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I. Introduction 

Pursuant to Rule 11.3 (b) Park Water Company (Park), hereby files its response to the 

Motion to Compel Discovery from Park Water Company (Motion) made verbally by the 

Division of Ratepayer Advocates (DRA) at the Pre-Hearing Conference (PHC) on June 12, 2012 

(TR 15, 21- 16,5). This response is timely filed. 

At the PHC, counsel for DRA raised a concern for the first time about a discovery issue 

with Park by stating “…and they are refusing to give us information about Carlyle Group's 

capital structure and their access to capital.” (TR 16, 2-5) This statement is inaccurate and 

mischaracterizes the situation as an ongoing discovery dispute. 

On May 8, 2012 DRA sent Park a data request asking for certain information and 

documents of Carlyle Infrastructure Partners LP (CIP) and Western Water Holdings LLC 

(WWH)1 in addition to those requested for Park.  Almost a month prior to the PHC, on May 14, 

2012, Park provided its response to DRA’s data request, including objections to the requests that 

related to CIP and WWH.  Park’s objections included reasons and explanations why the specific 

information and/or documents requested were not available and/or, given the nature and structure 

of CIP and WWH, not necessary or relevant and would provide no meaningful information. 

Prior to the issue being raised by counsel for DRA at the PHC, DRA had given no 

indication to Park that it had not found Park’s discovery responses adequate. Park continues to 

maintain that its reasons and explanations for objecting to the specific requests by DRA are valid 

but also notes that those explanations indicated that most of the requested information and/or 

documents for WWH and CIP simply do not exist.  Furthermore, Park’s explanation in its 

responses did provide the information which DRA claimed at the PHC that Park had refused to 

provide – the capital structures of WWH and CIP (Park assumes that DRA’s reference at the 

PHC to “The Carlyle Group” was intended as a collective reference to CIP and WWH since 

DRA has not made any requests to Park in this proceeding for information or documents of The 

Carlyle Group).

1 WWH is Park’s immediate parent. WWH is a wholly-owned subsidiary of Carlyle 
Infrastructure Partners Western Water L.P. (CIP Western Water), which is wholly-owned by a 
group of investment fund vehicles associated with CIP. The Carlyle Infrastructure Fund, and the 
investors in that fund (primarily large institutional investors, including CalPERS), since that fund 
provided the source of the capital for the acquisition of Park’s stock are, at least in a sense, 
ultimately the investors in the equity of Park.  
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II. Sequence of Events 

The discovery in question, the only discovery in this proceeding which relates to any 

unregulated upstream parent of Park, is Data Request DRA-1. In DRA-1, with the exception of 

requests for back-up information on Park’s estimates and for historic earned and authorized 

return, all other requests  for information and/or documents, relating to credit assessments and 

ratings, debt issuances, pensions plan assets, financial statements, and capital structure 

components, were requested for CIP and WWH as well as for Park. Park received DRA-1 on 

May 8, 2012. Park responded promptly on May 14, 2012.  This response provided the 

information and documents relating to Park.  Park objected, however, to the requests relating to 

CIP and WWH on the bases that 1) Park did not have that information and/or documents; 2) Park 

does not see that the Commission’s Affiliate Transaction Rules (ATR) provide DRA access to 

the books and records of CIP or WWH in this instance; and 3) due to the structure of these 

companies (WWH is a newly created non-operating company that was formed for the purpose of 

holding Park’s stock, which is currently all that it is holding, and CIP is a limited partnership 

investment fund whose holdings do not include any other regulated utilities except Park and its 

subsidiaries) and the fact that neither company has any long-term debt, the requested information 

and documents for WWH and CIP cannot reasonably be considered necessary to address DRA’s 

concerns in this proceeding ( a copy of Park’s response to Data request DRA-1 is attached to this 

response).

On May 16, 2012 Park received DRA’s Data request DRA-2. This data request did not 

request any information or documents for CIP or WWH and did not refer to Park’s response to 

DRA-1.  Accordingly, Park had no knowledge that DRA considered that response inadequate, 

that Park’s explanations were not sufficient, or that DRA disputed the bases for Park’s objection 

to DRA’s request for information and documents relating to CIP and WWH and still sought to 

receive them, until the statements of DRA’s counsel at the PHC. 

