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Fitch Ratings - Austin - 31 Jul 2020: Fitch Ratings has assigned a 'AA+' rating to the following Massachusetts
Water Resources Authority (MWRA, or the authority) bonds:

--Approximately $160 million general revenue bonds, 2020 series B.

The bonds are scheduled to sell via competitive bid as early as the week of Aug. 12. Proceeds will be used to
fund a portion of the authority's capital program and pay costs of issuance.

In addition, Fitch has affirmed the following MWRA ratings:

--$3.1 billion general revenue bonds at 'AA+',

--$578 million subordinate general revenue bonds at 'AA..
Furthermore, Fitch has assigned an Issuer Default Rating (IDR) of 'AA.

The Rating Outlook is Stable.

ANALYTICAL CONCLUSION

The assignment of a 'AA' IDR and affirmation of the 'AA+' and 'AA’ ratings on the senior lien and subordinate lien
bond ratings, respectively, reflects the authority's very strong purchaser credit quality, supported by its
independent rate-raising ability and unlimited ability to reallocate costs. The authority and its purchasers
benefit from very favorable demographics within the primary service area of the Massachusetts
Commonwealth (IDR: AA+/Stable). The operating risk profile of the authority is very strong given a very low
operating cost burden and a very low life-cycle ratio. The authority' net adjusted debt to adjusted funds


https://www.fitchratings.com/

available for debt service (net leverage) has declined year over year for the past five years. Net leverage
registered 9.9x in fiscal 2019, and is expected to continue to decline over the next five years. The ratings are
supported by the authority's capital program, which has transitioned from costly court-mandated projects to
ongoing rehabilitation and water system redundancy.

Fitch makes a one-notch distinction between the senior and subordinate lien obligations given that the
difference in the financial profile between the two liens is considered meaningful and acceleration in the
general bond resolution is reserved for senior lien bondholders; subordinate bondholders are precluded from
direct remedies until such time as there are no senior bondholders.

Coronavirus Considerations

In response to the current pandemic, the authority adopted a 1% revenue increase for its 2021 current expense
budget in May 2020. The adoption of the CEB was earlier and lower than typical to provide purchasing entities
with certainty of the authority's assessment as they went into their own budget setting season. The 1%
increase in rate revenue assessment is lower than the 3-3.6% typically adopted by the authority. The authority
also approved a one-time exemption to its community loan program that allows purchasing entities to
restructure their loan repayments to the authority to provide cash flow relief. A very limited number of
purchasing entities took advantage of this program, and the restructuring does not forgive any portion of the
loans, so the authority will still collect all loan payments.

The outbreak of the coronavirus has created an uncertain environment for the water and sewer utility sector.
Fitch's ratings are forward-looking in nature, and Fitch will monitor developments related to the severity and
duration of the outbreak, and incorporate revised expectations for future performance and assessment of key
rating drivers as necessary.

CREDIT PROFILE

MWRA provides wholesale water and wastewater services to communities located primarily in eastern
Massachusetts. About 3 million people (or 44% of the population of the commonwealth) reside in the
authority's service area. The largest of these is the city of Boston (IDR AAA/Stable), which contributes
approximately 30% of MWRA's revenue derived from rates and charges. Fitch currently rates the Boston
Water and Sewer Commission's (BWSC) revenue bonds 'AA+"/Stable. The service area generally is economically
diverse, and wealth levels tend to be above the national average.

The authority's ample water supply is drawn primarily from the Quabbin and Wachusetts reservoirs and the
Ware River. Under present operating rules, the authority's water sources can supply a safe yield of
approximately 300 million gallons daily (mgd), which has not been exceeded since 1989. Demand continues to
decline due to improvements in water efficiency and increased conservation efforts, making current supply
more than sufficient to meet demand through at least 2060. The system operates two relatively new water
treatment plants with a combined treatment capacity of 428mgd, which is more than sufficient capacity to
meet the average demand of less than 200mgd.

Retail customers of the authority collect and convey wastewater to MWRA, which provides transport and
treatment at its two wastewater treatment facilities for combined average daily flow treatment capacity of
364mgd. Average daily flows for the past five years register just over 300mgd.



KEY RATING DRIVERS

Revenue Defensibility 'aa’

Very Strong Purchasers and Very Strong Revenue Defensibility

Very strong purchaser credit quality is evidenced by a Purchaser Credit Index of 1. Revenues are derived from
wholesale agreements that provide for full cost recovery. The authority retains independent legal ability to
raise assessments without external approval.

Operating Risks 'aa’

Very Low Operating Cost Burden

The authority's operating cost burden is very low and capital costs are focused on system renewal and water
system redundancy, and no longer focused on court-mandated projects.

Financial Profile 'aa’

Very Strong Financial Profile

The authority's financial profile is very strong, characterized by declining net leverage and ample reserves. The
authority's strategic refinancing program contributes to the continuous decline in net leverage, despite ongoing
debt financing of capital expenditures.

