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Commiseianer 

Commissioner 

IN THE MATTER OF THE 
RGANIZATlON OF MCO 

PROPERTIES INC. BY THE 
DVWESTlTURE AND TRANSFER OF 
THE STOCK OF CHAPARRAL CITY 
WATER CUMPANY TO AMERICAN 
§“ATES WATER COMPANY 1 WAIVER 

{ DOCKET NO. W-021 I3A-00-O23.3 

NOTfCE OF REORGANIZATION 
AND/OR REQUEST FOR 

i 

Ptnrsuant to A.A.C. Rt4-2-803 YRule 803”), MCU Properties fnc., a Delaware 

carpomtion (“MCO”), together with its wholly-awned subsidiary Chaparral City Water 

Company, an Arizona public service corporation (“Chapmar), hereby give notice to the 

h n a  Corporation Commission (“Commission”) that MCO intends to divest itself of 

Chsrparral. More speclficaily, h e r i c ~ a  States Water Company, a &lif?~nia corporation 

~Amet. im States”), has agreed to purchase from MCO aU of the issued and outsmding 

d m e s  of Chaparral’s common stock. Pursuant to Rule 803, the Commission may either 

e the reorganization or simply permit it to become eRective by taking no action 

wiithh the 120 day notice period. Alternatively, the Commission could waive compliance 

with Rule 803. 

I. lNTRODiUCTION 

Chaparral possesses a certificate: of c o n v e n i e n d  nec m C C & N ” )  from thh 

Cummission. to provide both potable water and irrigation service to the general public Ue 

the Tawn of Fountain Hills f“Tiown’’) and portions af the City of Scottsdalt: (“City’”), 

Mwiwpa County, Arizona See ACC Opinion and Order ln thv Marrer r g  r h t p  , p p f / ~ ~ m p 1  
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of Chaparral C’iQ Water Company jov a Certrfjcate of( knvtwieticu and Nc.ccssiy, Dockei 

No. U-2 1 13, Decision No. 4 1243, dated April 20, 197 1. On March IO, 2000, American 

States entered into a contract with MCO to purchase ail of the common stock of MCO. 

Afier cfssure of this purchase, Chaparral will remain the same legal entity as before, 

excepting it will now be a subsidiary of American States rather than MCO. No transfer of 

Chaparral’s CC&N or other property wiii occur. 

11. RULE 803 NOTICE 

MCO and Chaparral submit the following information in conformance with Rule 

803. 

1. Names and business addresses of officers and directors of the proposed 
holding company. 

See Exhibit A (attached) listing American States’ officers and directors. 

2. The business purposes for establishing the holding company. 

American States is a holding company, currently operating with two principal 

subsidiaries: Southern California Water Company, a water supply and electric distribution 

utility providing water Service to approximately 244,000 water connections and 2 l,WO 

electric connections; and American States Utility Services Inc., which provides non- 

regulated operation, maintenance, administrative and management services under contract 

to various governmental and private water purveyors. Through its subsidianes, American 

States provides water services to 75 communities in northern, coastal and southern 

California, serving a population of approximately one million persons, or 1 -in-evet-y 30 

Californians. Southern California Water Company commenced business in 1929. 

American States and American States Utility Services, Inc., were formed in 1998 to 

enable the company to provide non-regulated utility services separate from its regulated 

services, and to allow for an expansion of its utility operations geographically Chaparral 
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will be h e  first Arizona public service corporation owned by American States. 

MCO is not in the business of owning and operating public utilities and has chosen 

for business strategy reasons to divest itself of this public utility. Chaparral provides 

water service to approximately 10,000 customers in the Town and portions of the City. 

Chapad does not have an application to adjust rates pending at the Commission, nor 

does it have any open customer complaint cases before the Commission. 

3. The proposed method of financing tbe holding company and the resultant 
capital structure. 

The acquisition of Chaparral by American States will initially be financed with 

short-term lines of credit through financial institutions with which American States has 

had on-going business relationships. American States routineJy u‘ es short-term lines of 

credit to finance capital expenditures needed for its subsidiaries. Borrowing under these 

h e s  of credit are normalIy repaid through the issuance of long-term debt in the public or 

private debt markets or conimon equity. New debt or equity is issued depending upon the 

ab- mnmt debt-to-equity ratio of American States in a f a o n  such that the target debt- 

twxptty ratio remains within parameters that assure favorable debt ratings and eficient 

debt issuance costs. Exhibit €3 presents American States’ consolidated capitdization 

structure md ratios as of December 3 1, 1999, and pro-forma for the acquisition of 

ClqmrraI. 

