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New Issue Details 
Sale Information: Approximately $250,000,000 State Revolving Fund General Revenue 
Bonds, Series 2015A, expected to sell via negotiation during the week of April 20. 

Purpose: Bond proceeds will be used to provide loans to governmental entities in the state for 
state revolving fund (SRF) wastewater and drinking water projects. 

Security: Bonds are secured by program loan repayments, the debt service fund and the 
support funds. In addition, under the 2002 general bonds resolution (GBR), the state is 
required to make sufficient transfers to pay bond debt service from all available moneys in the 
revolving fund, which includes program equity, if necessary. 

Final Maturity: March 1, 2035. 

Key Rating Drivers 
Sound Financial Structure: Cash flow modeling demonstrates that the program can continue 
to pay bond debt service even with loan defaults in excess of Fitch Ratings' ‘AAA’ liability rating 
stress hurdle, as produced using Fitch's portfolio stress calculator (PSC). 

Highly Rated Borrower Pool: Approximately 97% of the state's combined SRF loan pool 
consists of entities carrying investment-grade ratings. Overall, pool credit quality is higher than 
average in comparison to other SRFs rated by Fitch. 

Pledged GBR Equity: Under the GBR, the state is obligated to transfer to the debt service 
fund any available moneys in the SRF (including equity moneys) in an amount sufficient to 
make debt service payments. Connecticut's incorporation of this obligation in the GBR provides 
additional bondholder protection and is unique among traditional SRF programs, which typically 
exclude such a covenant. 

Above-Average Borrower Concentration: The state's loan pool is somewhat small, with only 
97 borrowers. The top 10 borrowers constitute approximately 58% of the pool total, and the 
largest borrower represents 22% of the total pool. These metrics are slightly weaker than 
Fitch's comparable ‘AAA’ rating category medians. Concentrated pools are assessed at higher 
stresses in Fitch's modeling. 

Solid Program Management: Connecticut maintains sound formal program underwriting and 
loan monitoring guidelines exhibited by the lack of pledged borrower defaults to date. 

Rating Sensitivities 
Reduction in Modeled Stress Cushion: Significant deterioration in aggregate borrower credit 
quality, increased pool concentration, or increased leveraging resulting in the program's 
inability to pass Fitch's ‘AAA’ liability rating stress hurdle would put downward pressure on the 
rating. The Stable Rating Outlook reflects Fitch's view that these events are unlikely to occur. 
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Credit Profile 
Connecticut's state revolving funds provide subsidized loans to local entities throughout the 
state for eligible clean water and drinking water projects. Fitch evaluates the separate clean 
water and drinking water SRFs as a single program given the cross-collateralization feature, 
whereby debt service deficiencies in one fund may be cured by surpluses in the other. 

Sound Financial Structure, Default Tolerance 
Fitch measures financial strength of the combined SRFs by calculating the program asset 
strength ratio (PASR). The PASR includes total scheduled pledged loan repayments, support 
fund balance, and account earnings divided by total scheduled bond debt service. The state's 
PASR is 1.3x, which is below Fitch's 2014 ‘AAA’ rating category median level of 1.8x but is 
considered sound by Fitch. 

Excluding amounts in the equity fund, cash flow modeling demonstrates that the program can 
continue to pay bond debt service even with hypothetical loan defaults of 89% in the first four 
year and 100% in the middle and last four-year period over the outstanding bonds' expected 
life (per Fitch criteria, a 90% recovery is applied in its cash flow model when determining 
default tolerance). These results are in excess of Fitch's ‘AAA’ liability rating stress hurdle of 
14%, as produced by the PSC. The liability rating stress hurdle is calculated based on overall 
pool credit quality as measured by the rating of underlying borrowers, loan size and term, and 
concentration. 

The program's low PSC stress hurdle is reflective of the higher than average borrower credit 
quality. Although Fitch's calculation of the first four-year default rate has slightly decreased 
since last review (from 94%), inclusion of available and pledged equity funds in its model 
analysis would have resulted in a default tolerance of 100% in each stress period. 

