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Los Angeles, CA's GO Bonds Downgraded To
'AA-'; Appropriation-Backed Bonds
Downgraded To 'A+'; Outlook Stable
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SAN FRANCISCO (Standard & Poor's) Feb. 23, 2010--Standard & Pcor's Ratings
Services lowered its rating to 'ARA-' from 'AA' on Los Angeles, Calif.'s $1.3
billion general cobligation bonds. At the same time, Standard & Poor's lowered
its rating to 'A+' from 'AA-' on Los Angeles' $1.9 billion
appropriations-backed bonds.

"The downgrades reflect what we view as the overly slow approval of necessary
budget-cutting measures in response to dramatically lower revenues and the
regulting depletion of general fund reserves,' said Standard & Poor's credit
analyst Ian Carroll.

Additicnal rating factors include our view of the city's:

e Cutting of thousands of positions from its payroll and eliminating over
$400 million in spending {10% of the budget} in fiscal 2010 due to the
economic recession;

* Continuing need to reduce general fund spending, with a 2011 budget
deficit that the city expects to match that of 2010 at $400 million;

¢ Rising long-term liabilities, mainly pension contributicns, that the city
expects to rise 86% to $556 million in 2013 from $298 million in fiscal
2010; and

e Need to replenish reserves from one-time revenues that the city may
receive in 2011, such as expected privatizations and legal settlements.

The stable cutlook reflects ocur view of the city's ability and willingness to
reduce spending sufficiently so that its cost structure is better aligned with
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revenues that have fallen with economic indicators such as housing and jcbs.
We additionally expect that Los Angeles' economic base will gradually
gtabilize, allowing for a return to positive growth in revenue categories. If
budget-cutting measures are further delayed and plansg for rebuilding reserves
levels are not executed, we could lower the ratings further.

RELATED RESEARCH
s USPF Criteria: GO Debt, Oct. 12, 2006
e USPF Criteria: Appropriation-Backed Obligations, June 13, 2007

Complete ratings information is available to RatingsDirect on the @Global
Credit Portal subscribers at www.glcbalcreditportal.com and RatingsDirect
subscribers at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www . standardandpeors.com., Use the Ratings search box lccated in the left
column.
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