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Rating Action: Moody's reviews for downgrade Virgin Islands Water & Power
Authority’s senior and subord. revenue bond ratings

Global Credit Research - 31 Mar 2016
New York, March 31, 2016 -- Summary Rating Rationale

Moody's Investors Service (Moody's) has placed on review for downgrade the Virgin Islands Water and Power
Authority (VI WAPA)'s Baa3 electric system revenue bonds rating and the Ba1 electric system subordinated
revenue bonds rating. The authority has approximately $127 million in electric system revenue bonds
outstanding and approximately $100 million in subordinated electric system revenue bonds.

The review is prompted by VI WAPA's limited financial flexibility and weak liquidity profile. The authority's
liquidity profile will be very tight in the next three months in the absence of additional financing or funding from
the government. The authority has outstanding credit lines of around $23 million that mature end of June 25,
2016. While we view the extension of the credit lines as likely, VI WAPA's financial flexibility will likely remain
constrained by limited intermal cash sources, high outstanding ameounts of government receivables and a
supportive but slow regulatory process. Internal and external liquidity sources including access to a recently
approved but as yet undrawn $13 million Rural Utilities Service (RUS) loan are limited. Senior and
subordinated bondholders benefit from a debt service raserve fund, which is fully cash funded.

The Baa3 senior electric system revenue bonds rating considers the authority’s high leverage and weak
financial profile, historically slow payment pattems of VI WAPA's governmental customers which constrains VI
WAPA's cash flow generation. In addition, timely recovery of costs can be affected by the fact that unlike the
majority of publicly owned electric utilities in the US, VI WAPA's rates are subject to approval by the Virgin
islands Public Service Commission (PSC) with an approval process that can be slow.

VI WAPA's rating also reflects the challenges of operating within an istand economy with relatively sluggish
growth, high unemployment and a narrow local economy that is dependent on discretionary tourism. It
considers the ongoing struggle of the authority to cover its cost base and operate its facilities efficiently given
significant excess capacity, the age of its equipment and high retail rates. The rating recognizes the regulatory
support the utility has received as it has progressed toward the near completion of a project to convert its
base-load generation resources from oil-fueled to tri-fueled (initially propane), thereby lowering the cost of
electricity for Virgin Islands ratepayers while reducing its deferred fuel balances. It also recognizes the recently

approved emergency rate filing and the government's efforts to reduce outstanding receivable balances which
reached an all-time high in fiscal year 2015,

Rating Outlook
The ratings are placed on review for downgrade.

Moody's review will focus on: (1) VIWAPAs ability to refinance outstanding credit lines of around $23 million
that mature at the end of June, 2016, (2} the authority's and the government's efforts to address the high
amount of outstanding government receivables on a sustainable basis, which stood at an ali-time high at the
end of 2015 and which limits VI WAPA's cash flow generation; (3} the impact of a recently approved
amergency rate increase on VI WAPA's financial performance; (4) the authority's approach towards long-term
financial management and (5) the ability to regain lost customers at current lower electricity rates.

Factors that Could Lead to an Upgrade
A rating upgrade is currently unlikely given that the ratings have been place on review for downgrade.

Sustained increase in revenue and reduction in the balance of receivables supported for instance by improving
economic conditions

Moody's consclidated DSCR maintained above 1.15x

Days cash on hand maintained above 30 on a sustained basis



Factors that Could Lead to a Downgrade

Failure to maintain Moody's consolidated DSCR around or above 1.0x

Deterioration in VIWAP's liquidity profile, evidenced by days cash on hand falling below 20
inahility to extend or replace revolving credit lines before their maturity

Inability to recovar cost of service through rates

Inability to improve collections of past due receivables, including those from the government
Credit negative regulatory decisions

Legal Security

VIWAPA's senior lien electric system revenue bonds are secured by a pledge of net electric revenues and
certain other funds as defined in the bond resolution (water revenues are not pledged). The electric system
revenue bonds have a rate covenant of 1.25x and a debt service fund requirement equal to the lesser of (i)
10% of aggregate bond proceeds, (i) maximum aggregate annual debt service or (jii) 125% average
aggregate annual debt service.

The subordinate bonds have a subordinate lien on the same type of net revenues, a similar debt service
reserve fund requirement and a rate covenant of 1.15x maximum aggregate senior and subordinate bond debt
service, Both debt service reserve are fully cash funded.

In addition, VIWAP must maintain at least 1.0x its aggregate combined debt service in each fiscal year.

Based on the approved emergency rate increase end of December, 2015 we expect that the authority will be
able to comply with its rate covenants in fiscal year 2015 and 2016.

Use of Proceeds
Not applicable.
Ohligor Profile

VIWAPA is an independent governmental agency of the U.S Virgin Islands and was created in 1964. Its electric
system is a monopoly provider of electric service to nearly 55,000 customers on St. Thomas, St. Croix, St.
John, Water Island and Hassel Island. Its water system, although not a virtual monopoly provider, provides
water service to more than 12,000 customers. Unlike the majority of publicly owned entities, the rates of both
the electric and water systems are regulated by the PSC (Virgin Islands Public Services Commission). The
water and the electric system are independently financed with separate liens on net revenues securing the
outstanding debt of each system. We only rate debt of the electric system and the authority provides separate
accounting for each system.

Methodology

The principal methodology used in this rating was US Public Power Electric Utilities With Generation
Ownership Exposure published in March 2016. Please see the Rating Methodologies page on
www.moodys.com for a copy of this methedology.

Regulatory Disclosures

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in retation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcemery provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the



rating. For further information please see the ratings tab on the issuerientity page for the respective issuer on
www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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Moaody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation
(*MCQ"), hereby discloses that most issuers of debt securities (inctuding corporate and municipal bonds,
debentures, noles and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have,
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