4, The resultant effect on the capital structure of  the public utility. 

Exhibit C presents Chaparral’s capitalization structure and ratios as of December 

3 I ,  1999, a d  pro-forma for the acquisition by American States. 

§* An oqprizatios chart of the holding company that identifies all aMitiates and 
their relatianships within the holding comprsny. 
An organization chart identifytng American States and its affiliates is attached as 

- 3 -  
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6, The proposed method fur allocating federal and state income taxes to 
the subsidiaries of the holding company. 
American States proposes that a “stand-alone” federal income tax liabiiity for each 

subsidiauy will be computed as if each subsidiary had filed a separate federal income tax 

return. If the “stand-alone” computation results in a federal income tax liability for a 

subsidiary, that particular subsidiary would be required to pay the computed liability to 

American States. If the “stand-alone” computation resufts in a net operating Ioss that can 

be carried back to a prior taxabte period or periods for which American States had 

previously made a tax payment, American States would pay an amount to the particular 

subsidiary equal to the amount of the tax refund. if the “stand-alone” computation results 

in a net operating loss that cannot be carried back to a prior taxable period or perids far 

which American States had previously made a a x  payment, the amount will be carried 

forward as a net operating loss carryover to be used by the particular subsidiary in 

calculating its future “stand-done” federal income tax liability. American States will file 

a consolidated federal income tax retwn sand, a5 the common parent and agent for it5 

subsidiary companies, will be responsible for piayment of any consolidated federa! income 

tlat iiability. The foregoing general principles will apply in a similar fashion to any 

amsoiidated or combined Arizona state income tax return required or permitted to be 
filled. 

7. The rrratici p i k d  changes in tsle utility’s cost of service and tbt tust of capital 

lemetican States and MCO antkipate no increase in Chaparral’s cost of sewice or 
attrihta bp e to the resrgauim8ion. 

COH af capital as a result of the acquisition and that no application to increase rates would 

be necessary at this time. ft is expected that American States will operate Chaparral for 

some significant period of time in order fo become better-versed with its operations and 

future capital requirements before considering any adjustment in rates. American States, 

of course, will comply with any then-existing Commission regulations for purposes of 

Y ” ” ’  ._ . , 
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establishing the rate base, rate of return and operating expenses allowable for rate setting 

&, A description of diversification plans of affiliates of the holding 
campany. 

American States intends to focus on its core utiiity and related businesses and has 

no immtsdiate plans to diversify its operations or devote i,lateriaI amounts of its capita1 to 

esses that are not either =gaged in &the provision of water, wastewater and electric 

d c e s ,  or &at are nat orthenvise directly related to such utility servkes in some ancd~ary 

fsrshisn. 

9. llco ies of all relevant documents and fiIings w i a  the UniM States Securities 

The Annual Report on Fosm 104 filed by American States with the Securities and 
an f Exchange Commission and ofher fixferal or state agencies. 

EwctraDge Comissio~ OEZ Mach 30,2000 is attached as Exhibit E. 

18. The contemplated annual and cumuiative investment in each afiliste for the 
next 5 ea in ddlam and as a pereWge of projected net utility plant, and 

reasons thii I d  Will not facrease the risks o f  imvestment in the pubiir wtility. 
an mip r q  ana&oa of the masons supportiorg the level of investment and the 

Tbe followin$ e provides an estimate of capital eqenditmres by Am&= 

s and its subsidiaries. in the case of American States' S Q U ~ ~ ~ S B  California Water 
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spgwds capital expenditures for American States Utility Services, Inc., these are normally 

made pun~umt to the terms of individual contracts with municipal and private water 

pmviders and allow for appropriate adjustments to contract price levels to assure a return 

on and recovery af all capital costs of &is unit. 

Estimated Expenditures for New Capital Additions 
To be Financed by the Company 

Southern California American States Chaparral City 

American States rodneiy fimmces $35 to $50 millim annually in capital additions 

for exishg water system in Cdifaraia in order to provide for service improvements. 

