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State Fiscal Health Update - January 2014

“Stable” Janney U.S. State Credit Outlook - Full Steam Ahead in 2014

The fiscal status of U.S. State credits continued to mostly strengthen in 2013,
2014 looks promising too, assuming economic growth continues and the economy cooperates.

Select challenges such as structural imbalances & lower than optimal reserve fund balances
remain.

A solid “pro” for state credits is that they have several levers at their disposal they can use to
reset the sails of their fiscal ships if necessary. Most notably is their sovereign ability to raise
revenues and cut spending.

A notable example occurred in December 2013, when the state of Illinois enacted legislation
expected to reduce the state’s unfunded pension liability by about 20%. Moody's put lllinois
pension liability at approximately $173 billion as of June 2013, the largest of any U.S. state.

State tax revenues were up 9% year over year in 2Q2013 compared with the same quarter in
2012. Preliminary data for the 3Q13 shows revenues are expected to be about 6% higher YoY.
Overall, Census Bureau state tax revenue data has been on an upward trend that is rising at a
satisfactory pace. Mortgage delinquency and unemployment rates have mostly fallen too.

The Janney Credit Outlook for U.S. States remains “Stable”. Moody’s raised its outlook to
“Stable” from “Negative” in August 2013.

30 of 50 Moody's state ratings are in the Aaa and Aa1 (the two highest) rating categories. The
median state rating is Aa1 and ratings range from Aaa to A3 (lowest at A3 is IL).

Recent state level rating changes include: HI outlook raised by S&P, NJ's outlook lowered by
Moody's, Puerto Rico’s Baa3 put on “Review for Downgrade” by Moody's and its BBB- on “Rat-
ing Watch Negative” by Fitch, and the outlook for TN was lowered by S&P.

U.S. State Tax Revenues Continue to Climb Higher
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Janney State Fiscal Health Indicators
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Sources: MMD spreads are per Thomson Reuters; quarterly (3Q13) change (YOY) in State tax revenue from Rockefeller Institute; State
balances as % of Expend. from NASBO; pension funded ratio per Morningstar (FY2012); Mortgage foreclosure & 90 days past due data

(non-SA) from the Mortgage Bankers Association. Unemployment rate (SA) per the Bureau of Labor Statistics and Janney FIS.
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Analyst Certification

I, Tom Kozlik, the Primarily Responsible Analyst for this report, hereby certify that all of the views expressed in this report accurately
reflect my personal views about any and all of the subject sectors, industries, securities, and issuers. No part of my compensation
was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this research report.

Definition of Outlooks- Positive: Janney FIS believes there are apparent factors which point towards improving issuer or
sector credit quality which may result in potential credit ratings upgrades. Stable: Janney FIS believes there are factors which point
towards stable issuer or sector credit quality which are unlikely to result in either potential credit ratings upgrades or downgrades.
Cautious: Janney FIS believes there are factors which introduce the potential for declines in issuer or sector credit quality that may
result in potential credit ratings downgrades. Negative: Janney FIS believes there are factors which point towards weakening in
issuer credit quality that will likely result in credit ratings downgrades.

Definition of Ratings- Overweight: Janney FIS expects the target asset class or sector to outperform the comparable
benchmark (below) in its asset class in terms of total return. Marketweight: Janney FIS expects the target asset class or sector to
perform in line with the comparable benchmark (below) in its asset class in terms of total return Underweight: Janney FIS expects
the target asset class or sector to underperform the comparable benchmark (below) in its asset class in terms of total return

Benchmarks- Asset Classes: Janney FIS ratings for domestic fixed income asset classes including Treasuries, Agencies,
Mortgages, Investment Grade Credit, High Yield Credit, and Municipals employ the “Barclay’s U.S. Aggregate Bond Market Index”
as a benchmark. Treasuries: Janney FIS ratings employ the “Barclay’s U.S. Treasury Index” as a benchmark. Agencies: Janney FIS
ratings employ the “Barclay's U.S. Agency Index"” as a benchmark. Mortgages: Janney FIS ratings employ the “Barclay’s U.S. MBS
Index” as a benchmark. Investment Grade Credit: Janney FIS ratings employ the “Barclay’s U.S. Credit Index” as a benchmark.
High Yield Credit: Janney FIS ratings for employ “Barclay’s U.S. Corporate High Yield Index” as a benchmark. Municipals: Janney
FIS ratings employ the “Barclay’s Municipal Bond Index” as a benchmark.

Disclaimer- Janney or its affiliates may from time to time have a proprietary position in the various debt obligations of the
issuers mentioned in this publication. Unless otherwise noted, market data is from Bloomberg, Barclays, and Janney Fixed Income
Strategy & Research (Janney FIS). This report is the intellectual property of Janney Montgomery Scott LLC (Janney) and may not
be reproduced, distributed, or published by any person for any purpose without Janney's express prior written consent. This report
has been prepared by Janney and is to be used for informational purposes only. In no event should it be construed as a solicitation
or offer to purchase or sell a security. The information presented herein is taken from sources believed to be reliable, but is not
guaranteed by Janney as to accuracy or completeness. Any issue named or rates mentioned are used for illustrative purposes only,
and may not represent the specific features or securities available at a given time. Preliminary Official Statements, Final Official
Statements, or Prospectuses for any new issues mentioned herein are available upon request. The value of and income from
investments may vary because of changes in interest rates, foreign exchange rates, securities prices, market indexes, as well as
operational or financial conditions of issuers or other factors. Past performance is not necessarily a guide to future performance.
Estimates of future performance are based on assumptions that may not be realized. We have no obligation to tell you when
opinions or information contained in Janney FIS publications change. Janney Fixed Income Strategy does not provide individually
tailored investment advice and this document has been prepared without regard to the circumstances and objectives of those
who receive it. The appropriateness of an investment or strategy will depend on an investor’s circumstances and objectives. For
investment advice specific to your individual situation, or for additional information on this or other topics, please contact your
Janney Financial Consultant and/or your tax or legal advisor.



