MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Financial Statements and
Required Supplementary Information

For the Years Ended June 30, 2021 and 2020
(With Independent Auditors’ Report Thereon)



MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Table of Contents

Independent Auditors’ Report

Management’s Discussion and Analysis — Required Supplementary Information (Unaudited)
Statements of Net Position

Statements of Revenues, Expenses, and Changes in Net Position

Statements of Cash Flows

Statements of Fiduciary Net Position

Statements of Changes in Fiduciary Net Position

Notes to Financial Statements

Page(s)

1-2
3-13
14

15

16

17

18

19-44



KPMG LLP

Two Financial Center
60 South Street
Boston, MA 02111

Independent Auditors’ Report

The Board of Trustees
Massachusetts Clean Water Trust:

Report on the Financial Statements

We have audited the accompanying basic financial statements of the business-type activities and fiduciary
activities of the Massachusetts Clean Water Trust (the Trust), a component unit of the Commonwealth of
Massachusetts, as of and for the years ended June 30, 2021 and 2020, and the related notes to the financial
statements, which collectively comprise the Trust's basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the business-type activities and fiduciary activities of the Massachusetts Clean Water Trust as of

June 30, 2021 and 2020, and the respective changes in financial position, and where applicable, cash flows for
the years then ended in accordance with U.S. generally accepted accounting principles.
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Emphasis of Matter

As discussed in note 2(Kk) to the financial statements, in 2021, the Trust adopted Governmental Accounting
Standards Board (GASB) Statement No. 84, Fiduciary Activities. Our opinion is not modified with respect to this
matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the Management’s Discussion and Analysis, as
listed in the table of contents, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 13, 2021 on
our consideration of the Trust’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is solely to describe the scope of our testing of our internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the Trust's
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Trust’s internal control over financial
reporting and compliance.

KPMe LIP

Boston, Massachusetts
October 13, 2021
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Introduction

The Massachusetts Clean Water Trust (the Trust) is a public instrumentality of the Commonwealth of
Massachusetts (the Commonwealth), created by Chapter 275 of the Acts of 1989. The Trust, in collaboration with
the Massachusetts Department of Environmental Protection (MassDEP), helps communities build or replace
water quality infrastructure that enhances ground and surface water resources, ensures the safety of drinking
water, protects public health, and develops resilient communities. It accomplishes these objectives by providing
low-interest loans and grants to cities, towns, and other eligible borrowers through the Massachusetts’ Clean
Water State Revolving Fund (CWSRF) and Drinking Water State Revolving Fund (DWSRF) programs. The SRF
programs are partnerships between the United States Environmental Protection Agency (EPA) and the Trust.
SRFs function like an environmental infrastructure bank by financing water infrastructure projects at a subsidized
rate to the communities.

The Trust is administered by a three-member board of trustees that is chaired by the Treasurer of the
Commonwealth. The Secretary of the Executive Office for Administration and Finance and the Commissioner of
MassDEP serve as trustees. The Board of Trustees approves all financial commitments and program decisions
during monthly meetings. Meeting agendas, minutes and other board materials can be found on the Trust’s
website.

The Trust and MassDEP administer the two SRF programs: the CWSRF established in 1987 under Title VI of
the federal Clean Water Act, as amended from time to time, and the DWSRF established in 1996 under the
federal Safe Drinking Water Act. The Trust manages the flow of funds to borrowers, while MassDEP evaluates
projects, manages project development and oversight.

The Trust receives funding from the EPA in the form of annual capitalization grants, supplemented by 20% state
matching grants and the repayment of loans (SRF Program Equity Funds). When loans to borrowers are paid
back, the funds are then loaned out again, which is how the SRF programs “revolve”. SRF Program Equity Funds
are expected to be used for loans or to secure bonds through the Trust's SRF programs in perpetuity.

The Trust initially allocates SRF Program Equity Funds to make loans. The Trust’s loan process is guided by an
annual list of projects the Trust commits to finance called the Intended Use Plan (IUP). MassDEP compiles two
IUPs annually, one for each SRF program. Project eligibility is determined by the Clean Water Act and the
Drinking Water Act for the CWSRF and DWSRF, respectively. Eligible borrowers are encouraged to apply for
financing for eligible projects during an annual solicitation process. MassDEP engineers review detailed project
specifications and rank them using an established set of criteria that measures the severity of the problem, the
sensitivity of the environmental hazard, the public health risk, and the appropriateness of the proposed solution.

For CWSRF project selection, the program emphasizes watershed management priorities, stormwater
management, green infrastructure, and encourages communities to undertake projects with meaningful water
quality and public health benefits. For DWSRF project selection, the program emphasizes compliance with
federal and state water requirements to protect the public health while addressing the Commonwealth’s drinking
water needs. Ultimately, MassDEP selects the highest priority projects and compiles the annual IUPs which
establish the Commonwealth’s priorities for the upcoming year.
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The Trust provides each borrower a subsidized loan pursuant to a financing agreement between the Trust and
the borrower. The Trust makes loans with terms up to thirty (30) years, but the loan term is limited by the expected
useful life of the project being financed or refinanced. Twenty (20) year loans bear interest at a subsidized rate
at or below 2% per annum set by statute and thirty (30) year loans bear a slightly higher interest rate. Borrowers
deliver their own general or special obligation bond to the Trust referred to as a “local bond” in order to secure
their respective loan repayment obligations.

The Safe Drinking Water Act and the Clean Water Act require states to develop affordability criteria to identify
communities that are in need of additional subsidization to afford the costs of constructing needed water
infrastructure projects. SRFs are required to provide a percentage of the annual DWSRF and CWSRF Federal
Capitalization Grants as additional subsidy to these communities. The Trust provides this additional subsidization
in the form of loan forgiveness and uses additional contract assistance from the Commonwealth to provide
subsidy in excess of the amount funded by the DWSRF and CWSRF federal capitalization grants.

Overview of Financial Statements

The financial section of this report consists of the following parts: management’s discussion and analysis (this
section), the basic financial statements, and the notes to the financial statements. Except as otherwise specified,
dollar amounts used herein are in thousands.

The Trust’s financial statements are prepared in conformity with U.S. generally accepted accounting principles
(GAAP) as applied to a special purpose entity engaged solely in business-type activities. Under this method of
accounting, an economic resources measurement focus, and an accrual basis of accounting are used. Revenue
is recorded when earned, and expenses are recorded when incurred. The basic financial statements include
statements of net position, statements of revenues, expenses, and changes in net position, and statements of
cash flows. This report also includes notes accompanying the financial statements to fully explain the activities
reported in them. Effective for the year ended June 30, 2021, the Trust implemented GASB Statement No. 84,
Fiduciary Activities, which resulted in the reporting of fiduciary fund financial statements within the Trust’s financial
statements.

The statements of net position present information on the total assets and deferred outflows of resources, and
total liabilities and deferred inflows of resources of the Trust. The difference between the two totals is net position.
Over time, increases and decreases in net position may be an indicator of the strength or deterioration of the
financial health of the Trust.

The statements of revenues, expenses, and changes in net position report the operating revenues and expenses
and the nonoperating revenues and expenses of the Trust for the fiscal year. The difference — increase or
decrease in net position — then determines the net change in net position for the fiscal year. This change in net
position added to last year’s net position will reconcile to the total net position for this fiscal year.

The statements of cash flows report activity of cash and cash equivalents during the fiscal year resulting from
operating activities, noncapital financing activities, and investing activities. The net result of these activities is
reconciled to the cash and cash equivalent balances reported at the end of the fiscal year. These statements are
prepared using the direct method of presentation, which allows the reader to easily discern the amount of cash
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received from grantors, borrowers, and financial institutions, and how much cash was disbursed to borrowers,
vendors, and bondholders.

The Trust’s fiduciary activities are the collection or receipt, and the subsequent accounting, investment, and
disposition by the Trust of cash in which other entities have an ownership and controlling interest. Fiduciary
assets are for the benefit of organizations or other government entities that are not part of the financial reporting
entity. Furthermore, the assets are not derived from the Trust’s own source revenues nor are they assets of the
Trust and are therefore not recognized on the Trust’s statements of net position. Accordingly, this fiduciary activity
is reported on separate statements of fiduciary net position and statements of changes in fiduciary net position.

Condensed Financial Information and Financial Analysis

Massachusetts Clean Water Trust’s Net Position
(In thousands)

June 30 Percentage change
2021 2020 2019 2021-2020 2020-2019
Cash and cash equivalents $ 1,058,177 646,082 489,850 63.8 % 31.9 %
Investments 635,944 710,614 759,702 (10.5) (6.5)
Project fund deposits 81,753 42,430 38,988 92.7 8.8
Grants receivable, EPA 40,983 41,663 46,926 (1.6) (11.2)
Loans receivable 4,084,090 4,089,717 4,055,490 (0.1) 0.8
Accrued interest receivable 45,153 48,478 50,603 (6.9) (4.2)
Other assets 1,354 — — 100.0 —
Total assets 5,947,454 5,578,984 5,441,559 6.6 25
Deferred outflows of resources 32,121 42,459 60,883 (24.3) (30.3)
Total assets and deferred outflows of resources  $ 5,979,575 5,621,443 5,502,442 6.4 % 2.2 %
Accrued expenses and interest payable $ 47,870 48,290 50,132 (0.9)% (3.7)%
Unearned revenue 15,894 15,901 35,963 — (55.8)
Loan commitments and project funds payable 79,746 39,576 37,844 1015 4.6
Long-term debt 2,931,745 2,724,344 2,762,192 7.6 (1.4)
Other commitments 9,880 626 — 1,478.3 100.0
Liability for derivative instruments — 4,644 3,516 (100.0) 32.1
Total liabilities 3,085,135 2,833,381 2,889,647 8.9 (1.9)
Deferred inflows of resources 64,042 45,391 34,499 41.1 31.6
Total liabilities and deferred inflows of resources $ 3,149,177 2,878,772 2,924,146 9.4 % (1.6)%
Net position:
Restricted $ 2,191,908 2,144,965 2,049,875 22 % 4.6 %
Unrestricted 638,490 597,706 528,421 6.8 13.1
Total net position $ 2,830,398 2,742,671 2,578,296 3.2 % 6.4 %
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The Trust’'s net position as of June 30, 2021 and 2020 increased $87,727, or 3.2%, to $2.83 billion from
$2.74 billion, respectively. This increase was primarily attributed to an increase in cash and cash equivalents of
$412,095 offset by a decrease in investments of $74,670 primarily due to scheduled maturities and a $207,401
increase in long-term debt. On May 11, 2021, the Trust issued Series 23A Green Bonds and Series 23B
Sustainability Bonds (Series 23 Bonds) in the par amount of $351,440 with a premium of $101,348. Proceeds
from the Series 23 Bonds replenished SRF Program Equity Funds used to fund the construction phase of
financed projects in the amount of $367,143, and $85,641 in bond proceeds were applied to fund loan project
fund accounts. In connection with the issuance of the Series 23 Bonds, the Trust made $44,815 in pledged loans
including funding $2,936 in pledged project fund accounts with SRF Program Equity Funds.

The Trust's net position as of June 30, 2020 and 2019 increased $164,375, or 6.4%, to $2.74 billion from
$2.58 billion, respectively. This increase reflects the receipt of $199,547 in bond proceeds from the issuance of
the Trust’s Series 22 Bonds that replenished SRF Program Equity Funds used to fund the construction phase of
the projects financed. SRF Program Equity Funds in the amount of $27,533 were used to fund loan project fund
accounts pledged to the Series 22 Bonds. Unearned revenue decreased $20,062 as the availability of the EPA
grant funds changed allowing the full amount of the federal fiscal year 2019 grant to be recorded in the state’s
current fiscal year. In addition, the Trust received $19,700 in additional state grant funds to subsidize per-and
polyfluoroalkyl substances (PFAS) remediation projects as well as increase program capacity. Offsetting these
increases were a $49,088 reduction of debt service reserve funds, primarily driven by $75,375 in scheduled
maturities net of $20,814 unrealized gain on investments.



MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Management’s Discussion and Analysis — Required Supplementary Information
(Unaudited)
June 30, 2021 and 2020

Long-term Debt/Bonds Payable

The following is a summary of bonds payable at June 30, 2021, 2020 and 2019 (in thousands). More detailed
information can be found in note 8 to the financial statements.

