
 

OFFERING CIRCULAR 
 

AFUERA DE CHORRO MUTUAL WATER COMPANY,  
A California Nonprofit Mutual Benefit Corporation 

(Updated 3.08 2020) 

This Offering Circular has been prepared pursuant to the California Corporations Code, 
including the provisions of the Corporate Securities Law of 1968, and the regulations promulgated 
thereunder governing the issuance of memberships by California mutual water companies. 

OFFERING 

Afuera de Chorro Mutual Water Company (the “Company”) provides water for 
domestic use and fire protection to its members. Its members are the owners of lots located in the 
“Perozzi Ranch Subdivision” situated in the County of San Luis Obispo (the “County”) on the eastern 
side of the San Luis Obispo Edna Valley (the “Service Area”). The Company’s Amended and Restated 
Articles of Incorporation provide a legal description of the Service Area. A copy of the Articles is 
attached hereto as Exhibit “A”. Two different maps of the Service Area are also attached. The first 
map, attached hereto as Exhibit “B”, is a copy of the map recorded with the Clerk-Recorder of San 
Luis Obispo County (the “County Map”). For purposes of this Offering Circular, the County Map has 
been modified to include the Lot number designations used by the Company when referring to the lots 
within the Service Area. The second map of the Service Area (the “System Map”) is an exhibit to the 
Engineer’s Report of Terence K. Orton, P.E., attached hereto as Exhibit “C” (the “Original Engineer’s 
Report”). The System Map provides a visual depiction of the location of various portions of the 
Company’s water system. Please be advised that the parcel numbers set forth on the System Map do 
not correspond with the Lot number designations used by the Company. The Lot number designations 
used by the Company and in this Offering Circular are those set forth on the County Map. 

There are currently 32 lots in the Service Area. The Company has duly issued 32 
memberships.  A current membership list is attached hereto as Exhibit “G”. 

The County’s zoning regulations allows for Lots 3 through 5, 8 through 15 and 17 to 
be split into two lots and for the construction of second residences on each of Lots 18a, 18b, and 19.  
Thus, the Service Area has the potential to include up to 40 single-family residences to be served by 
the Company’s water supply, distribution, and fire protection system. The system currently has 32 
members, 5 potential future members, and 3 potential second residences on Lots 18A, 18B, and 19 
for a total of 40 connections. 

Due to the potential requests for additional water service connections, the Company 
hereby offers to issue a new membership to each new lot or residence upon final approval by the 
County, and upon the County’s issuance of a permit for the construction of a first or second residence 
on any lot within the Service Area. One membership will be issued for each new lot or residence, 
regardless of the number of owners of each lot. Each membership will be appurtenant to the respective 
lot, and may not be sold, exchanged or otherwise transferred separate from such lot except as 
described in the “assessment” section below. Each new membership will be subject to a new 
membership fee of $250.00 payable to the Company by the incoming member.



 

WATER SUPPLY, DISTRIBUTION AND  
FIRE PROTECTION SYSTEM 

The Company installed its water supply, distribution and fire protection system in 1982 
during development of the Perozzi Ranch Subdivision (the “Water System”). As shown on the System Map 
attached as an exhibit to the Original Engineer’s Report (Exhibit “C”), the Water System now consists of: 
(i) five operational wells (numbered 1, 3, 11, 13 and 15); (ii) five pumps, including three 5 hp Jacuzzi model 
5S425-27 pumps, one 7.5 hp Jacuzzi model 75S650-15 pump and one Franklin 5 hp pump model # 
2JS5SS4PE; (iii) 22 service connections (one lot has two houses); (iv) two storage tanks with a combined 
capacity of 155,000 gallons; (v) mains varying from six to eight inches in diameter; (v) a filtering system; 
(vi) metering pumps; (vii) a Stenner Liquid Chlorinator; and (viii) fire hydrants, blow off valves, and related 
equipment. 

The Company supplies water for domestic use and fire protection only. Company water 
shall not be used for agricultural production. Because the Company’s water supply capacity varies with 
seasonal rainfall, water use shall be subject to the Company’s Water Conservation Policy in effect. The 
Board may also adopt other rules and regulations to assure that members receive adequate and reliable 
service to the extent reasonably possible given the natural water supply conditions each year. 

