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STAFF REPORT 

 
 

TO: Chairman and Board Members  
FROM: Mark Foree, General Manager 
DATE: August 7, 2013  
SUBJECT: Presentation on TMWA’s Site Assessment Report and due diligence of 

STMGID system and report on status of the proposed merger of the South 
Truckee Meadows General Improvement District (STMGID) into TMWA   

 
 
BACKGROUND AND DISCUSSION 
 
At the December, 2012 Board meeting, STMGID representatives presented a proposed term 
sheet (copy attached) to the Board regarding the possible merger of STMGID directly into 
TMWA. At that meeting the Board directed TMWA staff to conduct due diligence regarding the 
proposal and begin discussions with STMGID. Since that time TMWA staff has gathered 
information, visited STMGID facilities, analyzed all phases of the STMGID operation and 
produced the Assessment Report. The due diligence and TMWA’s report were completed in 
mid-June and the conclusion was that TMWA can meet the terms proposed by STMGID. The 
Assessment Report was made available at TMWA’s June Board meeting and it was also 
provided to STMGID at that time. 
 
STMGID later requested that TMWA staff present the report at their August 1 Board meeting. 
TMWA staff provided a presentation at the STMGID Board meeting and a copy of the power 
point presentation is attached, which provides a summary of the Assessment Report. 
 
NEXT STEPS 
 
STMGID has scheduled a workshop for August 29 to further discuss TMWA’s Assessment 
Report and TMWA staff has been asked to attend. TMWA staff has prepared a list of Frequently 
Asked Questions (copy attached) to assist in the process. 
 
TMWA staff anticipates that following the workshop, STMGID staff will be given additional 
direction regarding working with TMWA staff on drafting a definitive agreement for 
consideration by the boards. 
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MERGER TERMS: 

1: What is the STMGID merger Term Sheet? 

The Term Sheet describes the terms that STMGID proposed for merging with TMWA.  It was 
approved by the STMGID Local Managing Board and Board of Trustees in December 2012, 
and was identified as a preferred alternative to spending $11.8 million to separate the 
STMGID water system from the Washoe County water system and increasing STMGID 
customer rates significantly.  STMGID presented the Term Sheet and merger proposal to 
TMWA on December 12, 2012.  The TMWA Board agreed to explore STMGID’s proposal 
and directed TMWA staff to conduct due diligence and assess the viability of a merger 
pursuant to the terms proposed by STMGID in the Term Sheet.   

2: What are the general terms of the merger proposed by STMGID? 

STMGID’s Term Sheet proposes that the STMGID water system be transferred to TMWA 
and TMWA assume responsibility for providing water service to STMGID customers.  
STMGID has proposed certain conditions on that transfer, including that 1) STMGID 
customers keep their STMGID water rates until the year 2035 or until the customer sells its 
home; 2) STMGID customer water rates be subject to the same percentage increases or 
decreases as TMWA water rates; 3) STMGID restricted cash assets (meaning cash that is 
currently subject to some type of legal restriction on how it can be used) be used only as 
permitted by its current legal restriction; 4) STMGID unrestricted cash assets be used to 
construct facilities to move surface water into the STMGID system, to rehabilitate and repair 
the STMGID system and to mitigate STMGID’s existing contingent liabilities.   The STMGID 
Term Sheet proposed that if any assets which are not essential to operate the utility were 
identified, they would not be transferred to TMWA.  

3: What is TMWA’s position on the merger terms proposed by STMGID? 

STMGID presented the Term Sheet and merger proposal to the TMWA Board on December 
12, 2012.  The TMWA Board was agreeable to exploring STMGID’s merger proposal, and 
directed TMWA staff to conduct due diligence to determine if the STMGID terms were 
financially feasible for TMWA and, if so, to proceed with discussions with STMGID on 
developing a definitive draft agreement consistent with the Term Sheet. 

4: Who owns TMWA? 

Like STMGID, TMWA is a not-for profit public agency.  It was formed by the City of Reno, 
City of Sparks and Washoe County, and is governed by a Board of elected officials and 
appointed representatives from Reno, Sparks and Washoe County.   Like STMGID, the 
TMWA Board can only take actions at public meetings and is completely accessible to the 
public.  TMWA’s Board members include Washoe County Commissioners Kitty Jung and 
Vaughn Hartung, Sparks City Councilman Mike Carrigan (Chairman), Sparks Mayor Geno 
Martini, Reno City Council Members Sharon Zadra and Neoma Jardon, and Reno appointee 
Mike Cate.  The Board members receive no compensation from TMWA for their service. 
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5: What is the status of the STMGID merger and what steps have to occur for the merger 
to go forward? 

