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Moody’s Water Enterprise Ratings

Overview
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Moody’s Ratings Indicate Relative Credit Risk

Source: Moody’s Rating Symbols and Definitions, Sept. 2013
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Municipal Default Rates Have Been Extremely Low

Cumulative Default Rates, Average over the Period 1970-2012

All Municipals

Rating Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10
Aaa 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Aa 0.00% 0.00% 0.00% 0.00% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01%

A 0.00% 0.01% 0.01% 0.02% 0.02% 0.03% 0.03% 0.04% 0.05% 0.05%
Baa 0.01% 0.03% 0.06% 0.09% 0.12% 0.15% 0.19% 0.22% 0.26% 0.30%
Ba 0.18% 0.55% 0.92% 1.30% 1.63% 1.95% 2.28% 2.53% 2.72% 2.85%
B 2.21% 4.24% 6.14% 8.07% 10.02% 11.32% 12.07% 12.61% 13.13% 13.88%
Caa-C 5.77% 8.15% 9.67% 10.34% 10.74% 11.18% 11.67% 12.21% 12.66% 12.66%

Moody’s US Municipal Bond Defaults and Recoveries, 1970-2012 - Excel data, May 7, 2013




Municipal Ratings Overall are Relatively High Compared
to Corporate Ratings
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Moody’s Water Enterprise Ratings Are Relatively High
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No Moody’s-Rated Water Enterprise Defaults for Over
40 Years

[1] Solely sewer enterprise defaults: Jefferson County, AL, and Oakdale, CA
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Municipal Defaults Have Been Rising
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Post-Default Recoveries Have Been Trending Lower?

Source: Moody’s Special Comment :Recent US Local Government Defaults Point to Lower Recovery Rates, Sept. 12, 2013
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Water Enterprise Rating

Methodology
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Rating Assighments are Guided By Moody’s Water and
Sewer System Rating Methodology
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All Rating Methodologies are Publicly Available on
Moodys.com
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All Rating Methodologies are Publicly Available on
Moodys.com
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All Rating Methodologies are Publicly Available on
Moodys.com
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Moody’s Most Recent Methodologies Have
“Scorecards” and Explicit Rating Factor Weights
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Moody’s Most Recent Methodologies Have
“Scorecards” and Explicit Rating Factor Weights
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Older Methodologies are Driven By Key Rating Factors
Without Specific Weights
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Older Methodologies are Driven By Key Rating Factors
Without Specific Weights
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Rating Outcomes are Significantly Influenced By

“Medians” ...

National Medians for Water & Sewer Enterprises

Aaa Aal Aa2 Aa3 Al A2 A3 Baal Baa2

Operating ratio (%) 63.8 55.6 58.4 60.6 60.0 66.6 76.4 60.4

Net Take-Down (%) 44.2 51.0 43.6 42.4 42.0 36.6 27.2 42.0

Debt Service Safety Margin (%) 27.0 22.8 19.8 20.1 18.5 10.9 8.8 19.7

Debt Ratio (%) 22.9 33.2 28.2 34.1 37.0 32.7 37.6 59.9

Total Annual Senior Lien Debt Service Coverage (x) 4.33 2.36 2.67 2.25 2.56 2.77 1.62 2.13

Total Annual Debt Service Coverage (x) 3.27 2.00 2.12 1.97 1.88 1.64 1.36 1.89

Maximum Annual Debt Service Coverage(x) 3.81 1.93 2.14 1.77 1.82 1.34 1.29 1.54

Unrestricted Reserves as a Percentage of O&M (%) 141.2 117.9 112.1 96.5 84.7 42.2 43.7 69.7

Net Working Capital as a Percentage of O&M (%) 190.1 198.5 165.4 163.4 141.5 80.8 68.7 78.3

Total Operating Revenues ($000) 125,910 | 100,310 | 41,032 | 20,993 | 12,317 9,388 8,526 6,435
National Water Medians

