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 Summary 
Fitch Ratings assigns initial outlooks to state general obligation (GO) 
ratings and an overall Stable Rating Outlook to the sector. Most states 
are assigned Stable Rating Outlooks, while one state received a Positive 
Rating Outlook and three Negative Rating Outlooks. Rating Outlooks of 
Positive or Negative indicate that a rating change is likely, although not 
inevitable, over the next one to two years. Importantly, the specific state 
outlooks reflect economic and fiscal conditions that may have existed for 
some time and are not necessarily reactions to recent events such as 
proposed budgets under consideration. Nevertheless, future governmental 
decisions and economic events could determine rating directions.  

Louisiana, rated ‘A’, has taken timely and prudent balancing actions in 
response to the effects of Hurricanes Katrina and Rita. Reserves are large, 
and revenues have far exceeded downwardly revised estimates following 
the storms. However, economic and property losses have been 
tremendous, and the extent and timing of the rebuilding of the New 
Orleans area remains uncertain. Due to this uncertainty, the state’s rating is 
assigned a Negative Rating Outlook, although it has been removed from 
Rating Watch Negative 

The Negative Rating Outlook on Michigan’s ‘AA’ rating considers the 
prospects of massive downsizing and uncertainty in the domestic auto 
industry, which dominates manufacturing employment in this state. 
The current rating reflects the state’s lower moderate debt burden and 
strong fiscal management, including its demonstrated ability to 
maintain balanced operations despite recessionary conditions now 
entering a sixth year. 

The ‘AA’ rating for Illinois is assigned a Negative Rating Outlook, 
primarily reflecting the state’s anticipated large fiscal challenges despite 
recently improved revenue performance. Illinois must confront its massive 
unfunded pension liability; large increases in pension funding 
requirements begin in the next budget cycle to contain further growth in 
this liability.  

California, rated ‘A’, is assigned a Positive Rating Outlook; this 
reflects the state’s general economic and revenue improvement and 
progress reducing its structural imbalances, although the final outcome 
of the proposed budget could affect the rating direction. 

The overall Stable Rating Outlook for state ratings reflects a favorable 
economic picture and continued positive revenue performance. Revenue 
growth, which, in many situations, has been fueled by the strength of 
corporate income, capital gains, and real estate, is expected to be less 
robust. Reserves are being rebuilt despite rapid increases in health care 
and pension costs, continued education funding requirements, and 
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other pent-up demands. Continued weakness in 
manufacturing and the slowing in real estate are not 
expected to derail economic recovery, although their 
effects may be more pronounced in certain states. 
Nonetheless, with revenue gains expected to 
moderate, fixed costs on the rise, mounting pressures 
for tax relief in many states, and expanded debt and 
infrastructure requirements, states will continue to 
face financial pressures. 

 Alabama: ‘AA’, Stable Rating Outlook 
The Stable Rating Outlook and ‘AA’ rating recognize 
the state’s low debt levels, substantial fund balances that 
include the Alabama Trust, and a diversifying economy. 
Challenges include a fund structure constrained by 
the earmarking of revenues, replacement of vanishing 
nondurable manufacturing jobs, and low wealth 

measures. Pensions are well-funded and net tax-
supported debt of nearly $2.5 billion amounts to a low 
ratio of 1.9% of 2005 personal income. A constitutional 
amendment is required to authorize GO debt; 
currently, less than one-fifth of tax-supported debt is GO, 
with the remainder from various authorities, backed 
either by lease payments or specific taxes. 

Alabama’s economy, long dependent on manufacturing, 
has regained momentum after an extended period where 
it grew slower than that of the U.S. Nondurable 
manufacturing, especially textiles and apparel, has 
declined, while the higher paying durable sectors, such as 
transportation equipment, along with research and 
development in the Huntsville area, have experienced 
impressive growth. The state lost nearly twice as many 
jobs as the nation during the recent downturn but 
bounced back quickly in 2004, with a 1.4% employment 
gain, and in 2005 it gained 2.2% new jobs, as 
unemployment fell well below the national rate. Personal 
income growth has exceeded the nation’s thus far this 
decade. Education levels and wealth measures remain 
comparatively low. Although growth in per capita 
personal income exceeded the U.S. rate for five 
consecutive years, in 2005, it was still only 84% of the 
U.S level, ranking Alabama 41st among the states. 

Finances are characterized by a broad array of taxes 
that are mostly earmarked, a small general fund, and 
separate funds for specific purposes such as 
education, Medicaid, transportation, and welfare. 
Strengths include the requirement that the governor 
prorate appropriations to ensure no deficits are 
incurred and the Alabama Trust Fund. The fund had a 
principal balance of about $2.5 billion at the close of 
fiscal 2005, with income flowing to the general fund 
and the principal protected by the constitution. 
Following a difficult period earlier in the decade, 
Alabama’s finances improved in fiscal 2004 and 
2005 due to strong growth in personal income and 
sales tax receipts, pushing the general fund cash 
balance to nearly 15% of revenues at the close of 
fiscal 2005, with the education fund at a 12% 
balance. Revenues for fiscal 2006 currently exceed 
estimates, and the governor has proposed a phased-in 
income tax reduction and using the education surplus 
for capital spending.  

Fitch has rated Alabama’s GO bonds ‘AA’ since the 
initial rating in 1993. 

State GO Ratings and Rating Outlooks 
(As of April 13, 2006) 

State Rating  Rating Outlook 
Alabama ‘AA’ Stable 
Alaska ‘AA’ Stable 
California ‘A’  Positive 
Connecticut ‘AA’  Stable 
Delaware ‘AAA’  Stable 
Florida ‘AA+’ Stable 
Georgia ‘AAA’ Stable 
Hawaii ‘AA’ Stable 
Illinois ‘AA’ Negative 
Iowa ‘AA’ Stable 
Louisiana ‘A’ Negative* 
Maine ‘AA’  Stable 
Maryland ‘AAA’ Stable 
Massachusetts ‘AA’  Stable 
Michigan ‘AA’ Negative 
Minnesota ‘AAA’  Stable 
Mississippi ‘AA’ Stable 
Missouri ‘AAA’ Stable 
Nevada ‘AA+’  Stable 
New Hampshire ‘AA’ Stable 
New Jersey ‘AA–’ Stable 
New York ‘AA–’  Stable 
North Carolina ‘AAA’ Stable 
Ohio ‘AA+’ Stable 
Oklahoma ‘AA’ Stable 
Oregon ‘AA–’  Stable 
Pennsylvania ‘AA’ Stable 
Rhode Island  ‘AA’ Stable 
South Carolina ‘AAA’  Stable 
Tennessee ‘AA’  Stable 
Texas ‘AA+’  Stable 
Utah ‘AAA’  Stable 
Vermont ‘AA+’  Stable 
Virginia ‘AAA’  Stable 
Washington ‘AA’  Stable 
West Virginia ‘AA–’ Stable 
Wisconsin ‘AA–’  Stable 

*Removed from Rating Watch Negative.  GO – General obligation. 
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 Alaska: ‘AA’, Stable Rating Outlook 
The Stable Rating Outlook and ‘AA’ credit are shaped 
by Alaska’s dependence on natural resources. State 
finances are managed conservatively, with petroleum-
related receipts making up the bulk of revenues, and 
there is no state personal income or sales tax. The state 
has built considerable balances in its permanent fund 
and a constitutional budget reserve, the latter of which 
the state relied on to address fiscal imbalances prior to 
the recent increases in oil prices. The volatility of oil 
prices and production remain a risk factor. Net tax-
supported debt remains moderate, and GO debt was 
entirely paid off prior to new debt issuance in 2003. 

Alaska is the fourth smallest state by population, with 
660,000 people. Alaska’s economy trailed that of the 
U.S. through most of the 1990s, as measured by 
employment growth, but it grew moderately during 
the national recession; 2005 per capita personal 
income was at 103% of the U.S. level. Government is 
the largest employer, accounting for 26% of 
employment, and the state benefits from a large 
military presence. Tourism is a growing, albeit 
seasonal, source of employment. Petroleum 
extraction accounts for less than 3% of employment, 
and other resource-based sectors, including gold and 
other minerals, fishing and timber, remain important. 

State finances have been conservatively managed, with 
much of the state’s petroleum-related revenues 
invested in the permanent fund, the corpus of which 
has grown to $34.6 billion, and additional mineral-
related settlements and taxes held in the constitutional 
budget reserve, now totaling $2.2 billion. Even so, 
remaining oil-related revenues have funded, on 
average, 82% of Alaska’s unrestricted general purpose 
revenues since fiscal 1979. Through much of the 
1990s, Alaska reported annual general fund operating 
deficits due, in part, to oil revenue fluctuations, and the 
state depended on draws from the constitutional budget 
reserve to maintain fiscal balance. Alaska reported a 
$648 million general operating surplus in fiscal 2005, 
and the governor projects a $1.1 billion general fund 
surplus in fiscal 2006 on general fund revenues of 
$4.3 billion. The governor has proposed using half of 
the surplus for fiscal 2007 education needs and 
investing a portion in state ownership of a proposed 
natural gas pipeline to the lower 48 states. The 
governor also proposed replacing Alaska’s oil 
production tax with a tax on oil profits.  

Bonded indebtedness continues to represent only a 
modest burden on Alaska’s general financial resources. 

The state’s net tax-supported debt outstanding is 
$834 million, which represents 3.5% of 2005 personal 
income, and 54% of it amortizes within 10 years. More 
than 60% of outstanding debt is GO, with most of the 
remainder lease debt. Lease financings to date have 
funded court, public health and food safety, and 
correctional facilities, and the state is pursuing 
additional lease debt for corrections. The state also 
reimburses municipal governments for a portion of local 
school construction. 

Alaska’s GO debt has been rated ‘AA’ since the 
initial rating in 1994. 

 California: ‘A’, Positive Rating Outlook 
The Positive Rating Outlook considers California’s 
continued economic and revenue improvement, 
notwithstanding a budget proposal that draws down 
balances and foregoes the opportunity to harness 
economic momentum. The current low rating reflects 
the fiscal collapse that California experienced in the last 
recession and its continued struggle to fully recover, 
even after massive deficit borrowing. However, it does 
not reflect the state’s credit potential, particularly given 
its economic breadth. This underlying strength and 
revenue growth provide the potential underpinnings for 
further financial recovery and credit improvement. Debt 
ratios are moderate, providing capacity as the state 
considers funding large capital needs. Revenue 
estimates appear conservative. 

Surging personal income tax revenues propelled 
growth in general fund revenues and balances from 
the mid-1990s through fiscal 2001. Tax revenues 
plunged $13 billion in fiscal 2002, primarily from the 
stock market collapse and associated losses in capital 
gains and stock options. With the recession and the 
effects of Sept. 11, financial deterioration continued 
through fiscal 2003. Stop-gap measures were largely 
unsuccessful, leading to deficits, a cash flow crisis, and 
significant projected funding shortfalls. In response, the 
state resorted to internal and external borrowing and, 
ultimately, deficit bonds. The fiscal 2005 adopted 
budget incorporated significant savings, although a 
structural imbalance of approximately 9% was 
anticipated for the following year. Since then, economic 
and revenue improvement has bolstered balances, along 
with a tax amnesty. Major tax revenues have increased 
approximately 7% this year and last.  

Revenues estimates have been revised upward this 
year, with capital gains and stock options estimated 
to have climbed to 13% of general fund revenues in 
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fiscal 2006; while high, this remains well below the 
nearly 25% level before the downturn. Gains from 
real estate transactions are estimated to constitute a 
significant component. An expansive proposed fiscal 
2007 budget increases spending 8.4%, exceeding 
conservative revenue estimates and resulting in an 
operating loss of $6.4 billion, or 7% of revenues. 
Excluding loan prepayments and early payment of 
deficit bonds, the operating loss declines to  
$4.7 billion. Fund balance would be drawn down to 
$674 million, leaving the state vulnerable to 
unforeseen events, such as potential capital gains and 
real estate volatility. Legislative consensus for long-
term solutions has proved elusive, owing in part to 
two-thirds majority budget passage requirements.  

California’s economy grew faster than the U.S.’s in the 
1990s and experienced moderate employment losses 
during the recession along with the nation, although 
Northern California and its technology sector suffered 
a pronounced and prolonged decline. The state is now 
experiencing moderate growth in all regions, including 
Northern California. Employment declined 1.4% from 
2001–2003 but has grown 2.7% since then, mirroring 
the U.S. rate; however, the impact of the same 
economic cycle on personal income growth was more 
pronounced in the state during the downturn and 
recovery. Personal income per capita, at 107% of the 
U.S. level, ranks 11th among the states. Notably, 
construction has led all employment sectors in growth. 
Residential real estate is now cooling, with housing 
sales and permits down in the latter half of 2005, and 
growth in home prices decelerating. The budget 
assumes a moderate correction; a steep decline could 
have a broader economic and revenue impact. 

Net tax-supported debt has increased 175% in 10 
years, including nearly $10 billion in deficit bonds. 
However, the current level of $55.3 billion in net tax-
supported debt remains moderate at 4.1% of 2005 
personal income, compared with 2.9% 10 years ago. 
Amortization is below average, with 39% maturing 
over 10 years. Although there is broad recognition of 
the need for significant infrastructure investment, no 
agreement has emerged to date.  While proposals are 
large, issuance would likely be phased in over a 
period of years, and with continued population and 
personal income base growth, ratios would likely not 
reach the high range.  

After downgrades to ‘BBB’ during the downturn, the 
state’s GO debt was upgraded to ‘A–’, following the 
sale of the deficit bonds and passage of the 2005 
budget, and then to ‘A’ last summer. 

 Connecticut: ‘AA’, Stable Rating 
Outlook 

Connecticut’s strong credit quality, reflected in its 
‘AA’ rating and Stable Rating Outlook, is based 
primarily on its wealth and economic resources. The 
state is the nation’s wealthiest, with 2005 per capita 
personal income at 138% of the U.S. average. 
Connecticut maintains a high level of net tax-
supported debt relative to other states, a factor 
mitigated in part by its rapid amortization. The state’s 
financial posture is improving along with the 
economy, with revenues far outpacing earlier, 
conservative estimates; however, spending pressures, 
particularly pensions and health care, remain. 

The economic base is spread across multiple sectors, 
with professional and business services, trade, 
transportation and utilities, education and health, and 
government constituting significant shares. The 
insurance industry maintains a major presence in the 
Hartford area, while Fairfield County in southwestern 
Connecticut drives the state’s high-income suburban 
and corporate base. Growth in Native American 
gaming has boosted the economy in southeastern 
Connecticut. Manufacturing continues to decline, with 
2005 employment in this sector 21% below the 1995 
level. Employment fell 2.9% between 2000 and 2003, 
more than twice the U.S. decline, although the losses 
were less severe than the downturn of the early 1990s. 
Employment growth resumed in 2004 and 2005, 
increasing 0.3% and 0.8%, respectively; however, 2005 
employment remains below its pre-recession peak. 