Anverican Staaes maintains public ratings of N P 2  with Standard & Poor's Copration 

and Mocrdy's Ratings Service, respectivdjj. The high debt ratings atlow Tor ample access 

to the capital rnarkets at rates for unsecured debt that are lower than or at least competitive 

with the rates for secured first-mortgage debt, which is generally the only kind of non- 

equity financing aimifable to smaller utilities. In addition, through its Southern California 

WMer Cmpany subsidiary, American States has placed almost ten percent of its 

cmmlidated debt in tax-exempt securities at highly competitive: rates, and thus Ammican 

- 6 -  
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States is very familiar with this manner of financing. American States has 011 staff finance 

professionals with significant expertise and contacts with wrious financial entities to 

mswe that capital requirements me financed at the lowest possible cost and in a timely 

manner. Both MCO and American States submit that this reorganization wil1 not impair 

the fmazlciat status of Chaparral or o&txwise prevent it from attracting capital at fair and 

reasonable terns. Additionally, this reorganization will not impair the ability of Chaparral 

to grovidk safe, reasonable and adequate service. 

111. WAIVER OF RULE 803 

MCO and American States are aware that the Commission has historically 

prefmed to grant parties a waiver of certain provisions of the: Commission's affiliate d e s  

(including Rule 803) rather than fonna1 approval. During preliminary discussions with 

Commission Staff, it was suggested that the instant Notice of Reorganization include an 

&$ernative request for reiief in &e form of a waiver. Both MCO and American States are 

indifferent 8s to whether such 8 waiver is granted or whether the bansaction is approved 

(either expressly or by operation of law), so long as the transaction can be consummated 

oa a t i d y  basis. There€ore, MCO and American States agree that the thirty day period 

for the Conunission's consideration of a waiver request set forth in A.A.C. RE4-2-806 

