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January 13, 2014

Ms. Teveia Barnes

Executive Director

California Infrastructure & Economic Development Bank
980 9th Street, Suite 900

Sacramento, CA 95814

Dear Ms. Barnes:

Fitch Ratings has assigned one or more ratings and/or otherwise taken rating action(s), as detailed in the
attached Notice of Rating Action.

In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and
obtains reasonable verification of that information from independent sources, to the extent such sources
are available for a given security or in a given jurisdiction.

The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary
depending on the nature of the rated security and its issuer, the requirements and practices in the
jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third
parties, the availability of independent and competent third-party verification sources with respect to the
particular security or in the particular jurisdiction of the issuer, and a variety of other factors.

Users of Fitch's ratings should understand that neither an enhanced factual investigation nor any third-
party verification can ensure that all of the information Fitch relies on in connection with a rating will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing
its ratings Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings are inherently forward-
looking and embody assumptions and predictions about future events that by their nature cannot be
verified as facts. As a result, despite any verification of current facts, ratings can be affected by future
events or conditions that were not anticipated at the time a rating was issued or affirmed.

Fitch seeks to continuously improve its ratings criteria and methodologies, and periodically updates the
descriptions on its website of its criteria and methodologies for securities of a given type. The criteria and
methodology used to determine a rating action are those in effect at the time the rating action is taken,
which for public ratings is the date of the related rating action commentary. Each rating action
commentary provides information about the criteria and methodology used to arrive at the stated rating,
which may differ from the general criteria and methodology for the applicable security type posted on the
website at a given time. For this reason, you should always consult the applicable rating action
commentary for the most accurate information on the basis of any given public rating.

Ratings are based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein.
The individuals are named for contact purposes only.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy,
sell, make or hold any investment, loan or security or to undertake any investment strategy with respect to
any investment, loan or security or any issuer. Ratings do not comment on the adequacy of market price,
the suitability of any investment, loan or security for a particular investor (including without limitation, any
accounting and/or regulatory treatment), or the tax-exempt nature or taxability of payments made in
respect of any investment, loan or security. Fitch is not your advisor, nor is Fitch providing to you or any
other party any financial advice, or any legal, auditing, accounting, appraisal, valuation or actuarial
services. A rating should not be viewed as a replacement for such advice or services.



The assignment of a rating by Fitch does not constitute consent by Fitch to the use of its name as an
expert in connection with any registration statement or other filings under US, UK or any other relevant
securities laws. Fitch does not consent to the inclusion of its ratings nor this letter communicating our
rating action in any offering document.

It is important that you promptly provide us with all information that may be material to the ratings so

that our ratings continue to be appropriate. Ratings may be raised, lowered, withdrawn, or placed on

Rating Watch due to changes in, additions to, accuracy of or the inadequacy of information or for any
other reason Fitch deems sufficient.

Nothing in this letter is intended to or should be construed as creating a fiduciary relationship between
Fitch and you or between us and any user of the ratings.

In this letter, "Fitch" means Fitch, Inc. and Fitch Ratings Ltd and any subsidiary of either of them together
with any successor in interest to any such person.

We are pleased to have had the opportunity to be of service to you. If we can be of further assistance,
please feel free to contact us at any time.

Jeff Schaub

Managing Director, Operations

U.S. Public Finance /

Global Infrastructure & Project Finance

JS/mb

Enc: Notice of Rating Action
(Doc ID: 187611)



Notice of Rating Action

Outlook/
Bond Description Rating Type Action Rating Watch Eff Date Notes
California Infrastructure & Economic Development Long Term New Rating AAA RO:Sta 10-Jan-2014
Bank (CA) infrastructure state revolving fund
revenue bonds ser 2014A
Key: RO: Rating Outlook, RW: Rating Watch; Pos: Positive, Neg: Negative, Sta: Stable, Evo: Evolving
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FitchRatings

FITCH RATESCALIFORNIA INFRASTRUCTURE
& ECON DEVEL BANK'S SER 2014A
SRF BONDS'AAA'; OUTLOOK STABLE

Fitch Ratings-Austin-10 January 2014: Fitch Ratings assigns an 'AAA' rating to the following bonds
issued by the California Infrastructure and Economic Development Bank (CIEDB) under its 2014
Master Indenture (M1):

--Approximately $95.5 million Infrastructure State Revolving Fund revenue bonds (ISRF), series
2014A.

