MEMORANDUM

TO: File No. 4-610

FROM: Alicia F. Goldin
Division of Trading and Markets

DATE: May 17, 2011

RE: Meeting with Representatives of Standard & Poor’s (S&P) Regarding Municipal
Securities

On April 12,2011, representatives of S&P (Rita Bolger, Senior Vice-President and
Associate General Counsel, Global and Regulatory Affairs; Robin Prunty, Managing Director
and Analytical Manager for U.S. state ratings; Rodney Clark, Managing Director and Deputy
Chair of Global Insurance criteria; and Maureen Coleman, Ratings Legal Department) met with
Commissioner Elisse B. Walter; Cyndi Rodriguez from the Office of Commissioner Walter;
Martha Haines, John McWilliams, Randall Roy and Alicia Goldin from the Division of Trading
and Markets; and Amy Starr and Michael Popper from the Division of Corporation Finance, to
discuss issues related to the municipal securities market. The participants discussed, among
other things: rating methodologies, policies and practices; the impact of bond insurance on credit
ratings; conflicts of interest; and the MSRB’s initiative to provide real-time municipal securities
ratings information available to the public through EMMA. S&P provided the attached
documents.
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Mark Puccia, Criteria Officer, New York (1) 212-438-7233; mark_puccia@standardandpoors.com

Global Corporates & Governments:
Colleen Woodell, Chief Credit Officer, New York (1) 212-438-2118; colleen_woodell@standardandpoors.com

Primary Credit Analysts:
Rodney A Clark, FSA, New York (1) 212-438-7245; rodney_clark@standardandpoors.com
Robert E Green, New York (1) 212-438-2013; robert_green@standardandpoors.com

Secondary Credit Analysts:
Dick P Smith, New York (1) 212-438-2085; dick_smith@standardandpoors.com
David Veno. New York {1) 212-438-2108; david_veno@standardandpoors.com

Media Contact:
Jeff Sexton, New York (1) 212-438-3448; jeff_sexton@standardandpoors.com

* The proposed bond insurance criteria provide a comprehensive, transparent
process, which utilizes nine analytical categories in a defined framework
to form our rating opinions.

e With the exception of liquidity and'enterprise risk management, these
elements are divided into two majer segments: financial risk profile and
business risk profile.

e Our analysis of a firm's enterprise risk management practices would allow
for a more prospective and holistic view of its risk profile and capital
needs.

e Our assessment of liquidity would represent a cap on potential ratings.

NEW YORK (Standard & Poor's) Jan. 24, 201l--Standard & Poor's Ratings Services
is requesting comments on its proposal published today to revise its criteria
for rating bond insurers. We could lower our ratings on existing
investment-grade bond insurers by one or more rating categories if the
proposed criteria are adopted, unless those insurers raise additional capital
or reduce risk.

If we adopt the proposed criteria, we will significantly change our rating
methodolegy for bond insurers by introducing a framework that combines nine
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analytical categories in a consistent manner. We believe this should provide
further clarity around our rating methodology by defining how we combine these
elements. This should enable market participants to arrive at credit
conclusions comparable to those of Standard & Poor's. Along with increased
transparency, this will enhance the comparability of our ratings by helping
market participants rank the creditworthiness of bond insurers relative to
issuers in other sectors.

PROPOSAL

Standard & Poor's proposed methodology considers the following analytical
categories within our ratings framework: industry risk, competitive position,
management and strategy, enterprise risk management'(ERM), operating
performance, investments, liquidity, capital adequacy, and financial
flexibility. With the exception of enterprise risk management (ERM) and
liquidity, these elements would be divided into two major segments: financial
risk profile and business risk profile.

The business risk profile would include the analytical categories of
management and corporate strategy, industry risk, and competitive position.
The business risk profile is defined by the risk/return potential for markets
in which the company participates, the competitive climate within those
markets, the competitive advantages and disadvantages the company offers
within those markets, and the effectiveness of the company's management and
corporate strategy. The business risk profile affects the financial risk
profile that we believe a company can bear at a given rating level and
reflects our view of a company's expected economic success. Industry risk and
competitive positicon would have the greatest influence on the business risk
profile score. '

The financial risk profile takes into consideration capital adequacy,
operating performance, investments, and financial flexibility. The financial
risk profile is the outgrowth of decisions that management makes in the
context of its business risk profile and its risk tolerances. It also reflects
the operating margins we believe management can achieve in the context of the
choice of businesses it participates in, its growth strategies, and its
risk/reward choices. Our assessments of capital adeguacy and operating
performance will be the heaviest influences on scoring in this area.

In addition, we are introducing two new bond insurance criteria concepts that
will be key to our analysis: weak link filters and sector stress tests. In our
view, ERM, liquidity and operating leverage are aspects of a rating that can
override other factors and, in certain circumstances, constrain a rating. In
the case of liquidity, this would represent a cap on final ratings. We will
use our weak link filter to identify this. potential development. We are also
adding a new sector stress test to our capital model analysis. This may drive
our analysis of the loss component of a structured finance book of business.

Our proposed criteria would include processes that analyze any identified risk

or set of risks that, in aggregate, in stress scenarios could significantly
impair a company's financial profile. The identification of these risks would
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lead to lower ratings.
Further -changes in cur proposed criteria include:

® Introducing a leverage test to supplement our capital model.

®* Consolidating and recalibrating our municipal capital charges in our
capital model.

® Introducing a credit gap assessment in calculating asset-backed capital
charges.

RATINGS IMPACT

We could lower our ratings on existing investment-grade bond insurers by one
or more rating categories i1f the proposed criteria are adopted, unless those
insurers raise additional capital or reduce risk. We would expect this
movement to be as much as one or more ratings categories. In particular, the
amount of capital needed to achieve high investment-grade ratings will
increase significantly under the proposed criteria because of higher capital
charges used in scoring capital and the new leverage test. A complete
description and an example of our leverage test can be found in paragraphs 29
to 31 and in tables 8 and 9 of our Request for Comment.

RESPONSE DEADLINE

We encourage market participants to submit written comments on the proposed
criteria by March 25, 2011. Please send your comments to
CriteriaComments@StandardandPoors.com. Once the comment period is over, we
will review the comments and publish the criteria.

TELECONFERENCES

Standard & Poor's will be hosting a teleconference to provide an overview of
the proposed criteria to market participants on Feb. 2, 2011, at 11:00 am
(EST) . Live dial-in numbers are 1-866-617-1526 for the U.S. and Canada and
1-210-795-0624 for all those outside these areas. The Conference ID# is
2736583, and the Passcode is RFC. For additional call-in numbers and other
details, please visit http://events.standardandpoors.com/ .

DETAILS

To access the published Request for Comment document, please click here "
Request For Comment: Bond Insurance Criteria" or visit

www . standardandpoors.com/REC.

The report is available to RatingsDirect subscribers on the Global Credit
Portal at www.globalcreditportal.com and RatingsDirect subscribers at
www.ratingsdirect.com. If you are not a RatingsDirect subscriber, you may
purchase a copy of the report by calling (1) 212-438-7280 or sending an e-mail
to research_request@standardandpoors.com. Ratings information can also be
found on Standard & Poor's public Web site by using thé Ratings search box
located in the left column at www.standardandpoors.com. Members of the media
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may request a copy of this report by contacting the media representative
provided.
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Following is a.recap of commentary articles on U.S. public finance topics published in the past three months. This

list is updated monthly.

U.S. States’ Pension Funded Ratios Drift Downward, March 31, 2011

What U.S. Housing Finance Reform Could Mean For The Public Finance Housing Industry, March 28, 2011
Pennsylvania Issuer Credit Ratings For Schools Clarified, March 11, 2011

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update, March 2, 2011

2011 U.S. Airport Medians Report: Larger Facilities Continue To Come Out On Top, But All Feel The
Recession's Effects, Feb. 28, 2011

Credit FAQ: GASB 54: How Will It Change Fund Balance Reporting?, Feb. 24, 2011

U.S. Public Finance Report Card: Affordable Housing Ratings Began To Show Signs Of Stability In 2010 While
New Debt Issuance Increased, Feb. 23, 2011

Credit FAQ: Texas School Districts' Declaring Financial Exigency: How Can It Affect Credit Quality?, Feb. 22,
2011 '

Ratings Roundup: U.S. Public Finance Ratings Held The Line In 2010 On Difficult Financial Turf, Feb. 17, 2011
Sector Review: U.S. Independent Schools' Fiscal 2010 Ratios: The Challenge Of Achieving Financial
Sustainability, Feb. 17, 2011

Regulatory Uncertainty And A Tepid Recovery Could Weaken The U.S. Public Power Sector’s Credit Quality,
Feb. 16, 2011

Texas' Budget Challenge: Structural Changes Are Key To Avoid Persistent Deficits, Feb. 16, 2011

The Not-For-Profit Higher Education Sector's Outlook Remains Mixed Despite A Gradual Recovery, Feb. 14,
2011

Credit FAQ: Economic Growth And Credit Quality In An Age Of Austerity, Feb. 11, 2011

Credit FAQ: U.S. States Brace For Health Care Reform And Higher Medicaid Spending, Jan. 27, 2011

U.S. Housing Finance Agency Delinquencies Exceed State Averages For The First Time, Jan. 27, 2011

S&P Comments On Recent Discussion Of Bankruptcy For States, Jan. 26, 2011

The U.S. Health Care Sector 2011 Outlook Is Stable--But At What Cost?, Jan. 26, 2011

Outlook Is Stable For Not-For-Profit Health Care Providers This Year, But Unsettling Times Loom, Jan. 26, 2011
Municipal Water And Sewer Utilities” Stable Outlook Is Tinged With Funding And Regulatory Concerns, Jan. 26,
2011

Outlook: U.S. State And Local Governments Must Navigate Turbulent Conditions To Maintain Credit Stability,
Jan. 24,2011

High Equity Offers Shelter Amid U.S. Housing Finance Agency Woes, Jan. 11, 2011

Q&A: Independent Schools Seek A Lesson Plan For A Sustainable Business Model, Jan. 5, 2011

Sector Review: 20 More Counties Achieve '"AAA' Rating Despite The Recession, Jan. 5, 2011

U.S. Public Finance References

U.S. State Ratings And Outlooks: Current List
History Of U.S. State Ratings
State Review Archive
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e State Credit Enhancement Programs: Current List

e ‘AAA’-Rated U.S. Counties: Current List

e U.S. Not-For-Profit Health Care Rating Actions, December 2010

o Global Airports And Aviation Infrastructure Ratings And Outlooks: Current List
¢ Global Toll Facilities Ratings And Outlooks: Current List

o U.S. Public Finance Defaults And Rating Transition Data: 2010 Update
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Primary Credit Analysts:
Robin Prunty, New York (1} 212-438-2081; robin_prunty@standardandpooss.com
John Sugden-Castillo, New York {1) 212-438-1678; john_sugden@standardandpoors.com
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NEW YORK (Standard & Poor's) Jan. 26, 2011--Standard & Poor's Ratings Services
has received many inquiries recently from municipal market participants
relating to the notion, which has been in the media, of a bill being
introduced in the United States Congress to allow states to file for
bankruptcy protection. We have been asked what impact such a bill, if it
became law, would have on our view of states' credit quality.

We released our updated methodclogy for rating states on Jan. 3. Standard &
Poor's publicly rates all 50 states based on an analysis of a range of
financial, economic, managerial, and institutional factors. Our criteria says
that most states should be able to attain at least a 'AA' rating due to their
strong debt repayment history even in scenarios of very severe stress. Our
criteria specifically reference the fact that states are not eligible to file
for bankruptcy protection under the U.S. Bankruptcy Code. This fact has been
fundamental to our analysis of the sector. Were there to be any change to the
ability of states to file for bankruptcy at the federal level, we would
evaluate our criteria relating to the institutional and government framework
that is part of our review of the sector. It should be noted that the ability
to file and the practicality of such filings would be a key component of our
assessment of the credit quality of the sector.

There are many local governments that already possess authorization to file
for bankruptcy protection, but we understand, based on historical data, that
most have not considered it an option to address budget imbalances. Instead,
what we have generally observed is an attempt to align revenue and spending
(see "What Credit Concerns Does Talk Of Municipal Bankruptcy Raise?,"
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published Dec. 15, 2009). Over the past 70 years, there have been 600
bankruptcy filings by local government entities out of a universe of about
90,000 governments, according to a Congressional Budget Office report. Thus
while seeking bankruptcy protection has been a rare step for local governments
in the U.S., there have been exceptions. In several cases where we have been
concerned that a local government entity might file for bankruptcy protection
even though we believed other options to deal with fiscal stress were
available, we generally have lowered ratings.

While state governments continue to grapple with budget stress related to the
Great Recession, their commitment to their legal obligation to pay debt
despite the difficult economic conditions of the past three years has been
very strong in our view. We believe the financial implications, in terms of
increased borrowing costs and reduced market access, of a bankruptcy filing
typically outweigh the benefits of restructuring debt service, which on
average represents only 4% of expenditures for states.

While we expect states to continue to seek ways to reduce expenditures, we
currently view it to be unlikely that a state would consider a bankruptcy
filing as an option to address current or future budget gaps based on the
financial implications identified above. Nevertheless, if state bankruptcy
filings were authorized under the U.S. Bankruptcy Code, we would evaluate the
-potential impact to creditworthiness of such authorization. If a state were to
file for bankruptcy protection, or we were to become aware of a state
considering such a filing, we would likely reevaluate our creditworthiness
opinion and take ratings actions that we deem appropriate in accordance with
the "overriding factors" of our state rating methcdology.

RELATED CRITERIA AND RESEARCH

e Criteria: U.S. State Ratings Methodology, Jan. 3, 2011

e What Credit Concerns Does Talk Of Municipal Bankruptcy Raise?, Dec. 15,
2009

Standard & Poor's, a part of The McGraw-Hill Companies (NYSE:MHP), 1is the
world's foremost provider of credit ratings. With offices in 23 countries,
Standard & Poor's is an important part of the world's financial infrastructure
and has played a leading role for 150 years in providing investors with
information and independent benchmarks for their investment and financial
decisions. For more information, visit http://www.standardandpoors.com.

Standard & Poor’s | RatingsDirect on the Global Credit Portal | January 26, 2011 2
844979 | 301204289



Copyright © 2011 by Standard & Poors Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.

No content (including ratings, credit-related analyses and data, mode!, software or other application or output therefrom) or any part thereof {Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any uatawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not respensible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses {including, without
limitation, fost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content foliowing publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes ao duty of due diligence or
independent verification of any information it receives.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-refated analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and

www ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

The McGraw-Hill Companies

www.standardandpoors.com/ratingsdirect - 3
844979 | 301204289



STANDARD

LPOOR’S

Global Credit Portal

Raﬂﬂgs Direct’

Criteria | Governments | U.S. Public Finance:

U.S. State Ratings Methodology

Primary Credit Analysts:
Robin Prunty, New York (1) 212-438-2081; robin_prunty@standardandpoors.com
Horacio Aldrete-Sanchez, Dallas (1} 214-871-1428; horacio_aldrete@standardandpoors.com

Criteria Officer, U.S. Public Finance:
James Wiemken, Londen +44-20-7176-7073; james_wiemken@standardandpoors.com

Chief Credit Officer, Corporate & Government Ratings:
Colleen Woodell, New York (1) 212-438-2118; colleen_woodell@standardandpoors.com

Table Of Contents

SCOPE OF THE CRITERIA

SUMMARY OF CRITERIA UPDATE
IMPACT ON OUTSTANDING RATINGS
EFFECTIVE DATE AND TRANSITION
METHODOLOGY

A. Overall Analytic Framework For U.S. States

B. Government Framework

C. Financial Management

D. Economy

E. Budgetary Performance

E Debt And Liability Profile
APPENDIX

GLOSSARY

Related Criteria And Research

www .standardandpoors.com/ratingsdirect 1
852310 301295493



Criteria | Governments | U.S. Public Finance:

U.S. State Ratings Methodology

(Editor's Note: This methodology replaces portions of U.S. Public Finance Criteria: GO Debt, published Oct. 12,
2006 and is related to Principles Of Corporate And Government Ratings, published June 26, 2007.)

Standard & Poor's Ratings Services is updating its methodology for rating United States state governments. We are
publishing this article to help market participants better understand our approach to assigning state ratings.
“Rating" refers to the rating assigned to general obligation (GO) debt of U.S. states or the issuer credit rating if no
GO debt is outstanding. This methodology replaces portions of "U.S. Public Finance Criteria: GO Debt," published
Oct. 12, 2006, and relates to "Principles Of Corporate And Government Ratings,” published June 26, 2007. (Listen
to related podcast, "Standard & Poor's Updated Methodology For Rating U.S. States,” dated Jan. 18, 2011, and the
related CreditMatters TV segment, "Standard & Poor's Revised Rating Criteria For U.S. States," dated March 4,
2011.)

SCOPE OF THE CRITERIA

. These criteria apply to all U.S. state governments and U.S. Territories.

SUMMARY OF CRITERIA UPDATE

. Standard & Poor's publicly rates all 50 U.S. states based on an analysis of a range of financial, economic,
managerial, and institutional factors. Given the specific delegation of powers to states under the U.S. Constitution,
we view states as having sovereign powers that warrant recognition in our criteria, and therefore we are separating

our criteria for our analysis of states from our broader general obligation criteria.

. We are keeping the existing general analytic framework for U.S. states, which involves five main factors:

e Government framework;

o Financial management;

s Economy;

e Budgetary performance; and

Debt and liability profile.

. We provide greater transparency on how the rating for each state is determined using the combination of the various
rating factors. We assess these factors using various credit metrics as outlined in Chart 1. These criteria follow the
publication of the "Request for Comment: Methodology For U.S. State Ratings," published on May 11, 2010.

IMPACT ON OUTSTANDING RATINGS

. We do not expect any significant rating changes as a result of these criteria.
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EFFECTIVE DATE AND TRANSITION

. These criteria are effective immediately.

METHODOLOGY

A. Overall Analytic Framework For U.S. States

. Standard & Poor's assigns credit ratings to U.S. states and Territories based on our qualitative and quantitative
analysis of a range of financial, economic, managerial, and institutional factors. Our overall analytic framework

centers around the following factors:

¢ Government framework;

e Financial management;

e Economy;

e Budgetary performance; and
e Debt and liability profile.

. We assess each of these factors utilizing various metrics that we score on a scale from 1 (strongest) to 4 (weakest).
For each metric there may be several indicators we evaluate to develop the metric score. We score each indicator
individually on the same scale and average the indicators’ scores to develop the overall score for the metric. We
average the metrics for each factor to develop a composite score for each. The scores for the five factors are
combined and averaged with equal weighting to arrive at an overall score which is then translated to an indicative
credit level as illustrated in table 1. (A glossary of selected terms is provided at the end of this article.)
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9. Table 1 below lists the indicative credit level that is associated with the overall score assigned. In most cases, we
expect the final state rating to be within one notch of the indicative credit level, based on the state's position relative

to all other states.

Table 1
Score Indicative Credit Level
1-1.5 AAA
16-18 AA+
19-2° AA
2.1-2.2 AA-
2324 At
2528 A
2.7-3 A-
314 BBB category

Note: A rating below 'BBB' is possible based on various overriding factors as outlined in paragraphs 11-18.

1. Overriding factors impacting state ratings
10. In certain circumstances, the following overriding factors may result in a rating different from the indicative credit

level as follows.
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. System support score. In the case of U.S. Territories and Commonwealths, where the policy and fiscal relationship

with the federal government may result in a system support score that is different from the score assigned to all .
states, the rating may be multiple notches below the indicative credit level, as a result of the lower system score (see
"Methodology for Rating International Local and Regional Governments," published Sept. 20, 2010).

Willingness to support debt. We view U.S. states as generally having a strong commitment to honor their legal
obligation to pay debt even during difficult or stressful economic cycles, If we believe there is a change in a state's
willingness to support its debt, we will assign a rating below what is indicated, possibly by several categories. For
example, were a state to choose not to pay obligations we view as debt subject to annual appropriation, we would
lower the state's GO rating or ICR, as detailed in our appropriation-backed obligations criteria

(" Appropriation-Backed Obligations", published June 13, 2007). Were state officials who are charged with funding
debt to suggest an unwillingness to fund debt in accordance with the priority payment status, we would likely assign
the state a GO rating or issuer credit rating that is no higher than the 'BB' category. The rating would be no higher
than the 'B' category and would likely be lower if we determined that this lack of willingness was likely to threaten a
pending debt payment.

Capital market access. In addition, if we deem access to the capital markets or other sources of external liquidity as
questionable and we view that access as necessary for the state to maintain regular operations, we will assign a
rating no higher than the 'BBB' category. The rating may remain investment grade if we believe that internal
liquidity, the priority claim enjoyed by bond holders, and the state's ability to manage disbursements provides good
coverage of debt service. If we believe these internal factors provide questionable coverage of debt service and we
perceive difficulties accessing the market for external liquidity to pay debt obligations, this would lead to a more
rapid transition below the 'BB' category.

We also anticipate possible but limited circumstances where we will adjust a state's rating by one notch compared
with the indicative credit level in table 1. These include:

. High level of expected future debt/liabilities. In cases where we expect that a state's identified future debt

obligations are likely to increase the majority of ratios used to measure the state's debt burden to levels that are
higher than one-third above those indicated for a score of '4' (see paragraphs 62-69), we will assign a rating one
notch below the indicative credit level in table 1. Instances where we anticipate future debt and liability metrics to be
an overriding factor in the rating include (but are not limited to) when the state authorizes a large debt program that
we expect to significantly alter its current debt position, or when a contingent liability (such as the debt of another
government entity or an underlying level of government) becomes a direct funding responsibility of the state. Finally,
if a state's pension funded ratio were to fall below 40%, the rating will be one notch below the indicative credit level
in table 1. We believe that the inclusion of this overriding factor will allow for a forward-looking assessment of
future debt and liabilities and its impact on the state's future operating budget performance.

Weak financial management. In cases where we score a state's overall financial management at '4' (see paragraphs
32-36) the rating will be one notch lower than the indicative credit level in table 1. In our opinion, weak financial
management can result in rapid credit deterioration.

. High level of risk relating to derivativesfvariable rate debt. In cases where a state has a liquidity score of '4' (see

paragraphs 46-51) and also has what we consider a high level of risk relating to derivatives/variable rate debt, the
rating will be one notch lower than the indicative credit level in table 1. Specifically this includes the requirement to
fund any accelerated payment provisions without having funds identified and available to make these payments.

2. Relationship to sovereign rating
Although many economic credit factors are similar and some expenditure responsibilities are linked, we do not

directly link state ratings to the rating of the U.S. The rating on a state or local government can be higher than a
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sovereign rating (see "Methodology: Rating A Regional Or Local Government Higher Than Its Sovereign,"

“published Sept. 9, 2009) if, in our view, the individual credit characteristics remain stronger than those of the

sovereign in a scenario of economic or political stress. Other factors that we will review include our view of the
predictability of the institutional framework that limits the risk of negative sovereign intervention and the state's
ability to mitigate negative intervention from the sovereign due to the state's high financial flexibility and limited
dependence on the federal government. '

3. Standard & Poor's use of stress scenarios and calibration of state criteria

. To calibrate the criteria for state ratings, Standard & Poor's uses the stress scenarios associated with each rating

category level, as presented in Appendix IV of "Understanding Standard & Poor’s Rating Definitions," published
June 3, 2009 (hereafter called the "stress scenario article"). We believe that most states should be able to attain at
least a 'AA' rating level, because we expect they should be able to meet their debt obligations, even in a very severe
stress scenario, as defined in the stress scenario article. Under the U.S. Constitution, state governments have broad
powers to establish their own tax structures and expenditure responsibilities and therefore possess unique
administrative and financial flexibility. They are not eligible to file for bankruptcy under the U.S. Bankruptcy Code.
They may adjust revenues, alter disbursements, and access reserves or other forms of liquidity when they consider it

necessary in order to restore budgetary balance.

State public finance systems are in our view mature and accounting standards are well-developed, contributing to a
high level of transparency relative to regional governments in other countries. U.S. states typically have
balanced-budget requirements and well-developed revenue and expenditure monitoring policies and procedures.
Although there is some variation among states in terms of economic diversity and wealth, when evaluated on a
global basis we find that state economies as a whole are generally diverse and income levels are above average. The
security features and priority of payment for debt service are generally well-defined and capital market access is also
generally well-established. We also believe U.S, states typically have a strong commitment to their legal obligation to
pay debt despite difficult economic cycles as evidenced by only one observed default for the sector in more than one

hundred years.

When defaults have occurred, reforms have generally followed. Although eight states (Arkansas, Illinois, Indiana,
Louisiana, Maryland, Michigan, Mississippi, and Pennsylvania) plus the Territory of Florida defaulted following the
panic of 1837, most debt issued for state and local purposes was issued at the state level, where large amounts of
debt had been issued for economic development and public improvements. Following this episode, states' borrowing
abilities were curtailed, and debt issuance for economic development purposes shifted primarily to local
governments. Only one state (Arkansas) defaulted on debt during the Great Depression, and following this period
governments further diversified their revenue streams by increasing their reliance on personal income taxes and
implementing sales raxes—largely the structure we see today. Additional improvements to states' financial controls,

reporting, and disclosure followed in the postwar period.

B. Government Framework

Government framework is the first factor we assess to arrive at the indicative rating level. A state's government
structure and political environment can affect its powers as defined by federal and state law and influence its fiscal
position. Fiscal policy framework, system support, and intergovernmental funding are the metrics we use to assess
government framework. Each is scored individually, and we then average the scores to determine the overall
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government framework score.

1. Fiscal policy framework

The framework within which a state taxes, spends, and issues debt influences its ability to manage through various
economic stress scenarios in our opinion. When evaluating the fiscal policy framework of a state we analyze five
metrics that are averaged to determine the overall fiscal policy framework. These five metrics include: balanced
budget requirement (table 2), revenue structure (table 3), disbursement autonomy (table 4}, voter initiatives (table
5), and legal framework for debt (table 6).

Balanced budget requirement (table 2). In contrast to the federal government and many local governments, most
U.S. states are required by statute or their constitution to propose or adopt a balanced budget. Others are required
to ensure balance during the fiscal year. In our opinion, these requirements tend to encourage budgetary discipline.

Table 2 - As described in paragraph 25

Balanced Budget Requirement

Score .

1 Constitutional/statutory requirement for balanced budget when introduced and adopted. The budget is required to stay in
balance during the year.

2 Budget must be balanced when introduced or wher adopted but no legal requirement to maintain balance during the year.

3 There is no requirement to propose or adopt a balanced budget but in our view there is a track record of doing so.

4 No balanced budget requirements exist and, in our view, there is no track record of doing so.

Revenue structure (table 3). Most states enjoy the flexibility to set and modify tax rates, deductions, exemptions,
and collection dates. If, in our view, these can be achieved without major constitutional, legal, political, or
administrative difficulty, these discretionary powers can quickly and favorably influence a state's fiscal condition.

Table 3 - As described in paragraph 26

Revenue Structure

Score

1 The state has autonomy 1o raise taxes and other revenues (rate and base); in addition, there is no constitutional constraint or
extraordinary legislative threshold for approval (a simple majority requirement for approval of new taxes, for example) and state
policymakers have, in our view, a proven track record of implementing tax increases as one of the alternatives to address budge
imbalances. .

2 The state has autonomy to raise most but not all taxes and revenues. In addition, in our view, the track record of implementing tax
increases as a policy alternative to address budget imbalances is uneven, thus effectively reducing the state’s revenue flexibility.

3 There are in our view significant constraints to adjusting taxes or revenues. These constraints can include constitutional prohibitions on
tax increases, an above majority legislative threshold for approval , or the need to have voter approval for tax and revenue increases..

4 The state is both legally and, in our view, politically constrained in its ability to increase all key revenue sources. We view revenue

flexibility as practically limited to the potential growth of the existing revenue base.

Disbursement autonomy (table 4). While state governments generally have broad service responsibilities, most enjoy
what we view as considerable discretion in establishing funding levels for state assistance, shifting responsibilities to
local government and establishing or changing disbursement dates for various programs. Absent constitutional or
other legal mandates, this affords control over budgets and cash flow which, in our view, can positively affect fiscal
standing. When assessing flexibility, we look at fixed costs relative to the total budget. Fixed costs include debt and
contractual obligations. We also review. the legal framework governing various program areas and how that affects

the ability to reduce or eliminate spending and programs.
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Table 4 - As described in paragraph 27

Disbursement Autonomy

Score

1 High degree of flexibility in adjusting disbursements; extends to nearly all program areas, including the ones with the highest impact
on'the budget.

2 Flexibility to adjust disbursements exists but adjustments may not be legally allowed for all program areas, including one or more of
the state’s largest expenditure programs such as education and health care.

3 Flexibility to adjust disbursements is constrained, and dees not inciude the legal ability to adjust disbursements for large expenditure
programs such as education and health care.

4 Flexibility to adjust disbursements is practically non-existent.

Voter initiatives (table 5). A state government's autonomy can be limited and this can affect relative credit standing
in our view. Where decisions about specific tax or revenue levels, spending allocations, and debt issuance require
approval from the electorate, states have reduced flexibility to respond to changing economic or financial situations,
in our opinion.

Table 5 - As described in paragraph 28

Voter Initiatives

Score

1 Not a voter initiative state .

2 State has some voter initiative activity but it has not historically negatively affected operations or limited flexibility.

3 State has an active initiative process which has affected state revenues and/or expenditures and flexibility has been diminished.
4 Initiative process is highly active and has substantially impaired operations of government in our view.

Legal framework for debt (table 6). We analyze both statutory and constitutional debt provisions.. This review
includes consideration of the nature of the repayment pledge, the priority of payment for debt service, amortization
features that are imbedded in constitution or statute, and legal restrictions related to debt issuance.

Table 6 - As described in paragraph 29

Legal Framework for Debt

1 High degree of legal flexibility to issue debt for a range of purposes. There is a strong legal priority for payment of debt.

2 Some legal limitation on debt issuance which has not in our view inhibited planned issuance. There is a legal priority for payment of
debt service but it is not a first claim on revenues.

3 Very limited legal right to issue debt; lack of voter support or limited access to alternative debt structures. There is no established
legal priority for debt.

4 Cannot issue debt; there is a lack of voter support. There is no priority of payment for debt service.

2. System support
System support refers to our assessment of the predictability of the public finance system in a federal context. It is

the same for all states and incorporates the predictability, transparency and accountability, and system support
aspects of the institutional framework score as detailed in our criteria for rating international local and regional
governments (see " Methodology For Rating International Local And Regional Governments," published Sept. 20,
2010). We assess the final element of the international public finance institutional framework, revenue and
expenditure balance by the other metrics in the government framework analysis of the U.S. state criteria to capture
the state constitutional and statutory differences that affect this area.

3. Intergovernmental funding
Table 7 details our assessment of a state's local government funding framework. How services and programs are

provided across state and local governments and what the funding relationship has been over time are in our view
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important considerations because they influence revenues, spending and overall budget flexibility. We review the
legal requirements and historical patterns of state assistance and revenue sharing arrangements. If a state has broad
discretion in adjusting spending flows to local governments or the amount of these flows are limited, we view the
state as having a high level of control over budgeting and cashflow. Conversely, if a state has limited legal capacity
to adjust programs and spending levels or limited political willingness to do so, we view the state as having less
autonomy, especially when this funding represents a significant state budget element.

Table 7 - As described in paragraph 31

Local Government Funding Framework

Score

1 Level of assistance to local governments is limited or highly flexible from a legal standpoint or by historic patterns; strong ability
to downstream reductions or change revenue allocations.