Connecticut’s net tax-supported debt burden of 
$13.0 billion is comparatively high, at 7.8% of 2005 
personal income, and is likely to remain high. However, 
GO debt amortization is rapid, with 68% of principal 
retired in 10 years. About 70% of net tax-supported debt 
is GO, and about 25% is special tax transportation 
bonds, with most of the remainder for the University of 
Connecticut system. Significant issuance is planned for 
all three areas in the coming years. Pension obligations 
are also pressing, with 2004 funding ratios for state 
employees’ and teachers’ funds falling to 54% and 
68%, respectively. 

Connecticut’s financial health has rebounded, although 
the state continues to face fiscal and structural 
challenges. The state depleted its $595 million rainy 
day fund in fiscal 2002, when declining personal 
income had a significant effect on tax revenues. In 
fiscal years 2002 and 2003, the state issued operating 
notes to close remaining deficits, as it had in fiscal 
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1991 during the previous recession. Financial 
conditions improved in fiscal years 2004 and 2005, 
including operating surpluses and rebuilding reserves. 
Fiscal 2005 ended with a $738 million operating 
surplus; much of this is being reallocated to the fiscal 
years 2006–2007 biennial budget, while $372 million is 
being added to the budget reserve, which now totals an 
estimated $605 million. Due to a surge in personal 
income and oil company taxes, the state now estimates a 
fiscal 2006 year-end general fund surplus of more than 
$600 million. The state’s practice of monthly revenue 
and spending forecast updates enables it to quickly 
identify changes in financial conditions. 

Fitch has rated Connecticut’s GO debt ‘AA’ since 
1995, when it was downgraded from ‘AA+’. 

 Delaware: ‘AAA’, Stable Rating 
Outlook 

The Stable Rating Outlook on Delaware’s ‘AAA’ 
rating assumes continued sound financial practices and 
sustained economic growth. Delaware’s premier credit 
standing centers on its considerable economic and 
financial resources, the latter of which is buttressed by 
institutionalized protections designed to ensure surplus 
operations. The state’s economy, historically wealthy 
but dependent on chemical and auto manufacturing, 
has diversified through deliberate policies that have 
created a climate attractive to banking and related 
business services, as well as pharmaceuticals. There is 
no state sales tax, aiding in the state’s comparative cost 
advantage. An above-average debt burden is tempered 
by a rapid rate of amortization, with 80% of GO bonds 
due in 10 years.  

General fund operations were very successful in the 
latter half of the 1990s, notwithstanding tax reductions. 
Underlying revenue growth slowed starting in fiscal 
2001, and revenue growth would have been negative 
by fiscal 2003 absent one-time windfall revenues. With 
gap-closing actions and economic improvement, the state 
ended fiscal 2004 with a large operating surplus, the first 
since 2000. Revenue performance was solid in fiscal 
2005, and growth has continued in fiscal 2006. The fiscal 
2006 budget included a significant gross receipts tax cut, 
which is paid by most businesses in the state. Independent 
revenue forecasts are updated frequently and form the 
basis for the state’s statutory debt and constitutional 
spending limits. A 5% budget reserve has been fully 
funded since it was created in 1980.  

Aiding Delaware’s financial performance has been 
steady economic growth. Since the recession of the 

early 1990s, population, employment, and personal 
income gains have generally exceeded the national 
averages. Like the nation, the state experienced declines 
in employment between 2000 and 2003, largely 
attributable to manufacturing losses. However, 
employment grew 2.2% in 2004, double the national 
rate, and 1.6% in 2005, slightly above that of the U.S. 
Unemployment remains well below the national 
average. Personal income growth lagged that of the U.S. 
in 2005; however, after strong performance in 2004, the 
state’s personal income per capita remains the 10th 
highest in the country, at 107% of the U.S. average. 

As a small state with a minimal number of local 
governments, Delaware’s service functions are highly 
centralized, leading to an upper moderate debt burden. 
Net tax-supported debt equals about $1.7 billion, or 
5.4% of 2005 personal income. This ratio remains well 
below the double-digit levels experienced in the 
state’s very weak fiscal period of the mid-1970s, 
reflecting steps taken by the state to reduce its 
bonding for capital. The state employees’ pension 
system is overfunded, and Delaware has been at the 
forefront of states in evaluating ways to address its 
other post-employment benefits (OPEB) liability 
(estimated at $3 billion).  

Challenges for the state include the still uncertain 
impact of the Bank of America purchase of MBNA, 
the state’s largest private employer. Exposure exists 
regarding lottery revenues (currently 8% of general 
fund revenues), as the video lottery has been approved 
in Pennsylvania and considered in Maryland. 
However, the state has enacted legislation to enhance 
its competitive position in both of these areas, and in 
February, Bank of America announced that it will 
maintain MBNA’s bank charter in Delaware. As in 
many states, transportation is a funding pressure. 

Delaware’s GO bonds have been rated ‘AAA’ since 
Fitch initiated the rating.  

 Florida: ‘AA+’, Stable Rating Outlook 
The Stable Rating Outlook for Florida’s GO debt rating 
is based on the overarching credit characteristics of the 
state, including a moderate debt burden, sound financial 
management practices, large reserves, fully funded 
pension systems, and a robust, broad service-based 
economy with a long track record of growth. The state 
faces large growth-related capital demands, especially 
for schools and class size reduction connected to a 
constitutional amendment, and rapid growth in 
Medicaid spending; also, its revenue sources are 
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vulnerable to declines in the rates of population growth, 
consumption, and housing market activity. 

Debt represents a moderate burden on Florida’s 
resources, as the state targets debt service levels equal 
to 6% of revenues. Net tax-supported debt of 
approximately $17.7 billion equates to a moderate 3% 
of 2005 personal income and is almost two-thirds full 
faith and credit GOs. Just over 47% is scheduled to be 
retired within 10 years, an average pace. Florida’s full 
faith and credit bonds, which require voter approval, 
are supported first by constitutional dedication of 
specific taxes for particular capital outlay purposes. 

Florida has accumulated large reserves, using parts of 
them for needs such as hurricane relief, but prudently 
limiting their use for operating expenditures. While 
revenues lagged from 2001–2003, requiring cuts and 
use of balances, the stabilization fund, now at just under 
$1 billion, remained intact. Tax receipts surged in fiscal 
years 2004 and 2005, and combined general and 
stabilization fund balances grew to $4.6 billion, or 
18.3% of revenues at the close of fiscal 2005. State 
revenues continue to climb; general revenue forecasts 
for fiscal 2006, which were raised in November 2005, 
are anticipated to be $26.4 billion, or 5.8%, higher than 
fiscal 2005. The fiscal 2006 budget has grown 9.2% 
from fiscal 2005 and includes a $92 million deposit to 
the budget stabilization fund, increasing its balance to 
$1.1 billion, or 4.4% of revenues. January 2006 general 
fund receipts, fueled by the sales and corporate income 
taxes, were 11.9% higher than those in fiscal 2005 and 
above the November forecast.  

The fourth largest state and the third fastest growing 
this decade, Florida boasts a broad service-based 
economy, which has shielded it from the 
manufacturing losses that have hurt other parts of the 
U.S. and reflects a growth state that draws in large 
numbers of new residents and visitors. Service 
industries, trade, and construction have an above-
average presence in the economy. In contrast to the 
U.S., employment in the state did not decline during 
the most recent recession but only slowed. The 1990s 
marked the third consecutive decade in which Florida 
grew by about 3.0 million residents. Population is now 
estimated at 17.8 million. Only California, Texas, and 
New York are more populous. While Florida remains 
among the oldest states in its age distribution (ranking 
first in the percentage of residents age 65 and above), 
it is no longer the oldest in terms of median age. 

Wealth measures are average, although personal income 
growth rates regularly exceed those of the U.S. due to 

population growth. The rate of personal income growth 
per capita has exceeded that of the U.S. in only three of 
the last 10 years. The state ranks 23rd in personal 
income per capita, or 96% of the U.S. level. 

Fitch rated Florida’s GO debt ‘AA’ until March 2005 
when it was upgraded to ‘AA+’. 

 Georgia: ‘AAA’, Stable Rating Outlook 
Georgia’s ‘AAA’ credit standing and Stable Rating 
Outlook result from its conservatively managed debt, 
consistent maintenance of sound financial operations, 
and diversified and growing economy. Georgia has 
issued only GO or guaranteed debt since the 1970s, 
and debt ratios remain moderate. Although Georgia 
faced some financial stress during the recession earlier 
this decade, the state’s finances have begun to recover. 
Economic growth has resumed following the downturn, 
with rising employment supported by a growing 
population and Atlanta’s prominence as a regional center.  

Georgia maintains conservative debt policies and a 
moderate debt burden. The state has issued only GO 
or guaranteed debt. Currently, about 90% of total debt 
is GO; 69% of this amortizes within 10 years. Net tax-
supported debt totals $7.7 billion, representing 2.7% of 
2005 personal income. The governor’s six-year debt 
plan anticipates continued growth in debt, including 
Georgia’s first grant anticipation revenue vehicle 
(GARVEE) issuance for highway needs, but ratios 
should remain in the low to moderate range. 

Through the 1990s, Georgia exceeded conservative 
revenue estimates, enabling the state to build 
unreserved balances and a revenue shortfall reserve. 
The recession and associated tax revenue shortfalls 
forced the state to depend on those reserves, and the 
state closed fiscal 2003 with a $1.1 billion operating 
deficit. Results improved in fiscal years 2004 and 
2005, with small surpluses enabling the state to begin 
rebuilding reserves, but they remain well below pre-
recession levels. Tax collections in fiscal 2006 are 
expected to grow 6% over last year, with further 
growth of 4.9% in fiscal 2007. After several years of 
restraint, state-funded expenditures are budgeted to 
rise 6.6% in fiscal 2006, and the governor’s fiscal 2007 
budget plan anticipates additional growth, much of it 
for education. 

Georgia’s population reached nine million in 2005, a 
40% increase over levels in the 1990s and twice the 
U.S. growth rate. Economic growth has resumed 
following the recession. Employment growth exceeded 
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U.S. levels through most of the 1990s but fell 2.6% 
between 2000 and 2003, nearly double the U.S. 
decline; annual gains of 1% to 3% were recorded in 
2004 and 2005, respectively. Personal income growth 
declined along with the U.S. from 2001–2003, and 
while initially slow to recover, growth in 2005 
exceeded the U.S. average. Trade is more significant 
here than in the nation, with Atlanta a prominent 
regional center. Manufacturing continues to be a big 
employer, although employment fell 16% between 
2000 and 2004. Planned closures of the Ford and 
General Motors facilities near Atlanta are offset in part 
by a new Kia facility to be built in West Point, 
expected to be operational in 2009. 

Fitch has rated Georgia’s GO debt ‘AAA’ since initially 
assigning the rating 1993. 

 Hawaii: ‘AA’, Stable Rating Outlook 
The Stable Rating Outlook and ‘AA’ rating reflect 
Hawaii’s strong economic and revenue performance and 
large fund balances, tempered by concern over pension 
funding levels, high debt, and the potential vulnerability 
of its tourism-dominated economy. Hawaii has a 
highly developed tourist economy, with extensive 
infrastructure and all-season attraction. The economy 
has been very strong since 2003, and revenue growth 
has been stellar, leading to substantial fund balances. 
Financial operations have been maintained soundly, 
even under stressful periods, and budgetary procedures 
are conservative. Hawaii has a very centralized 
government, and debt levels are quite high; however, 
it is nearly all GOs and amortizes rapidly.  

While the events of Sept. 11, 2001 had a sudden and 
severe impact on this airline-dependent state, tourism 
growth has since resumed and exceeded its previous 
peak. The growing presence of second homes and 
time shares has supplemented tourism. The large 
military presence continues to be an important factor, 
and surging employment growth in professional, 
business, and medical services has enhanced 
diversification. Job growth has been strong since 2003, 
and income growth has exceeded the nation in each year 
since 2002. Per capita personal income is nearly at par 
with the U.S. rate, although this is down from 115% of 
the U.S. in 1993. Employment grew 2.8% in 2004 and 
3.2% in 2005, pushing unemployment down to just 
2.8%, the nation’s lowest. 

Hawaii has maintained fund balances even during 
difficult times, and strong revenue growth starting in 
fiscal 2004 has led to large balances. Revenues in 

fiscal 2005 were up 15.5% over one year prior, and 
the state closed with a $486 million balance. Fiscal 
2006 revenues are also robust and well ahead of the 
forecast, which projected the state would finish with 
a $574 million balance, or 12% of revenues. In spite 
of these large balances, the state’s rainy day fund 
remains a paltry $55 million, although the governor 
has proposed doubling the fund with a one-time 
deposit from surplus. Pensions have become a 
concern, falling from over 95% funding in 2000 to 
less than 69% today. The high debt levels are in part 
due to the state’s comparatively large financing role, 
including running the public school system. Net tax-
supported debt of approximately $4.8 billion amounts 
to 10.9% of 2005 personal income. 

Fitch upgraded Hawaii’s GO debt to ‘AA’ in 
February 2006. Prior to that, it had been rated ‘AA–’ 
since the rating was initially assigned in 1998. 

 Illinois: ‘AA,’ Negative Rating Outlook 
Illinois’s Negative Rating Outlook reflects continued 
financial constraints, as evidenced by a budgetary basis 
fund balance deficit that has existed for many years. In 
addition, the statutory plan to address Illinois’s 
massive and long-standing unfunded pension liability 
calls for the state’s contribution to grow from $1.4 
billion to $3.8 billion in 2010, equal to about 9% of the 
current total expenditure level. Revenues have 
exceeded estimates thus far this year, and both capital 
and expenditure growth has been restrained. However, 
Fitch believes that, barring a significant revenue 
increase or a substantial reduction in expenditures, 
Illinois will be unable to follow its own plan to contain 
the $39 billion unfunded pension liability. This 
intractable problem, including cash flow pressures, is 
apt to impair credit quality despite the breadth and 
wealth of the state’s large economy, on which the 
current rating is based. 

Illinois’s economy has gradually gained momentum, 
with its strength resting in metropolitan Chicago, the 
nation’s third largest metro area and home to two-thirds 
of its population. The region, a transportation, 
finance, business, educational, and cultural hub, 
continues to attract investment and talent. However, like 
neighboring Great Lakes states, Illinois was hit hard by 
the recent recession and has been slow to recover. 
Income and job growth generally has lagged the nation 
for years now, and following three years of losses, 
employment in 2005 was 1% above the 2003 level. Per 
capita personal income has grown slowly as well, 
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lagging national rates, but is now 104% of the U.S. 
level. 