The STMGID Board approved pursuing a merger on the terms described in the STMGID 
merger term sheet and presented the terms to TMWA in December 2012.  The TMWA Board 
was agreeable to exploring STMGID’s merger proposal, and directed TMWA staff to conduct 
due diligence and assess the viability of a merger on the terms proposed by STMGID in the 
Term Sheet and to proceed with discussions with STMGID on developing a definitive draft 
agreement consistent with the Term Sheet.  In June 2013, TMWA confirmed through its due 
diligence that STMGID’s merger terms are financially feasible.  The next steps would be for 
STMGID and TMWA staffs to prepare a draft of the merger agreement, and bring that to the 
STMGID and TMWA boards for consideration and approval.  Once the definitive merger 
agreement is approved, STMGID and TMWA staffs can move forward with completing the 
pre-merger tasks necessary to enable the merger to close simultaneously with the 
TMWA/County water system merger.  

6: When will the merger occur? 

The STMGID Term Sheet proposes that the merger of STMGID and TMWA will occur at the 
same time as the merger of TMWA and Washoe County’s water system.  Currently, that 
merger is anticipated to occur between June and December, 2014. 
 

 7:  Will the water system be operated and governed locally after the merger? 
 
Yes.  TMWA is a not-for profit public agency, governed by elected officials and appointed 
citizens of Reno, Sparks and Washoe County.   

8: What kind of financial condition is TMWA in? 

TMWA is in a very strong financial condition.  TMWA currently has an AA/AA- credit rating, 
which is considered strong investment grade.   

9: What changes will STMGID customers see in water service as a result of the merger? 

In many respects, it may actually feel like nothing has changed.  STMGID Customers will 
continue to pay the same water rates and will continue to receive quality water service as in 
the past.  TMWA’s Call Center and Emergency Dispatch Services are open longer hours – 
7:30 a.m. – 5:30 p.m. for the Call Center and 24/7/365 for emergencies.  For more 
information, visit TMWA’s website at www.tmwa.com.   

10: Are there other operational advantages resulting from the merger? 

Yes.  Merging with TMWA creates opportunities to move surface water into the STMGID 
system, which increases water supply reliability and allows development of a conjunctive use 
program utilizing surface and groundwater resources. The use of more surface water can 
improve the long term sustainability of groundwater resources in STMGID’s service area 
which can help reduce the potential risk of domestic well failures.  Other improvements that 
have been identified will upgrade fire flow capability and service pressures in some areas of 
the STMGID system.  These improvements can be done at no additional cost to STMGID 
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customers using existing STMGID funds held for system improvements per STMGID’s Term 
Sheet. 

11: Will any of the costs of the TMWA/STMGID merger be passed on to STMGID 
customers? 

TMWA can assume operations of the STMGID system at no additional cost to STMGID or 
TMWA customers. 

RATES 

      12: Will STMGID Customer rates go up because of the merger? 

No.  As requested by STMGID, TMWA will keep the STMGID rates in place after the merger.  
Current STMGID customers will still be charged STMGID water rates until the earlier of 2035 
or the date the customer sells its home, at which time the billing will switch to TMWA rates.  

13: Will STMGID customers have to pay TMWA water rates after the merger? 

As requested by STMGID, TMWA will keep the STMGID rates in place after the merger.  
Current STMGID customers will still be charged STMGID water rates until the earlier of 2035 
or the date the customer sells its home, at which time the billing will switch to TMWA rates.   

14: Will the STMGID water rates change if I leave my house to my kids or transfer my 
house to a trust? 

No.  As requested by STMGID, water rates will only convert to TMWA water rates if the sale 
of your house is subject to transfer tax.  Under Nevada law, transfers to a spouse, transfers 
on divorce, transfers to a trust, transfers to joint tenants, and transfers to parents, children or 
siblings are exempt from transfer tax, and would not trigger a water rate conversion.   

15: I am a flat rate customer.  Will I be switched to a metered rate because of the merger? 

No.  Current STMGID flat rate customers will continue to be billed under STMGID’s flat rate 
after the merger.  TMWA would continue STMGID’s current practice that a flat rate customer 
be converted to metered billing if there are 2 months of usage greater than 75,000 gallons 
per month.  Flat rate customers would also be converted to metered billing if they volunteer 
and ask to be switched to metered billing or if they sell their home.   

