CAN THE U.S. VIRGIN ISLANDS WITHSTAND PUERTO RICO’S FISCAL TSUNAMI?
V.I. Has Similar Vulnerabilities, But an Edge in Several Important Areas
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Puerto Rico and pending congressional changes bring into question the debt outlook for territories like the U.S. Virgin
Islands. The Virgin Islands and their Water & Power Authority (VIWAPA) are not preparing for defaults, and do not
necessarily have to follow P.R. into virtual bankruptcy. But there are several areas where comparisons between P.R. &
V.I. will receive more attention from analysts in the face of Puerto Rico’s meltdown.
Here’s the “Tale of the Tape”, comparing strengths and weaknesses in a comparison of Virgin Islands’ bonds and issuers
to those of Puerto Rico.

If this were a boxing match, the judges would score it 4 for Virgin Islands, zero for Puerto Rico, and 13 rounds “even”. It
is the number of evens that is of concern. In particular, I am concerned about Virgin Islands status on transparent and
timely financial statements and V.I.’s high residential power costs, which are almost twice as high as Puerto Rico, and
more than four times higher than the U.S. average.

On the other hand, there are three indicators that are decidedly better in V.I. than in Puerto Rico. Median household
income is nearly 33% higher in V.I.; there has been minimal population loss; and the economy benefits from having no
retail sales tax, as compared to Puerto Rico.
The Virgin Islands’ decidedly negative sectors are a higher percent of workers on the government payroll, and much
higher electric costs. Puerto Rico reduced its negatively high percentage of government workers from budgetary
attrition to cut general spending. And high electricity costs in the Virgin Islands are more than twice as high as Puerto
Rico, major contributors to the economic and financial health of their electric utility.
The reason the Virgin Islands Water & Power Authority has come to the forefront is because of recent rating
downgrades by Fitch (already in “junk” bond territory), and the recent threat of downgrade to “junk” status by Moody’s.
While VIWAPA is still paying timely debt service, rating downgrades to junk status have a way of moving to lower rating
categories very rapidly if defects are not corrected quickly.
My advice: V.I. issuers should be under scrutiny to make sure they don’t start lowering debt coverage and positioning
themselves to take advantage of Puerto Rico’s “rescue” legislation under review by Congress. If they make that move,
“all bets are off”.

FOCUS ON VIRGIN ISLANDS ELECTRIC POWER AUTHORI

Comparisons between Virgin Islands’ Water & Power Authority (VIWAPA) and Puerto Rico’s Electric Power Authority
(PREPA) are to be expected. Although VIWAPA’s pension funding, is higher than PREPA, its residential rates are twice as
high as in Puerto Rico. Add in a weak balance sheet, steadily declining customer usage, and a large dependence on late

payments from its largest customer (the Government of the Virgin Islands itself), and you have all of the elements of a
stressed utility like PREPA (which is spinning into default).

The cells in orange spell trouble. Despite the obvious declines in unrestricted net assets, extremely low liquidity ratio
(current and quick ratios, where current receivables and cash are considerably below current payables), electric usage
has dropped dramatically to 620,881 MWh, with revenues down by 16% in 2015. In addition, total receivables from the
Government reached $36 million in 2014, after adding $12 million that the power authority believes will not be paid
soon. That’s more than two years’ worth of unpaid electric service, which could increase cash for operations by over 40
days. And debt service coverage in 2013 & 2014 were artificially inflated by a 2012 bond refunding which paid two
years’ worth of debt payments on 1998 bonds.
Fitch has already downgraded VIWAPA’s bond ratings into “BB” junk status; Moody’s is threatening to do the same with
a negative credit watch listing. Although the 2015 audit is still not available, here are some telling remarks from
VIWAPA’s interim CEO Julio Rhymer, made before the Legislature last month:
Persistently Strained Liquidity: WAPA's reduced capacity for timely repayment of outstanding debt service
obligations as evidenced by a persistent strain on available liquidity. Liquidity pressures have been driven by
consistently low unrestricted cash reserves balances, escalation in already high government receivables and high
levels of borrowing under the Authority's available lines of credit.
Limited Margins of Safety Remains: Concern that capacity for continued payment is vulnerable to deterioration.
Exacerbating WAPA's operating pressure is a lawsuit recently initiated by the Authority's former fuel supplier
alleging failure to pay almost $25 million in fuel delivery charges and continuing build-up of the USVI government
receivables.
As we learned from Puerto Rico, after their ratings dipped below investment grade, downgrades accelerated into freefall for the next two years. The Virgin Islands may be on the brink of that kind of scenario, unless fiscal reforms and
more timely financial reporting take place.
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