State finances have been under strain, although revenue 
collections have mirrored economic improvement, with 
the total up 8% in fiscal 2005, led by strong personal 
and corporate income tax receipts of 9.7% and 24.3%, 
respectively. Expenditure growth has been limited, in 
part, due to significant employee headcount reductions 
since 2002. Cash balances, including the stabilization 
fund, rose to $773 million, or nearly 3% of general fund 
receipts, but when accounts payable are considered, the 
result was a negative $474 million. On a generally 
accepted accounting principles (GAAP) basis, the 
unreserved general fund balance at June 30, 2004 (the 
most recent available) was negative $2.6 billion, or 
about 10.1% of annual general fund revenues, reflecting 
the large accounts payable, particularly for Medicaid. 
Cash stringency has long been a problem in Illinois. 
Progress was made in reducing payables and bolstering 
balances, but the adverse economy beginning in 2001 
reversed the trend. Despite deficit financing in 2003 and 
use of short-term borrowing, cash flow difficulties are 
likely to continue. 

Illinois historically has been a low debt state, and new 
issuance for capital purposes has been disciplined. 
Nevertheless, debt has risen due primarily to the 
issuance of $10 billion in pension funding bonds in 
2003, portions of which were effectively used to fund 
state operations. Currently, net tax-supported debt of 
about $23.4 billion is in the upper moderate range at 
5.1% of 2005 personal income and, excluding bonds to 
fund pensions, a more modest 3.4%. While the pension 
funding ratio improved after the 2003 financing and 
benefit reforms in 2005, influenced by partial pension 
holidays and market performance, it is now 60%. 

Fitch has rated Illinois’s GO debt ‘AA’ since May 
2003 when it was downgraded from ‘AA+’. 

 Iowa: ‘AA’, Stable Rating Outlook 
The Stable Rating Outlook on the State of Iowa’s 
implied ‘AA’ GO bond rating reflects the state’s 
economic and revenue improvement, reduced 
reliance on nonrecurring resources, and recent 
restoration of reserves and trust fund balances. Credit 
strengths include the state’s conservative use of debt 
and low debt burden, and good financial position. 
Economic resources are substantial, although reliance 
on manufacturing and agriculture has resulted in 
above-average cyclicality. 

Net tax-supported debt, which totals $324 million, or 
0.3% of 2005 personal income, places a very low 
burden on state resources while taking account of the lack 
of centralization, as it is mostly agency issued. The state 
does not issue GO debt. Agency debt has been issued for 
natural resources, corrections, underground storage tanks, 
school infrastructure, and economic development and is 
supported by various fees, including gaming revenues.  

Iowa’s financial operations, reliant on personal income 
and sales taxes, have been conservatively maintained. 
Financial reforms, including conservative budgeting 
requirements, were enacted over a decade ago to mitigate 
a large deficit. Several reserves also were established, 
with periodic adjustments among them to equal the 
statutory goal of 10% of revenues. A cigarette tax 
increase has been proposed to cover health care expenses.  

Despite Iowa’s financial conservatism, pressures were 
evident in fiscal years 2002–2004. Revenue growth 
slowed, with operations relying on budget cuts, one-time 
revenues (including tobacco bonds), and operating deficits, 
which significantly reduced the general fund balance. 
Economic growth has improved state finances, with strong 
revenue performance and replenished reserves. The 
projected fiscal 2006 general and reserve fund balance 
of $466 million is 9.2% of revenues. The state continues 
to utilize expenditure shifts to trust funds to provide 
property tax relief. The fiscal 2007 recommended budget 
begins to repay some funds for draws in prior fiscal years, 
although other obligations remain. The budget proposal 
projects slower gains in employment and personal income 
and recommends a cigarette tax increase to accommodate 
growth in health care costs.  

Manufacturing dominates both employment and 
earnings in Iowa, followed by trade, agriculture, and 
the insurance industry. After three years of job loss 
from 2001–2003, employment growth of 1.2% in 2004 
and 1.6% in 2005 was slightly above the U.S. rate. 
Recent areas of gain include those stimulated by 
economic development in bioscience, advanced 
manufacturing, and financial services. The economic 
impact of Whirlpool’s acquisition of Maytag, a major 
Iowa employer, remains uncertain. Personal income 
rose 9.1% in 2004, 152% of the U.S. rate of gain, in 
part due to agricultural cyclicality; however, growth 
moderated to 4.5% in 2005, compared with 5.6% for 
the nation. Iowa’s personal income per capita, at 93% 
of the U.S. level, ranks 28th among the states. 

The implied GO bond rating for the State of Iowa has 
been ‘AA’ since Fitch initially assigned the rating in 2001.  
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 Louisiana: ‘A’, Negative Rating 
Outlook; Removed from Rating 
Watch Negative 

The removal from Rating Watch Negative recognizes 
the state’s prompt action to address projected shortfalls, 
substantial financial balances, and significantly stronger 
revenue projections than initially expected in the 
aftermath of Hurricanes Katrina and Rita. The state’s 
rating was downgraded to ‘A’ from ‘A+’ in December 
2005 following the hurricanes. The Negative Rating 
Outlook reflects continued uncertainty regarding 
recovery from the hurricanes given the magnitude of the 
disruptions and extent of the economic losses. Credit 
improvement will depend on progress in New Orleans 
and demonstration of a sustainable ongoing state 
financial situation.  

Pre-Katrina, the 1.3 million people residing in the 
New Orleans metropolitan area made up nearly 30% 
of the state’s population and about one-third of state 
employment. The population of New Orleans at the 
end of February 2006 is estimated to be down about 
60% from pre-hurricane levels; however, other areas 
of the state, particularly Baton Rouge, have 
experienced employment and population gains, and 
the key oil and gas and tourism industries have 
shown signs of recovery. As of February 2006, the 
state’s population was estimated to have fallen 8% 
from pre-hurricane levels, with state employment for 
the month 8.4% below February 2005. Based on 
preliminary figures, Louisiana’s personal income 
declined 8.7% in 2005, compared with 5.6% growth 
for the U.S. Personal income per capita dropped to 
50th among the states, down from 42nd in 2004. 
Significant challenges to the repopulation of New 
Orleans remain, with severe housing and labor 
shortages. Progress has been limited.  

Federal assistance has been significant. In addition to 
general Federal Emergency Management Agency 
(FEMA) relief and recovery spending, specific 
assistance has been provided for Medicaid and 
education, among other purposes. The governor 
announced plans to use $12.1 billion in federal grants 
(assuming congressional approval of $4.2 billion 
included the president’s most recent request) to fund a 
comprehensive housing program, including support of 
affordable rental properties, as well as infrastructure 
($2.5 billion) and economic development ($350 million). 
Gulf opportunity zone legislation allows for up to 
$4.5 billion in second advance refundings on 
outstanding local and state issues, $200 million in 
federal tax credit bonds (contingent upon a $200 million 

state match), and $7.8 billion in additional tax-exempt 
private activity bond authorization. The U.S. Army 
Corps of Engineers had committed to restoring levees to 
category 3 protection levels by the start of the hurricane 
season on June 1, although issues have arisen regarding 
the cost, timing, and adequacy of levee repair.  

The state has acted to maintain financial balance 
following the shock of the hurricanes. In late October 
2005, the state’s revenue estimating conference 
lowered general fund revenue estimates by $971 million 
in fiscal 2006 and $786 million in fiscal 2007, and in 
November, the state legislature closed the resulting 
budget gap, primarily through deep spending cuts. In 
January 2006, the conference raised estimates by $599 
million for fiscal 2006 and $489 million for fiscal 2007, 
reflecting unexpected strength in post-hurricane revenue 
performance. The current forecast projects that state 
general fund revenue will decline 6.6% in fiscal 2006 
from fiscal 2005 before rising 3.1% in fiscal 2007. The 
governor’s proposed budget for fiscal 2007 includes 
substantial new education spending and no major 
program cuts. As in the current fiscal year, one-time 
federal recovery assistance is significant.  

The state has significant balances in several funds, 
providing liquidity. A budget stabilization fund is 
expected to be fully funded on June 30, 2006 at the 
maximum level (4% of total state revenue, or about 
$682 million, and 9.8% of fiscal 2006 state general 
fund revenue). Additionally, the state has about  
$3.2 billion in nontransportation trust funds. The state 
currently has no plans to tap trust funds, and access to 
many is constitutionally restricted and would require 
voter approval. Nevertheless, the funds represent a 
potential backstop for the state.  

Current state debt levels are moderate, at about $4 billion, 
or 3.6% of 2005 personal income. By policy, debt 
issuance is well controlled; a stringent debt limit 
restricts debt service to 6% of general and dedicated 
fund revenues. Funding of the state’s two largest 
pension systems was low at 61.3% (state employees) 
and 63.6% (teachers) as of June 30, 2005. 

Prior to the hurricanes, Louisiana’s credit had been on a 
positive trajectory. The rating was upgraded to ‘A+’ 
from ‘A’ in April 2003 following a constitutional 
change that shifted greater reliance on the personal 
income tax from the sales tax, enhancing financial 
stability, the buildup of sizable reserves, dramatic debt 
reduction, and Medicaid reform. The rating also 
recognizes strong legal provisions for GO debt, with all 
nondedicated revenues flowing into the bond security 



 

Public Finance 

State General Obligation Rating Outlooks 

10 

and redemption fund to provide first for debt service, as 
well as limits designed to control financial operations, 
including a revenue limit, an expenditure cap, and 
restricted usage of nonrecurring revenues. Credit 
strengths have always been tempered by volatility 
inherent in the state’s energy-reliant economy. 

 Maine: ‘AA’, Stable Rating Outlook 
The Stable Rating Outlook is based on Maine’s 
proven ability to accommodate demands for increased 
education and medical assistance spending and property 
tax relief without greater use of nonrecurring measures 
despite flat economic performance. Maine’s GO debt is 
rated ‘AA’; this reflects the state’s low debt burden and 
strong debt structure, with rapid amortization, as well as 
institutionalized financial reforms, including expenditure 
and debt controls and reserve funding provisions.   

Maine’s economy traditionally has relied on 
manufacturing (primarily nondurable), tourism, and 
natural resources, although the trade and services 
sectors have expanded.  Employment growth preceding 
the most recent recession was strong, outpacing national 
gains.  During the downturn, manufacturing losses were 
offset by gains in other areas, resulting in flat employment 
levels. Employment rose 0.8% in 2004 but stagnated in 
2005, with no growth that year even as U.S. employment 
rose 1.5%. The manufacturing sector continues to decline, 
although the federal government’s decision to forego 
closure of the Portsmouth Naval Shipyard eliminates a 
significant risk to the state’s economic outlook. After 
exceeding the U.S. rate of gain for several years, Maine’s 
2005 personal income growth of 4.5% lagged the 
national rate of 5.6%. Personal income per capita is 
90% of the U.S. level, ranking it 34th among the states. 
Maine’s median age of 40.7 is the oldest among the 
states, raising uncertainty about future work force 
growth. 

Maine has experienced fiscal pressures since the most 
recent downturn, when the state relied on spending 
restraint as well as general and rainy day fund balances 
to support operations. Financial controls and moderate 
revenue growth have enabled the rebuilding of 
surpluses since the last fiscal year. Nevertheless, a 
structural imbalance continues, largely due to a June 
2004 voter initiative directing the state to assume a 
larger share of education costs to provide relief from 
high local property taxes. The legislature, which has the 
authority to modify voter initiatives, has opted to phase 
in the provision over four years. The adopted budget for 
the current 2006–2007 biennium absorbs the $240 million 
increase in education costs, avoiding an earlier proposal 

to utilize pension bonds to address the gap. Higher 
expenses were covered instead through deeper cost 
reductions, operating efficiencies, and increases in 
cigarette taxes and other fees. The structural gap, much 
of which is being driven by the four-year education 
funding phase in, has fallen from $1.2 billion in 
2004–2005, and is projected to be $433 million in the 
next biennium, or about 6% of revenues. The initiative 
process remains active in Maine, especially for tax and 
expenditure limits. Although a taxpayer bill of rights 
(TABOR) proposal narrowly missed inclusion in this 
year’s ballot, the decision is being appealed.  

Maine continues to have a strong debt posture. Net tax-
supported debt totals $826 million and equals 2% of 
2005 personal income, and GO bonds, which make up 
59% of the total, are due within 10 years. The state’s 
pension system is funded at less than 70%, and in fiscal 
2003, the amortization period was extended to provide 
budgetary relief. However, in recent years, the state has 
exceeded its annual required contribution for pensions. 

Fitch has rated Maine’s GO bonds ‘AA’ since May 
2005, following a downgrade from ‘AA+’. 

 Maryland: ‘AAA’, Stable Rating Outlook 
The Stable Rating Outlook reflects Maryland’s wealthy, 
diversified economy, moderate debt levels, commitment 
to keeping debt within affordability limits, and strong 
financial operations; all of which support its 
longstanding ‘AAA’ rating. Maryland’s economy 
remained resilient through the most recent recession and 
continues to benefit from its proximity to the nation’s 
capital. Net tax-supported debt levels are moderate; 
most debt is GO, and the state’s constitutional mandate 
to repay debt within 15 years has ensured rapid 
amortization. The state’s financial operations have 
strengthened in recent years, with sizable operating 
surpluses and growing fund balances. 

Maryland’s economic strength rests on several 
factors, including proximity to the nation’s capital 
and the importance of Baltimore and surrounding 
areas as a port, commercial center, and tourist 
attraction. The state is one of the nation’s wealthiest, 
with 2005 personal income per capita at 121% of the 
U.S. level, ranking  it fourth among the states. The 
downturn of the early 1990s was more pronounced in 
Maryland than the U.S. as a whole, and for most of the 
1990s, employment and personal income growth lagged 
U.S. figures. However, from 1999–2004 Maryland 
outpaced the U.S. in employment and personal 
income growth, expanding throughout the recession. 
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Maryland’s reliance on services and government has 
contributed to its recent economic strength. Job 
growth in the services sector has offset declines in 
manufacturing, with most of the gains in counties 
adjacent to Washington, D.C. The state generates 23% 
of personal income from government sources versus 
17% nationally. Maryland also expects to gain 20,000 
jobs by 2010 from military base realignment. 

Maryland has moderate debt levels and a longstanding 
commitment to strong debt management. Following 
recent issuances, total net tax-supported debt is now 
approximately $6.8 billion, or 2.9% of 2005 personal 
income. GO bonds account for almost three-quarters of net 
tax-supported debt, with the remainder consisting of 
‘AA–’ rated debt issued by the Maryland Department of 
Transportation and the Maryland Stadium Authority. 
Roughly three-quarters of GO and transportation debt is 
amortized in 10 years. Maryland’s largest pension is 
funded at 88%, a relatively high level, and the state has 
taken steps to identify its obligations for nonpension 
retirement benefits. 