Summary of bonds payable at June 30,

2021 2020 2019
State Rewohving Fund Revenue Bonds:
Master Trust Agreement $ 1,212,205 898,990 737,635
Pool Loan Program 445,480 491,275 668,690
Single Obligor Bonds — MWRA 4,870 5,625 6,430
Subtotal revenue bonds 1,662,555 1,395,890 1,412,755
Subordinated Revenue Refunding Bonds:
Master Trust Agreement 183,585 183,585 96,280
Pool Loan Program 680,280 811,555 927,760
Single Obligor Bonds — MWRA 3,845 3,845 19,845
Subtotal revenue refunding bonds 867,710 998,985 1,043,885
Total bonds 2,530,265 2,394,875 2,456,640
Add unamortized bond premium 401,480 329,469 305,552
Total bonds payable, net $ 2,931,745 2,724,344 2,762,192

The Trust issues revenue bonds (SRF Bonds) in order to fund communities’ projects under the CWSRF and
DWSRF programs. The Trust uses a “leveraged model” to provide funding in excess of the federal and state
grants received. SRF Bonds are issued in the capital markets and are secured by loans or reserves funded by
SRF Program Equity Funds (pledged assets). The proceeds from the SRF Bonds are used to provide capital for
new below market rate loans to borrowers for water infrastructure. The balance of the Trust’s pledged assets as
of June 30, 2021 is $433,730 in reserve funds and $627,461 in loans to borrowers. The SRF Bonds are payable
from borrower loan repayments, reserve fund earnings and contract assistance payments made by the
Commonwealth to the Trust on behalf of the borrowers.

In connection with the issuance of its Series 18 Bonds in early 2015, the Trust entered into the Master Trust
Agreement (MTA). The MTA replaced the Trust’s older Program Resolution and simplified the security framework
for new Trust SRF Bonds. The Series 18 Bonds and all other SRF Bonds issued and to be issued under the MTA
(MTA Bonds) are secured on a parity basis by the assets pledged under the MTA. Prior to Series 18, the Trust
issued bonds pursuant to the Trust’s older Program Resolution and standalone bond resolutions to finance or
refinance loans to several borrowers concurrently (Pool Loan Program Bonds) or to finance or refinance loans to
a single borrower (Prior Single Obligor Bonds). The Prior Single Obligor Bonds were issued to provide loans to
the following three obligors: (1) the Massachusetts Water Resources Authority (MWRA); (2) the South Essex
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Sewerage District (SESD); and (3) the City of New Bedford. As of June 30, 2021, and 2020, there are no longer
Single Obligor Bonds outstanding for SESD or the City of New Bedford. The City of New Bedford, MWRA and
SESD are also borrowers under the Trust’'s Pool Loan Program Bonds and the MTA Bonds.

A summary of the Trust’s statements of revenues, expenses, and changes in net position is as follows.

Summary of Changes in Net Position
(In thousands)

June 30 Percentage change

2021 2020 2019 2021-2020 2020-2019

Loan servicing fees $ 5,280 5,454 5,479 (3.2)% (0.5)%
Loan origination fees — 83 1,542 (200.0) (94.6)
Interestincome 95,552 111,526 119,554 (14.3) (6.7)
Unrealized gain (loss) on investments (7,887) 20,814 14,994 (137.9) 38.8
Contract assistance 26,571 32,172 24,401 (17.4) 31.8
Total operating revenues 119,516 170,049 165,970 (29.7) 25
DEP programmatic support costs 9,399 9,374 8,731 0.3 7.4
Principal forgiveness 21,666 21,097 7,698 2.7 1741
General and administrative 3,318 3,263 2,693 1.7 21.2
Arbitrage rebate payments 4,240 12,242 1,468 (65.4) 733.9
Interest expense 92,317 94,839 104,561 (2.7) (9.3)
Total operating expenses 130,940 140,815 125,151 (7.0) 125
Operating (loss) income (11,424) 29,234 40,819 139.1 28.4
EPA capitalization grants 82,501 99,545 75,285 (17.1) 32.2
State matching grants 16,650 35,596 16,054 (53.2) 121.7
Total nonoperating revenues 99,151 135,141 91,339 (26.6) 48.0
Increase in net position 87,727 164,375 132,158 (46.6) 24.4
Net position, beginning of year 2,742,671 2,578,296 2,446,138 6.4 5.4

Net position, end of year $ 2,830,398 2,742,671 2,578,296 3.2 % 6.4 %

Results of Operations

For fiscal year 2021, the Trust recorded operating loss of ($11,424) as compared to operating income of $29,234
in fiscal year 2020. Excluding the unrealized loss on investments of $7,887 for fiscal year 2021 and the unrealized
gain on investments of $20,814 in fiscal year 2020, the Trust recorded an operating loss of $3,537 and operating
income of $8,420 for fiscal year 2021 and 2020, respectively. This $11,957 decrease in the Trust’s operating
income was primarily attributable to a $15,974 decrease in interest income and a $5,601 decrease in contract
assistance offset by a $8,002 decrease in arbitrage rebate payments and a $2,522 decrease in debt interest
expense.
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The Trust's operating income is negatively impacted by the inclusion of expenses such as DEP programmatic
support costs of $9,399, $9,374, and $8,731, for fiscal years 2021, 2020 and 2019, respectively, and federal loan
forgiveness, funded by the capitalization grant revenue which is classified as nonoperating revenue.

Nonoperating revenues from the EPA federal grants totaled $82,501 for fiscal year 2021 and represents the
Trust’s annual federal 2020 capitalization grants for CWSRF, $53,954, and DWSRF, $25,549. Additionally, the
Trust was awarded a $2,998 Massachusetts Expanded School Water Improvement Grant to develop and
implement improvement investments through projects that will reduce lead exposure in drinking water by
replacing thousands of water fountains that have tested positive for lead with filtered water fountains and bottle
filling stations in hundreds of schools and childcare facilities.

Nonoperating revenues from the EPA federal grants totaled $99,545 for fiscal year 2020 and represents the
Trust’s annual federal 2019 capitalization grants for CWSRF, $53,946, and DWSRF, $25,533, as well as one
quarter of the 2018 federal capitalization grants. Prior to the 2019 federal capitalization grants, grant funds were
made available on a quarterly basis. The Trust records grant revenue based on availability of grant funds which
resulted in $20,066, the fourth quarter installment of the 2018 federal capitalization grants to also be recorded in
fiscal year 2020.

Nonoperating revenues from state grants totaled $16,650, for fiscal year 2021 as compared to $35,596 in fiscal
year 2020. Fiscal year 2020 included an additional $19,700 state grant funds received from the Commonwealth
to fund PFAS remediation projects as well as increase program capacity. Refer to footnote 6 for additional
information.

Interest Income

The $15,974 decrease in interest income was primarily due to a decrease in average monthly Massachusetts
Municipal Depository Trust (MMDT) yields from 1.66% in fiscal year 2020 to 0.19% in fiscal year 2021.
Additionally, investment income from debt service reserve funds invested in GICs and USTs declined due to
scheduled maturities.

Contract Assistance and Loan Forgiveness

Under state law, loans made by the Trust are required to provide for subsidies or other financial assistance to
reduce the debt service expense on the loans. Most of the Trust’s loans are subsidized to a 2% interest rate set
by statute. Other loans made by the Trust may bear interest at lower rates, including a zero rate of interest, and
a portion of the principal of certain loans has also been subsidized by the Trust. To provide for a portion of the
subsidy on most of its loans, the Trust receives contract assistance payments from the Commonwealth. The
Commonwealth’s agreement to provide contract assistance constitutes a general obligation of the
Commonwealth for which its full faith and credit are pledged.

Recent legislative changes have allowed the Trust to identify priority projects and/or initiatives to receive a higher
rate of subsidy. The following loan programs work to further support various programs or state goals by providing
a higher rate of subsidy. For fiscal year 2021 and 2020, contract assistance subsidies for these various programs
totaled $19,233 and $21,899, respectively.
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0% Interest Rate Nutrient Enrichment Reduction Loans. Due to Massachusetts’ geographic location and
population distribution, many communities are coastal or on rivers that flow into saltwater bodies. This leads
to wastewater pollution and additional nitrogen being deposited into saltwater areas. An increase in nitrogen
in affected saltwater bodies can create algae blooms which negatively affect animal habitats, cause fish Kills,
and cause a reduction in the shellfish population. This CWSRF nutrient enrichment reduction loan program
provides 0% interest rate loans to qualified projects to encourage communities to move such projects forward.

0% PFAS Remediation Loans. PFAS are a family of chemicals used to manufacture firefighting, stain-
resistant, water-resistant, and non-stick products. PFAS do not break down easily and will stay in the
environment a long time, which is why they are sometimes called “forever chemicals.” They can seep into
surface soils and leach into ground and surface water which can contaminate drinking water. When ingested,
PFAS may lead to negative health effects. In January 2020, the Trust launched a 0% interest rate pilot loan
program for projects that remediate PFAS in public water supplies for the 2020 calendar year. The program
was made permanent in July 2020. These 0% interest loans will help communities that have identified PFAS
in their drinking water to expedite and complete the remediation projects that are vital to providing clean
drinking water to residents.

Lead Abatement Loan Forgiveness Program. Lead has been a long-standing public health issue, especially
given the severe health risk lead poses to infants and small children, The Trust is furthering the
Commonwealth’s commitment to providing lead-free drinking water by committing $30 million for loan
forgiveness to DWSRF projects that remediate lead in drinking water or planning projects that identify sources
of lead for remediation.

0.5% Loan Interest Rate Reduction for Housing Choice Designation. Inadequate housing production is one
of the core challenges facing the Commonwealth’s families and economy. The Commonwealth has
developed a multi-pronged effort (the Housing Choice Initiative) to help communities seeking assistance in
increasing their housing supply. A crucial part of Housing Choice Initiative is the Housing Choice designation
and grant program. The Trust has joined other state agencies in providing incentives to communities who
achieve the designation by providing a 0.5% interest rate reduction to both CWSRF and DWSRF loans.

The Safe Drinking Water Act and the Clean Water Act require states to develop affordability criteria to identify
communities that are in need of additional subsidization to afford the costs of constructing needed water
infrastructure projects. SRFs are required to provide a percentage of the annual DWSRF and CWSRF federal
capitalization grants as additional subsidy to these communities.

The Affordability Calculation is based on an adjusted per capita income (APCI) metric. Pursuant to EPA guidance,
the criteria must be based upon income, unemployment data, population trends, and other data determined
relevant by the state. The Trust calculates APCI for the Commonwealth and its 351 individual municipalities
annually in connection with the IUP process. Communities that fall below the Commonwealth’s APCI are assigned
into three (3) affordability tiers based on a community's APCI as a percentage of the Commonwealth’s APCI. The
highest level of subsidy goes to tier 3 communities that are below 60% of the statewide APCI. The second highest
level of subsidy goes to tier 2 communities that fall within 60-80% of the statewide APCI. The third highest level
of subsidy goes to tier 1 communities that fall between 80-100% of the statewide APCI.

10
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The table below shows how the tiers are designated and the corresponding loan forgiveness percentage by
program. For more information regarding the annual affordability calculation, see https://www.mass.gov/service-
details/the-affordability-calculation.

. - . : Loan Forgiveness Percentage
Disadvantaged Community Tier Designation CWSRE DWSRE
Tier 1 | APCI of 280% but <100% of the Commonwealth APCI 3.3% 6.6%
Tier 2 | APCI of 260% but <80% of the Commonwealth APCI 6.6% 13.2%
Tier 3 | APCI <60% of the Commonwealth APCI 9.9% 19.8%

The Trust provides this additional subsidization in the form of loan forgiveness and uses additional contract
assistance from the Commonwealth to provide subsidy in excess of the amount funded by the DWSRF and
CWSREF federal capitalization grants.

The additional subsidy is calculated based on construction contracts that are executed by June 30 of the year
following the IUP year and is approved by the Trust's Board of Trustees in the fall. For fiscal year 2021, the
Trust's Board of Trustees approved $20,937 of additional affordability subsidy based on the 2019 IUP executed
construction contracts by June 30, 2020. The 2019 federal grants provided funding for $12,033 and the
Commonwealth contract assistance will provide the remaining $8,904 of subsidy. For fiscal year 2020, the Trust's
Board of Trustees approved $21,387 of additional affordability subsidy based on the 2018 IUP executed
construction contracts by June 30, 2019. The 2018 federal grants provided funding for $10,604 and the
Commonwealth contract assistance will provide the remaining $10,783 of subsidy.

Loan forgiveness is recorded as an operating expense on a first-in, first-out basis as disbursements are
processed, up to the total amount of the loan forgiveness awarded to the individual loans. For a loan receiving
loan forgiveness, the first loan disbursements are deemed to be provided first from the federal grants and then
from contract assistance until the full amount of committed loan forgiveness has been disbursed. For fiscal year
2021 and 2020, total loan forgiveness disbursed from contract assistance totaled $7,338 and $10,273,
respectively.

