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Opinion

NEW YORK, Apr 8, 2011 — Moody's Investors Service has assigned an initial Aa2 underlying rating to the Gity of Arlington Municipal Drainage
Utility System's (TX} $25.6 million Revenue Bonds, Series 2011. Praceeds from the current sale will finance general starm water drainage
improvements throughout the city.

RATING RATIONALE

Tha bands are secured by a first lien on the gross revenues of the system. Tha AaZ rating reflects the system’s large and diverse service afr,
stable revenue source projected to provide healthy debt service coverage, and somewhat weak legal provisions.

STRENGTHS

*Gross revenue pledge

*Stable revenue source

CHALLENGES

*Springing debt senvice resernve

*Significant additional capital needs

DETAILED CREDIT DISCUSSION

MATURE SERVICE AREAIN DFW METROPLEX

Lacated in Tarrant County {Aaa general obligation rating), the City of Arlington (Aa1) has a significant base in single-family residential
developments hut has alsa diversified with large commercial and industrial developments, establishing Arlingtan as a regional employment
center localed equidistance from Ft, Worth and Dallas. Officials anticipate that the residential component of the tax base is approaching full
build-out white the commercial and refail sectors have some modest expansion and redevelopment opporfunities. Inclusive of a 5.9% decline in
the most recent year, the tax base has experlenced a 1.3% average annual rate of growih over the past years, reaching $17.2 billicn in fiscal
2011,

The city's population has grown approximately 10.8% since the 2000 U,S, Census to an estimated 368,854 residents in 2011, Wealth levels are
slightly above average as measured by per capita incame and median family income (from 2000 U.S, Census) at 114.4% and 122.3% of the
state averages, respactively. The city’s Decenber 2010 unemploymant rate was 7.4%, below the state (8.0%} and naficn (9.1%) far the same
fime period.

STORMWATER FEE STRUCTURE

The City of Arlington (Aa1 general obligation rating) established the Munlcipal Drainage Utility System In August of 1990 to pratect the public
health and safety from loss of life and property caused by surface water overfiows and surface water stagnation. Drainage improvements were
historically funded by the General Fund until storm waler feas ware implemented i fiscal 1990. Residential and commercial rates are billed
manthly through the cily's utility billing system. Residential properties are charged a fiat monthly fee while commercial properties are charged
based on the amount of impervious area square foatage, In 2007, the city Implemented a $4.25 fee and was phased in over a period of four
years wilh annual increases. Officials report there are currently no plans to further increase the storm water fee. Collection of fees is strong
because failure to pay may result in discontinuancs of any utility services provided by the city.

HEALTHY DEBT SERVICE COVERAGE PROJECTED

Although the security pledge is gross revenues, Moedy's also assesses debt service coverage based oh nel revenues given the operating
costs of the system are expected to continue. Fiseal 2010 gross revenues provide a strong 3.52 maximum annual debt service (MADS)
coverage while net revenues provide a solid 2.58 times MADS coverage based on the amortization schedule of the current sale. When factaring



in additional debt issuances planned for fiscal years 2012 and 2013, fiscal 2010 gross revenues provids a stil-healthy 2.31 times MADS
coverage (net revenues provide 1.63 times MADS coverage). The most recent rate increase is expected o result in a 17.4% increase in gross
revenues for fiscal 2011; management reports year-to-date collections are on track to meet the projection. As such, projected fiscal 2011 gross
revenues provide 4.04 times MADS coverage for the current sale and 2.70 times pro-forma MADS coverage {projected fiscal 2011 net revenues
provide 2.85 times and 1.87 times MADS coverage for current and pro forma debt, respectively). Moody's believes the system's revenues will
remain stable fo fiscal 2011 projected levels thus producing healthy debt service coverage over the life of the bonds {current sale and planned
parity obligations).

DESPITE STRONG SECURITY, LEGAL PROVISIONS SOMEWHAT WEAK

The honds are secured by first lien on gross revenues of the system; therefore, debt service paymenits are the highest priarity in the flow of
funds. Under the bond indenture, the city covenants o set rates sufficient to yield net revenues that provide 1.10 tmes MADS coverage. To
issue additional parity debt, gross revenues must provide 1.25 times MADS coverage of current and proposad debt. Tha system is not required
to maintain a debt service reserve unless grass revenues provide less than 2.0 times MADS coverage. In the event MADS coveraga falls below
2.0 fimes, the system must fund the debt service reserve requirement (equal ta MADS) aver 60 months.

