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S&P’s 2011 Outlook For State Governments

Setting the stage for 2011 is the presence of several notable conditions that, in
our view, almost all state government issuers will confront. Among these are:

* An economic recovery that we believe will likely continue to be generally
weak;

* The persistence of budget gaps that in our view will likely require state and
local government issuers to make difficult policy decisions;

» The potential for a more challenging bond market for issuers;

* A new regulatory regime as a result of the Dodd-Frank Financial Reform
legislation; and

* An increased focus on issuer pension and other retiree benefits
packages.
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The Perfect Storm

Lag between investment losses (or gains) and their budgetary
Impact on states results in ARC increasing at a time when:

— Federal stimulus funding is winding down,

— Revenues are declining or only increasing marginally and economic
recovery forecast is weak and weakening,

— Rainy Day reserves have been reduced or depleted

— Increased social service demands are also placing increased pressures
on budgets

* Proposed changes to Regulatory, Accounting and Reporting
Changes

* Predictions of unprecedented level of defaults in the Municipal
market

* Risk-free rate of return assumptions increases size of liability

and feeds fuel to the fire STANDARD
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S&P’s view on Pensions

« Pensions have historically been a part of our credit analysis

« New state criteria, released Jan. 39, 2011, further emphasizes the
Importance of pensions in our analysis

* Not presently jeopardizing states’ capacity to meet their debt service
obligations;

« Upward pressure on recommended contributions persists;

* Lower discount rates would increase recommended contributions
further;

« Pension reforms efforts are underway in numerous states. Fiscal
relief from these reforms remains to be seen;

« Deteriorating funded ratios and a lack of full actuarially required
contributions introduce potential for negative pressure on credit.
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State Criteria And Pension Liabilities

STANDARD

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s. &POOR’S
5. - =



Pensions And State Rating Criteria
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Criteria Application: Debt And Liability Profile

Key Metrics (Debt, Pension, and OPEB) scored individually and
weighted equally

OPEB Debt

Pension
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Pension Liability Metric

« Key indicators:
— Pension funded ratio;
— Pension funding (contributions) levels;
— Unfunded pension liabilities per capita;

— Unfunded pension liabilities relative to personal income
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Pension Analysis Thresholds

* Pension Funded Ratio
— Strong: 90% or above
— Above average: 80%-90%
— Below average: 60%-80%

— Weak: 60% or below
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Pension Funding Analysis:

* Pension Funding Levels
— Strong: Consistently funds annual required contributions (ARC).

— Above average: Funds ARC in most years but occasionally contributes
less.

— Below average: Has not funded ARC for 3 years.

— Weak: Has not funded ARC for more than 3 years.
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Pension Analysis: Affordability Measures

« Unfunded State Pension Liabilities Per Capita
— Strong: Below $500
— Above average: $501-$2,000
— Below average: $2,001-$3,500
— Weak: Above $3,500

« Ratio Of State Pension Liabilities To Personal Income
— Strong: Below 2%
— Above average: 2.1%-4%
— Below average: 4.1%-7%

— Weak: Above 7%
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U.S. State Pension Funded Ratios Drift Downward
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Pension Survey Findings: As Of Fiscal 2009
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« Average funded ratio for 50-states was 75% for fiscal 2009

« According to a Federal Reserve study, aggregate funded ratio of public

pensions for states in 1975 was 51%

 Funded ratios for FY10 point to a continued decline in funding levels
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Current Credit Implications Of Pension Funding

« Long-term liability that must be managed now;

« Governments that are not addressing their liabilities now could
face credit pressure;

* Instances of negative rating movement and rating outlook
actions linked to management of pension liabilities exist;

— Rating action linked to pension pressures to date is gradual in nature
reflecting an erosion of credit quality due to poorly managed pension
liabilities
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