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NOTE: On April, 2, 2012 the report was revised as follows: In the paragraph titled FAVORABLE DEBT POSITION
WILL LIKELY BE RESTORED AFTER AMBITIOUS CAPITAL PLAN FUNDED LARGELY WITH NEW DEBT,the first
sentence should be: At the end of 2011, the city's water system debt stood at approximately $865 million which
resulted in a debt ratio of 37.1%, somewhat above the California median of 29.2% for similarly rated water
enterprises.

Revised report follows:

Opinion

NEW YORK, March 27, 2012 --Moody's Investors Service has assigned an Aa3 rating to the Subordinated Water
Revenue Bonds, Refunding Series 2012A, of the City of San Diego's Water Enterprise. We have also affirmed the
Aa2 rating on the utility's outstanding senior lien bonds and the Aa3 rating on the outstanding subordinate bonds.
The outlook on both ratings is stable.

RATING RATIONALE

The rating is partly based on the system's significantly improved financial performance since 2004. However,
projected slow growth in water sales in the next several years and no new rate increases until 2014 dampen
projected revenue growth and lower debt service coverage ratios, which are quite low for the current rating level.
However, the city has a history of outperforming its debt service coverage projections. If actual, combined senior
and subordinate debt service coverage levels beyond 2013 are in fact at the projected levels of as low as 1.3x, the
current rating would be under downward pressure. The fundamental strength of the enterprise remains a key credit
factor, including its essentiality and its large, strong, and diverse service area, which provides a relatively high
degree of revenue stability. The overall economic conditions in the service area have begun to show improvement
in the last year or so, including growth in assessed values, transient occupancy tax and sales tax. The ratings also
reflect the utility's favorable debt position, which is likely to remain manageable despite the expected addition of a
of new debt during the next five years necessitated by the current Capital Improvement Program. The proceeds of
the current issue, along with available reserve funds, will be used to refund all or some of the utility's outstanding
subordinated revenue bonds.

STRENGTHS

--Large, highly diverse service area, now slowly expanding



--Strong financial oversight with conservative budgeting and projections

--Strong senior lien debt service coverage levels

--Strong unrestricted cash position

CHALLENGES:

--Below average debt service coverage levels for total debt

--Large capital Improvement Program

DETAILED CREDIT DISCUSSION

FINANCIAL RESULTS HAVE IMPROVED SIGNIFICANTLY

Since their low point in 2003, the water system's financial operations have improved steadily. Increased water
sales, largely through growth and rate increases, combined with very tight controls on Operating and Maintenance
(O&M) expenditures, enabled the utility to increase total debt service coverage from 1.02 times in 2004 to 2.04
times in 2009 and 1.79x in 2011.

Over this period, coverage levels, which include capacity charge revenues, improved despite a notable decrease
in capacity charges. In 2011 total coverage decreased to 1.79x largely as a result of increased debt service
payments on a significant amount of new debt issued in 2009. The 2011 total coverage of 1.79x as well as the
2010 coverage of 1.89x were stronger than the 1.56x and 1.57x projected for 2010 and 2011 respectively, at the
time of the prior debt issuance. For the current year, the utility's prior projection of $101 million in net revenues is
on target, which would provide total debt service coverage of 1.53x, once again outperforming previous projections.
However, the utility expects to deposit approximately $15 million in its rate stabilization fund, which would lower
converge to 1.30x. The utility's strong financial performance in recent years enabled it to increase unrestricted
cash from $141 million in 2004 to $215 million in 2011, which affords the system a very strong liquidity position,
thereby enhancing operating flexibility.

The improved financial performance through 2011 was largely due to annual rate increases of 6.5%, which came
into effect in 2008 and were approved through 2011. These rate increases were largely in anticipation of significant
amounts of additional debt already issued. Similarly, the utility was anticipating another rate study in 2011, in
anticipation of additional new debt beginning in 2011. However, as the utility was successful in securing substantial
amount of grants for its capital program, new debt is not expected until 2013 and higher rates to accommodate the
new debt is not expected until 2014. Therefore, for the immediate future, the utility's coverage levels are projected
to be very low, although somewhat higher than the projections in 2010.

The utility's formal reserve policies call for the maintenance of a 60-day operating reserve, funded at $30.4 million
in fiscal 2011; projected to increase to 70 days by 2013. The utility also maintains an emergency capital reserve of
$5 million. A separate $12.5 million "Secondary Purchase Reserve" is available to fund emergency water
purchases. The utility also established a rate stabilization fund, totaling $20.5 million in fiscal 2011. While these
funds are part of its formal reserves, they are quite modest given the size of the system's operations. However, our
favorable view of the system's liquidity position is based on its unrestricted cash, which is very strong as
mentioned above. Given the utility's reasonable operating projections, we expect the system's overall cash position
to remain strong.

LARGE, STRONG AND DIVERSE SERVICE AREA

The ratings on the city's water revenue bonds are in large part based upon the size, diversity and economic
strength of the system's 330 square mile service area, which encompasses the city of San Diego as well as a few
small areas outside the city limits. The enterprise provides primarily retail water service to the entire service area,
which has a population of about 1.3 million. The city's economy and tax base exhibited strong and steady growth
since the late-1990's until the onset of the recent statewide real estate downturn. The city was affected by the
deterioration of the residential real estate market, with home prices falling about 38% from their peak, but remained
unchanged year-over-year as of February 2012.

