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Credit Profile

US$205.97 mil st revolving fd bnds (Green Bnds) ser 19 due 02/01/2046

Long Term Rating AAA/Stable New

Massachusetts Clean Wtr Tr (Pool Ln Prog)

Long Term Rating AAA/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'AAA' rating to the Massachusetts Clean Water Trust's series 19 state

revolving fund (SRF) refunding bonds. At the same time, Standard & Poor's affirmed its 'AAA' rating on the trust's

outstanding debt consisting of pool SRF bonds, Massachusetts Water Resources Authority (MWRA) SRF bonds, and

South Essex Sewerage District (SESD) SRF bonds. The outlook on all issues is stable.

The ratings reflect our view of:

• An extremely strong enterprise risk profile, since the pool has ongoing support from multiple levels of government

and was established by state statute; and

• An extremely strong financial risk profile, reflected by its loss coverage score (LCS), operating performance, and

financial policies.

Because we view securitizations backed by pools of public-sector assets as highly sensitive to country risk, the rating

on the securitization is capped at two notches above the sovereign. However, no specific sovereign default stress is

applied, given the U.S. sovereign rating is 'AA+'.

The trust plans to use the series 19 bond proceeds to finance loans to pool borrowers. The bonds are the second issue

pursuant to a new master trust indenture. All liens created for all the trust's prior SRF programs are closed.

Pool SRF bonds are secured with revenues from borrower repayments, commonwealth assistance payments, and

earnings and principal on various reserve funds. The commonwealth's general obligation (GO) pledge secures

assistance payments. The trust's MWRA and SESD SRF bonds are secured primarily with loan repayments from those

specific entities, series reserve funds, reserve earnings, and a deficiency fund. Series reserve funds are sized between

33% and 50% of the loans' original principal.

Bonds issued under the new master trust indenture are additionally secured by an equity fund. Revenues in the equity

fund can also be used to cure defaults on the trust's other program bonds. Revenues deposited to the equity fund

include excess revenues not needed to pay debt service on the trust's aggregate program and pool bonds.

We view the program's enterprise risk profile as extremely strong. This is due to a combination of the low industry risk
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profile for municipal pools, and the program's market position, which we also consider extremely strong. The Trust

was created by Chapter 29C of the General Laws of the Commonwealth of Massachusetts to administer the state SRF

program. The Massachusetts Department of Environmental Protection (DEP) develops the SRF intended-use plan and

reviews borrower applications. The SRF program receives support from multiple levels of government, including

federal capitalization grants and state matching funds.

We view the program's financial risk profile as extremely strong, reflecting a combination of the LCS, historical

operating performance, and management policies.

Aggregate program cash flows (aggregating for all SRF programs) indicate that annual revenues from loan repayments,

investment earnings, and commonwealth assistance payments exceed debt service by at least 1.3x in the program's

early years, then generally increase over time before settling to about 1.5x.

Pledged to $3.0 billion of outstanding bonds for all programs are $4.3 billion in loan principal and commonwealth

payments, as well as $853 million in reserves. Reserve balances are invested primarily in U.S. Treasury obligations and

guaranteed investment contracts with various providers. There are about $225 million of reserves invested with

counterparties rated below 'AA-'. Even when including these reserves as assets in Standard & Poor's CDO

(collateralized debt obligation) Evaluator and receiving related reductions in value, our default tolerance analysis

indicates cash flows are still strong enough to achieve an extremely strong LCS. Supporting this score is a large corpus

of equity funds totaling $441 million as of August 2015, which management could use to cure defaults in any program

if needed. The use of equity funds is restricted to the SRF and cannot be transferred out for general state government

purposes.

Averaging all financial policies and practices, we view the corpus of these as adequate. Management works directly

with borrowers to manage additional loan payments within their budget constraints, but does not necessarily

undertake a formal credit review for all borrowers because many, if not all, loans are with existing borrowers. The

Trust does not perform direct annual surveillance, yet has stated that the commonwealth's Department of Revenue

tracks credit ratings. Loan payments are made 15 days before debt service. Management works with the DEP to

prioritize projects annually using the intended use plan. Investment guidelines are fairly permissive, but the current

portfolio only includes U.S. Treasuries and guaranteed investment contracts.

Management indicates there have been no loan defaults or delinquent payments on any pledged loans since 1993,

when it first started providing loans under various SRF programs. The trust has financed roughly $6 billion in loans

since then.

Given the aforementioned enterprise and financial risk profiles, the indicative rating matches the final rating of 'AAA'

because we did not make any negative overriding adjustments.

Program and bond characteristics

Massachusetts Clean Water Trust's pool and other program SRFs have about 1,800 outstanding loans involving about

300 borrowers. All loans are backed by the participants' GO pledge or with water/sewer revenue pledges. The pool's

largest borrower is MWRA, representing about 30% of all pool loans outstanding. We do not view this as a credit

concern given the authority's own credit strength ('AA+' rated senior-lien debt). Cash flow projections from the trust
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indicate commonwealth assistance payments total about $384 million for all programs.

In the case of a pool participant defaulting on loan payments, the Trust is authorized to intercept local aid payable to

the participant. A regional entity that provides utility services (such as MWRA or SESD) can also intercept a local

government's aid payable if the regional entity defaults on its loan payments to the Trust because a local government it

serves fails to pay assessments or charges due.

Outlook

The stable outlook reflects our expectation that pledged revenues will continue to provide strong debt service

coverage consistent with the current rating, given historical trends. Based on those trends, the outlook also reflects our

expectation that the trust will maintain a large equity position, and that direct loans comprising equity funds will be

amortized in a manner consistent with existing loans.

We could lower the rating within the two-year outlook horizon if reserves become insufficient for the rating, in our

view, or if any other program factors weaken the enterprise or financial risk profiles.

Related Criteria And Research

Related Criteria

• USPF Criteria: U.S. Public Finance Long-Term Municipal Pools, March 19, 2012

• USPF Criteria: Methodology: Definitions And Related Analytic Practices For Covenant And Payment Provisions In

U.S. Public Finance Revenue Obligations, Nov. 29, 2011

• Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

• Methodology And Assumptions For Ratings Above The Sovereign--Single-Jurisdiction Structured Finance, Sept. 19,

2014

Ratings Detail (As Of January 11, 2016)

Massachusetts Clean Wtr Trust (MWRA ln prog)

Long Term Rating AAA/Stable Affirmed

Massachusetts Clean Wtr Tr (Sesd ln Prog)

Long Term Rating AAA/Stable Affirmed

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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