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The Massachusetts School Building Authority's (senior lien Aa2; subordinated lien Aa3;
stable) credit benefits from a gross 1% sales tax revenue pledge collected statewide.
Massachusetts' (Aa1 stable) healthy economy has resulted in healthy year-over-year pledged
revenue growth, which will help support the authority's future issuance plans.
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Credit strengths
» An economic base characterized by high wealth and high levels of educational attainment
» Statutory pledge by the Commonwealth of Massachusetts to not reduce the sales tax rate
or divert pledged revenue
» Sales tax allocation does not require appropriation, flows to trustee for benefit of
bondholders before allocation to capital program or administrative costs of authority

Credit challenges
» Economically sensitive pledged revenue source
» Planned additional leverage
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» Potential for legislation to increase current $10 billion issuance cap

Rating outlook
The stable outlook reflects our expectation that the pledged revenue stream will continue to provide satisfactory coverage across both
liens given the state's ongoing economic growth, despite planned additional leverage.

Factors that could lead to an upgrade
» Upgrade of Massachusetts's general obligation rating
» Increase in MADS coverage, including expected future issuances
» Changes in legal covenants that strengthen bondholder protections

Factors that could lead to a downgrade
» Downgrade of Massachusetts's general obligation rating
» Economic or statutory changes to Massachusetts's sales tax base that negatively affect pledged revenues
» Significant issuance of short term debt that is not included in leverage or debt service coverage calculations

Key indicators
Exhibit 2
Massachusetts School Building Authority Sernior and Subordinated Dedicated Sales Tax Bonds

Credit Background
Pledged Revenues
Legal Structure
Additional Bonds Test
Open or Closed Lien
Debt Service Reserve Requirement
Coverage
MADS coverage
Trend Analysis
Total Debt Outstanding ($mil)
Pledged Revenue ($mil)
Pledged Revenue % Change

1% of dedicated statewide sales taxes
Senior: 1.4x
Subordinated: 1.3x
Open
Senior: Less than 3-prong test
Subordinated: None
1.69x
2014
5,632
728
6.7%

2015
5,714
764
5.0%

2016
5,624
799
4.5%

2017
5,829
817
2.3%

2018
5,991
848
3.8%

MADS occurs in 2031. MADS coverage is calculated using fiscal 2018 revenues and includes federal subsidies as well as expected debt service reserve fund releases and interest income.
Source: Massachusetts School Building Authority, Moody's Investors Service

Profile
The MSBA was created by the Massachusetts Legislature in July 2004 to replace the commonwealth's former school building
assistance program. The purpose of the program is to finance grants to cities, towns, and regional school districts for K-12 public school
construction and renovation projects.
The Commonwealth of Massachusetts is the 15th largest state by population, boasting an estimated 6.9 million residents in 2018. Its
gross domestic product, reaching $543 billion, ranks 10th among the states. Per capita income was 131% of the national average in
2018, the 2nd highest.
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed credit considerations
Tax base and nature of the pledge
The MSBA bonds are secured by a gross pledge of one percent of dedicated statewide sales taxes that is not subject to annual
appropriation. The dedicated sales tax allocation includes the general sales tax, excluding food but including motor vehicles. The tax
does not apply to vendors in the vicinity of the Boston (City of) MA (Aaa stable) convention center and the Springfield (City of) MA (A2
stable) civic and convention center.
The state has taken steps to enhance the pledge, including an expansion in 2009 to include alcoholic beverages that was repealed by
voters effective January 1, 2009 and a guaranteed sales tax allocation between fiscal years 2005 and 2009. During this time the MSBA
received amounts that were greater than the actual pledge level, thereby insulating it to some extent from the impact of the recession.
Beginning in fiscal 2011, the MSBA received 100% of the dedicated amount with no floor or ceiling.
Debt service coverage and revenue metrics
Using audited fiscal 2018 revenues, debt service coverage remains satisfactory at approximately 1.8x MADS coverage across senior lien
bonds and 1.7x MADS coverage across both senior and second lien bonds. These figures include federal subsidies on prior bonds for the
Build America Bonds (BABs) and Qualified School Construction Bonds (QSCBs), as well as expected debt service reserve fund releases.
Fiscal 2018 pledged sales tax revenues were $847.9 million, representing 3.8% annual growth over fiscal 2017. Estimated fiscal 2019
revenues reached $882.1 million, or a 4.0% year-over-year increase, with the authority projecting another 4.0% increase for fiscal
2020. Year-to-date total statewide sales tax collections were 5.6% over previous year's collections as of May 2019.
Exhibit 3