2 Level of assistance to local governments is high; flexibility (either legal or practical) may be limited at times.

3 Level of assistance is high and is not flexible from a legal or practical standpoint; ability to reduce local government funding is
restrained.

4 Very limited flexibility exists.

C. Financial Management

Financial management is the second of the five major factors shown in chart 1 contributing to our assessment of the
indicative credit level. Our view of the rigor of a government’s financial management practices is an important
factor in Standard & Poor's analysis of creditworthiness. We believe managerial decisions, policies, and practices
have a direct effect on a government's financial position and operations, debt burden, and other key credit factors. A
government's ability to implement timely and sound financial and operational decisions in response to economic and
fiscal demands is in our view a key factor in assessing credit quality. The financial policies (Financial Management
Assessment) and the budget management framework are the key metrics we use to assess financial management that
are scored individually and averaged to develop an overall score for financial management.

1. Financial Management Assessment
Standard & Poor's analyzes the impact of financial management polices and practices through the use of the

Financial Management Assessment (FMA). We believe the FMA provides a transparent assessment of a
government's financial practices and highlights aspects of management that are common to most governments in a
consistent manner (see "USPF Criteria: Financial Management Assessment,” published June 27, 2006). Based on the
current framework, a state is assigned a 'strong,’ which equates to a score of 1, 'good' (score of 2}, 'standard' (score

of 3), or 'vulnerable' (score of 4) assessment.

2. Budget management framework
While the FMA outlines policies in a range of areas including budget amendments, our view of the framework for

managing the budget (including legal framework as well as the policies in practice) is a factor in the high credit
profile of U.S. states and we believe it is important in differentiating state credit ratings above or below the 'AA"
rating level. Table 8 details our scoring methodology for this area.

Table 8 - Assessment of the framework is further detailed in paragraphs 34 and 35.

Budget Management Framework

1 Framework is formalized, strong, and proactive; adjustments are timely, with emphasis on structural
balance.
www.standardandpoors.com/ratingsdirect 9
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Table 8 - Assessment of the framework is further detailed in paragraphs 34 and 35.

Budget Management Framework (cont.}

2 _ Framework is good but process may be less defined and adjustments may be less timely

3 Framework is adequate; budget monitoring is established but adjustments are not timely and response is
uneven.

4 Framework is weak, which effectively prohibits timely adjustment; deficits carry forward into the next
fiscal year.

To score the budget management framework, we review whether:

e There is a formal schedule for providing revenue and spending forecast updates throughout the year;

o There are frequent (two or more times) updates during the fiscal year, especially during weak economic periods;

¢ Budget adjustments are implemented in a timely manner to restore balance, generally within 30-60 days of budget
gap being identified;

o The executive branch/budget office has what we consider to be broad powers to adjust appropriations;

o Legislative approval is required to restore balance and if the response is timely (adjustments begin within about
30 days of the gap being identified);

o There is in our view a well-established track record of making difficult and politically unpopular revenue and
spending decisions in order to restore balance during the fiscal year;

» Gap-closing solutions are in our view generally focused on structural budget balance rather than relying on
non-recurring revenue or spending actions; and

e Deficits are not carried forward.

A state that meets all but one or two of the above budget management items will likely receive the highest score for
its budget management framework while a state that exhibits only one or two of the these characteristics will likely
result in the lowest score.

D. Economy

Economy is the third of the five major factors shown in chart 1 contributing to our assessment of the indicative
credit level. Our economic review focuses on four metrics: demographic profile, economic structure including
employment composition and performance, wealth and income indicators, and economic development. Each of
these metrics is scored (1-4) and averaged to assess the overall economic fundamentals of a state. Where there are
multiple indicators for each metric, they are also scored (1 to 4) and averaged to develop the metric score.

1. Demographic profile

We believe that the structure and growth characteristics of a state's population base provide critical information
about revenue-generating capability as well as the costs of providing services and infrastructure. It is also a factor in
revenue distribution at the federal level. We analyze historic population trends for each state relative to national
trends. We also examine U.S. Census and other third party projections for future growth or decline. The age profile
of the population base and changes in it over time are also considerations due to the high proportion of state
spending tied to education and social service programs. To assess this we review the age dependency ratio calculated
by the U.S. Census Bureau. As detailed in table 9, the key indicators of our demographic profile score are our view

of:

e Population growth trends; and
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o Age distribution of population.

Table 9 - As described in paragraph 38
Demographic Profile

Indicators (scored separately then averaged)

Score Population growth trends Age dependency ratio®

1 Strang population growth relative to U.S. Reiatively low dependeni population
{more than 5% below U.S. levels).

2 Stable population trends; steady growth over Dependent population ratio in line with

time in line with U.S. U.S. levels.

3 Demographic trends are weaker than the U.S. Dependent population is well above
U.S. (0- +5%).

4 Growth has declined for more than a decade. Dependent population has significant

variance {more than 5%-10% from U.S.).

* From tha U.S. Census.

2. Economic structure
The composition, output, and diversity of the employment base plays a role in the link between a state's economy

and its ability to generate revenues. A state's economic structure can also influence the level of services it provides

and can contribute to spending growth pressures. A review of the economic structure, growth trends, and how

various indicators perform during economic cycles allows us to assess the relative stability or cyclicality of a state's

economy. We also review changes in the structure of the economy over time to assess diversification trends and how

this may affect future economic performance. As detailed in table 10, the key indicators summarize our view of:

o Employment, labor force, and unemployment trends;

» Employment composition by sector and how it compares to the national distribution; and

o Gross state product growth trends and gross state product per capita.

Table 10 - As described in paragraph 39
Ecenomic Structurc

Indicators (scored separately then averaged)

Score | Unemployment | Employment composition/ GSP GSP growth
diversity of base per capita
1 Rate 2%+ Employment mix in line with U.S.; limited | >100% of U.S. Growth
below U.S. concentration; performance tends to be Gross Domestic | consistently
less cyclical than U.S. Product (GDP) above U.S.
2 Rate within Employment base exhibits some >85% of U.S. Growth in ne
2% +1- of U.S. concentration that contributes to more {GDP) with U.S.
cyclical performance than the U.S.
aconomy as a whole.
3 Rate 2%+ Employment base is concentrated; >756% of U.S, Growth below the
above U.S. performance has been cyckcal and weak | (GDP) U.S. periodically.
relative to the U.S. over the past decade
4 Rate 5% or Employment base has high level of <75% of U.S. Growth has
more above concentration relative to U.S. distribution | (GDP) consistently .
us. which has confributed fo cyclical been below
performance and weak trends U.S. levels.
over decades,
* G3P—Gross state product.
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As part of our review of the employment composition and diversity of the employment base as outlined in table 10,
we analyze the largest employers in the state relative to current economic conditions to assess the potential for
cyclicality and how those firms might affect future growth and development. We include regional patterns of
employment in the review if an individual state benefits from proximity to other labor markets.

3. Wealth and income indicators
We consider wealth levels of a state as part of the economic review. We believe that how income compares to

national levels and how growth rates have trended over time can provide useful information about the ability to
generate additional revenues. The key indicator is to us is per capita personal income, as detailed in table 11.

Table 11 - As described in paragraph 41

Income And Wealth

Score Per capita personal income rank
1 >100% of U.S.

2 >85% of U.S.

3 75%-85% of U.S.

4 <75% of U.S.

4. Economic development
In addition to historic economic trends, we consider each state's economic development initiatives and future growth

prospects as they are likely to affect future revenue generating capacity. We have identified areas that we believe
drive future development. A state that we believe displays a preponderance of attributes in a given section below will
be assigned that score. We express our assessment of economic development prospects as detailed in table 12:

Table 12 - As described in paragraph 42

Economic Development

Score

1 The state’s resources, employment opportunities, cost of living, cost of doing business, and tax structure result in an economic
environment that supports entrepreneurship, as well as significant levels of private sector investment. The majority of urban centers in the
state are economically vibrant and continue to attract in-migration and investment. in addition, the state is home to the headquarters of
employers with global operations, as well as prominent higher education anchors which serve as catalysts to continuous investment over
time. A majority of the state’s current employment is in economic sectors that are expected to perform at an above-average pace during
periods of economic growth. Infrastructure is in place to support further growth and development.

2 The state’s resources, employment opportunities, cost of living, cost of doing business, and tax structure result in overall growth in
population and employment over time, but economic growth across the state is uneven, with only a few urban centers performing better
than average, and the majority of urban centers exhibiting lackluster economic performance. Some, but not all, of the major urban centers
are attracting private investment and are major centers of job creation. Higher education anchors exist, but are not situated near major
urban centers or major employment centers, which could limit their effectiveness in attracting investment. Concentration of private
investment and employment in economic sectors that have below-average growth prospects may limit overall economic growth.

3 We expect the state to experience limited employment and private investment growth or possibly decline for a range of reasons including
one or hoth of the following: reliance on sectors that are experiencing structural decline in both output and employment; and a tax
structure that may represent a competitive disadvantage (measured by historic levels of private investment, high cost of doing business,
population flows, and recent loss of key employers).

4 Growth prospects are not evident and there is little focus by the state on economic development initiatives.

E. Budgetary Performance

Budgetary performance is the fourth of the five major factors shown in chart 1 contributing to our assessment of the
indicative credit level. While states prepare financial statements each year using generally accepted accounting
principles (GAAP), which includes accruals, the budget development, appropriations, budget monitoring, and
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reserves, are expressed on a budgetary basis, which is more closely aligned with a cash basis presentation.
Budget-based financial information is a primary focus of our financial review because it shows how state finances
are managed day-to-day. However, we also analyze the GAAP audited financial statements and variations between
GAAP and budget-based financial disclosure to gain a more complete understanding of a state's financial condition.
We assess six key metrics in order to evaluate budgetary performance: budget reserves, liquidity, tax/revenue
structure, revenue forecasting, service levels, and structural budget performance. These metrics are scored
individually and averaged to develop an overall assessment of budgetary performance. Where there are multiple
indicators for each metric, they are also scored (1 to 4) and averaged to develop the metric score.

1. Budget reserves

State revenues tend to be cyclical and in our view generally are sensitive to changing economic conditions. Looking
at the history of revenue shortfalls for states, we believe that no budget reserve fund could be sized to completely
address the potential for volatility in a severe recession or revenue downturn. However, all other factors being equal,
we believe states with well-funded reserves have greater flexibility to address shortfalls should and when they occur.

Over the past two decades states have generally exhibited greater formalization of budget reserve policies. We
believe that a clearly articulated policy and steady funding of reserves is important to allow states to manage
through challenging economic cycles. In addition to the level of funding, our review (detailed in table 13) includes an
analysis of how the size of the reserve compares to historic revenue and spending patterns and gaps and of the track
record of funding the reserve, including any replenishment mechanisms. If there is a stated policy but there is no
track record of funding the reserve in positive economic periods, we will assess the reserve at the average level it is
actually funded at historically. In addition to formal budget reserves, we review financial reserves and balances
identified in funds outside of the state's main operating fund or general fund that may be available for budget
purposes. If there are other available reserves identified by the state in addition to the formal budgetary reserve, we
will consider these as part of the overall reserve capacity of the state if they are available for state operating

purposes.

Table 13 - As described in paragraph 45

Budget-Based Reserves Relative To Revenue And Spending

Score

1 There is a formal budget-based reserve relative to revenue or spending that is above 8%. In addition, there is a formal
process or a demonstrated track record of restoring the reserve following depletion.

2 There is a formal budget-based reserve relative to revenue or spending that is between 4% and 8%. In addition, there is a
formal process or a demonstrated track record of restoring the reserve following depletion.

3 There is a formal budget-based reserve relative to revenue or spending that is between 1% and 4%. In addition, there is a
formal process or a demonstrated track record of restoring the reserve following depletion.

4 ' There is no formal budget reserve fund, or reserves are funded at less than 1% over time, or there is no process for

accumulating reserves. No additional reserve funds are identified or available.

Note: Refers to reserve policy levels and not actual funding level as we observe that reserves are often depleted through economic cycles.
2. Liquidity
Standard & Poor's believes that a state's liquidity position is an important component of its overall credit profile.
We generally regard available cash as the strongest form of liquidity, but many states rely on external borrowing
and disbursement adjustments in order to fund priority payments including debt service. While the ability to adjust
disbursements provides short term flexibility, it could result in additional cost pressure or fiscal strain later in the
fiscal year if disbursement delays are frequent and represent a significant portion of the total budget. When assessing
liquidity for a state, we focus on the resources it is legally allowed to access to fund cash flow requirements. In
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analyzing liquidity, we consider four areas: a)cash monitoring capabilities, b)cash flow predictability, c)internal cash
flow generation capacity, and d) external cash flow borrowing. We combine our view of these four areas to arrive at
our liquidity score. Below is a description of each of these areas and how they are combined into the overall score.

(@) Cash monitoring capabilities. We analyze states' cash monitoring capabilities to determine whether they include
daily monitoring of balances and well-developed forecasting tools that enable swift reaction to imbalances. We also
consider the ability to adjust disbursements and collections.

(b) Cash flow predictability. We evaluate the fluctuation in receipts and disbursements during the year and
determine mismatches and how these change from year to year.

(c) Internal cash flow generation capacity. States often have what we view as broad discretion to access liquidity
from other than general funds. We examine whether all funds are immediately available--which provides a high
degree of flexibility--or whether legislative or executive authority is required to shift resources from other funds to
cover key operating fund requirements. We also factor into our review of liquidity the level of reserves available for
cash flow purposes across state government.

(d) External cash flow borrowing. We review borrowing for operations and how that has fluctuated over time.

Table 14 details the characteristics that we would generally expect to see at different levels for our liquidity score
resulting from the combination of the above factors. We expect that a single state would exhibit most but not all of

the characteristics listed.

Table 14 - As described in paragraphs 46-50

Score

1 Strong cash monitoring capabilities including regular cash flow forecasting; broad authority to access liquidity from pooled funds which
allows for highly predictable cash management; receipts and disbursements are aligned; broad authority to adjust disbursements; little or
n reliance on external borrowing and if necessary is conducted with ease.

2 Well-established cash monitoring capabilities and periodic cash flow forecasting. Access to pooled cash is available but may be limited to
certain funds; receipts and disbursements may not be totally aligned during the fiscal year; well-defined contingencies are in place to
augment internal resources; external borrowing is conducted with ease and stable over time relative to the size of the budget; ability to
manage disbursements may be limited in some areas.

3 Cash monitoring is generally comprehensive but cash forecasting may be less established; access 1o internal liquidity is not sufficient to
address timing or is restricted; recurring receipts and cash disbursements are not aligned and there may be variability that leads to -
external borrowing requiring regular adjustments through the course of the budget year, internal estimation of cash flow needs difficult to
predict.

4 Cash monitoring is weak and cash forecasting is not done on a reguiar basis. Liquidity is weak and needs are volatile at times; state is
meeting certain obligations only by deeply delaying payment on other obligations; ability to access pooled cash is limited; external
borrowing is common and not predictable in terms of size and frequency; borrowing for cash flow is expanding relative to the size of the
budget and may cross fiscal years.

3. Tax/revenue structure

Levying and collecting taxes has been a key tool for states in managing through a range of economic cycles. We
believe that a state's tax structure, including the range of taxes, the ability and willingness to adjust them, and how
they align with economic activity within its borders is an important credit factor. Our analysis of revenue structure
considers the diversity of revenue sources (table 15) and the revenue adjustment history (table 16). In making these

assessments we focus our analysis on the principal operating funds of the state.

Diversity of revenue sources. We evaluate the range of taxes levied and other revenues generated by each state and
what the relative contributions are from each source. This includes a review of both the tax base and the rates to
understand how they align with a state's economy and ultimately how they affect the volatility and predictability of
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revenues.

Table 15 - As described in paragraph 53

Revenue Diversity Score

Score

1 State has contributions from at least two major sources that generally contribute more than 15%-30% each.

2 State relies on one key revenue source, generally providing more than 65% to fund operations but revenue aligns with key
gconomic strengths of the state.

3 State relies on one key revenue source for more than 85% of revenues; key révenue source does not align closely to economic
fundamentals.

4 State relies on one revenue source to fund more than 90% of operations.

Revenue adjustment bistory. While we measure the legal framework for levying taxes and adjusting the tax rate and
base as part of the government framework, we assess a state's practical ability and willingness to use these powers if
needed as part of our assessment of the state's financial flexibility and performance.

Table 16 - As described in paragraph 54

Revenue Adjustment History

Score
1 _ Strong track record of revenue adjustments in our view; adjustments are timely.
2 There is demonstrated track record of revenue adjustments in our view; response is generally less timely and may lag by a
fiscal year.
Revenue adjustments are made periodically but they are not timely and may lag structural imbalance by more than a year.
4 Revenue adjustments are not implemented.

4. Revenue forecasting
State revenues tend to be volatile during economic downturns because they rely on personal income tax, sales tax,

corporate income tax, and other economically sensitive sources. We have observed that these sources tend to react
more swiftly to changing economic conditions. As a result, the revenue forecasting process is part of our review for
each state. Specifically, we review what economic sources and assumptions provide the foundation for the forecast
and how the economic assumptions and forecast compare to those of other states. We also evaluate the process in
place to establish the forecast to determine if it is an independent process or a forecast negotiated by the executive
and legislative branches. We analyze forecasts to determine whether they align with the current economic

environment and historic performance.

Table 17 - As described in paragraph 55

Revenue Forecasting

Score

1 There is a formal independent revenue forecast that guides budget development and the forecast is reviewed several times during
fiscal year.

2 There is a formal and detailed revenue forecast; may be done by executive and legislative branch separately with an attempt to align
the forecast in advance of budget approval based on economic considerations.

3 The revenue forecast is detailed and comprehensive but the final outcome may be "negotiated” and there is some level of political
influence over outcome. '

4 There is no formal revenue forecasting process.

5. Service levels
The range and level of services provided by each state varies significantly. We believe that assessing expenditure

composition and how this has changed over time is useful in assessing service levels and flexibility. Our analysis
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focuses on the legal requirements to provide services, the discretion available in providing services, and the
predictability of the services provided, as detailed in table 18.

Legal requirements to provide services. We believe that the legal framework for funding various service
responsibilities is important to the extent that it creates or constrains budget flexibility. Spending for Medicaid is an
example of a federally mandated program that is costly and usually difficult to adjust. Certain states provide a high
level of services under the program, while others provide less. These differences will affect overall budget flexibility.
Other services may have a constitutional or statutory basis of funding. Funding for K-12 education is a
constitutional obligation for nearly all states. A state defending a legal challenge to its funding system could face
additional spending requirements, which could diminish flexibility.

Discretionary vs. non-discretionary expenditures. When evaluating the range of services provided we analyze which
are non-discretionary (mandates, statutory, constitutionally required, or contractual) and difficult to reduce versus
those that are discretionary.

Predictability. When evaluating state spending, we review how predictable the expenses are: do they fluctuate with
the economic environment (social service programs are an example), are they regularly tied to other statutory
actions (stringent prison sentencing laws translating to higher prison costs), or influenced by other policies or factors
specific to a state (debt vs. pay-as-you-go policies or collective bargaining agreements).

Table 18 - As described in paragraphs 56-59

Service Levels

Score

1 Expenditures are predictable as measured by variance from budget expectations; high degree of flexibility to reduce
services/expenditures in most program areas. This flexibility is measured in terms.of the legal ability and our view of the political
willingness to make adjustments.

2 Expenditures are generally predictable as measured by variance from budget expectations, but may experience cyclical trends;
ability to cut services and expenditures is good in our view, but may not extend to all program areas from a practical or legal
standpoint.

3 Expenditures tend to be cyclical and less predictable with variances relative to budget common in certain program areas; ability to
cut services/ expenditures is adequate in our view but many program areas are excluded from a practical or legal standpoint.

4 Expenditures are very cyclical and unpredictable and variances relative to the budget are common for many program areas; the state

has exhibited a persistent reluctance or inability in our view to reduce expenditures and service levels.

6. Structural budget performance
Table 19 details our assessment of structural budget performance. We consider a state's budget to be structurally

balanced if recurring revenues equal or exceed recurring operating expenditures. We recognize that structural
balance is difficult to maintain during economic downturns when revenue performance is weak and support
expenses may increase, but we believe it is also difficult during periods of strong economic growth when excess
revenue can lead to expansion of programs and services. Most state governments that do multi-year financial
planning will almost always show out-year gaps regardless of the economic climate as scarce resources are balanced
against virtually unlimited spending needs. Periods of imbalance are common for states but we believe that a track
record of aligning recurring revenues and expenditures over time is an important element of fiscal performance.

Table 19 - As described in paragraph 60

Structural Budget Performance

Score
1 Surpluses are regularly recorded in periods of positive economic growth; surpluses are used to fund reserves and other non recurring
items. In periods of economic decline, focus on addressing budget imbalance includes structural solutions (generally more than 50% of
the gap) rather than all one time measures.
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Table 19 - As described in paragraph 60

Structural Budget Performance (cont.}

2 Balanced operating results are typically achieved during periods of positive economic growth; commitment to reserves and
non-recurring program areas is not formalized and may not be consistent; in periods of decline, focus on budget balance may be more
reliant on non-recurring measures (more than 50% of the gap) to restore balance.

3 Balanced operating results may be achieved in positive economic periods but there is limited commitment to reserves and non-recurring
program areas (surpluses largely fund higher recurring spending). In periods of economic and revenue decline, focus on budget balance
may be more reliant on non-recurring measures {(more than 75% of the gap) to restore balance.

4 There is limited focus on structural budget balance; deficits are regularly carried forward into future fiscal years and reserves are not
funded in periods of positive economic growth.

E. Debt And Liability Profile

The debt and liability profile is the fifth of the five major factors in our assessment of the indicative credit level. In
particular, we review debt service expenditures and how they are prioritized versus funding of other long-term

- liabilities and operating costs for future tax streams and other revenue sources. We evaluate three key metrics which

we score individually and weight equally: debt burden, pension liabilities, and other post employment benefits. For
each metric there may be multiple indicators that we score separately and then average to develop the overall score

for the metric.

1. Debt burden

Standard & Poor's debt ratio calculations for states aggregate all tax-supported debt, including GO bonds,
appropriation obligations, and special-tax bonds such as sales, personal income, and gas tax bonds. In general, our
tax-supported debt calculation do not include debt that is issued for true enterprises or is self-supported, such as toll
revenue bonds if revenues are sufficient to cover debt service costs. {see "USPF Criteria: Debt Statement Analysis,"
published Aug. 22, 2006). Once we have determined a net direct tax supported debt figure, we calculate various
ratios, as indicated in tables 20, 21, 22, 23, and 24.

We do not include grant anticipation revenue (GARVEE) bonds in state debt calculations if they are payable solely
from dedicated federal revenues. We will also exclude bonds secured by tobacco settlement revenues from state debt
calculations if they conform to our stress scenarios for rating such debt and are payable exclusively from settlement
revenues. We exclude contingent obligations or moral obligation debt from the tax-supported debt calculation if
there has been no state support required and we expect no need for support in the future see ("Moral Obligation
Bonds," published June 27, 2006). There have not been a wide range of securitizations of assets or future revenues,
but we will evaluate other structures to determine if they should be included as tax supported debt or a contingent
liability. Similarly, as the use of public-private partnerships expands, we will evaluate the nature of a state's
obligation under various long-term agreements to determine whether the obligation is considered part of a state's

tax-supported debt burden or a contingent liability.

We examine a variety of ratios to measure debt burden. We score these individually and then average them to

develop a score for debt burden. The indicators that we score include:

Debt per capita (table 20) Table 20 shows the scoring ranges for tax-supported debt per capita, based on the
population that is served and pays for the debt.

Table 20 - As described in paragraph 65

Tax-Supported Debt Per Capita

1 Below $500 (Low)
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Table 20 - As described in paragraph 65
Tax-Supported Debt Per Capita (cont.)

2 $500-$2,000 {Moderate)
3 $2.000-$3,500 {(Moderately high)
4 Above $3,500 (High)

Debt as a percentage of personal income (table 21) We consider the ratio of debt to personal income to be relevant
because we believe the capacity to pay is a critical factor in debt analysis.

Table 21 - As described in paragraph 66

Tax-Supported Debt/Personal income

1 Below 2% (Low)

2 2%-4% {Moderate)

3 4%-7% (Moderately high}
4 Above 7% [High)

Debt service as a percentage of expenditures (table 22) We believe the ratio of debt service to expenditures is an
important indicator, as it indicates the level of inflexibility that debt places on the budget. The ratio of debt service
to operating revenue and debt service to operating expenditures usually track closely, although distortions in the
first ratio can occur if nonrecurring revenues are factored into state revenue bases.

Table 22 - As described in paragraph 67
Tax-Supported Debt Service As A % of General Government Spending

1 Below 2% (Low)

2 2%-6% (Moderate)

3 6%-10% (Moderately high)
4 Above 10% (High)

Debt to gross state product (table 23) We use the ratio of debt to gross state product widely for sovereign and
non-U.S. public finance and we believe it should allow enhanced comparability for government ratings.

Table 23 - As described in paragraph 68
Tax-Supported Debt As A % Of Gross State Product
1 Below 2% (Low}
2 2%-4% (Moderate)
3 4%-7% (Moderately high)
4 Above 7% (High)

Debt amortization (table 24) Serial amortization is a common feature for government debt issuance in the U.S. We
believe that debt service relative to the size of the budget is an important affordability measure but needs to be -
evaluated in the context of the overall debt amortization schedule. A low debt service carrying charge ratio could
simply be a function of a very slow 30-year amortization, which we view differently from a 15-year schedule. We
consider the benchmark of 50% of principal repaid in 10 years to be average. This indicator assumes serial debt
amortization where rapid amortization can allow new debt to be issued without affecting debt burden measures.

Table 24 - As described in paragraph 69
Debt Amortization (10 year)

1 B0%-100% (Very Rapid)
2 60%-80% (Rapid)
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Table 24 - As described in paragraph 69

| Debt Amortization (10 year) (cont.)

3 40%-60% (Average)
4 Less than 40% (Slow)

2. Pension liabilities
We review state pension liabilities and trends related to funding progress. This analysis focuses on the principal state

pension plans and includes changes in assets and liabilities, funded ratios, and unfunded actuarial accrued liabilities.
Pension asset valuations can change, as can the actuarial liabilities. A state's commitment to funding the annual
required contribution and how substantive and volatile these contributions are relative to the total budget are key
credit considerations. We have historically not included pension liabilities in our calculation of tax supported debt
ratios due to variation in how the liabilities are calculated. Specifically, under current accounting standards, there
are a broad range of actuarial methods and assumptions allowed by the Governmental Accounting Standards Board
(GASB) for governments in the U.S. and interest earnings assumptions differ by state. However, we have consistently
analyzed and reported pension liabilities for states relative to population and personal income to allow a
comparative framework for evaluating these liabilities relative to state tax supported debt. Our assessment of
pension liabilities includes the following four indicators which are averaged to develop an overall score:

Pension funded ratio.(table 25),
Pension funding levels (table 26),

Unfunded pension liabilities per capita (table 27), and

Unfunded pension liabilities relative to personal income (table 28).

We typically derive this information from audit reports as well as actuarial reports.

Table 25 - As described in paragraph 70
Pension Funded Ratio
Strong (1) 90% or above
Above average (2} 80%-30%
Below average (3)  60%-80%
Weak (4] 60% or below

Table 26 - As described in paragraph 70

Pension Funding Levels
Strong 1) Consistently funds annual required contributions {ARC).

Above average (2]  Funds ARC in most years but occasionally contributes less.
Below average {3)  Has not funded ARC for 3 years.
Weak {4) Has not funded ARC for more than 3 years.

Table 27 - As described in paragraph 70
Unfunded State Pension Liabilities Per Capita

Strong (1) Below $500
Above average (2) $501-$2,000
Below average (3) $2,001-$3,500
Weak (4} Above $3,500
www.standardandpoors.com/ratingsdirect 19

852310 | 301285493



70.

Criteria | Governments | U.S. Public Finance: U.S. State Ratings Methodology

Table 28 - As described in paragraph 70

Ratio Of State Pension Liabilities To Personal Income

Strong (1) Below 2%
Above average (2) 2.1%-4%
Below average (3) 4.1%-7%
Weak (4) Above 7%

3. Other post employment benefits (OPEB) risk assessment
Our analysis of OPEB liabilities is similar to that of pensions, although our overall assessment is a combined one as

detailed in table 29. The legal and practical flexibility that a state has to adjust these liabilities and the overall
strategy to manage the cost of these benefits will affect future contribution rates and budgetary requirements. All
states are now reporting OPEB liabilities pursuant to GASB Statement 45. Currently, OPEB expenditures are funded
generally on a pay-as-you-go basis. Under GASB Statement 45, liabilities attributable to OPEB and the annual
required contribution for employers are actuarially determined and reported.

Table 29 - As described in paragraph 71

i OPEB Risk Assessment

Low (1} Limited benefits provided or benefit consists of allowing some participation in the health plan (cost paid entirely by the retiree,
implicit subsidy recorded), high level of discretion to change benefits, pay-go costs are not significantly different from the actuarial
required contribution.

Moderate (2) Moderate/average liability relative to other states, proactive management of the liability in our view, some flexibility to adjust
benefit levels, contributions in excess of the annual pay-go amount have been made in order to accumulate assets to address the
liability.

Elevated (3) Above-average liability relative to other states, options to address the liability are being considered but plans are not
well-developed in our view, there may be some flexibility to adjust benefits but changes have been limited.

High (4) High liability relative to other states, high level of benefits that are viewed as inflexible based on statute/constitution/contract

terms, a lack of management action to address the liability in our view which will lead to accelerating pay-go contributions.

APPENDIX

On May 11, 2010, Standard & Poor's published "Request for Comment: Methodology For U.S. State Ratings". We
received several responses from market participants addressed to the criteria comments mailbox. The comments
addressed a wide range of issues that extended beyond the questions asked in the RFC but in general there was a
positive response to the enhanced transparency and greater clarity of the proposed criteria. -

o On the first question regarding separating the GO criteria for U.S. states from the broader GO criteria, nearly all
market participants agreed with this.

¢ On the second question, regarding whether the proposed rating factors and individual metrics focus on the key
factors affecting state government, most market participants agreed that the information was useful in evaluating
state creditworthiness. There was a range of opinions on the equal weighting of factors. There was also feedback
that the security features of state debt and default history of the sector should be highlighted more significantly.

» On the third question regarding scoring each individual metric in order to establish an overall score for each
factor and translating that score to an indicative credit level, there was some feedback that the scoring would
allow for greater transparency. Other market participants expressed reservations about how the scores would be

utilized.

There were other comments and observations on specific aspects of the methodology. We have analyzed each
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comment and have made some adjustments to the methodology. The main changes between the criteria presented in
the Request For Comment and the final criteria as described in this article are the following:

o We have expanded the discussion of institutional framework (see "Standard & Poor's use of stress scenarios and
calibration of state criteria”) to highlight that the priority of payment, security features and the state sector's
strong commitment to their legal obligation to pay debt are fundamental to our analysis of the state sector and
contribute to its high credit profile.

e We have added additional clarity to the section "Overriding factors impacting state ratings.”

e We have streamlined the metrics in the economic section and explained our approach to analyzing economic
indicators for US states in a global context.

e We have adjusted the "reserve” section to better capture funding patterns as well as policy.

e We have changed the "future debt"” metric as part of the Debt and Liability Profile score. We believe that forward
looking measures are important to credit analysis and we will instead include this in the section " Overriding
factors impacting state ratings" (see paragraph 16).

e In the area of pension liabilities, we added two additional measures, state pension liabilities per capita and state
pension liabilities relative to personal income, to our assessment of this factor. We eliminated the three year
average when assessing the funded ratio since nearly all state pension plans are subject to smoothing currently

which phases in gains and losses over a multi year period.