Water Supply and Distribution System 

Groundwater flowing through the fractured rock beneath the Service Area is pumped from 
the Company’s five wells into two storage tanks located on Lot 18b. The Company’s second water storage 
tank was installed in 2009. This 95,000-gallon tank increased the Company’s water storage capacity to 
approximately 155,000 gallons. The Company’s engineer has determined that the expanded capacity will 
adequately serve the Service Area if all 40 potential homes are built. In addition to the Company wells, Lots 
18a, 18b and 19 each have a private well within the Service Area for agricultural irrigation on the large lot. 
The irrigation wells are not owned, operated or regulated by the Company. 

County standards provide that the Water System should be able to maintain normal 
operating pressure of at least 25 pounds per square inch (or “psi”) but no more than 125 psi at each service 
connection, and meet the applicable fire protection design standards. As indicated by the Original 
Engineer’s Report, the gravity pressurized system provides reliable water pressure at the middle of the 
desired range for normal operation (without fire flow). If any residences are constructed on the elevated 
portions of Lots 18a, 18b and 19, however, those residences will likely require booster pumps to meet these 
minimum pressure requirements. As part of the planning for any such residences, separate review will be 
required to determine how to adequately serve them and the cost of the required extra equipment. 

The first 1,480 lineal feet of the Water System is an 8-inch asbestos concrete pipe. The 
remaining 2,617 lineal feet is 6-inch main. The engineer believes the main system will be sufficient to 
serve the additional residences without retrofitting work. Due to the large lot size, small number lots and 
topography within the Service Area, a grid or loop type system is not feasible. Consequently, the Water 
System has long dead end mains. The system has all necessary approvals for the excess length of the dead 
end mains because they each end at either a fire hydrant or blow off to facilitate cleansing of the Water 
System. 

Fire Protection System 

The fire protection component of the Water System was designed to meet County and Cal 
Fire (also known as the California Department of Forestry and Fire Protection) requirements. The designed 
fire hydrant spacing was approximately 1,000 lineal feet. However, actual spacing was based on locations 
approved by the County and Cal Fire. Under applicable Cal Fire regulations, minimum fire flow is 1,000 



 

gpm for two hours. The Water System currently meets these requirements. Additional fire hydrants and 
larger mains may need to be installed to meet applicable standards as new residences are built. 

The Company’s maintenance of the fire protection system has included repair of broken lines, 
and periodic flushing of the lines. In the past, Cal Fire provided somewhat regular (but less frequent than 
annual) flow tests. Cal Fire has apparently ceased providing such services. Current flow tests show that the 
system can maintain the required amount of fire flow with a residual pressure of 20 psi. While the Company’s 
water supply is expected to be adequate to meet fire protection requirements the Service Area at full buildout, 
pumper trucks may be required to maintain minimum pressure requirements for fire flow to any residences 
constructed on the elevated portions of Lots 18a, 18b and 19. 

Landscaping Irrigation 

The Company expects that the Water System will have adequate capacity for the irrigation 
of standard residential landscaping. The company defines a reasonable amount of landscaping as one acre 
per residence, or the square footage stipulated by the County, whichever is less. The Company can make 
no assurance, however, that there will be adequate capacity and water supply for any amount of landscaping. 
In the event of a water shortage, the Company reserves the right to limit the amount of water available for 
use by each residence, restrict the types of water uses, specify the time that water may be used, and/or 
impose other similar restrictions to ensure that adequate water is available for essential domestic needs. The 
Company may terminate service to any lot if the occupants violate the restrictions. 

ENGINEER’S OPINION 

The most recent update to the Original Engineer’s Report dated March 6, 2020, prepared by 
The Wallace Group, opines that the information contained in the Original Engineer’s Report remains 
accurate and that the water supply system of the Afuera De Chorro Mutual Water Company complies with 
Sections 260.140.71.3 for the total supply water supply, distribution and fire protection system present and 
proposed and concludes that a single, completely integrated and serviceable water supply and distribution 
and fire protection systems exist, and further concluded that there is an adequate quantity of water available 
for the current  and proposed requirements for the system.  