MADS coverage expected to remain close to ABT
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Source: Massachusetts School Building Authority, Moody's Investors Service

LIQUIDITY

The pledged sales tax stream provides timely and ample liquidity for the payment of debt service.
Debt and legal covenants
Given ongoing defeasance and a continued focus on pay-go capital, we expect debt issuance will likely remain above the additional
bonds tests. As of June 1, 2019, approximately $6.0 billion of debt was secured by a senior lien, while $874.6 million was secured by a
subordinated lien. Debt outstanding is well below the statutory limit of $10 billion even after the additional $300.0 million issuance
of 2019 Series A subordinated debt. The authority also plans to continue cash funding of significant numbers of projects, as well as
continuing its annual practice of defeasing debt as opportunities arise.
The additional bonds tests for both the senior and subordinated liens bonds are relatively weak at 1.4x and 1.3x, respectively. The tests
are further diluted by permitting either a historical or a projected revenue test. The master trust provides for a debt service reserve for
long-term bonds, but the required level, if any, is set by each supplemental trust agreement. The current issuance will not benefit from
a reserve fund.

3

10 July 2019

Massachusetts School Building Authority, MA: Update to credit analysis

MOODY'S INVESTORS SERVICE

U.S. PUBLIC FINANCE

The strength of the one percent sales tax pledge is enhanced by additional covenants of the commonwealth. First, Massachusetts has
agreed to not reduce the sales tax rate or divert the revenue stream, although the sales tax base could be altered by state statute or
federal actions beyond the commonwealth's control. For example, legislation passed by the US Congress in 2004 exempted certain
telecommunications services from the Massachusetts sales tax. The impact on the sales tax dedicated to MSBA was modest, at less
than 1% of its allocation. Additionally, state law limits future grants to the lesser of sales tax growth or 4.5%.
DEBT STRUCTURE

All of the authority's debt is long-term and fixed rate. MSBA issued two short-term debt sales in fiscal 2015 but both have been retired
and it does not expect to issue additional short-term debt over the near term. MSBA may enter into a new commercial paper program,
though a final decision has not been made. Outstanding senior lien bonds mature in 2047 and subordinate lien bonds mature in 2049.
DEBT-RELATED DERIVATIVES

MSBA does not have any derivative products outstanding.
PENSIONS AND OPEB

The commonwealth's unfunded long-term liabilities are some of the highest in the nation and the state's contributions are well below
the amount necessary to prevent the current liability from growing, posing a credit challenge over the longer term.
Based on the commonwealth's fiscal 2017 pension data, Massachusetts' adjusted net pension liability (ANPL) was $80.4 billion, or
247% of revenues. The 50-state median ANPL to revenues is 107%, with the commonwealth ranking sixth highest in the nation. The
MSBA established an OPEB Trust Fund in Fiscal 2012 for purposes of paying for future other post-employment benefits. The Authority
funds the accumulation of assets in the trust from operations. Based on the actuarial analysis, the MSBA’s plan was overfunded in the
amount of $357,000 at the end of Fiscal Year 2018.
Governance
MSBA governance consists of the state treasurer, as chairperson the secretary of administration and finance, and the commissioner of
elementary and secondary education (or their designees) and four other members appointed by the treasurer, each of whom serve twoyear terms. The treasurer also appoints the MSBA's executive director. It is prohibited from filing for bankruptcy.
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