GLOSSARY

Accelerated payment provisions. This term refers to an investor's ability to require early repayment of principal that
is not scheduled based on certain events, with repayment required on a compressed timeframe, generally less than
180 days.

Bank bond exposure. Refers to bonds purchased by a bank following a failed remarketing (outlined under the terms
of a letter of credit reimbursement agreement or a standby bond purchase agreement). The bonds typically have a
significantly higher interest rate and a significantly shorter maturity schedule than the original bond.

Balanced budget. Many states have balanced budget requirements that require them to pass a budget that provides
sufficient revenues to fund all expenditures at the time of passage.

Budget reserves. Excess financial resources accumulated either formally or informally to address budget balance or
other requirements of a government.

Independent revenue estimating process. A forecast developed by a group of subject matter experts which can
include economists, business leaders and practitioners based on knowledge of current economic conditions and the
existing tax structure.

Contingent obligations. Includes explicit or implicit obligations that a state may incur under certain circumstances
and that could affect its financial position if the state absorbs these obligations and is fully responsible for them.
Contingent obligations are generally not recorded in the state's balance sheet and often are not disclosed as
off-balance sheet liabilities.

Debt service. Principal and interest payable during the fiscal year.
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Deficit. The result achieved when operating revenues and recurring transfers in are less than operating expenditures
and recurring transfers out.

GAAP. Generally accepted accounting principles are the common set of accounting principles, standards, and
procedures that most governments utilize. For local and state governments, GAAP is determined by the
Governmental Accounting Standards Board (GASB). '

Gross state product (GSP). A measurement of the economic output of a state. It is the value added in production by
the labor and property located in a state. GSP for a state is the sum of the gross product originating in all industries
in a state. GSP is considered the state counterpart of the nation's gross domestic product (GDP), the U.S. Bureau of
Economic Analysis' featured measure of U.S. output.

Moral obligation debt. Moral obligation debt represents a commitment by a state to seek future appropriations for
payment of debt service or replenishment of a debt service reserve fund should it fall below its required level.

Other post employment benefits (OPEB). Includes retiree health care, along with dental, vision, disability, long-term
care, and life insurance benefits.

Revenue forecast. The forecast developed by a state that underlies its budget. This would be the expected revenue
based on assumptions reflecting the conditions a state expects to exist and adjustments (authorized/proposed) to the
rates/fees or the base they are levied on.

Self-supported. Debt is considered self-supported if it is funded by an enterprise operation without any subsidy or
support from the state government.

Structural budget balance. Results from matching recurring operating revenues to recurring expenditures. In
measuring structural budget balance we do not include nonrecurring intergovernmental transfers, proceeds from the
sale of assets, and non-recurring capital expenditures.

Tax-supported debt. When calculating tax-supported obligations, we include GO bonds, appropriation obligations,
and special-tax bonds such as sales, personal income, and gas tax bonds. We typically include debt secured by
revenues or assessments and charges levied state wide. In general, our tax-supported debt calculation will not
include debt that is issued for true enterprise or self-sustaining purposes, such as toll revenue bonds if revenues are
sufficient to cover debt service costs (see "USPF Criteria: Debt Statement Analysis,” Aug. 22, 2006). We do not
include grant anticipation revenue (GARVEE) bonds in state debt calculations if they are payable solely from
dedicated federal revenues. We will also exclude bonds secured by tobacco settlement revenues from state debt
calculations if they conform to our stress scenarios for rating such debt and are payable exclusively from settlement
revenues.

Related Criteria And Research

e Principles Of Corporate And Government Ratings, June 26, 2007

e USPF Criteria: GO Debt, Oct. 12, 2006

e USPF Criteria: Appropriation-Backed Obligations, June 13, 2007

e USPF Criteria: Financial Management Assessment, June 27, 2006

e USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

e Pension Funding And Policy Challenges Loom For U.S. States, July 8, 2010 _
e USPF Report Card: 2009 State Debt Review: Significant Challenges Lie Ahead, Dec. 16, 2009
o U.S. States” OPEB Liabilities And Funding Strategies Vary Widely , June 3, 2009
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¢ Methodology For Rating International Local And Regional Governments, Sept. 20, 2010

These criteria represent the specific application of fundamental principles that define credit risk and ratings
opinions. Their use is determined by issuer- or issue-specific attributes as well as Standard & Poor's Ratings
Services' assessment of the credit and, if applicable, structural risks for a given issuer or issue rating. Methodology
and assumptions may change from time to time as a result of market and economic conditions, issuer- or
issue-specific factors, or new empirical evidence that would affect our credit judgment.
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Outlook: U.S. State And Local Governments
Must Navigate Turbulent Conditions To
Maintain Credit Stability

Many U.S. state and local governments have been making difficult policy and budget choices in an effort to balance
their budgets. These actions, along with federal fiscal support, helped credit quality for most U.S. public finance
issuers to remain stable in 2010. But because of the slow progress of recovery from the Great Recession, we believe
that continued revenue decreases for state and local government may increase fiscal strain on budgets, and
monitoring of liquidity will be especially important in 2011. (Watch related CreditMatters TV segment titled, " To
Preserve Credit Quality, U.S State And Local Governments Face Hard Choices," dated March 9, 2011.)

Throughout difficult economic periods, including during and after the Great Recession, we have generally seen on
the part of state and local governments what we consider to be a very strong commitment to their debt obligations,
which for us has been an important credit consideration over time. Although we view budgets as inherently political
documents, liquidity and cash management has remained largely apolitical in our view. If we were to observe a
change to this or a weakening of issuers' commitment to their debt obligations, we think the credit implications

could be significant.

Overview

The diversity of the municipal market defies easy generalization. Standard & Poor's maintains ratings on
approximately 17,500 distinct municipal issuers, but this does not encompass the entire municipal market, which
tends to be self-selecting. That is, municipal issuers of lower credit quality tend not to request ratings.
Correspondingly, the universe of rated municipalities is, as a general proposition, more creditworthy and, of course,
less likely to default. In terms of credit performance, in the majority of cases, we believe general obligation and other
types of direct debts of state and local governments we rate will continue to be retired as scheduled. These debt types
frequently hold a legally advantaged status compared to other obligations of these governments.

As an exception to the usual general obligation situation, we occasionally observe that local governments have
issued or guaranteed debts intended to finance projects less directly related to traditional core municipal services.
Depending upon the structure or the additional budgetary pressure these debts can represent, we have seen examples

of these debts coming under material credit pressure.

A significant amount of municipal debt is repaid from the revenues of essential service enterprises; for example,
those that provide water or wastewater treatment services. In general, we have observed that the issuers of these
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essential service revenue bonds typically enjoy a strong market position. In addition, revenue bond issuers often have
strong rate-raising authority, enhancing repayment capacity.

Another form of municipal debt includes various types of land-backed bonds, many of which are unrated by
Standard & Poor's. These bonds, typically repaid from assessments on properties in a residential development, are
often intended to finance infrastructure for incomplete residential development projects. Unrated debt issued for
incomplete property developments may, as in recent years, continue to exhibit higher rates of distress, in our view.

We expect that there may be an increased number of rating downgrades in 2011, yet we believe the majority of state
and local government issuers we rate will likely retain solidly medium-to-high investment grade ratings. Setting the
stage for 2011 is the presence of several notable conditions that, in our view, almost all state and local government
issuers will confront. Among these are:

¢ An economic recovery that will likely continue to be weak generally;

o The persistence of budget gaps requiring difficult policy decisions;

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

e The heightened role of financial liquidity as a credit quality bellwether among municipal issuers, particularly for
those with severe structural budget misalignments and issuers of certain types of variable-rate debt;

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

e An increased focus on issuer pension and other retiree benefits packages.

A Weak Economic Recovery May Continue To Depress Revenues

We expect the difficult economic environment to continue for many municipal issuers in 2011. The severity and
nature of the recent recession suggests to us that economic recovery could be slow. Standard & Poor's forecasts U.S.
economic growth of 3.0% during 2011, below the average 5.0% GDP gain observed during the last eight economic
recoveries from recession dating to the early 1960s (see "Economic Research: U.S. Risks To The Forecast: Ring Out
The Old Recession, Bring In The... 2" published on Dec. 21, 2010 and "U.S. Economic Forecast: A More
Prosperous 2011?", published on Jan. §, 2011 on RatingsDirect on the Global Credit Portal). The current economic
growth forecast for 2011 of 3%, if it were to materialize, may not be sufficient to have an appreciable effect on the
unemployment rate. According to our baseline economic forecast, the national unemployment rate is only projected
to decline to 9.4% in 2011 from 9.7% in 2010. Reduced spending, be it from lower incomes or from saving more,
translates to lower overall demand, employment, and tax revenues.

We believe that the housing market is likely to continue to provide an additional source of economic pressure.
According to the 20-city S&P/Case-Shiller Home Price Index, as of October 2010, home prices remain 29.6% below
their July 2006 peak. Standard & Poor's believes further deterioration is possible, if not likely, and could rival the
April 2009 trough of 33% below the peak (see "U.S. Weekly Financial Notes: Doubling-Up On A Double Dip*
published on Dec. 29, 2010). With the lag between market prices for real estate and the assessment process relevant
to property tax revenues, in our view, home price trends offer further evidence of a relatively long and slow recovery
for state and local government finances.

Even if a more robust economic recovery takes hold, we expect that state and local government revenues may
continue to demonstrate a muted response to the recovery owing to reduced federal aid and the expiration of
previously adopted temporary tax increases. This is in addition to the typical historical lag between economic
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growth and improved state and local government tax revenues. On the other hand, according to the U.S. Census
Bureau, third quarter state tax receipts increased 4.8% ($7.6 billion) and combined state and local tax revenues
grew 5.2% ($284.3 billion) compared to the same period last year. Year-to-date toral state tax revenue, which was
up 1.26% through September 2010, posted the first annual increase since 2008.

Ongoing Budget Gaps And Difficult Policy Decisions Continue To Challenge
Municipal Issuers

If the economic recovery staggers in combination with the above-mentioned revenue reductions, we think that fiscal
strain may evolve into outright budget crises for particular locales that have low reserves and thin financial liquidity.
Most U.S. states and local governments are required by law to balance their annual budgets, which can necessitate,
in the absence of extraordinary federal support, difficult service cuts or tax increases when resources are insufficient
to fund baseline spending trends. If this occurs, policymakers face difficult decisions representing zero-sum tradeoffs
among stakeholders, many of whom will have contradictory objectives: We have seen that cuts to certain
government services in favor of others can be contentious, and ongoing high rates of unemployment place pressure
on states" social service infrastructure networks. Some governments may (for example) underfund contributions to
their pension systems rather than cut, say, current public safety services in an attempt to defer the most difficult of

decisions.

Because these decisions reflect an issuer's financial management, even if the issuer who makes such decisions does
not face immediate, severe credit challenges, we could see an erosion of long-term credit ratings among state or local
governments that choose to adopt what we consider to be short-term measures that carry longer-term credit

implications.

Even with difficult policy choices, Standard & Poor's continues to expect that most issuers that we rate will retain
strong or even very strong capacity and willingness to meet their debt obligations. The bulk of most states' general
funds are spent on education and human services, including health care and the funding of federal matching
requirements for Medicaid. Considering that the median debt service among U.S. states was 3.0% of total
expenditures (as a portion of governmental funds in fiscal 2009), redirecting these funds away from debt service
would yield relatively little in freed up cash flow.

Beyond achieving relatively little savings, we believe that a defaulted debt service payment would likely result in a
loss of access to the capital markets, which has predominantly been the source of funding for capital and

infrastructare projects for state and local governments.

For some governments, capital market access can also be critical for funding operations. Many governments' cash
receipts do not align with their disbursements schedules. Governments often manage this mismatch by issuing
short-term notes to smooth their annual cash flow cycles. For these governments there is a strong incentive to retain
the creditworthiness necessary to sell cash flow notes in order to sustain even the most basic of functions.

Some of the states with the most severe projected budget gaps, notably California and Illinois, have structural
budget reform on their agendas for the upcoming legislative sessions. Reconciliation of structural revenue and
spending misalignments may not be achieved in one fiscal year, but initial indications in some states suggests that the

discussion may continue in earnest during 2011.

-
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'Debt Markets: A Changed Landscape With Limited Credit Implications

We expect the possibility of greater market volatility in the prices for municipal securities in 2011. We believe that
notable rating downgrades, specific instances of severe fiscal problems, and a generally softer environment for
municipal credit could occur. We also believe, however, that fundamental credit performance throughout the market
-- as measured by default rates relative to debt ontstanding in the market -- will likely remain mostly stable with the
possibility for a modest uptick, in light of the difficult economic and revenue environment. In 2010, the
S&P/Investortools Municipal Bond Index, which includes $1.27 trillion of municipal debt outstanding, saw newly
defaulted bonds of $2.65 billion, or 0.21% of the index. This is actually somewhat of a decline compared to 2009,
in which there was $2.9 billion of new defaults. Overall, the balance of defaulted bonds in the index rose to $6.89
billion (0.54% of the index) from $5.14 billion in 2009 (0.42%). Of the defaulted bonds in the index, 75% are
conduit revenue bonds that actually reflect corporate credit quality (such as certain industrial development revenue
bonds), land-secured financings, or health care related issuers. None of the defaulted bonds are of traditional general
obligation debts of states or localities. There was only one default among issuers with Standard & Poor's ratings in
2009 (a non-investment grade housing issue) and three in 2010 (all were non-investment grade).

Municipal issuers could face selling bonds to a narrower investor base in 2011 compared to 2009 and 2010. The
Build America Bond (BAB) program expired at the end of 2010, and without it, we expect issuers to revert to selling
traditional tax-exempt debt, which tends to appeal only to investors subject to U.S. federal income taxes. We believe
an increased supply of tax-exempt paper in the market could result in higher interest rates for issuers in need of

financing.

Although noteworthy for the municipal market, expiration of the BABs program has little direct bearing on the
credit quality of most issuers in our view. By allowing issuers to sell federally subsidized bonds to taxable investors,
the BAB program broadened the municipal investor base. If the ability to issue taxable debt siphoned the overall
supply of debt away from the tax-exempt market, it likely benefited issuers in the form of lower tax-exempt yields
during the last two years.

Late in 2010 municipal tax-exempt rates ('AAA'; 30-year) edged higher and surpassed those of 30-year Treasury
bonds, according to Bloomberg data. In our view, any number of factors has likely been causing the yield curve to
steepen; among them could be the extension of the Bush-era federal income tax rates, anticipated expiration of the
BAB program, or concerns about credit risk in the municipal market. Straightforward supply and demand dynamics
could also be a factor. Toward the end of 2010, total municipal issuance reached $431 billion, surpassing the
previous record in 2007 when $429.9 billion was issued. A more sanguine interpretation of market rates is that
longer-term Treasury rates are higher in response to investor optimism about the economy, and municipal rates are
simply tracking the Treasury market.
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Adequate Financial Liquidity Is A Key To Credit Stability; Refinancing Risk Is
Possible

Potential for inadequate liquidity serves as a bellwether to the risk of immediate and potentially severe credit
deterioration, particularly for those with significant budget misalignments and issuers of certain types of
variable-rate debt, in our view. Ultimately, the possibility of having insufficient cash to meet debt obligations is at
the heart of our credit analysis. In 2011, we believe there is a heightened risk among some issuers that protracted
multi-year structural budget deficits may culminate in insufficient cash flow for operations. We observe that credit
pressure can become acute when, facing a significant budget gap, there is incomplete fiscal adjustment coupled with
inadequate access to cash. Such a predicament could fit the profile of -- and be a precursor to -- an issuer facing a
rating downgrade.

For states, budgets provide the legal mechanism by which funds are appropriated. Unless budgeted spending is
reduced or taxes are increased in the face of underperforming revenue, states tend to tap reserves, engage in internal
cash borrowing, or defer certain disbursements to sustain operations mandated by budget laws. Depending upon
their starting cash positions, some states (and local governments) have fewer of these options than others. For many
states, fiscal 2012, which for most states begins on July 1, is the fourth consecutive budget year in which a sizeable
budget gap must be closed. Our initial analysis suggests that total state projected budget gaps may exceed $100
billion and could approach as much as 20% of total state budgets. Fiscal 2012 could be the fourth consecutive year
in which total state budget gaps are projected at $100 billion or more. States that fail to make the necessary budget

Standard & Poor’s | RatingsDirect on the Global Credit Portal | January 24, 2011 6
853169 | 301204289



Outlook: U.S. State And Local Governments Must Navigate Turbulent Conditions To Maintain Credit Stability

adjustments and whose sources of liquidity approach depletion could face downgrades.

We have seen states occasionally generate fiscal and cash flow relief by withholding payments to (or extracting
payments from) local agencies. State transfer paymenfs are an important source of revenue for many local
governments around the country, particularly school districts. When state liquidity is sufficiently stressed, we have
observed that state governments occasionally defer disbursements to local agencies, even when those disbursements
are budgeted. As a result, cash and liquidity management, including scenario analyses, can be an important part of
credit stability at the local level during the current phase of the economic cycle.

Insofar as state governments withhold expected funding or shift service mandates to local levels of government,
budget pressures at the local level could be compounded. We believe that local governments, with a relatively greater
reliance on property tax revenues, could particularly experience losses from the real estate downturn of the past two
to three years in 2011, given the lag in assessment processes. If this coincides with state funding reductions or
increased service delivery responsibilities, we believe there is a potential for greater budget stress among some local
governments. Those in this predicament could, in our view, face among the most difficult budget choices going into
fiscal 2012.

Another type of liquidity-based credit risk we see for 2011 relates to variable-rate debt exposure. When the
dismantling of the approximately $200 billion auction-rate securities (ARS) market occurred in 2008, many issuers
restructured these debts into variable-rate demand obligations (VRDO). The VRDOs typically require third-party
liquidity support, which is frequently sold to issuers by banks in three-year agreements. As 2011 approached,
Bloomberg data indicated that more than $100 billion in bank liquidity facilities are estimated to expire. Given the
higher cost of bank liquidity, some issuers have refinanced their obligations into alternative variable-rate structures.
These alternatives generally have a blend of traits from bond anticipation notes (BANSs), extendible commercial
paper, and traditional VRDOs. We are also seeing a trend toward direct purchase of obligations by banks subject to
the terms of some form of purchase agreement. Under some of these structures, the potential for accelerated
repayment causing sudden and significant demands on an issuer's liquidity could have credit implications. (Please see
the article "Credit FAQ: Changes And Challenges In The Variable-Rate Debt Market," published March 10, 2010).
We anticipate this will likely be a prevalent analytic factor for issuers with this exposure in 2011.

Financial Reform: A Continuation Of Existing Trends In The Municipal Sector

We saw the financial crisis begin a shift in the relationship between municipalities and banks, as bank liquidity and
credit availability became more limited throughout the economy. We believe the Dodd-Frank financial reform
legislation will likely encourage this trend because we expect higher capital requirements for banks in the future.
During the crisis, we saw a number of municipalities maintained portions of their debt in short-term instruments
and confronted reduced access to low-cost bank liquidity support. In response, governments began to utilize versions
of the aforementioned new variable-rate debt structures. These structures frequently sell in the market as short-term
securities to be retired from the proceeds of remarketing offerings. Instead of depending on external bank liquidity
to backstop a market disruption, the new structures tend to depend on sustained investor confidence. Consistent
with this evolution in the municipal market, Dodd-Frank appears to facilitate a longer-term change in the
relationship between municipal issuers and investors by giving investors more prominence on the Municipal
Securities Rulemaking Board. (Please see the article, "U.S. Financial Regulations: Positive Change Amid Uncertainty
And Missed Opportunities”, published on Aug. 5, 2010). In general, we believe that use of these debt structures
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increases an obligor's market confidence sensitivity and the importance of financial liquidity in its credit profile.

Pension Scrutiny To Continue And Intensify

Significant market losses in 2008 weakened state and local government pension funding levels. We have seen the
steep losses in asset values and large unfunded estimated pension liabilities receive considerable attention and have
led some commentators to express concern about governmental solvency. In light of asset market volatility and as
the public dialogue concerning off-balance-sheet liabilities has progressed, underlying pension plan assumptions,
such as rates of return on invested plan assets, have come under scrutiny (please see "Pension Funding And Policy
Challenges Loom For U.S. States" published July 8, 2010).

Several states have embarked on pension reform initiatives, including or considering steps such as increasing
employee contributions to pension asset trusts, raising retirement ages for benefits eligibility, or outright benefits
reductions. Reform efforts of various governments are at different stages and, in some cases, we believe the
implications of the initiatives are mixed. For example, a re-examination of, and potential downward adjustment to,
a particular pension plan's assumed rate of return could have the effect of magnifying the estimated unfunded
pension liabilities. Even reform that contains the growth of long-term pension liabilities through the creation of new
benefit plan tiers or the introduction of partially defined-contribution plans for employees hired after a certain date
could, in our view, entail risk to the sponsoring government's budget. Although restructured pension plans that
include new tiers or hybrid (partially defined contribution) arrangements could make pension benefits more
affordable in the longer run, we believe that the new structures could in some cases deprive existing pension plans of
additional needed contributions in the near-to-medium term. Once new benefit plan tiers are created, current
contributions are typically deposited in the asset trust funds of the new plans and are legally not available to the

closed plans.

In our view, governments' overall liability profile encompasses pension and other long-term liabilities as well as
bonded debt. We believe that pension and other retirement liabilities may represent a source of material credit
pressure in the years to come but, in most cases, are not immediately jeopardizing the debt-paying capacities of the
governments we rate. However, our analysis also considers whether governments are funding the actuarial-based
annual required contributions (ARCs). We believe that those that are not may preserve budget capacity in the
near-term while possibly establishing the groundwork for compromised credit quality in the future.

Fiscal Pressure Does Not Necessarily Imperil Debt Payment

Despite a difficult economic and revenue environment, Standard & Poor's believes that very few governments are
likely to repudiate their debt obligations. Indeed, we continue to believe that most governments are likely to make
the difficult tradeoffs in a limited-resource environment precisely so they may preserve funding for important
(sometimes legally required) programs and to protect their credit and market access.

In short, several state and local governments may endure fiscal strain and even budget crises during 2011, but we
view these as different from debt crises. Even if headlines occasionally conflate the two, governmental budgets are
not necessarily synonymous with debt paying capacity. In our view, budgets and fiscal positions reflect issuers'
financial management and are, thus, incorporated into their credit profiles, but they do not tell the whole story.
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U.S. Public Finance Defaults And Rating
Transition Data: 2010 Update

(Editor's Note: This is one of a series of articles on 2010 defaults and rating transitions.)

Standard & Poor's Ratings Services has updated its data on the performance and default rates of U.S. public finance
(USPF) ratings through year-end 2010. The data suggest to us the following:

o Cumulative average default rates continue to maintain a rank ordering commensurate with the rating category;

o USPF ratings tend to be more stable in higher rating categories; and
e Overall, the USPF sector remains significantly stable in nature and of sound credit quality, although defaults have

occurred across all sectors.

As a general proposition, for the years relevant to our study, unenhanced debt (i.e., debt obligations not supported
by financial guarantees, structuring techniques, multiple-party features, or other external credit support) rated by
Standard & Poor's has shown significant credit stability throughout a broad range of events, including a changed
economic environment, federal government mandates, tax reform measures, and any number of influences on

general credit.

The study tracked the behavior of unenhanced rated debt obligations from Jan. 1, 1986 to Jan. 1, 2011; aggregate -
and sector data are also included in this study. The public finance-wide conclusions and the aggregated tables focus
on unenhanced debt and exclude public finance structured and housing debt, as debt obligations issued in those
sectors typically include some form of enhancement or have ratings that are dependent on multiple obligors. In the
sector breakdowns, housing information is shown on an issue basis rather than an issuer basis; methodologically,
therefore, we have not included this information with the other public finance data. Credit types included in the

study are:

e General obligation,

e Lease/appropriation/moral obligation,
e Special tax (sales, gas, etc.),

e Special district,

» Water and sewer revenue,

o Public power,

e Airports,

- o Ports,

o Toll roads and bridges,

e Parking,

e Various types of bond pools,

o Transit,

o Public and private higher education,
e Auxiliary higher education debt,

e Independent schools,

e Hospitals (stand-alone and systems),
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e Continuing care, and
o Physicians' practices.

2010 Performance

Three USPF (non-housing) issues defaulted in 2010, compared to an annual mean of 1.68 and a median of 1 default
since 1986 (see charts 1 and 2). All three defaulted issues in 2010 held speculative grade ratings prior to defaulting.
The defaulted issues were obligations of issuers in the transportation, health care, and utilities subsectors (one of
each). In contrast to 2009, when there were three, there were no defaults of rated housing sector issues in 2010.
Since 1986, the median annual number of defaults of housing entities is one. We believe a contributing factor to the
absence of a significant number of defaults in 2010, as in other years, is the generally resilient nature of the sector
overall. The three USPF issues rated by Standard & Poor's that defanlted during 2010 were: '

e Xenia Rural Water District, lowa's 2006 water revenue bonds;

o Connector 2000 Association Inc., South Carolina's 1998 series A and B toll road revenue senior lien secured
bonds; and

o Valley Health System, California's series 1993 certificates of participation (COPs) and series 1996A hospital
revenue bonds. '

All three issues had been suffering from marginal or insufficient debrt service coverage and diminishing reserves for a
number of years.

From a rating transition perspective, upgrades exceeded downgrades in 2010, but to a lesser degree than in 2008
and 2009. Upgrades resulting primarily from previously announced criteria changes tapered off significantly in the
second half of 2010 (see tables 1 and 2). The absolute number of rating downgrades for 2010, at 451, represented
more than a threefold increase over 2008. We believe this reflects the consequences of the recession and reinforces
the idea that, despite a continuation of the trend of more upgrades than downgrades, we believe that credit pressures
are present and will likely continue into 2011, as the slow recovery and the legacy of the recent recession continue to

slow the upward credit quality momentum seen in recent years.

The state and local government sector (tax-secured, appropriation, and utility revenue debt) continued to account
for most of our upgrades. Upgrades also exceeded downgrades in the higher education sector, which benefited from
what we consider strong performance and demand. Downgrades edged out by one upgrades in the transportation
sector, while the not-for-profit health care sector turned slightly positive. The housing sector saw generally negative
performance.

Additional information on recent one-, three-, and 10-year ratings performance is detailed in Appendix I.
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Chart1

Total USPF Obligor Defaults 1986-2010
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Chart2

Total Housing Issue Defaults, 1986-2010
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The Outlook For 2011

We believe that a stubbornly slow economic recovery, a continued difficult housing market, an increased urgency to
make and implement difficult policy decisions, the potential for a more challenging bond market for issuers,
increased regulation and an increased focus on issuer pension and other retiree benefit packages are the headwinds
facing municipal issuers as we enter 2011. Given the usual lag between economic conditions and their effect on
certain state and local government revenues, we expect governments to find the going tough in the next 12-24
months. We expect the difficult economic environment to continue for many municipal issuers in 2011. Standard &
Poor's forecast of U.S. economic growth of 3.1% is well below the average gain of 5.0% seen during the recoveries
from the last eight economic recessions dating back to the early 1960s. We believe that if the current economic
growth forecast were to materialize it might not prove sufficient to have an appreciable effect on overall job
creation. In turn, we expect that a subdued recovery in employment will likely result in reduced spending, ultimately
impacting tax revenue. We believe that these effects, coupled with the ongoing adjustments due to the expiration of
federal stimulus revenue and extensions require difficult, often contentious decisions be made by issuers to maintain

financial standing.

Effective financial management will remain a key component, in our view, arguably increasing in importance, as the
effects of the recent economic difficulties are addressed. We believe most governments will be able to make and
implement the tough choices that they consider necessary. We also believe, however, that acute problems are
possible. While rating downgrades will likely continue to increase in number, we do not expect defaults or
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downgrades to be as frequent as they have been in the corporate sector as a result of the recession. However, we
believe that if governments consistently rely heavily on debt and other one-time solutions and continue to ignore or
postpone difficult service provision, revenue enhancement, pension and other postemployment benefit funding needs
in the hope that economic growth will bail out their finances, they could be setting themselves up for greater
hardship in the near future.

For most of the other U.S. public finance sectors, including higher education, transportation, utilities and public
power, we have seen the recent economic recession translate into weakened resources and reduced demand. In our
opinion, overall credit quality in these sectors will likely remain under pressure, as the aforementioned slow
economic recovery does little to bolster economic activity-driven demand and revenue. In our view, as evidenced by
the trends noted herein, not-for-profit health care providers have started to stabilize after a difficult two- to
three-year period. However, in our view, uncertainties, primarily related to health care reform, continue to exist,
lending a degree of caution regarding the positive momentum. Finally, we think the outlook for the housing sector
remains uncertain, as downgrades significantly exceeded upgrades in 2010 for the second consecutive year.

Transition Rates

The study's transition analysis reveals the degree to which ratings change over time. In the transition tables the
vertical axis shows the rating at the beginning of the year, the horizontal axis the rating at the end of the year. If
ratings never changed, 100% would appear along the diagonal. We believe the data show that, generally speaking,
public finance ratings were highly stable during the period, particularly at the uppermost end of the scale (see tables
3 through 7). At the 'AAA' lével, for example, about 97% of ratings during the relevant years remained at 'AAA"
one year later as shown in table 3. At 'BBB', however, ratings were about 87% likely to be at the same level a year
later. During the period studied, higher rating categories experienced higher rating stability, without exception.
Generally, for ratings 'A' or lower, the numbers to the left of the diagonal are greater than those to the right
(excluding ratings that have been withdrawn, which are designated as NR), showing a trend of more upgrades than
downgrades over the years. The same general trend is borne out by examining rating transitions by modifier,
although we believe the sample size renders any conclusions tentative, particularly at the speculative grade levels (see
tables 4 and 6). Across sectors, we observe the general trend of ratings volatility increasing as credit quality declines,
but directional movement varies. In health care, downgrades were more likely than upgrades across the entire rating
scale. In housing, issues below investment grade similarly had more downgrades than upgrades. In all other sectors,
upgrades were more likely than downgrades for ratings below the 'AA' category. '

Default Analysis

Standard & Poor's-rated USPF obligor default counts over the course of the study vary from no defaults in seven of
the years covered to a high of five defaults in 1992 and 2008 (see table 8). Of the 42 total defaults in the study, 40
were non-investment grade immediately before the default as demonstrated in chart 3. On an issue basis, housing
defaults total 63 over the span and have ranged from zero to a high of 21 on an annual basis (see table 9). Of the 21
defaults occurring in 1991, it should be noted that 19 were related to the failure of Executive Life Insurance Co. as
an investment agreement provider. A list of each USPF default and each housing default is provided in tables 10 and
11, respectively. :

Although the number of defaults over these years has been, relatively speaking, low, we do believe securities issued
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by municipalities can still bear meaningful default risk. For one thing, over the years in question the municipal
market has tended to be self-selecting -- municipal issuers of lower credit quality have tended not to request ratings.
Correspondingly, the universe of rated municipalities was, as a general proposition, more creditworthy and, of
course, less likely to default. When the entirety of public finance issuers and issues is evaluated, as opposed to simply
the rated universe, however, more defaults appear. Data from Standard & Poor’s Securities Evaluations show over
1,400 issue defaults during the same period. In our opinion, this comparison suggests a level of credit risk attendant
to the universe of municipal finance that is greater than one might discern from a default study of Standard &

Poor's-rated municipals alone.

