased and no operating cost reductions would result in a 1.37 coverage ratio.  This coverage ration could potentially be viewed negatively by the capital and credit markets. 
c) the Longley debt is subordinated, $40.0 million of $65.0 million is defeased, $2.1 million in reduced operating expenses on a combined basis excluding water planning would result in a 1.43 coverage ratio.  This would be in the range of where TMWA would be as a standalone and would be acceptable to the capital and credit markets. 

Mr. Tissier stated that this will not be a simple task: it will take a lot of effort.  A two to three year horizon was put on this as a preliminary planning guidance tool for full legal/financial consolidation.  It is important to have an ILA, which is a binding agreement, before additional staff time and managed consulting time is expended.  

Mr. Schmidt commented that the TMWA/DWR consolidation issue was on the SAC agenda in December 2008 after the bond analysis by Swendseid and Stern showed it was going to cost tens of millions of dollars to consolidate and refinance debt and because of that, the SAC was led to believe this was not something that necessarily would move along quickly.  Now, ten months later, it looks like politically it is a done deal.  He said it sounds like Sparks and Reno and several key Washoe County members have given it a go ahead but they all have had this caveat that it should not affect customers’ rates negatively.  He expressed his concern that the people who are at risk are the TMWA rate payers and that the SAC, as an advisory group, needs to make sure there is a check on this issue.  

Mr. Schmidt express concern about projected revenues and Mr. Tissier said that if TMWA’s revenues are not coming in at $75 million, it may prolong this entire decision.  Mr. Schmidt asked if staff was coming to the SAC because the SAC had been told to expect the second year rate increase and he wanted to be sure that that he was not recommending and supporting a rate hike because of Washoe County.  Mr. Schmidt also asked for clarification on the increase to salaries and benefits.  Mr. Tissier replied that the budget is just the best estimate based on a certain set of assumptions and it is a guidepost.  A budget is developed that then from an operational standpoint you look for every opportunity to mitigate costs.  Mr. Schmidt expressed his concern about the timing of this where there is a lot of uncertainty but he does expect there to be a consistency and not just assuming numbers to make this thing work. Mr. Tissier said that is what he meant about full disclosure and as information is developed, the SAC will be informed regularly. Mr. Schmidt asked about the rates of the Washoe County customers, how are they are designed as compared to the rates of the TMWA customers and what is done when you consolidate the systems because of the one real significant discrepancy that was pointed out and that is the 20/80 assumption on developer contributions which makes the DWR debt much more risky than what TMWA lived through and survived even with the huge drop-off in developer contributions. In doing something like this, it seems that caution and doing it slowly and carefully makes a lot of sense.   Mr. Schmidt said he read in the minutes of the August meeting, that Councilman Aiazzi wanted to make the motion that integration/consolidation be effective in 2010 and that seems to be pushing it pretty quickly and it should be a two to three year process.  Maybe Councilman Aiazzi meant just some sort of temporary thing but it seems to me if you defease the bonds or do anything with the bonds the next year you are almost guaranteeing that the rate payers are going to get stuck.  Mr. Tissier said at the full WRWC meeting, that subject did not come up so we reiterated a minimum of a two to three year process and it was accepted.  Mr. Foree said that will give time to try to drive out savings everywhere possible and it could even be a little longer than two to three years before it is economical to defease those DWR bonds.  Staff feels they have time to work through the issues as they develop.

Mr. Schmidt said that consolidating the operations makes a lot of sense but defeasing bonds do not make sense.  Mr. Foree said that is why an operating agreement to combine operations is being developed.  The agreement will probably include a provision to move DWR employees to TMWA and a provision to ensure Washoe County customers continue on the Washoe County rates and TMWA customers to continue on the TMWA rates until bonds are defeased.  Mr. Foree said that labor representatives have been invited to these meetings to voice their concerns about what is important to them such as salaries, wages, and bidding rights.  The elected officials liked the idea that attrition could possibly put a big dent in the required cost savings and felt that was important in job preservation and retention. Mr. Schmidt suggested that changes be brought to the SAC early so the SAC can offer a critical eye and comments.  Mr. Foree said there is a joint meeting planned on the September 8 between the BCC and TMWA where they will consider the recommendations made by the WRWC to go forward with developing an interlocal agreement to be approved in the November timeframe.  There will be another joint meeting in late October to consider a draft of the interlocal agreement and provide comments.   Mr. Schmidt asked that the draft of the interlocal agreement be on the SAC October agenda, again to ensure this will not be a customer burden, that this will be a good consolidation and allow water planning policy and rate making for the whole community even better than it was before consolidation.  Mr. Tissier said the community would probably be better served by a single utility than by two.  The issues that are attendant to Washoe County through old water systems and heavy commitments to the expansion of the water system on a very small customer base still exist and are becoming increasingly burdensome and challenging to that organization.  

Mr. Schmidt stated that from a water planning, rate design view, it is very logical to have one common system for the valley however, it is not logical if it is going be done with a cost to the rate payers.  Most mergers are never even pursued unless there is a rate stability or rate reduction or savings from it.  He read in the minutes that DWR is expecting to increase rates over the next 5 years and TMWA is expecting a rate increase next year.  If the public gets continuing rate hikes and this merger is really touted as we’re not going to hurt customers, nobody is going to have any trust in the systems. He said he thought it is the SAC’s main function to help TMWA complete this merger without looking like it was done just for politicians to consolidate power and because Washoe County gets a permanent board seat on the TMWA board.   Mr. Tissier said that there are “exit ramps” in the interlocal agreement in case the consolidation fails.  They are being given serious consideration but also the counter balance is to not make it so revocable that proper opportunities are missed for the community as a whole in the long term.         

