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State Fiscal Health Scorecard - November 2012

« U.S. states posted a 10th consecutive quarter of higher tax collections in 2Q12 — 3.2% higher
than 2Q11.

- Our state credit spread average fell 6 bps since July, suggesting improving credit conditions.

- Although state credit profiles have mostly improved, considerable risks loom as potential spoil-
ers as we move into 2013.

- Political solutions requiring a significant amount of political will are needed to solve structural
budget gaps in select instances.

- Some state credit profiles could worsen, and downgrade risk remains, if near to medium term
actions are not taken to battle these gaps. One time fixes, short term budget solutions, and
expectations to “grow-out” of deficits are misquided approaches.

Risks Exist Including Some Structural, Not Cyclical, Budget Problems

An “unusual uncertainty” in the prospects for sustained economic growth, the potential impact from
the Fiscal Cliff and broader federal budget tightening, and negative political influences all remain
as concerns and as impediments to a complete financial resurgence. Some of these factors are and
will remain out of the control of even the most well-run state governments. U.S. state credit profiles
have mostly improved over the last few years, reflected by tighter general obligation spreads to the
AAA benchmark. CA, on the one hand, found some political cover as voters approved Proposition
30’s personal income and sales tax increases. CA GO spreads then tightened by 15 basis points in
November. On the other hand there are still a handful of states that possess structural, not cyclical,
budget problems. IL and NJ still possess sizeable unfunded pension liabilities despite reform efforts,
and IL still has billions of dollars of unpaid bills owed to vendors. Dilemmas such as these are going
to require complex and often unpopular political solutions, but lawmaker political will remains elu-
sive, and we are not sure what it will take for them to finally make tough choices. Most troubling is
that reform is only going to become more difficult as the consequences from lower federal spending
and slower economic growth mount.

Improved Credit Profiles Helped Lead to Tighter U.S. State GO Spreads Recently

The blue line shows the range (high to low) of US state spreads to AAA MMD from

250 Jan2010 to Nov 2012. The yellow square shows the latest spread.
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Source: Thomson Reuters and Janney FIS. #'s in basis point spread to 10 year AAA MMD.
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Spread to

Spread to  2Q12, Quarterly Debt & Pension Medicaid asa %  "Seriously
10Y MMD  US State Tax Rev Liability as % of of State Delinquent”
Nov 26, 12 (% Change) Personal Income Spending, FY11 Morts. 3Q12

Unemploy.
Rate Oct
2012

10Y MMD
Jul9, 12

Bond Ratings
(*a lease or ICR)

Total/Average 1 3.2% L 6.9% 1 24% 1 7.0% 17.9%
Alabama Aa1aa/AA+ IF 23 B s 6% B so% M 250 W 530 B8 %
Alaska Aaa/AAAAA+ I 0 | 2 B 0.2 M 2.6% [ 9% I 239% HWN7.1%
Arizona* Aa3/AA-NR IE 30 B 30 B 3.9 N/A M 2 8 9% W so% HNE %
Arkansas Aal/AANR I 21 ] 7 B s.6% N/A I 21 0% B soo N 2%
California Aata-A- R s BN 45 B ;6% B s9% W 2 4 W 570 NG o
Colorado™ Aat/aanr IE 23 n s MR 1 5 9% N/A T 1 9%, B 3490 WN7.9%

Connecticut Aaz/AAa/AA I 28 W s W 1 20 HZ3Z. 0% HE 7 o Bs. 10,  HNS0%
Delaware Aaa/AAA/AAA I 0 I 0 B 0.5% B 10.0% B 6% 720  WWNG.8%
Florida Aa1/AAAAAA IE 28 | Y B 2.8 | VA M 28 9% IEs. WS s
Georgia Aaa/AAAAAA | 0 I 0 B 2.8% B s7% B 2 1 2% 679 IS 7%
Hawaii Aa2/aa/aa I 27 B 2 N5 7 9% NS 8 % B 6% Ween W ss5%
Idaho* Aatl/AA+/AA IE 23 B » | AT i 2.5% MY 2 6 9% W 479 WN7.0%
llinois aziaa 7> WAz EERYs s, ENEE0o% I 0 o, Bo.0% WINEs%
Indiana* Aaa/AAA/AA+ IE 18 | T} B2 79 B s9% MY 2 4 9% W7 40  INE.0%
lowa* Aaa/AAA/AAA IE 18 | T} [ CReTA i 2.2% B 199 W 4200 W s1%
Kansas* Aat/aaNR BB 24 W 24 [ R I 11 9% HE 199 B 240 BN s7%
Kentucky* nazian-iaa- I 28 B 22 | A N3 8% W 2309 e WS 4%
Louisiana Aa2iAAAA IR 29 [ T B 7 .29 MG 7 .49 [ YA o0 WWs6%
Maine razianmars B 18 B 16 B 3 09% B 79% S oo, s 7. W7 2%
Maryland Aaa/AAA/AAA 1 I 0 W 4 59 W 1.7 % 22 % s 70, W6.7%