For fiscal year 2020, the Trust recorded operating income of $29,234 as compared to $40,819 in fiscal year 2019.
This $11,585 decrease in the Trust’s operating income for fiscal year 2020 resulted from an $13,399 increase in
loan forgiveness as the Trust, through an increase in contract assistance from the Commonwealth, has been
able to provide additional subsidy to assist communities with their water infrastructure projects. It also reflects an
$9,884 reduction in investment income as the Trust's debt service reserve funds steadily decrease and an
increase in arbitrage rebate payments made to the IRS in the amount of $10,774. Additionally, the Trust did not
charge its borrowers loan origination fees for its fiscal year 2020 borrowing resulting in a $1,459 reduction in fee
revenue. Offsetting these decreases was a $5,820 increase in the unrealized gain on the investment portfolio,
specifically the US Treasuries and Agencies and a $9,722 reduction in interest expense resulting from the steady
decrease in outstanding debt driven by cash defeasances and the reduction in the size of new debt issuances.

Nonoperating revenues from the EPA federal grants totaled $99,545 for fiscal year 2020 as compared to $75,285
in fiscal year 2019, reflecting a $24,260 increase as the availability of the EPA grant funds changed allowing the
full amount of the federal fiscal year 2020 grant to be recorded in the state’s current fiscal year. Nonoperating
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revenues from state grants totaled $35,596 for fiscal year 2020 as compared to $16,054 in fiscal year 2019. The
$19,542 increase reflects $19,700 in additional state grant funds received from the Commonwealth to fund
PFAS remediation projects as well as increase program capacity.

Fiduciary Activity

Effective for fiscal year ended June 30, 2021, the Trust implemented GASB Statement No. 84, Fiduciary
Activities, which resulted in the reporting of fiduciary fund financial statements within the Trust’s financial
statements.

The Trust’s fiduciary activities are the collection or receipt, and the subsequent accounting, investment, and
disposition by the Trust of cash in which other entities have an ownership and controlling interest. Fiduciary
assets are for the benefit of organizations or other government entities that are not part of the financial
reporting entity. Furthermore, the assets are not derived from the Trust’'s own source revenues nor are they
assets of the Trust and are therefore not recognized on the Trust’'s statements of net position.

Future Economic Factors

In August 2018, the Commonwealth enacted An Act Promoting Climate Change Adaptation, Environmental and
Natural Resource Protection, and Investment in Recreational Assets and Opportunity, which provided for $60,333
in matching capitalization funds to the CWSRF and DWSRF programs. This amount combined with the $30,552
balance remaining as of June 30, 2021, the Trust estimates will be sufficient to meet its clean water and drinking
water matching needs through FY 2022, assuming current federal funding levels are maintained.

COVID-19

COVID-19, a respiratory disease caused by a new strain of coronavirus, has spread globally, including throughout
the United States and in Massachusetts. On March 11, 2020, the COVID-19 outbreak was declared a pandemic
by the World Health Organization. In response to the pandemic, international, federal, state, and local
governments, as well as private organizations, have implemented numerous measures intended to mitigate the
spread and effects of COVID-19. Individuals and businesses have altered their behavior to adapt to such
measures and to respond to the spread of COVID-19, resulting in changed water and wastewater usage patterns.
The continued spread of COVID-19, the mitigation measures implemented, and these behavioral adaptations
have caused, and are expected to continue to cause, severe disruption in global, national, and local economies,
as well as global financial markets, and significant volatility in the U.S. stock and bond markets.

Despite the challenges created by COVID-19, the Trust has been able to smoothly transition its operations to the
remote work environment and has continued to provide construction loans (Interim Loans) and permanent loans
to borrowers as requested. The Trust has significant reserves and has offered to make loan accommodations to
its borrowers, if necessary, to address the impact of COVID-19. As of the June 30, 2021, the Trust had not
entered into any such accommodations. Additionally, the Trust has not experienced any disruption in its receipt
of contract assistance from the Commonwealth. The Trust performs ongoing loan surveillance, including
monitoring credit ratings of the borrowers, which will provide the Trust time to address any borrower difficulties
that may arise in the future.
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Requests for Information

This financial report is intended to provide an overview of the financial picture of the Massachusetts Clean Water
Trust. Any further questions regarding any of the information contained within this report may be addressed via
email to Sue Perez, Executive Director, sperez@tre.state.ma.us or Sally Peacock, Controller,
speacock@tre.state.ma.us or mail to Massachusetts Clean Water Trust, 1 Center Plaza, Suite 430, Boston, MA

02108.
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MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Statements of Net Position
June 30, 2021 and 2020

(In thousands)

Assets and deferred outflows:
Current assets:
Cash and cash equivalents (note 3) $
Short-term investments (note 5)
Project fund deposits (note 4)
Grants receivable - Environmental Protection Agency (note 6)
Loans receivable, net (note 7)
Accrued interest receivable

Total current assets

Noncurrent assets:
Long-term investments (note 5)
Loans receivable, long-term (note 7)
Other assets (note 12)

Total noncurrent assets

Total assets

Deferred outflows of resources (note 13)

Total assets and deferred outflows of resources

Liabilities and deferred inflows:
Current liabilities:
Accrued expenses and interest payable
Unearned revenue (note 6)
Loan commitments and project funds payable
Current portion long-term debt (note 8)
Other commitment (note 9)

Total current liabilities

Noncurrent liabilities:
Liability for derivative instruments (note 12)
Long-term debt, net (note 8)

Total noncurrent liabilities

Total liabilities

Deferred inflows of resources (note 2)

Total liabilities and deferred inflows of resources

Net position:
Restricted for program purposes (note 10)
Unrestricted (note 10)

Commitments (note 11)

Total net position $

2021 2020
1,058,177 646,082
208,331 206,298
81,753 42,430
40,983 41,663
423,408 620,814
45,153 48,478
1,857,805 1,605,765
427,613 504,316
3,660,682 3,468,903
1,354 —
4,089,649 3,973,219
5,947,454 5,578,984
32,121 42 459
5,979,575 5,621,443
47,870 48,290
15,894 15,901
79,746 39,576
210,885 213,180
9,880 626
364,275 317,573
— 4,644
2,720,860 2,511,164
2,720,860 2,515,808
3,085,135 2,833,381
64,042 45,391
3,149,177 2,878,772
2,191,908 2,144,965
638,490 597,706
2,830,398 2,742,671

See accompanying notes to financial statements.
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MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Statements of Revenues, Expenses, and Changes in Net Position
Years ended June 30, 2021 and 2020

(In thousands)

2021 2020
Operating revenues:
Loan servicing fees $ 5,280 5,454
Loan origination fees — 83
Interest income 95,552 111,526
Unrealized (loss) gain on investments (7,887) 20,814
Contract assistance from Commonwealth of Massachusetts 26,571 32,172
Total operating revenues 119,516 170,049
Operating expenses:
Commonwealth of Massachusetts:
Department of Environmental Protection — programmatic
support costs 9,399 9,374
Loan forgiveness 21,666 21,097
General and administrative 3,318 3,263
Arbitrage rebate payments 4,240 12,242
Interest expense 92,317 94,839
Total operating expenses 130,940 140,815
Operating (loss) income (11,424) 29,234
Nonoperating revenue:
Grant revenue:
Environmental Protection Agency capitalization grants (note 6) 82,501 99,545
Commonwealth of Massachusetts grants (note 6) 16,650 35,596
Total nonoperating revenue 99,151 135,141
Increase in net position 87,727 164,375
Net position — beginning of year 2,742,671 2,578,296
Net position — end of year $ 2,830,398 2,742,671

See accompanying notes to financial statements.
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MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Statements of Cash Flows

Years ended June 30, 2021 and 2020

(In thousands)

Cash flows from operating activities:
Other cash received from borrowers
Cash paid to vendors

Net cash used in operating activities

Cash flows from noncapital financing activities:
Bond proceeds
Cash used in debt refunding
Repayment of bonds
Interest paid
Proceeds from Environmental Protection Agency capitalization grants
Proceeds from Commonwealth of Massachusetts grants
Proceeds received from Cape Cod and Islands Water Protection Fund (note 1)

Net cash provided by noncapital financing activities

Cash flows from investing activities:
Loans disbursed to recipients
Cash received from borrowers
Contract assistance received — principal
Interest received
Contract assistance received — interest
Purchases of investments
Sales/maturities of investments, net

Net cash provided by investing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Reconciliation of operating income to net cash used in operating activities:
Operating (loss) income

Adjustments to reconcile operating income to net cash used in operating activities:

Reclassification of:
Interest income
Unrealized (loss) gain on investments
Contract assistance
Interest expense
Loan forgiveness
Changes in operating assets and liabilities:
Other assets and liabilities, net

Net cash used in operating activities

See accompanying notes to financial statements.

16

2021 2020
5,280 5,537
(17,041) (24,754)
(11,761) (19,217)
452,788 348,595
(2,901) (110,259)
(213,180) (232,395)
(112,170) (117,860)
83,181 84,742
15,894 35,601
13,709 —
237,321 8,424
(313,591) (340,174)
272,787 262,899
42,520 39,928
95,250 108,830
20,863 23,456
(3,425) (3,290)
72,131 75,376
186,535 167,025
412,095 156,232
646,082 489,850
1,058,177 646,082
(11,424) 29,234
(95,552) (111,526)
7,887 (20,814)
(26,571) (32,172)
92,317 94,839
21,666 21,097
(84) 125
(11,761) (19,217)




MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Statements of Fiduciary Net Position
June 30, 2021 and 2020

(In thousands)

2021 2020
Assets:
Current assets:

Cash and cash equivalents (note 14) $ 9,341 9,193
Accrued receivables 2,017 228
Total assets 11,358 9,421

Net position:
Net position restricted for other governments (note 14) $ 11,358 9,421
Commitments (note 14) — —
11,358 9,421

See accompanying notes to financial statements.
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MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Statements of Changes in Fiduciary Net Position
Years ended June 30, 2021 and 2020

(In thousands)

2021 2020
Additions:
Contributions $ 15,620 9,360
Interest income 26 61
Total additions 15,646 9,421
Deductions:
Payment of subsidy for loan forgiveness 13,709 —
Total deductions 13,709 —
Increase in fiduciary net position 1,937 9,421
Net position — beginning of year 9,421 —
Net position — end of year $ 11,358 9,421

See accompanying notes to financial statements.
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MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Notes to Financial Statements
June 30, 2021 and 2020

(1) General

(@)

(b)

Organization

The Massachusetts Clean Water Trust (the Trust), is a component unit of the Commonwealth of
Massachusetts (the Commonwealth). The Trust was created by Chapter 275 of the Acts of 1989 and is
governed by Chapter 29C of the Massachusetts General Laws. Pursuant to an Operating Agreement
between the United States Environmental Protection Agency (EPA), the Massachusetts Department of
Environmental Protection (MassDEP), and the Trust, executed in 1993 and subsequently amended, the
Trust administers the Commonwealth’s Clean Water State Revolving Fund (CWSRF) and Drinking Water
State Revolving Fund (DWSRF) programs.

The Trust is administered by a three-member board of trustees that is chaired by the Treasurer of the
Commonwealth. The Secretary of the Executive Office for Administration and Finance and the
Commissioner of MassDEP serve as trustees. The Trust's Board of Trustees approves all financial
commitments and program decisions during monthly meetings. Meeting agendas, minutes and other
board materials can be found on the Trust’s website.

Description of Business

The Trust administers two SRF programs: the CWSRF was established in 1987 under Title VI of the
federal Clean Water Act, as amended from time to time, and the DWSRF established in 1996 under the
federal Safe Drinking Water Act. MassDEP evaluates projects, manages project development and
oversight, while the Trust manages the flow of funds to borrowers. The Trust, in collaboration with the
MassDEP, helps communities build or replace water quality infrastructure that enhances ground and
surface water resources, ensures the safety of drinking water, protects public health, and develops
resilient communities. It accomplishes these objectives by providing low-interest loans and grants to
cities, towns, and other eligible borrowers through the Massachusetts State Revolving Funds (SRF)
programs. The SRF programs are partnerships between the EPA and the Trust. SRFs function like an
environmental infrastructure bank by financing water infrastructure projects.

The Trust receives funding from the EPA in the form of annual capitalization grants, supplemented by
20% state matching grants and the repayment of loans. When loans to borrowers are repaid, the funds
are then loaned out again, which is how the SRF programs “revolve”. SRF Program Equity Funds are
expected to be used for loans or to secure bonds through the Trust's SRF programs in perpetuity.