16:  Can STMGID customer rates increase after the merger? 

Just as they are subject to change now, STMGID customer rates may be subject to 
adjustment after the merger.  However, per the Term Sheet, STMGID customer rates only 
increase or decrease if the TMWA Board decides to change TMWA customer rates.  
STMGID customer rates would only be increased or decreased by the same percentage as 
the similar TMWA customer rates are adjusted.   
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17:  How much are typical rate increases at TMWA? 
 
Historically, TMWA has adjusted rates once every 2-3 years.  TMWA has increased rates 5 
times in the last 12 years and over that period of time rates have generally increased at 
about the same rate as the CPI (Consumer Price Index). 

18:  Will TMWA raise our rates to explore for water or to pay for growth? 

No.  It has always been the policy of the TMWA Board that growth must pay for growth.  
TMWA does not use customer rates to subsidize growth. 

19:  Will TMWA keep the same STMGID water usage rate tiers for STMGID metered 
customers? 

Yes.  TMWA has agreed to keep the same STMGID metered water rates and the same 
usage rate tiers as currently exist for STMGID customers. 

CASH 

20: Why does STMGID have accumulated unrestricted cash reserves? 

STMGID has accumulated cash for future improvements and repairs to the water system.  
Some utilities issue bonds and incur debt to pay for improvements, and then use rates to pay 
that debt back.  STMGID does the opposite, and accumulates cash in advance to pay for 
future improvements.  Accumulating cash in this manner is a way to avoid issuing debt in the 
future to cover most improvement and rehabilitation costs. So while STMGID has money in 
the bank, it is there to pay for future improvements to the system. 

21: Are there any limitations on how TMWA can use STMGID cash transferred in the 
merger? 

Yes.  STMGID cash transferred to TMWA will be used exclusively for the operations of the 
STMGID system.  As required by STMGID’s Term Sheet, STMGID restricted cash (cash that 
is currently subject to some type of legal restriction on how it can be used) must be used for 
the same purpose as the legal restriction.  STMGID unrestricted cash must be used to 
construct facilities to move surface water into the STMGID system, to rehabilitate and repair  
the STMGID system, and to mitigate STMGID’s contingent liabilities.     
 

22: STMGID proposed that TMWA use STMGID’s unrestricted cash to construct facilities 
to move surface water into the STMGID system, rehabilitate and repair the STMGID 
system, and mitigate STMGID’s contingent liabilities.  Has TMWA identified what 
projects are needed and what they will cost? 

 

Yes.  TMWA estimates $8.7 million will be needed for water system improvements.  
 Approximately $1.1 million will be needed to correct title defects in STMGID land and 

easement rights, update groundwater modeling, and perform other miscellaneous 
improvements.  STMGID can perform this work in advance of the merger if it wishes 
and believes it can achieve any cost savings.   
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 Approximately $3.3 million will be needed to construct facilities to move surface 
water into the STMGID system. 

 Approximately $3.2 million will be needed to construct facilities to improve fire flow 
capacities and to meet minimum pressure requirements.  

 Approximately $0.9 million will be needed for storage tank rehabilitation and repair.    
 Approximately $0.2 million will be needed for bypass discharge improvements, 

abandonment of well #9 and to equip wells with generator hookups.   
 
These improvements can all be done at no additional cost to STMGID customers using 
existing STMGID cash reserves held for system improvements. 
 

23:  What are the STMGID contingent liabilities referred to in the Term Sheet? 
 
One of the more significant contingent liabilities identified in the STMGID system arises from 
impacts that municipal and domestic pumping have on groundwater levels in and around the 
STMGID service area.  Together these have contributed to domestic well failures.  STMGID 
relies heavily on groundwater pumping and the groundwater table on the Mt. Rose fan 
continues to decline.  This creates significant liability issues with respect to domestic well 
mitigation and puts STMGID groundwater permits at risk.  TMWA has also identified the 
need to construct facilities to improve fire flow capacities and to meet minimum pressure 
requirements.   

24:  Is TMWA willing to assume STMGID’s contingent liabilities for domestic well 
mitigation? 

Yes, provided certain existing protections are retained.  TMWA is willing to assume 
responsibility for domestic well mitigation under Nevada law only if it can utilize funding 
available through Washoe County’s Well Mitigation Program and if TMWA can develop a 
conjunctive use program to reduce the risk of future well failures.  Development of a 
conjunctive use program requires both constructing facilities to move surface water into the 
STMGID system and retaining all of STMGID’s water resources to implement the program.  
The risks posed by STMGID’s contingent liabilities are significant, which is why any operator 
would require no less than the same resources and tools STMGID has to mitigate these 
risks.   
 

