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THE PURCHASE AND OWNERSHIP OF THE SERIES 2006 BONDS INVOLVES CERTAIN INVESTMENT RISKS.
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(October 1) Amount Rate Yield
2007 $ 505,000 3.50% 100%
2008 1,490,000 3.50% 3.53%
2009 1,530,000 4.00% 3.55%
2010 1,580,000 4.00% 3.58%
2011 2,705,000 5.00% 3.62%
2012 2,805,000 5.00% 3.66%
2013 2,905,000 5.00% 3.70%
2014 3,015,000 5.00% 3.75%
2015 3,125,000 5.00% 3.80%
2016 3,240,000 5.00% 3.85%
2017 3,360,000 5.00% 3.90%*
2018 3,485,000 5.00% 3.94%*
2019 3,615,000 5.00% 3.98%%*
2020 15,865,000 4.00% 4.17%
2021 16,295,000 5.00% 4.06%*
2022 16,895,000 5.00% 4.09%*
2023 17,515,000 5.00% 4.12%*
2024 18,165,000 5.00% 4.14%*
2025 18,840,000 5.00% 4.16%*
2026 19,530,000 5.00% 4.18%*
2027 20,250,000 5.00% 4.20%*
2028 21,000,000 5.00% 4.23%*
2029 21,775,000 4.25% 4.50%

* Priced to the October 1, 2016 par call date.
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This Official Statement is furnished in connection with the sale of securities as referred to herein and may
not be reproduced or be used, in whole or in part, for any other purpose. The information and expressions of
opinion herein are subject to change without notice. The delivery of this Official Statement, including the
Appendices attached hereto, does not imply that there has not been a change in the affairs of the Authority, the
Government or the other matters described herein since the date hereof or that the information herein is correct as of
any time subsequent to its date.

No dealer, salesman or any other person has been authorized by the Authority, the Government or the
Underwriter to give any information or to make any representation other than as contained in this Official Statement
in connection with the offering described herein and, if given, or made, such other information or representation
must not be relied upon as having been authorized by the Authority, the Government or the Underwriter. This
Official Statement does not constitute an offer of any securities other than those described on the cover page or an
offer to sell or a solicitation of any offer to buy, nor shall there be any sale of the Series 2006 Bonds in any
jurisdiction in which it is unlawful to make such offer, solicitation or sale.

The information contained in this Official Statement has been obtained from the Authority, the Government
and other sources which are believed to be reliable. The Underwriter has reviewed the information in this Official
Statement in accordance with, and otherwise has satisfied, its responsibilities under the federal securities laws with
respect hereto, but does not guarantee the accuracy or completeness of this Official Statement and it is not to be
construed as a representation by the Underwriter or by any of such sources as to information from any other source.

THE SERIES 2006 BONDS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION, NOR HAS
THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED
UPON THE ACCURACY OR COMPLETENESS OF THIS OFFICIAL STATEMENT. ANY
REPRESENTATION TO THE CONTRARY MAY BE A CRIMINAL OFFENSE.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITER MAY OVERALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE SERIES 2006 BONDS
AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITER MAY
OFFER AND SELL THE SERIES 2006 BONDS TO CERTAIN DEALERS AND DEALER BANKS AND
OTHERS AT PRICES LOWER OR YIELDS HIGHER THAN THE PUBLIC OFFERING PRICES OR YIELDS
STATED ON THE INSIDE COVER PAGE HEREOF AND SAID PUBLIC OFFERING PRICES OR YIELDS
MAY BE CHANGED FROM TIME TO TIME BY THE UNDERWRITER.
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OFFICIAL STATEMENT

$219,490,000
VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY
Revenue Bonds