III. The Explanations in Park’s Response Addressed Most of DRA’s Questions   

 Park’s response to DRA-1, in explaining its objection to the specific requests related to 

CIP and WWH, provided most of the information DRA requested, or made it clear that most of 

the requested information or documents do not exist.  
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Park’s explanation included the information that neither CIP nor WWH has any long-

term debt. Therefore, the specific information which DRA claimed at the PHC that Park was 

refusing to provide, the capital structure (TR 16, 2-5), was provided in the explanation contained 

in Park’s response to DRA:  since neither CIP nor WWH has any long-term debt and the 

Commission has never recognized short-term debt as a component of the capital structures for 

ratemaking purposes, both of these companies have a 100% equity capital structure. CIP, as a 

limited partnership, does not actually have any outstanding stock and does not have a capital 

structure in the same way that a corporation does. 

Park’s explanation of the nature of CIP and WWH, the relatively recent formation of 

WWH , and the fact that neither company has any long-term debt makes it clear that neither 

company has any private placement documents for debt issuances, credit reports or bond ratings 

from S&P, Moody’s, or Fitch, and are unlikely to have made any presentations to rating 

agencies, banks, insurance companies, and/or investment firms,  to have issued any prospectuses 

for equity issuances,  or to have pension plans.  WWH clearly has no financial statements 

available for the multiple years requested by DRA, as it was just organized in 2011.  Pretty much 

the only things, likely to in fact exist, that Park did not provide in its response were copies of 

whatever financial statements might exist for WWH and CIP for the timeframe requested. 

IV. The Information and Documents Requested by DRA Are Not Necessary to Address 

DRA’s Reasonable Concerns in This Proceeding 

Park maintains that the bases for its objection in its response to DRA-1 are valid. Park 

cannot provide information or documents that it does not have. In the Settlement Agreement 

between DRA and Applicants in the proceeding authorizing the acquisition of Park’s stock, the 

parties agreed that, as a condition of approval, Park and WWH, as Park’s parent, would comply 

with the Commission’s Affiliate Transaction Rules (ATR) and did not otherwise agree to provide 

access to the books and records of WWH or CIP (Condition of Approval No.27 in Appendix A 

of the Settlement Agreement, attached as Attachment A to D.11-12-007). Park does not see that 

the ATRs provide DRA access to the books and records of CIP or WWH in this instance.  None 

of the documents or information requested for CIP or WWH contains or pertains to transactions 

between Park and either of those companies.  Specifically, none of the requested financial 

statements or balance sheet capital structure components amounts for CIP and WWH for 2009-
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2011 contains any transactions with Park, a fact that can be confirmed from review of Park’s 

books. This is not surprising given that the transfer of Park’s stock to WWH did not close until 

late December of 2011, a fact of which DRA is aware (the transactions in December of 2011 

effecting the transfer of the stock to WWH were transactions between WWH and Park’s 

shareholders, not Park).

Due to the structure of these companies, explained above, and the fact that neither 

company has any long-term debt, that both the companies are 100% equity (to the extent that a 

limited partnership can be said to have a meaningful capital structure), the requested information 

and documents for WWH and CIP cannot reasonably be considered necessary or relevant to 

address DRA’s concerns in this proceeding 

At the PHC DRA justified its need for the requested information/documents relating to 

CIP and WWH by stating that it needs the information to take a proper look at the capital 

structure and cost of capital of Park and by referring to statements made by applicants in A.11-

01-019 that the acquisition of Park’s stock by WWH would enhance Park’s access to capital. 

DRA’s justifications are not well founded. 

DRA’s portrayal that Park’s ROE request in this proceeding is inconsistent or 

contradictory with statements Park made to the Commission in A.11-01-019 is incorrect.  There 

is no connection between the statement regarding enhanced access to capital and the cost of 

Park’s equity or Park’s requested ROE. A greater ability to access capital does not mean that the 

cost of that capital, especially the cost of equity capital, is going to be less, just that it may be 

more likely available rather than not. In response to the ruling of the ALJ in A.11-01-019 to 

address the potential impact of the transaction on the risk factors of Park, and therefore the ROE, 

Park told the Commission that “Park Water does not expect this transaction to have any 

significant effect on the risk profile of Park Water” (Applicant’s Submission of Supplementary 

Information, page 9, filed March 11, 2011 in A.11-01-019). DRA implied at the PHC that the 

size of Park’s ROE request, given decreased interest rates, indicated there was some concern for 