The bonds are expected to price via negotiation the week of January 20. Bond proceeds will be used
to finance or refinance loans to eligible borrowers, to refund all of the outstanding series 2004 and
2005 bonds issued under the 2004 M1 (the previous indenture), and to pay for the cost of issuance.

The Rating Outlook is Stable.

SECURITY

The bonds are secured by pledged |oan repayments, reserves and account interest earnings.
KEY RATING DRIVERS

SOLID FINANCIAL STRUCTURE: Fitch's cash flow modeling demonstrates that the program can
continue to pay bond debt service even with loan defaultsin excess of Fitch's'AAA' liability default
hurdle, as produced using Fitch's Portfolio Stress Calculator (PSC).

STRENGTHENED POLICIES: Recent changesto the | SRF program’ spolicies now includetheintent
and ability to finance borrowers of higher credit quality. Previously, loans were made available to
borrowers with limited market access. The potential additions of more rated entities should lead to
improved overall pool credit quality.

AVERAGE POOL DIVERSITY: The ISRF's borrower pool is somewhat small at about 60
borrowers. The largest borrower, the city of Hawthorne, represents a manageable 7.6% of the pool.
The largest 10 borrowers represent approximately 47% of the total pool.

LARGELY UNRATED POOL: Approximately 70% of the loan portfolio consists of unrated entities
which Fitch conservatively assumes to be of speculative-grade credit quality in its analysis. In
accordance with its criteria, Fitch has obtained an assessment of credit quality on a minimum of 33%
of the loan pool.

STRONG PROGRAM MANAGEMENT: Program management adheres to a formal underwriting
policy which includes, among other things, minimum coverage requirements for most borrowers. To
date, there have been no pledged loan defaults in the | SRF program.

RATING SENSITIVITIES

REDUCTION IN MODELED STRESS CUSHION: Significant deterioration in aggregate borrower
credit quality, increased pool concentration, or increased bond leveraging resulting in the program’s



inability to pass Fitch’s liability default ‘AAA’ hurdle would put downward pressure on the rating.
The Stable Outlook reflects Fitch's view that these events are not likely to occur.

CREDIT PROFILE

CIEDB created the ISRF program in 1999 to provide low-cost loans for several different categories
of eligible public infrastructure projects throughout the state. The series 2014A bonds are the first
to be issued under the 2014 indenture. These bonds will refund series 2004 and 2005 bonds, issued
under the 2004 M. The series 2008 bonds (2004 M1) will remain outstanding and separately secured

from the 2014 M1 bonds after issuance of the 2014A bonds.
FINANCIAL STRUCTURE EXHIBITS STRONG DEFAULT TOLERANCE

Fitch calculates the program's asset strength ratio (PASR), which includes total scheduled loan
repayments plus any reserve balances and account earnings divided by total scheduled bond debt
service, to be very strong at approximately 2.3x versus Fitch's'AAA" median of 1.6x. Additionaly,
projected minimum annual coverage excluding reservesisvery strong at 1.8x versus Fitch’'s*AAA’

median of 1.2x.

Because of this strong coverage, cash flow modeling demonstrates that the program can continue to
pay bond debt service even with hypothetical loan defaults of 100% over any four-year period (as
per Fitch criteria, a 90% recovery is aso applied in its cash flow model when determining default
tolerance). Thisisin excess of Fitch's'AAA' liability stress hurdle of 60% as produced by the PSC.
Theliability stress hurdleis calculated based on overall pool credit quality as measured by the rating
of underlying borrowers, size, loan term, and concentration.

IMPROVEMENTS IN PROGRAM POLICY, 2014 MASTER INDENTURE

In October 2013, the board approved amended and restated program criteria, prioritiesand guidelines.
Amended changes to the criteria include eligibility for larger borrowers with public ratings
(previously program borrowers were largely limited to those unrated entities with limited market

access) and certain non-profit private entities with public sponsorship.

The 2014 indenture is considered ‘open’ in the sense that all assets are pledged to al bonds rather
than certain assets pledged only to certain series of bonds (i.e. a‘closed’ indenture). Improvements
versus the 2004 M1 include the addition of the supplemental revenue fund as described below.

LARGELY UNRATED LOAN POOL EXHIBITS AVERAGE DIVERSIFICATION

The ISRF loan pool under the 2014 indentureis composed of about 60 borrowers. At 7.6%, the largest
loan is secured by lease revenues paid by the city of Hawthorne (parity bonds not rated by Fitch).
In aggregate, the top 10 borrowers represent approximately 47% of the loan pool, similar to Fitch's

'AAA' median level of 52%.