7.
PRESENTATION AND DISCUSSION OF WATER USE STUDIES

John Erwin started the discussion by stating that staff began with the premise that at some point the system would be metered and at some point all customers would be converted to metered billing and therefore potentially twice-a-week water requirement would no longer be in play.  The question under examination was, “What are TMWA customers doing with respect to twice-a-week watering today and if they had an alternative watering schedule, what would they do?”  In 2004, staff selected random areas dividing them into 3 sections:  1) Open day watering, 2) twice a week watering and 3) three days a week watering.  At the conclusion of that study it was found that people basically gravitated to three times a week watering.  There were still some statistical problems with the data so Shawn Stoddard has been doing a daily demand study for the past four years.  For eight weeks during the peak watering period (summer) a crew is hired to read the system.  They read the entire system, then read a portion of the system and then re-read the whole system.  Mr. Erwin introduced Dr. Stoddard and asked him to present the findings of the study. 
Dr. Stoddard presented charts and graphs representing example customers who watered two times a week, three times a week and watered four times or more times a week.  These graphs clearly show the distinctive patterns of actual customers and the days on which they actually water.  He then showed a graph of the Percent of Sample by Watering Days of Flat Rate and RMWS customers and Overall.  This graph clearly showed that customers billing on the flat rate with a checker meter used more water than those on the metered rate.
Dr. Stoddard said that one of the goals of this particular analysis was to answer the question “if TMWA increases the number of days available for people to water – twice a week to three times a week – would they change the amount of water they use?”  Because if the amount of water a customer used through this two month study period did not change or was not related to the number of times they water, then it can be concluded that system peak would be decreased and revenues would be protected.  It would not be the amount of water that changed; it would be the timing of water usage that changed. The study also needed to test the quantity of water that people choose to use in this period: was it dependant on how many times they water, was it dependant on the size of their lot, was it dependant on the size of their water service, or was it dependant on whether they were a flat-rate customer or a metered customer.  The conclusion was that the number of days a person chose to water during the 8 week period was totally and completely insignificant.  Statistically it worked out to be there was no relationship between the total amount of water purchased and how many days on which they used it.  

Chairman Vorreyer remarked that it comes down to they want to buy a certain amount of water and then they want to use it the way they want to use it on their lawn in that period.  
Mr. Krmpotic asked if there was anything to suggest overall weekly use is reduced by watering three days as opposed to two.  Mr. Erwin said a customer would probably use the same amount of water because that customer made an economic decision on how much water he was willing to pay for.  The Committee also suggested that an important factor for customers was how their lawn looked.  The key element of the study was that the number of times during the 8-week peak period that people irrigated as measured by the criteria used was not related to the quantity of water.  An economic decision to buy water was made. 

Dr. Stoddard stated that the bottom line of this particular study is it doesn’t support peak “going crazy” if twice a week watering was stopped; in fact it is supportive that it would actually improve or reduce system peak.  It doesn’t support an increase or decrease in water use.  In this particular study there is substantial evidence that people are going to buy water and their decision is driven by their water bill and then they want to spread that water out as they see fit.  The study shows that over half TMWA customers water three or four days a week. 
Mr. Erwin reiterated that the study indicated that is does not appear that it is going to change total volume used and it may appear that there would be an actually relaxing of the peak day water usage.    Another element in this issue is a drought situation.  The question we get asked when we’re in a drought situation is, “what is the impact on supply?”, and in most cases the answer is “nothing!”  He referred back to Mr. Hauck’s presentation on the level of Lake Tahoe.

Another element is about enforcing compliance with assigned day watering in a drought situation.  With enforcement, peak demand is going to be hammered so then a determination must be made on how to soften this a bit when we are not in a drought situation.  Since it is unknown what the coming winter will bring, it is contributing to this decision of when to change assigned day watering. Staff is  putting together one cohesive plan and the timing of is critical since we have one shot to do this and one shot to do it the right way.  
Mr. Schmidt asked if staff was leaning to get rid of the two day a week in favor of a three day a week schedule.  Mr. Erwin said that would probably be the case with three days a week – the days would be dependant on whether the address is odd or even.
Mr. Krmpotic asked about the big ET push about 9 years ago if water needed to go deep.  Mr. Erwin said that the ET basically fits into this model in the sense that the ET would flatten peak week usage because instead of having big spikes water would be applied each day so the lawn or landscaping would be taking what it needed based on the ET information.  However, three days a week does not follow ET; ET is basically an open watering that might be a variable that is put into the plan; for instance, a person on a meter with an ET controller could be given an exemption. 

8.
FUTURE SAC MEETING DATES & AGENDA ITEMS 
The next meeting will be held on Tuesday, October 6, 2009 at 3:00 p.m.

Upon motion duly made and seconded, and carried by unanimous consent of the members present, the Committee requested the following items be placed on future agendas:
· Continue the discussions of the water use study and a presentation of the Water Resource Plan 
· Presentation of final FY2009 Financial Report 

· Update on the integration/consolidation analysis of TMWA and DWR, with consideration to making a recommendation to the TMWA Board 
9.
COMMITTEE ITEMS 

Chairman Vorreyer thanked the TMWA staff for giving the Appreciation Barbeque.  Everyone who attended had a good time. 
10.
STAFF ITEMS
Lora Richards invited Committee members to join one of the tours of the Chalk Bluff Water Treatment Plants being given on Friday September 18, 2009.  She also reported that she is still in the process of recruiting alternates for the SAC. 

11.
PUBLIC COMMENT

There was no public comment.
12.
ADJOURNMENT

With no further business to discuss, the meeting was adjourned at 5:20 p.m.  
Approved by the Standing Advisory Committee in session on October 6, 2009.

________________________________

Corinne Cassell, Recording Secretary
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