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NEGATIVE OUTLOOK REMOVED; Baa1 RATING AFFECTS $34.6 MILLION OF RATED DEBT OUTSTANDING

Cottonwood Munic. Prop. Corp., AZ Wtr. Ent.
Water/Sewer
AZ

Opinion

NEW YORK, May 20, 2011 -- Moody's Investors Service has downgraded Cottonwood Municipal Property Corporation Water Enterprise (AZ)
senior lien debt obligations to Baa1 from A3 affecting $34.6 million in outstanding debt. The bonds are secured by the lease purchase payments
made by the City from net water utility system revenues.

SUMMARY RATING RATIONALE

The Baa1 rating and downgrade reflects the city's weakened financial position, which has contributed to violation of the rate covenant for two
consectuive years and a decline in the City's cash margins. The Baa1 rating also reflects the essentiality of the service, stable customer base,
weak debt ratio and reluctance to raise rates to generate adequate net revenues for the payment of debt service. The removal of the negative
outlook reflects management's commitment to increase coverage levels to comply with the rate covenant through expenditure cuts and rate
increases over the next couple years.

STRENGTHS

-Ample liquidity position

-Adequate system capacity to meet future demand

CHALLENGES

-Multiple year rate increases to restore coverage levels to 1.35x rate covenant

-Above average debt ratio

DETAILED CREDIT DISCUSSION

SYSTEM EXHIBITS TREND OF DECLINING COVERAGE AND LIQUIDITY LEVELS

The System's debt service coverage levels have declined in recent years as a result of declining operating revenue and expenditure pressures
stemming from increased repair and replacement costs. In fiscal 2009 and fiscal 2010 debt service coverage fell to 1.10x and 1.11x
respectively, which fell below the rate covenant of 1.35x coverage on a net revenue basis. Despite an 8% rate increase, which was approved by
City Council in fiscal 2010, management projects fiscal 2011 coverage to be 1.08x. Management acknowledges the need to increase coverage
levels to satisfy the rate covenant and plans to do so through a collection of expenditure cuts and rate increases.

AMPLE LIQUIDITY DESPITE RECENT DRAWDOWNS

The System's liquidity position has declined in recent years as a result of increased capital expenditures related to needed repairs to existing
water lines and costs related to water quality. Management has indicated that arsenic levels have been reduced and is compliance with water
regulation standards. Days Cash on Hand declined from 927 days in fiscal 2009 to 504 days in fiscal 2010. Management has indicated that
there is no expectation to utilize cash reserves outside of standard repair and maintenance charges. Moody's believes the on-going
maintenance of the system's ample liquidity position remains a significant credit factor. In addition, the City has indicated that the system
maintains a fully cash funded debt service reserve account.

DIVERSIFIED, MATURE SERVICE AREA WITH ADEQUATE CAPACITY TO MEET FUTURE DEMAND

The City of Cottonwood (UTGO. rated A1) is located 50 miles south of Flagstaff (UTGO rated Aa2) and about 20 miles southwest of the City of
Sedona. Recreational tourism and services for retirees are important economic drivers for the region. The system's service area includes the
city limits and surrounding areas adjacent to the city limits. The system's capacity includes all above ground storage facilities including 21
reservoirs with a capacity of 3.4 million gallons, which remains sufficient to meet future demand. The system remains diversified with the top
ten customers making up 4.19% of the systems total revenues.

WHAT COULD MAKE THE RATING GO UP

* Demonstrated trend of increasing net revenues and debt service coverage above the rate covenant

WHAT COULD MAKE THE RATING GO DOWN

* Further deterioration of the system's coverage levels and cash position

KEY STATISTICS:



Security: Secured by the lease purchase payments made by the City from net water utility system revenues

Legal Provisions: Slightly stronger than standard with a rate covenant and additional bonds test of 1.35x of annual debt service coverage.

Total Accounts (2009): 9,127

Fiscal 2010 operating ratio: 67%

Fiscal 2010 Debt Service Coverage: 1.11 times

Fiscal 2010 Days Cash on Hand: 504

Debt Ratio: 116.6%

Projected Payout (10 years): 32%

The principal methodology used in this rating was Analytical Framework For Water And Sewer System Ratings published in August 1999.

REGULATORY DISCLOSURES

Information sources used to prepare the credit rating are the following: parties involved in the ratings and public information.

Moody's Investors Service considers the quality of information available on the credit satisfactory for the purposes of maintaining 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 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 ratings tab on the issuer/entity page on Moodys.com for the last rating action and the rating history.

The date on which some Credit Ratings were first released goes 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 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 the Credit Policy page on Moodys.com for the methodologies used in determining ratings, further information on the meaning of
each rating category and the definition of default and recovery.
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NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
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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
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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 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 or 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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