Chart 3

USPF Obligor Default Distribution By Rating Prior To D
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Chart 4

Annual USPF Obligor Defaults By Sector
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Default Rates

Chart 5 and tables 12 and 13 show that, generally speaking, cumulative average default rates have occurred at
relative levels commensurate with the rating category. Default rates increased over time, particularly for lower-rated
credits. Tables 14 and 15 show a less-precise relationship when one examines default rates by rating modifier. This
is not surprising as the limited number of defaults and the limited number of credits in some rating levels allows
average default rates to be more affected by a single event. Examining default rates broken down by rating category
and by year further demonstrates the danger of reading too much into the average default rates (tables 16 through
21). Because no USPF defaults have occurred at the 'AAA’ level, default rates are shown only for the 'AA" category
and below. For the housing data, default rates are shown across all rating categories. What we consider significant
default volatility is evident as one examines smaller portions of the data set. At many rating levels, the standard
deviation of the default rates raises questions about the value of the average statistic for assessing trends.
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Chart5

Cumulative Average Obligor Default Rates By Rating Category
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Relative Rating Performance

In addition to examining the absolute performance, we examine their relative performance. One technique we use to
measure relative performance is the Gini coefficient. The Gini coefficient is a summary statistic of the Lorenz curve.
Used with ratings, it is one indication of the appropriateness of the rating distribution's rank ordering. We believe
that Lorenz curves and Gini coefficients are useful when compared with other Lorenz curves' Gini coefficients. For
more detail regarding the derivation and construction of Lorenz curves and Gini coefficients, see Appendix IL In
Charts 6 through 13, we plot the Lorenz curve for U.S. public finance from 1986 through 2010 against the Standard
& Poor's private-sector Lorenz curve for 1981 through 2010. The curves show that rank ordering for U.S. public
finance ratings is better than private sector ratings mainly due to the high proportion of the U.S. public finance-
default population being located in the lower rating categories while also having the lower categories make up only
a small proportion of the issuer population. On a one-year horizon U.S. public finance has 85% of its default
population in speculative grade while only having 1.16% of total issuers in speculative grade, the private sector has
95% of its default population in speculative grade but it also has 35% of its issuers in speculative grade. The U.S.
public finance Gini coefficients for the one-, three-, five-, and seven-year horizons are 0.90, 0.87, 0.81, and 0.78,
respectively. The U.S. housing Gini coefficients for the one, three-, five-, seven-year horizons are 0.94, 0.67, 0.61,
and 0.54, respectively. The Gini coefficients for Standard & Poor's private-sector ratings for the one-, three-, five-,
and 10-year horizons are 0.82, 0.74, 0.72, and 0.69, respectively.
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Appendix I

Tables 22 through 25 provide default and transition data for the most recent one-, three-, and 10- year periods
corresponding to the static pools as of Jan. 1, 2010, 2008, and 2001, respectively. Also provided (tables 26 and 27)
are default and transition statistics for ratings outstanding as of Jan. 1, 2010 since their initial assignment. For
ratings in place before 1986, the rating as of Jan. 1, 1986 was used as the initial rating.

Chart6

USPF One-Year Obligor Rating Performance {1986.2010)
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USPF Three-Year Obligor Rating Performance (1986-2010)
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Chart8

USPF Five-Year Obligor Rating Performance {1586-2010)
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USPF Ten-Year Obligor Rating Performance (1986-2010)
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Chart 10

Housing One-Year Issue Rating Performance (1986-2010]
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Housing Three-Year Issue Performance (1986-2010)
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Chart 12

Housing Five-Year Issue Rating Performance {1986-2010)
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Chart13
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Appendix II: Methodology And Definitions

A Standard & Poor's rating primarily assesses the ability and willingness of an obligor to meet its financial
commitments. Accordingly, a default is recorded upon the first occurrence of monetary payment default on the
relevant obligation. Technical defaults, such as covenant violations, are not by themselves payment defaults. We
generally lower issue ratings to ‘D' following a payment default on the corresponding obligation. We include bonds
that would have defaulted if not for bond insurance if those bonds bore a SPUR.

Our default study is based on a performance analysis of the unenhanced debt obligations (i.e., obligations not
relying on external support provided by guaranties, outside support, or alternative revenue streams) of public
finance issuers and includes bonds issued by a range of entities. We used long-term parity debt ratings throughout
the study. These ratings reflect Standard & Poor's opinion of an obligor's overall capacity to pay its obligations (i.e.,
its fundamental creditworthiness). As such, our analysis focuses on the issuer's payment capacity and willingness to

meet its financial commitment on an obligation according to its terms.

The data tracked the ratings of 5,062 parity debt obligations outstanding as of Jan. 1, 1986, increasing to 16,845
parity debt obligations outstanding as of Jan. 1, 2011. The data include general obligation, appropriation-backed,
special tax, revenue, and higher education and health care bonds. Although the rating of an appropriation-backed.
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bond is usually linked to that of the obligor, in certain cases the ratings of appropriation-backed bonds can move
independently of those of the obligor. Accordingly, we include an obligor's GO rating in addition to its
appropriation ratings in the study. One of the study's goals was to show the rating transitions and default history of
the traditional public finance market: cities, towns, school districts, and hospitals, as well as the bonds issued by
those entities. We excluded from the study bonds wrapped by a monoline insurer, unless the bonds bear an
underlying, unenhanced rating by Standard & Poor's (a SPUR), in which case we included the SPUR. The study is
based on individual issuances, rather than on dollar amounts, to avoid the risks of magnitude skewing results.

On a sector basis, we believe results are useful but must be evaluated with the size of the respective sectors in mind.
From 1985 through 2010:

e Tax-secured credits increased to 9,594 from 2,267;
o Appropriation credits increased to 3,663 from 465;
e Utilities increased to 1,803 from 824;

e Transportation credits declined to 263 from 284;

o Higher education increased to 841 from 364;

e Health care declined to 681 from 858.

On an issue basis, and not an issuer basis, housing increased to 9,965 in 2010 from 4,329 in 1985.

Static pool methodology

The years covered by the study saw relatively few issuances default in their early years. Accordingly, default rates
over a given period that are obtained by dividing the number of defaults by the number of issuances then
outstanding will be distorted if the number of issuances increases over the period. To avoid this potentially
misleading statistic, we conduct our default studies on the basis of groupings called "static pools.” A static pool is
formed on the first day of each year covered by the study and followed from that point on. All ratings included in
the study are sorted into these pools. The pools are static in the sense that the denominator (entity ratings included
in the pool) remains constant over time. This fact, however, must be understood in the context of a single study.
Because errors, if any, will generally be corrected by new updates and because the criteria for inclusion or exclusion
of ratings in the study may be subject to minor revisions in future studies, it is not possible to compare pools across
studies. However, every new update revises results back to the same starting date (Jan. 1, 1986) to avoid continuity

problems.

We follow all ratings year to year within each pool. This annual tracking involves the comparison of each parity
rating on the first and last day of each calendar year. Multiple rating changes in any single year are not reflected --
only beginning- and end-of-year ratings are reflected. This occasionally results in what could be considered dramatic
transitions. The NRs (obligations no longer rated by Standard & Poor's) in the study include issuances that have
become monoline insured, as well as issuances that have been refunded, matured, or withdrawn.

For example, the 1986 static pool comprises all parity debt outstanding as of Jan. 1, 1986. The 1987 static pool was
formed by adding new parity ratings first rated in 1986 to the still-outstanding ratings of the 1986 static pool and
subtracting those ratings that defaulted or were set to NR. This same method was used to form static pools for 1988
through 2009. As an example, if a parity debt rating of 'BB' is assigned in mid-1986 -and is lowered to 'B' in 1988
and followed by a default ('D') in 1993, this hypothetical rating would be included in the 1987 and 1988 pools as a
'BB', and in the 1989-1993 pools as a 'B'. All pools that include this obligation would capture its 1993 default.
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Default rates
We calculated annual default rates for each static pool, first in units and later as percentages with respect to the

number of issuers in each rating category. We then combined these percentages to obtain cumulative default rates
for the 24 years covered by the study.

We estimated cumulative default rates that average the experience of all static pools. This was accomplished by
calculating marginal default rates, conditional on survival (survivors being nondefaulters) for each possible time
horizon and for each static pool; weight averaging the conditional marginal default rates; and accumulating the
average conditional marginal default rates. Conditional default rates are calculated by dividing the number of issuers
in a static pool that default at a specific time horizon by the number of issuers that survived (did not default) to that
point in time. Weights are based on the number of issuers in each static pool. Cumulative default rates are one
minus the product of the proportion of survivors (nondefaulters).

For instance, as shown in Table 17 the weighted average first-year default rate for entities rated in the 'B' category
for all 25 pools was 1.26 %, meaning that an average of 98.74% made payments in accordance with their terms for
the first year. Similarly, the second- and third-year conditional marginal averages were 1.34% for the first 24 pools
(98.66% of those issuers that did not default in the first year did not default in the second year) and 0.73% for the
first 23 pools (99.27% of those entities that did not default by the second year did not default in the third year
either), respectively. Multiplying 98.74% by 98.66% results in a 97.42% non-default rate to the end of the second
year, or a two-year cumulative average default rate of 2.58%. Multiplying 97.42% by 99.27% results in a 96.71%
non-default rate to the end of the third year, or a three-year 3.29% cumulative average default rate.

Transition analysis

To compute one-year rating transition ratios by rating category, we compared each entity's rating at the beginning
of a particular year with its rating at the end of the same year. Multiple rating changes within one year are not
reflected. We counted a parity obligation rated for more than one year as many times as the number of years it was
rated. For instance, an issuer continually rated during 1986 through 1992 would appear in six consecutive one-year
transition matrices. All 1986 static pool members still rated on Dec. 31, 2009 had 24 one-year transitions, while
parity ratings first assigned in 2008 had only one.

Each one-year transition matrix displays all rating movements between letter categories from the beginning of the
year to year-end. For each rating listed in the matrix's left-most column, there are nine ratios listed in the columns,
corresponding to ratings from 'AAA' to 'D', plus an entry for NR. For instance, according to the average one-year
transition rates for USPF (see table 3}, which average all one-year transitions:

s 89.72% of debt rated in the 'A’ category at the beginning of a given year remained in the same category at year
end; '

e 3.12%, on average, were upgraded to the 'AA’ category;

o 0.87% were on average lowered to the 'BBB’ category; and

e 0.03% were downgraded to the 'BB' category, and so on.

Further transition information for each of the USPF and housing static pools is presented in tables 32 and 33.

Gini coefficient calculation , _
The Gini coefficient, developed by Corrado Gini, is a summary statistic of the Lorenz curve, which shows visually
the accuracy of ratings' rank ordering. The Lorenz curve was developed by Max O. Lorenz as a graphical
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representation of the proportionality of a distribution. The Lorenz curve is built by plotting the cumulative
proportion of issuers by rating category (from lowest to highest) with the cumulative proportion of defaulters by
rating category. For example, if 'CCC’ issues represented 1% of the total issues (X axis) and 20% of the defaulters
(Y axis), that would be the first point on the cuarve.

To determine relative performance represented by the Lorenz curve, we compare it with the random curve and the
ideal curve. If Standard & Poor's rating rank orderings only randomly approximatéd default risk, the Lorenz curve
would fall along the diagonal and its Gini coefficient would be zero. If ratings were perfectly rank-ordered so that all
defaults occurred only among the lowest-rated entities or issues, and all entities or issues with the lowest rating
defaulted, the curve would be the ideal curve and the Gini coefficient would be one. The Gini coefficient is a ratio of
two areas illustrated below, and is derived by dividing area B by the total area A+B. In other words, the Gini
coefficient captures the extent to which actual ratings accuracy diverges from the random scenario and approaches
the ideal. ‘

The Gini coefficient can be calculated for different lengths of time, for example one year or three years, and for a
single period, such as the year ended 2010, or by aggregating a series of one-year periods. To calculate the one-year
Gini for 2010, we identify the issuer or issue ratings at the beginning of the year and determine which did and did
not default during the year. Then, we calculate the proportion of issuers/issues at each rating level and the
proportion of defaulters at each rating, based on their ratings at the beginning of the period. The aggregate Gini for
1986-2010 combines data for each of the 24 one-year periods. The same issuer or issue may be counted multiple
times in the aggregate Gini coefficient.
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Sample Lorenz Curve

—eo—Llorenzcuve  —@—I|dealcurve ——Random curve
(Cumulative
proporion of
defaults, %)

M,
T -
/

: =
o1 7/ B8
401/ —

ol £ P

20 P
10 4 "

0 10 20 30 40 50 60 70 80 90 100
{(Cumulative praportion of rated universe, %)
® Standard & Poor's 2011.

Table 1
2010 Transition Rates By Category (%)

From/To AAA  AA A BBB BB B CCC/C D NR

USPF

AAA 9563 080 016 000 000 000 000 000 335
AA 087 9013 115 002 000 002 000 O0OC 781
A 000 594 8697 106 003 000 001 000 592
BBB 000 028 1912 7283 083 028 028 000 621
BB 000 000 081 806 7903 081 242 081 806
B 000" 000 000 476 000 808 476 000 952
cce/e 000 000 000 OQOD0O 000 000 6250 2500 1250
Utility

AAA 9435 081 0BT 000 000 000 0O0O0 000 403
AA 1.04 9597 000 000 000 000 000 000 289
A 000 632 8370 041 000 000 000 000 357
' 8BB 000 000 3176 6235 000 000 000 O0ODO 588
BB 000 000 000 2500 5000 000 00D 2500 0.00
B 000 000 000 000 000 10000 000 000 0.00
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Table 1

2010 Transition Rates By Category (%) (cont.)
CCcc/C 000 000 000 00O 00O 000 0.00 0.00 100.00

Higher Education .
AAA 9773 227 000 0060 000 000 000 000 000

AA 000 9558 044 000 000 000 0OC 000 398
A 000 183 9393 000 OO0 00C 000 000 418
BBB 00D 000 D71 928 071 071 000 000 5.00
BB 000 0D0 O0DO 000 10000 QOO0 0OO QOO D.0D
B 000 000 000 000 000 000 000 000 0.0
Ccc/C 000 000 COO 000 000 000 000 000 000
Tax Secured

AAA 9758 072 000 000 000 000 000 000 169
AA 142 9548 085 004 000 000 000 000 22
A 000 778 8305 058 016 000 002 000 242
888 000 060 3062 6244 080 045 045 000 452
BB 000 000 D0OD 14239 8571 D00 000 000 060
B pD0D 000 00D 1000 00D 80.00 1000 0.00 D0.0D
ccc/e 000 000 000 00D 000 000 100.00 O0.00 D0.O0
Health Care

AAA 000 000 000 000 000 000 000 000 0.00
AA 000 9444 222 000 000 000 000 000 333
A 000 1569 9358 135 000 000 000 000 338
888 000 000 321 8785 201 000 040 000 643
B8 000 000 000 687 7667 167 333 000 1167
B 00D 000 00D O0O0O 0OD B333 0O0 000 1667
CCc/eC poC 000 000 000 00D 000 6667 3333 D0D.00
Transportation

AAA 000 000 00D OO0 QOO 000 000 O0.00 10000
AA 0.0C 10000 000 000 000 000 000 000 0.0
A 000 071 %43 071 000 000 000 000 214
BBB 000 000 167 9000 000 000 000 000 833
BB 000 000 000 000 10000 Q60 000 000 000
B 00 000 000 000 000 000 000 003 000
ccc/e 00D 000 00D 000 000 0.00 5000 50.00 0.00
Appropriation

AAA 8372 000 000 000 000 000D 000 000 1628
AA 011 7832 213 000 000 006 000 O0.00 1938
A 000 291 7597 298 000 000 000 000 1813
BBB 000 000 1409 7384 091 000 000 000 11.36
BB 000 000 286 1143 7423 000 28 000 857
B8 000 000 000 000 COC 6567 000 000 3333

ccc/e 000 000 00O OO0 060 080 000 00D 00O
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'

Table 1

2010 Transition Rates By Category (%) (cont.)

Housing Issues .
AAA %623 180 038 009 08 019 012 000 033

AA 003 9602 385 000 000 000 000 000 0.0
A 023 015 9787 030 076 000 008 0DO0 DB
BBB 000 000 207 9207 58 000 000 GO0 000
BB 000 000 000 OO0 80817 809 000 000 000
B 000 000 000 OO0 000 9524 476 000 000

CCC/C 000 774 000 000 OO0 000 928 000 000

Table 2

2010 Upgrades and Downgrades

Ratings Upgrades Downgrades

Total USPF* 15267 1688 351
Utility 1614 160 15
Tax Secured 8253 1241 139
Higher Education 808 40 7
Health Care 704 44 40
Transportation 258 6 9
Appropriation 3630 197 141
Housing issues 3798 164 352

" Does not include housing

Table 3
USPF Average Obligor Transition Rates, 1986-2010 (%)

Rating AAA AA A BBB BB B CCC/C D NR
1 Year

AAA 9736 084 007 000 000 000 002 000 1.71
AA 087 9264 125 003 0.00 001 000 000 521
A 002 312 8972 087 003 002 001 000 622
BBB 000 008 515 869 070 013 006 001 7.8
BB 000 006 035 773 7873 281 076 023 924
B gaoo 021 063 29 737 701 526 126 1221
CCC/C 000 000 055 055 166 773 6409 1381 1160

3 Year
AAA 9368 206 027 000 000 O0.00 003 000 39

AA 262 7990 269 022 000 001 000 001 1456
A 0.07 765 7178 201 009 065 002 0.01 1833
BBB 000 072 1111 6494 158 034 013 0.08 21.11
BB - 000 020 189 1571 4895 499 108 088 2630
B 000 024 165 1081 820 3585 566 354 3325
ccc/C 000 000 D060 1.80 958 353 3473 2455 2515

5 Year
AAA 9081 297 052 000 000 000 0O0 000 569
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

~ Table3

USPF Average Obligor Transition Rates, 1986-2010 (%) (cont.)
AA 391 6881 354 0.18 000 0.0 0.00 001 2352

A 011 879 5654 266 015 006 003 003 3062
BBB 001 1.06 1302 4787 180 048 016 016 3534
BB 0.00 040 277 1810 3020 458 1.26 126 4142
B 000 027 272 1005 625 1875 380 571 5245

ccC/C 000 0.00. 000 1832 129 516 21.94 2968 3181

7 Year
AAA 8924 357 057 000 D000 O0.00 000 000 663

AA 493 5903 367 020 000 001 000 001 3214

A 016 1080 4303 271 017 006 004 004 43.00
BBB 002 140 1309 3379 183 050 014 024 48.01
BB 0.00 064 368 1740 1703 387 1.23 157 5451
B 000 032 182 545 449.894 182 737 6859

CcC/C 000 000 000 1027 003 479 1507 3288 3688

10 Year .
AAA 8789 467 054 000 000 D.0D 000 000 7.0

AA 650 4666 322 022 000 002 000 001 4337

A 027 1080 2686 232 019 005 005 006 59.40
BBB 003 190 1114 1833 129 038 015 0.32 6640
BB 000 068 508 1016 643 248 124 135 7257
B 000 039 275 19 157 275 039 902 8118
ccc/C 000 000 000 88 000 1.60 800 36.00 45.80
15 Year

AAA 8522 713 157 017 000 000 000 000 59
AA 854 3428 305 020 000 001 000 0.2 5389

A 042 1023 1464 133 076 007 005 011 7294
BBB 001 19 85 705 061 017 0.05 041 81.17
BB 000 126 361 518 110 078 000 157 8650
B 000 000 103 109 000 000 000 978 8804
ccc/C 000 000 176 343 000 060 000 3953 5581
20 Year

AAA - 7822 1254 330 000 000 000 000 000 594
AA 963 2850 346 025 000 000 000 0.04 5811
A 071 1073 1052 127 014 006 001 022 7633
BBB 000 271 768 368 028 010 001 060 8492
BB 000 030 327 119 0680 000 000 208 98256
B 000 000 000 306 000 000 000 1122 8571
cCC/C 000 000 000 000 0.00 000 0.00 4082 59.18
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Table 9A

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Average One-Year Obligor Transition Rates By Modifier, 1986-2010 (%)

Rating AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB-
AAA 9736 062 039 002 002 005 000 000 000 000 000 000 0.00
AA+ 452 8851 162 028 004 003 000 000 012 000 000 000 0.00
AA 045 349 8863 148 030 010 003 000 001 000 000 000 080
AA 014 0687 602 8564 182 067 003 000 000 000 000 000 000
A+ D05 D13 124 567 853 158 035 003 004 002 000 001 0.00
A 000 003 D031 115 474 BAS2 155 050 012 D13 00D D002 D0.00
A- 000 002 008 D89 213 639 8210 131 050 022 001 006 001
BBB+ 000 001 001 D01 105 215 537 8172 188 045 006 0039 0.02
BBB 000 001 002 005 034 119 153 382 8352 141 022 022 006
B88B- 000 002 000 002 000 017 18 145 482 8132 141 101 019
BB+ 000 000 015 000 000 000 031 062 217 604 7384 433 201
88 000 000 000 000 000 012 035 058 253 529 311 7273 219
8B- 000 000 000 000 000 000 000 000 043 087 243 437 7039
B+ 000 000 000 00O 000 000 000 0Q0O0 GQOC 098 0OC 098 098
B 000 000 00D D038 038 038 000 075 302 113 113 792 189
B 000 000 000 000 000 083 000 000 00D OO0 000 185 185
cce 000 000 00O OODO 00O ODOD OO0 000 DOD 000 000 201 000
Ccce- 000 000 000 000 000 000 000 000 000 000 000 D0DOD D000
cc 000 000 000 000 000 000 000 0OC 000 000 000 000 0.00
c 000 000 000 000 768 000 000 000 000 769 000 000 0.00
Table 48

Average One-Year Obligor Transition Rates By Modifier, 1986-2010 (%)

Rating B+ B B- CCC CCC- cC c D NR
AAA D00 0D0O D000 002 00O 000 000 QOO 17
AA+ 000 000 00O OO0 0O0O OOC OOO ODOD 489
AA 000 000 000 000 000 00O 0O 000 550
AA 000 000 000 000 000 O0OD 00O 0OD 499
A+ 000 000 000 00O OO0 001 000 QOO 527
A 000 002 000 000 000 000 000 000 680
A- 000 003 000 001 000 000 000 000 624
BBB+ 000 003 o002 006 000 001 0O 000 698
888 002 005 003 002 000 00V 001 0DV 737
BBB- 003 027 003 023 002 000 00D 003 77
BB+ 093 062 046 031 000 000 QOO 031 789
B8 0.81 161 035 081 000 012 012 012 921
BB- 097 340 19 097 000 000 000 049 1359
B+ 6667 392 392 2% 000 000 196 098 1667
B 264 6038 302 340 038 000 113 1.8 1019
B- 000 278 7315 55 000 093 000 000 1296
CCcC 134 470 ., 067 6376 067 201 000 1208 1275
CCC- 000 000 00O 000 4000 000 0.00 4000 2000
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Table 4B
Average One-Year Obligor Transition Rates By Modifier, 1986-2010

(%) (cont.)

CC 28.57 000 000 1429 000 2857 714 2143 000
C 0.00 000 000 000 000 000 6154 1538 7.69
Table 5

Housing Average Issue Transition Rates, 1986-2010 (%)

Rating AAA AA A BBB BB B CCC/C D NR

1 Year
AAA 9403 083 019 002 009 0O 0.01 000 4585

AA 120 8275 1B5 0411 002 000, 007 000 425

A 087 407 8771 119 028 005 003 001 579
BBB - 028 018 399 8410 325 046 046 005 724
BB 015 03t 189 6567 6518 836 389 337 99
B 160 040 080 000 320 7000 1120 2.00 10.80

CCC/C 208 042 083 125 125 000 6625 1208 1583

.~ 3 Year
AAA 8260 196 048 004 015 001 0.04 005 1486

AA 388 7901 370 042 005 001 0DZ 0.01 1288

A 222 1130 6534 255 073 018 009 008 1752
BBB 065 042 1017 5785 419 161 0988 059 2343
B8 087 104 451 1023 3120 988 815 7.1 2704
B8 433 09 240 086 38 4327 625 865 2933

CCC/C 472 000 183 183 236 000 3585 1834 3396

5 Year
AAA 7140 207 032 007 015 001 0.04 010 2524

AA 678 6619 416 043 006 000 002 003 2228

A 332 1651 4755 236 D85 033 020 016 2B.S6
BBB 105 035 1125 3817 245 168 161 151 4192
B8 215 098 587 841 1683 705 450 10.76 4344
B 675 123 368 000 307 2638 429 982 4479

CCC/C 541 000 000 162 270 000 2486 22.16 4324

7 Year
AAA 6115 208 119 009 015 0O 004 012 3516

AA 916 5755 305 037 002 001 002 003 2978

A 434 1882 3580 180 080 041 025 027 37.21
BBB 145 037 1130 2774 123 127 130 224 53.09
B8 267 045 624 624 1203 356 245 1247 5390
B 846 000 452 000 000 2000 308 8.23 5482

cCC/C 621 000 000 000 248 000 2112 1988 5031

10 Year
AAA 4648 213 077 007 015 001 004 016 5020

AA 1214 4578 214 015 001 0.0 0.00 0.5 38.71
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Table 5

A 591 2158 2331 108 047 037 013 030 46.84
BBB 179 025 1082 18685 054 QN 083 196 6445
88 328 027 464 482 792 246 137 1202 6311
B 1122 000 510 000 000 1429 204 612 61.22
CCC/C 8D6 000D 000 000 0BT 000 1935 1B55 53.23
15 Year

AAA 2837 169 05 008 003 000 002 031 6895
AA 1453 2393 133 013 000 0D D.0D 0.D4 5386
A 941 2085 1210 052 015 017 006 0.24 56.40
BBB 183 000 820 1009 032 043 054 049 78.10
BB 386 000 289 450 418 064 225 965 7203
B 1392 000 633 000 000 633 .127 759 6456
CCC/C 1136 000 000 000 00D D0OD 1023 1818 60.23
20 Year

AAA 1500 206 071 008 000 000 0O1 088 8146
AA 1404 1782 137 015 000 0.01 001 0.08 66.52
A 1269 1805 643 050 011 D004 D09 035 B1.75
BBB 192 000 808 3394 030 05 061 051 84.14
BB 621 000 333 508 282 113 282 1638 6215
B 1429 000 000 000 000 000 000 7.14 7857
¢cc/C 000 000 000 000 000 000 000 500 9500
Table 6A

Housing Average One-Year Issue Transition Rates By Modifier, 1986-2010 (%) _

Rating AAA AA+ AA AA- A+ A A BBB+ BBB BBB- BB+
AAA 9403 043 D047 009 002 012 005 D000 002 D000 004
AA+ 172 9318 118 D074 004 003 006 000 001 000 000
AA 125 264 8841 125 069 030 032 001 006 008 003
AA 030 015 546 8480 061 335 020 004 004 008 001
A+ 058 129 251 243 8778 028 020 020 001 012 007
A 135 005 043 184 224 8485 063 014 053 08 009
A- 068 000 D009 015 068 218 8300 034 313 077 009
BBB+ 016 000 000 000 025 214 346 8272 107 041 132
BB8 033 000 013 007 093 178 066 250 7863 145 039
BBB- 033 000 033 000 042 133 108 125 300 8167 050
BB+ D00 000 OO0 000 076 076 000 076 153 D076 7481
BB 021 042 000 000 042 063 126 08 211 35 021
BB- 000 000 000 000 000 000 000 000 435 000 000
B+ 1111 000 000 000 000 000 000 000 000 000 0.00
B 130 000 043 000 000 043 043 000 000 000 D000
B- 000 000 D00 000 000 000 000 000 000 000 0.00
CCC+ 000 000 000 000 000 000 000 000 00D 000 0.0
CCC 283 000 000 058 000 116 000 058 058 000 0.00
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Table 6A

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Housing Average One-Year Issue Transition Rates By Modifier, 1986-2010

(%) [cont.)

CCC- 000 000 000 000 OO0 000 000 000 QOO0 000 000

cC 000 000 000 00O OO0 OO0 OO0 Q00 204 000 204

C D00 000 000 D000 OOD OO0 000 000 000 o000 000
Table 6B

Housing Average One-Year Issue Transition Rates By Madifier, 1986-2010 (%

}

Rating BB BB- B+ B B- CCC+ CCC CCC- CC C D NR
AAA 005 000 00O GO0 000 ©000 001 000 001 00O 000 465
AA+ 000 000 000 000 000 000 000 000 000 000 001 298
AA 000 OO0 000 OO0 OOC OO0 O0O1 0DO 001 000 000 494
AA- 002 000 000 001 000 000 002 000 000 OO0 001 430
A+ 001 000 000 000 000 000 002 000 000 O0OC 000 451
A 032 0p0O ODT 010 OO0 D0OO DOZ D0OB 001 0OD1 000 692
A- D64 000 000 006 D006 000 D0O3 000 003 000 006 801
BBB+ 082 008 000 041 000 000 000 OO0 000 000 000 718
BBB 414 046 000 072 000 000 020 007 026 000 007 717
BBB- 1.08 050 000 017 000 000 075 000 008 000 008 742
BB+ 458 153 076 229 000 000 305 000 229 000 000 b&6M
BB 6063 021 042 1032 021 000 211 000 105 021 442 1074
BB- 000 B304 000 870 217 000 652 0.00 000 000 217 13.04
B+ 000 000 5556 1111 000 000 000 000 000 00D O0.00 2222
B 304 043 000 7000 130 000 913 000 087 087 217 857
B- 000 000 000 000 4545 000 2727 000 000 000 000 27.27
CCC+ 000 000 000 00D 000 7500 00C 0.00 2500 000 000 0.00
ccc 106 000 000 00D 000 058 6358 058 283 173 983 1387
CCC- 000 0DO D000 0OC 000 O0DO 0D 3333 000 3333 0.00 3333
CC 000 000 000 000 000 000 000 000 57.14 000 1429 24.49
C 000 000 000 000 000 000 OO0 0.00 0.00 4545 4545 9.09
Table 7

Average One-Year Transition Rates By Sector, 1986-2010 (%

}

Rating AAA AA A BBB BB B CCC/C D NR
Utility

AAA 9681 050 017 000 000 000 000 O0O0 252
AA 167 9367 115 002 000 000 000 000 350
A 008 361 8976 056 005 002 004 001 588
BBB 000 0D2 474 813 048 002 000 002 BSS
BB 000 000 105 1105 7684 053 105 053 895
B 000 000 000 278 556 7222 278 000 1667
CCcC/C 000 0.00 000 000 000 1000 8000 750 250
Higher Education

AAA 98714 082 000 0OC 000 000 000 000 1.03
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Table 7

Average One-Year Transition Rates By Sector, 1986-2010

(%) (cont.)

AA 057 9374 1289 008 000 Q.00 000 ©oo 43
A 000 151 9184 114 001 000 000 000 540
BBB 000 007 290 9036 067 007 004 000 590
BB 000 000 000 283 9151 000 000 0% 472
B 000 000 000 o000 000 000 000 5000 50.00
ccc/c 0DO 00D ODO DOD 0OD 000 D.OO 0.00 100.00
Tax-Secured .

