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NEW YORK, Jan 18, 2011 -- Moody's Investors Service has downgraded to Ba1 from A1 The Harrisburg Authority's (PA) $69.42 million in
outstanding Water Revenue Refunding Bonds, Series of 2008. The rating has been removed from Watchlist and a negative outlook has been
assigned. The bonds are secured by net revenues of the authority's water system. We do not maintain a rating on the City of Harrisburg's
general obligation debt.

RATING RATIONALE

The downgrade to Ba1 from A1 reflects the system's exposure to the City of Harrisburg's financial distress given the city's relationship as
operator of the water system and the authority's governance structure. The results of this relationship include a lack of timely financial
disclosure, weakened debt service coverage and late adoption of a 2010 budget. The downgrade also considers the risk to the system's
liquidity and potential disruption to financial operations if the city pursues a bankruptcy filing under Chapter 9, an action that the city could take
having recently filed for distressed city status under Act 47. The negative outlook incorporates the potential for additional deterioration given the
city's ongoing financial crisis, although we believe bondholders have some protection given that the authority is prohibited from conveying
assets to the city without impairing bondholder security (as per the Municipal Authorities Act and Trust Indenture). Additionally, given the
system's function as an essential service, we believe the city is unlikely to take actions that would considerably disrupt the water system's
operations for an extended period of time.

ONGOING EXPOSURE TO THE CITY OF HARRISBURG'S FINANCIAL DISTRESS NEGATIVELY AFFECTS FINANCIAL HEALTH OF WATER
SYSTEM

The Harrisburg Authority owns the water system and is responsible for setting water rates and charges. Pursuant to a Management Agreement
(originally dated March 1, 1990), the City of Harrisburg operates and manages the system, including billing and collections, as well as employee
payroll. This relationship exposes the water system to the city's financial distress , which could result in a disruption in financial operations
should the city file for bankruptcy under Chapter 9. In addition, with the Authority's consent the water system's liquidity may be drawn into the
financial plan developed by the Act 47 coordinator, which is expected to be formulated over the next few months. The City of Harrisburg's
distressed financial position stems from guaranteed resource recovery facility debt, which is first secured by revenues from Harrisburg
Authority's Resource Recovery Facility. Although the facility is managed and administered by Harrisburg Authority, the water system, which is
also administered by the authority, remains a distinct and separate system with separate financial operations. Insufficient revenues of the
resource recovery facility caused the city to pay on guaranteed debt beginning in 2007 and deplete its own liquidity; starting on June 1, 2009
date the city stopped making its guarantee payments. Facing $282 million of unsupported city-guaranteed resource recovery debt, the city filed
distressed city status under Act 47 on December 15, 2010. Act 47 has provision for filing for bankruptcy under Chapter 9, if necessary to
financial recovery.

The water system pays an annual General Administration Fee (GAF) to the city, which represents the indirect costs associated with the
operation and maintenance of the system. In fiscal 2008, the $5.2 million GAF payment represented a notable 10.3% of the city's General Fund
revenues. The GAF payment is subordinate to direct O&M and debt service. The relationship between the city and the authority has historically
limited the system's ability to maintain a stable and healthy liquidity position given the city's reliance on the GAF transfers from the water
system. In fiscal years 2005 and 2006, unrestricted cash was 31.2% and 33.7% of direct O&M. However, 2007 and 2008 results reflect a
material increase in the system's cash position to a healthier 77.8% and 60.8% respectively. The authority utilized portions of these available
funds to maintain transfers to the city in 2009 (unaudited) and 2010 (projected) and plans to draw reserves moving forward for capital
expenditures. Since 2004, the annual GAF transfer to the city has ranged from $3.5 million to a more typical $5.2 million. Although revenues
have declined in recent years and expenses have increased, reducing debt service coverage to 1.34 times annual debt service in fiscal 2009
(unaudited) from a healthier 2.22 times in 2007, the annual GAF payment has remained high at $4.3 million and $4.9 million in 2008 and 2009,
respectively. Favorably, the adopted fiscal 2011 budget reduces the payment to just $1.4 million.

The city's distressed financial operations and strained political environment have created a challenging environment for the authority to
adequately manage the water system's annual financial disclosure and budgeting. As a result of the city's role as operator of the water system,
the authority has yet to release its fiscal 2009 audit, over 12 months after the close of the year. The city also controls the water system's initial
budget, although the authority maintains final approval. A delay in the city's budgetary process has prohibited the authority from adopting a
budget and from timely rate increases. In fiscal 2010, when the mayor and city council failed to appoint enough authority board members for a
quorum until mid-year, a budget was not approved until November. Board members are appointed by the mayor and approved by city council
and maintain sole control over raising rates. The delay in appointing board members in 2010 resulted in a delay in the authority's review of the
system's rate study and any rate increase deemed necessary. The rate study initially recommended a rate increase in 2011, although,
management has maintained rates level and plans the use of cash reserves instead.

CITY'S DISTRESS COULD AFFECT SYSTEM'S LIQUIDITY

The city's ongoing financial distress could affect the water system's liquidity. The authority reportedly maintains approximately $12 million of
excess authority and trustee held funds, beyond debt service reserve and operational reserve requirements, which could provide financial relief
for the city. As system operator, the city maintains a Water System Operating Account on behalf of the authority, which could be at least
temporarily disrupted by a Chapter 9 filing. The authority has the ability to take over the water system operations currently under city control and
maintain them itself. It is uncertain, however, how long it would take for the authority to establish billing and payroll processes that may require



requests for proposals or other obstacles to a swift takeover.

