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Summary:

Middleton Municipal Electric Department,
Massachusetts; Retail Electric

Credit Profile

Middleton Mun Elec Dept ICR
Long Term Rating A/Stable Affirmed

Rationale

Standard & Poor's Rating Services has affirmed its 'A' issuer credit rating on Middleton Municipal Electric
Department(MELD), Mass. The outlook is stable.

MELD has no direct debt, but contingent liabilities include $5.6 million of debt (MMWEC) issued for generating units
that provide electricity to MELD.

The rating reflects these factors, which we view as credit positive:

» Strong liquidity, which helps offset weak fixed charge coverage (FCC);

» Low business risk associated with the electric distribution system;

* Competitive rates; and

» The town's proximity to Boston and a vibrant local economy with a strong demographic profile.

We view MELD's adequate level of FCC of about 1.22x as a credit weakness. We also view its dependence on one
customer, Bostik Inc., for about 10% of revenue as a risk, although Bostik, the world's fourth-largest manufacturer and
supplier of adhesives and sealants, is headquartered in Middleton. We also note that MELD has the flexibility to reduce

purchased power to match load requirements.

Middleton enjoys easy access to Boston, 19 miles to the south, as well as a strong local area economy. The town is
small (population 7,744 in 2013) but affluent, where the median household effective buying income is about 68% above

the national median. Unemployment in the area was 5.6% average in 2013, well below the state and national averages.

MELD's business profile of '4' reflects our view of the strong demographic profile as well as the supportive state
regulatory environment, which excludes municipal utilities from statewide electric service competition. We assign

business profiles on a scale of '1'-'10', '1' being the strongest.

Although the utility is protected from open competition in the retail market for electricity, it provides competitive rates.
Management raised base rates about 4% in May 2009 to cover increased transmission and capacity costs, but for the
past few years and probably the next several years, it will use the $5.7 million rate-stabilization fund to supplement
revenue if purchased power costs increase. Even with the rate increase, the town has comparatively low rates. Based
on 2012 data from the Energy Information Agency, MELD's retail residential rate was 90% of the state average, and its

industrial average rate was 102%. Residential customers account for 38% of revenue; commercial and industrial
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customers account for 62%, Bostik being the largest. The remainder is from municipal entities and street lights.

The rates are a blend of power costs from the nuclear, gas and oil-fired generating units owned through MMWEC
(about 40% of power) and a block of power contracted through 2013 from Macquarie Holdings Inc.'s energy markets
division (also about 40% of power), as well as low-cost hydropower through the New York Power Authority and a
hydropower dam in Maine, some wind power and purchases from the New England power pool. This blend of power
also provides flexibility to cut back purchases when power demand decreases. The average cost of all purchased
power, including transmission and other energy-related charges, in 2013 was 14.3 cents per kilowatt-hour. Macquarie
has purchased the electricity required to fulfill its power supply contract through 2013, which eliminates unexpected
cost increases. Management has also signed a fixed-price contract with for 2014 and 2015 at 5.7 cents per

kilowatt-hour, for blocks of power that are different at peak and off-peak times.

Management maintains what we consider fairly healthy liquidity, but the coverage ratio is consistently weak, at slightly
more than 1x. Our FCC calculation compares net cash from operations after the transfer of funds to the city. Middleton
has repaid its direct debt, but has about $7.3 million of fixed charges included in power purchased from MMWEC. This
amount includes the debt service associated with the generating units built to supply electricity to Middleton's retail
customers, and so represents its share of that cost. We expect this measure to strengthen as MMWEC's debt service
declines. MELD will repay almost all of the MMWEC debt in 2017; the final maturity is 2019. We also include in the
FCC calculation half of the annual cost of power purchased through the Macquarie contract, representing imputed

debt service.

Unrestricted cash of $8.7 million provides what we view as a strong level of liquidity equal to about 258 days of
operating expense. These funds include a $5.7 million rate-stabilization reserve at MMWEC and a $2.3 million
depreciation fund at Wells Fargo Bank N.A. MELD limits cash requirements by adjusting the purchased power cost
recovery calculation as needed to recover those costs. In addition, Energy New England, which MELD engages to
procure power from sources other than MMWEC, holds $190,000 to cover liquidity requirements related to purchases

from the New England power pool and others.

Outlook

The stable outlook reflects our expectations that the utility's business profile will continue to be low-risk and financial
metrics will be at least as strong as they are now. We believe the slim FCC margins limit the potential for a higher

rating during the two-year outlook horizon. We also do not expect to lower the rating during that period.

Related Criteria And Research

Related Criteria
USPF Ceriteria: Electric And Gas Utility Ratings, Dec. 16, 2014

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
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the Ratings search box located in the left column.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 22, 2014 4


WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

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.

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.

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 acknowledgment 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.

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 non-public information received in connection with each analytical process.

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 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.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 22, 2014 5


WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
www.standardandpoors.com/usratingsfees
www.globalcreditportal.com
www.ratingsdirect.com
www.standardandpoors.com

	Research:
	Rationale
	Outlook
	Related Criteria And Research
	Related Criteria