AAA 9876 083 007 000 000 000 000 00D 084
AA 120 9441 0B0 002 000 D000 0OC 00O 378
A 001 315 8133 035 002 002 001 QOO0 5M
BBB 000 012 642 8731 025 012 005 001 572
B8 000 000 062 1481 7438 185 082 000 772
B 000 082 275 642 1376 6330 367 183 734
€CC/C 000 000 417 417° 833 1250 5833 000 1250
Health Care

AAA B0OO 2000 D0OD OO0 000 O0DO 000D D0.00 000
AA 005 9136 293 000 000 000 000 000 561
A 000 081 866 308 013 006 001 000 B26
BBB 000 005 140 822 253 030 011 002 738
BB 000 012 012 375 7942 4% 097 024 104
B 000 000 000 0768 418 7376 684 114 1331
CCC/C 000 000 000 000 103 303 6495 1649 1443
Transportation

AAA 7857 000 000 00O 00O 00O 000 0.00 2143
AA 000 9281 1.00 0OC 000 000 000 OO0 639
A 00D 112 8367 091 003 000 000 000 826
BBB 000 006 172 817 063 017 023 000 11.02
BB 000 000 000 909 7576 202 000 000 1313
B 000 000 000 000 11117 6667 1111 000 11.11
CCC/C 000 000 000 000 000 1111 4444 4444 000
Appropriation

AAA 8053 140 000 060 000 000 035 000 772
AA 022 8922 213 004 BO0O 001 000 000 838
A 001 447 811 128 002 000 000 000 810
BBB 000 D0 768 8260 027 006 007 000 922
BB 000 000 057 1183 7955 000 057 000 739
B 000 000 000 85 1064 6803 000 000 1277
CCC/C 000 000 000 000 000 3000 3000 2000 2000
Housing

AAA 8403 083 018 002 0603 001 001 OO0 465
AA 120 9275 185 011 002 000 001 000 425
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Table 7

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Average One-Year Transition Rates By Sector, 1986-2010

(%) (cont.)

A 087 407 8771 119 028 0.05 003 00 579
BBB 028 018 399 8410 325 048 046 005 724
BB 015 031 199 587 6518 9.36 399 337 997
B 160 040 080 000 320 7000 11.20 200 10.80
CCC/C 208 042 083 125 125 000 6625 1208 1583
Table 8
Defaults Default Rate (%)
Year Total Investmentgrade Speculative grade Overall Investmentgrade Speculative grade
1986 0 0 0 0.00 0.00 0.00
1887 3 1 2 0.06 0.02 247
1988 0 0 g 0.00 0.00 0.00
1989 3 0 3 0.06 0.00 3.70
1990 3 0 3 0.05 0.00 4.00
1991 1 0 1 0.02 0.00 1.10
1992 5 0 5 0.08 0.00 5.26
1993 0 0 0 0.00 0.00 0.00
1994* 4 1 3 0.04 0.0 3.41
1995 1 0 1 0.01 0.00 1.19
1996 0 ] 0 0.00 0.00 0.00
1997 0 0 0 0.00 0.00 0.00
1998 0 0 0 0.00 0.00 0.00
1939 1 0 1 0.01 0.00 1.28
2000 3 0 3 0.04 0.00 448
2001 3 1 2 0.05 0.01 2.94
2002 1 0 1 0.01 0.00 1.33
2003 1 1 0 0.01 0.01 0.00
2004 3 0 3 0.03 0.00 2.63
2005 1 0 1 0.0 0.00 0.95
2008 1 0 1 0.01 0.00 0.76
2007 0 ] 0 0.00 0.00 0.0D
2008 5 3 2 0.03 0.03 1.36
2009 0.0 0.0 0.0 0.00 0.00 0.00 -
2010 30 0.0 3.0 0.02 0.00 1.86
Msan 1.7 0.3 14 0.02 0.00 1.55
Median 10 0.0 1.0 0.01 0.00 1.19
Std Dev 17 0.7 14 0.02 0.01 1.83
Minimum 0.0 0.0 0.0 0.00 0.00 0.00
Maximum 5.0 30 5.0 0.08 0.03 5.26

* Orange County, Calif. defaulted the same year its rating was assigned
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Table 9

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

USPF Housing Annual Issue Default Summary

Defaults

Default Rate (%)

Year Total Investmentgrade Speculative grade Overall Investmentgrade Speculative grade

1986 0 | 0 0.00 -0.00 0.00
1987 1 1 0 0.02 0.02 0.00
1988 1 1 0 0.02 0.02 0.00
1989 0 0 0 000 0.00 0.00
1890 0 0 0 0.00 0.00 0.00
1991 2 0 21 0.41 0.00 2283
1992 1 0 1 0.02 0.00 1.23
1993 4 0 4 0.08 0.00 6.25
1994 1 0 1 0.02 0.00 213
1995 1 0 10 000 286
1996 1 0 1 0.02 0.00 3.85
1997 g 0 i 0.00 0.00 0.00
1998 2 0 2 0.03 0.00 11.76
1993 1 0 1 0.02 0.00 6.67
2000 0 0 0 0.00 0.00 0.00
2001 1 0 1 0.02 0.00 2.70
2002 5 2 3 0.07 0.03 8.33
2003 3 0 3 0.04 0.00 5.88
2004 4 1 3 0.06 0.01 4.62
2005 8 0 8 0.09 0.00 0.1
2006 3 1 2 0.04 0.01 317
2007 3 1 2 0.03. 0.01 282
2008 1 0 1 0.01 0.00 1.49
2009 3.0 0.0 30 0.03 0.00 4.55
2010 0.0 0.0 0.0 0.00 0.00 0.00
Mean 252 0.28 2.24 0.04 0.00 4.07
Median 1.00 0.00 1.00 0.02 0.00 2.82
StdDev 420 0.54 420 008 o 519
Minimum  0.00 0.00 0.00 0.00 0.00 0.00
Maximum  21.00 2.00 21.00 0.4 0.03 2283
Table 10
Rating

Obligor State Category Default Date Nextto Last First
Lassen Community College Dist CA Appropriation  -04/06/1987  CCC BBB-
Devils Lake ND  Utility Rev 09/16/1987 B B8BB-
New Jersey Econemic Dev Auth NJ Trans Rev ©12/03/1987  CC BB8
St. Josephs Hospital of Alton IL Health Care Rev 05/24/1983  CCC- A
Central Med Center Hospital MO  HealthCare Rev 06/07/1389  CCC- BBB-
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Table 10

USPF Defaulted Obligors, 1986-2010 (cont.)

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Metro Hospital PA Health Care Rev 12/18/1989  CCC A-
Choate-Symmes Health MA  Health Care Rev 01/08/1990  CCC A-
Colorado Ute Electric Assoc co Utility Rev 07/06/1980  CCC A-
Northwest Geneneral Hospital M Health Care Rev* 10/04/1890 C BBB
Hyde Park Community Hospital, IIl. Cent Comnty Hospital L Health Care Rev  12/17/1931  CCC BBB
Sacred Heart Med Center of Chester PA Health Care Rev  01/08/1882  CCC A-
Hialeah Hospital Inc. FL Health Care Rev  02/10/1892  CCC BBB
Jackson Park Hospital Foundation IL Health Care Rev 03/04/1992  CCC A
Jacksonville General-Hospital & Med Center FL Health Care Rev  04/02/1932  CCC BBB
James C. Guiffre Med Center PA Health Care Rev 07/02/1992  CCC BBB
New Magma Irrigation & Drainage Dist AZ Tax secured 06/02/1894 = C BBB+
Parkview Hospital OH Health Care Rev  10/13/1994 A-
Central Arizona [rrigation & Drainage Dist AL Tax secured 12/02/1934 888
(Orange County CA Tax secured 12/08/1994  CCC AA-
Michigan Health Care Corp. Mt Health Care Rev  09/20/1985  CCC 88
Logan General Hospital WV Health Care Rev  02/03/1889  CCC BBB
Graduate Health System Obligated Group PA Health Care Rev  01/04/2000 CCC A
South Fulton Med Center GA  Health Care Rev 04/27/2000  CCC BBB+
Bradford College MA  HigherEdRev  11/02/2000  CCC BBB-
Granada Hills Community Hospital CA Health Care Rev  05/14/2001 CCC BBB-
Crouse Health Hospital NY Health Care Rev  07/03/2001 GCC BBB
Spokane Downtown Foundation WA Trans Rev 08/08/2001  CCC BBB-
Oregon Coast Aguarium OR Higher Ed Rev  10/07/2002  CCC BBB-
lilinois IL Appropriation ~ 02/04/2003 A A-
Mercy Hospital and Med Center iL Health Care Rev  01/05/2004  CCC A
St. Paul Housing & Redev Auth MN  Utility Rev 12/02/2006  CCC A
St. Paul Port Auth MN  Utility Rev 12/02/2004  CCC A
Kerr County X Appropriation ~ 03/14/2005  CC A-
Massachusetts Port Auth MA  Trans Rev 01/04/2006  CCC- BBB+
Jefferson County AL Utility Rev 03/06/2008 B A+
North Qakland Med Center M Health Care Rev 03/31/2008 B BBB
Jefferson County AL Tax Secured 09/24/2008 B AA-
Pascack Valley Hospitat NJ Health Care Rev  09/30/2008 CC A
Presidio County ™ Tax secured 12/11/2008  BBB- BBB-
Connector 2000 Association SC Trans Rev 01/11/2010  C BBB-
Valley Health System CA Health Care Rev  06/04/2010 C BBB-
Xenia Rural Water District IA Utility Rev D7/08/2010 BB BBB
Table 11
Rating
Obligor State Series Default Date Nexttolast  First
Pines of Yellow Creek Wy 1983A  12/2/1987 cC AAA
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Table 11
USPF Housing Defaulted Issues, 1986-2010 (cont.)
St. Louis Land Clear Redev Auth. MO 1884 3/18/1988 AA+ AA+
Adams Co 0] 1986A  5/2/1991 cC AAA
El Paso Hsg Fin Corp. X 1986A  5/2/1991 cc AAA
El Paso Hsg Fin Corp. 1B 1986A  5/2/1991 CC NR
Nebraska Invest Fin Auth. NE 1986A  5/2/1991 cC AAA
Nebraska Invest Fin Auth. NE 1986B  5/2/1891 BB AAA
Midland Co Hsg Fin Corp. ™ 1982A  6/4/1991 cc A+
Tuscon Indus Dev Auth. AZ 6/6/1931 CCC AAA
Simi Valley CA 1989A  8/6/1891 cC AAA
Simi Valley ' CA 1989A  8/6/1991 cc AAA
Southeast Texas Hsg Fin Corporation X 1986A  9/3/19%1 cC AAA
St. Paul Hsg & Redev Auth. : MN 19898  9/3/1991 CCC AAA
St. Paul Hsg & Redev Auth. MN 19898 9/3/1991 cce AAA
St. Paul Hsg & Redev Auth. ' MN 1989A  9/3/1891 CCcC AAA
St. Paul Hsg & Redev Auth. MN 19898  9/3/19%1 cce - AAA
Memphis Health Education & Hsg Facilities Board - N 1986A  9/17/1981 CC AAA
Memphis Heaith Education & Hsg Facilities Board TN 1986A  9/17/1991 cC A
Northern California Home Mortgage Fin Auth. CA 1982A 10/1/1991 cC AA-
Louisiana Agri Fin Auth. LA 1986A  10/2/19%1 cC AAA
Louisiana Agri Fin Auth. LA A 10/2/1991 cc AAA
Louisiana Agri Fin Auth. LA A 10/2/1991 Cc AAA
Louisiana Agri Fin Auth. LA 1986A 10/2/1991 CC AAA
El Paso Co €O 19828  3/16/1832 B A+
Jefferson Co _ Co 1982A  3/2/1993 ccc A+
Aurora : co 1983A  9/2/1993 Ccce A
Aurora _ co 1983A  9/2/1393 cce A
Jefferson Co co 1982A  12/31/1993  CCC A+
El Paso Co - €0 1982A  9/21/1994 CCC AA
Louisiana Hsg Fin Agency LA 1986A  3/30/1995 cC A
Los Angleles Hsg Auth. CA 1992A  6/3/1996 cce A
Windsor Hsg Found MN 1996A 1/28/1998 NR A
Windsor Hsg Found MN 19968 1/28/1998 NR 888
Louisville & Jefferson Co Metro Govt KY 1985 11/14/1898 CC A-
Radcliff Hsg Auth. ) KY 1995 11/14/1398 CC A-
Boulder Co CO-  1982A 11/1/1899 cc A
Blackwater Hsg Corp. FL 1985A  9/6/2001 CC BBB
Emerald Coast Hsg Corp. FL 1995A  1/8/2002 CCC BBB
Patten Towers L.P. Il Tn 1995A° 8/1/2002 cC A-
Patten Towers LP. Il Tn 19858  8/1/2002 C BB8
Indianapalis IN 1996A 11/11/2002  CCC A
Indianapolis N 1996C 1/11/2002  CCC- BBB
American Opportunity Found Dallas Fort Worth Afford Hsg Corp.  TX 1896D  1/2/2003 CCC BB-
Austin Hsg Fin Corp. X 1997A  1/B/2003 CcC A
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Table 11
Austin Hsg Fin Corp. X 1997C  1/8/2003 CC . BBB
Mercy Hsg AZ 1997A  8/19/2004 B A
Mercy Hsg AZ 19978  8/19/2004 cce BBB
Texas State Afford Hsg Corp. ™ 2001B  10/8/2004 cC BBB-
Texas State Afford Hsg Corp. X 2001C  10/8/2004 C BB
Harris Co Hsg Fin Corp. TX 1988C  4/11/2005 CCC B88B
Harris Co Hsg Fin Corp. ™ 1993D  4/11/2005 CCC BB
Raleigh Hsg Auth. NC 1899A  6/10/2005 cc A
American Cpportunity for Hsg X 20028 9/22/2005 C BBB-
American Opportunity for Hsg TX  2002C 8/22/2005 c BB
De Kalb Co Hsg Auth. _ GA 1996C " 10/20/2005 C BBB
Shelby Co Health Education & Hsg Facilities Board TN 1997A  1/13/2008 CcC A
Liberty Hsg Dev Corp. NY 1996A  3/20/2008 AA- AAA
American Hsg Found X 20028  3/28/2006 C BBB-
St. Louis Indus Dev Auth. MO 1997 4/3/2007 C B88B+
St. Cloud Hsg & Redev Auth. MN 1998A  5/29/2007 B BBB
Little Rock Family Hsg LLC AR 20048 10/11/2007 BB A-
South Texas Afford Hsg Corp. ¢ 2002C  9/8/2008 C BB
American Opportunity for Hsg LS 2002A  3/6/2008 C A-
South Texas Afford Hsg Corp. ™ 2002B  3/12/2009 C BBB-
Harris Co Hsg Fin Corp. ™ 1999A  3/3/2009 ccc A

Table 12

USPF Cumulative Average Obligor Default Rates, 1986-2010 (%)

Rating YI Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 YI0O Y1 VY12 Y13 Y4 YiI5
AAA 000 000 QOO 000 000 000 000 000 000 000 000 00D 0.00 000 0.0
AA 000 000 O0DT 001 001 001 002 002 ©0.02 003 003 004 004 005 006
A 000 001 D007 002 003 003 004 005 005 006 006 006 0.07 008 010
- BBB 001 004 008 012 016 019 023 024 026 023 031 033 035 037 039
BB 023 055 08 103 119 136 145 1565 166 177 177 177 204 204 204
B 126 253 329 456 565 684 811 846 B84 8B4 8B4 884 884 884 884
¢cc/e 1381 2013 2546 29.15 31.06 3236 3372 3511 3654 3809 3867 4145 4145 4145 4145

Invest Grade 000 00t 002 004 005 008 007 008 003 010 ON

012 012 014

0.15

SpecGrade 147 246 328 396 446 485 540 568 588 622 639

656 675 675 6.75

All Rated 002 0D4 006 008 010 012 013 015

0.16

017 018

0.19

0.20

0.21

0.23

Table 13

Housing Cumulative Average Issue Default Rates, 1986-2018 (%)

Rating YI Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y0 Y11 Y12 Y13 Y14 Y15
AAA 000 003 005 007 0039 009 009 003 009 009 003 009 009 009 0.09
AA 000 00t 001 002 002 003 003 004 004 005 005 005 005 005 005
A 001 004 008 OM 016 0219 02 0628 023 030 030 031 031 031 03
BBB 005 030 057 083 135 178 204 220 232 236 236 235 236 235 236
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Table 13 .

osingCamalativ Avrag sue Dofal s 186200 %) oont) |
BB . 337 469 661 809 929 10.14 1059 1059 1086 11.14 1114 11.14 11.14 11.14 11.14
B 200 550 782 801 801 901 901 983 983 3983 983 983 983 983 983
Ccc/c 1208 1655 1892 2094 2203 2250 2319 23.19 2319 2319 2319 2319 23.19 23.19 2319

Invest Grade 000 003 005 068 011 013 015 016 017 017 017 017 018 018 018

SpecGrade 490 736 948 11.00 11.94 1258 1293 13.13 1328 1346 1346 1346 1346 1346 1346

All Rated 004 008 012 016 019 022 024 025 02 027 D27 027 027 027 027

Table 14
USPF Cumulative Average Obligor Default Rates By Rating Modifier, 1986-2010 (%}

Rating YT Y2 Y3 Y4 Y5 Y6 Y? Y8 Y9 Y0 Y1 Y12 Y13 Y14 Yi5

0.00 000 000 000 000 000 000 000 000 000 000 000 0.00 003 0.00

000 000 000 O0O0C OO0 O0OCO 000 000 000 O0OC 00O 000 000 000 0.00

.000 000 000 000 000 O0O1 002 003 004 005 006 008 003 011 014

000 000 000 000 000 O0OC GCOO 001 002 002 062 002 002 002 0.02

000 001 001 002 003 003 -003 003 003 003 003 003 003 004 0.04

AAA
AA+
AA 000 001 001 002 002 002 002 002 002 002 002 002 00z 002 002
AA
A+
A
A-

000 001 003 004 006 007 009 011 013 035 017 018 020 025 030

BBB+ 000 001 003 006 009 013 016 037 018 018 018 018 020 020 020
BBB 001 004 007 0D D012 D14 016 036 016 017 019 020 022 025 026
BBB- 003 015 024 035 046 053 060 071 08 095 107 119 123 128 134
BB+ 031 065 102 122 144 169 19 19 19 196 19 196 196 196 1.96
BB 012 012 037 05 066 08 08 100 118 138 138 138 18 18 185
B88- . 043 210 270 270 270 270 270 270 270 270 270 270 270 270 270
B+ 088 200 330 777 1037 1326 1642 1832 2079 2079 2073 2073 2079 2079 20.78
B 1.8 306 347 347 394 445 500 500 500 500 500 500 500 500 500
B- 0D.00 200 310 431 561 704 B5 Bb4 B54 B854 BS54 B854 B54 854 B854
cce/e 13.81 2013 2546 2915 31.05 3236 3372 3511 3654 3B.09 3967 4145 4145 4145 4145

fnvest Grade 000 001 002 004 005 006 007 008 008 010 041t 012 012 014 015

SpecGrade 046 099 141 181 218 258 293 303 325 334 334 334 355 355 355

All Rated 001 002 004 006 007 003 010 011 012 013 014 015 016 017 0.19

Table 15
Housing Cumulative Average Issue Default Rates By Rating Modifier, 1986-2010 (%)

Rating YI Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y0 Y1 Y12 Y13 Y4 Y15

000 003 005 007 0O9 009 009 0D 009 003 008 003 009 0.09 0.08

001 001 00z 002 002 002 002 002 002 002 002 002 002 002 002

001 002 004 007 010 013 014 016 016 016 016 016 016 016 0.16

000 002 004 007 009 072 015 016 016 0316 016 016 0.6 018 0.8

000 002 005 011 017 022 02 030 033 034 036 037 039 039 039

AAA
AA+
AA 000 000 000 OO0 000 000 000D O0OC 002 002 002 002 002 0.02 002
AA
A+
A
A

006 01 031 035 044 066 084 084 084 084 084 084 084 084 084

BBB+- 000 000 010 021 044 068 094 120 133 147 147 147 147 147 147

BBB 007 035 065 124 214 288 327 347 368 368 368 3568 368 368 368
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Table 15

Housing Cumulative Average Issue Default Rates By Rating Modifier, 1986-2010 (%) (cont.)

BBB- 008 053 081 112 123 146 158 158 158 158 158 158 158 158 158
BB+ 000 000 D0DOO 000 000 000D 000 000 000 000 000 000 000 0.00 0.00
BB 442 B6.17 847 893 1097 1181 1211 1211 1246 1282 12821282 1282 1282 12.82
BB- 217 217 456 958 1480 1774 2068 20.68 20.68 2068 2068 20.68 2068 20.688 20.58
B+ 000 000 000 000 000 000 O0OC 000 000 000D 00D 000 000 000 000
B 217 550 760 818 B18 BI8 B18 907 907 907 807 807 807 907 907
B- 0.00 1111 2381 3905 38.05 39.05 3905 3905 n/a n/a nfa n/a n/a nfa n/a
CCc/C 12.08 1655 1882 2084 2203 2260 2319 2319 2318 2319 2319 2318 2319 2318 2318
Invest Grade 0.00 0.03 005 008 011 013 015 016 017 017 017 017 018 018 018
SpecGrade 289 491 696 834 924 990 1025 1044 1065 10.86 1086 10.86 10.86 10.86 10.86
All Rated 002 006 008 012 018 019 021 022 023 023 023 023 024 024 024

n/a-not applicable.

Table 16 )

Rating Isseers Y1 Y2 Y3 YA Y5 Y6 Y7 Y8 Y9 vio yn yiz Y13 Y14 Y15
1986 5049 0.00 005 D0B 012 018 020 D30 030 D34 036 036 036 036 0.38 0.4
1987 5210 0.06 0.06 012 017 019 029 029 033 035 035 035 035 036 0.38 0.38
1988 5184 0.00 006 012 014 021 021 025 027 027 027 027 028 031 031 031
1989 5327 006 011 013 021 021 024 026 026 026 026 028 030 030 030 0.30
1990 5622 005 007 0.6 016 021 023 023 023 023 025 027 027 027 027 032
1991 5379 002 010 010 015 017 017 017 017 0.18 020 020 020 020 025 0.25
1992 6421 008 008 012 014 014 014 014 016 0.17 0.17 017 0.17 022 022 0.22
1993 - 6743 0.00 0.04 006 006 0.06 0.06 007 009 0.08 003 009 013 013 013 0.3
1934 6797 0.04 006 005 006 0.08 007 010 0.10 0.0 0.10 0.5 0.5 0.15 0.15 0.19
1895 6612 002 002 002 002 003 006 0.06 006 008 011 0.11 0.11 0.11 0.15 0.15
1596 6645 0.00 0.00 000 002 005 005 005 006 011 0.11 0.1 0.1 0.15 0.5 0.17
1997 6923 0.00 0.00 0.01 004 006 006 007 012 0.12 0.2 0.12 0.16 0.16 0.17
1998 7690 0.00 0.01 004 007 007 008 0.12 012 0.2 0.12 0.16 0.16 0.17

1993 8591 0.01 005 008 009 010 0.14 0.14 0.14 0.14 0.17 0.17 0.20
2000 7053 004 009 010 011 016 0.6 0.16 0.16 021 021 024

2001 7674 0.04 005 007 010 0.10 0.10 010 016 0.16 0.18

2002 8429 0.01 002 006 006 0.07 007 012 012 0.14

2003 9146 001 004 005 007 007 012 012 0.14

2004 10001 0.03 0.04 005 005 010 D10 0.2

2005 10435 001 002 002 007 007 009

2006 10803 001 0.01 006 0.06 007

2007 11603 0.00 0.04 004 0.07

2008 12298 004 004 007

2009 13267 0.00 002

2010 15267 0.02

Marginal Avg 002 002 002 002 002 002 002 0.01 001 0.01 0.01 0.01 001 001 001
Cumulative Avg 002 0.04 006 008 010 012 0.13 0.15 0.16 0.17 0.18 019 020 021 0.23

Standard & Poor’s | RatingsDirect on the Global Credit Portal | March 2, 2011

36
858236 | 301204289



Table 16

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

USPF Static Pool Default Rates, 1986-2010 (%) (cont.)

Std Dev

002 003 004 005 006 007 008 008 008 008 008 0.08 008 009 009

Median

0.01 004 0.06 007 010 011 032 015 016 018 017 0.18 020 0.23 0.25

Min

0.00 0.00 0.00 0.02 003 005 005 008 006 0.09 003 011 011 013 0.13

Max

0.08 011 016 021 021 029 030 033 035 036 036 036 036 038 040

Tahle 17

USPF Static Pool Cumulative Obligor Default Rates By Rating Category, 1986-2010 (%)

Issuers Y1 Y2 Y3 YA Y5 Y6 Y7 YB Y3 YI0O YN Y2 Y13 Y4 Y15
Rating: AA
1986 972 000 00O 000 O0OC 000 O0OC OO0 000 000 000 000 000 OO0 000 0.00
1987 1038 000 000 000 000 000 O0O0C 000 000 000 OO0 000 000 000 000 000
1988 1064 000 000 000 000 000 000 000 000 000 000 000 000 000 000 0.0
1989 1141 000 000 000 0OC 0.00 000 OO0 000 000 O0OC 0.00 000 0G0 000 0.00
1990 1230 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
199 1345 000 000 000 000 000 O0OC OOD 000 0OC 000 00D 000 060 000 000
1892 1395 000 00D DOD 000 DOD OO0 000 0ODD 000 00D DOD 0OD DOD 000 0.0
1993 1486 000 000 OO0 O0OC OOD 000 ODD OOD OODO O0.00 OO0 D©OOO 00D DOD D0.00
1994 1507 000 OO0 OO0 QOO OQOC 000 OO0 OO0 000 000 O0OO OO0 O0OC 00O 007
1985 1506 000 000 000 000 000 O00OC 000 000 O00OC 000 000 000 0.00 007 007
1996 1603 000 000 000 000 OO0 OOO OCOC 000 0OC OO0 000D OO0 006 0068 006
1997 1714 000 000 000. COC 000 000 OOC 000 OO0 000 O0.00 006 006 0.06
1998 1867 000 000 000 000 000 000 000 000 000 0OOC 005 005 Q05
1999 2053 000 00D 000 00O 0O 000 O0GD O0OC 008 0605 005 005
2000 1744 000 ©0.00 000 000 000 000 000 000 DBO6 006 0.06
2001 2122 0DO 0DO O0OD OO0 O0OD OO0 OO0 OD5 D005 D.05
2002 2540 000D 00O O0DO O0.00 D0.00 000 O0.04 004 004
2003 2751 000 0.0 000 000 000 0.04 004 004
2004 3009 0.00 000 000 000 003 003 003
2005 3080 0.00 000 000 0.03 003 0.03
2006 3302 000 000 003 003 003
2007 3507 000 003 003 003
2008 3733 003 003 003 -
2009 4442 (000 0.00
201D 5633 0.00
Marg Avg 000 00D 000D 0OC 000 DOO 00O 000 DOO 0OC 000 0OT 001 001 OO
Cum Avg 000 o000 001 001 001 001 002 002 002 003 003 004 004 005 006
Std Dev 001 001 o001 0O1 001 001 001 002 002 002 002 002 002 003 003
Median 000 000 000 O0OC 000 000 O0.00 000 000 000 000 000 600 O0.00 O0.00
Min 000 000 000 000 G600 OO0 O0OO0C 000 000 000 O0.00 000 000 0.00 000
Max 003 003 003 003 003 004 004 005 006 006 006 006 006 007 007
Rating: A
1986 2962 000 00D OO0 000 007 007 0170 010 014 014 014 014 014 014 017
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Table 17
USPF Static Pool Cumulative Obligor Default Rates By Rating Category, 1986-2010 (%) (cont.)
1887 2991 D000 000 DOD 007 0D7 010 010 013 033 013 013 013 013 017 017
1988 2926 000 000 007 007 010 010 010 010 010 070 030 010 034 014 014
1989 2940 0.00 007 007 010 020 020 010 010 010 010 070 074 014 014 014
1890 3079 000 000 003 003 003 003 003 003 003 003 006 006 006 006 0.16
1991 3187 000 000 000 000 000 000 0OC 000 000 003 003 003 003 013 013
1892 3421 000 00D OOD 000 000 O0DO 000 000 003 003 003 003 006 006 0.06
1993 3523 0.00 OO0 O0OC 00O O0O0C O0OD O0ODO 003 003 003 003 006 006 0.06 006
1894 - 3521 000 000 D000 O0DO 00O DOD DOD 00O 000 000 003 003 003 003 0086
1995 330 000 000 000 00D DOODO OO ODD 0.00 000 003 003 003 003 006 0086
1896 3262 000 00O 000 000 000 OO0 000 003 006 006 D06 006 006 006 0.06
1997 3385 000 000 000 000 000 000 003 008 006 006 006 006 006 008
1998 3801 000 O0O00. 000 000 000 0.03 005 005 005 005 005 0.05 005
1999 4272 000 000 000 000 002 005 005 005 005 005 005 0.5
2000 3539 000 000 000 003 003 003 003 003 006 006 006
2001 3727 000 000 003 003 003 003 003 005 005 005
2002 3330 000 003 003 003 003 003 005 005 005
2003 4380 0.02 002 005 005 O0D5 007 0D7 007
2004 4739 0.00 002 002 002 004 004 O0D4
2005 5164 0.00 000 000 002 002 0.02
2006 5360 0.00 0.00 0.02 002 0.02
2007 5707 000 002 002 002
2008 6004 (.02 002 002
2009 8341 000 000
2010 7437 0.00
Marg Avg 000 001 0O O0DT O0OT 0OT 0OV 0O1 001 OO0 000 00O 00O O0.01 001
Cum Avg 000 001 001 002 DO3 003 004 005 D05 008 006 008 007 008 DD
Std Dev 001 002 002 003 003 004 0D4 004 004 004 0D4 004 DO4 004 D05
Median 000 000 00D 002 002 003 003 005 005 005 006 006 006 006 013
Min 000 000 0OC O0O0C OO0 000 OO0 OO0 OGO OO0 003 003 003 003 006
Max 002 007 007 010 010 010 010 013 014 014 014 014 014 047 047
Rating: BBB
1986 991 000 030 030 050 050 067 091 091 101 100 100 10V 10t LM 1N
1987 . 1051 010 010 029 029 038 D067 067 076 076 076 076 076 086 085 086 -
1988 1066 0.00 003 003 019 038 038 056 056 056 056 0556 066 066 066 066
1989 1115 000 000 000 o0.L0 00O 018 D018 018 018 018 027 027 027 027 027
1990 1186 000 000 008 008 034 034 034 034 034 042 042 042 042 042 042
1881 . 130t o000 o008 008 031 0631 031 031 031 038 038 038 038 038 038 038
1992 1460 000 000 021 021 021 021 021 027 027 027 027 027 027 027 027
1993 1598 000 QD6 0OO6 006 Q006 006 013 013 013 013 013 013 013 013 013
1994 1627 000 000 000 OO0 000 006 018 018 018 018 018 018 018 018 025
1885 187 000 000 000 00D 006 019 019 013 0419 018 019 018 019 025 025
1996 1646 000 000 000 006 .08 018 018 018 018 018 018 018 030 030 036
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"Table 17

1997 1678 000 000 006 018 024 024 024 024 024 024 024 036 036 042
1998 1863 000 00D0 005 016 016 016 016 016 016 016 027 027 032

1999 2019 000 010 019 024 024 024 024 024 024 034 034 043

2000 1581 000 013 013 013 019 019 019 019 032 032 044

2001 1615 006 006 006 006 006 0068 008 018 018 0N

2002 1623 000 000 000 OO0 006 006 012 012 018

2003 1730 000 00D 00D 006 DDB D12 012 017

2004 1804 ©0.00 000 005 005 D011 011 DN

2005 1828 000 005 005 011 01t 0N

2006 1833 000 000 005 005 005

2007 1921 000 005 005 010

2008 2027 005 005 0.0

2009 1807 0.00 0.08

2010 1417 0.00

Marg Avg 007 003 004 004 004 003 003 002 0062 002 D02 002 002 0.02 001
Cum Avg 001 ©0D4 008 012 016 019 023 024 026 029 031 033 035 037 033
Std Dev 002 007 008 012 014 016 021 022 023 023 023 024 026 028 028
Median 000 002 006 009 016 018 019 019 024 029 027 032 032 034 036
Min . 000 000 00O O0OC o000 0O 006 012 013 013 013 013 013 013 013
Max 010 030 030 050 050 067 091 081 101 101 101 101 101 111 1M
Rating: BB

1986 55 000 000 000 0OC 00O O0OC OO0 00O 000 182 18 182 18 18 182
1987 5 000 000 000 000 060 O0OGO 000 OO0 000 000 GOGO 000D OCO 0.00 o000
1888 55 000 182 18 18 182 18 18 18 18 18 18 182 182 182 182
1889 54 370 370 370 556 556 556 556 556 556 556 556 556 556 556 556
1880 53 000 ©0OD 18 183 183 183 18 189 183 18 183 189 183 183 189
1991 B5 000 154 15 154 154 154 154 154 154 154 154 154 154 154 154
1992 66 000 O0DC 00O 00D 000 DOO O0OO OO0 000 000 000 000 3.03 303 3.03
1993 5% 000 179 179 173 179 173 179 179 179 179 179 179 179 179 174
1994 62 000 000 000 000 000 000 000 000 000 000 000 000 Q000 0.00 000
1995 62 000 0O0C 000 000 000 000 000 000 000 000 000 000 060 000 000
1996 55 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1997 52 000 000 00D 000 000 OO0 OO0 00O OODD 000 00D O0.00 00D O0OD
1998 47 000 000 213 213 213 213 213 213 213 213 213 213 213

1999 5 000 0OO 1B2 182 18 182 182 182 182 182 182 182

2000 46 000 000 217 217 237 217 237 217 237 217 217

2001 43 000 204 204 204 204 204 204 204 204 204

2002 54 185 185 18 18 18 18 370 370 556

2003 63 000 000 000 000 000 317 317 476

2004 83 000 000 000 000 241 241 241

2005 - 82 000 000 000 122 122 122

2006 87 000 000 103 103 1.03
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Table 17

USPF Static Pool Cumulative Obligor Default Rates By Rating Category, 1986-2010 (%) (cont.)