Enhancement Provided Primarily By Support and Equity Funds 
The state's SRF loan pools are primarily protected from losses by surplus pledged loan 
amounts and investment earnings in excess of debt service, and amounts in the support and 
equity funds. The support fund was initially funded with the issuance of certain previous series 
of bonds in amounts required under such bonds' supplemental resolutions and is not expected 
to be funded as part of the 2015 issue. As these bonds amortize, amounts are released in 
accordance with a set schedule and are then available to pay for bond debt service. As of 
March 2015, the combined clean water and drinking water support fund balance was  
$72 million, or 8% of outstanding principal (including the series 2015A bonds). Inclusive of the 
support fund releases, minimum annual debt service coverage (DSC) is low at approximately 
1.0x versus a ‘AAA’ rating category median level of 1.4x but is also considered sufficient given 
the amounts available in the equity fund as described herein. 

As mentioned previously, the program's equity fund is also available and pledged to 
bondholders in the event of a debt service shortfall. However, equity moneys were not included 
in Fitch's analysis primarily because equity balances could diminish over time if they are 
recycled into new loans. As of March 2015, the equity balance totaled $273.5 million. 

 

 

 

Rating History 
Rating Action 

Outlook/ 
Watch Date 

AAA Affirmed Stable 4/8/15 
AAA Affirmed Stable 2/4/13 
AAA Affirmed Stable 12/11/12 
AAA Affirmed Stable 3/4/11 
AAA Affirmed Stable 7/14/08 
AAA Affirmed Stable 7/7/06 
AAA Assigned Stable 5/30/03 
    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 

 

Related Criteria 
Revenue-Supported Rating Criteria 
(June 2014) 
State Revolving Fund and Leveraged 
Municipal Loan Pool Criteria  (October 
2014) 
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High-Quality Loan Pool with Some Concentration 
At 97 borrowers, the current loan pool is somewhat small and concentrated. However, the large 
majority of borrowers are highly rated. The Metropolitan District Commission (unrated by Fitch 
but assessed to be of high credit quality) is the pool's largest borrower, accounting for 22% of 
the total. The remaining top 10 borrowers account for a slightly elevated 58% of the pool, 
though all are also assessed to be investment grade. The program's loan security is favorable, 
with each borrower backed by general obligation pledges (68%), net utility system revenues 
(25%), or a combination of the two (7%). Overall pool attributes have remained similar over the 
past several years. 

Solid Program Management and Underwriting 
The state treasurer's office and Connecticut's department of energy and environmental 
protection (DEEP) jointly manage the clean water SRF program, while the drinking water 
program is jointly managed by the state treasurer's office and the department of public health 
(DPH). Among other duties, DEEP and DPH are responsible for the preparation of the state's 
annual SRF priority lists, approval of construction disbursement requests, and the inspection of 
projects to ensure compliance. 

Connecticut requires that program borrowers evidence their ability to repay loans and provide 
relevant documentation such as financial statements, capital budgets and economic data. 
Management monitors monthly loan repayments and works with its loan servicing contractor, 
the program's trustee bank. In the event of a late payment, a policy is in place to implement 
immediate collection procedures. 

Liberal Additional Bonds Requirement 
Fitch views negatively the absence of a minimum coverage provision in the GBR, as it could 
result in less than sum-sufficient coverage of debt service from pledged loan repayments and 
account earnings alone. However, the program's ample available funds sufficiently mitigate the 
risk of loss at the current rating level, as demonstrated in Fitch's cash flow modeling. 

 

 

 

Largest Borrowers 
Borrower  Pledge Type % of Portfolio 
Metropolitan District Commission  21.5  
Mattabassett District  7.0  
Greater New Haven Water Pollution Control Authority  6.4  
Meriden  4.1  
Bridgeport  3.6  
Stamford  3.5  
Manchester  3.3  
Stratford  3.0  
Milford  2.8  
Waterbury  2.7  
Total  57.8  
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been 
compensated for the provision of the ratings. 
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