(Virgin Islands Gross Receipts Taxes Loan Note)
Series 2006

INTRODUCTION

The purpose of this Official Statement, which includes the cover page, inside front cover page and the
appendices, is to furnish certain information concerning the Virgin Islands Public Finance Authority (the
“Authority”) and the sale and delivery of its Revenue Bonds (Virgin Islands Gross Receipts Taxes Loan Note)
Series 2006 (the “Series 2006 Bonds™), in the aggregate principal amount of $219,490,000. The Series 2006 Bonds
are being issued pursuant to an Indenture of Trust, dated as of November 1, 1999 (as heretofore supplemented and
amended, the “Original Indenture”), by and between the Authority and The Bank of New York Trust Company,
N.A., Jacksonville, Florida, as successor trustee (together with any appointed successor trustee, the “Trustee™), as
supplemented by a Seventh Supplemental Indenture of Trust, dated as of September 1, 2006 (the “Seventh
Supplemental Indenture” and together with the Original Indenture, the “Indenture”), by and between the Authority
and the Trustee. The Series 2006 Bonds are being issued pursuant to Sections 1574 through 1574c of the United
States Virgin Islands Revised Organic Act of 1954, as amended (48 U.S.C. §§ 1541 et seq.) (the “Revised Organic
Act”), Title 29 of the Virgin Islands Code, 2002 United States Virgin Islands Act No. 6514, as amended by 2002
United States Virgin Islands Act No. 6533, (collectively with the Revised Organic Act, the “Act”), and Resolution
No. 06-007, adopted by the Authority on June 7, 2006 (the “Resolution”) and other applicable law. All capitalized
terms not defined in this Official Statement have meanings as defined in Appendix A entitled “Glossary of Certain
Defined Terms.”

The proceeds of the Series 2006 Bonds will be loaned to the Government of the United States Virgin
Islands (the “Government”) pursuant to the Loan Agreement, dated as of September 1, 2006 (the “Series 2006 Loan
Agreement”), by and among the Authority, the Government and the Trustee. Proceeds from the Series 2006 Bonds
will be used to: (i) refund a portion of the Authority’s Revenue Bonds, Series 1999A (Virgin Islands Gross Receipts
Taxes Loan Note) (the “Series 1999A Bonds”), (ii) pay the cost of a termination fee in connection with an
outstanding swap option agreement, (iii) fund certain necessary public sector capital development projects of the
Government of the United States Virgin Islands (the “Government”), (iv) fund the Debt Service Reserve Account in
an amount necessary to meet the Debt Service Reserve Requirement, (v) pay the premium in connection with the
Series 2006 Bond Insurance Policy, (vi) fund a net payments reserve account for a new swap agreement, and (vii)
pay the costs of issuing the Series 2006 Bonds.

The Series 2006 Bonds are payable from and secured by a pledge of the Trust Estate, which includes
certain funds established under the Original Indenture, the Seventh Supplemental Indenture and the 2006 Gross
Receipts Taxes Loan Note, Series A issued by the Government pursuant to the Series 2006 Loan Agreement pledged
to secure the Series 2006 Bonds (the “Series 2006 Loan Note”). The Series 2006 Loan Note is secured by a pledge
of the Gross Receipts Taxes. The Series 2006 Loan Note is further secured by the full faith and credit and taxing
power of the Government. The Government is obligated under the Series 2006 Loan Note to make payments to the
Authority in amounts sufficient to pay all principal, premium, if any, and interest on the Series 2006 Bonds when
due, to cause the amount on deposit in the Debt Service Reserve Account to equal the Debt Service Reserve
Requirement pursuant to the terms of the Indenture and to pay all other amounts payable by the Authority under the
Series 2006 Bonds or the Indenture. See “SECURITY FOR THE SERIES 2006 BONDS.” The Series 2006 Bonds
are the sixth series of obligations to be issued under the Original Indenture. The Series 2006 Bonds are being issued
on a parity with and shall be entitled to the same benefit and security of the Indenture as the outstanding Series
1999A Bonds and the Authority’s Revenue Bonds, Series 2003A (Virgin Islands Gross Receipts Taxes Loan Note)
(the “Series 2003A Bonds”) and any additional bonds which may hereafter be issued under the Indenture. See



“VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY — Outstanding Indebtedness under the Indenture.” The
Gross Receipts Taxes over the full term of the Series 2006 Loan Note are anticipated to be sufficient to pay all of the
principal of, and premium, if any, and interest on, (i) the Series 2006 Loan Note, (ii) the Gross Receipts Taxes Loan
Note (the “Series 1999A Loan Note”) issued by the Government pursuant to a Loan Agreement, dated as of
November 1, 1999, among the Government, the Trustee and the Authority (the “Series 1999A Loan Agreement”)
and (iii) the Gross Receipts Taxes Loan Note (the “Series 2003 A Loan Note”) issued by the Government pursuant to
a Loan Agreement, dated as of December 1, 2003, among the Government, the Trustee and the Authority (the
“Series 2003A Loan Agreement”) and (iv) other Bonds and any other parity indebtedness when due. However, no
assurances can be given as to the sufficiency of Gross Receipts Taxes for such purpose. Pursuant to Title 33 of the
Virgin Islands Code, Section 43 (the “Gross Receipts Tax Statute”), Gross Receipts Taxes are those revenues
received by the Government from the payment by individuals and entities doing business in the United States Virgin
Islands (the “Virgin Islands”) currently at a tax rate of 4.0% on the gross receipts of such business. The Gross
Receipts Tax is broad and extends to most sellers of services and goods. According to the Gross Receipts Tax
Statute, “gross receipts” means “all receipts, cash or accrued, of the taxpayer for services or derived from trade,
business, commerce or sales, and the value accruing from the sale of tangible personal property or services, or both,
including rentals, fees and other involvements, however designated, without any deduction on account of the cost of
the property sold, the cost of materials used, labor cost, royalties, taxes, interest or discount paid, and any other
expenses whatsoever.” Certain businesses are exempt from the application of the Gross Receipts Tax. In Fiscal
Year 2005, the Government reported Gross Receipts Taxes deposited with the Collecting Agent (as hereinafter
defined) of approximately $125.0 million, such collections constituting approximately 17.8% of the Government’s
general fund (budgetary basis) revenues. In Fiscal Year 2004, the Government reported Gross Receipts Taxes
deposited with the Collecting Agent (as hereinafter defined) of approximately $113.2 million, such collections
constituting approximately 18.2% of the Government’s general fund (budgetary basis) revenues. In Fiscal Year
2003, the Government reported Gross Receipts Taxes deposited with the Collecting Agent (as hereinafter defined)
of approximately $100.9 million, such collections constituting approximately 19.7% of the Government’s general
fund (budgetary basis) revenues.

The proceeds of the Gross Receipts Taxes are paid to the Virgin Islands Bureau of Internal Revenue (the
“BIR”) for deposit into the General Fund of the Government; except that the first $250,000 of such tax collected
during each Fiscal Year is required to be deposited into the Moderate Income Housing Fund pursuant to Title 33 of
the Virgin Islands Code, Section 3027(a)(3) (the “Required Annual Moderate Income Housing Fund Deposit™).
Pursuant to authority granted by the United States Virgin Islands Legislature (the “Legislature”), the Government
has entered into an agreement with the Authority and The Bank of New York Trust Company, N.A., Jacksonville,
Florida, as the special escrow agent (the “Special Escrow Agent”), dated as of November 1, 1999 and amended as of
February 28, 2003, and as amended as of September 1, 2006 (collectively, the “Special Escrow Agreement”),
providing for the deposit of Gross Receipts Tax collections by the Government in the Special Escrow Account
maintained by Banco Popular de Puerto Rico, as the collecting agent (the “Collecting Agent”), as agent of the
Special Escrow Agent. See “SECURITY FOR THE SERIES 2006 BONDS” and “GROSS RECEIPTS TAXES.”

This Official Statement describes, among other items, the Series 2006 Bonds, the Original Indenture, the
Seventh Supplemental Indenture, the Series 2006 Loan Agreement, the Series 2006 Loan Note, the Special Escrow
Agreement, the Collecting Agent Agreement (as hereinafter defined), the Gross Receipts Taxes, the Authority, the
Government and the Virgin Islands. The descriptions do not purport to be comprehensive or definitive and
reference is made to the Original Indenture, the Seventh Supplemental Indenture, the Series 2006 Loan Agreement,
the Series 2006 Loan Note, the Special Escrow Agreement and the Collecting Agent Agreement for full and
complete statements of the provisions thereof. Copies of the Original Indenture, the Seventh Supplemental
Indenture, the Series 2006 Loan Agreement, the Special Escrow Agreement and the Collecting Agent Agreement,
including the form of the Series 2006 Bonds and the Series 2006 Loan Note, are available at the offices of the
Trustee, 10161 Centurion Parkway, Jacksonville, Florida, 32256 (904-645-1912), and at the offices of the Authority,
24 Honduras, Frenchtown, St. Thomas, United States Virgin Islands 00802 (340-714-1635); Attention: Director of
Finance and Administration.

THE PURCHASE AND OWNERSHIP OF THE SERIES 2006 BONDS INVOLVE INVESTMENT
RISKS. PROSPECTIVE PURCHASERS OF THE SERIES 2006 BONDS ARE ADVISED TO READ THIS
OFFICIAL STATEMENT IN ITS ENTIRETY. FOR A DISCUSSION OF CERTAIN RISKS RELATING
TO THE SERIES 2006 BONDS, SEE “BONDOWNER RISKS” HEREIN.



VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY

Purposes and Powers

The Authority was created in 1988 by United States Virgin Islands Act No. 5365 of the Legislature, as
amended, as a public corporation and autonomous governmental instrumentality for the purposes of aiding the
Government in the performance of its fiscal duties and in effectively carrying out its governmental responsibility of
raising capital for essential public projects. Under its enabling legislation, the Authority is vested with, but not
limited to, the following powers: (i) to have perpetual existence as a corporation, (ii) to borrow money and issue
bonds, (iii) to lend the proceeds of its bonds or other money to the Government or any agency, authority or
instrumentality thereof or private enterprise in the Virgin Islands subject to the approval of the Legislature, (iv) to
establish one or more revolving loan funds with the proceeds of bonds issued by the Authority or issued by the
Government or any agency, authority or instrumentality thereof, (v) to encourage economic development through
the issuance of special obligations issued to finance a project for the benefit of private parties which special
obligations are payable out of revenue generated by the involved project and are payable to the Authority by said
private party, (vi) to invest its funds and to arrange for the investment of the funds of the Government or any agency,
authority or instrumentality thereof, (vii) to enter into contracts and agreements with the government of the United
States, the Government and any agency, authority or political subdivision thereof, (viii) to make, modify and repeal
by-laws, rules and regulations, (ix) to acquire, sell, lease, mortgage, pledge, dispose of or encumber property or
interests therein and (x) to sue and be sued.

Management

The powers of the Authority are exercised by a board of directors (the “Board of Directors’) consisting of
five members. The Governor of the Virgin Islands (the “Governor”), the Commissioner of Finance, and the Director
of the Office of Management and Budget of the Virgin Islands are members and serve ex-officio. The two
remaining members are appointed by the Governor with the advice and consent of the Legislature and represent the
private sector. Of these two members, one must be a resident of the District of St. Thomas/St. John and one must be
a resident of the District of St. Croix. Both must be experienced in the area of municipal finance. The Governor
serves as Chairman of the Board of Directors while the Commissioner of Finance serves as the Authority’s
Executive Director and the Director of the Office of Management and Budget serves as Secretary to the Authority.

Kent E. Bernier, Sr. serves as the Director of Finance and Administration of the Authority and is
responsible for the administration and operation of the Authority. The Director of Finance and Administration is
appointed by, and serves at the pleasure of, the Board of Directors.

The following is a list of the current Board of Directors with their official posts or, for private sector
representatives, their island of residency, and date of expiration of their current terms on the Board of Directors.
The Governor of the Virgin Islands, the Commissioner of Finance and the Director of the Office of Management and
Budget serve terms which are coincident with their terms in such offices. The Directors who represent the private
sector serve 4-year terms.

Government Post Term
Name or Profession/Residency Expiration
Hon. Charles W. Turnbull, Ph.D., Chairman Governor of the Virgin Islands Ex-officio
Bernice A. Turnbull, Executive Director Commissioner of Finance Ex-officio

Ira R. Mills, Secretary Director of the Office of Management and
Budget Ex-officio
Paul Arnold Human Resources Consultant, St. Croix
2001"
Roy Jackson Certified Public Accountant, St. Thomas 20017

TMembers serve until the appointment and confirmation of a successor.



Outstanding Indebtedness under the Indenture
Parity Bonds/Subordinate Bonds

The Authority has issued its $299,880,000 Revenue Bonds, Series 1999A and $268,020,000 Revenue
Bonds, Series 2003A, a total of $538,710,000 of which is outstanding as of September 10, 2006, including the
hereinafter defined Refunded Bonds. Such Series 1999A and Series 2003A Bonds are equally secured and on a
parity with and entitled to the same benefits as the Series 2006 Bonds and constitute “Bonds” under the Indenture.
See also “Swap Agreements” below for a discussion of the swap entered into by the Authority with respect to a
portion of the Series 2006 Bonds.

The Authority also has outstanding as of September 10, 2006 $4,317,275 principal amount of Subordinate
Lien Revenue Notes, Series 2005 and $4,000,000 principal amount of Subordinate Lien Revenue Notes, Series
2006.

For a listing of the Authority’s other bonds and similar obligations outstanding as of September 10, 2006,
see “UNITED STATES VIRGIN ISLANDS — Outstanding Bonds and Similar Obligations.”

Swap Agreement

In 2003 the Authority entered into a swap option agreement (the “2003 Swap Agreement”) related to
certain maturities of its 1999 Bonds, with a view to refunding such maturities in 2010. In exchange for an upfront
payment made to the Authority by the provider of the 2003 Swap Agreement in 2003, the Authority agreed to issue
a series of bonds in 2010 to refund such maturities of the 1999 Bonds. Because such 1999 Bonds are being refunded
upon the issuance of the Series 2006 Bonds, the Authority has decided to terminate the 2003 Swap Agreement,
which termination necessitates a payment to the provider of the 2003 Swap Agreement. See “PLAN OF FINANCE
— Use of Proceeds of the Series 2006 Bonds.”