Although Maryland faced several challenging years 
earlier this decade, financial operations have improved 
considerably. Tax revenue shortfalls generated operating 
deficits in fiscal years 2002 and 2003. In addition to 
relying on its rainy day fund, the state used fee and 
property tax increases, spending cuts, and fund transfers 
to deal with revenue losses. In the past two years, the 
state recorded surpluses, with the fund balance at $1.6 
billion, or 14% of revenues, in fiscal 2005. Maryland’s 
midyear forecast now projects fiscal 2006 general fund 
revenue growth of 6.9%, compared with 3.0% when the 
fiscal 2006 budget was adopted. Fiscal 2007 revenues 
are projected to climb an additional 4.8%. Transportation 
spending needs remain paramount, with the governor 
advocating construction of a controversial highway — 
the Intercounty Connector — through suburban 
Montgomery and Prince George’s counties.  

Maryland’s GO bonds have been rated ‘AAA’ since 
initially assigning the rating in 1993. 

 Massachusetts: ‘AA’, Stable Rating 
Outlook 

The Stable Rating Outlook for Massachusetts’ ‘AA’ 
rating, which was upgraded from ‘AA–’ in July 2005, 
anticipates continued sound budgeting policies 
supporting a favorable financial position. The rating 
reflects the commonwealth’s considerable economic 
resources and prudent financial management, which 
have enabled surplus operations and the rebuilding of 

reserves to strong levels in the current recovery. These 
strengths remain tempered by a very heavy debt burden. 
Net tax-supported debt of about $28 billion equals 10% 
of 2005 personal income, and Fitch expects that debt 
will remain high as the commonwealth embarks on 
direct funding of its share of school building costs.  

Massachusetts has a fundamentally strong and wealthy 
economy, with the second highest personal income per 
capita in the nation (128% of the U.S. level). 
Economic improvement appears to be under way, 
although growth lags the nation. Employment 
declined 2.4% in 2002 and 1.9% in 2003, among the 
steepest drops of the states, but was down only 0.1% in 
2004. Year-over-year gains have been registered in 
every month since July 2004, and 2005 employment 
was up 0.5%, compared with 1.5% for the U.S. The 
percentage of the Massachusetts population with a 
bachelor’s degree is the highest in the nation.  

Massachusetts built up significant fund balances 
through fiscal 2001 and used the large accumulated 
reserve position as a safety valve when revenues, 
under pressure from recession and drastically reduced 
capital gains, dropped sharply in fiscal 2002. The 
commonwealth, cutting spending significantly and 
suspending scheduled tax reductions, did not rely as 
heavily on nonrecurring resources to solve its budget 
problems, as did some other states, but the 
stabilization fund balance dropped from $1.7 billion 
in 2001 to $641 million in fiscal 2003. With revenue 
exceeding estimates in fiscal 2004, the balance rose to 
$1.14 billion, and strong revenue performance in fiscal 
2005 allowed a further increase to $1.7 billion. 
Revenue projections for fiscal 2006 have been raised 
on several occasions, and tax revenue is currently 
forecast to grow about 6% over fiscal 2005, to  
$18.2 billion, with particularly strong nonwithholding 
personal income and corporate tax receipts. The 
ending stabilization fund balance for fiscal 2006 is 
estimated to be as high as $2.6 billion. Other funds, 
such as the $444 million health care security trust 
funded from tobacco settlement payments, represent 
significant additional reserves. The governor’s 
proposed budget for fiscal 2007 includes a phased-in 
income tax cut, from 5.3% to 5.0% over two years, 
and substantial increases in local aid but maintains 
sizable reserves. The state has passed a health care 
reform initiative focused on expanding coverage to 
all commonwealth residents; the ultimate financial 
impact is uncertain. 

The commonwealth employees’ retirement system 
has an 83% funding ratio, but the funding ratio of the 
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teachers’ retirement system is a low 68%. Annual 
commonwealth pension contributions increased 
significantly in fiscal 2005 and are expected to be 
maintained at the higher level. 

 Michigan: ‘AA’, Negative Rating 
Outlook 

The Negative Rating Outlook reflects Fitch’s belief that 
Michigan will continue to shed manufacturing jobs, 
increasing financial pressures and making addressing 
deferred spending needs more difficult. The troubled 
auto and auto parts sectors bring significant 
uncertainties to the state’s GO bond rating of ‘AA.’ 
This rating is based on strong management, a 
conservative approach to debt and financial operations, 
and a historical willingness to rapidly respond to 
revenue shortfalls. However, ongoing job losses have 
limited future financial flexibility. Michigan lost jobs 
for the fifth consecutive year in 2005, with that trend 
continuing into February 2006. The economy continues 
to suffer, even as the nation recovers, because of 
downturns at Ford and General Motors (GM), both of 
which have announced restructuring plans that will cost 
the state more jobs.  

The recessionary losses that ceased in most states some 
time ago have continued in Michigan. Employment fell 
0.2% in 2005, 6.2% below the 2000 level. The state 
consensus forecast calls for an additional 0.6% loss in 
2006 and flat growth in 2007. The transportation 
equipment sector still employs nearly 229,000 (or 5.3% 
of total work force), down nearly one-third from the 
2000 peak. Assuming already announced layoffs and 
buyouts are implemented, employment levels should 
continue to decline. Furthermore, additional 
deterioration at GM, Ford, and their major suppliers, 
particularly Delphi, would negatively affect Michigan, 
where corporate headquarters, manufacturing facilities, 
and many pensioners are located. While the economic 
picture has been troubled in southeastern Michigan, 
the western portion of the state has undergone some 
recovery and even saw job growth last year. Statewide, 
personal income growth has fallen short of the nation 
for 10 of the past 11 years, and preliminary 2005 per 
capita income is at 96% of the U.S. level.  

The state has managed the downturn deftly, typically 
through spending cuts (including at midyear), avoiding 
deficit borrowing or excessive use of one-time 
resources. General fund spending, which reached as 
high as $9.9 billion in fiscal 2000, was proposed at just 
$9.3 billion for fiscal 2007. Cuts have occurred in 
school aid fund spending, although the effect has been 

mitigated by declining K–12 enrollment in each of the 
last three years. For fiscal 2007, the state expects just 
2.1% growth in the general fund and 3.2% in the 
school fund. Fiscal 2005 closed on Sept. 30 with a 
combined school and general fund surplus of 
$318 million; however, much of the surplus was used 
for a permanent cut in business tax rates. The governor’s 
fiscal 2007 budget proposes eliminating an estimated 
$408 million projected budget gap through the use of 
balances, raising some revenues, and continued fiscal 
austerity. A ballot proposal to guarantee increased 
funding for education and a legislative proposal to 
sunset the state’s business tax at the end of fiscal 2007 
would complicate the state’s ability to continue to 
manage the downturn. Net tax-supported debt of about 
$7.0 billion remains manageable at 2.1% of 2005 
personal  income, and pension systems — closed to new 
employees — are relatively well-funded.  

Fitch has rated Michigan’s GO bonds ‘AA’ since 
December 2004, when the bonds were downgraded 
from ‘AA+’. 

 Minnesota: ‘AAA’, Stable Rating 
Outlook 

Minnesota’s superior credit standing reflects several 
factors, each of which contributes to the Stable 
Rating Outlook on the state’s ‘AAA’ GO debt rating. 
The debt structure is excellent; nearly all debt is GO 
and amortizes rapidly, and there has been notable 
restraint in extending credit. The state has a broad-
based economy, with a significant presence of the 
manufacturing, service, and trade sectors, positive wealth 
indicators, and resumed employment growth. Minnesota 
has become highly sensitive to changes in its fiscal 
environment, with frequent reviews of revenue forecasts 
and timely legislative action. As such, the state was 
responsive to slowing growth in 2001, including a 
precipitous decline in capital gains, which led to a large 
revenue loss. 

Minnesota’s low net tax-supported debt burden of 
approximately $3.8 billion is 2% of 2005 personal 
income. Amortization remains rapid, as 70% of GO 
bonds, which equal 95% of net tax-supported debt, 
mature within 10 years. By policy, the debt burden is 
expected to continue at its current low to moderate level. 

Minnesota’s economy closely resembles the nation’s, 
growing steadily throughout the 1990s. After job 
losses in 2002 and 2003, nonfarm employment 
expanded in 2004 and 2005 and has been above the 
prerecession high since August 2005. The state’s 
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unemployment rate, which historically has been 
below that of the nation, was 4.0%, 78% of the U.S. 
rate, in 2005. Personal income per capita grew faster 
than the national average for most of the past decade, 
although it was below the national rate in 2005; 
Minnesota’s ranking improved to ninth among the 
state’s in 2005 from 18th in 1993. 

Revenues, fueled by individual and corporate income 
tax receipts, have exceeded estimates, allowing the 
state to rebuild reserves to prerecession levels and 
return to a positive general fund GAAP balance. 
Projected shortfalls for the 2001–2003 and 2003–
2005 biennia (as high as $4 billion for 2003–2005) 
were largely eliminated through nonrecurring 
resources. After revenues surpassed expectations, the 
state closed the 2003–2005 biennium with $653 million 
in the budget reserve and $350 million in a cash flow 
account, for total reserves of nearly 7% of fiscal 2005 
revenues. On a GAAP basis, operations reversed a 
deficit into a relatively small $93 million fund 
balance at June 30, 2005. Although improved 
revenues and other measures substantially reduced 
the structural imbalance for the 2005–2007 biennium, 
budget negotiations were contentious, resulting in a 
partial government shutdown. An eventual agreement 
addressed a projected $466 million shortfall by 
enacting revenue enhancements, notably cigarette and 
other tobacco increases expected to generate about 
$400 million. Biennium revenue estimates have since 
been raised twice, totaling $818 million, reflecting early 
strength in corporate franchise taxes and incorporating 
the reduced revenue from the state supreme court ruling 
regarding the tax liabilities of companies with out-of-
state subsidiaries. The ultimate revenue impact of a 
recent court decision against the state concerning the 
legality of the new cigarette (health impact) fee is not 
yet fully known; however, in January 2006, the district 
court stayed its order pending appeals, allowing the 
state to continue to collect the fee. 

Fitch has assigned a ‘AAA’ rating to Minnesota’s 
GO debt, without fluctuation, since 1995. Previously, 
the rating had been ‘AA+’. 

 Mississippi: ‘AA’, Stable Rating 
Outlook 

The Stable Rating Outlook reflects the expected 
recovery and rebuilding from Hurricane Katrina with 
the help of federal aid and continuation of the 
conservative borrowing and financial practices that led 
to support Mississippi’s ‘AA’ GO debt rating. 
Additional strengths include a diversifying economy 

and moderate debt, tempered by very low education and 
wealth levels. Hurricane recovery is under way, but 
challenges and uncertainties remain. While overall 
employment is stable, jobs in the most heavily affected 
areas of the state are down by one-third.  

Damage from the hurricane is a key feature of the 
state’s credit and will remain so as it rebuilds over 
the next several years. Hurricane Katrina caused 
broad destruction to coastal areas, with the heaviest 
damage in Gulfport, Biloxi, and Pascagoula, which 
represent about 15% of the state’s population and 
employment base. Casinos are being rebuilt, aided by 
legislation allowing them to re-locate on land. 
Residential rebuilding has commenced, although 
some uncertainty remains until FEMA releases 
revised flood plain maps. Ports and shipbuilding 
facilities along the coast are active again. 

Prior to the Aug. 29, 2005 hurricane, Mississippi’s 
economy had begun to recover from a recession that had 
caused annual job losses from 2001–2003, with 
manufacturing jobs declining nearly 20%. Employment 
grew in 2004 and through August 2005, led by growth 
in the transportation equipment and leisure sectors. The 
hurricane altered this dynamic, and September 
employment was down 1.3% over one year prior, with 
jobs in Biloxi down one-third. With cleanup and 
rebuilding under way, employment has recovered, with 
January levels slightly higher than one year prior. While 
the economy has diversified away from agriculture and 
lower value manufacturing and income growth 
exceeded the nation from 2001–2004, per capita income 
in 2005 was just 73% of the nation’s, ranking 
Mississippi 49th among the states. Education and 
poverty measures are also among the nation’s worst.  

The revenue impact from the hurricane has been more 
modest than expected, even with the destruction of 
several casinos, which had provided growing revenue. In 
October 2005, the state prudently lowered fiscal 2006 
revenue estimates by $34 million; however, by March 
2006, with all major revenues exceeding predictions, the 
state increased estimates by $181 million. Mississippi now 
expects revenues of nearly $4.2 billion for fiscal 2006, up a 
remarkable 11.3% over fiscal 2005. Fiscal 2007 is 
projected to grow an additional 5%. On the expenditure 
side, the state estimates it may be required to match around 
$150 million–$200 million of FEMA spending for 
infrastructure replacement. However, the state intends to set 
aside about $300 million–$350 million of additional federal 
Medicaid aid for hurricane-related spending. 
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Mississippi has demonstrated that its strong financial 
mechanisms and controls, along with ample reserves, 
would allow it to withstand difficult times. The state used 
reserves and significant one-time measures during the 
recession; it had been rebuilding reserves and coming 
into structural balance before the hurricane. Mississippi’s 
net tax-supported debt is now about $3.5 billion, and 
while debt ratios are moderate, at 4.7% of 2005 personal 
income, they are significantly higher than one decade 
ago. Amortization is rapid, at 69% within 10 years. 
Pension funding at the state’s largest system declined to 
72% as of June 30, 2005, down from 88% in 2001. 

Fitch has rated Mississippi’s GO bonds ‘AA’ since 
their initial rating in 1997.  

 Missouri: ‘AAA’, Stable Rating Outlook 
The Stable Rating Outlook and ‘AAA’ rating reflect 
Missouri’s conservative approach to debt and history of 
balanced operations. The state has acted quickly to 
respond to fiscal stress, with the governor having the 
right to withhold funds to achieve budget balance. 
Significant spending reductions have been necessary to 
maintain balance in recent years. The state’s overall debt 
burden remains low, and amortization is rapid. Voter 
approval of Amendment 3, a transportation funding 
provision, will increase borrowing by Missouri’s 
Department of Transportation in future years. 