The Trust uses a “leveraged model” to provide funding in excess of the federal and state grants. Bonds
are issued in the capital markets and are secured by loans or reserves funded by SRF Program Equity
Funds. The proceeds from the bonds are used to provide capital for new below market rate loans to
borrowers for water infrastructure. This model has allowed the Trust to leverage nearly $2.7 billion in
federal capitalization grants and Commonwealth matching grants to finance approximately $7.6 billion in
water infrastructure loans.

The Trust’s loan process is guided by an annual list of projects the Trust commits to finance called the
Intended Use Plan (IUP). MassDEP compiles two IUPs annually, one for each SRF program. Project
eligibility is determined by the Clean Water Act and the Drinking Water Act for the CWSRF and DWSRF,
respectively. Eligible borrowers are encouraged to apply for financing for eligible projects during an
annual solicitation process. MassDEP engineers review detailed project specifications and rank them
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using an established set of criteria that measures the severity of the problem, the sensitivity of the
environmental hazard, the public health risk, and the appropriateness of the proposed solution.

For CWSRF projects, the program emphasizes watershed management priorities, stormwater
management, green infrastructure, and encourages communities to undertake projects with meaningful
water quality and public health benefits. DWSRF projects emphasize compliance with federal and state
water requirements to protect the public health while addressing the Commonwealth’s drinking water
needs. MassDEP selects the highest priority projects and compiles the annual ITUPs which establish the
Commonwealth’s priorities for the upcoming year.

Total project grant funds received, both federal and state, less the amounts provided as loan forgiveness,
are required to remain in the SRF program in perpetuity in support of the state revolving fund per the
Clean Water Act and Safe Drinking Water Act. As a result, these funds are classified as restricted on the
statements of net position. The remaining funds are classified as unrestricted on the statements of net
position; however, the use of these funds is governed by laws and regulations of the EPA and the
Commonwealth.

(2) Summary of Significant Accounting Policies

The accounting policies of the Trust conform to U.S. generally accepted accounting principles (GAAP) as
applicable to government enterprises. The following is a summary of the Trust's significant accounting
policies.

(@)

(b)

Basis of Presentation

The Trust’s financial statements are prepared using the economic resources measurement focus and
the accrual basis of accounting as specified by the Governmental Accounting Standards Board’s
(GASB) requirements for a special purpose entity engaged solely in business-type activities. The more
significant account policies are described below.

Effective for fiscal year ended June 30, 2021, the Trust implemented GASB Statement No. 84, Fiduciary
Activities, which resulted in the reporting of fiduciary fund financial statements within the Trust’s financial
statements.

Revenue Recognition

Operating revenues, including interest income, are generated through the issuance of loans to borrowers
within the Commonwealth. Operating expenses include interest expense related to the Trust’s
outstanding debt as well as programmatic and administrative expenses.

Funding from federal capitalization grants and state matching grants are recorded as nonoperating
revenue. Federal capitalization revenue is recognized in accordance with funding availability schedules
contained within the individual grant agreements. Revenue recognition associated with these grants is
based on the standard principles of eligibility, including timing requirements.

The Trust’s federal capitalization grants require a portion of the grant funds be provided as additional
subsidization in the form of loan forgiveness, grants, or negative interest loans. The Trust provides the
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additional subsidization in the form of loan forgiveness, which is recorded as an operating expense when
the funds are disbursed to borrowers.

Cash and Cash Equivalents

The Trust’s policy is to treat all highly liquid investments with original maturities of three months or less
as cash and cash equivalents.

Investments

The Trust’'s investment guidelines permit investment of funds in obligations of, or guaranteed by, the
United States of America or the short-term external investment pool, the Massachusetts Municipal
Depository Trust (MMDT), managed by the Commonwealth, as well as in time deposits, Guaranteed
Investment Contracts (GICs), repurchase agreements, and other permitted investments such as qualified
municipal obligations.

The Trust categorizes its fair value investments within the fair value hierarchy established by generally
accepted accounting principles. GASB Statement No. 72, Fair Value Measurement and Application
defines a certain hierarchy of inputs to valuation techniques used to measure fair value. All the Trust's
investments in U.S. Treasuries and Agencies are categorized as Level 2.

Inputs within Level 2 of the fair value hierarchy include inputs that are directly observable, these inputs
are derived principally from or corroborated by observable market data through correlation or by other
means. Investments in debt securities classified as Level 2 of the fair value hierarchy are valued using
matrix pricing techniques, in accordance with market quotations or valuation methodologies from reliable
financial industry services.

Under existing standards, several types of investments are not required to be reported at fair value. The
investment in MMDT is valued at the share value of $1.00 and carried at fair value. The Short-Term Bond
Portfolio investments are carried at fair value. For purposes of risk categorization, MMDT shares are not
categorized. The GICs are considered nonparticipating investment contracts and are also excluded from
GASB Statement No. 72, Fair Value Measurement and Application. These investment values will
continue to be measured in accordance with existing accounting standards and are recorded at contract
value.

Allowance for Uncollectible Amounts and Loan Forgiveness

The allowance for uncollectible accounts receivables is determined principally on the basis of past
collection experience as well as consideration of current economic conditions. Receivables are reported
at the gross amount and an allowance for doubtful accounts would be recognized for that portion of
receivables that is deemed uncollectible, based upon a review of outstanding receivables, historical
collection information, and existing economic conditions and trends. Because of the absence of any
delinquent loans, there is no provision for uncollectible amounts.

Loans are reported net of loan forgiveness expected to be provided upon project completion. The amount
of loan forgiveness is determined by the Trust’s Board of Trustees and is recorded on a first-in, first-out
basis as disbursements are processed, up to the total amount of the loan forgiveness awarded to the
individual loans.
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Loan Origination Fees and Costs of Issuance

The Trust may charge loan origination fees from borrowers. Payments would be collected at the time of
the first debt service payment. This origination fee revenue, if any, is recorded at the time of the bond
closing which is when these fees are earned. Cost of issuance related to the bonds is recorded to general
and administrative expenses when incurred.

Risk Financing

The Trust is not insured for casualty, theft, tort claims, or other losses. No amounts have been accrued
for such losses as they are not considered material. As discussed in note 1, all financial, management,
and project oversight activities are provided by employees of the Office of the State Treasurer, MassDEP,
and the Executive Office for Administration and Finance. These employees are covered under the
Commonwealth’s existing employee benefit programs. The cost of these programs is allocated to the
Trust, through a fringe benefit allocation. Costs in excess of this amount are borne by the Commonwealth.
As a result, no liabilities for employee-related activities have been recorded by the Trust.

Bond Premiums

Bond premiums, included in long-term debt, are amortized on a straight-line basis, which approximates
the effective interest basis, over the life of the associated bond issue.

Deferred Inflows and Outflows of Resources

The Trust accounts for certain transactions that result in the consumption or acquisition in one period
that are applicable to future periods as deferred outflows and deferred inflows of resources, respectively,
to distinguish them from assets and liabilities. For fiscal year 2021, the Trust has reported deferred
inflows of resources that represent the funds received from the Commonwealth in the amount of $62,688
that will be used to provide future additional subsidies in addition to $1,354 due from JP Morgan for the
positive valuation of its hedging derivative instruments for the period ending June 30, 2021. For fiscal
year 2020, the Trust has reported deferred outflows of resources pertaining to its hedging derivative
instruments and to the accounting losses on its debt refunding transactions. Refer to note 8 and note 12.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, and disclosure of
contingent assets and liabilities, at the date of the financial statements and the reported amounts of
revenues and expenditures during the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements and Reclassifications

Certain reclassifications have been made to the FY 2020 balances to conform to the presentation used
in FY 2021. Adopting the new standard GASB Statement No. 84, Fiduciary Activities in fiscal year 2021,
certain items, specific to the fiduciary activities held by the Trust for the benefit of organizations outside
of the Trust’s reporting entity, have been reclassified. Refer to notes 9 and 14.
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(3) Cash and Cash Equivalents
Cash and cash equivalents for the years ended June 30, 2021 and 2020 are as follows.

2021 2020

Program equity funds $ 889,481 481,476
Additional subsidy funds 104,248 79,425
Administrative funds 29,639 32,024
State match funds 17,775 17,011
Rebate funds 5,871 9,283
Revenue funds 5,644 25,029
Debt service funds 4,822 842
Other cash funds 697 992

Total cash and cash equivalents $ 1,058,177 646,082

SRF Program Equity Funds. The Trust receives funding from the EPA in the form of annual capitalization
grants, supplemented by 20% state matching grants and the repayment of loans (SRF Program Equity
Funds). When loans to local governments are paid back, the funds are then loaned out again, which is how
the SRF programs “revolve”. Use of these funds are governed by the Clean Water Act and Safe Drinking
Water Act and are required to be kept in perpetuity in support of the SRF. These funds are also derived from
interest earnings on investments or deposits of amounts held in the program equity accounts; proportional
amounts released from the pledged assets available as a result of loan repayments in accordance with the
provisions specified in the applicable bond resolutions; amounts derived from financing activities of the Trust;
and other amounts appropriated to the Trust by the Commonwealth for purposes of the SRF programs.

The Trust initially allocates SRF Program Equity Funds to make loans. On May 11, 2021, the Trust issued
Series 23A Green Bonds and Series 23B Sustainability Bonds (Series 23 Bonds) in the par amount of
$351,440. Proceeds from the Series 23 Bonds replenished SRF Program Equity Funds used to fund the
construction phase of financed projects in the amount of $367,143.

Additional Subsidy Funds. Recent legislative changes have allowed the Trust to identify priority projects
and/or initiatives to provide additional subsidy. The balances in these funds reflect the committed and
unexpended or unallocated balance as of June 30, 2021 and 2020. These priority projects and initiatives
include the following.

School Water Improvement Grant (SWIG) Program. On January 8, 2020, the Trust’'s Board of Trustees
approved the pilot round of the School Water Improvement Grant (SWIG) program. The goal of the SWIG
program is to reduce lead in school drinking water to the lowest levels possible by incentivizing schools
to test their drinking water fixtures and remediate any lead exceedances that are detected. It
accomplishes this by providing funds to purchase and install point-of-use filtered water bottle filling
stations to replace drinking water fixtures that tested above the remediation lead action level of 1 ppb.
SWIG was launched in concert with MassDEP’s expanded version of the lead testing program using
funds from the EPA’s Lead Testing in School and Child Care Program Drinking Water Grant.

23



MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Notes to Financial Statements
June 30, 2021 and 2020

SWIG provides $3 thousand per eligible fixture that tests positive for lead. The funding covers the
purchase of bottle filling stations, installation, and post installation testing of the unit, and allows the
school district to use the remaining funds for future operation and maintenance cost. The Trust committed
$5,000 to date to this program. The balance as of June 30, 2020, was $5,024 and that balance as of
June 30, 2021, was $3,330 which reflects the completion of the pilot round that provided a total of $954
to 128 schools serving over 69,000 students. The ending balance also reflects the use of $749 provided
as a state matching grant to the $2,998 Expanded School Water Improvement Grant (ESWIG) the Trust
was awarded by the EPA in fiscal year 2021. The goal of ESWIG is to reduce children’s exposure to lead
in drinking water in schools and childcare facilities located in communities which are categorized by lower
incomes and housing stock and with higher numbers of children with elevated blood lead levels.

Asset Management Planning (AMP) Program. Asset management for water, wastewater, and stormwater
utilities is a systematic approach to physical infrastructure cataloging, process management and criticality
tracking that allows the utility to make informed financial decisions that are most likely to achieve long-
term sustainability and deliver consistent cost-efficient service. In June 2018, the Trust's Board of
Trustees approved the AMP Grant program to provide up to $2 million annually beginning with the 2019
IUP to assist eligible applicants with completing, updating, or implementing an asset management
program for wastewater, drinking water, stormwater utilities or any combination of the three. Grant funds
are provided to eligible applicants as reimbursement of expenses incurred. The committed but
unexpended balance as of June 30, 2021, and 2020 was $3,571 and $4,818, respectively.

Additional Subsidy — Affordability Criteria. The Safe Drinking Water Act and the Clean Water Act require
states to develop affordability criteria to identify communities that are in need of additional subsidization
to afford the costs of construction needed for water infrastructure projects. SRFs are required to provide
a percentage of the annual DWSRF and CWSRF federal capitalization grants as additional subsidy to
these communities.

