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2017 US Public Finance Outlooks

Outlook Key:

STABLE

States

» State tax
revenues to grow
29%-3%

» Modest economic
and revenue
growth that is
strong enough to
keep most states
in a stable credit
position, but will
not be strong
enough to foster
broad credit
improvement

» Full report

»

»

»

»

STABLE

STABLE

Local

Governments

Property taxes to »
grow 3%-5%

Stable, healthy
reserves

demonstrate strong
management and
generally strong legal
ability to maintain
structurally balanced »
operations

Still modest but
growing portion of  »
issuers face
compounding
pressures and credit
challenges

Full report

STABLE

Water and Sewer

Utilities
Annual coverage to
remain in line with
the fiscal 2015
median of 2.0 times
for combined
systems and 1.9 for
single-service
systems

Healthy debt service
coverage and
liquidity metrics

Full report

»

STABLE

Not-for-Profit
Healthcare

Operating cash
flow to grow
0%-1%

Solid patient
volume and
revenue growth
drive albeit slower
operating cash
flow growth

Growth offsets
pressures from
rising drug costs,
pension liabilities
and employment
expenses

Full report

POSITIVE

State Housing

Finance Agencies

»

»

»

»

»

»

Revised to positive
from stable

Median HFA margins
will remain between
19%-20%

Reduced debt

service costs due to
refundings

Growth of newly
originated loans

Improved portfolio
performance

Full report
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2017 US Public Finance Outlooks

Outlook Key:

»

»

»

»

»

STABLE

Higher Education

Aggregate operating
revenue to grow at
or above 3%

Demand will remain
sound, contributing to
overall steady
enrollment

Continued focus on
affordability and
accountability will
limit net tuition
revenue growth to
inflationary increases

Clouds are beginning
to form on horizon

Full report

»

»

»

»

v
v

STABLE

POSITIVE

STABLE

Community
Colleges with
Revenue Bonds

Aggregate annual
revenue to grow
1.5%-2%

Modest increases in
net tuition revenue

Continued growth in
state funding and
property tax revenue

Enrollment to remain
steady

Full report

»

»

»

»

»

STABLE

Not-for-Profit
Organizations

Aggregate annual
operating revenue to
grow 2.5%-3.5%

Favorable prospects
for growth in earned
revenue and healthy
philanthropy

Higher labor costs
are driving budgetary
pressures

Vulnerability to
investment market
performance

Full report

»

»

»

»

STABLE

Independent K-12
Schools

Overall revenue to
grow 3%-4%

Excellent student
demand

Prospects for more
moderate investment
returns may limit
reserve growth

Alumni and parents'
gifts to be sustained
at high levels

Full report
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States

NEGATIVE STABLE POSITIVE
What could change outlook » State tax revenues growth of What (_:(_)Uld change outlook
» Sustained trend of annual » Modest economic and revenue » Actual and expected revenue
decreases in tax revenues growth that is strong enough to growth in the 5%-6% range
greater than 1% keep mosf[ _states n gstable » Powerful sustained economic
_ _ credit position, but will not be rowth
» A sharp drop in economic strong enough to foster broad 9
output, coupled with a shock credit improvement

such as a plunge in stock
values, could pose broader
revenue and budgetary
challenges

» States are generally balancing
budgets and maintaining financial
reserves

» Pension funding is a challenge,
but not an immediate, severe
credit threat for most

» Federal policy changes — in
trade, Medicaid reimbursement
or other areas — that would
erode state revenues

A negative sector outlook indicates our view that fundamental business conditions will worsen. A positive outlook indicates that we expect fundamental business conditions to
improve. A stable sector outlook indicates that conditions are not expected to change significantly. Since sector outlooks represent our forward looking view on conditions that
factor into ratings, a negative (positive) outlook indicates that negative (positive) rating actions are more likely on average.
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Revenue Trends Support Stability; Some States Still
Pressured

Key credit themes

» State tax revenues will resume modest growth of 2%-3% for the next 12 to 18 months. This
moderate growth, which is below the five-year average of about 4%, follows a spring 2016 tax revenue
decline of 2.1%, only the second quarterly decline since 2009. Renewed but modest revenue growth
would be consistent with broad economic trends.

