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State Fiscal Health Scorecard Update

e Concerns about recent rating agency alerts and effects from the Budget Control Act (BCA) of
2011 are alleviated by states’ financial flexibility and sovereign power to cut spending and
increase revenues, in our opinion.

¢ We do not expect the BCA to negatively affect state credit quality in the near term based on
what the market knows to date, but there is some medium to long term uncertainty. We are
taking recent rating agency notices with a “grain of salt.”

o |f the last three years have illustrated anything it is that state governments are very resilient
credits and possess a high degree of financial flexibility and autonomy.

¢ We recommend a prudent course of action and urge investors to patiently monitor the outcome
of deficit reduction negotiations and to not overreact to rating agency assumptions.

e State tax revenues were 9.3% higher in 1Q2011 (YoY), a fifth straight quarter of positive results.
Tax supported debt is slightly higher while mortgage and unemployment indicators remain near
unchanged since our April 2011 update.

Unprecedented Economic and Political Times

In recent years the market has witnessed an unprecedented number of negative rating actions, some
warranted, against state credits. Depleted reserves, a reliance on one-time budget measures, lower
revenues, and rising pension liabilities have, and to some degree, still stress state credits. Over the
last month rating agencies have been focusing on states’ exposure to the federal government be-
cause of scheduled and anticipated adjustments to the federal budget. Much has also been made
about recent rating agencies’ evaluations. While ratings are often good general indicators we have
not agreed with some of the rating agencies’ recent opinions and actions.

This is uncharted territory from an economic stand-point for the world financial system and politi-
cally for the country’s constitutional republic. Unfortunately, the near term economic and political
climate is likely to become even more unpredictable. We recommend investors monitor deficit reduc-
tion negotiations and not overreact to rating agency assumptions. State governments’ ability and
willingness to pay debt service remains strong and we believe they will be able to adjust as needed.

Potential Credit Consequences from the Budget Control Act of 2011 are Uncertain

Recent rating agency and investor responses have varied in response to the Aug 2 debt ceiling
compromise and BCA. Known deficit reductions will take the form of discretionary spending caps
and the first phase amounts to about $917 billion between 2012 and 2021. The greatest savings
is back-loaded, minimizing near term effects. In addition, a proposal of at least $1.2 trillion of ad-
ditional adjustments is due from the BCA's Joint Select Committee on Deficit Reduction at the end of
November. In the near term we do not think these budget alterations will be significant enough to
negatively affect state credit profiles. However, we still need more information about where adjust-
ments will be made to have a clearer picture about what effect they might have on municipals in
general and to states specifically.

First Phase of BCA Deficit Reductions

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Total

-$21  -$42 [ -$59 -$75 [-$87 -$99 -$112-$126-$141 -$156 | -$917

Source: Congressional Budget Office Aug. 2011 and Janney FIS. $ in bill.

Recent History Shows States are Very Resilient Credits

We believe the last three years have illustrated that state governments are very resilient credits.
While some states are statistically more exposed to the federal government we believe ultimately
states possess levers, in the form of controls over their budgets, and credits will not significantly
deteriorate.
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Janney State Fiscal Health Scorecard
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Bond Ratings

Total/Average B 209 | PR 9.3% B 489 | ERTA o 2
Alabama AarAAa/AA+ TN 339, B 20% B oo0% BNz 76% W 749 B sy [ CRCTA
Alaska Aaa/AA+/AA+ B 14% B % B/, MBSz B 6% E 22% 7 s
Arizona Aaz/aA-NR 329 [ DrIA B 2.0% B 196% W 738% B c0% [ CIETA
Arkansas Aat/aa/NR 319, [ R | I Bsos, EN7s% B 5% [ | REA
California At/A-/A- IR 259% [ P PIAA B s7% BNs 08 s B s [ FRIA
Colorado NR/AA/NR I 259 [ ORI s .49% B 203% BN 69% B 45% [ R