- 2007 104 000 086 096 09

2008 114 000 000 0.00

2008 1174 0.00 0.00

2010 124 081

Marg Avg 023 031 034 015 016 017 009 010 011 011 000 000 028 000 000
Cum Avg 023 055 088 103 113 136 145 155 186 177 177 177 204 204 204
Std Dev 080 098 106 129 132 137 148 165 172 140 144 147 15 153 160
Median 000 000 09 113 154 180 18 18 179 18 179 166 179 166 178
Min 000 000 000D 000 000 OO0 O0O0 000 O0OC 000 000 000 000 000 0.0
Max 370 370 370 556 556 556 556 556 556 556 556 556 556 556 556
Rating: B

1986 6 000 000 000 000 000 000 625 625 625 625 625 625 625 625 625
1987 20 000 D0OD 000 000 000 500 500 500 1000 1000 10.00 10.00 1000 10.00 10.00
1988 17 000 000 O0O0OC 000 588 58 58 1176 1176 11.76 11.76 11.76 11.76 11.76 11.76
1989 17 000 0DO 583 588 588 588 11.76 11.76 11.76 11.76 1176 1176 1176 11.76 11.76
1390 13 000 769 769 769 769 1538 1538 1538 1538 1538 153B 1538 1538 1538 15.38
1991 15 000 667 667 667 1333 1333 1333 1333 1333 1333 1333 1333 1333 1333 1333
1992 14 000 000 000 714 714 714 7794 7794 774 714 114 714 794 714 714
1893 22 000 455 903 309 909 909 909 903 908 903 908 909 909 909 909
1994 19 1053 1578 1579 1579 1579 1578 1579 1578 1579 1579 1579 1679 1578 1579 1573
1995 16 625 625 625 625 625 625 625 625 625 625 625 625 625 625 6.25
1996 15 000 000 000 000 000 O0OC 000 000 OO0 000 000 000 000 000 0.0
1997 16 000 000 O00OC 000 000 OO0 000 000 000 000 000 O0.00 000 000
1998 17 000 58 58 58 58 58 58 58 583.588 58 58 588

1999 14 000 000 00O Q00 O0OD OO0 00O O0OC 000 000 000 O.00

2000 10 20.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00

2001 14 000D 000 000 714 7194 7.4 1734 714 774 714

2002 12 000 000 0.0C 000 000 000 0.00 000 0.00

2003 18 000 000 000 O0O0 000 000 0.00 OG.00

2004 27 000 000 000 O0O0C 000 000 741

2005 2200 000 000 000 455 435 13.64

2006 3400 0.00 000 2894 294 882

2007 2800 0.00 000 000 7.14

2008 28.00 357 357 357

2009 3000 0.00 o0.00

2010 2100 0.00

Marg Avg 126 134 073 131 114 127 137 038 041 000 000 000 000 008 0.00
Cum Avg 126 259 323 456 565 684 811 846 884 884 8BB4 884 8B4 884 884
Std Dev 446 674 686 678 703 747 721 745 735 723 744 521 489 502 443
Median 000 000 000 521 58 58 625 670 714 812 909 812 909 955 10.00
Min 000 00C 000 000 000 000 O0OD 000 O0OC 000 000 000D 000 000 0.00
‘Max 20.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 1578 1579 1579 1579
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- Tahble 17

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

USPF Static Pocl Cumulative Obligor Default Rates By Rating Category, 1986-2010 (%) (cont.}

Rating: CCC/C

1986 4 000 000 000 2500 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00 50.00
1987 7 2857 2857 4286 57.14 S57.14 57.14 5714 5714 5714 5714 5714 57.14 5714 5714 5714
1988 8 0.00 1250 2500 25.00 25.00 25.00 2500 25.00 25.00 25.00 25.00 2500 25.00 25.00 25.00
1989 10 10.00 20.00 20.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00
1890 9 3333 3333 5556 5556 5556 5556 55.56 5556 5556 5556 55.56 55.56 55.56 55.56 55.56
1891 1 808 2727 2727 21271 27127 2727 2721 2727 2727 2727 2721 2721 2121 2121 2127
1992 15 3333 3333 3333 3333 3333 3333 33.33 3333 3333 3333 3333 3333 3333 3333 3333
1893 5 000 000 000 000 000 0OO OODO 00O D0OB D000 D.OD 40.00 40.00 40.00 40.00
1994 7 1429 1429 1429 1429 1429 1429 1429 1429 1429 1429 4286 4286 4286 42.86 42.86
1995 6 000 000 000 000 000 000 000 000 000 3333 3333 3333 3333 3333 33.33
1986 4 000 000 000 000 000 000 000 000 5000 50.00 50.00 50.00 50.00 50.00 50.00
1997 7 000 DOC 000 000 000 000 O0.00 2857 2857 2857 2857 2857 2857 2857
1998 6 000 000 000 0.00 000 000 3333 3333 3333 3333 3333 3333 3333
1999 9 1NN 2222 2222 2222 2222 4444 4444 4444 4444 4444 4444 4444
2000 1 909 909 908 908 2727 2727 2727 2727 21271 2127 21.27
2001 6 33.33 3333 3333 5667 6667 6667 66.67 686:67 6667 66.67
2002 10 000 000 30.00 30.00 30.00 30.00 30.00 30.00 30.00
2003 5 0.00 60.00 B0.00 60.00 B0.0C 60.00 60.00 60.00
2004 6 5000 50.00 50.00 50.00 50.00 50.00 50.00
2005 4 2500 2500 2500 25.00 2500 25.00
2006 5 20.00 20.00 20.00 20.00 20.00
2007 4 000 25.00 2500 25.00
. 2008 8 1250 1250 37.50
2003 6 000 3333
2010 8 25.00
Marg Avg 1381 733 667 486 268 190 200 211 220. 244 25 25 000 000 0.0
Cum Avg 1381 2013 2546 29.15 31.05 3236 33.72 35.11 3654 3808 3967 4145 4145 4145 4145
Std Dev 1427 1638 18.08 2061 2125 2187 2121 2000 1822 1651 1414 10.05 1036 1061 1045
- Median 903 2000 2500 2500 27.27 2884 3333 3167 3333 3333 3333 40.00 4000 4000 40.00
Min 000 00C OO0 000 000 OOD OO0 0.00 0DOD 000 O0.00 2500 2500 25.00 25.00
Max 50.00 60.00 60.00 66.67 66.67 6667 66.67 66.67 6667 66.67 57.14 57.14 57.14 57.14 57.14
Table 18

USPF Obligor Default Rates By Rating Modifier

A A- BBB+ BBB

Year AAA AA+ AA AA- A+ BBB- BB+ BB BB- B+ B B- CCC/C
1986 0.00 0.00 0.00 0.00 0.00 000 000 000 000 0.00 000 D00 0.00 n/a 0.00 n/a 0.00
1987 000 000 0.00 000 000 000 000 000 000 108 000 000 000 0OC 000 n/a 2857
1988 0.00 0.00 000 0.00 000 000 000 000 000 000 000 000 000 000 000 n/a 0.00
1989 0.00 0.00 0.00 000 0.00 00O 0.00 000 000 000 714 000 2500 0.00 000 000 10.00
1930 000 000 0.00 000 0.00 000 0.00 000 000 000 000 DOO 00OC 000 000 000 3333
1991 000 0.00 000 0.00 000 000 000 000 000 000 040 COO OO0 000 000 DOO 909
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Table 18

USPF Bbligor Default Rates By Rating Modifier (cont.)

1982 000 D.00 OO0 00O 000 00O DOD OO0 QOO 00O 00O OOC 0.OC 000 000 000 3333
1993 0.00 0.00 00C 0.O0C 00O 000 0OC 0OC ODO O0DO 000 000 00C o000 000 0OC 000
1994 000 000 000 000 000 000 000 000 000 000 00C OO0 000 0.00 1423 000 1429
1995 000 000 0.00 0.00 000 0.00 000 000 000 000 000 0O0 0060 000 11.11 0.00 0.00
1996 000 000 000 000 000 000 000 008 000 000 .000 000 000 000 000 0.00 0.00
1987 000 000 00O OO0 000 000 00D 000 DOO 000 00D 000 000 000 000 000 000
1998 0.00 0.00 ODO OO0 00O 00O OO0 DODO O0OD D0.00 DOC 00O 00D 00D O0.0D 0ODO  0.00
1993 000 0.00 000 0.00 000 0.00 OOO 000 O0OC 0.OD 0DO OOD 000 DOD OOD 00O 1111
2000 0.00 000 0.00 0.00 0.0 000 000 000 000 000 000 000 000 5000 20.00 0.00 9.09
2001 000 000 000 DOO 000 000 000 O0OC 014 000 000 000 000 000 000 000 3333
2002 000 000 0.00 000 00O 000 0.00 000 000 000 500 000 000 000 0.00 D.OO 0.00
2003 000 000 0.00 000 000 006 0.00 000 000 000 000 OOCO 000 000 000 COO 000
2004 0.00C 000 000 OO0 OOC OO0 OOC 000 000 000 QOO0 QOO OO0 000 000 000 5000
2005 0.00 000 0.00 000 000 000 0.00 000 000 000 000 000 000 0600 O00OC 000 2500
2006 000 00C 000 000 000 000 000 0OC GO0 060G 000 000 000 000 000 000 2000
2007 0.00 0.0 0.00 OO0 000 060 00OC ©0OC0D 000D DOO DOG 00O 000 00O 00O DOO  0.00
2008 000 000 008 000 OO0 D04 000 000 000 D24 000 OO0 000 000 667 0.00 1250
2009 0.00 0.00 0.00 00D 0.00 0OD 000 000 0OC 000 000 00OG 0.00 000 000 0.00 0.00
20010 0.00 D000 000 DOO 000 COO OO0 0DO 00O 000 DOO 200 D000 000 000 D.OD 2500

n/a-not applicable.

Tahle 19

Housing Static Pool Default Rates, 1986-2010 (%)

Rating Issuers Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y3 YI0 Y1 Yi2 Y13 Y4 Yi15
1986 4329 0.00 0.02 0.05 0.05 D.05 0.0% 0.12 021 023 023 023 023 023 023 023
1987 4573 0.02 0.04 004 0.04 033 035 044 046 046 046 046 046 048 048 048
1988 4792 002 002 002 029 031 040 042 042 042 042 042 044 044 044 D44
1989 5163 0.00 000 025 027 035 037 037 037 037 037 039 039 039 033 038
1990 4848 000 039 041 050 052 052 052 052 052 054 054 054 054 054 054
1991 5167 039 041 048 050 052 052 052 052 054 054 054 054 054 054 054
1982 5128 0.02 010 012 012 012 012 0.2 014 014 014 014 014 014 014 0.4
1993 5120 0.00 0.00 000 002 002 002 002 00z 002 002 002 002 002 002 0.02
1994 4321 000 000 0.0z 002 002 002 002 002 002 002 002 002 002 002 002
1995 5078 000 0.0z 002 0.02 002 002z 002 002 002 002 002 002 002 002 0.02
1896 5291 0.00 0.00 0.04 004 004 006 0.1 0411 011 011 011 011 011 011 011
1997 5646 0.00 007 007 D07 D08 018 019 D19 021 023 023 023 023 0.23
1998 5853 0.00 0.00 0.00 0.02 0.10 0.15 0.19 0.21 0.24 026 0.26 0.26 D.26

1999 5974 000 0.00 0.02 010 015 0.18 020 023 0.27 027 027 027

2000 6275 0.00 0.02 0.0 0.14 0.18 0.24 027 030 030 032 032

2001 6666 0.00 0.06 0.11 014 020 023 026 026 027 027

2002 6875 0.06 010 016 022 024 027 027 023 0.29

2003 7227 000 006 012 0.17 019 021 025 025

‘2004 7208 003 008 012 015 017 021 D21
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Table 19

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Housing Static Pool Default Rates, 1986-2010 (%) (cont.)

2005 7085 0.01 0.04 0.08 0.0 0.13 0.13

2006 6845 0.1 0.06-0.07 0.09 0.09

2007 9123 0.03 0.03 0.04 0.04

2008 8705 000 0.01 0

2009 9686 0.00 0.00

2010 9784 0.00

Marg Avg 0.02 0.04 0.04 003 0.03 0.03 0.2 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.00
Cum Avg 0.02 006 008 012 016 019 021 022 023 023 023 023 024 024 0.24
Std Dev 008 011 0.2 014 015 015 015 015 0.16 0.17 017 018 018 020 0.2
Median 000 003 007 010 Q.15 D20 021 024 027 026 026 024 023 023 023
Min 0.00 0.00 0.00 0.02 002 002 0.02 002 002 002 002 002 0.02 0.02 0.02
Max 039 041 048 050 052 052 052 052 054 054 054 054 054 054 0.54
Table 20

Housing Static Pool Cumulative Default Rates By Rating Category, 1986-2010 (%

Issuers YI Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 YI0 Y1 Y12 Yi3 Yid YiI5
Rating: AAA
1986 1097 000 008 003 003 009 009 009 009 003 009 003 003 009 003 008
1987 1166 003 009 009 003 104 104 104 104 104 104 104 104 104 104 104
1988 1203 000 000 000 091 091 081 091 081 091 081 081 081 081 091 09N
1983 1337 000 000 0B2 0B2 082 082 082 0Bz 082 082 082 082 082 082 082
1980 1287 000 132 132 132 132 132 132 132 132 132 132 132 132 132 132
1891 1528 000 00D 000 0OO O0OC OO0 DOD 000 OO0 000 00O D000 000 000 O0.00
1992 1599 000 000. 000 000 000 00D OO0 000 OO0 O0.00 000 000 000 000 0.00
1993 1731 000 000 000 OO0 000 O0OC O0OC 0.00 000 000 O00C 000 000 0.00 0.00
1994 1620 000 00C 00C 000 000 O0OC QOO QOO 000 000 000 000 000 O0.00 oO0.00
1995 1866 000 0.00 -000 O0OC 000 000 000 000 0.00 000 000 000 000 000 000
1996 2124 000 000 000 O0OO 000 000 000 000 OO0 000 000 000 000 000 O0.00
1997 2456 000 000 000 OG0OC 000 O0O0O 000 000 000 000 O0.00 0.00 000 O0.00
1998 2921 000 000 000 000 000 QOO 000 000 O0.00 000 000 O0.00 0.00
1999 3123 00O 00D O0OD OO0 ODO OOO 00O DOO OO0 O0OD O©.OD O.00
2000 338 000 000 000 00O 00O OOC 000 D0DOO Q.00 000 0.0
200 3617 000 000 000 000 000 OO0 000 000 O0.00 0.00
2002 3937 000 000 000 000 000 000 0.00 000 000
2003 4082 000 000 000 000 000 000 000 000
2004 4026 000 000 000 000 0.00 000 O0.00
2005 4128 000 000 000 000 000 0.00
2008 3763 0.00 000 000 000 o000
2007 4388 000 000 000 O0.00
2008 - 4400 D0.00 0.00 000
2009 4263 0.00 0.00
2010 4223 0.00
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U.S. Public Finance Defanlts And Rating Transition Data: 2010 Update

Table 20
Marg Avg 000 003 00z D002 002 000D OO0 00O 00O 0.0 000 OO0 D.OD 0.00 0.00
CumAvg 000 003 005 007 009 003 003 003 008 003 008 009 009 009 008
Std Dev 002 026 031 036 041 042 042 043 044 045 046 047 048 049 050
Median 000 000 000 00D 000 OO00O 00D OOC 000 00O 00D 00D 000 000 0.00
Min 000 000 00D 000 000 000 000D 000 000 000 000 000 000 0.0 0.00
Max 008 132 132 132 132 132 132 132 132 132 132 132 132 132 132
Rating: AA
1986 - - 1858 000 000 O0O5 005 005 011 01 07 016 018 016 016 018 016 0.6
1987 1907 606 O0O5 005 005 010 D010 010 016 016 016 016 016 018 016 0.16
1988 1966 0.05 005 005 010 010 610 010 010 010 010 010 010 0.J0. 0.10 0.0
1889 1997 000 000 005 005 005 Q05 005 005 005 005 005 005 005 005 005
1990 1859 000 000 000 000 060 000 000 000 000 000 000 000 000 000 0.00
1991 1920 000 0.00 0DO 00O DOD 0OD D0OO OO0 O0DC 00O 000 O0DO 000 0.00 0.00
1992 649 000 0600 000 000 OO0 O0OC 000 000 00O 000 000 00O 000 000 O0.00
1993 1678 000 000 000 000 000 000 000 o000 00O '000 000 000 000 000 000
1994 1693 000 000 000 000 000 000 000 000 000 000 000 008 000 00G 0.0
1985 1702 000 000 000 000 00D 000 OO0 000 000 000 000 000 OO0 0.0 0.00
1996 - 1850 000 00O OOC 000 000 O0ODO OO0 00O OO0 0OC 0.00 000 000 00D 0.0
1997 1971 000 000 000 000 000 000 000 000 000 005 005 005 005 0.05
1998 1863 000 0.00 000 000 000 OO0 Q00O 006 005 005 005 005 005
1993 1900 000 000 000 000 000 000 000 005 005 005 0.05 005
2000 2112 0D0 000 000 OO0 000 000 005 005 005 005 005
2001 2195 000 000 000 000 000 005 005 005 005 005
2002 2228 000 000 000 00D 004 004 004 004 004
2003 2295 000 000 000 004 004 004 004 004
2004 2215 000 00D 005 005 005 005 005
2005 2091 000 005 005 005 005 005
2006 2358 004 004 004 004 004
2007 3416 000 000 000 000
2008 3728 000 000 0.00
2008 3767 0.00 0.00
2010 3884 0.00
Marg Avg 000 000 001 00O 000 001 000 001 001 000 000 000 000 0.00 O0.00
Cum Avg 000 001 001 002 002 003 003 004 004 005 005 005 005 005 0.05
Std Dev 001 002 002 003 003 004 004 005 005 005 005 006 006 006 0.06
Median 000 000 000 O0OD 000 000 000 002 004 005 005 003 000 000 0.00
Min 000 000 00O 00O 000 O0DO 000 0QOC DOO 000 000 000 000 000 O0.00
Max 005 005 005 010 010 01 011 Q16 016 016 016 016 016 016 0.16
Rating: A
1986 1272 000 000 000 000 000 0D8 0.6 047 D047 047 047 047 047 047 047
1987 1374 000 000 000 000 007 015 044 044 044 044 D44 044 051 051 05
1988 1493 000 000 000 007 013 040 047 047 .047 047 047 054 054 054 054
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Table 20

1389 1552 000 000 006 006 019 019 019 019 019 019 026 026 02 026 076
1990 1464 000 007 007 021 021 021 021 021 021 021 021 021 021 021 021
1991 1421 000 000 014 014 014 014 014 014 014 014 014 014 014 014 014
1932 1603 000 012 012 012 012 012 012 012 012 012 012 012 012 012 012
1993 1471 000 000 000 007 007 007 007 007 007 00/ 007 007 007 007 007
1334 1331 000 000 007 007 007 007 007 007 007 007 007 007 007 007 007
1995 1331 000 000 000 00D 000 00D DOD 000 000 0O 000 000 000 000 0.0
1995 1175 000 000 017 017 017 017 025 025 02 02 02 026 02 025 026
1997 1088 000 003 003 003 009 028 028 028 028 028 028 028 028 078
1398 957 000 000 000 000 021 031 042 04 052 052 052 052 052

1999 839 000 000 000 024 035 048 048 060 060 060 080 060

2000 676 000 000 015 030 044 059 076 074 074 089 089

2001 716 000 014 028 042 05 070 070 070 084 084

2002 631 014 029 043 043 058 05 05 058 058

2003 720 000 014 014 028 028 028 042 042

2004 821 000 000 000 000 000 012 012

2005 745 000 000 013 013 013 013

2008 583 000 017 017 017 017

2007 107 010 010 010 0.0

2008 1248 000 000 000

2009 1315 000 0.0

2010 1312 000 |

Marg Avg 001 003 004 004 004 006 005 002 001 001 001 001 001 000 000
Cum Avg 001 004 008 D11 016 021 07 028 029 030 030 031 031 031 031
Std Dev 003 008 010 013 016 013 071 022 024 026 023 013 018 017 018
Median 000 000 007 011 014 018 02 035 028 027 026 026 025 023 021
Min 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
Max 014 023 043 043 058 070 074 074 08 089 089 060 054 054 054
Rating: BBB |
1986 101 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1987 128 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1988 100 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1389 247 000 000 000 040 121 162 162 162 162 162 162 162 162 162 182
1390 200 000 000 000 000 050 050 050 050 050 050 050 050 050 050 050
1991 213 000 000 000 000 000 000 000 000 000 000 000 0O0 000 000 000
1992 202 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1993 197 000 000 D000 000 000 000 000 000 000 000 000 000 000 000 000
1934 173 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
13% 159 000 063 063 063 063 063 063 063 063 063 063 063 063 063 063
1995 127 000 000 000 000 000 073 23 236 235 235 236 236 236 236 236
1997 118 000 085 085 085 169 424 424 424 508 508 508 508 508 508
1398 103 000 000 000 097 388 485 583 680 680 777 777 171 177
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Table 20

1999 03 000 000 000 291 38 48 583 58 777 177 177 1077

2000 1174 000 000 175 2B3 351 526 526 702 702 702 702

2001 110 000 182 273 384 545 545 727 721 721 127

2002 91 170 220 440 549 549 789 769 879 879

2003 94 000 213 319 426 638 638 745 745

2004 9% 105 211 421 526 526 632 632

2005 88 000 114 227 227 227 272

2006 83 000 000 000 000 000

2007 234 000 00D O0.00 O0.00

2008 276 000 BO0O 000

2009 283 000 000

2010 290 0.00

Marg Avg 005 025 027 033 046 044 027 076- 012 004 000 000 000 0.00 000
Cum Avg 005 030 057 083 135 178 204 220 232 236 236 236 236 236 236
Std Dev 023 078 142 182 223 267 300 324 331 314 298 278 232 147 077
Median 000 000 000 020 063 120 162 112 063 056 050 025 000 0.00 0.00
Min 000 000 OO0 OOD OO0 OOOD OQOO OO0 OO0 OO0 OO0 O0O0D 000 000 0.OC
Max 110 220 440 543 638 769 768 879 879 777 17 7177 171 508 236
Rating: BB

1986 1 000 000 000 000 O0O0 000 000 00O 000 O0OC 0.00 000 OO0 O0.00 000
1987 3 000 000 000 000 000 0QOC 000 00D 000 000 QOO0 000 000 000 O0.00
1988 19 000 000 000 000 000 000 000 000 000 000 00OC 000 000 000 o000
1983 23 000 000 000 000 000 000 OO0C OGO 00D 000 000 0G0 000 000 000
1930 52 000 192 192 577 577 577 577 577 577 763 763 789 769 783 769
1991 73 2532 2532 2785 2911 30.38 3038 30.38 3038 31.85 31.65 31.65 3165 3185 31.65 3165
1892 53 000 000 189 189 189 183 183 18 183 189 183 1.8 183 183 189
1993 31 000 OO0 O0DO 000 O0OD 000 000 O0OC 00O O0OD 000 000 000 O0.00 o000
1994 24 000 000 000 000 000 000 00O 000 000 000 000 000 000 0.0 0.0
1895 16 000 000 000 000 000 OO0 000 000 000 000 000 000 000 000 0.00
1996 10 000 000 000 000 OO0 000 000 000 000 000 000 000 000 000 o000
1997 11 0.00 1818 18.18 18.18 18.18 18.18 2727 27.27 2727 2127 2127 2127 21.21 2127

1998 6§ 000 000 000 000 000 1667 1667 1667 1667 1667 1667 1667 16.67

1899 7 00D 000 1429 1429 2857 2857 2857 2857 2857 2857 2857 2857

2000 12 000 833 2500 3333 3333 4167 4167 4167 4167 4167 4167

200 19 000 526 1053 1053 1573 1579 1579 1579 1579 1579

2002 17 588 588 11.76 2353 2353 2353 2353 2353 2353

2003 25 000 400 1200 1200 1200 16.00 20.00 20.00

2004 41 244 488 488 732 976 1220 1220

2005 29 000 000 345 345 1034 1034

2008 33 000 303 303 606 6.06

2007 3 000 000 o000 000

2008 32 000 000 000
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Table 20

2009 31 000 0.00

2010 44 000

Marg Avg 337 137 201 153 130 094 051 000 030 031 000 000 000 000 0.00
Cum Avg 337 469 661 809 929 1014 1059 1059 1086 11.14 11.14 11.14 11.14 11.14 1114
Std Dev 504 616 832 999 1109 1223 1308 1344 1378 1382 1421 1189 1084 1087 8.09
Median 000 000 189 267 577 806 577 383 183 094 000 000 000 000 0.0
Min 000 000 00O OOD- 000 000 OO0 000 OO0 O0OD 0.0 000 OO0 000 0.00
Max 2532 2532 2785 3333 3333 4167 4167 4167 41867 4167 4167 3185 3165 3165 31.65
Rating: B

1986 0Onfa nfa nfa na na na nfa nfa na na na na na na nfa
1987 5 000 000 000 000 000 000 O00C O0O0C 000 000 O0OC 000 000 000 0.0
1988 5 000 000 000 000 000 000 000 000 000 000 000 000 000 000 0.00
1989 7 000 000 000 000 000 000 000 000 000 000 000 000 Q00 000 000
1990 5 000 000 2000 2000 20.00 2000 20.00 2000 20.00 2000 20.00 20.00 20.00 20.00 20.00
1991 6 000 1667 1667 1667 1667 1667 1667 1667 1667 16687 1667 1667 1667 1667 1667
1992 22 455 1364 1364 1364 1354 1364 1364 1818 1818 1B.18 18.3B 1B.18 1B.18 18.18 18.18
1983 12 000 00D D0OO 00D OO0 OO0 OO0 ODO 000 000 000 O0OD 000 OO0 D0.00
1994 8 000 000 000 O00OC 000 000 OO0 000 000 000 0QOD 000 000 0.00 Q.00
1995 4 000 000 000 000 000 000 000 00O 000 000 000 000 000 000 000
1996 5 000 000 000 000 000 000 000 000 000 000 000 000 000 006G 0.00
1997 2 000 000 000 000 000 000 000 000 000 000 000 000 000 000
1998 3 000 000 000 000 00OC 000 OO0 000 000 000 000 00C 0.00

1993 2 000 000 060 000 O0OC OCO OOD 000 00O 000 000 000

2000 3 000 000 000 O0OD 000 000 O0OC 0.00 000 00D O0.00

2001 9 0DO 000 O0OD 000 DOD O0DO 00O O0OC D.00 D.00

2002 11 909 1BAB 1818 27.27 27.27 2127 2721 2721 2127

2003 11 000 000 1818 18.18 18.18 18.18 18.18 18.18

2004 10 0.00 2000 2000 2000 20.00 20.00 20.00

2005 14 714 7.4 7.4 1429 1429 1429

2006 19 000 526 1053 1053 1053

2007 24 833 833 1250 1250

2008 27 000 476 476

2009 -21 000 000

2010 21 00D

Marg Avg 200 357 25 118 000 000 000 081 000 000 ODO 000 000 0.00 0.0
Cum Avg 200 550 792 901 90t 801 901 983 983 983 983 983 9B3 983 983
Std Dev 280 653 78 898 912 932 941 836 912 734 753 773 785 817 84
Median 000 000 000 000 000 000 000 000 000 000 000 000 000 000 000
Min 000 000 000 000 00O 00O 000 000 000 000 000 000 000 Q00 0.0
Max 9.09 2000 2000 2727 2727 2727 2727 2727 2727 2000 20.00 20.00 20.00 20.00 20.00

Rating: CCC/C

1986 0 na nfa nfa n/a

n/a

nfa  n/a

n/a

n/a

n/a

n/a

n/a

n/a

n/a

n/a
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Table 20

Housing Static Pool Cumulative Default Rates By Rating Category, 1986-2010 (%) (cont.)