The Affordability Calculation is based on an APCI metric. Pursuant to EPA guidance, the criteria must be
based upon income, unemployment data, population trends, and other data determined relevant by the
states. The Trust calculates APCI for the Commonwealth and its 351 individual municipalities annually
in connection with the IUP process. Communities that fall below the Commonwealth’s APCI are assigned
into three (3) affordability tiers based on a community's APCI as a percentage of the Commonwealth’s
APCI.

The highest level of subsidy goes to tier 3 communities that are below 60% of the statewide APCI. The
second highest level of subsidy goes to tier 2 communities that fall within 60-80% of the statewide APCI.
The third highest level of subsidy goes to tier 1 communities that fall between 80-100% of the statewide
APCI. The percentage of subsidy provided ranges from 3.3% to 9.9% for tiers 1 to 3 for the CWSRF
program and 6.6% to 19.8% for tiers 1 to 3 for the DWSRF program. The Trust provides this additional
subsidization in the form of loan forgiveness and uses additional contract assistance from the
Commonwealth to provide subsidy in excess of the amount funded by the DWSRF and CWSRF federal
capitalization grants.

The additional subsidy is calculated based on construction contracts that are executed by June 30 of the
year following the IUP year and is approved by the Trust’'s Board of Trustees in the fall. For fiscal year
2021, the Trust’'s Board of Trustees approved $20,937 of additional affordability subsidy based on the
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2019 IUP executed construction contracts by June 30, 2020. The 2019 federal grants provided funding
for $12,033 and the Commonwealth contract assistance will provide the remaining $8,904 of subsidy.
For fiscal year 2020, the Trust’'s Board of Trustees approved $21,387 of additional affordability subsidy
based on the 2018 IUP executed construction contracts by June 30, 2019. The 2018 federal grants
provided funding for $10,604 and the Commonwealth contract assistance will provide the remaining
$10,783 of subsidy.

The contract assistance committed but unexpended balance as of June 30, 2021, and 2020 was $2,075
and $626, respectively. The unallocated contract assistance balance as of June 30, 2021, and 2020 was
$87,469 and $68,957, respectively. The Trust's Board of Trustees are expected to approve
approximately $25,500 of additional affordability subsidy based on the 2020 IUP executed construction
contracts by June 30, 2021. The 2020 federal grants provided funding for $10,505 and the
Commonwealth will commit contract assistance for the remaining $14,995 of subsidy.

Cape Cod and Islands Water Protection Fund (CCIWPF). The CCIWPF was created pursuant to Chapter
337 of the Acts of 2018 “An Act Regulating and Insuring Short-Term Rentals”. The legislation added a
2.75% local option excise tax on traditional lodging and short-term rentals for communities on Cape Cod.
This 2.75% excise tax can only be collected by communities participating in the fund and may only be
deposited to the fund. The fund is owned and managed by the CCIWPF Management Board which is
comprised of representatives from each Cape Cod community. The Trust acts as custodian for this fund
as described in note 14.

Monies from the fund may be used to provide loan forgiveness to eligible CWSRF projects financed by
the Trust or to pay for debt service for pre-existing debt incurred outside the Trust for certain Cape Cod
communities. At the CCIWPF Management Board meeting held in April 2021, the CCIWPF Management
Board approved final commitment amounts for eligible projects from the 2018 and 2019 IUPs as well as
approved contingent commitments for eligible projects from the 2020 and 2021 IUPs for a total of
$54,835. These commitment amounts will be provided over a period of four years. The Trust received
instructions from the CCIWPF Management Board to transfer one-quarter of the committed amounts, or
$13,709. These funds will be disbursed to the respective projects as reimbursement requests are
received; or used to reimburse the Trust for disbursements already made; or remain in the account until
project disbursement requests are received. As of June 30, 2021, the balance of committed but
unexpended funds in this account was $7,805.

Administrative Funds. Annual loan servicing fees equal to 0.15% of outstanding loan principal charged
pursuant to financing agreements as well as origination fees, if any, and any other amount received by the
Trust for such purposes are used to fund the administrative costs of the Trust. The $2,384 decrease primarily
reflects the Trust’s use of its administrative funds to pay $1,518 of costs of issuance related to the Series 23
Bond issuance, rather than charging borrowers an origination fee.

State Match Funds. The Trust receives the 20% matching grant from the Commonwealth capital budget. The
Trust is required to obtain the matching grant prior to receiving its federal CWSRF and DWSRF annual grants.
The balance as of June 30, 2021, represents the Commonwealth 20% matching grant for its 2021 CWSRF
and DWSRF grants received in August 2021 and accumulated interest earnings. The balance as of June 30,
2020, represents the Commonwealth 20% matching grant for its 2020 CWSRF and DWSRF grants received
in August 2020 and accumulated interest earnings.
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Rebate Funds. The Trust sets aside certain amounts of its revenue funds collected to pay arbitrage rebate
liabilities to the United States Treasury when due. Arbitrage rebate filings are due on the fifth anniversary of
the respective bond issuance dates and every five years thereafter until bonds are matured and/or no longer
outstanding.

Revenue Funds. Program revenues including borrower repayments, pledged assets earnings and contract
assistance are deposited to this fund and are restricted or committed for specific purposes including the
payment of debt service on February 1 or August 1.

Debt Service Funds. These funds accumulate the amounts required to pay principal and interest due on debt
service payment dates. The balance at June 30, 2021 and June 30, 2020 reflect principal maturities and
related accrued interest payments related to U.S. Treasury and Agencies debt service reserve fund
investments received prior to the respective August debt service payment dates.

Cash and cash equivalents include investments in MMDT. The Office of the Treasurer and Receiver-General
(Treasury) manages MMDT, the Commonwealth’s short-term external mixed investment pool. MMDT is
comprised of two portfolios, a Cash Portfolio and a Short-term Bond Portfolio. The Cash Portfolio is a money
market like investment pool; its investments are carried at amortized cost, which approximates fair value.
The investment in MMDT is valued at the share value of $1.00 and carried at fair value.

Investors in MMDT are not allowed to overdraw their shares. For a complete copy of MMDT’s separately
issued financial statements, please contact the Office of the State Treasurer's Cash Management
Department, at (617) 367-9333 or download the statements from the Cash Management Section of the Office
of the State Treasurer's Web site at www.mass.gov/treasury. For purposes of risk categorization, MMDT
shares are not categorized.

Custodial Credit Risk — Custodial credit risk is the risk that, in the event of a bank failure, the Trust’s deposits
may not be returned to it. Cash balances represent amounts held in bank depository accounts that may be
subject to custodial credit risk. The Trust had no significant amount of cash on deposit with banks at June 30,
2021 and 2020.

Project Fund Deposits

The project fund deposits are held by the Trustee and disbursed in accordance with executed loan
agreements. Project fund deposits are disbursed to borrowers for eligible project costs as needed. These
funds are restricted and are to be disbursed solely for the applicable project costs associated with the
applicable loan financing agreement. When all costs have been paid, any amounts remaining unexpended
in the project fund deposits will normally be applied to the repayment of the applicable borrower’s principal.
Project fund deposits are invested as part of the MMDT Cash Portfolio. As of June 30, 2021 and 2020, the
Trust held $81,753 and $42,430, respectively, in project fund deposits related to executed loan agreements
for SRF Bonds.

Investments

Investments primarily consist of debt service reserve accounts that were established as security for certain
series of bonds issued by the Trust. The amounts deposited in each debt service reserve account were
determined at the time of the issuance of the bonds and varied from 33% to 50% of the par amount of the
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bonds issued. In most cases, debt service reserve funds were funded from the SRF Program Equity Funds.
Interest earnings on the debt service reserve accounts are used for debt service payments. The Trust’s debt

service reserve accounts are invested in either GICs or U.S. Treasuries and Agencies.

GICs are recorded at contract value and U.S. Treasuries and Agencies are reported at fair market value.
Reductions in GIC balances year over year reflect the scheduled maturities that correspond to debt service
principal payments. As the Trust pays principal on its debt, proportional amounts are released from the
pledged assets securing the related debt. Since 2012, the Trust has been pledging direct loans as security
for its bonds rather than establishing debt service reserve funds. As a result, the debt service reserve fund
investment balance continues to decline as scheduled maturities occur. The table below provides details of

the Trust’s debt service reserve funds as of June 30, 2021 and 2020.

Debt Service Reserve Funds

Provider Bond Series 2021 2020
GICs:
Mass Mutual Financial Group Series 9, MWRA 1999A Ref $ 93,033 106,402
FSA Capital Management Senices Series 6, 11, 2004A Ref, 2014 Ref 77,609 93,033
Natixis Funding Corporation Series 6, 7, 8, MWRA 2002A Ref 69,610 80,912
Citigroup Global Markets Inc. Series 12, 2006 Ref 52,484 60,627
Total GICs 292,736 340,974
U.S. Treasuries and Agencies Series 6, 7, 8, 9, 12, 15, 2014 Ref 140,994 157,798
Total debt senice resene fund investments $ 433,730 498,772
A portion of the Trust’s program equity funds are invested as follows.
2021 2020
MMDT Short-term Bond Portfolio $ 102,293 100,370
U.S. Treasuries and Agencies 99,451 110,929
Citigroup Global Markets Inc. GIC 470 543
Total program equity fund investments $ 202,214 211,842
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Concentration of Credit Risk — Concentration of credit risk is the risk of loss attributed to the magnitude of an
entity’s investment in a single issuer. The following list sets forth the GIC providers with which the Trust’s
investments exceed 5% of the Trust’s total investment balance.

Provider 2021 2020
Mass Mutual Financial Group $ 93,033 15 % $ 106,402 15 %
FSA Capital Management Services 77,609 12 93,033 13
Natixis Funding Corp. 69,610 11 80,912 11
Citigroup Global Markets Inc. 52,954 8 61,170 9

Custodial Credit Risk — Custodial credit risk for investments is the risk that, in the event of a failure of the
counterparty, the Trust will not be able to recover the value of the investment or collateral securities that are
in the possession of an outside party. The Trust requires that all investment agreements be collateralized
either upon execution of such agreement or upon the happening of certain events, and at all times thereafter,
by securities or other obligations issued or guaranteed by the United States, by certain federal agencies or
corporations or, in some cases, by corporate or municipal issuers rated “AAA” by S&P Global Ratings and
“Aaa” by Moody’s, having a market value of not less than 102% of the amount currently on deposit or in
accordance with their respective agreement.

Credit Risk — The majority of the Trust’s investments are in GICs or in U.S. Treasuries and Agencies. The
U.S. Treasuries and Agencies are all backed by the federal government. The GICs either have collateral
requirements in place upon execution of the investment agreement, or have triggered collateral requirements
under which, upon a rating downgrade below a specified level, the counterparty is typically required to take
one of three actions: 1) post collateral to a level sufficient to maintain an AA rating, 2) assign the investment
contract to a new counterparty that has at least an AA rating, or 3) provide credit enhancement to maintain a
rating on the investment contract of at least AA. MMDT and the GICs are not rated.

Interest Rate Risk — Interest rate risk is the risk that changes in interest rates will adversely affect the fair
value of the Trust’s investments. The Trust limits its exposure to interest rate risk by entering into guaranteed
investment contracts and federally guaranteed fixed income securities for all of its long-term investments
upon which the Trust relies to meet its obligations. The Trust's U.S. Treasuries and Agencies investment
portfolio was structured in its principal and interest return to support debt service on the related bonds.
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For the years ended June 30, 2021 and 2020 the Trust’s total investment portfolio matures as follows.

Less than 1 year
One to five years
Six to ten years
More than ten years

Less than 1 year
One to five years
Six to ten years
More than ten years

Capitalization Grants

The CWSRF and DWSRF programs were established in each state by capitalization grants from the EPA.
These capitalization grants have been available to states annually, typically received in August or
September before the beginning of each federal fiscal year. EPA implemented the SRF programs in a manner
that preserves a high degree of flexibility for states in operating their revolving funds in accordance with each
state’s unique needs and circumstances. States are required to provide an amount equal to 20 percent of

June 30, 2021

MMDT
U.S. Treasuries Short-term Total
GICs and Agencies Bond Portfolio investments
$ 80,876 25,162 102,293 208,331
156,045 76,673 — 232,718
42,338 85,553 — 127,891
13,947 53,057 — 67,004
$ 293,206 240,445 102,293 635,944
June 30, 2020
MMDT
U.S. Treasuries Short-term Total
GICs and Agencies Bond Portfolio investments
$ 85,237 20,691 100,370 206,298
181,703 89,840 — 271,543
53,682 95,482 — 149,164
20,895 62,714 — 83,609
$ 341,517 268,727 100,370 710,614

the capitalization grant as state matching funds in order to receive a grant.