The opinions expressed in the update to the Original Engineer’s Report are opinions only 
and do not guarantee that the Water System will operate in the manner described therein. The Wallace 
Group has no material interest of any nature in the Company. 

RIGHTS AND DUTIES OF MEMBERS 

The Company’s Bylaws, attached hereto as Exhibit “D”, provide that each owner of a lot 
shall be entitled to be a member of the Company. In general, there shall be only one (1) membership for 
each lot and only one (1) vote allocated to each such membership. The only exception is that Lots 18a, 18b 
and 19 are each allowed a second residence and will be allowed a second vote so long as they have a second 
service connection subject to Company assessments. A vote cast on behalf of any lot shall be conclusively 
presumed to be the vote of all of the owners of that lot. Memberships can be transferred or assigned only 
with the transfer or assignment of the lot to which the membership is appurtenant. No fractional 
memberships of the Company may be issued. 

The Company is managed by a Board of Directors, consisting of five (5) members, elected 
by the members. The Board meets at least once per quarter, and all meetings are open to members. 
Prospective members should review the Articles and Bylaws for a complete description of the rights and 
duties of the members of the Company. 



 

The Company has the power to levy assessments. Assessments levied by the Company are 
used to maintain, repair, operate and improve the Company’s water system for the benefit of all members. 
Assessments may also be used to discharge obligations of the Company, reimburse the Company for costs 
incurred in bringing a member into compliance with its rules and regulations, and fund the Company’s 
operating and reserve accounts. Assessments are levied by the Board of Directors. 

In addition to the $250.00 new membership fee, each owner of a membership under this 
Offering will be required to pay all Regular Assessments, Use Assessments and Special Assessments for 
the lot benefited by the membership. Upon the issuance of County’s approval of a lot split or permit for the 
construction of a second residence, the Company may immediately levy a New Service Assessment.  This 
New Service Assessment will be the sum of two parts.  1) an amount calculated to be the proportionate 
share of the depreciated cost of the existing Water Company infrastructure, and 2) the projected costs of 
extending the Water System’s infrastructure to serve such lot installing a water meter. The costs of 
installing a water meter and extending water service to each new lot and residence cannot be known in 
advance due to the unique circumstances and topography of each of the existing lots and the inability to 
predict how new lots and residences may be configured. Therefore, the Company will assess the actual cost 
when it is known. The lot owner must promptly pay, and the Company will refund the difference between 
any amount prepaid for the new service and the actual cost of extending service. 

The obligation to pay assessments is the personal debt of each owner. If an owner is delinquent 
in the payment of assessments, the Company may sue the owner directly to recover the amount owed, and, in 
addition, may impose a late charge, revoke the owner’s interest in the Company and sell the owner’s rights to 
receive water, or impose a lien on the owner’s lot and foreclose the lien. The Company also has the power to 
issue fines for noncompliance with its rules and regulations. Additional information concerning Assessment 
procedures is set forth under Article V of the Bylaws (Exhibit “D”). 

BY ACCEPTING A DEED TO A LOT WITHIN THE COMPANY’S SERVICE AREA, 
EACH OWNER COVENANTS TO PAY ALL ASSESSMENTS, INCLUDING REGULAR, SPECIAL, 
USE AND NEW SERVICE ASSESSMENTS, AS THE CASE MAY BE, TO THE COMPANY, AS SUCH 
ASSESSMENTS ARE ESTABLISHED, LEVIED AND COLLECTED BY THE BOARD OF 
DIRECTORS. 

COMPENSATION OF OFFICERS, DIRECTORS, AND THIRD PARTIES 

No director or officer of the Company currently receives any compensation for services 
rendered on behalf of the Company in such capacity. A director or officer may, however, be reimbursed for 
reasonable expenses that are actually incurred in the performance of his or her duties. The Board does have 
the power to set reasonable compensation for directors and officers of the Company but, to date, has chosen 
not to provide for compensation. The Board has the duty to require any compensation paid to any person 
providing goods or services to the Company is reasonable in all respects and does not exceed the customary 
and normal amounts paid for goods and services of similar quality and quantity in San Luis Obispo County. 