25:  Will STMGID cash be used to pay off TMWA debt? 
 
No.  STMGID cash will be used exclusively for the operations of the STMGID system as 
proposed in the Term Sheet.  No STMGID cash will be used to pay off TWMA debt.  TMWA 
water rates and fees are more than adequate to pay down TMWA debt. 

26:  How will STMGID cash be accounted for after the merger?  Will any STMGID cash be 
commingled with TMWA cash?  

No.  TMWA will hold STMGID cash in a separate, segregated account and will not 
commingle that cash with TMWA cash.  The separate account will be audited annually, and 
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STMGID cash will be used exclusively for the operations of the STMGID system as proposed 
in the Term Sheet.  

TMWA DEBT 

27:  Will STMGID customers have to pay TMWA debt? 
 
No.  The reason STMGID requested that TMWA keep STMGID water rates was to assure 
that TMWA did not allocate existing TMWA debt to STMGID rates after the merger.  TMWA 
has agreed to keep STMGID customer rates, which will not include any component for 
TMWA’s debt service.   
 

28:  Will any STMGID assets be used to pay TMWA debt? 
 
No.  STMGID assets transferred to TMWA will be used exclusively for the operations of the 
STMGID system as proposed in the Term Sheet.  No transferred STMGID assets will be 
used to pay TMWA’s existing debt. 

EXCLUDED ASSETS 

29: The Term Sheet proposed that assets which are not essential to the STMGID water 
system may be excluded from the merger.  Have any non-essential assets been 
identified?  If so, what are they? 

TMWA has identified approximately $800,000 to $2 million in cash and a parcel of land that 
may not be essential for operations of the system and that can be excluded from transfer to 
TMWA if the STMGID Board so desires.   The cash consists of restricted funds currently held 
by STMGID for arsenic remediation and developer fees.   TMWA believes it may be possible 
for the STMGID Board to free up some of these funds without increasing liability exposure to 
TMWA.  However, more information is needed from Washoe County to quantify the exact 
amount of funds that can be freed up and how much must be retained to mitigate STMGID’s 
contingent liabilities.   

30: How will excluded assets be handled?  Will STMGID Customers get a rate rebate if the 
merger goes forward? 

This is a question the STMGID Board will need to decide and is on the agenda of STMGID’s 
August 29, 2013 workshop for discussion. 

WATER RIGHTS 

31:  Are all STMGID water rights needed to successfully consolidate the TMWA and 
STMGID systems? 

Yes.  All STMGID water rights are required to secure a sustainable water supply, meet 
STMGID’s service commitments to existing and future customers, and mitigate STMGID’s 
domestic well contingent liabilities. 
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32: Does STMGID have any excess water rights that can be sold for cash?  

No.  In order to assure a sustainable water supply for STMGID customers and assume 
STMGID domestic well mitigation liabilities, TMWA needs to be able to rely on the same pool 
of water resources STMGID has relied on.   The groundwater table on the Mt. Rose fan 
continues to decline.  This creates significant liability issues with respect to domestic well 
mitigation and puts STMGID groundwater permits at risk.  TMWA is only willing to assume 
these liabilities and risks if, among other conditions, all of STMGID’s water resources are 
transferred; this will enable TMWA to implement conjunctive use management programs to 
improve groundwater conditions on the Mt. Rose fan and mitigate these liabilities.   
 

33:  What will happen to the 414 acre feet of ground water rights currently being leased to 
Washoe County? 
 
These water rights will continue to be used to support their current service commitments.  If 
in the future these water rights are not needed to meet those existing service commitments, 
they will be used according to the conjunctive use management program in the STMGID 
system. 
 

34:  Does TMWA have any plans to improve the declining groundwater levels in the 
STMGID system? 
 
Yes.  Merging with TMWA creates new opportunities to maximize surface water use and 
improve conjunctive use water management, which will improve conditions in the 
groundwater aquifer.   
 

35:  Will STMGID water quality be affected by the merger? 
 
No.  Your water quality will stay the same, and may even improve as a result of the merger 
and increased surface water blending, and it will continue to meet all federal, state and local 
water quality standards.  
 

36:  Where will my water come from?  
 
Initially, the majority of your water will come from groundwater wells as it does now.  To 
improve reliability and sustainability of your water supply, TMWA will supplement that supply 
with treated Truckee River water as part of the proposed conjunctive use program.   
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