1887 2 000 000 000 000 000 O0OC 000 000 000 000 000 060 0.00 0.00 0.0
1988 3 000 000 000 000 000 000 000 000 000 DGO 000 000 000 000 0.00
1983 3 000 000 000 o000 00O 00O O0OC 000 000 000 000 000 000 000 0.0
1990 5 000 000 000 000 000 000 000 000 000 0OC GOC 0060 000 000 000
1991 7 1429 1429 1428 1429 1429 1429 1429 1429 1429 1429 1429 1429 1429 1428 1429
1882 6 000 000 000 1667 1667 1667 1667 1667 1667 1667 1667 16.67 .16.67 16.67 1667
1893 21 13.05 2381 2857 2857 2857 2857 3333 3333 3333 33.33 33.33 3333 33.33 3333 3333
1854 15 667 1333 13.33 1333 1333 20.00 2000 20.00 20.00 20.00 20.00 20.00 20.00 20.00 20.00
1995 15 667 667 667 667 1333 1333 1333 1333 13.33 1333 1333 1333 1333 1333 13.33
1996 11 909 909 909 1818 1B.18 18.18 18.18 18.18 18.18 18.18 18.18 18.18 18.18 18.18 18.18
1997 8 0.00 0.00 1250 1250 12.50 1250 1250 1250 1250 1250 1250 1250 1250 12.50

1998 8 2500 3750 3750 3750 3750 37.50 3750 3750 3750 3750 37.50 3750 37.50

1999 6 1667 1667 1667 16.67 16.67 16.67 16.67 1667 16.67 1667 16.67 16567

2000 5 000 000 000 000 000 0OC 000 000 000 000 000

2001 9 NN 2222 2222 2222 2222 2222 2222 2222 2222 2222

2002 8 1250 1250 1250 1250 1250 1250 1250 12.50 1250

2003 15 20.00 20.00 26,67 2667 2667 26.67 2667 26.67

2004 14 1429 2857 2857 2857 2857 2857 2857

2005 - 13 3846 46.15 46.15 4B.15 53.85 5385

2006 11 18.18 18.18 18.18 36.36 36.36

2007 13 000 789 23.08 23.08

2008 14 714 2143 2143

2009 14 2143 2143

2010 14 0.00

Marg Avg 1208 508 284 250 137 073 077 000 000 000 000 000 000 000 0.00
Cum Avg 12.08 16.55 1892 2084 22.03 2250 2319 23.19 2319 2319 2319 2319 2319 2319 23.19
Std Dev 10.07 12.55 1283 1325 1424 1392 1154 1139 1130 1167 11.84 11.70 1218 10.27 10.77
Median 812 13.33 1381 16.67 1548 1667 1548 1429 1381 1423 1381 1429 1381 1333 1381
Min 000 000 000 000 000 000 000 000 O00C 000 O0.00 0.00 000 000 000
Max 3846 46.15 46.15 46.15 53.85 53.85 3750 3750 3750 3750 3750 3750 3750 3333 3333

N/A-not applicable

Table 21

Housing Issue One-Year Static Pool Default Rates By Rating Modifier (%)

Year AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- B+ B B- CCC/C
1986 000 000 000 D.0D OOC 0.00 0O0O 0DO 000 OO0 nfa 000 nfa nfa n/a n/a nfa

1987 0.09 000 0.00 DOD Q.00 000 000 000 000 0.00 n/a 0.00 n/a nfa 000 n/a 0.00
1988 0.00 025 0.00 00C 0.00 000 000 000 000 000 000 0.00 n/fa nfa 000 n/a 0.00
1983 0.00 0.00 0.00 000 0.00 00C 0.00 000 000 Q00 000 0.00 n/a nfa 000 n/a 0.00
1990 0.00 000 0.00 000 000 000 000 000 000 000 000 000 0.00 000 000 n/a 0.00
1991 000 000 0.00 000 000 000 000 000 000 00D 000 2985 0.00 000 000 n/a 1429
1992 000 0.00 0.00 000 000 00O DCO ODD OODD 000 00O 00D O0DOD 0.00 476 n/a 0.00
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Table 21

1993 000 000 0.00 000 000 DOD O0O0D GO0 00O 000 000 000 000 000 000 nfa 19.05
1984 0.0 000 0.00 0.00 00O 00D 000 000 00O O00C D00 00O 000 n/a 000 nfa 6.67
1985 0.00 000 0.00 0.00 000 0.00 000 000 000 000 000 000 000 nfa 000 n/a 6.67
1936 0.00 0.0 000 000 DOD 000 000 Q.00 000 000 000 0.00 n/a nfa 000 n/a 9.09
1997 0.00 000 0.00 000 COD 0O0C 00O 000 00O 000 000 000 000 n/a 000 n/fa 0.00
1998 0.00 0.00 0.00 0.00 000 0.00 000D 000 000 000 000 000 000 nfa 000 nfa 2500
1999 0.00 000 0.00 00D 000 OO0 000 000 000 OO0 000 0DOO 000 nfa 000 nfa 1667
2000 000 00O DOO OOD 000 OO0 000 OO0 OO0 0BDO OO0 DGO 00D nfa 000 n/a 0.00
20001 000 0.00 0.00 OO0 0.0C 000 0O0C 000 000 00O 0OC 0.00 000 nfla 000 na 111
2002 ©0.00 0.00 000 QOO 0.00 COO 1.82 000 222 000 000 9.08 n/a n/a 1000 0.00 1250
2003 0.00 0.00 0.0C 000 0.00 OOO 000 000 O0OC 0.00 0OC 0.0 n/a n/a 000 0.00 2000
2004 0.00 000 0.DO 000 D00 GO0 000 000 000 455 000 O0.00 10000 nfa 000 n/a 1428
2005 0.00 0.00 0.00 000 0OO OODO 0OO 000 0OC 00D 0OC 000 000 000 909 000 3846
2006 000 00D OO0 019 DOO 00O COC 000 00O 000 O0OD 00O 00O 00D OO0 OO0 18.18
2007 0.00 000 0.00 000 0.0C 000 057 000 060 000 000 000 000 n/a 870 000 0.0
2008 000 0.00 0.00 0.00 0.00 000 0.00 00D O0.00 00O 000 000 00O OO0 O0.00 D.O0 7.4
2009 000 000 000 000 000 000 000 000 000 000 00D 000 000 000 000 000 2143
2010 000 000 0.00 000 0.00 0OC 000 00O 000 000 0OC O0.00 000 n/a 0.00 000 000

n/a-not applicable.

Table 22

One-, Three-, and 10-Year USPF Obligor Default Rates By Rating Modifier (%)

Rating 1 Year (2010 Pool) 3 Years (2008 Pool) 10 Years (2001 Pool) Initial Rating*
AAA 0.00 0.00 0.00 0.00
AA+ 0.00 0.00 0.00 0.00
AA 0.00 0.08 0.00 0.00
AA- 0.00 D.00 o 0.06
A+ 0.00 0.00 0.08 0.02
A 0.00 0.04 0.07 0.06
A- 0.00 0.00 0.00 0.18
BBB+ 0.00 0.00 0.00 0.23
BBB 0.00 013 0.14 0.39
BBB- 0.00 0.24 1.32 0.88
BB+ 0.00 0.00 5.88 0.00
BB 2.00 0.00 0.00 1.18
BB- 0.00 0.00 0.00 0.00
B+ 0.00 0.00 16.67 0.00
B 0.00 6.67 0.00 400
B- 0.00 0.00 0.00 000
CCC 0.00 3333 66.67 50.00
CCC- 0.00 0.00 0.00 0.00
cC 0.00 100.00 0.00 0.00
C 40.00 25.00 0.00 0.00
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Table22

Table 23A

One Year Ending 2010

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Obligor Rating Transition Rates By Rating Modifier (%)

One-, Three-, and 10-Year USPF Obligor Default Rates By Rating Modifier (%) (cont.)

* For ratings in place before 1986, the rating as of Jan. 1, 1986 was used as the initial rating

Rating Issuers AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+
AAA 627 9589 032 032 016 0316 000 000 000 000 000 0.00
AA+ 1051 3.04 8554 08 000 000 010 000 000 000 000 0.00
AA 2065 068 387 8683 063 015 010 010 000 000 000 0.0
AA- 2517 072 095 477 8498 203 016 008 D004 000 000 O0.00
A+ 3129 000 016 224 652 8383 163 032 003 010 000 000
A 2740 0.00 007 108 369 1131 7723. 168 026 011 004 000
A- 1568 000 013 006 179 765 1135 6441 383 013 000 013
BBB+ 583 000 000 000 051 515 823 1441 6381 206 103 0417
BBB 500 000 000D O0OD D20 200 920 860 BBO 6260 1.00 0.0
BBB- 334 000 000 000 000 000 120 180 359 539 7485 210
BB+ - 54 000 000 000 000 QOO 000 000 18 18 926 6852
BB 50 000 0.00 000 000 000 000 200 000 000 600 600
BB- 20 000 000 000 000 000 OO0 000 000 0.00 000 0.00
B+ 4 000 000 000 000 00O 000 000 000 000 000 0.00
B 9 000 000 000 000 00O 0O 000 Q00 1111 00D 0.0
B- 8 000 000 000 000 OO0 000 000 000 000 000 000
cce 2 000 00O 000 OO0 OO0 O0OO 00O 000 000 000 000
CcCc- ¢ 000 000 000 000 OCOC 000 000 000 000 000 o0.00
cc 1 000 000 000 000 000 000 000 GO0 000 000 0.00
C 5 000 000 000 000 000 000 000 000 000 000 Q00
- Three Years Ending 2010 :
AAA 384 3083 078 026 026 026 028 000 000 000 000 0.00
AA+ 543 2192 5506 166 037 018 018 000 000 000 0.00 0.0
AA 1321 621 2604 5238 114 038 000 023 - 000 000 000 000
AA 1863 091 572 2654 4457 391 112 000 005 0.00 000 000
A+ 1872 0.16 166 13.73 2650 4181 267 091 011 021 000 000
A 2412 000 017 394 1376 2815 3727 185 232 021 012 0.00
A 1720 006 012 070 688 2401 2348 3267 209 070 000 0.12
BBB+ 867 000 000 012 173 1903 2630 1592 2318 254 115 012
BBB 742 000 013 040 034 687 2129 1954 822 2601 229 067
BBB- 418 000 000 000 000 000 215 1029 1483 1029 4282 263
BB+ 50 000 000 000 000 OO0 000 000 000 800 800 46.00
BB 48 000 000 000 0OC OO0 417 417 417 208 625 833
BB- 6 000 000 000 000 000 000 000 000 000 625 000
B+ 5 000 000 000 000 000 000 000 0DO. 00O 000 Q.00
15 000 000D 000 000 000 ODO 00O 000 667 667 B6.867
8 000 000 000 000 000 7250 000 000 000 000 000
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Table 23A

Obligor Rating Transition Rates By Rating Modifier (%) (cont.)

cce 3 000 000 000 000 000 000 000 O0OC ©0OO (000 O0.00
cce- 0 000 000 000 000 000 000 000 Q00 000 0.00 0.00
cc 1 00D 000 000 OO0 000 000 D000 000 000 Q00 0.00
C 4 000 000 000 000 2500 000 000 000 000 2500 0.00
10 Years Ending 2010

AAA 147 8503 204 068 058 000 000 000 O0DO 000 000 0.00
AA+ 245 4245 2122 571 183 041 000 000 000 000 000 0.00
AA 960 10.10 1844 3000 479 083 125 031 021 000 000 000
AA- 917 414 1080 2007 1941 294 087 033 D087 000 011 0.00
A+ 1274 165 424 1480 1797 1515 353 063 126 024 000 000
A 1444 042 186 900 1337 1586 1253 270 145 062 035 0.00
A 1003 040 1.00 399 867 1685 1226 1027 239 1683 110 010
BBB+ 614 000 033 130 603 1580 1684 798 58 375 195 049
BBB 699 014 014 043 143 830 1330 85 372 858 286 072
BBB- 302 000 00D 033 000 232 454 464 397 728 1093 397
BB+ 17 000 000 000 D000 000 00O 000 000 080 1176 588
BB 25 000 000 DODD BOD 000 DOD 1200 400 400 000 4.00
BB- 7 000 000 000 000 000 000 000 000 1429 D00 D000
B+ 6 000 000 000 000 000 000 000 000 00C 000 QOO
B 4 000 000 000 000 GO0 000 000 000 000 000 000
B- 4 000 000 000 000 000 000 000 006 000 000 000
cce 6 000 000 000 000 000 000 000 000 000 000 000
¢ec- 0 000 000 000 000 OO0 OO0 ©O0C 000 OO0 000 000
ce 0 000 000 000 000 D0OO 000 O0DO 00D 000 0.00 0.00
C 0 000 000 000 000 000D 000 000 DOD O0ODO 000 D0.00
Initial Rating Ending 2010

AAA 262 8359 229 115 038 000 076 000 000 000 000 0.00
AA+ 884 1267 5113 158 057 045 034 011 011 000 000 000
AA 3066 6.10 1044 3666 225 085 072 029 010 000 003 0.00
AA 3234 220 492 1314 47890 297 068 037 009 000 003 0.0
A+ 5035 099 234 747 1088 4177 213 042 024 012 000 0.00
A 6764 031 092 356 687 1149 2608 133 101 033 016 003
A- 3955 025 063 212 558 1320 1267 2177 164 063 035 013
BBB+ 2136 019 042 122 389 1007 1231 707 1203 126 126 009
BBB 2334 . 004 D013 047 183 536 955 728 377 1003 154 043
BBB- 1024 010 000 029 059 137 489 674 752 801 2227 177
BB+ 54 000 000 000 000 000 18 000 000 370 926 3889
BB 85 000 000 000 118 0ODO 000 353 000 235 118 471
BB- 10 000 000 000 000 000 O000- 000 QOO 000 000 000
B+ 5 000 000 00O 000 000 000 000 000 000 000 000
B 25 000 000 000 00D 000 000 000 400 000 000 0OOC
B ) 000 000 OO0 000 O0DO 00D OO0 00O 000 000 0.00
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Table 23A

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

ccc 4 000 000 000 000 0O OCOO O0OD ODO OO0 Q.00 o000
ccec- 0 000 00O 000D o000 QOO o000 OOC 000 000 o0.00 o000
cC 1 000 000 0OOC 000 OOC 00O (OO0 000 000 o000 O0.00
C 0 000 000 000 000 00O 000 000 000 000 000 G000

. * For ratings in place before 1986, the rating as of Jan. 1, 1986 was used as the initial rating

Table 23B

Obligor Rating Transition Rates By Rating Modifier (%)

417

One Year Ending 2010

Rating BB BB- B+ B B- CCC CCC- cC C D NR
AAA 000 0OO 00D QOO0 OO0 000 OO0 QOO 000 Q00 335
AA+ 000 000 000 000 QOO 000 O0OC 000 QOO0 000 1047
AA 000 000 000 000 005 000 00C 000 GO0 000 7.60
AA 0060 000 000 000 OO0 OO0 OO0 OOO 00O OO0 687
A+ 003 000 000 002 000 000 600 000 000 000 502
A po7 000 000 OOGC OOC OOD4 DOO 00C OO0 000 445
A 013 000 000 DOO ODO OOO ODC OO0 00O 000 1027
BBB+ 000 000 000 OO0 OO0 034 000 017 000 000 412
' BBB 020 040 000 000 020 000 00O 000 020 00D 6.60
BBB- 060 030 030 060 000 0O0C 000 00O 000 000 928
BB+ 1111 18 000 Q000 Q00 18 000 000 000 GO0 370
BB 7200 400 000 Q00 000 200 o00OC 200 000 200 400
BB- 500 6000 GO0 000 500 000 000 000 000 000 3000
B+ 000 000 10000 o000 OO0 OO0 OO0 000 OOC GO0O 000
B 000 00D 0.00 5556 11.11 000 000 @O0 1111 000 11N
B- 000 O0OC 000 000 B750 000 O0O0O 00O 8O0 000 1250
CCC 000 000 000, OO0 000 5000 000 000 000 000 5000
Ccce- 0b0 00O ODD 00O OO0 000 O0OD 00O OODO 00O 000
cc 000 000 000 DOD D0OD 00O DOD 10000 000 000 0.00
C 000 000 000 000 000 000 000 0.00 65000 40.00 0.00
Three Years Ending 2010

AAA 000 000 000 000 OO0 000 OO0 00O OO0 000 729
AA+ 000 0O0C 000 000 000 000 000 000 000 000 2063
AA 000 000 000 000 00O 000 0G0 000 000 008 1355
AA- 000 00D OO0 D0OD O QOO 000 Q00 00O 000 17.07
A+ 00D 000 000 OO0 O0OC 000 OO0 000 ODO 000 1245
A 004 ~DOO 000 QOO OODOD 00O D000 000 004 D04 1198
A- 035 000 000 000 000 000 000 D000 000 000 872
BBB+ 012 000 000 000 000 023 000 000 000 000 957
BBB 0% 027 000 000 013 073 000 000 013 013 1186
BBB- 287 09% 024 09 000 000 000 000 OO0 024 1172
BB+ 1000 200 000 000 200 000 000 0G0 000 000 2400
BB 2917 1250 208 000 000 0ODD 000 208 0.00 2083
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Table 23B

BB- 000 3125 000 000 625 625 000 000 000 000 5000
B+ 000 00C 4000 000 000 000 o000 000 000 000 60.00
B 1333 000 667 667 1333 667 000 000 667 667 2000
B- 000 000 000 000 5000 0.00 000 71250 000 000 25.00

cce 000 000, 000 000 ©0DD 000 000 000 000 3333 6667
cce- 000 000 000 000 00O 000 000 000 O00OC 000 0.0
CC 000 000 000 000 000 000 000 000 000 10000 00O
- C 00O 0OD 00D OOO 00D 0OD 00O 00D 2500 2500  D.0D

10 Years Ending 2010
000 000 000 OQOC OO0 ODO 00O OO0 000 DOO 1156

AAA
AA+ 000 o000 Q00 OOO 00O OO0 000 000 000 QOO0 2857
AA
AA

000 00C 000 000 00O OO0 000 000 000 000 3406

000 000 OO0 000 O0OD 000 000 000 000 011 4035
A+ 000 000 000 000 000 00C 000 000 008 008 40.58
A 021 000 000 OO0 O0OO 000 000 000 014 007 4162
A- 010 010 000 000 QOO 000 o000 000 000 0OC 4108
BBB+ 043 033 000 00D 016 016 000 0.00 000 000 3844
BBB 08 023 000 000 014 029 000 000 014 014 4983
BBB- 232 166 033 033 066 066 000 000 000 132 5464
BB+ 588 000 58 588 000 000 000 58 000 588 5294
BB 1200 000 006 400 000 000 000 000 000 000 5200
BB- 0.00 1423 0DOD DOD 1429 000 000 DOD DOD 0ODO 57.4

B+ 0.00 1667 1667 000 000 000 000 000 000 1657 50.00
B 000 000 000 000 000 000 000 000 O0.00 0.00 100.00
B- 000 00c 00C 0O 000 00C 000 000 0O0C 0.00 100.00

cce 000 000 000 OO0 00D OO0 000 000 ODD 6667 33.33
CcCC- 000 0OC 000 000 00O OO0 OO0 000 000 000 0.00
cC 000 o0O0c D000 0OO 0ODO OO0 QOO QOO DOO OO0 000
C 000 000 000 000 000 000 000 000 000 000 000

Initial Rating Ending 2010.
000 000 00D ODO 00O ODOO ODO OO0 00O D00 11.B3

AAA

AA+ 000 000 000 000 000 000 000 000 000 0.00 3303
AA 000 000 006 000 003 000 000 000 000 000 4243
AA
A+
A
A

000 000 000 000 0O 000 000 000 000 006 2758
004 000 000 O0OD 000 O0DO OO0 00D 00z 002 3358
004 0D3 000 000 O0DO 001  0DO 000 003 O0D6 4768
073 008 000 000 003 000 D000 DOO 000 0.8 4063
BBB+ 028 008 000 000 005 005 000 005 000 023 4944
8BB 051 026 013 008 013 003 000 000 004 033 5814
BBB- 146 033 000 039 020 020 000 010 010 098 4336
BB+ 000 000 000 000 000 000 000 000 000 000 4630
BB 941 000 000 118 000 000 000 118 000 1.8 7432
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Table 23B

Obligor Rating Transition Rates By Rating Modifier (%) (cont.)

BB- 000 000 000 O0.00 1000 000 000 000 000 000 9000
B+ 000 2000 4000 000 000 000 000 000 000 000 4000
B 000 000 000 400 0060 000 O0O0OC 000 o000 400 8800
B- 000 000 000 00O 000 O0CGO OO0 O0OD Q.00 D0.00 100.00
CCC DaOD O0OD 000 000 DOO OO0 DOO 000 0DC 5000 5000
CcCC- 000 000 000 000 000 000 OO0 000 000 000 000
cC 000 000 000 0600 000 OO0 000 COC 000 0.00 100.00
C 000 000 000 OO0 OO0 OO0 OO0 000 000 000 0.00

* For ratings in place before 1986, the rating as of Jan. 1, 1986 was used as the initial rating

Table 24

One-, Three-, and 10-Year USPF Housing Issue Default Rates By Rating Modifier (%)

Rating 1 Year (2010 Pool} 3 Years (2008 Posl} 10 Years (2001 Pool) Initial Rating*
AAA 0.00 0.00 0.00 0.26
AA+ 0.00 0.00 0.00 0.08
AA 0.00 0.00 0.00 0.06
AA- 0.00 0.00 0.26 0.08
A+ 0.00 0.00 0.00 0.22
A 0.00 0.00 1.36 0.73
A- 0.00 0.00 3.9 1
BBB+ 0.00 0.00 4.08 0.52
BBB 0.00 0.00 12.77 513
8BB- 0.00 0.00 0.00 3.81
BB+ 0.00 0.00 0.00 0.00
BB 0.00 0.00 18.18 35.00
BB- 0.00 0.00 100.00 20.00
B+ 0.0D 0.00 0.00 0.00
B 0.00 5.26 0.00 0.00
B- 0.00 0.00 0.00 0.00
CCC+ 0.00 0.00 0.00 0.00
cce 0.0 28.57 14.28 0.00
CCC- 0.00 0.00 0.00 0.00
cC 0.00 0.00 50.00 0.00
C 0.00 50 0 0

* For ratings in place before 1988, the rating as of Jan. 1, 1986 was used as the initial rating

Table 25A

Housing Issue Rating Transition Rates By Rating Modifier (%)

One Year Ending 2010

Rating Issues AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+
AAA 4223 9623 175 000 005 005 003 D024 000 002 D007 059
AA+ 1392 0.00 9986 014 000 000 000 000 000 000 0.00 0.00
AA 1478 000 1.08 9756 088 000 000 034 000 000 000 000
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Table 25A

Housing Issue Rating Transition Rates By Rating Modifier (%) (cont.)

AA- 1024 010 000 1289 7266 0.00 1386 020 000 000 0.00 0.00
A+ 54 000 000 000 035 9681 018 000 018 Q000 0.00 124
A 474 000 000 000 000 042 9810 042 000 021 000 042
A- 274 103 000 000 000 000 036 9745 000 000 073 0.00
BBB+ 105 000 000 000 000 000 28 000 871 000 000 1048
BBB 107 000 00O 00O 0OOGD 000 DOD OO0 D0OD %626 D000 D093
BBB- 78 000 000 000 000 000 128 25 000 000 9487 0.0
BB+ 25 000 000 00OC 00O 000 000 000 000 6.0 0.00 8200
8B 17 000 000 000 00D 00D 000 000 OO0 OOD O0.00 0.00
BB- 2 000 000 000 000 000 000 000 OO0 0OC 000 O0.00
B+ 0 000 000 00O 00O OQOO QOO OOO QOO O©OC Q.00 0.0
B 19 000 000 0ODO OOCD oDOD OOCD OO0 OGO DGO 000 O0.00
B- 2 000 000 000 000 000 000 000 00O 0OC 000 O0.00
CCC+ 0 000 000 000 000 Q00 000 O0OC ©O0C OO0 Q00 0.0
ccc 5 000 000 000 2000 000 000 000 000 OO0 O0.00 0.0
CCC- 0 000 000 000 000 000 000 000 000 o000 0.O0 O0.00
CC 8 000 000 00D 000 0OO OOC Q00 O©OO O©OO QOO Q.00
C 1 000 000 O0ODC 000 O0DOD O0OOD 00D 000 00D 000 0.00
Three Years Ending 2010

AAA 4400 8818 425 011 082 005 011 045 000 009 007 09
AA+ 1234 073 9887 000 000 000D OO0 000 0OO0O 000 000 O0.00
AA 1534 091 143 9068 202 033 007 235 000 000 0.07 007
AA- 960 010 000 1386 7000 063 1344 010 000 000 010 000
A+ 523 038 019 000 057 9216 038 038 019 000 000 3.06
A 501 000 000 040 000 539 9062 040 000 040 000 020
A- 224 000 000 000 000 000 045 8777 000 000 045 000
BBB+ 97 000 000 0DO 000 000 00D 170 9780 000 0.00 1.70
BBB 104 000 000 000 000 O0DO 192 192 000 9038 000 0.00
88B- 81 000 000 000 000 000 370 000 123 000 9012 1.23
BB+ 8 D000 0COC 0DO 000 000 000 000 QO 2500 O0.00 6250
BB 22 000 909 000 000 000 455 000 000 000 000 O.00
BB- 2 000 000 0O Q00 000 000 000 OQO0 O0O0 000 o000
B+ 1 000 000 000 O0OC OO0 000 OO0 000 O0.00 0.00 O0.00
B 9 000 000 00D O0OC 000 000 000 000 000 000 0.0
B- 1 000 000 000 000 000 000 000 000 O0.00 -000 o000
CCC+ 0 000 000 00D OO0 O0DO OO0 OODO OO0 O0ODO 000 OO0
CCC 7 000 000 DOO O0O0O 00O 000 000 ©0OO 000 000 o000
Cce- 1 000 000 000 000 000 000 000 000 000 000 0G0
cC 4 000 000 000 000 000 000 000 000 000 0.0 0.00
C 2 000 000 D0DOC OO0 000 000 000 DOO OO0 000 0.0
10 Years Ending 2010

AAA 3617 5303 326 025 041 008 011 087 000D 008 003 083
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Table 25A

AA+ 662 1405 6858 060 030 000 015 000 000 000 000 O0.00
AA 1149 809 1619 5387 113 009 000 0617 000 000 000 0.00
AA- 384 234 104 677 3802 182 1641 000 000 000 000 026
A+ 365 384 0.00 1583 548 3260 137 000 000 QOO0 027 192
A ‘294 476 136 000 068 9885 2359 000 000 170 034 034
A- 57 175 000 000 000 175 000 3860 000 175 000 175
BBB+ 49 204 000 000 000 204 2653 204 3061 000 204 000
BBB 47 000 000 000 000 000 000 638 000 2553 000 0.00
BBB- 14 000 0DO 00O OO0 0DC 0O 00O 794 774 4286 7.4
BB+ 7 000 000 000 000 000 DODO OQ0O0 000 000 000 1429
BB 11 000 000 000 000 000 000 000 000 OO0 000 0.0
BB- 1 000 000 000 000 000 000 O©O0O 000 O0OO 060 000
B+ 0 000 000 000 000 00O 000 000 000 000 D000 0.00
B 9 000 000 O0OD OOD 000 00D OO0 000 OO0 000 O0.00
B- 0 000 000 O0OD 000 000 OO0 000 0G0 000 Q00 O0.00
CCC+ 0 000 000 Q00 000 000 000 OO0 000 GO0 060 0.00
CCC 7 000 000 00D 000 000 OGO OO0 000 000 0G0 OC.00
CCC- 0 000 000 000 000 000 0O0 OO0 000 OO0 0.00 0.0
cC 2 000 000 000 OO0 00O OO0 O0QOC 0OC QOO0 000 0.00
C 0 000 000 000 000 000 000 Q00 000 000 000 0.0
Initial Rating Ending 2010*

AAA 7037 5031 228 182 081 016 017 068 001 003 004 058
AA+ 1234 656 6062 016 154 041 089 000 000 000 000 O0.00

AA 3355 772 1455 3303 107 033 042 060 006 012 003 006
AA- 1210 545 081 496 4587 058 1215 025 000 000 008 0.0
A+ 1816 870 391 1624 479 2302 253 017 006 011 000 143
A 1363 565 279 147 205 756 2751 028 022 053 044 037
A- 541 111 000 128 055 037 487 3783 018 055 037 018
BBB+ 194 052 000 000 052 052 773 206 4330 1.03 052 0.00
B8BB 195 051 000 000 000 205 154 25 000 4103 000 0.00
BBB- 105 095 000 000 000 000 381 000 085 095 6381 0.00
BB+ 11 000 000 ©€OO 000 00O O0OC 000 000 000 000 7273
8B 20 000 000 000 000 000 500 000 000 000 000 000
BB- 5 000 000 000 000 000 000 000 000 000 000 000
B+ 0 000 000 000 000 000 0.0 000 000 000 000 000
B 4 D00 00O 00O D0OD 000 O0DO OOD 000 000 000 080
B- 0 000 000 00D OO0 OO0 OO0 000 000 000 0.00 0.00
CCC+ 0 000 000 000 000 000 000 000 000 000 000 o000
cce 1 000 000 000 00O 000 000 000 000 0O 000 O0.00
€Ce- ¢ 000 000 00D O0OOD 00O OO0 000 0OC 000 000 000
cc 0 000 000 000 0.0 000 008 000 -0.00 000 000 000
C 0 000 000 OO0 00O 00O OO0 O00C 000 D0OO 000 O0.00
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Table 25A

Housing Issue Rating Transition Rates By Rating Modifier (%) (cont.)

* For ratings in place before 1986, the rating as of Jan. 1, 1986 was used as the initial rating

Table 258

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Housing Issue Rating Transition Rates By Rating Modifier {%)

One Year Ending 2010

Ratingg BB BB- B+ B B- CCC+ CCC- CCC- cC c D NR
AAA 026 000 007 007 005 000 005 000 007 000 000 Q33
AA+ 000 000 000 000 OQOC 000 000 000 000 000 000 000
AA D00 000 0DOC OO0 ©0OOD OO0 OO0 O0OO QOO 000 000 014
AA- 000 000 000 000 OOC 000 O0OC 000 OO0 000 000 020
A+ 000 000 00O OO0 O0OO 000 OO0 00O OO0 000 000 124
A 000 000 000 OO0 QOO 00O 000 06O 000 021 000 02
A- 03 000 COC 000 000 060 O0OC 000 000 O0OC 000 QOO
BBB+ 00D 09 000 000 000 000 O0OD 00O OO0 000 0.00 0.00
BBB 280 0b0 0DO O0OC QOO OO0 OOD OO0 QOO 000 000 000
BBB- 128 000 0OC 000 000 000 000 QO 000 QOO0 000 Q.00
BB+ 400 400 ODD 00D 00O 000 00O 060 000 000 000 000
BB 7647 000 DOD 2353 000 OO0 000 O0OD 0OD O0OD DOC D.OD
BB- 000 100.00 D.OO 000 ODO 000 00O 0.0 QOO 00O 000 0.0
B+ 000 000 000 OO0 O0OC 000 000 000 000 000 000 0.00
B 000 000 000 10000 QOO 00O 00O OO0 000 000 000 000
B- 000 000 00C 000 5000 000 5000 G000 0OC 000 000 0C.0C
CCC+ 00D 00O 00O - OOD QOO 000 O0DOD OO0 O0DO 000 000 D000
CCC 000 000 0OO OO0 QOO 000 80O0C 000 000 000 000 000
CCC- 000 000 000 000 00O 000 O0OC 000 000 000 000 Q.00
ce 000 000 000 o000 000 000 000 000 10000 000 000 000
C 000 000 OOC 000 OO0 000 O0OOD 000 000 10000 0.00 OOO
Three Years Ending 2010

AAA 025 000 007 005 Q05 000 007 000 023 000 000 420
AA+ 000 000 000 000 0O0 000 OO0 000 000 0O 000 041
AA 007 000 000 007 000 00C OO0 00O 000 00O ODOD 186
AA- 000 00O DOD O0OC QOO O0ODO OO0 ODO OO0 000 000 167
A+ 019 000 000 00O OO0 000 OO0 000 000 000 000 243
A 000 020 000 040 000 000 00O 000 000 020 000 1.80
A- 08 000 000 O0€CO 0OC 000 00O 000 000 000 000 045
BBB+ 000 000 ODO 000 ODO 000 OOD 000 000 ©0OC 000 QOO
BBB 2B8 000 00O D08 DOD 000 QOO 00O QOO DOO 000 192
BBB- 123 123 000 000 QOO OO0 OO0 QOO OOD OO0 QOO 1.23
BB+ 000 000 0OO 000 -000 00C 000 000 000 GCOC 000 1250
BB 4545 00C 000 1818 000 00C 455 000 455 000 000 1364
BB- 0.00 100.00 00O 000 OO0 00O OO0 000 000 000 000 000
B+ 000 000 000 000 00O o000 00D 000 000 000 000 100.00
B 000 000 000 7895 000 000 O0OC 000 000 000 526 1579
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U.S. Public Finance Defanlts And Rating Transition Data: 2010 Update

Table 258 _

B- 000 000 000 000 710000 OO0 000 QOO QOC 000 000 0.0
CCC+ 000 00O OO0 000 OOD OODO 000 O0ODO 00OC 000 000 000
CGC 000 000 000 DOGC 000 OO0 428 000 000 000 2857 2857
CCC- 000 000 000 000 000 0G0 000 000 G00 10000 000 000
cC 000 000 D00 OO0 000 O0OC 00O 00OC QOC 00D 000 100.00
c 00D 000 00O 000 O0DOD O0DD 000 ©000 000 0060 5000 50.00
10 Years Ending 2010 .