Missouri’s economic base generally mirrors that of the 
nation, although it underperformed the nation during the 
recent recession and recovery. After three years of 
employment losses between 2001 and 2003, 
employment grew 0.5% and 1.3% in 2004 and 2005, 
respectively, behind the national average of 1.1% and 
1.5%. The economy is broad and considerably diverse, 
having shifted to services from manufacturing. However, 
manufacturing, particularly durable goods, remains an 
important, albeit declining, sector in Missouri. The state 
continues to be a major manufacturer of transportation 
equipment, machinery, and chemicals. Missouri ranks 
30th among the states in 2005 personal income per 
capita, at 92% of the U.S. average. 

Missouri traditionally has maintained conservative 
financial operations, with resources matched to 
commitments. Budget reserves remain large, and 
were left largely untapped during the recession earlier 
in this decade. The state maintained budgetary 
balance in fiscal year 2005 through the use of prior 
year resources and spending restraint. Recent revenue 
growth has been strong, with the state expecting to 
collect $7.0 billion during fiscal 2006, 4.9% higher 

than the previous year. Revenue is expected to grow 
another 4.5% in fiscal 2007. Austerity measures, 
including large cuts in Medicaid, are constraining 
spending growth to 1.3% in fiscal year 2006, 
although the governor’s proposed budget for fiscal 
year 2007 foresees spending growth of 7.2%. Much 
of the proposed growth is concentrated in education, 
social services and corrections. Amendment 3, 
approved by voters in 2004, may pressure spending 
growth further by shifting state motor vehicle sales 
taxes to the transportation fund. When fully implemented 
in fiscal 2009, new revenues of $180 million annually 
will be dedicated to construction and maintenance of 
roads and bridges, and additional expenses will be 
shifted to the general fund. 

Missouri’s cautious use of debt is the foremost credit 
consideration. Ratios are low, with net tax-supported 
debt at 1.7% of 2005 personal income. Outstanding 
debt totals $3.1 billion and amortizes quickly, at 73% 
in ten years. During the last ten years, the state has 
shifted from issuing largely GO debt to leases and 
certificates of participation (COPs). GO bonds now 
represent 24% of net tax-supported debt, down from 
50% in 2000.  

Fitch has maintained the ‘AAA’ rating on Missouri’s 
GO debt since first assigning the rating in 1989. 

 Nevada: ‘AA+’, Stable Rating Outlook 
The Stable Rating Outlook is based on the sound debt 
and financial position that support Nevada’s ‘AA+’ 
rating, as well as its success in managing the growth 
and development of its economy. Nevada has the 
fastest population growth of any state, and resource 
growth has kept pace. The economy is concentrated 
in Clark County, where Las Vegas and its suburbs are 
located. Financial operations are managed 
conservatively, with budgets requiring a reserve of at 
least 5% of operating appropriations. The state also 
maintains a separate rainy day fund. 

Nevada’s population and economy have expanded at 
an extraordinarily rapid rate, with 101% population 
growth since 1990, compared with 19% for the U.S. 
In keeping with rapid growth, the construction sector 
employs 11% of the 2005 employment base, twice 
the national average, and has grown 16% since 2004. 
Other growth sectors include professional and 
business services and financial activities, including 
real estate-related jobs. Growth in population and 
jobs has been concentrated in Las Vegas, and the city 
remains a significant draw. More than one-quarter of 
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Nevada’s jobs are related to tourism and gambling. 
Visitor volume in Las Vegas has recovered from 
falloff associated with the events of Sept. 11, 2001 
and the recession, growing to 37.4 million in 2005 
from 35.0 million in 2001. Nevada’s personal income 
growth has far outpaced national gains over the last 
decade, increasing 101%, compared with 58% 
nationally. The state is wealthier than average, with 
2005 personal income per capita ranking it 15th 
among the states, at 104% of the U.S. average. 

Nevada remains fiscally conservative and appears to 
be managing the boom well. After difficult years in 
2002 and 2003, when balance was achieved using the 
stabilization reserve, spending cuts, and tax hikes, the 
state’s financial operations have turned positive. A 
tax increase package diversified the state’s revenue 
base, which had previously been dependent on sales 
and gaming taxes. The state used substantial 
surpluses in fiscal years 2004 and 2005 to rebuild 
reserves, with the rainy day fund balance growing to 
$160 million at the end of fiscal 2005. Revenues of 
$4.7 billion in 2005 grew 12% over the previous 
year. The state faces spending pressures to meet the 
demands of its growing population, particularly with 
K–12 education, corrections, and Medicaid. A 
recently enacted property tax cap, which limits 
annual growth to 3% for most homeowners and 8% 
for other properties, in effect since July 1, 2005, may 
further increase state spending on education. 

Nevada has a low debt burden, with net tax-supported 
debt representing 2% of 2005 personal income. Most 
debt is GO; however, it is limited in that all GO debt is 
supported by statewide property taxes statutorily capped 
at $3.64 per $100 of assessed valuation. Although Nevada 
has $2.3 billion in net tax-supported debt outstanding, 
much of it is self supporting.  

Fitch has rated Nevada’s GO debt ‘AA+’ since 
August 2001, when it was upgraded from ‘AA’. 

 New Hampshire: ‘AA’, Stable Rating 
Outlook 

New Hampshire’s economic strength, resiliency, and 
excellent debt position underpin its credit standing and 
afford a Stable Rating Outlook. These strengths are 
somewhat offset by the state’s dependence on volatile 
taxes. Following a relatively brief downturn earlier this 
decade, job and income growth has again exceeded the 
nation’s. Moreover, after several years of operating 
deficits, the state closed fiscal years 2004 and 2005 
with moderate surpluses.  

New Hampshire has an excellent debt position, with 
debt amortizing quickly and all GO or guaranteed, 
except for turnpike revenue bonds. Net tax-supported 
debt of just over $700 million equates to only 1.4% of 
2005 personal income, which somewhat reflects the 
historically limited role of state government. State 
pension funding, at just over 70% funded in 2004, has 
fallen over the last several years. 

New Hampshire’s tax structure, specifically its lack of 
an income or general sales tax, differentiates it from all 
other states, except Alaska, and is a key feature of its 
economy. The state relies on business, real estate, and 
excise taxes, with a relatively recent statewide property 
tax replacing some local taxes and dedicated solely to 
education. This unique tax structure is volatile, 
especially taxes on business profits that are vulnerable 
to swings in the business cycle. The recessions of the 
early 1990s and the first few years of this decade led to 
operating deficits; however, the state rebounded to post 
moderate budgetary surpluses in fiscal years 2004 and 
2005, and when the 2005 surplus is added to the 
stabilization fund, balances equate to approximately 3% 
of unrestricted revenues. The 2006–2007 biennial 
budget, with planned deposits to the reserve, includes a 
2% decline in projected unrestricted revenues for fiscal 
2006 (due mainly to lower Medicaid reimbursements), 
followed by 3.6% growth in fiscal 2007. Through 
March, actual fiscal 2006 revenues were 2.4% ahead of 
estimates. Spending pressures include the 1997 state 
Supreme Court decision that placed the responsibility 
for adequate education on the state. The state responded 
with the statewide property tax, increases in various 
taxes, including cigarette and real estate, and a new car 
rental tax, among other revenue enhancements. 

New Hampshire is a prosperous state that has shifted 
rapidly from manufacturing to services, as its economy 
has become more like the nation’s. The state’s 
population, job, and income growth generally have 
outpaced New England’s since 1980, as the economy 
continues to benefit from the expansion of Boston 
suburbs into New Hampshire and growth in the trade, 
transportation, and utilities and services sectors. The state 
has experienced overall job growth the last two years — 
1.5% in 2004 and 1.2% in 2005. Population has grown 
5.9% since 2000, more than double New England’s 2.3% 
and ahead of the nation’s 5.3%. While historically 
wealthier than neighboring Vermont and Maine, by 1982, 
New Hampshire became wealthier than the nation for the 
first time. Per capita personal income, just 91% of the 
nation’s in 1975, rapidly ascended to nearly 111% of the 
U.S. level by 1989. Estimated 2005 per capita income 
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was 111% of the nation’s, ranking New Hampshire sixth 
among the states. 

Until December 2003, Fitch rated New Hampshire’s 
GO debt ‘AA+’. 

 New Jersey: ‘AA–’, Stable Rating 
Outlook 

The Stable Rating Outlook for New Jersey’s ‘AA–’ 
rating heavily considers an executive budget proposal 
for fiscal 2007 that seeks to reverse nearly a half 
decade of structurally imbalanced financial 
operations propped up by unsustainable actions. 
While the state’s economic resources are vast, such 
adverse practices, along with rising, now high, debt 
levels and ongoing pressures for relief from high 
local property taxes, could otherwise result in a 
downward credit direction. The ‘AA–’ rating reflects 
the strength of the underlying economy offset by 
significant challenges, including large capital funding 
needs and persistent structural budget gaps.  

New Jersey’s structural budget gap results from 
severe revenue losses during the downturn, continued 
deficit spending, and use of one-time resources. 
Financial pressures that began in fiscal 2002 have 
continued through subsequent budgets despite 
revenue improvement, and the state has relied heavily 
on temporal rather than structural solutions. Measures 
to resolve the budget gaps have included deficit 
borrowing, tobacco securitization, and corporate tax 
receipt accelerations. The fiscal 2005 budget, which 
included a doubling of local property tax relief as 
well as an increase in personal income tax rates for 
high-income payers, set up a trajectory to widen the 
imbalance. After a court ruling that prohibited deficit 
financing after fiscal 2005, the fiscal 2006 budget was 
balanced using sizable amounts of nonrecurring 
resources, even though spending grew just 1.5%. The 
structural budget gap, although meaningfully 
reduced, still equaled about $1.9 billion, or 7% of 
fiscal 2006 revenues. The governor’s proposed budget 
for fiscal 2007 reduces nonrecurring resources to 
about $500 million, including use of $223 million in 
projected fiscal 2006 general fund surplus. The 
proposal raises sales, cigarette, and other taxes, 
increases pension funding by more than $1 billion, 
and restrains spending growth. 

State debt levels have risen rapidly, well above the 
growth rate in personal income. Net tax-supported debt 
outstanding of $29.5 billion represents a high 7.7% of 
2005 personal income, more than double the burden 

of 10 years ago. When $2.7 billion in pension bonds 
are excluded from the calculation, the ratio still 
remains a high 7%. Major contributors to the increase 
in debt include transportation, school construction, the 
1997 pension bond issue, and deficit funding bonds 
issued in 2004 for fiscal 2005. Fitch expects that debt 
levels will continue to rise as the state funds court-
mandated school construction costs as well as 
transportation and other capital needs. Pension funding 
is still adequate, although weakened considerably from 
the more than fully funded position prior to the recent 
downturn.  

New Jersey is a wealthy state, with a broad and diverse 
economy. Employment was minimally affected in the 
recent downturn, and the state has added jobs in each 
of the last two years, albeit at a slower pace than the 
nation. Employment rose 1.1% in 2005, compared 
with the U.S. gain of 1.5%. Personal income per capita 
grew 5.2% in 2005, compared with 4.6% for the 
nation, ranking New Jersey third among the states, at 
127% of the U.S. Personal income growth has lagged 
the nation in recent years but was on par with the U.S. 
rate, at 5.6%, in 2005.  

Fitch has rated the state’s GO bonds ‘AA–’ since July 
2004, when they were downgraded from ‘AA’. That 
rating action followed an April 2002 downgrade from 
‘AA+’.  

 New York: ‘AA–’, Stable Rating 
Outlook 

The Stable Rating Outlook and ‘AA–’ rating recognize 
New York’s strong recovery from the challenges 
experienced earlier in this decade, substantial wealth 
and resources, and broad economy, though somewhat 
tempered by uneven performance across the state. 
Debt is expected to remain above average, at the upper 
end of the moderate range, but pensions are well 
funded. Although recent financial and economic trends 
have been positive, the final form of the fiscal 2007 
budget is not yet known, and the credit will be 
reviewed once the fiscal 2007 budget is finalized. The 
state legislature passed a budget for fiscal 2007, which 
began April 1, that reportedly increased spending 
significantly above the governor’s proposal and 
included significant new bonding for New York City 
school construction in response to the capital mandates 
of a school funding court decision.  

New York is the third most populous state.  Personal 
income per capita for 2005 was the fifth highest 
among the states, at 117% of the national average. 
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Following a 2.6% decline between 2000–2003, 
nonfarm employment has expanded year-over-year in 
every month since March 2004. Employment rose 
0.7% in 2004, and the pace of growth accelerated 
slightly to 0.8% in 2005. Like the U.S. as a whole, 
manufacturing has become less important to the state 
economy and financial services more important, 
particularly as a percentage of earnings.  

Several years of strong revenue growth allowed the state 
to build balances of more than $4 billion by fiscal 2001. 
With the onset of recession and the impact of Sept. 11, 
New York experienced a steep revenue decline; in 
response, it used reserves, temporary tax increases, a 
$4.5 billion tobacco securitization, and other 
nonrecurring revenues to cover budget gaps. Revenues 
began to recover in 2004 and improved markedly in 
2005. The state, which updates its financial plan 
quarterly, has meaningfully increased forecasts for fiscal 
2006 on several occasions, reflecting particularly robust 
personal income (nonwithholding) and business taxes. 
Fiscal 2006 is expected to be another year of surplus 
operations and the second year of base revenue growth 
higher than 11%. The estimated year-end balance is 
$3.3 billion. The governor’s proposed budget for fiscal 
2007 assumed moderated economic and revenue growth 
and incorporated significant tax cuts and spending 
restraint, such as Medicaid cost reductions; it included a 
$2 billion spending stabilization reserve and a $945 
million rainy day reserve. Medicaid has become 
increasingly significant to New York’s financial 
situation, particularly as the state assumes more of the 
burden from local governments. The New York City 
school funding court case remains unresolved as it relates 
to ongoing operations, but state appeals are expected to 
effectively remove it as an immediate budget issue.  

New York’s net tax-supported debt of $47.8 billion is 
in the upper moderate range at 6.1% of 2005 personal 
income, rising to 6.8% with the inclusion of 
contingency contracts related to financially distressed 
hospitals and tobacco securitization bonds. Although 
most debt has been issued by state authorities and is 
secured by appropriations, there is centralization in 
the budget division, and approval by the public 
authorities control board is required.  

Fitch has rated New York’s GO bonds ‘AA–’ since 
the June 2003 downgrade from ‘AA’. Prior to that, 
the rating had been upgraded to ‘AA’ from ‘A+’ in 
February 2001.  

 North Carolina: ‘AAA’, Stable Rating 
Outlook 

North Carolina’s conservatively managed debt and 
long-term prospects for an expanding and diversifying 
economy are key factors in the state’s ‘AAA’ credit 
rating and Stable Rating Outlook. The state 
historically has relied on GO bonds, although the use of 
lease and appropriation financing has increased since 
COPs were issued in 2003. Financial operations have 
been handled conservatively, with the state overcoming 
significant budget gaps and making several successful 
midfiscal year adjustments during the recession to 
preserve budget balance. 

