Virgin Islands Cuts Ties With Rating Agencies
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For years, investor demand drove the sale of Virgin Islands’ (USVI) triple tax-exempt debt. Bond issues typically
finance infrastructure and capital projects. But, in the case of Puerto Rico and the Virgin Islands, officials
increasingly relied on deficit financing to cover budget deficits and government operations.
This resulted in several downgrades of USVI ratings that scared away investors and forced the government to cancel
a planned bond offering in January, costing the Virgin Islands market access and the ability to borrow funds to pay
for basic government operations. As a stopgap, USVI diverted its workers’ pension contributions.
Last month, rating agencies downgraded Virgin Islands’ rating to triple-C, deep into junk status. Governor Kenneth
Mapp responded by ending its relationship with Moody’s, Standard and Poor’s and Fitch, no longer providing them
financial information. “We’ve severed our ties with them; there’s no need. We don’t have market access, so it makes
very little sense,” said Gov. Mapp.
At almost $2 billion, the USVI has much less in tax-supported debt outstanding than Puerto Rico. But with a much
smaller population of 103,000, that equates to about $19,000 per resident, compared with $17,000 in Puerto Rico.
The government believes it is being unfairly treated due to Puerto Rico’s debt crisis, saying rating determinations are
not being made because of any new negative developments in USVI, but because of the situation in Puerto Rico.
Gov. Mapp was quick to reassure bondholders by reminding investors USVI has never been late on a payment, much
less defaulted on a bond or loan agreement. He also said that come September, the USVI will make its semi-annual
payment on all of its debt obligations. These obligations, he revealed, are not for 2018, because those have been
already paid, but for 2019.
The estimated budget deficit is $100 million (or 15% of expenditures) and unfunded pension liabilities total $3.1
billion for fiscal 2017. The governor has stated that his fiscal 2018 budget (beginning Oct. 1) and a proposed fiveyear plan will focus on austerity and measures to re-align revenues with expenditures, improve the sustainability of
the pension system, and boost economic development efforts.
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