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Discussion Summary

1. What are Ratings?
2. New Local Government Methodology
3. New Utility Methodology — RFC closed

4, Questions
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Meaning of Credit Ratings

What They Are:

» Independent, objective assessments of the relative creditworthiness of debt obligations

» Shorthand symbols denoting the relative ability and willingness of debt issuers to make full and timely
payment

» Opinions about the future

What They Are Not:

» Ratings are not recommendations to purchase, sell, or hold particular securities

» Ratings are not predictors of non-credit-related market price movements

» Ratings are not audits, and do not guarantee the authenticity of information from issuers
» Ratings are not public policy report cards, although politicians may use them as such

» Ratings are not fixed; they may change over time

» Rating analysts are neither financial advisors nor investment bankers
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Moody’s Long-Term Debt Rating Scale

Lowest A Obligations rated Aaa are judged to be of the highest quality, subject to the
; aa lowest level of credit risk.
Risk
A Obligations rated Aa are judged to be of high quality and are subject to very
a low credit risk. Investment
A Obligations rated A are considered upper-medium grade and are subject to Grade

low credit risk.

Obligations rated Baa are judged to be medium-grade and subject to
Baa moderate credit risk and as such may possess certain speculative
characteristics

Obligations rated Ba are judged to be speculative and are subject to

Ba substantial credit risk.
B Obligations rated B are considered speculative and are subject to high credit
risk.
Caa Obligations rated Caa are judged to be speculative of poor standing and are Speculative
subject to very high credit risk.
— . . — Grade
Ca Obligations rated Ca are highly speculative and are likely in, or very near,
default, with some prospect of recovery of principal and interest.
Highest C Obligations rated C are the lowest rated class and are typically in default, with
9 little prospect for recovery of principal or interest.
RISk Note: Moody’s appends numerical modifiers 1,2, and 3 to each generic rating category from Aa through Caa. The
modifier 1 indicates that the issuer or obligation ranks in the higher end of its generic rating category; the modifier 2
indicates a mid-range ranking; and the modifier 3 indicates a ranking in the lower end of that generic rating category.
)
Moobys GFOAT — November 13, 2014 4

INVESTORS SERVICE



- ____000___0000__]
National GO Rating Distribution for Cities
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Source: Moodys.com - Municipal Financial Ratio Analysis® as of 6/13/2014
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ASSIGNING GO RATINGS: NEW
GO METHODOLOGY AND
SCORECARD
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New Local Government GO Methodology & Scorecard

Goals of New Methodology:

»  Update prior methodology to reflect recent trends & key issues, including pensions
» Develop quantitative scorecard

Purpose and Use of the Scorecard:

» Enhances the transparency of our rating process

» Not an exhaustive list of factors that we consider in every local government rating
» Each subfactor is a quantitative metric

»  May notch up or down from scorecard-indicated rating based on additional factors
» Scorecard acts as a starting point for a more thorough and individualistic analysis

» Final rating is determined by a Rating Committee
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New GO Scorecard

Changes from Previous Methodology:

Factor 1 Factor 2 Factor 3 Factor 4
Economy/Tax Base Finances Management Debt/Pensions
30% 30% 20% 20%
Was 40% Unchanged Unchanged Was 10%
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GO Scorecard - Factors, Sub-factors and Weights

Factors & Sub-Factors Weights
Factor 1: Economy/Tax Base 30%
Full Value (market value of taxable property) 10%
Full Value per Capita 10%
Median Family Income 10%
Factor 2: Finances 30%
Fund Balance as % of Operating Revenue 10%
5-Year Dollar Change in Fund Balance as % of Revenues 5%
Cash Balance as % of Revenues 10%
5-Year Dollar Change in Cash Balance as % of Revenues 5%
Factor 3: Management 20%
Institutional Framework 10%
Operating History: 5-Year Average of Operating
Revenues / Operating Expenditures 10%
Factor 4: Debt/Pensions 20%
Net Direct Debt / Full Value 5%
Net Direct Debt / Operating Revenue 5%
3-Year Average of Moody’s Adjusted Net Pension Liability
/ Full Value 5%
3-Year Average of Moody’s Adjusted Net Pension Liability
/ Operating Revenues 5%
)
Moobys GFOAT — November 13, 2014

INVESTORS SERVICE



- _____00_00__00_0___]
GO Scorecard — Notching Factors

Adjustments/Notching Factors

Description Direction
Economy/Tax Base
Institutional presence up
Regional economic center up
Economic concentration down
Outsized unemployment or poverty levels down
Other analyst adjustment to Economy/Tax Base factor (specify) up/down
Finances
Outsized contingent liability risk down
Unusually volatile revenue structure down
Other analyst adjustment to Finances factor (specify) up/down
Management
State oversight or support up/down
Unusually strong or weak budgetary management and planning up/down
Other analyst adjustment to Management factor (specify) up/down
Debt/Pensions
Unusually strong or weak security features up/down
Unusual risk posed by debt/pension structure down
History of missed debt service payments down
Other analyst adjustment to Debt/Pensions factor (specify) up/down
Other
Credit event/trend not yet reflected in existing data sets up/down
)
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US MUNICIPAL UTILITY
REVENUE DEBT
METHODOLOGY — RFC
CLOSED
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Municipal Utility Rating Distribution for Cities

EXHIBIT 2
Municipal Utility Rating Distribution
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Source: Moody's

Source: Moodys.com - As of July 30, 2014
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Municipal Utility Revenue Scorecard — RFC closed

EXHIBIT 5
Municipal Utility Scorecard Factors
Broad Rating Factors Factor Weighting Rating Sub-Factor Sub-factor Weighting
System Characteristics 35%  Asset Condition (Remaining Useful Life) 15%
Service Area Wealth (Median Family Income) 12.5%
System Size (O&M) 7.5%
Financial Strength 35%  Annual Debt Service Coverage 15%
Days Cash on Hand 12.5%
Debt to Operating Revenues 7.5%
Management 20% Rate Management 10%
Regulatory Compliance and Capital Planning 10%
Legal Provisions 10% Rate Covenant 5%
Debt Service Reserve Requirement 5%
Total 100%  Total 100%
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Q&A
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© 2014 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their
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
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OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S
ANALYTICS, INC. 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, WITH DUE CARE, MAKE ITS
OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY
RETAIL INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS IN MAKING ANY INVESTMENT
DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL
ADVISER.

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 or in preparing the Moody’s Publications.

To the extent permitted by law, MOODY'’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained
herein or the use of or inability to use any such information, even if MOODY’S or any of its directors,
officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility
of such losses or damages, including but not limited to: (a) any loss of present or prospective profits or (b)
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rating assigned by MOODY’S.

To the extent permitted by law, MOODY'’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or
any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or
any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers, arising from or in connection with the information
contained herein or the use of or inability to use any such information.

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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