» Several weaker states risk falling further behind, amid prevailing low-growth conditions.
Sluggish gross product and personal income will add to the challenge of meeting pension funding
needs, balancing budgets and maintaining financial reserves. US states typically have very strong
credit quality, but Illinois (Baa2 negative), Connecticut (Aa3 negative) and New Jersey (A2 negative)
show how states with severely underfunded pensions can become outliers with comparatively weak
overall credit positions.

» Debt levels will rise as states address deferred infrastructure needs. State and local
governments increased street and highway capital spending by about 14% in the past two years,
disrupting what had been a steady decline in the investment to depreciation ratio from 2001 through
2013. Continued focus on infrastructure improvements will likely add to state debt burdens, especially
if interest rates remain low, but it will also yield economic benefits over time.
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State Tax Revenues Will Resume Modest Growth After
Faltering Last Spring

State Tax Revenue Growth Projected to Remain Resilient, But Slower Pace Reflects Spring
2016 Pause

mmm Forecasted Revenue Actual Revenue = YQOY Growth
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Note: Actual state tax revenues for each calendar year through the first half of 2016 and preliminary third quarter; our estimated growth trend is incorporated from fourth quarter of 2016
through 2018.
Source: Nelson A. Rockefeller Institute of Government, Moody's Investors Service estimates
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Lower-paying industries have added jobs at faster pace,

on average
Job growth by industry, from 2009 through 2015
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Weaker States Risk Falling Further Behind In Face of
Pension Challenges

Some States' Fixed Costs Account for More Than 20% of Their Revenues in Fiscal 2015

m Debt Service OPEB Contribution m Actual Pension Contribution 1 Additional Amount to Reach Tread Water
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Note: Reflects growth from calendar year 2009 through 2015.
Sources: US Bureau of Labor Statistics, US Bureau of Economic Analysis
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Local Governments

NEGATIVE STABLE POSITIVE

What could change outlook » Property tax revenue growth of What (_3(?U|d change outlook

to negative 3%-5% to positive

» Property tax revenue growth of » Generally strong legal ability to » Continued strong property tax
1%-2% maintain structurally balanced revenue growth of 4%-5%

operations through raising L .

» Increase in long-term liabilities revenues and cutting »  Stabilization of fixed costs
and fixed costs outpace expenditures » Maintenance of healthy
revenue growth

o J _ _ » Stable, healthy reserves highlight reserves

» A significant increase in the strong management and provide » Alleviation of pension

number of local governments flexibility pressures

with compounding challenges
exacerbating credit
deterioration

A negative sector outlook indicates our view that fundamental business conditions will worsen. A positive outlook indicates that we expect fundamental business conditions to
improve. A stable sector outlook indicates that conditions are not expected to change significantly. Since sector outlooks represent our forward looking view on conditions that
factor into ratings, a negative (positive) outlook indicates that negative (positive) rating actions are more likely on average.
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Strong Tax Revenues and Healthy Reserves Drive
Stability for Most

Key credit themes

» Property taxes, the bedrock of local governments, are healthy. A combination of property value
growth and tax rate increases drove revenues 5.1% higher in the first half of 2016. We expect these
factors will continue to support revenue growth of 3%-5% in 2017.

» Stable, healthy reserves highlight strong management and provide flexibility. An ongoing
commitment to align revenues and expenditures supports stable financial performance and healthy
reserve levels across the sector.

» Growing balance sheet liabilities and fixed costs continue to pressure operations but remain
manageable for most. Pensions are the sector's fastest growing long-term liability. Local
governments will focus on balancing rising fixed costs with infrastructure demands and essential
services. Stable to improving revenue trends will keep these costs manageable for most over the near
term.

» Despite overall stability across the sector, compounding pressures are deteriorating credit
qguality for a small group. Most local governments face one or two credit challenges. However, a
modest but growing portion of the sector is experiencing a confluence of challenges, often including
revenue stagnation combined with fixed cost growth, leading to a trend of credit deterioration.
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Property Taxes, the Bedrock of Local Governments, are
Healthy

Strong Growth Through First Half of 2016 Will Likely Carry Through Full Year

m First Half Full year
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Year-over-year change (constant dollars)

-10%
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Calendar year

Note: Full year 2016 and 2017 estimated.
Source: US Census Bureau, Bureau of Labor Statistics, Moody’s Investors Service Estimates
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Despite Overall Stability Across Sector, Compounding
Pressures are Deteriorating Credit Quality for Small Group

While most local governments face one or two credit challenges, those facing compounding pressures
have, and will likely continue to see, deterioration of credit quality. These are not necessarily temporary

challenges that have emerged since the recession but instead reflect long-term underlying and
fundamental credit weaknesses.