Historical retail service connections had grown steadily at approximately 1% annually since 2000 to reach nearly
270,000 in 2004. However, since then annual increases have averaged a much lower 0.33% reaching just 273,398
in 2008 and 274,678 in 2011. It is notable that total connections never experienced a decline throughout the
economic downturn. Single family domestic customers account for 43% and other domestic customers and 21%



economic downturn. Single family domestic customers account for 43% and other domestic customers and 21%
of water sales, while commercial/industrial customers represent 21%. There are no dominant commercial or
industrial customers; the largest wholesale customer, California-American Water Company, accounted for 2.9% of
fiscal 2011 revenues. The only retail customers responsible for more than 1% of total water fund revenues were
the City of San Diego which accounted for 3.4% at fiscal year-end 2009, and the U.S. Navy which accounted for
2.3%.

FAVORABLE DEBT POSITION WILL LIKELY BE RESTORED AFTER AMBITIOUS CAPITAL PLAN FUNDED
LARGELY WITH NEW DEBT

At the end of 2011, the city's water system debt stood at approximately $865 million which resulted in a debt ratio
of 37.1%, somewhat above the California median of 29.2% for similarly rated water enterprises. The utility's capital
needs are significant and it expects to spend nearly $471 million on projects between 2012 and 2016, of which
$265 million is expected to be financed with debt. The largest component of the plan is pipe replacement ($347
million). At the end of the current Capital Improvement Program, the utility will be compliant with all regulations and
have sufficient capacity for the foreseeable future.

The current offering will be secured by a subordinate lien on the net revenues of the system. The security
provisions are typical with a rate covenant and additional bonds test of 1.2 times for senior lien debt and 1.0 times
for all debt. The debt service reserve requirement is subject to a three tier test and will be met with bond proceeds
and existing reserve of the refunded bonds.

Outlook

The stable outlook for our rating on the water enterprise's debt reflects the stable financial operations of the utility
and our expectation that the city will be able to implement its capital plan while preserving its financial strength.
However, slow growth in revenues is projected to dampen debt service coverage ratios. The projections reflect no
rate increase until 2014 and the resulting coverage levels are very low for the current rating level. If actual debt
service coverage levels beyond 2013 are in fact at the projected levels, the current rating would be under
downward pressure.

KEY STATISTICS

2011 estimated population served: 1.3 million

Senior debt service coverage, fiscal 2011: 2.29x

Total debt service coverage, fiscal 2011: 1.79x

Rate Covenant: 1.20x; for senior lien; 1.0x all debt

Additional Bonds Test: 1.20x for senior lien; 1.0x all debt

Operating Ratio, Fiscal 2011: 76.7%

What Could Change the Rating--Up

--Significantly wider debt service coverage levels

--Significant improvement in the area economy

--Significant improvement In the utility's liquidity position

What Could Change the Rating--Down

--Debt service coverage levels well below recent levels

--Significant deterioration In the utility's liquidity position

The principal methodology used in this rating was Analytical Framework For Water And Sewer System Ratings
published in August 1999. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES



Although this credit rating has been issued in a non-EU country which has not been recognized as endorsable at
this date, this credit rating is deemed "EU qualified by extension" and may still be used by financial institutions for
regulatory purposes until 30 April 2012. Further information on the EU endorsement status and on the Moody's
office that has issued a particular Credit Rating is available on www.moodys.com.

For ratings issued on a program, series or category/class of debt, this announcement provides relevant regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody's rating practices. For ratings issued on a support provider, this announcement provides relevant regulatory
disclosures in relation to the rating action on the support provider and in relation to each particular rating action for
securities that derive their credit ratings from the support provider's credit rating. For provisional ratings, this
announcement provides relevant regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodys.com.

Information sources used to prepare the rating are the following: parties involved in the ratings, parties not involved
in the ratings, public information, confidential and proprietary Moody's Investors Service's information, and
confidential and proprietary Moody's Analytics' information.

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a 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.

Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts of
interests.

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major shareholders
(above 5%) and for (B) further information regarding certain affiliations that may exist between directors of MCO
and rated entities as well as (C) the names of entities that hold ratings from MIS that have also publicly reported to
the SEC an ownership interest in MCO of more than 5%. A member of the board of directors of this rated entity
may also be a member of the board of directors of a shareholder of Moody's Corporation; however, Moody's has
not independently verified this matter.

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com for further
information on the meaning of each rating category and the definition of default and recovery.

Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the rating
history.

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

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity
that has issued the rating.
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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



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 ("MCO"), 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."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. 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.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”) are
MJKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. In
such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned
credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings Inc.,
a wholly-owned subsidiary of MCO.

This 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 investors. It would be dangerous for retail investors to make
any investment decision based on this credit rating. If in doubt you should contact your financial or other professional
adviser.
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