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DOCKET NO WS-01303A-07-0145

TO ALL P ARTIES

Enclosed please  find the  recommendation of Administra tive  Law Judge  Marc E. Stem
The  recommendation has  been tiled in the  form of an Order on

ARIZONA-AMERICAN WATER COMPANY, INC
(FINANCE)

Pursuant to A.A.C. R14-3-l l0(B), you may file  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  Colnmiss ion's  Docke t Control a t the  address  lis ted be low by 4:00 p.m. on or be fore

JULY 18. 2007

The  e nclose d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Adminis tra tive  Law Judge  to the  Commissioners . Considera tion of this  matte r has te nta tive ly
been scheduled for the  Commission's  Working Session and Open Meeting to be  he ld on

JULY 24. 2007 and JULY 25, 2007

For more information, you may contact Docket Control a t (602)542-3477 or the  Hearing
Divis ion a t (602)542-4250
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BEFORE THE ARIZONA CORPORAATION COMMISSION

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

DOCKETNO. WS-01303A-07-0145

DECISION no.
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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
INC., AN ARIZONA CORPORATION, FOR
AUTHORITY TO INCUR LONG-TERM DEBT
THROUGH ITS AFFILIATE, AMERICAN WATER
CAPITAL CORPORATION. ORDER

Open Meeting
July 24 and 25, 2007
Phoenix, Arizona

BY THE COMMISSION:

* * * * * * * * * *

Having considered the entire record herein and being fully advised in the premises,  the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. Pursuant to authority granted by the Commission, Arizona-American is a Class "A"

Arizona public service corporation that provides water and wastewater utility services to customers in

its various water and wastewater districts located in portions of Maricopa, Mohave, and Santa Cruz

counties in Arizona. Arizona-American provides service to approximately 100,000 water customers

10

11

12
13 On March 8,  2007,  Ar izona-Amer ican Water  Company,  Inc.  ("Ar izona-Amer ican" or

14 "Company") t iled with the Arizona Corporation Commission ("Commission") an application for

15 author ity to incur  long-term debt  through its  a ffilia te,  Amer ican Water  Capita l Corpora t ion

16  ("AWCC") .
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and 50,000 sewer customers.

2. Arizona-American is a  wholly-owned subsidiary of American Water  Works,  Inc.

("AWW"). The ultimate parent of AWW is RWE AG ("RWE").

3. Arizona-American currently has three rate cases in progress for the following districts:
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1 (1) Mohave  Water and Wastewater, Docke t No. WS-01303A-06-0014; (2) Anthem Water and

2 Anthem/Agua Fria Wastewater, Docket No. WS-01303A-06-0403, and (3) Sun City Wastewater and

3 Sun City West Wastewater, Docket No. WS-01303A-06-0491 .

4 4. On March 8, 2007, Arizona -American filed an applica tion with the  Commiss ion

5 requesting permission to incur long-term debt in the amount of $10,000,000 at an interest rate not to

6 exceed 6.5 percent and for a term not to exceed 30 years. Arizona-American proposes to borrow the

7 funds  from its  a ffilia te  AWCC. AWCC is  a  subs idia ry of Arizona -American's  pa rent company,

8 AWW, and is the primary funding vehicle for all of AWW's subsidiary utility companies.

9 5. On April 27, 2007, Arizona -American filed ce rtifica tion tha t it had caused to be

10 publis he d notice  of its  fina ncing a pplica tion in The  Arizona  Business  Gaze tte , The  Nogales

ll Inte rna tiona l, and The  Mohave  Valley Daily News.

12 6. On May 14, 2007, the  Commiss ion's  Utilitie s  Divis ion Sta ff ("Sta ff') filed its  Sta ff

13 Report in this matter, recommending approval of the financing request.

14 7. Arizona-American did not file a response to the StaffReport.

15 8. Arizona-American states that the purpose of the proposed debt is to finance the partial

16 repayment of previously approved long-term debt to AWCC totaling $25,000,000 According to the

17 Staff Report, the  Company owes this  debt to AWCC from a  s ingle  promissory note  which AWCC

18 intends to ca ll early because  RWE intends to re turn AWW to its  prior s ta tus  as  a  publicly traded

19 United States  corporation which it was when acquired by RWE. This  corporate  divestiture  will be

20 accomplished by means of an initial public offering ("IPO"). As part of this restructuring, AWW has

21 agreed to provide  $15 million in new equity tO re finance  the  remainder of Arizona-American's

22 e xis ting de bt to Awccf

23 9. According to the  Sta ff Report, Arizona-American anticipa tes  a  five  to thirty year

24 interest-only loan of $10,000,000 at an interest rate not to exceed six and one-half percent per annum