These grants require that the Trust enter into binding commitments with local government units within one
year of the receipt of each federal grant award to provide assistance in an amount equal to 120% (including
20% state matching grant) of each grant award. The CWSRF grant contains a 4% administrative allowance.
The DWSRF grant provides the Trust with set asides to provide a 4% administrative allowance, a 15% local
assistance set-aside to support the public water system supervision programs, and a 2% small system

technical assistance set-aside.

29



MASSACHUSETTS CLEAN WATER TRUST
(A Component Unit of the Commonwealth of Massachusetts)

Notes to Financial Statements
June 30, 2021 and 2020

The Safe Drinking Water Act and the Clean Water Act require states to develop affordability criteria to identify
communities that are in need of additional subsidization to afford the costs of constructing needed water
infrastructure projects. SRFs are required to provide a percentage of the annual DWSRF and CWSRF federal
capitalization grants as additional subsidy to these communities.

The Affordability Calculation is based on an adjusted per capita income (APCI) metric. Pursuant to EPA
guidance, the criteria must be based upon income, unemployment data, population trends, and other data
determined relevant by the state. The Trust calculates APCI for the Commonwealth and its 351 individual
municipalities annually in connection with the IUP process. Communities that fall below the Commonwealth’s
APCI are assigned into three (3) affordability tiers based on a community's APCI as a percentage of the
Commonwealth’s APCI.

The highest level of subsidy goes to tier 3 communities that are below 60% of the statewide APCI. The
second highest level of subsidy goes to tier 2 communities that fall within 60-80% of the statewide APCI. The
third highest level of subsidy goes to tier 1 communities that fall between 80-100% of the statewide APCI.
The percentage of subsidy provided ranges from 3.3% to 9.9% for tiers 1 to 3 for the CWSRF program and
6.6% to 19.8% for tiers 1 to 3 for the DWSRF program. The Trust provides this additional subsidization in the
form of loan forgiveness and uses additional contract assistance from the Commonwealth to provide subsidy
in excess of the amount funded by the DWSRF and CWSRF federal capitalization grants.

Each state may opt to transfer a portion of its CWSRF capitalization grant, not to exceed 33 percent of its
DWSREF capitalization grant, to the DWSRF program. The Trust has taken advantage of this option in each
year beginning with its 2013 clean water capitalization grant to provide additional capacity to its drinking
water program.

Grant draws may begin in the quarter in which the grant is awarded and end no later than eight quarters after
the grant is awarded, not to exceed 12 quarters from the date of allotment of grant funds. The Trust draws
on its federal grants based on the amount of incurred costs for certain eligible projects or activities.
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The following table depicts the Trust’s EPA grant receivable by program. The Trust receives its state match
funds in June prior to the receipt of the federal grants.

EPA Grants Receivable

Clean Water Drinking Water  Total Program

Grants receivable at June 30, 2019 $ 43,754 3,172 46,926
Project grant award/match — FFY 2019 51,788 20,171 71,959
Admin/Set asides grant — FFY 2019 2,158 5,362 7,520
Total grant award/match 53,946 25,533 79,479

Grant funds drawn (65,072) (19,670) (84,742)
Grants receivable at June 30, 2020 32,628 9,035 41,663
Project grant award/match — FFY 2020 51,796 20,184 71,980
Admin/Set asides grant — FFY 2020 2,158 5,365 7,523
Expanded school water improvement grant FFY 2020 — 2,998 2,998
Total grant award/match 53,954 28,547 82,501

Grant funds drawn (58,610) (24,571) (83,181)
Grants receivable at June 30, 2021 $ 27,972 13,011 40,983

Federal grant revenue is recognized in accordance with the funding schedules contained within the individual
grant agreements. The state matching grant, typically drawn prior to fiscal year end, revenue is unearned
until the Federal grant is awarded, typically in August, at which time state matching revenue is recognized.
The unearned balances as of June 30, 2021 and 2020 are $15,894 and $15,901, respectively.

EPA federal grant revenue totaled $82,501 for fiscal year 2021 and represents the Trust’'s annual federal
2020 capitalization grants for CWSRF, $53,954, and DWSRF, $25,549. Additionally, the Trust was awarded
a $2,998 from the EPA to create the Massachusetts Expanded School Water Improvement Grant (ESWIG)
program. The goal of the ESWIG program is to develop and implement improvement investments through
projects that will reduce lead exposure in drinking water by replacing thousands of lead service lines and/or
removing potential sources of lead in hundreds of schools and childcare facilities.

EPA federal grant revenue totaled $99,545 for fiscal year 2020 and represents the Trust's annual federal
2019 capitalization grants for CWSRF, $53,946, and DWSRF, $25,533. Prior to the 2019 federal
capitalization grants, grant funds were made available on a quarterly basis. Since the Trust records grant
revenue based on availability of grant funds, $20,066, the fourth quarter installment of the 2018 federal
capitalization grants, was also recorded in fiscal year 2020.
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The following table depicts the Trust’s federal and state grant revenue by grant.

Clean Water Drinking Water
Program Program Total Programs
2021 2020 2021 2020 2021 2020
Federal FY 2020 grant $ 53,954 — 25,549 — 79,503 —
Federal ESWIG FY 2020 grant — — 2,998 — 2,998 —
Federal FY 2019 grant — 53,946 — 25,533 — 79,479
Federal FY 2018 grant — 13,623 — 6,443 — 20,066
Total grant revenue — EPA $ 53,954 67,569 28,547 31,976 82,501 99,545
State grant — FY 2020 $ 10,791 — 5,110 19,700 15,901 19,700
State match — FY 2020 ESWIG grant — — 749 — 749 —
State match — FY 2019 grant — 10,789 — 5,107 — 15,896
Total grant revenue — State $ 10,791 10,789 5,859 24,807 16,650 35,596

State grant revenue totaled $16,650, for fiscal year 2021 as compared to $35,596 in fiscal year 2020. Fiscal
year 2020 included an additional $19,700 state grant funds pursuant to Chapter 142 of the Acts of 2019,
providing a $10,650 operating transfer from the Commonwealth to support drinking water programs to
remediate PFAS contamination of public water supplies, including, but not limited to no-interest loans, plus
an additional $9,050 to support the Trust's purposes as set forth in Chapter 29C of the General Laws,
including to increase project capacity.

Loans Receivable and Bonds Purchased

The Trust provides low-cost financing to cities, towns, and other eligible borrowers primarily for the
construction and improvement of drinking water and wastewater infrastructure. These loans are provided
under the Trust's CWSRF, DWSRF, and Community Septic Management Programs.

The Trust’s loan process is dictated by the annual IUP. MassDEP compiles two IUPs annually, one for each
SRF program. Project eligibility is determined by the Clean Water Act and the Drinking Water Act for the
CWSRF and DWSRF, respectively. Eligible borrowers are encouraged to apply for financing for eligible
projects during an annual solicitation process. MassDEP engineers review detailed project specifications and
rank them using an established set of criteria that measures the severity of the problem, the sensitivity of the
environmental hazard, the public health risk, and the appropriateness of the proposed solution.

For CWSRF project selection, the program emphasizes watershed management priorities, stormwater
management, green infrastructure, and encourages communities to undertake projects with meaningful water
quality and public health benefits. For DWSRF project selection, the program emphasizes compliance with
federal and state water requirements to protect the public health while addressing the Commonwealth’s
drinking water needs. Ultimately, MassDEP selects the highest priority projects and compiles the annual IUPs
which establish the Commonwealth’s priorities for the upcoming year.
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The Trust provides each borrower a subsidized loan pursuant to a financing agreement between the Trust
and the borrower. The Trust makes loans with terms up to thirty (30) years, but the loan term in limited by
the expected useful life of the project being financed or refinanced. Twenty (20) year loans bear interest at a
subsidized rate of 2% per annum set by statute and thirty (30) year loans bear a slightly higher interest rate.
Borrowers deliver their own general or special obligation bond to the Trust referred to as a “local bond” in
order to secure their respective loan repayment obligations.

A summary of loan receivables as of June 30, 2021 and 2020 is as follows.

2021 2020
Leveraged loans $ 3,332,063 3,147,216
Direct loans pledged for bond debt senice 621,571 607,616
Other direct loans 5,890 6,511
Total permanently financed loans receivable 3,959,524 3,761,343
Interim loans 189,675 381,839
Loan forgiveness (65,109) (53,465)
Total loans receivable 4,084,090 4,089,717
Less current portion loans receivable 423,408 620,814
Long-term portion — loans receivable $ 3,660,682 3,468,903

The Trust recognizes the need for construction funds to be available to communities throughout the year, not
simply at the time of an annual Trust bond issue. This need is addressed by making funds available to eligible
projects through the interim loan program. The Trust initially allocates SRF Program Equity Funds to make
these interim loans. Interim loans are temporary loans provided by the Trust to eligible borrowers in
accordance with a financing agreement for all or any part of the costs of a project in anticipation of a leveraged
or direct loan. This interim construction financing is offered to communities at a zero percent interest rate
with no fees. The interim loan receivable balances were $189,675 and $381,839 as of June 30, 2021 and
2020, respectively.

The Trust issues revenue bonds (SRF Bonds) in order to fund communities’ projects under the CWSRF and
DWSRF programs. The Trust uses a “leveraged model” to provide funding in excess of the federal and state
grants received. SRF Bonds are issued in the capital markets and are secured by loans or reserves funded
by SRF Program Equity Funds (pledged assets). The proceeds from the SRF Bonds are used to provide
capital for new below market rate loans to borrowers for water infrastructure, referred to in the table above
as leveraged loans. The loans securing the SRF Bonds that are funded with SRF Equity Program Funds are
referred in the table above as direct loans pledged for bond debt service.

The Safe Drinking Water Act and the Clean Water Act require states to develop affordability criteria to identify
communities that are in need of additional subsidization to afford the costs of constructing needed water
infrastructure projects. SRFs are required to provide a percentage of the annual DWSRF and CWSRF federal
capitalization grants as additional subsidy to these communities. The Trust provides this additional
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subsidization in the form of loan forgiveness. Loan forgiveness can assist borrowers in their efforts to comply
with water quality standards by making projects even more affordable. Loans funded by loan forgiveness
grants are advanced to local agencies on a cost reimbursement basis up to the amount of the awarded loan
forgiveness. The amount of interim loan balances for which a subsidy was provided in the form of loan
forgiveness was $65,109 and $53,465, as of June 30, 2021 and 2020, respectively. The subsidized interim
loan amounts will be legally forgiven as the applicable projects are completed. Loan agreements require
repayment of the forgiven loan if all program requirements are not met.

On May 11, 2021, the Trust issued Series 23 Bonds in the par amount of $351,440 with a premium of
$101,348. Proceeds from the Series 23 Bonds replenished SRF Program Equity Funds applied to fund the
construction phase of financed projects in the amount of $367,143, and an additional $85,641 of bond
proceeds were deposited to project funds for the remaining project expenses for these leveraged loans. In
connection with the issuance of the Series 23 Bonds, the Trust pledged $44,815 of its direct loans to the
MTA Bonds. Program Equity Funds were used to permanently finance interim loans totaling $41,879 as direct
loans, and an additional $2,936 of Program Equity Funds were deposited to project funds for the remaining
project expenses for these direct loans. The interest collected on these pledged loans will be applied to pay
a portion of the debt service on the Series 23 Bonds, thereby supplementing the loan repayment obligations
of the local borrowers while the principal payments collected on the direct loans are pledged as further
security for the Trust’'s bonds. The Series 23 Bonds are the eighth series of Trust SRF bonds to use this
approach. As of June 30, 2021, the Trust has $627,461 in direct loans pledged for the purpose of paying
debt service on Trust bonds.

Aggregate principal maturities on loans receivable or bonds purchased are as follows.

Direct Total
loans pledged Other permanently
Leveraged for bond direct financed
loans debt service loans loans receivable
Years ending June 30:
2022 268,374 29,841 629 298,844
2023 274,674 30,421 629 305,724
2024 263,311 31,014 629 294,954
2025 248,832 31,620 630 281,082
2026 238,057 30,726 630 269,413
2027-2031 968,911 161,131 2,743 1,132,785
2032-2036 645,590 138,691 — 784,281
2037-2041 330,226 81,422 — 411,648
20422046 66,621 59,742 — 126,363
2047-2051 27,467 26,963 — 54,430
Total $ 3,332,063 621,571 5,890 3,959,524
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The Trust’s loans to its borrowers are subsidized by interest earnings on its pledged assets which include
debt service reserve funds and direct loans. Additionally, contract assistance is provided to the Trust by the
Commonwealth on behalf of certain loan financing agreements. Although borrowers are obligated to the Trust
to make scheduled payments, these subsidies are expected to be available for the duration of the loan
financing agreements as described in note 8.