WHAT COULD CHANGE THE RATING-UP:

*Trend of better-than-projected debt senvice coverage

WHAT COULD CHANGE THE RATING-DOWN:

*Leveraging pledged revenues for debt senvice further than currendly planned

KEY STATISTICS

Security: first lien on gross revenues of the system

Rate Structure: flat monthly fee

2011 Estimated Population: 368,854

FY 2010 Unrestricted Reserves as % of Operaling Expenses: 454.0%

MADS coverage (FY 2010 gross revenues): 3,52 times

MADS coverage (FY 2010 net revenues): 2.58 timas

Payout of Principal (10 years}). 58.6%

Post-sala Parity Debt Outstanding: $23.3 mitfion

PRINCIPAL METHODOLOGY

The principal methodology used in this rating was Analytical Framework For Water And Sewer Systerln Rafings published in August 1999,
REGULATORY DISCLOSURES

Information sources used to prepare the credit rating are the following: parties involved in the ratings, parties not involved in the ratings, and
public information.

Moody's Investors Service considers the quality of information available on the credit satisfactary far the purposes of assigning a credit rating.

Moody's adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sowrces
Moody's considers to be reliable including, when appropriate, independent third-party sources, Howeaver, Moady's is not an auditor and cannot in
every instance independently verify or validate information received in ihe rating process.

Flease see ratings tab an the issuer/fentity page on Moodys.com for the last rating action and the rating history.

The date on which some Credit Ratings were first released fjoes back to a time before Moody's Investors Service's Credit Ratings were fully
digitized and accurate data may not be available. Consequently, Moody's Investors Service provides a date that ii believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page an aur website www.moodys.com for
firther information.

Please see the Credit Policy page on Moodys.com far the methodologies used in determining ratings, further information on the meaning of
each rating category and the definition of default and racovery.
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© 2011 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). Al rights reserved.

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, CR DEBT OR DEBT-LIKE
SECURITIES. MIS 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 FRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS [ NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE iTS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS5 UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAWY, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRCDUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SLICH PURPOSE, IN WHOLE OR IN PART, INANY FORM QR
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 ar mechanical errar as weali as other factors, however, all information
contained herein is provided "AS 15" 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 i not an auditor and
cannot in every instance independantly verify or validate information received in the rating process. Under no
circumstances shall MOODY'S have any fability to any person or entity for (a) any loss of damage in whole or in part
caused by, resulting from, or relating ta, any error {negligent or otherwise) or other circumstance or contingency within
of autside the control of MOODY'S or any of its directors, officers, employaes ar agents Bn connection with the
pracurement, collection, compilation, analysis, interpretation, commurication, publication or delivery of any such
information, or {b) any direct, indirect, spacial, consaquential, compensatary 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 informatian. The rafings, financial reporting analysis, projections,
and other chservations, if any, constituting part of the Infarmation contained herein are, and must be construed solely
as, statements of opinfon 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 CR INFORMATION IS GIVEN OR MADE BY MCODY'S IN ANY FORM QR
MONNER WHATSOEVER.

MiS, a wholly-owned credit rating agency subsidiary of Maody's Carporation ("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 alse maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliafions that may exist between directors of MCO and rated entities, and hetween entities who held raiings from MIS
and have also publicly reported ta the SEC an awnership interest in MCO of mare than 5%, is posted annually at
www,moodys.cam under the heading “Shareholder Relations — Corporate Gavernance — Directar and Shargholdar
Affiliation Policy.”

Any publication into Australia of this decumant is by MQODY'S affiliate, Maody's Investors Service Pty Limited ABN 61
(03 399 857, which holds Australian Financial Services License no. 336969, This document is intended to be pravided
anly to "wholesale clients" within the meaning of section 761G of the Corporafions Act 2001. By conlinuing to access



this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representativa of, a "wholasale client® and that neither you nor the entity you represent will directly or indirecily
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001,

Motwilhstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Mocdy's Japan K.K. ("MIKK")
are MIKK's current opinions of Ihe relative future credit risk of enfities, credit commitments, or debt or debt-like
securities. In such a case, "MIS" in the foregoing statements shall be deemed to be replacad with "MIKK". MIKK is a
wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is whoelly owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equily securities
of the issuer or any form of security that is available to retail investors, It would be dangercus for retail Investors o
make any investment decision based on this credit rating. if in doubt you should contact your financial ar other
professional adviser.