Connecticut Aa2/aniaa IE 20% B 0% | R G0 W 62% | A [ CREA
Delaware Aaa/AAA/AAA IR 20% B % B ss% NG 35 NG9, | I s 0%
Florida Aal/Aaa/AAA I 299, 25, B 0% B 303 s B0.0% N0.6%
Georgia naa/ans/AAA IS5, B 20% 75y W >79% ENg7% s G o
Hawaii Aa2iAa/AA+ IR 229 | LA F -101% WGS0» BN co% | T B co%
Idaho Aal/AA+/AA T 209, 2 s 7% 303 W 71% B s7% [ WA
llinois at/a+/A I 26% [ EEIA iz BEs397% B s51% B0.5% | I
Indiana Aaa/AAA/AA+ I 289% | ETA B oo% B 1902w B 7% B s3% [ CETA
lowa Aaa/AAA/AAA IR 299, B 5% B 5% B 22414 W% B 48% B c0%
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Louisiana Aa2/an/as AT, [ SPIA B os% Bs7% B 60% | I 7 5%
Maine Aa2/AA/AA+ 329 [ T B o7% G2, B 739% B s3% 7 5%
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Mississippi aAa2/an/as+ NG, 550 B 3% 550 B 67% B s0% NG 3%
Missouri Aaa/AAAAAA N34, [ EEA | I B 1938% E79% B 9% [ EIA
Montana Aat/an/Aa+ NS5, B 5% B ss% B 1550 W 74% B 35% [ A
Nebraska Aa2/AA+/NR I 30% | I B o5 F o005% INssy F 33% F 21%
Nevada Aazinaaa+ BB 18% | ERIA | R W 2440 B 72% G 0% [ PWEA

New Hampshire Aal/aa/AA+ IR 28% | IR B % s B oss% B so% B s90%
New Jersey Aaz/an-iAA IR 21% | IR | EREA s, BN 66% | R G 50,

New Mexico  Aaa/AA+/NR I 319% | LA B0 Ws537% W 76% B so% B 6s%
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Oklahoma Aa2/AA+AA+ 319, B o0 B 05% B 138% B 57% B ss% B 539
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Pennsyvania  Aal/AA/aA+ I 26% | DrIA Bi16n BE3119% g% B c3% 7 6%

Rhode Island Aa2/an/AA R 309% | VI B 43% B 00% W 59% B s5% G 5%

South Carolina  Aaa/AA+/AAA IIIN329, | SPINA B oo% B 2/s% B 9% | I G 5%

South Dakota  A1/AA+/AA IIN36% | PETA B 03% F 130%» 5% F 29% B 238%
Tennessee Aaa/AA+AAA N33, 6 | XA B >26% ENG0% B 4% [ CETA
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Utah Aaa/AAA/AAA I 259, [ YT B ss% BGsc, ENE6% B 0% 7.4
Vermont Aaa/AA+AAA I 299, | PR iz W53 B 73% B si% W ss5%
Virginia Aaa/AAA/AAA IR 19% B % 7 B 270% 80 % B 4% B co%

Washington  Aal/AA+/AA+ I 259% | PETA B 5o0% BN 32, NG9, B c4% | CIPIA

West Virginia aAat/an/as I 30% | TR Bz 7, G5 KE se% B 7% s 5
Wisconsin Aaz/aa/as IR 249 B % 01 W 260% % W 6.1% 7 6%
Wyoming NR/AAA/NR  INS69% B 7% Bi26% B o011% 8oy E 2% B so%

Source: Janney FIS. Federal Aid as a % of Revenue is per the U.S. Census Bureau. Medicaid % of Total Expenditures per National Association of State Budget Officers Fall
2010 Expenditure Report. % Change in Tax Revenue is 102010 to 1Q 2011 and per the Rockefeller Institute July 2011. NTSD to state GDP is per Moody's May 2011 State
Debt Medians Report. State pension data from Pew 2011 report (data from 2009). A plan 80% funded is considered healthy by the GAO. Includes Mortgage foreclosures
& those 90 days past due data (non-SA) from the Mortgage Bankers Association 1Q 2011. Unemployment rate (SA) per the Bureau of Labor Statistics as of June 2011,
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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.