AAA 014 000 006 OO0 O0O0O 000 003 000 025 000 0.00 4061
AA+ 000 000 00O OODO OO0 OO0 000 O0DO 0OC 000D 000 1631
AA 00C 000 000 OO0 OOO OO0 000 000 000 000 000 2002
AA- 000 000 000 DOC 000 OO0 000 DOD DODO 000 026 3307
A+ 000 000 000 027 QOO 000 000 O0OC O0OC 000 000 3836
A 068 000 000 170 000 000 034 000 000 000 136 4728
A- 175 000 000 526 000 000 000 000 000 000 351 4386
888+ 000 000 OO0 000 COC 000D 00O OGO 000 000 408 3061
BBB 426 000 000 426 0ODD 000 ODD O0.00 00O 000 1277 4681
BBB- 00D 0DD OO0 ODO OOD O0ODC 00O DOO 00O DOD 000 3571
BB+ 00C 000 000 2857 00O OO0 000 O0OD 0DOD 000 Q.00 5714
BB 903 000 ODO 903 803 000 000 000 000 000 1818 5455
BB- 000 000 00O 000 000 000 000 000 000 000 10000 0.00
B+ 000 000 O0C OO0 00O O0OC 000 o000 000 000 0.00 0.0
B 000 000 000 2222 000 000 0060 000 000 Q00 000 77.78
B- 000 000 000 000 QOO0 000 000 QOO0 QOO0 000D 000 0.0
cCC+ 000 000D 000 OODC 00O 000 O0O0D 000 000 OO0 000 000
CCC D00 000 DOOC 00D DOD O0DO 4285 000 00D 000 1428 4285
CCC- 000 000 QOO 000 0OC 000 OO0 O0OD ©OB 00O 000 O0.00
cc 000 000 ODO OO0 QOO 000 000 OO0 000 000 5000 5000
C 000 000 00O 00D 000 000 000 000 000 060 OCOC 000
Initial Rating Ending 2010*

AAA 017 000 004 004 003 000 004 000 013 000 026 4253
AA+ 000 000 000 OO0 QOO0 000 000 OO0 00O 000 008 2974
AA 000 ©0O0C 0OOC 003 000 000 0BO 000 003 000 006 4185
AA- 000 000 000 000 000 000 00D O0OD OO0 000 008 2867
A+ 000 000 00O O0O6 OO0 000 ©0OD OOC OO0 000 022 3877
A 037 007 000 088 000 000 022 000 000 015 073 4854
A- 074 000 000 117 000 000 018 000 000 000 1.11 4954
BBB+ 000 000 0OOO 000 00D ODO OO0 O0OC QOO 000 052 4330
BBB 205 051 000 158 051 000 000 000 051 000 513 4205
BBB- 000 000 000 GO0 Q00 000 000 000 000 000 381 257
BB+ 903 000 OO0 000 000 000 00O 000 QOO 000 000 1818
88 2500 000 COC 000 0G0 00D OCOC 000 000 000 3500 -3500
BB- 000 6000 0OOGC 000 00D 000 000 000 000 000 2000 2000
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Table 258

B+ 000 00O DOO 00O OOD OOC OGCD OO0 OOC 000 000 0.0
B 000 0.00 000 2500 0OC 000 o000 000 000 QOO0 0.00 7500
B- 000 000 000 00O 0O 000 O000C 000 000 QOO0 000 Q.00
CCC+ 000 000 0.00 0.00 000 000 000 000 0.00 0.00 0.00 0.00
CCC 000 0.00 OO0 000D oO0OC 000 000 000 000 DOC 0.00 100.00
cceC- 000 000 00O 000 O0OC O0O0O 00O 000 00O 00OC 000 0.0
CC 000 000 OOO 000 000 OOD 00O O0O0O 000 000 000 Q.00
C 000 000 COO OGO OO0C OOD 000 000 000 ©QOQO 00O 00D

" For ratings in place before 1986, the rating as of Jan. 1,

Table 26

USPF Obligor Static Pool One-Year Transition Matrices (%)

1986 was used as the initial rating

From/To Issuers AAA AA A BBB BB B CCC/C B NR
1986 Static Pool

AAA 49 8980 816 000 000 000 00O 000 000 204
AA 972 031 9300 103 010 000 000 000 000 556
A 2962 00D 155 8997 101 007 000 003 000 736
BBB 931 D000 020 121 BIST 071 020 020 00D 7.57
BB 55 000 000 000 909 8000 545 000 000 545
B 6 000 000 00D 625 000 8750 0.00 000 625
ccc/e 4 000 000 000 000 000 000 10000 0.00 000
1987 Static Pool

AAA 43 9184 816 000 000 000 000 0OC 000 0.00
AA 1038 028 91717 116 000 000 000 000 OO0 6.B4
A 2997 000 094 8873 134 007 000 000 000 893
BB8 1051 000 010 228 8877 035 023 010 010 742
BB 5% 000 000 000 926 7407 000 185 0.0 148
B 20 000 D000 000 2000 00D 7000 500 0.00 5.00
ccc/e 7 000 000 000 QOO0 000 000 7143 2857 0.00
1988 Static Pool

AAA 48 9792 208 000 00D 000 00D 000 000 0.00
AA 1064 009 8521 150 000 0O0O GO0 000 0.00 320
A 2926 000 089 9214 082 003 000 000 000 6.12
BBB 1066 0.00 028 159 9109 028 019 008 000 647
BB 55 000 000 000 903 B8OOD 182 182 000 727
B 17 000 000 000 000 588 8235 588 0.00 588
cce/c .8 000 000 000 000 000 00D B750 0.00 1250
1989 Static Pool

AAA 50 9800 200 000 00D 000 O0CO 0OO 000 000
AA 1141 009 9527 026 088 000 000 000 000 351
A 2940 000 1.22 %415 044 000 000 007 000 412
BBB 1115 000 000 179 9372 054 000 000 000 395
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U.S. Public Finance Defaunlts And Rating Transition Data: 2010 Update

Table 26

USPF Obligor Static Pool One-Year Transition Matrices (%) (cont.)

BB 54 000 000 000 370 8333 1.8 000 370 7.41
B 17 000 000 58 000 58 7059 000 0.O00 17.65
cce/e 0 000 000 OO0 QOO OO0 000 7000 10.00 20.00
1990 Static Pool

AAA 52 9808 192 000 000 0OC 0OC 000 000 000
AA 1230 0.6 9528 236 000 000 000 000 000 220
A 3079 DOD D55 9315 257 020 003 000 D00 351
BBB 1186 0.00 D017 0.B4 8207 083 D017 051 D00 5.3
BB 53 000 00O 000 000 8491 755 000 000 7.85
B 13 000 000 000 1538 769 6154 769 000 769
ccc/e g 000 000 000 000 1111 000 4444 3333 11.11
1991 Static Pool

AAA 55 9091t 909 000 000 006 000 000 000 0.00
AA 1345 000 9108 610 000 000 000 000 000 283
A 3187 000 063 9341 135 008 000 000 000 452
BBB 130 000 000 115 9331 023 008 023 000 500
BB 65 000 000 000 308 8763 0.00 154 0.00 7.68
B 5 000 000 000 000 000 8667 667 0.00 667
cce/e n pooc ooo o000 000 OO0 0OO 8091 909 0.00
1992 Static Pool

AAA 50 10000 000 o000 O00C o000 o000 QOO 0.0 Q.00
AA 1395 014 9355 172 000 000 000 000 000 459
A 3421 000 054 9035 146 003 000 000 o000 7.5
BBB 1460 D00 D000 1.03 9182 062 014 DO0 0O0 630
BB 66 000 000 D000 1364 6515 606 3.03 0.00 1212
B 4 000 000 000 000 o000 7143 774 000 2143
CCe/C 15 000 000 000 000 667 4000 1333 3333 6.67
1993 Static Pool

AAA 53 9811 183. 00C 000 0OC 000 000 Q.00 0.00
AA 1486 007 9125 074 000 000 000 000 000 794
A 3523 000 043 8876 062 000 000 000 000 1019
B88 1598 0.00 000 213 8655 063 006 006 0.00 1058
BB 5% 000 000 000 357 7857 536 000 0.00 1250
B 22 000 000 000 000 2727 5309 455 000 808
cee/e 5 000 DOO O0OD 00O 00D OO0 10000 ©OO O0.00
1994 Static Pool

AAA 54 10000 000 000 000 000 000 000 000 O0.00
AA 1507 007 9078 189 000 000 Q00 000 000 717
A 3521 goo 097 8713 097 000 000 000 000 1093
BBB 1627 000 000 1.04 8734 061 006 006 0.00 1088
B8 62 000 O0OC 000 181 7803 323 000 000 1813
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Table 26

USPF Obligor Static Pool One-Year Transition Matrices {%) (cont.)

B 19 000 000 000 000 526 6316 0.00 1053 21.05
gcc/e 7 000 000 000 000 000 1423 7143 1429 0.0
1995 Static Pool

AAA 55 9636 364 000 000 000 000 000 0.00 0.00
AA 1506 0.3 9535 133 000 000 000 000 000 312
A 330 000 101 8740 173 000 003 00D 000 976
BBB 18177 000 OO0 124 B738 074 025 000 0.00 1039
BB 62 00D 167 000 2479 6230 000 000 DOO 11.29
B 16 000 000 000 625 1250 6250 000 6.25 1250
ccc/c 6 000 000 000 000 000 000 6667 000 3333
1395 Static Pool '

AAA 60 9833 000 167 000 000 000 000 000 0.0
AA 1603 062 9482 131 000 000 000 000 000 324
A 3262 000 166 9102 071 006 003 000 000 8653
888 1646 000 006 188 9010 043 000 006 000 7.47
BB 55 000 000 000 1273 7273 182 182 0.0 1091
B 15 000 000 0.00 OO0 8667 6667 1333 0.00 1333
ccc/c 4 000 000 000 000 000 000 7500 0.0 2500
1997 Static Pool

AAA 7t 9718 282 000 000 000 000 000 -0.00 0.0
AA 1714 082 938 047 000 000 000 000 000 233
A 3385 003 136 9548 018 000 000 QOO 000 295
BBB 1678 000 00D 151 9517 018 012 000 000 292
BB 52 000 000 000 769 8077 000 00D D000 11.54
B 16 000 000 O0D0 000D 625 9375 000 000 000
cce/e 7 000 00O 000 000 000 000 8571 000 14.29
1998 Static Pool

AAA 83 10000 000 000 000 000 000 000 0.00 0.00
AA 1867 080 9572 021 000 000 000 000 000 327
A 3801 000 187 9287 032 000 008 000 000 487
BBB 1863 000 005 107 9130 048 000 005 000 7.03
BB 47 000 000 213 426 7660 213 213 000 1277
B 17 000 080 000 588 1765 5882 588 0.00 1178
ccc/e 6 000 00D DOD OO0 000 00D 10000 000 0.00
1999 Static Pool

AAA 109 9725 000 000 000 000 000 000 000 275
AA 2053 044 7457 049 000 000 000 000 0.00 2450
A 4272 000 096 6587 047 000 002 000 0.00 32568
BBB 2079 00D 000 693 6253 063 010 000 000 2982
8B 5, 000 000 000 545 5636 727 000 D000 309t
B 14 000 00D 000 000 00D 1429 2857 0.00 57.14
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Table 26

USPF Obligor Static Pool One-Year Transition Matrices (%) (cont.)

Ccc/e g 000 000 000 o000 000 GO0 7778 1131 111
2000 Static Pool

AAA 122 9836 082 000 000 000 000 000 000 082
AA 1744 109 9599 046 000 000 000 000 000 247
A 3539 003 6.22 9045 034 000 000 0.00 000 297
BBB 1581 0.00 013 287 9089 044 019 006 000 53
BB 4 000 000 435 217 8478 435 000 000 435
B 10 000 000 1000 D0DOO O0DO 5000 10.00 20.00 10.00
gcc/e " 000 000 000 000 909 1818 3636 809 27.27
2001 Static Pool _

AAA 147 9864 000 000 0.00 000 000 000 000 1.38
AA 2122 132 9246 269 000 000 000 000 000 353
A 3712 024 852 8732 048 003 0O0 011 000 333
BBB 1615 0.00 006 830 8755 068 006 000 006 3.28
BB 4 000 000 000 408 8.71 204 204 000 612
B 14 000 000 000 000 000 7143 1429 000 1428
CCc/C 6 000 D00 000 0.00 000 000 S0.00 3333 16.67
2002 Static Pool

AAA 200 9300 000 000 000 000 o000 000 o000 1.00
AA 2540 055 9327 118 000 000 0.00 0.00 000 500
A 3930 000 226 8216 110 000 000 000 000 443
BBB 1623 000 OO0 3D2 9094 099 018 00D 000 487
BB 54 D00 0D0 185 926 8333 185 000 18 185
B 12 000 000 000 000 000 8333 0.00 000 16.67
CCC/C 10 000 000 000 000 000 4000 5000 000 1000
2003 Static Pool

AAA 219 9817 091 000 000 000 00D 00O 00O 091
AA 2751 033 9353 142 000 000 0.0 000 000 473
A 4360 000 177 9060 250 016 000 000 002 49
BBB 1730 000 006 324 8360 121 017 006 000 5856
BB 63 000 000 000 7594 7937 11N D00 000 1.58
B 18 000 000 000 000 11.117 8889 0.00 0.00 0.0
CCC/C 5 000 000 000 000 000 000 10000 0.00 0.00
2004 Static Pool

AAA 233 10000 000 000 000 000 0.00 000 000 0.00
AA 3003 037 9123 266 003 0.00 0.00 0.00 0.00 572
A 4739 000 150 9288 057 002 000 002 000 521
BHB 1904 000 005 651 861 073 000 000 000 7.04
BB 83 000 000 120 1325 7470 241 000 000 843
B 27 000 000 000 370 370 6667 000 000 2593
gce/e 6 000 000 000 000 000 16867 3333 5000 0.00
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Table 26
USPF Obligor Static Pool One-Year Transition Matrices (%) (cont.)

2005 Static Pool

AAA 255 9725 118 (000 000 000 OO0 033 000 1.8
AA 3080 045 9500 081 000 000 000 000 000 364
A 5164 000 335 %212 074 004 014 Q00 000 362
BBB 1828 000 000 4.0 8857 088 038 005 000 6.02
BB 82 000 000 00D 976 8415 244 D00 00D 386
B 22 00D DDO DOD OO0 9.09 B18B2 000 D0DOD 9.09
ccc/e 4 000 000 O0OD 000 000 000 7500 2500 O0.00
2006 Static Pool

AAA 266 9624 038 000 000 000 OO0 0OO 00O 338
AA 3302 188 9397 0617 003 000 000 000 000 351
A 5360 007 287 9284 043 000 000 000 000 378
BBB 1839 000 000 462 9065 071 000 000 000 4.02
BB - 87 000 000 000 825 8144 308 103 000 618
B8 34 000 000 000 000 1765 7058 294 000 882
ccc/e 5 000 00D OO0 000 000 O0ODD 4000 20.00 40.00
2007 Static Pool

AAA 338 9783 000 O0O0O 000 000 000 OO0 O0.00 207
AA 3507 091 8561 043 000 000 000 000 000 305
A 5707 000 235 9427 044 000 004 002 000 289
BBB 1921 000 000 265 8219 078 026 005 000 406
BB 104 000 00C 000 962 7981 192 000 000 885
B8 28 000 0OOC OO0 357 1429 678 734 000 7.14
Ccc/c 4 000 000D OODO 000 ODO O0.00 100.00 0.00 0.00
2008 Static Pool

AAA 384 9948 000 D026 O0DO D0DO OOO QOO 000 D026
AA 3733 289 8308 029 000 000 005 000 003 364
A 6004 003 871 8854 042 000 003 000 002 225
888 2027 000 030 1416 8165 059 010 000 005 3.16
88 114 000 000 000 439 809 175 08 000 789
8 28 000 000 35 000 357 7857 357 357 7.4
ccc/c 8 000 000 1250 1250 000 000 5000 1250 1250
2009 Static Pool

AAA 527 9602 038 000 000 000 00D 000 OO0 361
AA 4442 167 9253 144 000 000 000 000 000 430
A 6341 000D 822 8834 062 005 000 000 000 218
BBB - 1807 0.00 055 2501 7001 138 000 000 000 304
B8 114 000 000 000 526 8070 263 000 0.00 1140
B 30 000 333 000 687 667 5667 1333 000 1333
cce/e 6 000 000 000 000 00OC 000 6667 000 3333
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Table 26

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

USPF Obligor Static Pool One-Year Transition Matrices (%) (cont.)

2010 Static Pool

AAA 627 9569 080 016 000 000 000 000 000 335
AA 5633 087 9013 115 002 000 002 000 000 781
A 7437 000 594 897 106 009 000 001 0.00 592
BBB 1417 000 028 1912 7283 099 028 028 000 6.21
BB 124 000 000 081 806 79.03 081 242 D081 806
B 21 000 000 DOO 476 000 809 476 D00 952
CCC/C 8 000 00D 000 000 000 000 6250 2500 1250
Table 27

Housing Issue Static Pool One-Year Transition Matrices (%}

From/To Issues AAA AA A BBB BB B _Ccc/C D NR
1986 Static Pool

AAA 1097 9508 210 078 009 000 000 Q00 000 255
AA 1858 016 9720 1.08 016 005 000 005 000 1.29
A 1272 008 008 9586 173 008 024 008 000 086
BBB 101 000 000 000 9802 000 198 000 000 000
BB 1 000 00D OO0 OO0 10000 00O 000 0.0 O0.00
B 0 000 000 000 000 000 000 000 0.00 0.00
cce/c 0 000 000 000 000 000 000 ©0OC 000 O0.00
1987 Static Pool

AAA 1196 9282 476 156 000 000 000 000 009 078
AA 1907 026 9701 215 005 005 000 ©00C 000 047
A 1374 058 000 3694 015 080 000 000 000 153
BBB 128 000 156 1853 7500 000 000 078 D000 313
BB 3 000 000 000D 000 10000 DOC 00D 00O 0.0
B 5 000 000 000 000 000 10000 0.00 0.00 0.00
ccc/e 2 000 00OC 000 000 000 000 100.00 0.00 0.00
1988 Static Paol

AAA . 1209 9677 058 083 000 017 000 000 000 1.85
AA 1966 025 9532 076 153 000 005 000 005 203
A 1493 007 007 8302 844 007 007 000 000 228
BBB 100 000 000 000 8800 300 006 000 000 900
BB 19 000 DOD D0OD ODO 8347 000 1053 0.00 000
B 5 000 000 000D 000 000 10000 000 DOD 0.00
cce/C 3 000 000 000 000 000 000 3333 000 6667
1989 Static Pool

AAA 1337 84539 007 000 000 D000 000 000 000 1533
AA 1997 055 8823 085 015 005 000 000 000 1017
A 1552 026 064 8988 071 033 000 000 000 812
888 247 040 000 1862 7443 881 081 081 000 1298
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Table 27

Housing Issue Static Pool One-Year Transition Matrices (%) Icont.}

BB 23 000 000 000 000 9565 435 000 000 0.00
B 7 000 000 000 000 1429 2857 000 000 57.14
ccc/c 3 000 000 000 000 000 000 10000 000 O0.00
1990 Static Pool

AAA 1287 8398 124 078 000 132 000 000 000 6868
AA 1859 059 8612 274 011 D05 000 000 0.0 1038
A 1444 021 582 8740 243 021 000 000 000 388
" BBB 201 1.00 000 299 8408 348 000 000 000 848
BB 52 000 000 000 000 8848 38 385 000 38
B 5 000 2000 000 000 000 8000 000 000 0.00
ccc/c 5 000 000 000 000 000 000 10000 000 0.00
1991 Static Pool

AAA 1528 8704 812 026 026 000 000 000 000 432
AA 1920 271 7349 969 021 000 000 000 000 1391
A 1421 028 014 898 091 000 OO0 000 000 1168
BBB 213 000 000 141 7793 933 18 000 000 938
BB - 79 000 000 380 1013 4051 1888 1.27 2532 0.0
B 6 3333 000 000 000 000 5000 00O 0.00 18.67
€ce/e 7 000 000 000 060 000 00D 7143 1429 1429
1992 Static Pool

AAA 1599 9412 044 019 000 000 000 000 000 525
AA 1643 036 8526 212 006 000 000 012 000 1207
A 1603 156 1031 8280 081 0.00 0.00 019 000 474
BBB 202 000 00D 396 8020 257 000 000 D000 1287
BB 53 000 000 377 1887 4151 189 843 000 2453
B 22 D00 DDD O0OC 000 1364 5000 3182 455 0.0
cce/e 6 000 000 00D 1667 D00 000 B667 0.00 16.67
1993 Static Pool

AAA 1731 8221 052 139 000 000 000 000 000 1583
AA 1678 030 9058 262 030 000 000 000 000 6.20
A 1471 095 517 8375 109 000 000 000 000 904
888 197 203 203 1015 7411 102 000 000 000 1066
BB 31 000 000 323 2903 5167 323 323 000 9868
B 12 833 000 000 000 2500 3333 833 0.0 25.00
ccc/e 21 000 00D 000 000 1429 000 6130 1905 476
1994 Static Pool

AAA 1620 9327 012 049 000 000 000 000 000 6.1
AA 1693 053 86546 812 006 000 000 000 000 483
A 1391 036 1050 7678 065 000 000 000 000 1172
BBB 179 112 000 447 7877 000 000 0OC 000 1564
‘BB 24 000 000 DOD 833 6667 000 833 0.00 16567
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Table 27
B 8 000 000 D00 000 000 50.00 5000 000 0.0
CCC/C 15 2667 000 000 000 000 000 6000 667 667
1995 Static Pool _
AAA 1866 9335 038 038 000 000 000 Q00 000 583
AA 1702 035 8101 065 000 000 000 OO0 000 799
A 1331 105 774 8114 008 000 000 000 000 989
BBB 159 000 000D 582 6981 126 063 183 0.0 1950
BB 16 000 000 D00 2500 5000 000 00D D000 25.00
B 4 000 000 000 000 00O 10000 00O 000 OCO
CCe/e 15 667 000 1333 667 000 000D 5333 667 1333
1996 Static Pool
AAA 2124 9595 000 014 000 000 000 000 000 391
AA 1850 346 9319 005 Q005 000 000 000 000 324
A 1175 026 417 872 000 017 000 000 000 868
BBB 127 000 000 866 7795 000 000 000 000 1339
BB 10 000 000 000 1000 6000 000 1000 000 2000
B 5 000 000 2000 000 2000 4000 000 O0.00 20.00
CCC/C 17 000 000 000 000 000 000 6364 909 2727
1997 Static Pool
AAA 2455 9727 000 008 000 00D 000 000 000 2865
AA 1971 584 8747 010 000 000 000 000 000 649
A 1088 322 450 8208 000 000 000 000 000 1020
BB8 118 000 0O0C 763 8380 000 000 000 000 847
BB 11 000 000D 000 000 5455 903 1B.18 000 1818
B 2 000D DOD 00D 00D 00O 10000 OO0 0.00 000
ccc/e 8 0DD DOO 0ODO 000 0DO 000 7500 000 2500
1998 Static Pool
AAA 2921 9480 089 000 000 000 000 000 000 429
AA 1863 333 9291 011 000 000 000 000 000 365
A 97 021 711 8339 094 000 000 000 000 836
B8B 103 000 000 000 8350 097 000 000 000 1553
88 6 000 000 000 000 10000 000 -0.00 0.00 0.00
B 3 000 000 000 000 000 6667 000 0.00 3333
Ccee/e 8 000 000 000 0DO 000 000 6250 2500 1250
. 1999 Static Pool
AAA 3123 9622 022 000 000 000 000 000 000 355
AA 1900 063 900 016 000 000 000 000 000 321
A 833 036 1836 7259 15 000 012 000 000 7.03
B88 103 097 000 000 9223 48 000 000 000 184
BB 7 000 000 00O 000 871 000 000 000 1429
B 2 000 000 000 000 00O 10000 OO0 0.00 000
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Table 27

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

| Housing Issue Static Pool One-Year Transition Matrices {%) {cont.)

ccc/c 6 0D0 000 O0OC 00RO 0OC 000 6667 1667 1667
2000 Static Pool

AAA 338 9598 027 0D3 000 000 00O 000 D000 356
AA 2112 109 9645 019 000 000 000 000 D000 227
A 676 015 104 9512 044 044 059 000 Q00 222
BBB 114 000 000 088 9035 433 283 175 000 0.00
BB 12 000 000 000 000 8333 000 1667 0.00 0.00
B 3 000 000 o000 000 0OC 6667 000 000 3333
CCC/C 5 000 000 0OD 000 00O 000 100.00 0.00 0.00
2001 Static Pool

AAA 3617 9704 034 003 000 000 000 ©0O0C 000 279
AA 2195 489 9344 018 000 000 00O 000 000 1.69
A 716 154 852 8534 070 028 000 000 000 363
B8B 110 000 000 1727 7636 273 000 000 000 3.64
BB 19 000 000 000 000 5783 3158 000 0.00 1053
B 8 000 000 000 000 QOO 4444 2222 000 3333
ccc/e 9 000 000 000 OO0 000 QOO 6667 141 2222
2002 Static Pool

AAA 3937 932 008 003 000 000 000 000 000 358
AA 22728 022 9583 027 000 000 OO0 D0OD DOO 368
A 631 023 280 9276 058 087 029 014 014 232
BBB 91 110 000 Q00 8581 548 0006 220 1.10 330
88 17 000 000 000 000 7058 1765 588 588 0.00
B 11 000 000 000 000 000 5455 3636 9.09 0.00
ccc/e 8 000 000 000 000 000 000 8750 1250 0.00
2003 Static Pool

AAA 4082 9341 022 000 000 005 OO0 000 000 632
AA 2295 013 8124 527 000 000 000 000 000 336
A 720 D56 042 B792 208 208 00D 000 00D 694
BBB 94 000 00D 1.06 7553 1064 000 105 000 1170
BB 25 000 000 000 000 52600 2000 400 0.00 2400
B 11 D00 000 000 0D0 000 4545 2727 D00 27.27
ceece 15 000 000 00C 000 000 000 5333 2000 2667
2004 Static Pool

AAA 4026 9247 015 007 00D 000 DOO 00O 00O 730
AA 2215 451 851 03 000 000 000 000 000 862
A 821 670 085 876 037 037 0312 012 000 10.1%
BBB 95 000 000 632 7789 526 211 211 105 526
BB .41 244 000 1463 000 4878 876 488 244 1707
8 0 000 000 1000 000 000 7000 1000 0G.00 1000
CCC/C 14 000 O00C 000 000 000 000 5000 1429 3571
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Table 27

U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Housing Issue Static Pool One-Year Transition Matrices (%) (cont.)

2005 Static Pool

AAA 4128 8828 303 002 000 005 000 000 000 862
AA 2091 067 9302 000 000 000 000 000 000 631
A 745 081 1651 7181 094 08 027 000 000 886
BBB 88 000 000 341 7841 682 134 174 000 909
BB 23 000 000 000 000 6552 1724 690 000 10.34
B 14 000 000 000 000 000 7857 714 734 734
ccc/e 13 000 000 000 DOD D00 000 5385 3846 7.9
2006 Static Pool

AAA 3769 9522 000 000 000 000 000 000 O0.00 478
AA 2358 127 9470 000 Q00 000 000 000 004 399
A 583 497 257 8405 083 017 000 000 000 755
BBB B3 000 120 482 8313 723 000 000 O0OD 361
BB 33 000 000 000 303 5152 2727 303 0.00 1515
B 19 526 000 000 000 000 7895 1573 0.00 0.00
gce/c 11 000 0O0C 0O 000 000 000 8182 1818 (.00
2007 Static Pool

AAA 4388 9570 005 000 0DDO 000 QDO 000 00D 485
AA 3416 023 9737 020 000 003 000 006 000 21
A 1027 010 049 9503 000 010 010 019 0.0 389
BB8 234 000 000 25 9188 000 000 043 000 513
BB 34 000 000 OO0 OO0 8529 29 000 000 11.76
B 24 000 000 000 OpO 000 797 000 833 1250
CCC/C 13 000 000 000 00O 000 000 6923 0.00 3077
2008 Static Pool

AAA 4400 9591 083 027 007 000 D00 000 000 286
AA 3728 016 9799 118 0186 000 000 000 000 051
A 1248 008 024 9872 008 040 000 000 000 048
- BBB 276 000 000 072 9819 000 036 036 000 038
BB 32 000 000 313 313 8125 313 313 000 625
B 21 000 000 O0OD DOO 000 9048 476 000 476
cce/e 14 000 000D 000 00O 000 000 7857 7.14 1429
2009 Static Pool

AAA 4269 9553 300 005 005 074 000 032 000 1.2
AA 3767 035 9807 040 011 024 000 D05 000 085
A 1315 076 015 9688 114 023 000 000 000 084
BBB 283 000 000 141 %435 106 071 071 000 177
BB 31 000 645 000 323 6774 645 000 000 16.13
B 21 000 DODO ODO 00O 00O 8095 0.00 0.00 19.05
ccc/C 14 000 000 000 774 000 000 3571 2143 357
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U.S. Public Finance Defaults And Rating Transition Data: 2010 Update

Table 27

Housing Issue Static Pool One-Year Transition Matrices (%) {cont)

2010 Static Pool

AAA 4223 923 180 038 003 085 018 012 000 033
AA 3834 003 9602 385 000 000 000 000 000 O0.10
A 1312 023 015 9787 030 076 000 008 000 061
BBB 290 000 000 207 9207 58 000 000 000 0.00
BB 44 000 000 000 000 9081 903 000 000 0.00
B 21 000 000 00D 000 000 9524 476 000 0.00
CCe/C 14 000 714 000 000 000 000 9286 000 000
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