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1. On January 24, 2011, Mountain Water Company (“Mountain”) filed with the
Commission a Consolidated Petition for Declaratory Ruling and Application for Approval of Sale
and Transfer of Stock (“Consolidated Petition and Application”). The filing was denominated
PSC Docket 2011.1.8.

2. The proposed transaction which is the subject of this docket is an Agreement and
Plan of Merger between Park Water Company (“Park”) and Western Water Holdings, LLC,
("Western Water”) under which Carlyle Infrastructure Partners Western Water, L.P., wholly
owned by a group of investment vehicles associated with Carlyle Infrastructure Partners, L. P
(collectively “Carlyle”), would acquire all of the stock of Park (the “Acquisition Agreement”).
Park is a California water utility subject to the jurisdiction of the California Public Utilities
Commission ("“CPUC").

3. The Consolidated Petition and Application seeks a final order of the Commission,
issued on one of three alternative grounds, in which the Commission:

(2) Disclaims jurisdiction over the sale of Park stock to Carlyle;




{b) Decides, on a discretionary basis, to refrain from exercising jurisdiction over the

sale of Park stock to Carlyle to provide comity 1o the CPUC;

{c) Approves the transaction set forth in the Acquisition Agreement.

4. The Montana Consumer Counsel ("MCC"} intervened in this docket, and has
conducted discovery. It is not opposed to Commission approval of the transaction set forth in
the Acquisition Agreement provided the Commission conditions its approval upon the adoption
of “ring fencing” provisions.

5. The City of Missoula (“City"} and the Clark Fork Coalition (“CFC”} have also
intervened in this docket. Having entered into a letter agreement with Carlyle, both the City and
the CFC support the approval of the transaction set forth in the Acquisition Agreement.

6. The MCC, Mountain, Carlyle, and the City have settled their differences, and
agreed upon a set of ring fencing conditions upon which the Commission should approve the
transaction set forth in the Acquisition Agreement. The CFC took no position on ring fencing
in this docket, and does not oppose the agreement set forth in this Stipulation. The Parties
further agree that the agreed upon ring fencing conditions, set forth in Appendix 1 to this
Stipulation, should be the only Commission conditions upon approval of the transaction set
forth in the Acquisition Agreement.

7. The MCC and Mountain have executed this Stipuiation and filed it with the
Commission in lieu of submitting post hearing briefs on the extent of the Commission’s
jurisdiction, or the propriety of conditioning the Commission’s approval of the sale upon the
adoption of ring fencing condiﬁons.‘

8. The MCC, Mountain, Carlyle, and the City propose the ring fencing conditions
set forth in Appendix 1 as a means of resolving the remaining issues in this proceeding not

addressed in the letter agreement between Carlyle the City, and the CFC. HoweVer, none of




the stipulating parties’ positions in this docket are accepted by any of the parties by virtue of
their entry into this Stipulation, nor does itindicate their acceptance, agreement, or concession
to any particular principle or theory of utility regulation, or legal principle, embodied, or arguably
ermbodied, in this Stipulation.

g, The various provisions of this Stipulation are inseparable from the whole of the
Parties’ agreement contained in the Stipulation. The reasonableness of the proposed
settlement is critically dependent upon its adoption, in its entirety, and without modification, by
the Commission. If the Commission decides not fo adopt, in its entirety, and without
modification, the proposed setilement set forth in this Stipulation, the entire Stipulation is nulf
and void, and no party fo it is bound by any provision of it, and it shall have no force or effect
whatsoever.
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STIPULATED RING FENCING CONDITIONS
FOR PARK TO CARL.YLE STOCK TRANSACTION

Proposed Condition (a)
The Commission may audit the accounts of Mountain Water Company (“MWC”), and

Park Water Company {“Park™) and both shall cooperate fully with such Commission audits. In
addition, in cases where transactions with other affiliates are the basis of charges to or
transfers from MWC, the Commission will be provided access to all documents, data, records
and other information which pertain to these transaciions, and which are necessary for the
Commission o perform its duties under Title 9.

Proposed Condition {b)

MWC shall maintain its own financial and business operating accounts, separate from
Park’s and its affiliates’ accounts. All financial and operating books and records of MWC shall
be completely and immediately accessible at Missoula, Montana.

Proposed Condition {(c)
MWC and its affiliates will not encumber MWC's utility assets to either: (1) raise debt

capital for non-utility purposes, or; (2) o raise debt capital for utility purposes outside of
Montana, without first seeking and receiving the approval of the encumbrance from the
Montana Public Service Commission. If, at any time, Park or Western Water Holdings LLC
plans to obtain debt or other financing for non-Montana utility purposes by pledging the
ownership of MWC as security for such financing, they shall immediately provide to the
Commission a copy of their filing with the California Public Service Commission for approval
of the financing.

Proposed Condition (d)
MWGC shall not make any distribution to Park, or to any affiliate of Mountain or Park, that
would cause MWC'’s equity capital to fall below 45 percent of its rate base without first obtaining

Commission approval.

Proposed Condition (g)

If MWC, Park or Western Water Holdings LLC becomes the subject of any initial public
offering or any other public securities issuance, Mountain will advise the Commission of that
fact, and upon its request, wili provide the Commission with all related information provided to
securities rating analysts and all information submitted o the Securities and Exchange
Commission in connection with the offering, in accordance with any limitations or restrictions
upon such disclosure under federal law or regulation.

Proposed Condition ()

Unless such a disclosure is determined to be unfawful in an opinion of counsel provided
to the Commission, MWC shall notify the Commission of any declaration of dividends, or other
transfer of more than 5 percent of MWC’s shareholder equity, 30 days in advance. Cash
management is addressed in Proposed Condition {j).
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Proposed Condition (g}

Any allocation of expense to MWC, or direct charge to MWC, from Park or an affiliated
company which is included in MWC's cost of service shall be subject to the heightened scrutiny
of the Commission in MWC’s rate case proceedings.

Proposed Condition (h)

Without the prior and specific authorization of the Commission, MWC shall not transfer,
sell, lease or otherwise dispose of:

{a) any of MWC's water rights, with the exception of transfers that may be required for
permitting of new water rights required to provide water service to existing or new customers,
provided that such permitting falls within the jurisdiction of the Montana Department of Natural
Resources and Conservation and/or the Montana Water Court:

{b) any utility property which has a net book value in excess of $1,000,000 and which
is included in Montana rate base.

Proposed Condition (i)

If any material amount of MWC ufility assets that are pledged or otherwise encumbered
to secure debt issuances are divested, the net proceeds of the sale must be used to pay down
the debt, or be reinvested in utility assets in accordance with the security agreement under
which the debt was issued.

Proposed Condition (j)

in the event that MWC desires to change iis current cash management agreement with
Park, MWC shall incorporate best practices for protecting MWC's credit from the risks
associated with participating in such an agreement and shall provide the Commission with 30
days advance notice of such changes.
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