ASYMMETRIC ADDITIVE RISK CONSIDERATIONS

No asymmetric additive risk considerations affected this rating determination.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

--Continued favorable trend of leverage closer to 6x.

Factors that could, individually or collectively, lead to negative rating action/downgrade:



--Failure or interruption of the continued expected downward trend in leverage to below 9x over the next few
years.

--Sustained elevation of the life-cycle ratio above 45%, combined with annual capital spending consistently less
than 80% could ultimately pressure the capital planning and management assessment and the overall operating
risks assessment.

--Deterioration of the credit quality of the largest purchasers of authority services could pressure the revenue
defensibility assessment.

--COFO below 1x that is not supported by current days cash on hand at 120 days or more.

--The senior lien rating could converge at the subordinate lien level if there is a significant erosion of the
financial cushion afforded to senior bondholders that results in a lack of meaningful difference in the
probability of payment default between the two liens.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Sovereigns, Public Finance and Infrastructure issuers have a best-case
rating upgrade scenario (defined as the 99th percentile of rating transitions, measured in a positive direction) of
three notches over a three-year rating horizon; and a worst-case rating downgrade scenario (defined as the
99th percentile of rating transitions, measured in a negative direction) of three notches over three years. The
complete span of best- and worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D..
Best- and worst-case scenario credit ratings are based on historical performance. For more information about
the methodology used to determine sector-specific best- and worst-case scenario credit ratings, visit
[https://www.fitchratings.com/site/re/10111579].

SECURITY

The bonds and parity general revenue bonds are payable from a first lien on net revenues of the authority,
derived largely from wholesale rates and charges assessed on local units of government. The subordinate lien
bonds are payable from a second lien on net authority revenues, subordinate only to the authority's lien
securing its senior lien obligations.

REVENUE DEFENSIBILITY

Revenue defensibility is very strong at 'aa’, supported by the authority's independent rate-setting authority and
ability to reallocate costs among purchasing entities to provide for full cost recovery. The assessment is also
supported by the very strong purchaser credit quality, represented by a Purchaser Credit Index of 1. The
largest purchasing member communities include BWSC, Newton, Quincy and Cambridge, which make up more
than 40% of authority revenues.

Authority revenues are derived from assessment on the 61 local communities included in the service area,
which are required to pay for MWRA services as a general obligation. Furthermore, rate-setting is not subject
to any limitations, including the state's Proposition 2 1/2. These protections, coupled with the authority's
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ability (pursuant to its enabling act) to utilize a local aid intercept to recover amounts unpaid by one of its
member communities (excluding revenues of BWSC and other special-purpose local bodies), provide significant

revenue protection.

Over the five years through fiscal 2020, the authority raised rates on average a moderate 3.3% annually and
just 3.1% in fiscal 2020. The fiscal 2021 rate adjustment was lowered to 1% to provide rate relief during the
current pandemic. Continuous conservative budgeting practices and cost containment measures allowed for a
lower fiscal 2021 rate adjustment without compromising operations or financial performance.

Future annual rate adjustments are expected to return the historical norms of about 3.5%. However, MWRA's
long-term rate forecasts continue to trend below prior estimates. Combined rates originally were projected to
climb by as much as 5.2% annually by 2021 but are now estimated to increase by no more than 3.6% through
fiscal 2025. Actual rate adjustments may be less, as MWRA has prudently been applying surplus revenues to
level off near-term escalations in debt service costs.

OPERATING RISKS

Operating risk is assessed as very strong at 'aa), supported by a very low operating cost burden in conjunction
with moderate life-cycle investment needs that are supported by adequate capital investment. The operating
cost burden is very low, averaging $2,600 per million gallons (mg) for the past five years and comfortably below
the 'aa’ assessment threshold of $6,500 mg. Operating costs are expected to increase based on inflationary
costs and generally stable demand but will likely remain within the 'aa' assessment for the foreseeable future.

The spending for capital projects spanning fiscal years 2020-2024 is estimated at about $1.3 billion and
includes a significant shift in funding priorities from regulatory compliance projects to renewal and
replacement of system assets and water redundancy. Since 2003, the MWRA's board has adopted five-year
spending caps for capital spending. The 2019-2023 cap of $984 million is up from the prior 2014-2018 cap of
$791 million. Despite the uptick in expected spending, Fitch believes future capital costs will remain
manageable given MWRA's vigilant project oversight and its board's self-imposed spending cap for capital
projects. Funding for capital needs will continue to come almost entirely from long-term borrowings, including
revenue bonds and state revolving fund loans.

The authority's CIP remains sizable but is significantly below historical spending levels, which were driven by
the cleanup of Boston Harbor in the 1990s and the completion of the majority of the combined sewer overflow
(CSO) control plan in recent years. With all court-mandated CSO projects substantially completed in 2015, the
average capital expenditures have reflected a slowdown in capital investment, with the five-year capital
expenditures/depreciation averaging just 63%. This has resulted in an increase in the life-cycle ratio. While not
currently a concern, Fitch would become concerned with the level of capital investment if the life-cycle ratio
were to climb and remain above 45% and capital investment continued to remain below 80%.