25 from AWCC, with a ll principa l due  a t ma turity. S ta ff s ta te s  tha t the  actua l inte re s t ra te  will be

26 determined by market conditions at the time of the transaction. There are no expected financing costs

27

28
1 On March 5, 2007, Arizona-American's Board of Directors unanimously approved a corporate resolution to borrow the
$10 million and refinance the existing note.
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3

4

5

1 or issuance  fees  and AWCC has  no coverage  ra tios  for Arizona-American

10. S ta ff ba s e d its  fina ncia l a na lys is  of the  propos e d de bt on the  Compa ny's  fina ncia l

sta tements for the  fiscal year ended December 31 , 2006. Staff made pro Ronna adjustments assuming

the  re pa yme nt of the  $25 million note , the  is sua nce  of $10 million of ne w de bt, a  $15 million e quity

infus ion a nd the  is s ua nce  of $6.45 million in pre vious ly a uthorize d de bt which ha s  not ye t be e n

11. According to financia l s ta tements  for the  fisca l year ended December 31, 2006

8 Arizona-American's  capital structure consisted of 36.1 percent equity, 59.8 percent long-term debt

9 and 4.2 percent short-term debt. Following the proposed transactions, based on Staff's  pro forma

10 adjustments, Arizona-American's capital structure would consist of 39.6 percent equity, 56.3 percent

l l long-term debt, and 4.1 percent short-term debt. Additionally, the  proposed transaction brings

12 Arizona-American closer to Staff" s recommended minimum common equity ratio of 40 percent

13 12. The Debt Service Coverage ("DSC") ratio represents the number of times internally

14 generated cash will cover required principal and interest payments on short- and long-term debt. A

15 DSC greater than 1.0 means that operating cash flow is sufficient to cover debt obligations. A DSC

16 less than 1.0 means that debt service obligations cannot be met by cash generated from operations

17 and that another source of funds is needed to avoid default

18 13. The Times Interest Earned Ratio ("TIER") represents the number of times earnings

19 will cover interest expense on short-term and long-term debt. A TIER greater than 1.0 means that

20 operating income is greater than interest expense. A TIER of less than 1.0 is not sustainable in the

21 long-term but does not necessarily mean that debt obligations cannot be met in the short-term

14. Cash Coverage Ratio ("CCR") represents the number of times internally generated

23 cash covers required interest payments on short-term and long-term debt. A CCR greater than 1.0

24 means that operating cash flow is greater than interest expense

25 15. For the  year ended December 31, 2006, Staffs  financia l analysis  shows Arizona

26 American had a 0.44 TIER, a 2.22 DSC and a 2.22 CCR. Staff' s  pro forma analysis, reflecting the

27

See Decision No. 68994 (October 20, 2006)
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1

2

e ffect of the  AWCC debt proposed by Arizona -American a ssuming a  6.5 pe rcent annua l inte re s t ra te

shows an increase  to a  0.45 TIER, a  2.25 DSC and a  2.26 CCR

16. Arizona -Ame rica n's  TIER re sults  re fle ct tha t ope ra ting income  would suffice  to cove r

inte re s t e xpe ns e  in the  s hort-te rm, but not in the  long-te rm. Howe ve r, DS C re s ults  indica te  tha t

Arizona -Ame rica n will be  a ble  to me e t a ll short-te rm a nd long-te rm obliga tions  with ca sh ge ne ra te d

from ope ra tions . The re fore , ope ra ting ca s h flow is  s ufficie nt to cove r both principa l a nd inte re s t

payments  on short-te rm and long-te rm debt obliga tions

17. The  S ta ff Re port doe s  not re comme nd a ny limita tion  of the  te rms  the  Compa ny

9 propos e d in the  a pplica tion

10 18. S ta ff re comme nds  gra nting the  re que s te d a uthoriza tion to incur $10 million in long

l l te rm de bt, a u thoriz ing  the  Compa ny to  e xe cute  a ny docume nts  ne ce s s a ry to  e ffe ctua te  the

12  a u thoriza tion  g ra n te d , a nd  re qu iring  a  copy of e xe cu te d  loa n  docume nts  to  be  file d  with  the

13 Commis s ion's  Docke t Control, a s  a  complia nce  ite m, within 60 da ys  of the  e ffe ctive  da te  of this

1 4  De c is io n

15 19. Accordingly to the  S ta ff Re port, Arizona -Ame rica n ha s  no outs ta nding complia nce

16 is sues  with the  Commiss ion or any othe r regula tory agencie s

17 20. Staff" s  recommendations are  reasonable  and we will adopt them

21. Because  an a llowance  for the  prope rty tax expense  of the  Company is  included in the

19 Compa ny's  ra te s  a n will be  colle cte d from its  cus tome rs , the  Commiss ion se e ks  a ssura nce s  from the