In contrast to most governments, a growing minority of credits are facing a confluence of these factors
with less margin or appetite to increase taxes further and weaker positions to weather the next recession.
Inherent credit characteristics drive these challenges more than regional and state/sector characteristics.

B2
S

a2y

Revenue and reserve challenges Expenditure pressures

» Tax caps or other legal limits on revenue raising

i)

Weak economic trends

» Falling property values

» Poor demographic and employment trends » Anti-tax sentiment, high rates or demographic

profile eroding political willingness to raise rates

» Low wealth levels

» Heavy reliance on state aid and vulnerability
to cuts

» Limited economic or industrial development
prospects

» Declining, limited or no reserves

» Weak revenue trends
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debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. 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 “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
applicable). 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. MOODY'S
credit rating is an opinion as to the creditworthiness of 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 reckless and
inappropriate for retail investors to use MOODY'’S credit ratings or publications when making an investment
decision. If in doubt you should contact your financial or other professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“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. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency
subsidiary of MUKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“‘NRSRO”).
Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are
assigned by an entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain
types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the

Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2

and 3 respectively.

MJIKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.

MJIKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

Mooby’s

INVESTORS SERVICE

2017 Outlook —Public Finance - US 22


http://www.moodys.com/
http://www.moodys.com/

Forecasting the Bond Market in 2017

DO John Piemonte

Municipal Advisor

Ehlers, Inc.

Chicago, IL

Are you a CDFA Member?

Members receive exclusive access
to thousands of resources in the
CDFA Online Resource Database.

Create your unique login today at
www.cdfa.net

CDFA // BNY MELLON
DEVELOPMENT FINANCE
WEBCAST SERIES

e
mERCifa >

=mm BNY MELLON

Agencies

WWW.CDFANET // WWW.BNYMELLON.COM



 Bond

-
*fcdfa March 1-2, 2017
= Daily: 12-5pm (Eastern)

Fundamentals of Economic Development
Finance WebCourse
January 25-26; Daily: 12:00-5:00 PM Eastern

Intro Tax Credit Finance WebCourse
February 15-16; Daily: 12:00-5:00 PM Eastern

Forecasting the Bond Market in 2017

Finance WebCourse Register Online at www.cdfa.net

Intro Bond Finance WebCourse
March 1-2; Daily: 12:00-5:00 PM Eastern

Intro Incentives WebCourse
April 5-6; Daily: 12:00-5:00 PM Eastern

Intro Tax Increment Finance WebCourse
May 10-11; Daily: 12:00-5:00 PM Eastern

Food Systems Finance WebCourse
June 10-11; Daily: 12:00-5:00 PM Eastern

CDFA // BNY MELLON
DEVELOPMENT FINANCE
WEBCAST SERIES

e .
mEECclfa o
- e BNY MELLON

Agencies

WWW.CDFANET // WWW.BNYMELLON.COM



Join Us for Future Webcasts

> CDFA //BNY MELLON DEVELOPMENT FINANCE WEBCAST SERIES
Tuesday, February 21 @ 1:00 PM Eastern

CDFA // BNY MELLON
DEVELOPMENT FINANCE -
WEBCAST SERIES >

BNY MELLON

WWW.CDFANET // WWW.BNYMELLON.COM



Contact Us

A >
s lllcdfa
B

BNY MELLON

Council of
Development

Finance
Agencies
Rena Nakashima Katie Kramer
Vice President Vice President
213-309-3413 614-705-1316
Rena.nakashima@bnymellon.com kkramer@cdfa.net

The material contained herein is for informational purposes only. The content of this is not intended to provide authoritative financial, legal, regulatory or other professional
advice. The Bank of New York Mellon Corporation and any of its subsidiaries makes no express or implied warranty regarding such material, and hereby expressly disclaims all
legal liability and responsibility to persons or entities that use this report based on their reliance of the information in such report. The presentation of this material neither
constitutes an offer to sell nor a solicitation of an offer to buy any securities described herein.

CDFA // BNY MELLON
DEVELOPMENT FINANCE
WEBCAST SERIES

| e
mEECdfs >

= BNY MELLON

Finance

Agencies

WWW.CDFANET // WWW.BNYMELLON.COM



