
14 Nov 2019 New Issue

Fitch Rates Oklahoma Water Resources Board's Ser. 2019
SRF Revs 'AAA'; Outlook Stable

Fitch Ratings-Austin-14 November 2019: Fitch Ratings has assigned a 'AAA' rating to the following

bonds issued by the Oklahoma Water Resources Board (OWRB):

--Approximately $223.0 million revolving fund revenue refunding bonds, taxable series 2019 (2019

master trust).

The bonds will be used to refund certain outstanding series of clean water and drinking water

state revolving fund bonds (CWSRF and DWSRF) issued under the 2003 master trust agreement

(the 2003 master trust), and pay for the costs of issuance. The bonds are expected to price via

negotiation the week of Dec. 2.

In addition, Fitch has affirmed the following:

--Approximately $559.4 million (pre-refunding) outstanding revolving fund revenue bonds (2003

master trust) at 'AAA'.

The Rating Outlook is Stable.

SECURITY

The 2019 master trust bonds are secured by pledged loan repayments (excluding administrative

fees), surplus and reserve releases from the 2003 master trust program, amounts in certain funds

and accounts, and account earnings.

The 2003 master trust bonds are secured by pledged loan repayments, amounts in certain funds

and accounts and account earnings.

KEY RATING DRIVERS

SOUND FINANCIAL STRUCTURE: Fitch's cash flow modeling demonstrates that OWRB's combined

pool programs can continue to pay bond debt service even with loan defaults in excess of Fitch's



'AAA' liability rating stress hurdle, as produced using Fitch's Portfolio Stress Model (PSM).

AVERAGE POOL DIVERSITY: The top-10 borrowers and the largest single borrower represent 59%

and 23% of the pool, respectively. The top-10 concentration is mostly in line with Fitch's 'AAA'

median, but the single obligor concentration is slightly higher.

LARGELY UNRATED PORTFOLIO: Approximately 67% of the pool obligors do not carry a public

rating. In its PSM analysis, Fitch assumes unrated borrowers to be of below-investment-grade

quality (BB). This assumption contributes to overall pool quality falling to below average compared

with similar programs rated by Fitch.

STRONG PROGRAM MANAGEMENT: Management has demonstrated strength and capability in its

underwriting and monitoring processes, as evidenced by the fact that the program has never

experienced a pledged loan default.

RATING SENSITIVITIES

REDUCTION IN MODELED STRESS CUSHION: If the Oklahoma Water Resource Board's revolving

fund programs were to experience significant deterioration in aggregate borrower credit quality,

increased pool concentration, or increased bond leveraging resulting in an inability to pass Fitch's

'AAA' liability rating stress hurdle, negative rating pressure would be expected.

CREDIT PROFILE

OWRB was established in 1957 as an agency and department of the state of Oklahoma, and serves

as the state's financing vehicle for local government water and wastewater capital funding. In

addition to managing the state revolving fund (SRF) programs, the OWRB administers an additional

state loan program and two grant programs.

The series 2019 bonds are the first issued under the 2019 master trust. In accordance with the

recently amended 2003 master trust, excess funds released from the 2003 deficiency fund are

transferred to the 2019 master trust's revenue fund on a semi-annual basis and available for debt

service payments. Because of this feature and the cross-collateralization of the clean water and

drinking water SRFs, Fitch combines the two funds and two master trust programs in its modelling

analyses. The 2003 master trust will be closed with the issuance of the 2019 bonds.

FINANCIAL STRUCTURE EXHIBITS SOUND DEFAULT TOLERANCE



Fitch's cash flow modeling demonstrates that the availability of program resources allow for

hypothetical loan defaults of 100% in the first, middle and last four years of the program's life (as

per Fitch criteria, a 90% recovery is also applied in its cash flow model when determining default

tolerance) while still paying bond debt service in full. This is in excess of Fitch's 'AAA' liability rating

stress hurdle of 62%, thereby indicating a passing result under Fitch's quantitative analysis. The

rating stress hurdle is calculated based on overall pool credit quality as measured by the rating of

underlying obligors, obligation size, term and pool concentration.

