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DALLAS (S&P d obal Ratings) March 7, 2018--As the sun sets on Louisiana's
(AA-/ Negative) special session without a resolution, the state inched cl oser
to its manufactured fiscal cliff. In S& G obal Ratings' view, the cliff is a
consequence of the expiration of revenue enhancenents that the |egislature
adopted in 2016, which buoyed its budget during a period of pronounced fisca
stress. The June 30 expiration of a "fifth penny" sales tax is the |argest
such revenue enhancer, which al one provides over $800 mllion in operating
revenue. |f all measures expire, fiscal 2019's revenues woul d be roughly 10%
less than in 2018 as initially estimated in Governor John Bel Edward's
executive budget.

To preenpt the |l oomng June 30 cliff, Gov. Edwards called for a two-and-half
week special session to address revenue neasures prior to the beginning of the
regul ar session, which is set to begin on March 12. The | evying or

aut hori zation of tax neasures during a regular session is constitutionally
designated to odd-nunbered years, requiring the legislature to renew or extend
the tenporary neasures during a special (extraordinary) session. Louisiana is
al so constitutionally (Art. VII, Section 10) obligated to adopt a bal anced
budget. As a result, the state will now have to wait until the adjournment of
its regular session before it can again consider tax measures should the
governor decide to call another special session prior to the start of fisca
2019. W understand that the governor and |egislative | eadership have agreed
to adjourn the regul ar session on or about May 12, ahead of its originally
schedul ed June 4 adjournnent date, adding additional cushion to work through
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potential sol utions.

In our view, political risk--as evidenced by the |egislative gridlock during

t he speci al session--has enmerged as a credit weakness, which has the potentia
to stunt what otherw se has been recent positive monentumin the state. The
rebound in oil prices has inproved econonic and revenue trends in Louisiana
while the state also projects a revenue boost of slightly nore than $300
mllion stemming fromthe enactnent of the federal Tax Cuts and Jobs Act. Both
will help narrow the revenue gap, but absent |egislative fiscal neasures, deep
cuts across services and progranms will invariably hallmark the state's fiscal
2019 budget.

Wil e over the short term we anticipate continued nodest inprovenents in
econom ¢ and fiscal trends, uncertainty about fiscal 2019 now | oons over

Loui siana. As the legislature and governor work to find a path forward in
crafting the state's next budget, we will continue to assess whet her any
nmeasures provide for a sustainable framework to maintain |ong-termstructura
bal ance.

Only a rating conmittee nmay determne a rating action and this report does not
constitute a rating action.

S&P d obal Ratings, part of S&P G obal Inc. (NYSE: SPA), is the world's

| eadi ng provider of independent credit risk research. We publish nore than a
mllion credit ratings on debt issued by sovereign, nunicipal, corporate and
financial sector entities. Wth over 1,400 credit analysts in 26 countries,
and nmore than 150 years' experience of assessing credit risk, we offer a

uni que conbi nation of global coverage and | ocal insight. Qur research and
opi ni ons about relative credit risk provide market participants with

i nformati on that helps to support the growth of transparent, |iquid debt

mar ket s wor | dw de.
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