FINANCIAL PROFILE

The financial profile is very strong, assessed at 'aa’. The authority's net leverage continues its downward trend,
totaling 9.9x for fiscal 2019, down from 12.5x in fiscal 2015. The authority's continuous declining net leverage
is supported by strategic defeasing of outstanding debt obligations from the budget surplus and refinancing
opportunities. Since fiscal 2006, the authority has defeased over $650 million in debt service. The liquidity



profile is considered neutral to the assessment. The authority's liquidity cushion of 167 days for 2019 offsets
concerns that COFO for the year registered just under 1x.

Fitch notes the meaningful difference between Fitch-calculated debt service coverage (DSC) on the senior lien
compared to the all-in DSC as support for the one-notch differential between the senior and subordinate liens.
Historical Fitch-calculated DSC on senior lien obligations has averaged 1.7x since 2016, while all-in DSC has
been generally sum sufficient. The Fitch-calculated all-in DSC includes subordinate public debt and privately
placed state revolving fund loans.

Management forecasts point to continued stable financial margins based on the authority's conservative
budgeting practices. DSC is expected to remain near historical norms and generate surpluses that the authority
expects to use to defease future debt maturities. MWRA's positive variances are driven by conservative
budgeting estimates (particularly with regard to variable interest rate costs) and tight expenditure controls.

Fitch Analytical Stress Test (FAST)

Based on the authority's financial forecast, planned capital spending and debt financing, FAST considers the
potential trend of key ratios in a base case and a stress case. The stress case is designed to impose capital costs
10% above expected levels and evaluate potential variability in projected key ratios.

Net leverage in the FAST base case declines year over year, falling to 7.8x by fiscal 2024, with a slight slowing of
this trend in fiscal 2021 due to the reduced rate assessment adopted in response to the coronavirus pandemic.
The FAST stress case reflects a similar trend of net leverage with only a slight difference of 8.1x by fiscal 2024.
Fitch expects leverage to continue this downward trend past the 2024 forward look. This expectation is
supported by the authority's conservative budgeting, long-range rate forecasts and continuous defeasing of
debt.

Management's demonstrated strong credit quality, historical access to the market and ability to prudently
monitor debt portfolio performance is credit neutral in relation to the 14% of variable-rate debt the authority
manages as part of its debt portfolio. Of the total amount of debt outstanding, approximately 14% (as of
7/1/2020) is variable rate with each series of variable-rate bonds backed by liquidity agreements from a
diverse pool of liquidity providers with varying expiration dates. MWRA has reduced its exposure to variable
debt over the past few years and expects to continue gradually decreasing its variable-rate portfolio.

ASYMMETRIC ADDITIVE RISK CONSIDERATIONS

No asymmetric additive risk considerations affected this rating determination.

SOURCES OF INFORMATION

In addition to the sources of information identified in Fitch's applicable criteria specified below, this action was

informed by information from Lumesis.



REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

ESG CONSIDERATIONS

The highest level of ESG credit relevance, if present, is a score of 3. This means ESG issues are credit-neutral or
have only a minimal credit impact on the entity(ies), either due to their nature or to the way in which they are
being managed by the entity(ies). For more information on Fitch's ESG Relevance Scores, visit
www.fitchratings.com/esg.
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APPLICABLE CRITERIA

Public Sector, Revenue-Supported Entities Rating Criteria (pub. 27 Mar 2020) (including rating assumption
sensitivity)

U.S. Water and Sewer Rating Criteria (pub. 03 Apr 2020) (including rating assumption sensitivity)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form
Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

Massachusetts Water Resources Authority (MA) EU Endorsed

DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. INADDITION, THE
FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-DEFINITIONS-DOCUMENT DETAILS FITCH'S
RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS
RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THISSITE AT ALLTIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS
RELEVANT INTERESTS ARE AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY.
FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED
THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN
AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE
FITCH RATINGS WEBSITE.
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obtains reasonable verification of that information from independent sources, to the extent such sources are
available for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope
of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer,
the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the
issuer is located, the availability and nature of relevant public information, access to the management of the
issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-
upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports
provided by third parties, the availability of independent and competent third- party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors.
Users of Fitch's ratings and reports should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information Fitch relies on in connection with arating or a
report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of
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facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time
arating or forecast was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously
evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no
individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the
risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in
the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report
were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for
contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the
information assembled, verified and presented to investors by the issuer and its agents in connection with the
sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or
hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a
particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch
receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees
generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain
cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assighment, publication, or dissemination of a rating
by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any registration
statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the
United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001



Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRQ"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.
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SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to
credit rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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