Aaa Aal Aa2 Aa3 Al A2 A3 Baal Baa2

Operating ratio (%) 52.0 54.9 60.5 59.4 61.2 59.3 55.6 70.0 72.5
Net Take-Down (%) 50.1 47.5 43.9 44.7 42.4 46.0 44.5 31.5 30.8
Debt Service Safety Margin (%) 28.2 24.8 23.4 18.7 20.8 17.8 10.5 14.5 -1.3
Debt Ratio (%) 28.9 39.8 27.8 35.6 314 41.3 38.8 52.3 51.6
Total Annual Senior Lien Debt Service Coverage (x) 2.47 2.78 2.64 2.09 2.34 1.98 1.34 2.22 1.0
Total Annual Debt Service Coverage (x) 2.19 2.70 2.28 1.82 2.18 1.77 1.29 2.12 1.0
Maximum Annual Debt Service Coverage(x) 1.69 2.29 2.16 1.66 2.11 1.66 1.06 2.30 1.0
Unrestricted Reserves as a Percentage of O&M (%) 67.8 75.6 99.2 67.9 93.4 112.4 40.9 48.8 137.1
Net Working Capital as a Percentage of O&M (%) 189.7 127.2 148.7 131.1 118.1 137.8 105.4 115.1 134.3
Total Operating Revenues ($000) 116,042 | 96,714 25,490 | 10,891 5,724 3,763 3,317 1,500 3,969
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...and “Comparables”
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- 00000000
Comparables are Available to Moody’s MFRA Subscribers

Water and Sewer

MFRA = Water and Sewer > Customized Filter Query

warer T ey e e
Analyst Adjusted - Comp Report

» WView Criteria

Report Format: Date Display: Years Displayed:

Entity - Horizontal Layout - Date Ascending - All Years Selected -

Selected Financials and other Datapoints

General Entity Information

Medians

Moo=t Recent
Aovailable

Bewerlhy Hills
[ City OFf) Water
Enterprise, CA

Most Recent
Anvrailable
(AL E/30/2012)

Cincinnati {City
of) Water
Enterprise, OH
Most Recent
Available
(AL:12,/31/2012)

Cobb County &
Marietta Water
Authority, GA
Mo=st Recent
Aovailable
(A8:12,/31/2012)

Current Senior Most Rating* Saa Aaa Aaa Aas
Rewvenue Backed Rating Description WY LT SR REW LT SR REW LT SR REW
State M A oH Ll
Financial Drata : Balance Sheet Data
Total Current Cash, Cash Equivalents and 34,126 13,904 15,147 8,47C
Inwvestments{($000)
Financial Data : Income Statement Data
Total Operating Revenues ($000) 116,042 31,125 135,384 T2, 73Z
Sross Revenues ($000) 135,289 51,443 139,056 F4,114
Financial Data : Key Financial Ratios =
Operating ratio (%) 52.0 65.9 56.0 32.E
Met Take-Down (2] 50.1 4.7 45.5 653.1
Debt Service Safety Margin (%) 28.2 13.58 13.7 57.C
Crebt Ratio (2%6]) 28.9 44.1 37.7 19.E
Total Annual Senior Lien Debt Service 2.47 2.19 1.50 8.77
Cowerage ()
Total Annual Debt Service Cowverage (x) 2.19 2.19 1.43 6.1E
Maximum Annual Debt Service Cowverage(x) 1.69 i.21 1.35 5.51
Met Working Capital as a Percentage of 189.7F 107 .4 393.2 S04.E

Oa&M (%)
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Recent Water Enterprise Credit

Developments
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Key Risks and Recent Developments

» Distressed local government contagion risk

e Detroit
— Plan of Adjustment would result in GO recoveries of about 20%, with water and sewer
recoveries as high as100%

o Jefferson County
— GOLT recoveries (88%) were higher than sewer warrant recoveries (54%)

e Stockton
— Water and sewer unimpaired through bankruptcy

» Continued regional droughts

e California--no rating or rating outlook changes to date
e Southwest--Colorado River storage “sufficient” through 2016

» Rate raising fatigue

» Efficiency gains fall behind rate of population and income growth
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Moody’s New Issuer Guide, Published Feb. 21, 2014
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© 2013 Moody’s Investors Service, Inc. and/or its licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. (“MIS”) AND ITS AFFILIATES ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES,
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'’S (“MOODY’S PUBLICATIONS”) MAY INCLUDE
MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’'S DEFINES CREDIT RISK AS THE
RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT
RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS
INCLUDED IN MOODY'’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S
ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

All'information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from
sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or validate
information received in the rating process. Under no circumstances shall MOODY’S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the procurement,
collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages
whatsoever (including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The ratings,
financial reporting analysis, projections, and other observations, if any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of
fact or recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its own study and evaluation of each security it may consider purchasing,

holding or selling.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR
OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCQ”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from $1,500 to approximately
$2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors
of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com
under the heading “Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to “wholesale clients” within the meaning of
section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a representative of, a
“wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act
2001. MOODY'’S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail clients. It would
be dangerous for retail clients to make any investment decision based on MOODY'’S credit rating. If in doubt you should contact your financial or other professional adviser.
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