North Carolina’s debt position has been a primary 
credit strength. All bonded debt was GO until 2003, 
when the first COPs, which now exceed 10% of the 
state’s net tax-supported debt, were issued. Debt has 
increased by about 60% over the last two years and 
now totals more than $6.5 billion; however, it 
represents only 2.5% of 2005 personal income. The 
state’s public pension system remains one of the most 
well-funded in the nation, with funding ratios above 
100% in each of the past five years.  

As director of the budget, the governor has extensive 
unilateral authority to make cuts to maintain the 
budget balance required by the state constitution. The 
governor’s authority was needed several times during 
the early part of this decade, as were temporary tax 
increases that were legislated in 2001 and have been 
extended through the 2005–2007 biennium. While the 
state has carried a GAAP deficit since fiscal 2001, the 
fiscal 2005 deficit was reduced by $188 million to a 
relatively small $79 million. Revenues well exceeded 
estimates for the last biennium and resulted in a $479 
million unreserved budgetary balance. Revenue 
collections through the first six months of fiscal 2006 
totaled $10.1 billion, or 1.9% ahead of estimates. 

North Carolina has had double-digit population growth 
in each decade since 1950. Growth has continued in this 
decade, 8% from 2000–2005, outpacing the nation. The 
state is more reliant on manufacturing than the nation, 
although there has been a shift toward services. 
Manufacturing now accounts for 14.5% of employment, 
after having declined 25% from 2000–2005. Textile 
manufacturing was hit particularly hard in this period, 
with textile mill employment dropping 50%. Several 
factors point to a favorable potential for long-term 
economic development, including still low wages, 
affordable housing, and a moderate climate, with the 
latter attracting retirees. Although North Carolina is not 
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a wealthy state in national terms, at 88% of the U.S. 
average, it is among the top in the Southeast.  

North Carolina’s GO bonds have been rated ‘AAA’ 
by Fitch since the initial rating was assigned in 1993. 

 Ohio: ‘AA+’, Stable Rating Outlook 
The ‘AA+’ rating reflects Ohio’s demonstrated record 
of maintaining fiscal balance and a moderate, rapidly 
amortized debt burden. Although the economic and 
financial volatility inherent in Ohio’s manufacturing-
based economy is a significant credit vulnerability, the 
state tends to take timely action to address problems. 
The Stable Rating Outlook assumes that current cost-
cutting efforts will be successful and spending restraint 
will balance the revenue effects of a tax reform package 
and allow the state to maintain reserves. Historically, 
accumulation of significant reserves during positive 
economic times has enhanced the state’s ability to cope 
with economic downturns, and the current rebuilding of 
reserves supports the rating. Challenges include 
spending pressures in Medicaid and education, among 
other areas. A tax and expenditure limitation 
amendment to the state constitution has been proposed 
for the November 2006 ballot.  

After solid performance in the mid- to late 1990s, Ohio 
began to feel the effects of the manufacturing recession 
in 2001. The state dealt with progressively weaker 
economic and revenue conditions through significant 
spending reductions, use of reserves and tobacco 
settlement moneys, and tax increases, both temporary 
and permanent. Conditions began to improve in fiscal 
2004 and strengthened considerably in fiscal 2005. The 
2005–2007 biennial budget rebuilds reserves and 
exhibits notable spending restraint, particularly in 
Medicaid. The state has enacted significant tax cuts, 
including a phased-in, five-year 21% cut in the 
personal income tax, coupled with a broadening of 
business taxes. Revenue assumptions are reasonable 
and consider the impact of tax cuts that will limit 
revenue growth for at least the next two biennia.  

Ohio’s net tax-supported debt of about $10.8 billion, 
2.9% of 2005 personal income, represents a moderate 
burden on resources, and Ohio’s constitution limits the 
debt burden. Funding ratios for the state’s major pension 
systems range from 75%–88%, and the pension system 
has been funding a portion of the state’s OPEB liability. 

Ohio is among the states most dependent on 
manufacturing, including a significant transportation 
equipment presence. The importance of manufacturing 

to the state economy has generally been in decline since 
the late 1960s, and Fitch expects this trend to continue, 
with modest employment gains resulting from growth in 
services. Nonfarm employment dropped 4% between 
2000 and 2003, well above the 1.4% decline for the 
U.S., and recovery has severely lagged the nation. After 
growth of 0.2% in 2004, employment rose 0.4% in 
2005, compared with 1.5% for the U.S. Manufacturing 
employment continues to decline. Adding to its 
diversity, Ohio has several distinct economic regions, 
with the Columbus, Cincinnati, and Cleveland areas 
each accounting for almost 20% of state employment. 
Ohio is the seventh most populous state, although the 
rate of population growth is amongst the slowest in the 
nation. Wealth measures rank near the median of U.S. 
states, but personal income growth is slower than that of 
the nation. The state’s personal income per capita, at 
94% of the U.S., ranks 26th among the states.  

Ohio’s GO bonds have been rated ‘AA+’ by Fitch 
since the rating was initially assigned in 1996. 

 Oklahoma: ‘AA’, Stable Rating 
Outlook 

The ‘AA’ rating and Stable Rating Outlook reflect the 
state’s continued low debt levels and disciplined debt and 
financial policies, including an appropriation limit of 95% 
of certified general fund revenues, close monitoring of 
revenue results, and a cash flow reserve to hold up to 10% 
of expenditures, a level that has been maintained since 
fiscal 2001. Furthermore, the state has demonstrated a 
willingness and ability to address fiscal challenges and 
honor stringent financial controls. Tax revenues are 
constrained by both an economic base with below-
average wealth levels and a supermajority requirement of 
the legislature, or voter referendum, to raise taxes. 

The state’s debt position continues a conservative path 
despite rising modestly since 1995, with an increasing 
reliance on contractual and lease obligations. Net tax-
supported debt of just over $1.5 billion equates to 
1.4% of 2005 personal income and consists of about 
30% GO bonds backed both by a tax on cigarettes and 
the state’s full faith and credit. The state is challenged 
by pension system liabilities, led by the teachers’ and 
public employees’ retirement systems, which are 
approximately 50% and 72% funded, respectively, and 
alone have over $9 billion in unfunded liabilities. The 
governor has proposed applying a portion of an 
anticipated fiscal 2006 surplus to the teachers’ 
retirement system, in addition to the 5% of the net 
lottery proceeds that are constitutionally dedicated to 
the system from the recently implemented state lottery. 
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General fund receipts are derived nearly 50% from 
income and over 25% from sales tax revenues, an 
altered composition since the more volatile oil gross 
production tax was largely diverted to special purpose 
funds in fiscal 1999. Following general fund tax 
receipt declines in fiscal years 2002 and 2003, state 
finances have rebounded, with reserves totaling nearly 
$650 million, or 13% of revenue, in fiscal 2005 and 
the rainy day fund at its constitutional cap for the first 
time. Fund balances are projected to reach 17% of 
fiscal 2006 revenues, and receipts through February 
2006 were 9% above current-year estimates. As with 
many states, education and human services (Medicaid) 
outlays drive expenditures and consume nearly 75% of 
general fund fiscal 2006 appropriations. 

Over the last 15 years, Oklahoma’s economy has 
shifted, with declines in the manufacturing sector 
offset by increases in the services sectors. The energy 
sector remains vital, although somewhat smaller, as 
Oklahoma continues to rank among the nation’s leaders 
in oil and gas production. Manufacturing employment 
dropped over 7.5% from 1990–2005, providing about 9% 
of the jobs in 2005 versus 13% 15 years ago. Service-
based jobs rose over 55% during the same period, 
accounting for just over 37% of employment in 2005 
versus 30% in 1990. Both Tinker Air Force Base in 
Oklahoma City, home to the advanced Air Logistics 
Center, and Fort Sill near Lawton, a leading military 
training site, remain essential military establishments 
and economic engines for their respective regions. State 
population growth lagged the nation during the 1990s and 
from 2000–2005, with growth of 2.8% versus 5.3% 
for the nation. Per capita personal income ranks 40th 
among the states and has consistently registered 
between 80%–85% of the U.S. average. 

Fitch has rated Oklahoma’s GO debt ‘AA’ since the 
initial rating in 1993. 

 Oregon: ‘AA–,’ Stable Rating Outlook 
The Stable Rating Outlook is based on Fitch’s 
expectation of continued strong economic and revenue 
performance, offset by growth in debt levels and 
balances that must be returned to residents as a result 
of initiatives. These same characteristics underlie 
Oregon’s ‘AA–’ rating, which has been constrained by 
the state’s proclivity for initiatives with negative fiscal 
impacts. The state’s economy is prone to wide swings, 
and after a sharp recession earlier this decade, Oregon 
experienced strong jobs recovery in 2004 and 2005, 
although per capita income growth lagged the nation’s 
until 2005. Revenue growth from the personal income 

tax has been very strong and is expected to lead to a 
large surplus, which will then be returned to the 
voters as a result of “kicker” initiatives that have 
compromised the building of reserves.  

Oregon’s economy tends to be more volatile than the 
nation, historically because of its reliance on agriculture 
and timber harvesting and processing, and today 
because of its large high-tech sector. Computer and 
electronic manufacturing, which employed nearly 
51,000 in early 2001, fell over 22% by early 2004 
before recovery began. Overall, Oregon posted three 
consecutive annual job losses in 2001-03, which pushed 
the unemployment rate to 8.1% in 2003. Job growth 
returned with 2.1% growth in 2004 and 3.1% in 2005, 
and has been even more rapid in the first two months of 
2006. A rebound in income growth has progressed more 
slowly, lagging the nation for six of the last seven years 
before exceeding it in 2005. Per capita income is 93% of 
the U.S., down from 97% a decade ago. 

The state is highly dependent on the personal income 
tax, which made up 91% of 2005 GAAP revenues 
and has been volatile; receipts fell 12% in the 2001–
2003 biennium, then rose nearly 17% in the 2003–
2005 biennium, and are now forecast to grow another 
17% this biennium The current forecast projects a 
$660 million general fund surplus by the close of the 
biennium. However, under Oregon’s constitution, if the 
amount of general fund revenues actually received in a 
biennium exceeds that of revenues estimated for the 
biennium by 2% or more, the excess must be returned to 
Oregon taxpayers. Under current estimates, the state 
expects to return nearly the entire 2005–2007 surplus to 
taxpayers in the 2007–2009 biennium. Furthermore, the 
state faces a $172 million Medicaid funding gap during 
the current biennium due to underestimating enrollment. 
While net tax-supported debt of $5.2 billion is still 
moderate at 4.4% of 2005 personal income (2.6% 
without pension bonds), it matures very slowly. 
Moreover, debt levels have tripled over the past three years, 
principally as a result of deficit and pension borrowings 
in 2003. The state’s pension system was estimated to 
be 97% funded after the issuance of pension obligation 
bonds in 2003, although a recent court decision is 
expected to increase the liability modestly. 

Oregon’s GO bonds have been rated ‘AA–’ by Fitch 
since April 2005, when they were upgraded from ‘A+’. 
Prior to that, the state’s GO debt had been downgraded 
from ‘AA’ to ‘A+’ in March 2003. 
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 Pennsylvania: ‘AA’, Stable Rating 
Outlook 

The Stable Rating Outlook and ‘AA’ rating reflect the 
commonwealth’s modest debt burden and generally 
conservative financial operations tempered by its 
transitioning and slow-growing economy and 
challenging demographics. Pennsylvania has had a 
long-standing policy of maintaining debt at a level that 
does not overburden resources, and pensions are 
generally well-funded. Debt is primarily GO and it 
retires rapidly, with issuance well-planned and limited 
by policy. Following a difficult period earlier in the 
decade, the commonwealth’s finances have improved 
and stabilized, achieving budgetary surplus in fiscal 
years 2004 and 2005. Pennsylvania’s economy has 
grown slowly while it rapidly transitions from 
manufacturing to services. Per capita personal income 
has been at or near par with the nation for decades.  

Future challenges include the commonwealth’s 
ability to implement gambling and effectively 
distribute gambling moneys, increase reserve levels, 
and attract high-paying jobs and a younger, well-
educated work force. 

Pennsylvania has undergone a steady recovery since 
losing 1.4% of its employment from 2001–2003 
(mirroring the nation), and employment exceeded the 
prior peak in April 2005. However, manufacturing 
jobs have declined each year since 1998, and levels for 
2005 were off nearly 21% from 2000. Along with 
trade, educational and health services has become a 
dominant sector, accounting for 18% of employment, 
well above the national rate. Employment in 
professional and business services has increased by 
7.4% since 2000, much faster than the national or 
regional growth rate. Per capita personal income was 
101% of the U.S. level in 2005 and has approximated 
the nation’s for decades. 

The recession caused difficulty for financial operations 
from fiscal years 2002–2004, with balances met through 
use of reserves, one-time revenue sources, and, 
ultimately, an income tax increase. Fiscal years 2004 and 
2005 both ended in surplus, and deposits were made to 
the rainy day fund, bringing it to $325 million by the 
end of fiscal 2005, in addition to a $365 million 
unappropriated surplus. Through March, fiscal 2006 
revenues were 2.8% over the original estimate, which 
should ensure an additional deposit to the rainy day fund.  

The increase in the income tax rate served to diversify 
the state’s revenues, and sales and income taxes now 

carry an equal share of state revenues. Several major 
gubernatorial education and economic development 
initiatives will affect the commonwealth’s credit in the 
future. State spending on K–12 education, now covered 
mostly through local governments, will rise, paid for 
with gambling revenues. Net tax-supported debt of 
about $9.1 billion will increase with the issuance of new 
appropriation-backed debt for economic development, 
although ratios will rise only slightly from the current 
2.1% of 2005 personal income.  

Pennsylvania’s GO debt  has been rated ‘AA’ since it 
was upgraded from ‘AA–’ in October 1997. 

 Rhode Island: ‘AA’, Stable Rating 
Outlook 

The ‘AA’ rating reflects a history of responsible action 
to protect Rhode Island’s debt and financial position. 
The Stable Rating Outlook assumes continued sound 
management with sustained surpluses and economic 
stability, although clear pressures remain. The state’s 
economy has grown and diversified away from 
manufacturing, making it less vulnerable to economic 
cyclicality. Debt has been meaningfully reduced. 
Reserves continue to be fully funded at the statutory 
maximum of 3% of revenues; however, in contrast to 
the experience of most states, revenues in fiscal 2006 
have underperformed estimates, and the state will need 
to address a shortfall for both the current fiscal year 
and fiscal 2007.  