Although state statute allows an authority to transfer assets back to a municipality, we believe bondholders remain relatively well-protected. The
Municipal Authorities Act allows for a municipality to compel an authority to convey authority property back to the municipality. There is precedent
in Pennsylvania (County of Mifflin v. Mifflin County Airport Authority), where the Commonwealth Court ruled that conveyance of authority property
is prohibited if prohibited under the indenture. The original and supplemental water system indentures prohibit the conveyance of property to the
city without a Consulting Engineer's Certificate stating that the disposition of properties will not impair bondholder security.

WATER SYSTEM OVERVIEW; MODERATELY SIZED CUSTOMER BASE IN SOUTH CENTRAL PENNSYLVANIA

The Harrisburg Authority's Water Enterprise supplies, treats and distributes water for the City of Harrisburg as well as a few surrounding
municipalities in Dauphin County, including part of Borough of Penbrook (G.O. rated A3) and the Townships of Susquehanna (G.O. rated Aa2),
Swatara and Lower Paxton (G. O. Aa2). The service area's population is approximately 66,250, of which roughly 82% are in the City of
Harrisburg. As of 2010, the water enterprise had 20,770 customers, of which approximately 90% are residential. While all residents within
Harrisburg are served by the authority, many of the surrounding municipalities are served by a private water provider, thereby limiting the
authority's ability to expand its service area and customer accounts. Socioeconomic indices within the city are below average, with per capita
and median family incomes that have steadily declined in each of the last four decades and are currently 75.6% and 60.1% of the state,
respectively. As of October 2010, unemployment rates in the city were still elevated at 11.9%, above state and national levels of 8.4% and 9%,
respectively.

The water enterprise's primarily water source is DeHart Dam, located about 21 miles north of the city and from which water flows by gravity via
transmission line to the water treatment plant. A secondary (primarily emergency) source of water is via a pump station at the Susquehanna
River. The water treatment plant has a maximum capacity of 20 million gallons per day (MGD) and although permitted capacity is lower at 15
MGD, it has ample capacity to address an average daily demand of 8 MGD and peak demand of 10 MGD. The authority has four storage tanks
with a total capacity of approximately 31 million gallons, or almost four days of water. At this time, the treatment plant is not under any mandates
or consent decrees. The system's water loss rate is estimated to be between 15% and 20%, which is slightly above national levels, but not
uncommon relative to regional systems.

The original and supplemental indentures provide a debt service reserve fund (DSRF), replacement and renewal fund, rate covenant and
additional bonds test. The DSRF requirement is cash funded for each series of bonds at the lesser of (i) 10% of the bonds; (ii) maximum
annual debt service (MADS); or (iii) 125% of average annual debt service. The system is required to maintain a replacement and renewal fund
at a minimal level of $500,000. The rate covenant is relatively weak at 1.1 times annual debt service and accumulated surplus may be included
in the coverage calculation. Additional bonds may be issued if net revenues for any 12 consecutive months out of the 18 months immediately
preceding the month of the delivery of the bonds are not less than the Debt Service Requirements on the bonds outstanding during that period
and provide 1.1 coverage of MADS on the bonds then to be issued.

ABOVE AVERAGE DEBT POSITION

We believe the water enterprise will remain highly leveraged as amortization of principal is below average with 32.6% repaid in 10 years. Since
2004, the enterprise's debt ratio has averaged 146.6% (154.3% in 2008), which may limit the authority's ability to finance any unexpected capital
needs through borrowing. The authority's capital improvement plan calls for $9.2 million of expenditures over next three years, of which $3
million is expected to be financed with a loan from Pennvest. Of the $156.6 million of outstanding debt, 19.6% is variable rate (Series 2002 B
and C) and is insured by Assured Guaranty.

WHAT COULD MOVE THE RATING (UP):

-Improved financial operations at city-level

-Implementation of financial recovery solution for city and resource recovery facility that doesn't negatively impact water system operations

WHAT COULD MOVE THE RATING (DOWN):

-Actions related to the city's financial distress or recovery that could negatively affect the water system's operations

-Narrowing of water system's financial debt service coverage or liquidity

KEY FACTS:

Security: Net revenues of the water enterprise

Type of System: Water supply, treatment and distribution

Service Area/Population: City of Harrisburg and portions of Dauphin County

Number of Water System Accounts, FY 2010: 20,770

Operating Ratio (2008/2009 unaudited): 23.9%/27.7%

2008 Debt Ratio: 154.3%

Senior Lien Debt Service Coverage Ratio (2008): 1.77x

Senior Lien Debt Service Coverage Ratio (2009, unaudited): 1.34x

Post-Sale Debt Outstanding: $156.6 million

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

Analysts

Josellyn Yousef
Analyst
Public Finance Group
Moody's Investors Service

Jessica A. Lamendola
Backup Analyst
Public Finance Group
Moody's Investors Service

Geordie Thompson
Senior Credit Officer
Public Finance Group
Moody's Investors Service

Naomi Richman
Director
Public Finance Group
Moody's Investors Service

Contacts

Journalists: (212) 553-0376
Research Clients: (212) 553-1653

Moody's Investors Service 
250 Greenwich Street 
New York, NY 10007 
USA

© 2011 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

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 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.

http://www.moodys.com/