20 Compa ny tha t a ny ta xe s  colle cte d from ra te pa ye rs  ha ve  be e n re mitte d to the  a ppropria te  ta xing

21 a uthority. It ha s  come  to  the  Commis s ion 's  a tte ntion tha t a  numbe r of compa nie s  ha ve  be e n

22 unwilling or una ble  to fulfill the ir obliga tion to pa y the  ta xe s  tha t we re  colle cte d from ra te pa ye rs

23 some  for a s  many as  twenty yea rs . It is  reasonable , the re fore , tha t a s  a  preventive  measure  Arizona

24 Ame rica n a nnua lly file , a s  pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting

4

5

6

7

tha t the  Company is  current in paying its  prope rty taxes  in Arizona25

26

27

28

CONCLUS IONS  OF L AW

Arizona -Ame rica n is  a  public s e rvice  corpora tion within the  me a ning of Article  XV of
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The Commission has jurisdiction over Arizona-American and the subject matter of the

2 a pplica tion

3 3 Notice  of the  applica tion was  given in accordance  with the  law

4 4 The  fina ncing a pprove d he re in  is  for la wful purpos e s  within  Arizona -Ame rica n 's

5 corpora te  Powe rs , is  compa tible  with the  public inte re s t, with sound fina ncia l pra ctice s  a nd with the

6 prope r pe rforma nce  by Arizona -Ame rica n of s e rvice  a s  a  public s e rvice  corpora tion a nd will not

7 impa ir Arizona -Ame rica n's  a bility to pe rform tha t s e rvice

The  fina ncing a pprove d he re in is  for the  purpos e s  s ta te d in the  a pplica tion a nd is

9 re a sona bly ne ce s sa ry for those  purpose s , a nd such purpose s  a re  not, wholly or in pa rt, re a sona bly

10 cha rgeable  to ope ra ting expenses  or to income

12 IT IS  THEREFORE ORDERED tha t the  a pplica tion of Arizona -Ame rica n Wa te r Compa ny

13 Inc. for a uthority to incur long-te rm de bt for the  purpose s  s ta te d in its  a pplica tion through its  a ffilia te

14 Ame rica n Wa te r Ca pita l Corpora tion in the  a mount of $10,000,000 a t a n inte re s t ra te  not to e xce e d

15 6.5 percent and for a  term not to exceed 30 years is  hereby granted

IT IS  FURTHE R ORDE RE D th a t Arizo n a -Ame rica n  Wa te r Co mp a n y,  In c .  is  h e re b y

17 authorized to execute  any documents  necessary to e ffectua te  the  authoriza tion granted here in

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny, Inc. s ha ll file  with the

19 Commis s ion's  Docke t Control, a s  a  complia nce  ite m in this  docke t, within 60 da ys  of the  e ffe ctive

20 da te  of this  De cis ion, a  copy of a ll e xe cute d docume nts  a s s ocia te d with the  fina ncing a uthorize d

21 he re in

22 IT IS  FURTHER ORDERED tha t s uch  a uthority is  e xpre s s ly continge nt upon Arizona

23 American Wate r Company, Inc.'s  use  of the  proceeds  for the  purposes  se t forth in its  applica tion

IT IS  FURTHER ORDERED tha t the  fina ncing a pprove d he re in sha ll not gua ra nte e  or imply

25 any specific trea tment of any capita l additions  for ra te  base  or ra te  making purposes

DECIS ION NO



C OCHAIRMAN
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IN WITNESS WHEREOF, 1, BRIAN c. McNEIL, Executive
Director of the Arizona Corporat ion Commission, have
hereunto set  my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2007.

BRIAN c. McNEIL
EXECUTIVE DIRECTOR

DISSENT

DIS S ENT
MEs:db
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2

3

IT IS FURTHER ORDERED that Arizona-American Water Company, Inc. shall annually

file, as part of its annual report, an affidavit with the Utilities Division attesting that the Company is

current in paying its property taxes in Arizona

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

6

7

9

10

12

14

16

17

19

2 0

22

24

26



11

1 S ERVICE LIS T FOR:

2 DOC KET NO.:

ARIZONA-AMERICAN WATER COMP ANY, INC .

WS-01303A-07-0145

3

4  Cra ig  Ma rks
CRAIG A. MARKS , P LC

5 3420 E. Shea  Blvd, Ste . 200
Phoenix, Arizona  85028

6 Attorne y for Arizona -Ame rica n Wa te r Compa ny, Inc.
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Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 Wes t Was hington S tree t
P hoe nix, Arizona  85007
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Ernes t G. J ohns on, Director
Utilitie s  Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 Wes t Was hington S tree t
P hoe nix, Arizona  85007
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