Massachusetts  Aal/AA+/Aa+ IE 24 B 17 [ VRTA I 83 9% R 0% Bes WWNG6%
Michigan naz/ian-iaa- N 53 B 40 ' 210% W 39% M 2 4 9% W 550 NG %
Minnesota Aal/AA+/AA+ I 5 ] 4 B 0.0% B s6% M 250 B 37 W ss%
Mississippi nrazinamna+ I 25 I 20 s .0 9% MY 8. 6% M 2 3 9% W7.49  IS9%
Missouri Aaa/AAA/AAA I 0 | 0 | WA B s8% [T B 23% BWWN6o%
Montana Aa1/aa/aAa+ B 28 | Y | I B 66% B 6% P 28% W e6o%
Nebraska* Aa2/AAA/NR IE 23 B o W 3.3 N/A B 7% B 30 B 338%
Nevada Aa2/an/an+ IR 65 B 50 [ T B s6% H 1 994 M oo, MIIMRIANS o,

New Hampshire  Aat/aa/an+ B 8 F s B -2.0% B 33% I 2 5 W s6% W s57%

New Jersey  Aa3/AA-/AA- IE a0 WD 33 W s1% I 7.0 % I 22 o Iiz.00 WIS 7%

New Mexico Aaa/AA+NR I 19 | T B 1 0% N/A W 509 W eox WN63%
New York Aa2iAaAA  IE 27 | T | TR B 6s5% M2 9 % Bl con  HHINE.7%

North Carolina  Aaa/AAA/AAA [ 2 I 0 W 220 B 335% [ PP W ss.  ENES3

North Dakota*  Aa1l/AA+/NR Bl 23 B s MMNNEG 7 % N/A B 159 I 17% 1 3.1%
Ohio Aat/aa+/aar B 38 IE 23 [ NERIA B 42% 5 3 9 7% WN6.9%
Oklahoma Aa2/inA+AA+ I 28 m s Hs 8 0 B se% B 1 99 W sen W 5309
Oregon AatsAa+aa+ B 19 B 10 HIN 359% B so% B 5% W 530 NS 6%

Pennsyvania  Aaz/aa/aa+ IE 23 IE 18 MR 0.8% e ss% IS 1 o7, W eeo% WIS 1%

Rhode Island Aaz/aa/an I sa W 0 | T B 2 39 Y 5 5 04, 790  EEMEGZ%

South Carolina  Aaa/AA+/AAA I 7 I 1 WY s 79 W 67% 209 Bsecw INE6%

South Dakota* Aa2/aA+/AA I 28 I 238 W 0.8% E 26% I 3 o, P 249 W 45%

Tennessee Aaa/AA+/AAA 3 I 0 [ T i 2.0% MR & %, W 550 INE2%
Texas paaiAA/AAA IE 18 BB 12 4. 0% W 64% S 6 % B 21% WW66%
Utah Aaa/AAAAAA I 1 I 0 B 7 39 B so% B 4% B 479 W 5%

Vermont Aaa/AA/AAA B 9 | 2 | A B s.4% MR 2 7 2% W sex W s5s5%
Virginia Aaa/AAAIAAA | 0 I 0 M s 1 % B 27% W 7% B 30% W s7%

Washington ~ Aal/AA+/AA+ IE 29 I 20 B 34% I 75% I 2 4.9 W esw WS 2%

West Virginia ~ Aat/aa/aa+ IE 30 B 22 EIN92% W 4.2 % | TR W 20% W75%
Wisconsin Aa2/aa/aA I 29 B 2 B 79 W ss% B 7% W 55, WG 9%

Wyoming* Nr/aaanNR I 23 B 7 W 3 6% N/A I 7% I 20% W s52%

Sources: MMD spreads per Thomson Reuters; Change in state tax revenues from Rockefeller Institute; Debt & Pension Liability as % of Personal
Income from Fitch Ratings- Mar 28, 2012; Medicaid % of Expenditures from NASBO; Mortgage foreclosure & 90 days past due data (non-SA)
from the MBA; Unemployment rate (SA) per 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.



