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Memo

To: John Jacobs, Village of Weston Finance Director

From: Greg Johnson, CIPFA
Financial Advisor

Date: April 20, 2010
Subject: Moody’s Global Scale Rating

On April 19, 2010, Moody’s Investors Service announced its new Global Scale Rating (GSR) for
municipalities in Wisconsin. While Moody’s announced its intention to move towards a Global Scale
Rating previously, this effort was suspended at the early stages of the economic downturn. The
Global Scale Rating attempts to establish a uniform rating scale for municipal and corporate debt.

The new GSRs compared to the municipal rating scale for the Village of Weston are as follows.

Municipal Scale Rating Global Scale Rating Change
General Obligation Rating Al Aa2 Increase 2 Levels
CDA A3 Al Increase 2 Levels
Water Utility A2 Aa3 Increase 2 Levels
Sewer Utility A3 Aa3 Increase 2 Levels
Storm Water Utility A3 Al Increase 2 Levels

Moody’s does not consider the Global Scale Rating a formal “upgrade”. However, the rating changes
are positive for the Village and brings Moody’s ratings more in-line with ratings issued by Standard

and Poor’s recently.

Attached is analysis from Moody’s regarding the GSR:

e Pages 1-2 includes metrics from Moody’s regarding the Village’s G.O. Debt (as of

12/31/2008).

e Pages 3-5 includes metrics for Moody’s entire Wisconsin GSR Aa2 category, including

Weston.

Pages 6-8 includes metrics for Moody’s entire Wisconsin GSR Aal category.

e Frequently Asked Questions about the GSR prepared by Moody’s.
e General description of the rating categories from Moody’s and S&P.

I look forward to discussing this information with the Finance Committee on April 22, 2010.

EHLERS

LEADERS IN PUBLIC FINANCE

375 Bishops Way, Ste 225
Brookfield, WI 53005-6202

Phone: 262-796-6168
Fax: 262-785-1520

gjohnson @ehlers-inc.com
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U.5. PUBLIC FINANCE

MooDY’s

INVESTORS SERVICE

SPECIAL COMMENT

Analyst Contacts:

NEW YORK

Gail Sussman

Group Managing Director
Gail.Sussman@moodys.com
John C. Nelson

Team Managing Director
John Nelson@moodys.com
Lisa Washburn

Team Managing Director
Lisa.Washburn@moodys com
Jack Dorer

Team Managing Director
Jack.Dorer@moodys.com
Robert Kurtter

Team Managing Director
Robert Kurtter@moodys com

1.212.553.1653

212.553.0819

212.553.4096

212,553.4133

212.5531332

212.553.4453

Frequently Asked Questions About The
Recalibration Of U.S. Municipal Ratings To
The Global Rating Scale (Updated)

How soon will Moody's assign a global scale rating to a new bond sale? Can one be

issued before an issuer's sector or state has been recalibrated?

Moody's will assign GSRs once the sector of the issuer’s rating has been recalibrated.
Only municipal scale ratings will be issued for any debt rated in advance of the
recalibration of that issuer's state or sector. The recalibration of ratings is scheduled to
begin April 16, 2010 and is expected to conclude May 10, 2010. All state government
ratings will be recalibrated in the first round of recalibration beginning on April 16th.
Local government ratings in the same state will be recalibrated together over a three
week period beginning April 16th and grouped by state according to the planned
schedule shown on Moodys.com at

http://v3.m IRatingLists/Schedule.xls.

on 04 a

Will rating changes resulting from the recalibration require the filing of a "material

event" notice by rated issuers?

Moody's does not determine what constitutes a material event for purposes of Section
15¢2-12 and therefore issuers will need to make this determination individually. This
recalibration does not reflect any change in our assessment of the intrinsic
creditworthiness of the securities and should not be considered an upgrade of individual
ratings.

Will Moody’s provide guidance for disclosure of the GSR recalibrations to include in
official statements and other documents used by issuers for new bond sale
transactions?

Moody's does not determine disclosure requirements and therefore it is for issuers to
make this determination individually. This recalibration does not reflect any change in
our assessment of the intrinsic creditworthiness of the securities and should not be
considered an upgrade of an individual rating.
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4. Will Moody's send individual rating letters to rated issuers after recalibration of their ratings?

We do not plan to send letters to individual issuers regarding the recalibration. Recalibrated
ratings will be available free of charge on moodys.com and visible in a list expected to be posted
each Monday after the conclusion of the prior weekend’s recalibration. This is a recalibration of
ratings from one scale to another, not a review of individual credits or credit factors. For new
issuances of debt that occur after the recalibration and are rated on the global scale, Moody's will
follow its normal practice of sending rating letters to issuers for those individual debt issuances.