Rhode Island’s economy made a radical shift in the 
1980s, as dependence moved from manufacturing to 
services. Aided by regional growth, as well as 
targeted tax credits and incentives directed toward the 
higher wage financial services industry, the state’s 
economy has undergone steady improvement after 
losing significantly more jobs than the U.S. in the 
1989 recession and lagging the national recovery 
throughout the 1990s. Rhode Island outperformed 
both the U.S. and neighboring states in the most 
recent recession, and the state has added jobs in every 
year since 1992. Employment grew 0.6% in 2005, 
compared with 1.5% for the nation. Personal income 
per capita, at 105% of the U.S., ranks Rhode Island 
13th among the states, up from 26th in 1980.  

Although Rhode Island was less severely affected 
economically by the most recent recession than most 
other states, revenues lagged. Balanced operations were 
maintained utilizing one-time revenues, tax and fee 
increases, and spending cuts. In June 2002, the state 
securitized 100% of its tobacco settlement and applied 



 

Public Finance 

State General Obligation Rating Outlooks 

21 

the proceeds to both debt defeasance and general fund 
operations. Revenues for fiscal 2005 came in over 
budget, and the fiscal 2006 budget eliminated a projected 
$164 million deficit through a combination of revenue 
enhancements, use of an opening surplus, and expenditure 
reductions. The state’s economic performance in fiscal 
2006 has been consistent with state forecasts; however, 
revenue results have been below estimates, and the 
revenue forecast was adjusted downward in 
November. The governor has proposed a budget that 
addresses a current-year shortfall of $77 million and a 
projected $222 million fiscal 2007 gap through spending 
cuts in welfare, health care, and state employee benefits, as 
well as one-time revenues. The budget does not include 
any broad-based tax increases or cuts.  

Rhode Island’s debt burden, which peaked at 8.5% of 
personal income in 1994, has been reduced to a 
moderate 4.5%. Net tax-supported debt totals about 
$1.75 billion. GO debt, 51% of the total, is amortized 
rapidly, with 65% due within 10 years. The funding 
level of the state employee pension system is less 
than 70%; the state passed significant pension reform 
in the 2005 session. 

Fitch’s GO bond rating for the state of Rhode Island 
and Providence Plantations was upgraded to the 
current ‘AA’ from ‘AA–’ in September 1999. 

 South Carolina: ‘AAA’, Stable Rating 
Outlook 

The Stable Rating Outlook recognizes South 
Carolina’s long tradition of acting to preserve its 
strong credit standing. The ‘AAA’ rating rests on the 
state’s careful and conservative approach to both 
financial operations and debt. Although the state 
remains vulnerable to revenue shortfalls, with a 
manufacturing-heavy economy that quickly reflects 
changing conditions, a centralized and autonomous 
budget and control board is mandated to take prompt 
corrective action when necessary, and the state 
legislature has frequently passed laws to support a 
sound financial position. Fitch will continue to 
closely monitor the state’s rising debt levels.  

After several years of strong revenue growth, South 
Carolina ended fiscal 1999 with a record general fund 
surplus. This was followed by severe revenue 
underperformance. Despite prompt remedial action, 
including considerable spending cuts and interfund 
loans, the state closed fiscal years 2002 and 2003 
with deficits in the general fund and depleted 
reserves. A fiscal 2004 budgetary surplus replenished 

the carryover deficit. Continued strength in fiscal 
2005 allowed the state to rebuild the 3% general 
reserve and 2% capital reserve to their constitutional 
requirements. The budget for fiscal 2006, which 
included a tax cut for small businesses, was based on 
conservative revenue assumptions, and forecasts have 
been raised several times to reflect ongoing revenue 
strength. The governor’s proposed budget for fiscal 
2007 includes a tax rebate and full repayment of all 
trust and reserve borrowing from the downturn. 
Among the fiscal pressures are significant demands 
for property tax relief, with proposals to increase the 
state’s sales tax to provide this relief. 

State tax-supported debt ratios, although notably 
higher, are still moderate at 3.6% of 2005 personal 
income. Debt of the transportation infrastructure 
bank, created in 1997, has risen rapidly and now 
accounts for more than 40% of the state’s $4.4 billion 
in net tax-supported debt.  

After rising steadily following the recession of the 
early 1990s, South Carolina employment fell earlier 
and more severely than that of the nation in the most 
recent downturn. A decline of 2.9% between 2000 
and 2002 was followed by a small gain in 2003. The 
pace of growth increased to 1.4% in 2004, and 
employment for 2005 was up 1.5% over the prior year, 
matching the nation’s. Manufacturing has traditionally 
dominated the state’s economy, but employment in 
this sector has dropped steadily, falling 22% between 
2000 and 2005, with particularly large losses in the 
historically important textiles and apparel industry. 
Unemployment continues to be well above the national 
rate. Personal income growth has tracked the U.S. rate 
in recent years. Personal income per capita, at 82% of 
the national average, ranks South Carolina 43rd among 
the states. South Carolina is active in economic 
development and has successfully attracted foreign 
investment, most notably in the automotive industry.  

South Carolina’s ‘AAA’ GO bond rating has been 
maintained since Fitch first rated the bonds in 1993. 

 Tennessee: ‘AA’, Stable Rating 
Outlook 

Tennessee’s sound debt position, with exclusive use 
of GO bonds, and adherence to conservative fiscal 
policies are principal credit factors and underpin the 
Stable Rating Outlook. Tennessee’s economy always 
has been vulnerable to cyclicality, and sales tax-
dominated revenues generally have been unable to 
keep pace with spending. A persistent structural 
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deficit plagued state operations for several recent 
years; however, a more recently improved economy, 
a major tax increase, and the restructuring of 
TennCare, the broadly covered medical health care 
program, have since restored budgetary balance. 

The state’s debt — which is used infrequently, 
amortizes rapidly, and represents a low burden on 
resources — is very well-protected by extensive 
security provisions. Several taxes, including a portion 
of the gas tax, are pledged to debt service, and their 
yield is the basis for a debt limit that consistently 
remains less than one-third used. Net tax-supported 
debt of $1.4 billion equals only 0.7% of 2005 
personal income. The state has met the full 
actuarially required employer contribution to its 
pension system each year since 1972, with funding 
ratios of over 99%. 

A drawback to the state’s financial position is its heavy 
reliance on the sales tax, which was raised in 2002 and 
now makes up over 60% of general fund receipts. An 
income tax, which has proven to be politically 
unfeasible, is not levied. The combined state and local 
sales tax rate is among the highest in the U.S., and rate 
increases can have diminishing returns since several 
major metropolitan areas border other states. The state 
has shown fiscal restraint by consistently balancing its 
financial operations when challenged by significant 
structural gaps while maintaining a budgetary reserve, 
which ended fiscal 2005 at a record high $275 million, 
or 2.9% of general fund revenues. Revenue growth is 
now sound, with sales tax receipts estimated to rise 
5.6% this year. A fiscal 2006 surplus is projected, and 
the reserve is estimated to increase to $325 million, or 
3.2% of revenues. The fiscal 2007 executive budget 
projects sales tax growth of 4.8% and continues to 
manage TennCare costs, which are expected to 
consume 25.6% of estimated fiscal 2007 state 
revenues, down from 26.3% in fiscal 2006.  

Three distinct economic areas — eastern, central, and 
western identified, respectively, with Knoxville, 
Nashville, and Memphis — continue to characterize 
Tennessee’s economy, but the state is experiencing 
major change in its manufacturing-heavy employment 
base. Manufacturing has diversified, partly due to the 
steep decline in apparel and textiles jobs, which 
together dropped nearly 70% from 1990–2005. 
Apparel accounted for only 2% of manufacturing 
employment in 2005, down from 8% in 1990, while 
transportation equipment (automobiles) has risen to more 
than 15% of manufacturing employment and become 
the largest group. Although Tennessee lagged the U.S. 

during the boom years of the late 1990s, personal income 
growth generally has exceeded or kept pace with national 
rates since 1990, both in total and on a per capita basis. 
Meanwhile, the state experienced healthy population 
growth from 1990–2000, expanding by nearly 17%, 
compared with the national rate of just over 13%. 
Growth continued from 2000–2005, rising nearly 5%, 
just under the national rate of 5.3%. 

Fitch has rated Tennessee’s GO debt ‘AA’ since 
2001, following a downgrade from ‘AAA’ in the 1990s. 

 Texas: ‘AA+’, Stable Rating Outlook 
Texas’ GO bonds are rated ‘AA+’ based on its low debt, 
conservative financial operations, and an economy that 
has expanded and diversified. The Stable Rating 
Outlook reflects the state’s strong economic and 
revenue growth and sizable balances. Credit 
improvement to the highest rating level is impeded by 
the increasing demands that rapid growth places on the 
state’s consumption-based tax system and the lack of 
centralized debt issuance. Financial pressures include 
the unresolved court mandate for education funding 
reform and large transportation needs.  

Texas is one of the nation’s major states in terms of 
population and economy. Population growth is 
almost double the national rate. As a result of 
diversification, the structure of the state economy is 
now less vulnerable to boom and bust and, in general, 
resembles the nation more closely. The Texas 
economy, like the nation’s, has improved since the 
economic and financial strain of the recession. After 
generally tracking the U.S. rate through the downturn 
and recovery, employment growth of 2.5% in 2005 
was well above the 1.5% gain for the nation, 
returning the state to prerecession patterns of more 
rapid growth. Personal income growth, slightly above 
the U.S. rate in 2004 at 6.1%, was a strong 7.5% in 
2005, compared with 5.6% for the U.S. Although 
personal income per capita grew faster than the 
nation in 2005, levels remain average at 94% of the 
U.S., ranking Texas 27th among the states.  

Financial operations are conservative and subject to 
constitutional spending limits. The state’s revenue 
base is narrow, based on the sales tax and more 
volatile natural resource production taxes; it does not 
impose a personal income tax. The state supreme 
court ruled last year that the state’s current method of 
financing public education, which relies heavily on 
local property taxes, represents an unconstitutional 
statewide property tax. The court gave the state a 
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June 1, 2006 deadline to resolve the issue. The 
governor’s tax reform commission has proposed 
broadening the business tax.  

With economic recovery and high oil prices, revenues 
have exceeded estimates, allowing for the rebuilding of 
balances. Financial performance improved during fiscal 
2004, which closed with a $2 billon general revenue 
fund cash balance, up from about $400 million in 
fiscal 2003. Fiscal 2005 ended with a substantial 
surplus, and the cash balance rose to $4.8 billion (8% 
of net revenue). Revenues significantly outperformed 
estimates for the year, with particular strength in oil and 
gas production taxes and, to a lesser extent, sales taxes. 
The budget adopted for the current biennium, which 
began Sept. 1, draws on general and rainy day fund 
balances, although projections are conservative and 
revenues continue to exceed estimates. Robust oil and gas 
revenues have been key to the state’s current financial 
strength. The state is under pressure to contain health care 
costs and has absorbed increased social service and 
education costs related to Hurricanes Rita and Katrina.  

Texas’ debt burden has remained low as the state has 
expanded. Net tax-supported debt is $6.0 billion, or 
only 0.8% of 2005 personal income. Most debt is 
GO, and close to two-thirds is considered self-
supporting. Pensions are well funded.  

Fitch has rated Texas’ GO bonds ‘AA+’ since 
initiating the rating in 1992.  

 Utah: ‘AAA’, Stable Rating Outlook 
The ‘AAA’ rating and Stable Rating Outlook reflect 
Utah’s historically conservative debt and fiscal 
policies, which have kept debt levels moderate and 
amortizing quickly and allowed for successful and 
timely action when addressing budgetary imbalances. 
The rating and outlook are reinforced by continued 
economic growth and diversification. Conversely, 
this growth has led to operating and capital spending 
pressures, especially for education and transportation 
funding. 

Debt represents only a moderate burden on resources 
but has increased from historically low levels to fund 
an ambitious transportation program. In 1998, Utah 
began a 10-year program, the Centennial Highway 
Program, to build and improve highways throughout 
the state; it began issuing 15-year GO debt for 
transportation purposes, thereby departing from 
historical practice of limiting bond maturities to 
seven years and funding most capital projects with 

pay-as-you-go (PAYGO) revenue sources. Other GO 
bonds still mature within seven years and, evidenced 
by the use of fiscal 2004 surplus revenue for building 
projects, PAYGO capital financing remains 
meaningfully employed. The transportation program 
contributed to the tripling of Utah’s debt since 1997. 
However, net tax-supported debt of $1.9 billion 
remains in the lower moderate range at 2.7% of 2005 
personal income due to the state’s strong growth. 
Amortization of Utah’s tax-supported debt, including 
lease revenue bonds, remains rapid, with 76% 
amortized in 10 years. Utah’s pension systems remain 
over 90% funded. Utah is also one of the few states 
that has commenced funding of its identified OPEB 
liability ($488 million). 

Utah’s financial operations are characterized by 
historically conservative management, with frequent 
spending reviews and effective controls that have 
ensured prompt balancing actions. Such action, 
necessitated by the recession, occurred in fiscal years 
2002 and 2003 as revenues fell below estimates, 
leading to program cuts, a shift from PAYGO capital 
funding to bonding, and transfers from the rainy day 
and other funds. Healthier tax receipts resumed, and 
the state’s general fund, consisting primarily of sales 
tax revenue, posted a GAAP unreserved fund balance 
of $367 million, or 8.8% of fund revenues, for fiscal 
2005. In addition, the uniform school fund, relying 
principally on individual income and corporate 
franchise taxes, held a GAAP unreserved fund balance 
of $263 million, or 10.3% of fund revenues, for fiscal 
2005. Fiscal 2006 revenue estimates were recently 
revised upward for both funds, and the fiscal 2007 
budget proposal recommends that a portion of an 
anticipated surplus be deposited to the rainy day and 
education budget reserves, raising the combined 
reserves balance to $195.3 million, or 5% of 
estimated fiscal 2006 revenue. Education funding, 
which accounts for 42% of the planned fiscal 2006 
spending, could pressure future spending levels, 
reflective of the state’s youthful demographics. 

Utah’s economy long has been characterized by its rapid 
population growth. The state ranked fourth among the 
states in population growth, increasing by 29.6% during 
the 1990s and 10.6% during the first half of this decade. 
Such growth has been largely the result of birth rates; 
Utah is the youngest state in terms of median age, 
leading to a significant need for education funding. 
Traditionally, Utah’s economy was based on mining, 
agriculture, defense, and tourism. With its expanding 
and relatively well-educated population, Utah 
experienced strong growth during the 1990s, largely 
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focused on the technology sector, as well as services, 
including call centers. A 0.7% decline in employment in 
2002 was the first such annual drop in 38 years; 
however, employment levels have improved since then, 
to 4.1% in 2005. 