Bonds Payable

The Trust issues special obligation bonds under its SRF programs to provide low-cost financing to cities,
towns, and other eligible borrowers primarily for the construction and improvement of drinking water and
wastewater infrastructure. Coupons on the bonds range from approximately 2.0% to 5.3% and each series
is payable semiannually with the latest maturity occurring in FY 2047. Bond proceeds are used to provide
financial assistance through leveraged loans from the Trust to the borrowers as described in note 7.

In connection with the issuance of its Series 18 Bonds in early 2015, the Trust entered into the Master Trust
Agreement (MTA). The MTA replaced the Trust’'s older Program Resolution and simplified the security
framework for new Trust SRF Bonds. The Series 18 Bonds and all other SRF Bonds issued and to be issued
under the MTA (MTA Bonds) are secured on a parity basis by the assets pledged under the MTA. Prior to
Series 18, the Trust issued bonds pursuant to the Trust’s older Program Resolution and standalone bond
resolutions to finance or refinance loans to several borrowers concurrently (Pool Loan Program Bonds) or to
finance or refinance loans to a single borrower (Prior Single Obligor Bonds). The Prior Single Obligor Bonds
were issued to provide loans to the following three obligors: (1) the Massachusetts Water Resources
Authority (MWRA); (2) the South Essex Sewerage District (SESD); and (3) the City of New Bedford. As of
June 30, 2021, and 2020, there are no longer Single Obligor Bonds outstanding for SESD or the City of New
Bedford. The City of New Bedford, MWRA and SESD also are borrowers under the Trust’s Pool Loan
Program Bonds and the MTA Bonds.

The MTA Bonds are special obligations of the Trust and do not constitute a pledge of its full faith and credit.
The MTA Bonds are payable solely from the funds pledged pursuant to the Master Trust Agreement. MTA
Bonds are payable solely from the funds pledged to the MTA which include repayments on all loans financed
through the MTA Program, together with contract assistance payments, and earnings on certain funds held
under the MTA. All other series of Trust bonds are payable from amounts pledged pursuant to the individual
Water Pollution Abatement and Drinking Water Project Bond Resolutions, which include payments by
borrowers of principal and interest on the loans, contract assistance, and earnings on amounts on deposit in
the debt service reserve funds or interest received on certain direct loans made by the Trust. Debt service is
paid semi-annually, with principal and interest payments due February 1 and August 1.

The Commonwealth and the Trust have entered into a contract pursuant to which the Commonwealth has
committed to provide contract assistance payments to the Trust to reduce the borrowers’ debt service
obligations to the Trust in the amount of $172,549 over 30 years. This obligation of the Commonwealth to
the Trust is a general obligation of the Commonwealth, for which its full faith and credit are pledged. Annual
appropriations are made each year by the Commonwealth to fund the current year’s obligation

On May 11, 2021, the Trust issued State Revolving Fund Bonds Series 23 (Green Bonds and Sustainability
Bonds) in the par amount of $351,440 with a premium of $101,348. The $141,945 Series 23A Bonds were
designated by the Trust as “Green Bonds” based on the intended use of the bond proceeds for the financing
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of projects that adhere to the federal Clean Water Act and Safe Drinking Water Act, as determined by the
EPA. Series 23A was the Trust’s sixth Green Bond issuance, continuing a program that was launched in
2014, for a total of $1.14 billion in total Green Bond issuance. The $209,495 Series 23B were designated by
the Trust as “Sustainability Bonds” providing both environmental and social benefits. The Series 23B Bonds
were the first issuance of Sustainability Bonds for the Trust and for any SRF program in the country and
provided investors an opportunity to support Massachusetts communities identified as the most economically
disadvantaged.

Series 23 Bond proceeds were applied to fund $452,784 in loans for CWSRF and DWSRF projects. The
Trust anticipates expending all the proceeds within three years. In connection with the issuance of the
Series 23 Bonds, the Trust pledged $44,815 of its loans to borrowers funded with SRF Program Equity
Funds. The interest collected on these loans will be applied to pay a portion of the debt service on the MTA
Bonds, thereby supplementing the loan repayment obligations of the local borrowers while the principal
payments collected on the direct loans are pledged as further security for the Trust’s bonds.

The following is a summary of bonds payable as of June 30, 2021 and 2020.

Balance Balance
Issue Final June 30, June 30, Due within
Bond issue Program date maturity 2020 Additions  Reductions 2021 one year
Senior revenue bonds:

Series 6 Pool Loan 11/8/2000  8/1/2023 $ 2,905 — 255 2,650 925
Series 7 Pool Loan 7/26/2001  2/1/2023 1,040 — 250 790 400
Series 2002A MWRA 10/31/2002  8/1/2032 5,625 — 755 4,870 700
Series 8 Pool Loan  11/26/2002  8/1/2026 4,980 — 815 4,165 575
Series 9 Pool Loan 11/6/2003  8/1/2027 7,500 — 1,110 6,390 905
Series 11 Pool Loan  11/16/2005  8/1/2025 17,150 — 550 16,600 310
Series 12 Pool Loan  12/14/2006  8/1/2026 22,830 — — 22,830 —
Series 15B Pool Loan 6/8/2010  8/1/2040 273,105 — 20,510 252,595 3,000
Series 16Aand B Pool Loan 6/13/2012 8/1/2025 13,705 — 13,705 — —
Series 17Aand B Pool Loan 5/22/2013  2/1/2043 148,060 — 8,600 139,460 8,935
Series 18 MTA 1/7/2015  2/1/2045 188,505 — 8,715 179,790 8,995
Series 19 MTA 2/11/2016  2/1/2046 175,250 — 8,985 166,265 9,300
Series 20 MTA 4/13/2017 2/1/2047 186,265 —_ 7,205 179,060 7,460
Series 21 MTA 9/12/2018  8/1/2038 157,360 — 6,375 150,985 6,570
Series 22 MTA 10/24/2019  8/1/2039 191,610 — 6,945 184,665 6,720
Series 23 MTA 5/11/2021 2/1/2041 — 351,440 — 351,440 13,010

Subordinated revenue refunding bonds:
Series 1999A MWRA 11/3/1999  8/1/2029 3,845 — — 3,845 —
Series 2004A Pool Loan 9/9/2004  8/1/2027 77,020 — 34,620 42,400 12,975
Series 2006 Pool Loan  12/14/2006  8/1/2034 313,020 — 41,720 271,300 45,565
Series 2012A Pool Loan 6/13/2012  8/1/2032 43,855 — — 43,855 11,910
Series 2014 Pool Loan 6/12/2014  8/1/2028 377,660 — 54,935 322,725 46,880
Series 2017 MTA 4/13/2017  8/1/2029 96,280 — — 96,280 25,750
Series 2020 MTA 5/21/2020  8/1/2042 87,305 — — 87,305 —
Subtotal 2,394,875 351,440 216,050 2,530,265 210,885
Add unamortized bond premiums 329,469 101,348 29,337 401,480 —
Total bonds payable $ 2,724,344 452,788 245,387 2,931,745 210,885
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The Trust designated its Series 15B Bonds as “Build America Bonds” (BABs) for purposes of the American
Recovery and Reinvestment Act of 2009 (ARRA) and is thereby entitled to receive cash subsidy payments
from the United States Treasury (Federal Subsidy Payments) equal to 35% of the interest payable on the
Series 15B Bonds provided it makes certain required filings in accordance with applicable federal rules
pertaining to the Federal Subsidy Payments. Receipt of Federal Subsidy Payments by the Trust has been
and will be adversely affected by implementation of certain provisions of federal law. In federal fiscal year
2016, such payments were subject to a sequestration reduction of 6.8%, with the Bipartisan Budget Act of
2015, approved by the President on November 2, 2015, extending the sequestration provisions through
federal fiscal year 2025. For federal fiscal years 2020 and 2021, such payments were subject to reductions
of 5.9% and 5.7%, respectively.

On October 19, 2020, the Trust used $2,901 of its program equity to defease a portion of the Series 16 SRF
Bonds. As a result, the refunded bonds are considered to be defeased and the liability has been removed
from the financial statements. The total debt defeased through this transaction was $2,870, resulting in a
cash flow savings of $402.

On October 24, 2019, the Trust issued State Revolving Fund Bonds Series 22 (Green Bonds) in the amount
of $191,610 with a premium of $46,273. The Trust has designated the Series 22 Bonds as “Green Bonds”
based on the intended use of the bond proceeds for the financing of projects that adhere to the federal Clean
Water Act and Safe Drinking Water Act, as determined by the EPA. Series 22 Bond proceeds were applied
to fund $237,881 in loans for CWSRF and DWSRF projects. The Trust anticipates expending all the proceeds
within three years. In connection with the issuance of the Series 22 Bonds, the Trust pledged $95,044 of its
loans to borrowers funded with SRF Program Equity Funds. The interest collected on these loans will be
applied to pay a portion of the debt service on the MTA Bonds, thereby supplementing the loan repayment
obligations of the local borrowers while the principal payments collected on the direct loans are pledged as
further security for the Trust’s bonds.
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The following is a summary of bonds payable as of June 30, 2020 and 2019.

Balance Balance
Issue Final June 30, June 30, Due within
Bond issue Program date maturity 2019 Additions Reductions 2020 one year
Senior revenue bonds:
Series 6 Pool Loan 11/8/2000 8/1/2023 $ 3,165 — 260 2,905 255
Series 7 Pool Loan 7/26/2001 2/1/2023 1,285 — 245 1,040 250
Series 2002A MWRA 10/31/2002 8/1/2032 6,430 — 805 5,625 755
Series 8 Pool Loan 11/26/2002 8/1/2026 6,025 — 1,045 4,980 815
Series 9 Pool Loan 11/6/2003 8/1/2027 8,795 — 1,295 7,500 1,110
Series 11 Pool Loan 11/16/2005 8/1/2025 29,065 — 11,915 17,150 550
Series 12 Pool Loan 12/14/2006 8/1/2026 22,830 — — 22,830 —
Series 14 Pool Loan 3/18/2009 8/1/2019 15,965 — 15,965 — —
Series 15B Pool Loan 6/8/2010 8/1/2040 292,790 — 19,685 273,105 20,510
Series 16Aand B Pool Loan 6/13/2012 8/1/2025 132,430 — 118,725 13,705 10,835
Series 17Aand B Pool Loan 5/22/2013 2/1/2043 156,340 — 8,280 148,060 8,600
Series 18 MTA 1/7/2015 2/1/2045 196,945 — 8,440 188,505 8,715
Series 19 MTA 2/11/2016 2/1/2046 183,890 — 8,640 175,250 8,985
Series 20 MTA 4/13/2017 2/1/2047 193,340 — 7,075 186,265 7,205
Series 21 MTA 9/12/2018 8/1/2038 163,460 — 6,100 157,360 6,375
Series 22 MTA 10/24/2019 8/1/2039 — 191,610 — 191,610 6,945
Subordinated revenue refunding bonds:
Series 1999A MWRA 11/3/1999 8/1/2029 19,845 — 16,000 3,845 —
Series 2004A Pool Loan 9/9/2004 8/1/2027 119,890 — 42,870 77,020 34,620
Series 2006 Pool Loan 12/14/2006 8/1/2034 339,355 — 26,335 313,020 41,720
Series 2009A Pool Loan 8/11/2009 8/1/2019 18,275 — 18,275 — —
Series 2010A Pool Loan 6/8/2010 2/1/2020 2,520 — 2,520 — —
Series 2012A Pool Loan 6/13/2012 8/1/2032 43,855 — — 43,855 —
Series 2014 Pool Loan 6/12/2014 8/1/2028 403,865 — 26,205 377,660 54,935
Series 2017 MTA 4/13/2017 8/1/2029 96,280 — — 96,280 —
Series 2020 MTA 5/21/2020 8/1/2042 — 87,305 — 87,305 —
Subtotal 2,456,640 278,915 340,680 2,394,875 213,180
Add unamortized bond premiums 305,552 69,680 45,763 329,469 —
Total bonds payable $ 2,762,192 348,595 386,443 2,724,344 213,180
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As of June 30, 2021, debt service requirements to maturity for principal and interest are as follows.