TRANSFERABILITY OF MEMBERSHIPS 

Each membership in the Company is appurtenant to a lot in the Service Area and may only be transferred 
along with transfer of fee title to the lot. Membership in the Company automatically transfers to the new 
record owner(s) of the lot benefited by the membership. 

BOOKS AND RECORDS 

The Bylaws set forth rules allowing any member to inspect and copy the books and 
records of the Company, including the membership register, books of account, financial statements, 
meeting minutes of the Board or committees. In general, inspection or copying must be done during 
business hours and must be for a purpose reasonably related to that member’s interest as a member. 



 

 

WATER SYSTEM MAINTENANCE 
AND OPERATING AND RESERVE ACCOUNTS 

The Company is responsible for the maintenance and repair of the Water System. The 
Board of Directors must establish water rates sufficient to accumulate and maintain a fund for the 
repair and replacement of the Water System. The rates charged must bear a reasonable relationship 
to the cost of furnishing water. Unimproved lots must bear a proportionate share of the cost of repair 
and replacement of the Water System as well as a proportionate share of the cost of maintaining the 
replacement fund. Any prospective purchaser is entitled to review the Company’s budget, balance 
sheet and schedule of rates to determine the current costs. 

OPERATING BUDGET 

Attached hereto as Exhibit “E” is an Operating Budget for the current fiscal year. The Board 
shall cause an operating budget to be prepared and distributed to the members not fewer than forty-five (45) 
days nor more than sixty (60) days prior to the beginning of the year to which the budget relates. 

FINANCIAL STATEMENTS 

Attached hereto as Exhibit “F”, is a copy of the reviewed financial statements of the 
Company for the Company’s four most recently completed fiscal years. 

RISK FACTORS 
 
Each perspective purchaser should be aware of the risk inherent in owning and operating 

the Company. Such risks could hinder the effective operation of the Company or substantially increase 

the cost of operating the Water System. For example, the Company has a single source of water—local 

groundwater. Therefore, its available water supply varies greatly with seasonal rainfall. Accordingly, 

emergency drought policies and water use restrictions are likely to be imposed periodically. Equipment 

malfunctions or failures will also periodically substantially increase the cost of maintaining and 

operating the Water System. Generally, other than existing members, no member of the Board of 

Directors or officers of the Company will have prior experience in operating a water company.  

INSURANCE 
 

The Company’s policy is to maintain general liability and casualty loss insurance 

coverage that is appropriate to the size, scope and type of water system operated by the Company.   

HEALTH PERMIT 

The County of San Luis Obispo Environmental Health Services issued Domestic Water 
Supply Permit number 4000744 to the Company on October 9, 2003, certifying that the water provided by 
the Company is fit for human consumption. The Permit remains in effect according to its terms unless and 
until it is amended or revoked by the County. 

DISCLAIMERS 

THE COMMISSIONER OF CORPORATIONS OF THE STATE OF CALIFORNIA DOES 

NOT RECOMMEND OR ENDORSE THE PURCHASE OF THESE SECURITIES. 



 

THE COMPANY IS NOT SUBJECT TO THE REGULATION OR CONTROL OF THE 

CALIFORNIA PUBLIC UTILITIES COMMISSION (“PUC”). THE ABSENCE OF SUCH REGULATION 

MEANS THAT NO GOVERNMENTAL AGENCY WILL REVIEW THE RATES SET BY THE COMPANY 

TO ENSURE THAT THEY ARE JUST, FAIR AND REASONABLE. THERE WILL BE NO OPPORTUNITY 

FOR A PUBLIC HEARING WHEN RATES ARE SET OR OTHER ACTION IS TAKEN BY THE BOARD 

OF DIRECTORS. ALTHOUGH MEMBERS HAVE SOME CONTROL OVER DIRECTORS BY WAY OF 

ELECTION, ABSENT MALFEASANCE OR OTHER UNLAWFUL CONDUCT BY THE DIRECTORS, 

MEMBERS CANNOT RESORT TO ANY GOVERNMENTAL AGENCY FOR REDRESS OF 

COMPLAINTS CONCERNING THE QUALITY OR QUANTITY OF WATER SUPPLIED, THE RATES 

CHARGED OR THE OPERATIONS OF THE WATER COMPANY. 