As an additional measure of financial strength, Fitch calculates the program asset strength ratio

(PASR). The PASR, an asset-to-liability ratio, includes total scheduled loan repayments plus any

additional pledged funds divided by total scheduled bond debt service. The resulting PASR for

OWRB's SRF program is sound at approximately 2.1x, besting Fitch's 2019 'AAA' median level of

1.9x. The PASR is slightly improved from the 1.8x measured at Fitch's review in February of 2018.

LOSS PROTECTION PROVIDED BY RESERVES AND OVERCOLLATERALIZATION

The series 2013B and 2014A bonds use a reserve-fund structure, wherein loss protection for

bondholders is provided primarily by dedicated debt service reserve funds. All other outstanding

bonds issued since 2010, including the series 2019 bonds, use a cash-flow structure, wherein loss

protection is provided primarily by pledged loan repayments made in excess of bond debt service,

or overcollateralization.

On an annual basis, aggregate loan repayments overcollateralize bond debt service by a minimum

of 1.4x, which is mostly consistent with Fitch's 'AAA' rating category median of 1.5x. Debt service

reserve funds from the series 2013B and 2014A bonds currently stand at approximately $39

million, which equates to 7% of total projected bonds outstanding after this issuance.

The program is also enhanced by a cross-collateralization feature of the separate CWSRF and

DWSRF programs, which allows for shortfalls in one program to be covered by surpluses in the

other.

LARGELY UNRATED LOAN POOL WITH AVERAGE DIVERSITY

The combined loan pool is composed of 162 pledged obligors. Inclusive of one internal credit

opinion assigned by Fitch, approximately 41% of the portfolio is considered to be

investment-grade -- this compares unfavorably with Fitch's 'AAA' median of 62%. As a result of the

largely unrated loan pool, the program's 'AAA' liability hurdle is an elevated 62% versus an 'AAA'



median of 32%.

At 23.4% of the pool total, the Oklahoma City Water Utilities Trust remains the pool's largest

obligor (parity bonds not rated by Fitch but assessed to be of very high quality). The remaining

top-10 borrowers range from 2.2% to 7.9% in size relative to the aggregate pool. Based on these

characteristics, Fitch views the loan pool as having diversity similar to slightly worse than other

'AAA'-rated pooled programs.

EXPERIENCED PROGRAM MANAGEMENT AND SOUND UNDERWRITING

The OWRB is responsible for administering state laws related to water rights, promulgating state

water standards and developing and updating the state comprehensive water plan.

The board's formal SRF underwriting procedures consist of approval of clean water or drinking

water project feasibility, review of loan credit, and application and approval by OWRB. Borrower

loan agreements typically must demonstrate 1.25x annual debt service coverage on outstanding

loans, including any planned additional debt. Loans to smaller systems are secured further by a

mortgage on the local borrower's system facilities.

In the event of a loan default, OWRB has the right to directly impose, enforce and collect charges

on users of the defaulting system. OWRB has never experienced a default by any borrower within

its pledged loan programs. It is the sole administrator of the CWSRF, while administration of the

DWSRF is shared between OWRB and the state's Department of Environmental Quality.
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and maintaining its ratings and in making other reports (including forecast information), Fitch

relies on factual information it receives from issuers and underwriters and from other sources

Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information

relied upon by it in accordance with its ratings methodology, and 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 a rating or a

report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the

accuracy of the information they provide to Fitch and to the market in offering documents and

other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including

independent auditors with respect to financial statements and attorneys with respect to legal and

tax matters. Further, ratings and forecasts of financial and other information are inherently

forward-looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and

forecasts can be affected by future events or conditions that were not anticipated at the time a

rating 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 assignment,

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 "NRSRO"). 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.

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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