5. Will Moody's post a separate list for each group of ratings on Moodys.com after each group of
recalibrations?

All recalibrated ratings will be available on moodys.com for individual issuers. In addition, we plan
to publish a list each Monday showing the old municipal scale rating and the new global scale
rating by sale for each issuer whose ratings were recalibrated the prior weekend. Finally, a list of
general obligation bond ratings for states is scheduled to be posted on moodys.com following the
recalibration of state ratings on April 19th. These lists are available at www.moodys.com/gsr.

6. Will rating outlooks be assigned to all GSR ratings? How will outlooks be affected by the
recalibration?

Municipal scale ratings that currently have outlooks will retain outlooks when recalibrated to the
global scale, although some outlooks may be adjusted in the process (see following table).
Municipal scale ratings that currently do not have outlooks will not have outlooks when
recalibrated to the global scale. For those municipal scale ratings that currently have outlooks
assigned in the General Obligation, Water & Sewer, Distribution-only Power Utilities and
Municipal Utility Districts, the following table lists the change in outlook by rating category. In
all other sectors, outlooks assigned to the municipal scale ratings will be the same when the ratings
are recalibrated to the global scale.

* Also see Table 1 in Recalibration of Moody’s U.S. Municipal Ratings to its Global Rating
Scale http://v3.moodys.com/researchdocumentcontentpage.aspx?docid=PBM PBM 123300

e e e = =————————— . |
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MUNICIPAL SCALE RATING/OUTLOOK

GLOBAL SCALE RATING/OUTLOOK

Aaa/STABLE Aaa/STABLE
Aaa/NEGATIVE Aaa/STABLE
Aal/POSITIVE Aaa/STABLE
Aal/STABLE Aaa/STABLE
Aal/NEGATIVE Aal/STABLE
Aa2/POSITIVE Aal/POSITIVE
Aa2/STABLE Aal/STABLE
Aa2/NEGATIVE Aal/NEGATIVE
Aa3/POSITIVE Aa2/POSITIVE
Aa3/STABLE Aa2/STABLE
Aa3/NEGATIVE Aa2/STABLE
A1/POSITIVE Aa2/STABLE
A1/STABLE Aa2/STABLE
A1/NEGATIVE Aa2/NEGATIVE
A2/POSITIVE Aa3/POSITIVE
A2/STABLE Aa3/STABLE
A2/NEGATIVE Aa3/NEGATIVE
A3/POSITIVE A1/POSITIVE
A3/STABLE A1/STABLE
A3/NEGATIVE A1/STABLE
Baal/POSITIVE A1/STABLE
Baal/STABLE AT1/STABLE
Baal/NEGATIVE A1/NEGATIVE
Baa2/POSITIVE A2/POSITIVE
Baa2/STABLE A2/STABLE
Baa2/NEGATIVE A2/NEGATIVE
Baa3 /POSITIVE A3 or Baal/ POSITIVE
Baa3/STABLE A3 or Baal/STABLE
Baa3/NEGATIVE Baal/NEGATIVE
Bat and Below No rating or outlook change

7. Why are speculative grade ratings not being recalibrated to higher ratings?

Speculative grade municipal scale ratings (rated Bal and below) have been determined through
benchmarking reviews to have credit characteristics consistent with speculative global scale ratings
and therefore will not change in the recalibration.

S e e e S SIS SRR - —  ————— — —  — |
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8. Will the GSR rating migrations be included in Moody’s quarterly reports of rating upgrades and
downgrades?

No, this is a recalibration to a different scale, not a review of individual credit factors. As a result,
these rating changes are not credit actions, do not reflect any change in our assessment of the
intrinsic creditworthiness of the securities, and are not upgrades of individual ratings.

9. What is the new “GSR” column now visible in the sale-level rating history on moodys.com
related to global scale ratings?

To enhance transparency surrounding the US municipal rating recalibration, Moody's has added
this new column to the Ratings display on moodys.com. This changed display will be used
throughout the recalibration period from mid-April through mid-May and then will be removed.
The new column will denote whether a rating has been recalibrated to the global scale (YES) or
has not yet been recalibrated (NO). Until the recalibration begins all public finance issues will
reflect "NO" in this column.
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The following categories of ratings will have a notation of “GSR” and will reflect a “YES” in GSR
column at the start of the recalibration because they are already on the global scale:

Municipal issues that receive support from a financial guarantor (including those that have been
further enhanced by a letter of credit) but which have not been assigned a Moody’s public

underlying or enhanced long-term rating.
Short-term ratings on municipal notes and commercial paper

Bonds that have been fully pre-refunded

eSS e e aaeeeeweSe —————————————————————————
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10. What are “GSRs” and what does the recalibration mean for the municipal market?

GSRs are Global Scale Ratings which are currently used across the Moody’s rated universe except
U.S. municipal ratings. The global rating scale seeks to measure expected loss, which is the
product of default probability and the loss that would occur following a default. In the upper
investment grade rating portion of the scale, global scale ratings are more reflective of default
probability than of expected loss due to low credit risk at these high rating levels. In the past,
Moody’s rated U.S. municipal credits on a unique rating scale which historically sought to
measute distance to distress rather than expected loss.