Personal income growth has regularly surpassed that 
of the U.S.; the per capita rate exceeded that of the 
U.S. in 2005 after a three-year period where the state 
lagged the nation. The state’s per capita personal 
income statistic is heavily influenced by its 
demographics; Utah  ranks 45th among the states. 

Fitch has rated Utah’s GO debt ‘AAA’ since its 
initial rating in 1992. 

 Vermont: ‘AA+’, Stable Rating 
Outlook 

Vermont’s continued conservative debt planning and 
budgeting and steady and increasingly wealthy 
economy are reflected in its Stable Rating Outlook and 
‘AA+’ GO bond rating. Challenges include a need to 
address continued education and Medicaid spending 
pressures, as well as attract jobs and a younger work 
force. Debt is almost entirely GO and matures rapidly, 
and net tax-supported debt has declined to reach lower 
moderate levels. Pension systems are well funded. 
Reserves in each major operating fund are fully funded 
at 5% of prior-year appropriations. The state budgets 
conservatively and responds rapidly to changing 
conditions to maintain balances. Reflecting its older 
and well-educated population, Vermont has a small but 
increasingly prosperous income base; its economy is 
supported by larger than average manufacturing, 
tourism, and health and educational services sectors.  

Vermont lost less than 1% of its jobs during the 
recession earlier this decade; by 2004, it had exceeded 
its prerecession annual employment peak, in sharp 
contrast to the steep and protracted recession of the 
early 1990s. Personal income has grown well, and per 
capita personal income growth has outpaced the 
nation’s for the last eight years. Following the early 
1990s recession, the state assiduously followed an 
austere recovery program, built reserves, and 
consistently reduced tax-supported debt, which is now 
at just 2.3% of 2005 personal income. Net tax-
supported debt of about $485 million is 16% below 
1997 levels. The manufacturing sector is led by an 
IBM facility near Burlington, which constitutes about 
14.5% of manufacturing employment statewide. 
Vermont has been challenged by the rapid aging of its 

population; the median age of 40.4 years is well above 
the national 36.2 years and is exceeded only by Maine. 

Conservative practices and well-stocked reserves helped 
sustain financials during the more recent recession, with 
the state using some reserves and reducing 
appropriations in fiscal years 2002 and 2003 when 
revenues softened. Operations subsequently have been 
favorable, and reserves were restored to their maximum 
level by the end of fiscal 2004. Vermont realized 
surpluses in fiscal years 2004 and 2005, which it used 
for reserves, additional pension contributions, and 
carryovers into the next fiscal year. General tax fund 
revenues for fiscal 2006 were 8.6% ahead of last year 
through February, and general fund revenue estimates 
were revised slightly upward. The proposed fiscal 2007 
budget conservatively calls for a 2.1% revenue increase. 
The state has a diverse revenue stream, including a state 
property tax for education. Spending pressures include 
education spending, which has been escalating in spite 
of negative enrollment growth, and a Medicaid deficit is 
projected beginning in fiscal 2008.  

Vermont’s GO debt has been rated ‘AA+’ by Fitch 
since a 1999 upgrade from ‘AA’. 

 Virginia: ‘AAA’, Stable Rating 
Outlook 

Substantial resources, a conservative approach to financial 
operations, and careful attention to the level of its debt 
obligations underlie Virginia’s ‘AAA’ rating and Stable 
Rating Outlook. Financial operations and borrowing have 
been conservatively managed, with periodic revenue 
forecast updates, a constitutional revenue shortfall reserve, 
and policies calling for debt ratios at below-average levels. 
Financial pressures from the recession earlier in this 
decade led to operating deficits in fiscal years 2002 
and 2003, but the commonwealth undertook broad 
counterbalancing actions to maintain fiscal stability. 
Operations have improved markedly since then, with large 
operating surpluses quickly rebuilding fund balances. The 
commonwealth benefits from a diverse economic base, 
with steady growth in personal income and growing 
employment contributing to the state’s high wealth levels. 

After a difficult period in fiscal years 2002 and 2003, 
which resulted in drawdowns in reserves and tax 
increases, economic and revenue trends improved in 
fiscal years 2004 and 2005. Revenues exceeded 
expectations in both years, allowing for substantial 
reserve replenishment, to $664 million at the close of 
fiscal 2005. Fiscal 2005 revenue collections grew 17.4%, 
with individual income taxes, the largest source of tax 
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revenues, up 12.4%. Strong revenue growth has 
continued in fiscal 2006, with year-to-date revenue 
through February rising 10.7%. Individual income 
tax receipts have increased 9.2%, with growth driven 
by estimated payments. The new governor has 
proposed depositing the 2006 surplus into the budget 
reserve, bringing the reserve to its constitutional 
maximum of nearly $1.1 billion. The revenue 
forecast in the fiscal years 2006–2008 biennium 
budget is conservative, with individual income tax 
receipts anticipated to grow 5.2% in fiscal 2007 and 
5.4% in fiscal 2008.  

Debt levels are modest relative to resources, with net 
tax-supported debt at nearly $7 billion, equal to 2.4% 
of 2005 personal income. Borrowing has increased in 
recent years, particularly the use of appropriation 
debt, which now constitutes 84% of net tax-supported 
debt. Borrowing needs are likely to remain high as 
population and economic growth drive capital 
planning, particularly in transportation. 

Virginia’s economy is strong and wealthy. The 
recession earlier in this decade was relatively mild in 
Virginia, and recovery began earlier than the nation’s. 
Growth in personal income and per capita personal 
income has outpaced the nation’s since 2001, and jobs 
increased 2.5% in 2004 and 2.3% in 2005. The state is 
one of the nation’s wealthiest, with 2005 per capita 
personal income at 111% of the U.S. level, ranking it 
seventh among the states. The economy is diverse, 
with government, including defense, a prominent 
employer both in northern Virginia and the Tidewater 
region. Manufacturing constitutes a much smaller 
proportion of employment than the national average, 
while professional and business services employ 
substantially more, with service sector employment 
growth particularly notable in northern Virginia. 

Fitch has rated the commonwealth’s GO debt ‘AAA’ 
since its initial rating in 1992. 

 Washington: ‘AA’, Stable Rating 
Outlook 

The Stable Rating Outlook anticipates continuation of 
the sound financial and debt policies and solid 
economic performance that underpin Washington’s 
‘AA’ GO bond rating. These strengths are tempered by 
a highly concentrated revenue system, with an income 
tax constitutionally forbidden, as well as above-
average debt levels. The economy is generally broad, 
although Fitch expects that aerospace will remain a 
significant presence and that employment in this 

industry will continue to be cyclical. Capital needs are 
substantial, and the state has initiated a large capital 
borrowing program to fund significant transportation 
needs, supported by a 9.5-cent gas tax increase. A 
somewhat active initiative and referendum environment 
results in a level of uncertainty.  

Following more than a decade of strong growth, 
economic conditions in Washington began to weaken 
in 2001, leading to a recession both more rapid and 
deeper than anticipated. The 2001–2003 biennial 
budget was balanced through nonrecurring actions, 
including a tobacco securitization, and the budget for 
the 2003–2005 biennium closed a large projected 
gap. As the economy improved, revenue forecasts 
were revised upward on eight separate occasions over 
the course of the 2003–2005 biennium. The budget 
for the 2005–2007 biennium has addressed a smaller 
but still large funding gap, with revenue increases 
somewhat offset by adverse court decisions related to 
the estate and meatpacking taxes. Again, revenue 
forecasts for the biennium have been steadily rising, 
resulting in substantially reduced projected funding 
gaps to be addressed during the 2007 biennial budget 
process. A strong real estate market has been key to 
the robust revenue growth.  

Washington’s economic performance has remained 
positive, with aerospace and software, in general, and 
Boeing Co. and Microsoft, in particular, playing an 
important role. Boeing Co., the state’s largest private 
employer, is now expanding significantly, although 
levels remain well below the 1998 employment peak. 
Employment in software has displayed steady growth, 
and housing and construction have been robust. 
Washington’s exports are among the highest in the 
country on a per capita basis. Personal income per 
capita is 102% of the U.S. level, ranking Washington 
17th among the states. Employment rose 2.9% in 
2005, almost double the national rate of 1.5%, and 
growth in the Seattle area, which had lagged the rest 
of Washington in the recovery, once again leads the 
state. State financial forecasts reasonably anticipate 
more restrained growth. 

Debt levels are trending into the upper moderate 
range, with net tax-supported debt of $11.2 billion 
equal to 5% of 2005 personal income. Debt is now 
almost exclusively GO. 

Fitch has rated Washington’s GO bonds ‘AA’ since a 
January 2002 downgrade from ‘AA+’. 
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 West Virginia: ‘AA–’, Stable Rating 
Outlook 

Although it faced severe fiscal and economic challenges 
during the 1980s, West Virginia has since 
institutionalized positive fiscal and management 
practices, highlighted by the governor’s broad power 
to cut spending and the recently consolidated executive 
control of debt issuance by state agencies. Coupled 
with a generally growing economy, these practices 
have contributed to more successful financial 
operations and an overall Stable Rating Outlook. Net 
tax-supported debt of $1.9 billion, or 3.8% of 2005 
personal income, represents a moderate burden on 
resources. West Virginia’s credit standing also reflects 
concerns over its relatively narrow economy and low 
income levels, the reduced but still important presence 
of cyclical natural resource industries, and very large 
pension liabilities; however, the state is prudently 
applying recently generated surpluses toward 
reducing the problem.  

West Virginia’s rating and outlook consider the 
important actions taken by the state since 1989 to 
address the very large pension and other financial 
liabilities, among the largest of any state, which had 
accumulated in the previous decades. Since 1994, strict 
court mandates have required annual payments — 
which currently equate to 10% of spending but are 
projected to increase substantially over the next three 
decades — to amortize the pension system’s unfunded 
liability. At a special election in 2005, voters rejected a 
$5.5 billion pension bond to fully cover the state’s 
most underfunded pension funds. The state used 
portions of recent surpluses to pay down pension 
liabilities earlier and has enacted a funding plan, as 
part a larger workers’ compensation reform effort, 
with dedicated revenues to finance the workers’ 
compensation actuarial deficit. More recently, the 
governor proposed, and the legislature approved with 
some modification, the use of surplus revenues in 
fiscal years 2006 and 2007 for the teachers’ retirement 
system, which is less than 25% funded. 

Since the early 1990s, West Virginia has benefited from 
successful financial operations and, for the most part, 
growing balances. Personal income and sales taxes did 
not suffer the declines seen in many states during the 
recent recession. Fiscal 2005 was one of the most 
successful financial years in state history, as general 
revenue and lottery funds produced over $430 million in 
budgetary surpluses. Very strong severance taxes, fueled 
by a now robust energy economy, corporate and personal 
income taxes, and lottery transfers contributed to the 

surplus. Over half the surplus was dedicated to reducing 
pension system deficits. Fiscal 2006 receipts were 
slightly above the current-year estimate and 8.8% above 
last fiscal year through March. The state expects general 
fund and lottery surpluses of $338 million in fiscal 2006 
and $256 million in fiscal 2007, which will be largely 
applied to the teachers’ retirement system.  

Employment growth has generally mirrored that of the 
U.S. this decade, and robust population growth has only 
occurred in counties near Washington D.C., along with 
expansion of federal government activity in the area. 
West Virginia’s economy has been marked by low and 
generally slow-growing personal incomes; the state is 
ranked 47th on a per capita basis, or 79% of the U.S. 
average; it also relies heavily on natural resources, 
although near-term trends and prospects in this industry 
are favorable. Overall, the state’s population has been 
stagnant and aging; West Virginia now has the third 
oldest population in the U.S. by median age. 

Fitch has rated the state’s GO debt ‘AA–’ since a 
rating upgrade from ‘A+’ in 1996. 

 Wisconsin: ‘AA–’, Stable Rating 
Outlook 

The Stable Rating Outlook anticipates sustained 
economic and revenue improvement, offset by a 
persistent structural imbalance that is exacerbated by 
medical assistance funding shortfalls and pressures for 
property tax relief. Credit strengths include considerable 
economic resources, a strong centralized governmental 
structure, and a moderate, although rising, debt burden.  

Wisconsin’s economy, while diversifying, remains 
manufacturing-oriented. Manufacturing losses were 
steep in the most recent recession, declining about 
15%. However, in contrast to the experience of other 
Great Lakes states, in Wisconsin, these losses were 
offset by gains in other areas, particularly educational 
and health services, and total employment declined 
only 2% from 2000–2003. After rising 1.2% in 2005, 
state employment exceeds its prerecession peak. 
Manufacturing has shown signs of recovery, and the 
state has added jobs in the sector every month since 
July 2004. Personal income and population growth have 
generally lagged the national rates. At 97% of the U.S., 
Wisconsin’s personal income per capita ranks it 21st 
among the states.  

Economic and revenue growth in the 1990s allowed 
the state to build its budgetary balance to about  
$800 million, or 8% of revenues, by the close of fiscal 



 

Public Finance 

State General Obligation Rating Outlooks 

27 

2000 despite a statutory increase in education funding. 
Fiscal strain has been evident since 2001, with tax cuts 
followed by the recession. In response, the state has 
utilized tobacco securitization, debt restructuring, fund 
shifts, and other one-time remedial action to close 
budget gaps. The state has continued to employ such 
measures, albeit at reduced levels, despite economic 
and revenue improvement. One-time measures equaling 
6% of revenues were used to cover the projected  
$1.6 billion funding gap in the current 2005–2007 
biennial budget. Following upward revenue revisions in 
January to reflect particularly strong corporate tax 
receipts, the gross projected ending general fund 
balance on June 30, 2007 has risen from $14 million 
to $107 million. However, as in past years, medical 
assistance funding shortfalls have been identified, and 
some tribal gaming revenues remain in dispute. While 
the state has constitutional and statutory provisions for 

reserves, the periodic lowering of statutory balance 
levels has resulted in minimal reserves. 

Wisconsin’s net tax-supported debt totals $8.4 billion, 
or 4.5% of 2005 personal income, an upper moderate 
debt burden. Net tax-supported debt has risen more 
rapidly than growth in personal income and tax revenues, 
with the state’s debt burden increasing about 25% with 
the issuance of appropriation-backed pension bonds in 
2003. Excluding about $1.5 billion in outstanding 
pension bonds, the debt burden drops to 3.7%. GO debt 
has the strong security of a first claim on all state 
revenues by a statutory irrevocable appropriation. 

Fitch has rated Wisconsin’s GO bonds ‘AA–’ since a 
March 2004 downgrade from ‘AA’. Prior to that, the 
rating had been downgraded to ‘AA’ from ‘AA+’ in 
September 2001. 
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