


Page | of 3

@

Moody's Investors Service
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Opinion

NEW YORK, Feb 17, 2010 - Moody's Investors Service has revised to negative, from stable, our rating outlook for the City of Los
Angeles general obligation bonds (rated Aa2) and general fund-secured obligations (rated Aa3 to A2, depending on the specific
security pledge). The revised outlook primarily reflects the possibility that the city may experience an exiended, multi-year pericd of
significantly diminished general fund reserves, limiting its financial flexibility and weakening its balance sheet to a level inconsistent
with the current rating. The erosion in the city's historically better-than-average willingness and ability to quickly rebalance its
budget mid-year also contributes to this revised outlook. These negative developments continue to be balanced by, and our rating
continues to reflect, the city's very modest and rapidly retired direct debt burden, as well as an extremely diverse economic base
that has likely reached the low point of the current economic cycle. The inherent stability of the city's property tax base relative to
market values and the above average strength of the general obligation security pledge and administration are additional positive
considerations.

Los Angeles underestimated the full effect of the recession on its revenues and was slow in implementing planned cost savings for
the current fiscal year. As a result, its current year budget was recently estimated to be $212 million out of balance, or
approximately 5.0% of projected revenues. Absent corrective action, the city's budget gap in fiscal 2011 would increase to $484
million. The city did, however, recently adopt a number of current-year budget adjustments that should at least partially close this
projected gap. The city entered the current recession from a position of relative financial strength, after having built up its reserves
during the economic expansion, but the downturn has largely eroded that advantage and the current year's hudget balancing
measures will likely leave the city in a weaker position than previously expected.

The city currently projects that its budgeted reserves would fall to a very thin $24 million by year end (not counting about $29
million in unrealized escheatments and $32 million of judgment loan repayments), even if the city adopts its Administrative Officer's
currently proposed budget balancing plan. This would be down from $205.5 million originally budgeted at the beginning of fiscat
2010, or about 4,7% of budgeted revenues, which was just slightly less than the prior four year average of 5.0%.

The city's GAAP basis reserves are typically much higher than its cash-basis, budget reserves, reflecting hundreds of millions of
net receivables, but recent years' operating deficits have also weakened the city's GAAP basis position. The city has yet to release
its fiscal 2009 consolidated annual financial report, but as of fiscal 2008 L.os Angeles' total and unreserved fund balances were
13.2% and 9.3% of revenues respectively. While modest for the rating level, this was relatively healthy compared to many of Los
Angeles' large, U.S. city peers.

The city's current budget proposal--its "Three-Year Plan To Fiscal Sustainability™--is ambitious in scope and timing. The plan lays
out a strategy for rebalancing the current fiscal year's budget, largely with the use of the remaining budgeted reserves, and
returning the city to a 5% general fund budget reserve in fiscal 2012 while simultaneously estabiishing a structurally batanced
budget in that year. The anticipated reserve replenishment mechanism, however, is uncertain, in that it assumes a long-term lease
of a number of city parking structures in a public-private partnership. Whether such a transaction can be completed on a timely
basis is questionable, particularly in the current economic environment. The city optimistically projects that this transaction would
be completed before the end of the current fiscal year, or in the first quarter of fiscal 2011.

The Three-Year Plan also includes a broad range of city service elimination, department consolidation, and potential outsourcing,
though the savings from these measures have yet to be clearly established. Estimates are expected in March; in our experience,
such savings often prove elusive. The city also anticipates either leasing or selling other city assets, including its zoo, golf courses,
and theaters. If realized, these could also contribute to the reserve replenishment.

A key element of the Three-Year Plan includes the elimination of 1,000 general fund positions in the next three to six months,
generating a full year savings of approximately $65 million. Predictably, this proposal has met with opposition. It is, unfortunately,
one of the plan's few immediate, tangible cost saving elements, and delaying its implementation will, while preserving jobs,
potentially weaken the city's long-term credit quality.
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What Could Change the Rating/Outlook-UP

The city successfully implements its Three-Year budget plan, balancing the current year's general fund budget, rebuilding reserves,
and establishing long-term structural budget balance.

What Could Change the Rating/Outlook--Down

The cily's reserve position is further depleted and not replenished on a timely hasis, the budget sclutions adopted are largely one-
time measures rather than on-going, and/or the economic downturn continues to erode the city's revenue base.

The last rating action with respect to the City of Los Angeles was on November 25, 2009 when an A1 rating was assigned to the
city's 2009-E Lease Revenue Bonds.

The principal methodology used in this rating review was General Obligation Bonds lssued By U.S. Locat Governments, published
in October 2009 and available on www.moodys.com in the Rating Methodologies sub-directory under the Research & Ratings tab.
Other methodologies and factors that may have been considered in the process of rating this issuer can also be found in the Rating
Methodologies sub-directory on Moody's website.
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CREDIT RATINGS ARE MES'S CURRENT QPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR 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 FINANCEAL 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. CRERIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT, CREDIT RATINGS
DO 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 SIHTABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT
RATINGS WITH THE EXPECTATION AND UNDERSTAMNDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.
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MOOGDY'S hereby discloses that inost issuers of debt securities {including corporate and municipad bonds, debenlures, notes and commercial paper) and prefarred stock rated by
MOODY'S have. prior to assignment of any rating, agreed to pay to MOODY'S for appraisal and rating services rendered by it fees ranging fram $1,500 to approximately

$2.400,000. Moody's Corporation (MCQ) and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), afso raintain policies and procedures lo address
the independence of MIS's ratings and rating processes. Informalion regarding certain affiliations thal may exist between directors of MCO and raled enlities. and betwesn entities

who hold ratings from MIS and have also publicly reported ta the SEC an awnership interest in MCO of imore than 5%. is posted arnually on Moody's websile at www.moodys.com
under the heading "Shareholder Relalians - Corporale Governance - Director and Sharshelder Affiiation Policy.”
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