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Investors should not be over-
ly concerned with reports of
FY2013 state budget short-
falls.

States possess the sovereign
ability to solve shortfalls with
levers such as reductions in
public sector spending and/or
tax increases. Forty six states
have reduced services and 30
states have increased taxes
recently according to data
from the Center on Budget
and Policy Priorities.
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State Fiscal Health Scorecard - Jan 2012

- U.S. states are projecting their lowest budget shortfalls of the Great Recession cycle. Improve-
ment reflects higher taxes, lower spending, and a gradual but widespread economic recovery.

- States posted a 7th consecutive quarter of higher revenue in 3Q2011 — 7.30% higher.

- The housing market is bottoming according to MBA delinquency and foreclosure data. Both
metrics are trending lower from 2009 and 2010 highs.

- Dec 11 unemployment declined to 8.50%- dropped below 9.00% for the first time since 1Q09.

- Average state credit spreads are almost 10 basis points lower versus a year ago. This indicates
an improving credit environment for U.S. states, one which is likely to slowly continue.

State Budget Shortfalls are the Lowest of the Great Recession Period

It was about this time last year when various market observers irrationally worried about state bank-
ruptcies. Market sentiment was so dire that we titled our Jan. 2011 State Health report, “States’
Ability and Willingness to Pay Debt Service Remains Strong.” What a difference a year makes. We
have continually advised investors that the time for the greatest concern was middle to late 2010
when the economy was still searching for its bottom. Economic indicators have almost all trended
positive since then. The latest state budget shortfall data, which is a significant improvement at a 5
year low of $-44 billion, is partly a reflection of improving indicators.

Budget Shortfalls are Not Deficits

State budget shortfalls (or gaps) refer to a situation when the difference between expenditures (usu-
ally based on the last fiscal year) and projected revenues is negative. Shortfalls are certainly curable
and in FY2012 states eliminated $106 billion with mostly credit-friendly solutions. Shortfalls in

Lower Projected FY2013 State Budget Shortfalls Reflect Progress
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state budgets should be distinguished from budget deficits. A deficit is a loaded concept because it
implies that that state governments, like the federal government, sells debt to finance spending and
that is not true for U.S. states. In addition, all states have balanced budget requirements (except for
Vermont) and although 29 states are projecting shortfalls for FY 13, they will all close them by utiliz-
ing one or more of their available levers.
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Bond Ratings

Unemploy.
Rate Nov 11
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(*denotes a lease
or ICR)