Id be extended to run concmmtty with the 120 day notice period required by Rule 

IV. CONCLUSION 

MCO and American States betieve that American States' acquisition of' Ghztparrd 

is in the public interest. it will provide Chaparral with professional water utility 

~~~~~~t from a company with over seven decades of experience. It will prom& 

Chq.mrnt with access to public capital rnrukets an favorable t m s .  ft will not result in 

any change in rates currently authorized for Chaparral by the Commission. MCO and 



American States ask the Commission to act favorably imd expeditiously on this Notice of 

Rwrganization. 

RESPECTFULLY SUBMITTED this 10" day. of April, 2000. 

OSBORN MALEDON, P.A. 

BY 
n t d  Avenue, Suite 2 100 

Ph- AFizona 85012-2'794 
. (602)6&9356 

Attorneys for MCO PROPERTIES, INC. 

SNELL & WILMER LLP. 

ch Arirxrna cenm 
400 E. Van Buren 
Phoenix, AZ 840015-2202 
(6U2) 3824396 

Artme for AMENCAN STATES WATER 
COMP&Y 
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EXNIBlT A 

States Water Hillsborough. C.4 9401 0 

N.P. Dodge. Jr. Director Anlerican 8701 W Dodge Rd. Suite 300 
States Water 
Company 

Anne M. Director American 374 Walsh Road 
Holtoway States Water Atherton. CA 94027 

Company 
Robert F. Kathol Director Amerkan 10250 Regency Circle 

States Water 
Company 

Floyd E. Wicks Director American 630 E. Foothill IUvd. 
States Water 
Comnanv 

Omaha. NE (8 I 14 

Omaha, NE 681 14 
I_. 

San Dimas, CA 9 1773 

rtoyd E. wicks President t CEO 1 630 ti. Foothill Blvd. I I 
i I company I 

McCteilan Harris I Chief Financial I American 1 630 E. t:oothill Hlvd. 
Officer. VP - 
Finance, Treasurer Company 
and Corporate 

San Ilimas. CA 91 773 

I Secremjf. I I 
IXckwn I VP - Business 1 American I 630 E. Foothit1 Hlvd. I z;&i;ter I San Dimas. CA 91773 I Devefopment 

A- I 



EXHIBIT B 

I I I I 
1 I I I t toag-l"arm f SW.S63 I S1.W% 1 $167,663 I 47.97% f 

n Amount and Ratios 

B- 1 



EXHiBIT C 

choparrtd City Water Compaay Capitaiiitim h o g a t  and Ratios as of 
December 31,1999 

(in S @wsan&) 

I 1 
Long-Ten $1 0,286 53.08% $10,286 53.08% 

ShOrt-Tenn - - - 
Preferred I I - - - 

Debt 

Debt 

Shares 
conunon $9,094 46.92% $9,094 46.92% 

I Equity I I 
Total 1 S19.380 I 100.0% $19,380 I 100.P! 

Cbrrpamrl City Water Company Capitatiition Amount and Ratios adjusted for 
t&e purchase by Americaa States City Water Company 

&wed on B o c e m h  31,1999 Balance Sbeet 
lia 5 t!llwaDds) 

1 .  I 
Long-Term $10,286 34.53% $10286 34.53% 

Short-Term 1 - - - 
Debt - 

I I I - - 
Debt I 

Prefmed I 
Slbares 

WtY 
Common $19,500 65.47% $1 9,500 65.47% 

I 
I I I I Total I $29,786 ] 100.0% 1 $29,786 I 100.0% 

I 

c- I 

- ,  . 



EXHIBIT I3 

Organhatatn Chart 
American stab WaQerH 

"-Arm- !?+We Water Colnpoy (ticker symbol, AWR) - B holding company engaged in regulated 
a d  non-regutated utility services. Primary services o f f d  are water services, wastewater services. and 
@k&c lijrcFvjGe. American States, as the parent company, provides a number of services to its 
sub;ssdrares including accounting services snd finanring. . .  

:2Jma&am CdfoWia Water CQatpany (SCW) - a water and electric utility regulated by the California 
'utitisies Commission. Established in 19251. Southern California Water Company provides water 
to appximately 244,000 connections h ten counties and seventy-five communities in the state 

- zo€califomian. SCW also proyides  electric service to approximately 2 1,000 connections in the 
c a ~ ~  of Big Bear California and surrounding areas. American States owns one hundred percent of 

kmed end outstanding common stock of SCW. 

'ilaretfeara Scptes Utilisy Services, lac (ASUSj - a utility services company offering non-regulated 
to water, wastewater and electric service providers. ASUS provides billing. customer service, 

hg. full opn&ns and maintenance, Iwsing anJ a variety of services to 90,000 customers of 
$miicipI, water district, and private water, wastewater 'and electric utility systems. A WR owns one 
hxmcbwd percent of the issued and outstanding common stock of ASUS. 

c Coeapaq (Cbrpam - a water compaay ~gulated by the Arizona 
to approximately 10,OOO connections in the Town of 
Scoasciale. American States cmntly  has a purchase 

one hundred percent of the issued and outstanding common 
rtain conditions, including compliance with the rules and 
ssion. Upon completion of the acquisition, American 

and outstanding common stock of Chaparral . 

5 
.. . .. . . 



SECURETIES AND EXCHANGE COMM1SSION 
Wllipbiagton, D.C. tBsQ9 

FORM IO-K 
ANNUAL IusPORT PURSUANT TO SECTION 13 OR i%d) 

OF THE SECXWTIFS EXCHANGE ACT OF 1934 

FortbieEbraol Year Ended Dpeetl.rbe r 31.1999 

Coanmissien Registrsot and State of Incorporation IRS Employer 
W e  No. Address aact T&ephone Number Identification No. 

333-4764? Ammican States Water Company 95-4676679 
(A Catifomia Corporation) 

630 East FoothiU Boulevard 
San Dimgs Cakf'd 93?73-9O!6 

909-394-3600 

Southem Cdifonnia Water Company 95- 1 243678 
(A California Corporation) 

630 East Foothill Bo~kvrvd 
San Drrras. California 93773-9016 

909-394-3500 

lyerv York Stock Excbium 

Seerrrities m i d  pursuant to Section 12(gf of the Act 

American States Water Company Yes  1x1 No 1 1 
SoutBeni W f G r n i a  Waltrr Company Yes [ x] No [ J 

W)CUIHENTS INCORPORhTED BY REFERENCE 

of dre Proxy Statement will he subsequently filed \x ith the Securities end Exchiurge C'onrmissiw as to p a  
Nos. IO. I I ,  I2 and 13. in each case 85 rpwificatly referenced herein. 

' S  


