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Please state your name, occupation and address. ,
My name is Charles McKenna Rial.” 1 am the Principal of Bass Creek

Advisors, Ltd., a broker-dealer registered with the Securities and Exchange

- Commission and a Member of the Financial Industry Regulatory Authority. Bass

Creck Advisors provides capital raising services for private equity firms. I also
have a small consultin;g business, Charles Rial & Associates, which undertakes
assignments not requiring a broker-dealer registration. Our offices are at 1109
Forest Service Road 1136, Stevensville, MT 59870. '

Please describe your educatioﬂal background and professional experience.

I attended Georgetown University. My business education has been the
result of practical experience. I have been in the private equity business since
2000. I served as a Managing Partoer for a leading small middle market private
equity firm in their European activities. [ have worked extensively with a series of
private equity firm clients over the past 11 years. I formed Charles Rial &
Associates in 1987 to assist clients by providing entrepreneurial services and in
arranging financing for business expansion and acquisitions and commercial real
estate projects. In 2006, I formed Bass Creek Advisors, Ltd. to assist private
equity and development organizations in raising investment capital.

From the late 1970s to the mid-1990s, I led a series of consulting
enterprises that worked in distressed communities from rural Alaska to the Navajo
Reservation to Liberty City in Miami. |

From 1988 to 1994, I served as Founding Managing Director for Shorebank

- Advisory Services, a consulting business which specialized in development

finance.

From 1994 to 2000, I served as President and then Chairman of the
Management Committee of Shorebanc Cleveland Corporation, a development
bank holding company.

From 2004 to 2006, I provided consulting services through Charles Rial &

Associates to the subsidiary of a major U.S. insurance company. Charles Rial &
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Associates assisted the insurer in the fundraising for a $1 billion mezzanine and
private equity co-investment fund.

In 2006 and 2007, Bass Creek Advisors assisted a small middle market .

‘leveraged buyout firm raise $200 million in capital. I am currently assisting that

same client in pre-marketing for their next fund.
On whose behalf are you testifying in this proceeding?

I am testifying on behalf of the Clark Fork Coalition.
What documents have you reviewed in preparation for the testimony you are
providing in this proceeding?

I have reviewed Carlyle’s Investment Committee Memorandum and the
Private Placement Memorandum of Carlyle Infrastructure Partners, L.P.
Having read the documents provided, please provide your perspective on the
proposed sale of Moﬁntain Water Company to The Carlyle Group.

The basic concern of the Clark Fork Coalition is that post-Carlyle’s
ownership period (which would reasonably be expected to be @ ycars with the
potential for a slightly shorter or longer hold period) is that the subsequent buyer
(who would purchase it from Carlyle) would be a financial buyer—typically
another private equity firm—and would have a similar _ownership '
period as part of its strategy. The preferred method of sale according to the Carlyle

documents is E—_— G |
as the Carlyle documents indicate ,
The concern is that Park Water would have a series of gy

owners which may not have the quality reputation for stewardship of their

companies rightfully earned by The Carlyle Group. It 1s this potential uncertainty

that the Clark Fork Coalition sees as problematic.
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It is clear from the Carlyle documents that< GGGy
< <o Ca:lylc ownership of Mountain Water is

not perceived as a risk. The amount of debt Carlyle intends to place on the
company is not burdensome and they appear to be comfortable with local
management. |

To the extent there is a risk, it is longer term, particularly as it relates to the
character of ownership post-Carlyle. To mitigate this potential risk, the Clark Fork
Coalition believes it would be in the public’s interest to condition the approval of
the Carlyle acquisition upon the City of Missoula receiving an option or first right
of refusal or similar agreement to purchase Mountain Water from Carlyle at their
sale of the company. |
What would be a reasonable method of assigning a value to Mountain Water
if the City of Missoula is granted a right to purchase it from Carlyle?

Any sale to the City of Missoula should be at fair market value and take
into account any diminution of value to Carlyle by selling Park Water withbut
Mountain Watef as part of it. Typically in private equity sales, ;company with a
larger EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization)
will fetch a higher purchase price multiple, driving a higher overall value. Without
the EBITDA from Mountain Water, the relative size and market attractiveness at
sale may be less. This depends on the overall earnings of the company at sale
relative to Mountain Water’s earnings. If Carlyle is successful in growing Park
Water to significant scale g | | | ERGTNGGNGENGNGENY
S then the percentage that Mountain Water is of the whole would likely be
considerably less, and carving out Mountain Water at sale would be expected to
have relatively modest impact on value. However, if Mountain Water remains in
the range of SN of overall Park Water EBITDA, then the impact on value
could be expected to be greater.

Do you have a recommendation on how such a condition could be structured?
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There are a variety of ways to structure such a condition. One simple

mechanism is at the time of sale for each party to engage an appraiser and, if they

~do not agree on the company’s value, to have those two appraisers agree on a third

appraiser whose valuation would be. the final word. However on the nature of that
agreement, it is best to defer to the City of Missoula and Carlyle to negotiate any
such provision,

Does this conclude your pre-filed direct testimony?

Yes, it does.