11. Are these recalibrated ratings upgrades of the municipal ratings?

No, this is a recalibration to a different scale, not a review of individual credit factors. As a result,
these rating changes are not credit actions, do not reflect any change in our assessment of the
intrinsic creditworthiness of the securities and are not upgrades of individual ratings. In other
words, our credit opinions are being translated from one rating scale to another.

12. How will I know if the rating on my bond has been recalibrated?

Moody’s data products will identify recalibrated ratings of municipal issuers and issues by
indicating “change in scale” in the rating history for each municipal rating. During the
recalibration period, in most cases, bonds that have been recalibrated or are already on the global
scale will be marked with a “GSR” notation after the rating. Bonds that do not contain that
notation, other than bonds fully backed by letters of credit with no underlying rating, are still on
the municipal scale and have not yet been recalibrated.

13. What is the actual process for recalibrating ratings?

Ratings will be recalibrated over a four week period beginning in mid-April, 2010 following
Moody’s methodology, “Recalibration of Moody’s U.S. Municipal Ratings to its Global Rating
Scale”. A projected schedule for the recalibration is posted on moodys.com

at heep://www.moodys.com/gst.

For new sales during the recalibration period, securities will be rated on the municipal rating scale
if the sector has not been recalibrated and on the global rating scale if that sector has already been
recalibrated. For local governments, the sector is defined as the particular state for those local
governments.

14. Does this recalibration change the meaning of your ratings?

Yes. Moody’s global scale ratings emphasize expected loss, which includes an assessment of both
probability of default and loss in the event of a default while municipal scale ratings historically
emphasized distance to distress. Like other global scale ratings, the recalibrated municipal ratings
will reflect a greater emphasis on default probability at the higher investment grade rating levels,
and will be comparable with Moody’s rated debt in other rating groups.

15. Are you going to explain the rationale for individual ratings? If not, why not?

The rationale for the changes is explained in our published methodology titled “Recalibration of
Moody’s U.S. Municipal Ratings to its Global Rating Scale” which outlines our approach to each
sector and sub-sector and explains the analytical rationale for each group of ratings. Since this is a

e R el ——————————— — ———— . |
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recalibration of ratings from one scale to another, not a review of individual credits or credit
factors, the rationale for changes will apply to groups of ratings, not individual credits.

16. Will all municipal ratings be recalibrated the same way?

All municipal ratings will be recalibrated according to the methodology referenced above which
outlines the process used for recalibrating each sector in the municipal market. Those processes
were arrived through a benchmarking process. The recalibration results may vary by sector to
reflect appropriate placement on the global scale but will be consistent within sectors by rating

category.

17. How will you alter your rating methodologies to reflect the recalibration?

We have published a methodology “Recalibration of Moody’s U.S. Municipal Ratings to its
Global Rating Scale” that outlines our approach to the recalibration of each sector and explains
the analytical rationale for each group of ratings.

After the recalibration is complete, we will begin updating our rating methodologies to display
ratings and metrics by rating category utilizing the global scale ratings.

18. How can your GSR municipal ratings be decomposed into Probability of Default (PD) and Loss
Given Default (LGD)?

Moody’s global scale ratings are based on expected loss and, as such, incorporate both probability
of default and loss upon defaule. The relative importance of the two factors varies somewhat
throughout the rating scale. For sectors and industries characterized by low average losses upon
default (otherwise referred to as high recovery), such as regulated utilities, project finance, and
governments at all levels, there is a limit to the amount of benefit given to low anticipated losses
captured by the rating,

Global scale ratings reflect greater emphasis on default probability at the higher investment grade
rating levels. By contrast, LGD becomes an increasingly important factor at the lower end of the
rating scale

19. How will these GSR rating changes relate to short-term debt ratings?

Short-term ratings are not impacted by the recalibration as they already are calibrated consistently
with short term ratings on the global scale. The recalibration methodology updates the long term
rating thresholds which drive, in part, the short term ratings on various types of instruments.
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Moody's Related Research

Rating Methodology:
»  Recalibration of Moody's U.S. Municipal Ratings to its Global Rating Scale, March 2010

(123300)

Special Comments:

» uest for Comment: Assienment of Global Ratings to Tax-Exempt Municipal Obligations

»  Moody's U.S. Municipal Bond Defaults and Recoveries, 1970-2009, January 2010 (122579)

Announcements:

»  Moody’s Extends Comment Period on U.S. Public Finance Rating Scale, 6/12/08

s
3/18/2009
»  Moody’s U.S. Municipal Ratings to Move to Global Scale Beginning April, 3/16/2010

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients.
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (*MIS") CURRENT OPINIONS 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 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 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 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 IS UNDER CONSIDERATION FOR PURCHASE,
HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN 1S PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED,
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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, 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 (“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 61003 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 and its affiliates 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).
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