Total
debt service Principal Interest

Year ending June 30:
2022 326,184 210,885 115,299
2023 329,342 219,785 109,557
2024 304,165 204,605 99,560
2025 286,033 196,030 90,003
2026 264,592 184,090 80,502
2027-2031 1,008,524 723,680 284,844
2032-2036 610,815 473,705 137,110
2037-2041 320,932 276,375 44,557
2042-2046 43,795 38,525 5,270
2047-2051 2,714 2,585 129
Total debt senice requirements $ 3,497,096 2,530,265 966,831

The Trust defeased certain bonds by purchasing securities from the proceeds of advance refunding bonds
or from surplus program funds and placing them in irrevocable trusts to provide for all future debt service
payments on the defeased bonds. The irrevocable trust’s assets and the liabilities for the defeased bonds
are not included in the Trust’s financial statements. The balance of bonds defeased in irrevocable trusts

outstanding as of June 30, 2021, are as follows.
Final escrow

Redemption Outstanding principal amount

date payment date 2021 2020
Series 15A 4/13/2017 8/1/2020 — 18,320
Series 16 4/13/2017 8/1/2020 — 54,285
Series 2012 4/13/2017 8/1/2022 29,660 29,660
Series 16 5/21/2020 8/1/2020 — 108,285

When the Trust refunds its bonds, it calculates the difference between the reacquisition price and the net
carrying amount of the bonds being refunded. The resulting accounting gain or loss is recorded as deferred
outflow of resources on the statements of net position and is amortized generally over the life of the refunding
bonds. The net accounting loss on debt refunding as of June 30, 2021 is as follows.

2021 2020
Beginning net accounting loss $ 37,815 57,367
Gain on Series 16 Refunding — (12,010)
Amortization (5,694) (7,542)
Ending net accounting loss $ 32,121 37,815
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Other Commitments

The Trust acts as custodian for the Cape Cod and Islands Water Protection Fund (CCIWPF) that was created
pursuant to Chapter 337 of the Acts of 2018 “Act Regulating and Insuring Short-Term Rentals. The legislation
added a 2.75% local option excise tax on traditional lodging and short-term rentals for communities on Cape
Cod. This 2.75% excise tax can only be collected by communities participating in the fund and may only be
deposited to the fund. The fund is owned and managed by the CCIWPF Management Board which is
comprised of representatives from each Cape Cod community.

Monies from the fund may be used to provide loan forgiveness to eligible CWSRF projects financed by the
Trust or to pay for debt service for pre-existing debt incurred outside the Trust for certain Cape Cod
communities. At the CCIWPF Management Board meeting held in April 2021, the CCIWPF Management
Board approved final commitment amounts for eligible projects from the 2018 and 2019 IUPs as well as
approved contingent commitments for eligible projects from the 2020 and 2021 IUPs for a total of $54,835.
These commitment amounts will be provided over a period of four years. The Trust received instructions from
the CCIWPF Management Board to transfer one-quarter of the committed amounts, or $13,709. These funds
will be disbursed to the respective projects as reimbursement requests are received; or used to reimburse
the Trust for disbursements already made; or remain in the account until project disbursement requests are
received. As of June 30, 2021, the balance of committed but unexpended funds in this account was $7,805.

The Trust provides additional subsidization to communities that are in need of additional subsidization to
afford the costs of construction needed for water infrastructure projects. The Trust provides this additional
subsidization in the form of loan forgiveness and uses additional contract assistance from the Commonwealth
to provide subsidy in excess of the amount funded by the DWSRF and CWSRF federal capitalization grants.
The contract assistance committed but unexpended balance of the as of June 30, 2021, and 2020 was $2,075
and $626, respectively as described in note 3.

Net Position

As of June 30, 2021 and 2020, the Trust has a restricted net position in the amount of $2.19 billion and $2.14
billion, respectively, and an unrestricted net position in the amount of $638 and $598 respectively. Restricted
net position represents capitalization grants received cumulative to date from the EPA and corresponding
matching amounts received from the Commonwealth, required to revolve back to the program. The
capitalization grants are restricted to provide financial assistance, but not grants, to local communities and
interstate agencies for the construction of wastewater treatment works, drinking water infrastructure
improvements, and other related projects as described in note 1.

Commitment

As of June 30, 2021 and 2020, the Trust has agreed to provide interim financing loans to eligible borrowers
amounting to approximately $217,584 and $299,233, respectively, excluding loan amounts already
disbursed, which will be funded or collateralized with grant awards received by the Trust.
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(12) Derivative Transactions
Interest Rate Swap Agreements — $77,255 dated November 21, 2006.

Objective of the Interest Rate Swap — As a means to lower its borrowings costs, when compared with
fixed-rate bonds at the time of their issuance in November 2006, the Trust entered into two interest rate swap
agreements in connection with its Pool Program Refunding Bonds, Series 2006 Bonds. The intention of the
swaps was to hedge the Trust's exposure to interest rate risk by effectively changing the Trust’s variable rate
bonds maturing in 2022 and 2023 to a synthetic fixed rate of 3.88% and 3.90%, respectively. The Series 2006
carry an interest rate indexed to the Municipal Consumer Price Index (Muni-CPI).

Terms — Under the terms of these swaps, the Trust agrees to receive a variable rate, based on the Muni-CPl,
equal to the amounts due on variable rate bonds issued by the Trust concurrently with the execution of the
swap agreement. The Trust agrees to pay a fixed rate to the counterparty. Payments are made semiannually,
due August1l and February 1 of each year, on the same schedule as the fixed rate bonds issued in
December 2006. The counterparty is JPMorgan Chase & Co. The terms of each swap agreement are
summarized below:

2022 2023
Termination Termination

Trade date
Effective date
Termination date

November 21, 2006
December 14, 2006
August 1, 2022

November 21, 2006
December 14, 2006
August 1, 2023

Notional amount $ 30,650 46,605
Fair value at June 30, 2021 631 723
Fair value at June 30, 2020 (1,559) (3,085)
Variable rate bond coupon payments Muni-CPI* rate Muni-CPI* rate
+0.99% +0.99%
Variable rate payment from counterparty Muni-CPI* rate Muni-CPI* rate
+0.99% +0.99%
Fixed-rate payment to counterparty 3.88% 3.90%
Synthetic fixed rate on bonds 3.88% 3.90%

* Muni-CPI rate is equal to the quotient of (1) the Reference CPI-U for the current debt service payment data minus the prior
Reference CPI-U divided by (2) the prior Reference CPl-U. Reference refers to 3 months preceding the debt service payment
date. Prior Reference period refers to 15 months preceding the debt service payment date.
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Fair Value — Because the Muni-CPI rate increased in excess of the synthetic fixed rate, the swaps had
positive fair values as of June 30, 2021. This means that for the next debt service payment date of August 1,
2021, the Trust will receive a payment of $1,354 from its swap counterparty for the positive valuation of its
hedging derivative instruments. At June 30, 2021, the fair value of these swaps is reflected as an asset from
derivative instruments, a component of other assets, and deferred inflow from derivative instruments in the
accompanying financial statements. The swaps had an aggregate negative fair value as of June 30, 2020,
which means on the August 1, 2020 debt service payment date the Trust made a payment to the swap
counterparty. At June 30, 2020, the fair values of these swaps are reflected as a liability for derivative
instruments and deferred outflows in the accompanying financial statements.

The fair value of the derivative was estimated using the zero-coupon method. This method calculates the
future net settlement payments/receipts required by the swap, assuming that the current forward rates implied
by the yield curve correctly anticipate future spot interest rates. These payments are then discounted using
the spot rates implied by the current yield curve for hypothetical zero-coupon bonds due on the date of each
future net settlement of the swap. Because the coupons on the Trust’s variable rate bonds adjust to the
changing Muni-CPI rates, the bonds do not have corresponding fair value increase or decrease.

Credit Risk — As of June 30, 2021, the Trust is exposed to credit risk equal to the amount of the derivative’s
fair value. As of June 30, 2020, the Trust was not exposed to credit risk because the swaps had a negative
fair value. The swap counterparty is JPMorgan Chase & Co. and is rated AA-/Aal/AA-by S&P Global Ratings,
Moody’s Investors Service, and Fitch Ratings, respectively. To mitigate credit risk, the Trust has the right to
terminate the swap upon a ratings downgrade by the counterparty’s credit support provider below BBB-/Baa3
by S&P Global Ratings and Moody’s Investors Service, respectively.

Termination Risk — The swap contract uses the International Swaps and Derivatives Association Master
Agreement, which includes standard termination events, such as failure to pay and bankruptcy. In addition,
the Trust may terminate upon a ratings downgrade by the counterparty, as described above. The Trust and
the counterparty may terminate if either party fails to perform under the terms of the swap contract. If at the
time of termination, the swap has a negative fair value, the Trust would be liable to the counterparty for a
payment equal to the swap’s fair value. The source of funds for this payment is from “legally available funds.”
Legally available funds is defined as, “funds held in the Trust's Federal Clean Water State Revolving Fund
or Drinking Water State Revolving Fund...only to the extent that Congress passes a law or EPA adopts a
regulation or issues an opinion or other notice...making such amounts legally available to pay settlement
amounts.”

Swap Payments and Hedged Debt — In accordance with the swap agreement, the variable rate is calculated
using the preceding 3 months’ Muni-CPI rate with settlement payments made on the debt service payment
dates of February 1 and August 1. As of June 30, 2021, the variable rate was calculated using the May 31,
2021, Muni-CPI rate. As the Muni-CPI rate varies, the variable rate payments on the bonds and the variable
rate receipts from the swap are equal, and the net debt service will remain fixed. Assuming this rate remains
the same, the debt service requirements of the variable rate debt and the net swap payments are presented
in the table below.
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Variable rate bonds® Net swap Total
Principal Interest payments? debt service
Years ending June 30:
2022 — 4,584 (1,577) 3,007
2023 30,650 3,674 (1,262) 33,062
2024 46,605 1,383 (474) 47,514

! Calculated rate uses May 31, 2021 Muni-CPlI rate to reflect debt service payment for August 1, 2021.
2 A negative net swap payment requires a payment from the counterparty to the Trust.

(13) Deferred Outflows of Resources
The following is a summary of deferred outflows of resources as of June 30, 2021 and 2020.

2021 2020
Deferred outflows of resources:
Derivative instruments (note 12) $ — 4,644
Excess of reacquisition price over net carrying
value of defeased bonds (note 8) 32,121 37,815
$ 32,121 42,459

(14) Fiduciary Activities

The Trust’s fiduciary activities are the collection or receipt, and the subsequent accounting, investment, and
disposition by the Trust of cash in which other entities have an ownership and controlling interest. Fiduciary
assets are for the benefit of organizations or other government entities that are not part of the financial
reporting entity. Furthermore, the assets are not derived from the Trust’'s own source revenues nor are they
assets of the Trust and are therefore not recognized on the Trust's statements of net position.

The Trust acts as custodian for a separate fund established with expanded room occupancy excise tax on
short-term rentals collected and held on behalf of the CCIWPF Management Board. The CCIWPF was
established pursuant to Chapter 337 of the Acts of 2018 “An Act Regulating and Insuring Short-Term
Rentals”. The act expanded the application of the room occupancy excise tax in M.G.L. C. 64G to operators
of short-term rentals as of July 1, 2019. The act also allowed for additional local option 2.75% excise tax for
those cities and towns that are members of the CCIWPF. Revenues received from the 2.75% excise tax
imposed will be credited to the CCIWPF, as well as any investment income earned on the fund’s assets.
Amounts credited to the fund shall be expended or applied only with the approval of the CCIWPF
Management Board established under the act and in a manner determined by the CCIWPF Management
Board. Any amounts remaining in the fund at the end of a fiscal year shall be carried forward into the following
fiscal year and shall remain available for application and disbursement without further appropriation.
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The Trust acts as servicer to the Executive Office of Energy and Environmental Affairs (‘EOEEA”) to provide
loan servicing administration with respect to the Dam and Seawall Repair or Removal Program (‘“DSRRP”).
The EOEEA administers and provides loans to qualified cities, towns, and municipalities under the DSRRP
for projects that enhance, preserve, and protect the natural resources and the scenic, historic, and aesthetic
gualities of the Commonwealth. Pursuant to M.G.L. C 40.4D the Trust performs routine duties in accordance
with the loan servicing standards; invoicing borrowers for amounts due on the DSRRP loans, monitor
collection and receipt from the DSRRP borrowers, keep proper books and records with respect to any
DSRRP debt service payments, and provide EOEEA with a summary report. The Trust maintains a separate
fund on behalf of EOEEA for receipts of DSRRP borrower loan repayments which are subsequently
transferred to EOEEA’s DSRRP fund. In consideration of the Trust’s services, any investment earnings from
amounts on deposit in this separate fund are transferred to the Trust on each debt service cycle. As of
June 30, 2021, the Trust had received loan repayments in the amount of $63 in advance of the July 15, 2021
repayment date.
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