The majority of the loan pool isto borrowers that do not carry a public rating. Therefore, in its effort
to ascertain acredit view on aminimum of 33% of the pool, Fitch assigned an internal credit opinion
to one unrated borrower. The remaining unrated portion of the pool was conservatively estimated to
be of speculative-grade credit quality ('BB') in Fitch's analysis, in accordance with its criteria

Giventhelargely unrated loan pool, theresulting 'AAA' liability hurdleishigh at 60% versusan'AAA'
median of 33%. However, the strong cash flow coverage mitigates much of the risk associated with
the unrated pool. Additionally, around two-thirds of the pool is backed by strong security pledgesin
the form of water/sewer net system revenue and combination revenue/genera obligation pledges.



STRONG PROGRAM MANAGEMENT AND UNDERWRITING

The ISRF program is separate from other state revolving fund (SRF) programs, such as the Clean
Water and Drinking Water SRFs. Pursuant to loan agreements, underwriting criteria generally
include covenants requiring each borrower to collect tax revenues or charge sufficient enterprise
rates to meet all debt service requirements. Rate charges may aso include a minimum coverage
requirement.

To date, there have been no loan payment defaults from ISRF program borrowers. However, two
creditsinthe | SRF program have declared bankruptcy, including the city of San Bernardino in August
2012 and the Los Osos Community Service District in August 2006. Neither of these entities has
exposure in the 2014A pool.

DEBT SERVICE RESERVE FUND

The 2014 bonds are additionally secured by areserve fund subject to a reserve requirement equal to
theleast of (a) 10% of theinitial bonds, (b) 1.0x maximum annual debt service, and (c) 1.25x average
annual debt service. Aggregate reserves total $6.4 million or about 6.7% of outstanding bonds.

ADDITIONAL BONDSTEST

Additional parity bonds can be issued provided that the ‘coverage test’ is met. The coverage test
requires that annual projected pledged revenues provide 1.2x annual debt service coverage through
the program’s expected life. For the purpose of calculating the coverage test with respect to the
ability to issue additional bonds, amountsin the supplemental revenue fund are excluded. Generally,
management has indicated to Fitch that actual target minimum coverage is 1.3x-1.4x.

SUPPLEMENTAL REVENUE FUND

If the coverage test described above is not met, annua surplus amounts will be deposited into the
supplemental revenue fund by thetrustee. Thisfund isanew addition to the 2014 M1 and is viewed
by Fitch as a positive but not significant credit feature, as surplus amounts are likely to be modest
if the coveragetest is not being met. Once the coverage test is passed (test excludes amountsin the
supplemental revenue fund) excess amounts can then be released from lien of the indenture.

Contact:

Primary Analyst
Magjor Parkhurst
Director
+1-512-215-3724
Fitch Ratings, Inc.
111 Congress Avenue
Austin, TX 78701

Secondary Analyst
Adrienne Booker
Senior Director
+1-312-368-5471

Committee Chairperson
Amy Laskey

Managing Director
+1-212-908-0568



Media Relations. Elizabeth Fogerty, New York, Te: +1 (212) 908 0526, Email:
elizabeth.fogerty @fitchratings.com.

Additional information is available at ‘www.fitchratings.com'.

Applicable Criteria and Related Research:

--'State Revolving Fund and Leveraged Municipal Loan Pool Criteria (May 17, 2013);

--'State Revolving Fund and Leveraged Municipal Loan Pool 2013 Peer Review' (Oct 31, 2013);
--'Revenue-Supported Rating Criteria (June 3, 2013).

Applicable Criteria and Related Research:

Revenue-Supported Rating Criteria

http://www fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=709499
State Revolving Fund and Leveraged Municipal Loan Pool (2013 Peer Review)
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=719991
State Revolving Fund and Leveraged Municipal Loan Pool Criteria

http://www fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=707257

ALL FITCH CREDIT RATINGS ARE SUBJCT TO CERTAIN LIMITATIONS
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTP//[FITCHRATINGS.COM/

UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE

TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S
PUBLIC WEBSITE "'WWW.FITCHRATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE
OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,

COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVAILABLEFROM THE'CODE OF CONDUCT"' SECTION OF THISSITE. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICETO THERATED ENTITY ORITSRELATED
THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD
ANALYST ISBASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THISISSUER ON THE FITCH WEBSITE.
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