Total/Average

Alabama Aatan/ans IE 32 F 30 None B 359 B s$32245 I s559% W8 7%
Alaska Aaa/ana/aa+ IE 20 E s None BSs 0% BEEs224 1| 23% B 73%
Arizona* Aa3/AA-/NR IE 32 B ss None s 0% B 35745 W 75% W8 7%
Arkansas Aa1l/AA/NR I 21 B 30 None [ PR F s$31,492 I s52% WE80%
California INV/N/NS i s B os% B o2% BSs6,488 W 7.7% N3y
Colorado™* Aat/AA/NR IE 22 B 30 B s4% s o BS26,757 B 22% WE80%
Connecticut Aaz/an/aan IE 20 F 2 B 4.4% B 0.5% BEES 132 B 79% W8 4%
Delaware Aaa/AAA/AAA |l 2 I 0 None I -13.8% EEE2ss7 B 7.1 W 76%
Florida aAat/ana/ana IlE 30 B ss B s4% B s9% B s35,815 WSSy WWNC.0%
Georgia Aaa/AAAAAA T 0 I 2 None 7 o% 337366 B 77% SS9y
Hawaii Aa2/Aan/an B 224 FE 2 B s9% No Data E$43615 BN 73% BN 65%
Idaho* Aat/aA+/AA- IE 25 E 30 None B 26% B $32,344 I s539% W85y
llinois a2awAn G0 EENo None EEs s BNS545,3020 E1.0% ENO.0%
Indiana* Aaa/AnA/AA+ IE 22 E 30 None B0.2% 537855 W s3y W9 0%
lowa* Aaa/AAA/AAA IE 20 F 23 None B 35% BNs21,008 B a8% W s57%
Kansas* Aal/AA+/NR IE 25 B 35 None 7 3% BNs30964 B a28% W 65%
Kentucky* Aa2/AA-IAA- IE 25 F s Yes, Unknown I 539 B 33326 W e6s8% WG4
Louisiana Aaz/an/an BB 26 B 33 Yes, Unknown I 4.39% Bss3052 W esw B 69%
Maine Aaz/an/an+ BB 15 FE s B 559 B 40% B 34500 WWscw N 70%
Maryland Aaa/AAAAAA | 0 I 0 B co% | VR BSas5,37s ENssyw BN 69%
Massachusetts Aal/AA+/AA+ I 19 F s Yes, Unknown I 6.5% B 325020 W e67% BN 70%
Michigan Aaz/aa-/ian- IR 5o B so None [ WA B 348903 N 73% S8y
Minnesota Aal/AA+/AA+ I 4 I 3 B 116% No Data ESa53891 W 26% I s59%
Mississippi Aaz/anan+ IE 25 B 3 Yes, Unknown I 3.8% I $29345 W so% NG s5%
Missouri Aaa/AAA/AAA I 0 I 0 B 00% B 0% B 536287 W 29% WWs29%
Montana Aat/an/an+ BB 23 E s Yes, Unknown 4 39 Es2o51 K 3399 B 7.1%
Nebraska* Aaz/aaa/NR IE 23 B 0 B 00% B 26% BNss3625 K 32% B 2.1%
Nevada Aa2/an/an+ IR 75 B so 7 0o B 4 90% 541,321 EES oy HEE0Y%
New Hampshire  Aal/AA/AA+ B 3 F 6 BN20.0% B z0% BNs541,464 W 50% W s52%
New Jersey Aas/Aa-iaa- IR 34 B sy None No Data 429,901 1 0% WS 1%
New Mexico Aaa/AA+/NR I 14 FE 2 None NoData I $35355 I 60% N 65%
New York Aaz/anaan BB 20 B 3 [ 3.5% B 26% BEss 377 o3, W8 0%
North Carolina  Aaa/AAA/AAA I 0 I 1 B 02% 7 0% Bs309017 W 61% WO0%
North Dakota*  Aal/AA+/NR BE 25 E 30 None Gs 0% BSs6,468 0 190% 1 34%
Ohio Aat/aa+/Aa+ IE 30 F 3 B 08% o 7% I 36,936 W scyw W85
Oklahoma Aa2/AA+/AA+ IE 28 E s None B s 0% B 335578 I s57% B 6.1%
Oregon Aat/aaaar B 13 FE 2 G2 0% B10.4% B350 W 61% WS %
Pennsylvania Aat/anan+ IE 20 E 7 [ 2.7% B 5% 530330 W 6s5% WE79%
Rhode Island Aa2/Aan/aA IR 48 B s B 46% B % BNss1,816 BN 79% WO s%
South Carolina  Aaa/AA+/AAA I 1 I 2 None 7% F 31,378 B 74% WSy
South Dakota*  Aa2/AA+/AA IE 28 B 0 None s 0% Bs24550 F 27% B a3%
Tennessee Aaa/AA+AAA | 2 I 4 None B 0% B 536,040 W 639% W9 %
Texas Aaa/AA+/AAA IE 18 FE o6 B20.4% s 1% 543093 W 27% W8 1%
Utah Aaa/AAA/AAA I 0 I 2 None [ PRETA B s37,194 W s55% BN 64%
Vermont Aaa/AA+/AAA BB 10 F s B 6% B 40 B 5369081 W s50% W s539%
Vvirginia Aaa/AAAAAA | 0 I 0 [ 0.9% B 6.4% 527,570 B 42% BN 6.2%
Washington  Aal/AA+/AA+ IE 24 F 24 G2 0% B 559 B545500 N 65% W8 7%
West Virginia Aat/aa/an+ IE 33 B 3s B 29% B 30 FE $30217 B 48% WEE79%
Wisconsin Aaz/an/aan I 23 F 30 B 13% B so0% Bs3s012 I s59% W 73%
Wyoming* NrR/aAA/NR BB 22 B 30 None B o6% BEET 040 0 24% W ss8%

Sources: MMD spreads per Thomson Reuters; Budget shortfalls/gaps from Center on Budget and Policy Priorities- Jan 9, 2012; Change in state tax revenues from Rockefeller Institute-
Dec 8, 2011, revs for AK (124%) and ND (157%); Per capita real GDP from World Bank and Bureau of Economic Analysis- Dec 30, 2010; “Seriously delinquent” refers mortgages in
foreclosure & those 90 days past due data (non-SA) from the Mortgage Bankers Association 3Q2011. Unemployment rate (SA) per Bureau of Labor Statistics as of Nov 2011 (state
data for Dec not yet available); 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.