DRA to address. In A.09-05-003 Park decided to constrain its ROE request to 11.9% but its 

consultant’s recommended ROE for Park was 13.0%.  In this proceeding Park is requesting its 

consultant’s recommendation of 11.95%, over 100 basis points lower than its consultant’s 

recommended ROE in A.09-05-003. Park’s ROE request is not inconsistent with the statements 

made to the Commission in A.11-01-019 and does not indicate any necessity to review 
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information or documents of CIP or WWH. Further, the idea that Park has some unlimited access 

to additional capital through CIP and WWH is incorrect. Other than the potential for Park, with a 

parent, to be more attractive to lenders, that access is limited not only by the willingness of CIP 

and WWH to further invest, but also by the Conditions of Approval for the acquisition of Park 

which state: “Any activities or actions directed at enhancing or increasing Western Water’s 

investment in Park Water will require Commission approval for reflection of such investment in 

rates.” (Condition of Approval No. 24 in Appendix A of the Settlement Agreement, attached as 

Attachment A to D.11-12-007) 

 DRA’s contention that information on Park’s parent and the upstream Infrastructure Fund 

providing the source of investment in Park’s stock is relevant has been addressed by the U.S. 

Supreme Court. In 1989, in Duquesne Light Co. v Barasch, the U. S. Supreme Court found that 

the cost of common stock was ". . . the return required to sell such stock upon reasonable terms 

in the market." [488 U.S. at 310, n. 7]. The source of funds to buy shares of common stock, 

however, does not change the cost of equity. The owners of the utility could be individuals who 

bought stock on margin or bought it with 100% of their own funds, or be a partnership, a 

developer, a holding company or some other type of entity.  The identity or structure of the 

owner does not change the underlying cost of equity. For companies that have no publicly-traded 

common stock, like Park, as well as those that do, the U. S. Supreme Court stated that the test of 

a fair rate of return is tied to the cost to raise new equity. 

 The Commission has already addressed the issue of whether the capital structure of a 

parent company should be considered when determining the capital structure and cost of capital 

of its regulated utility subsidiary. In A. 06-07-002 (for Valencia Water Company) DRA proposed 

an adjustment to Valencia’s capital structure due to its large parent company (D. 07-06-024, 

pages 16-17) and argued that Valencia, due to its parent, should not be considered a small 

company for purpose of assessing risk and ROE (D. 07-06-024, page 25). The Commission 

rejected DRA’s arguments finding that “Valencia is a small water company notwithstanding its 

ownership by a large real estate development company.” (Finding of Fact No. 15) and “Small 

water companies typically have higher costs of capital than large water companies.” (Finding of 

Fact No. 16) The Commission also concluded “Valencia’s capital structure for ratemaking 

purposes should be its actual capital structure.” (Conclusion of Law No. 2)
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V. Conclusion

For all the above reasons, Park believes that it responded appropriately to DRA’s data 

request.  Following the PHC Park provided DRA-1 to its parent and requested confirmation as to 

which of the data requested by DRA for CIP and WWH exists, and whether there are any 

confidentiality concerns. Park can confirm to DRA that neither CIP nor WWH has any long-term 

debt, short-term debt, placement documents for debt or equity issuances, lending agreements, 

credit reports, corporate credit or bond ratings, or pension plans or expected return on pension 

plan assets. Therefore the majority of the information and/or documents requested for CIP and 

WWH simply do not exist.  The capital structure for WWH is 100% equity. The capital structure 

for CIP, to the extent that a limited partnership can be said to have one, is effectively 100% 

equity. Accordingly, Park believes that the only documents requested which exist are the 

financial statements.  

 Nonetheless, Park is willing to work with DRA to attempt to resolve this matter 

expeditiously. Park still does not see any necessity for DRA to access the financial statements it 

has requested, but is willing to discuss this with DRA and attempt to address DRA’s concerns. 

 Park has also contacted DRA staff to set up a meeting to discuss this matter. Park 

proposes that the parties, Park and DRA, be allowed to attempt to reach a mutually acceptable 

resolution. 

 Dated at Downey, California, June 18, 2012. 

    Respectfully submitted, 

    PARK WATER COMPANY 

By:  /s/ Leigh K. Jordan  

LEIGH K. JORDAN 
Executive Vice President 
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VERIFICATION

STATE OF CALIFORNIA  )  ss. 
COUNTY OF LOS ANGELES ) 

 I, Leigh K. Jordan, am Executive Vice President of the Applicant corporation herein and 

am authorized to make this verification on its behalf.  The statements in the foregoing document 

are true to my own knowledge, except as to the matters which are therein stated on information 

and belief, and as to those matters I believe them to be true. 

 I declare under penalty of perjury that the above is true and correct. 

 Executed at Downey, California, this 18th day of June 2012. 

  /s/Leigh K. Jordan  
       LEIGH K. JORDAN 
       Executive Vice President 
