In conjunction with the Series 2006 Bonds, the Authority will enter into a Swap Agreement with UBS AG
(the “Counterparty”), with a notional amount of $219,490,000, maturing on October 1, 2029. The first payment on
the swap will occur on October 1, 2007. Under the terms of the Swap Agreement, the Authority will pay a floating
rate equivalent to the BMA short-term index and receive from the Counterparty a floating rate equal to 67.03% of
the 10-year LIBOR rate.

Audited Financial Statements

Audited financial statements of the Authority for the fiscal year ended September 30, 2005 are available
from the Authority, the nationally recognized municipal securities information repositories, and Digital Assurance
Certification, L.L.C., the dissemination agent responsible for maintaining Authority and the Government compliance
with their respective continuing disclosure agreements for the Series 2006 Bonds. See “CONTINUING
DISCLOSURE; DISCLOSURE DISSEMINATION.”

Department of the Interior Report

In November 2002, the Office of Inspector General (“OIG”) of the United States Department of the Interior
(“DOTI”) issued a report (the “PFA Report™) which stated that while the Authority had effectively raised capital
through the issuance of bonds, in reference to bonds issued from 1989-1992, it did not effectively manage bond
proceeds. The Authority has administrative procedures in place and staff dedicated to project management to ensure
timely expenditures of bond proceeds by monitoring the letting of contracts and the processing of requisitions.

PLAN OF FINANCE

Use of Proceeds of the Series 2006 Bonds

Upon delivery of the Series 2006 Bonds, the net proceeds of the Series 2006 Bonds will be loaned to the
Government. The Government has covenanted in the Series 2006 Loan Agreement to immediately deposit, or cause
the Authority to deposit, all such proceeds into the Funds and Accounts held by the Trustee or the Escrow Agent
pursuant to the Indenture or the Escrow Agreement and apply such proceeds in accordance with the Indenture or the
Escrow Agreement.



Proceeds of the Series 2006 Bonds will be (i) transferred into the Escrow Fund to be applied to redeem a
portion of the Series 1999A Bonds, (ii) applied to pay the costs associated with terminating the 2003 Swap
Agreement, (iii) deposited to the Series 2006 Project Subaccount to be applied to the payment of the costs related to
the Series 2006 Projects (as described below), (iv) deposited to the Debt Service Reserve Account to meet the Debt
Service Reserve Requirement, (v) applied to pay the premium on the 2006 Bond Insurance Policy, (vi) deposited to
the Net Payments Reserve Account, and (vii) deposited to the Series 2006 Cost of Issuance Subaccount of the Cost
of Issuance Account to pay the costs associated with the issuance of the Series 2006 Bonds.

The Series 1999A Bonds to be redeemed consist of the term bonds due October 1, 2024 and October 1,
2029 (“the Refunded Bonds”™) at the Principal Amounts, Redemption Dates and Redemption Prices (expressed as a
percentage of principal) as detailed below:

Maturity Date Principal Amount Redemption Date Redemption Price
October 1, 2024 $69,015,000 October 1, 2010 101%
October 1, 2029 $93,855,000 October 1, 2010 101%

Pursuant to the terms of an Escrow Trust Agreement (the “Escrow Agreement”) to be entered into between
the Government, the Authority, and the Trustee, as Trustee and as Escrow Agent (the “Escrow Agent”), the
refunding of the Refunded Bonds will be effected by depositing with the Escrow Agent proceeds of the Series 2006
Bonds and certain other moneys which will be used to purchase certain noncallable direct obligations of the United
States of America (the “Government Obligations”). The Government Obligations will bear interest at such rates and
will be scheduled to mature at such times and in such amounts so that, when paid in accordance with their respective
terms and together with certain other available amounts, sufficient moneys will be available to pay the principal or
respective redemption prices, as applicable, of, and the interest on, the Refunded Bonds when due on and prior to the
respective maturity or redemption dates therefor, as set forth in the table above. Principal of and interest on the
Government Obligations will be held in trust in one or more separate accounts of a fund created under the Escrow
Agreement (the “Escrow Fund”) and used solely for the payment of the interest on and the principal or respective
redemption prices, as applicable, of the Refunded Bonds, as set forth above.

Upon issuance of the Series 2006 Bonds and compliance with the requirements of the Indenture with
respect to defeasance, the Refunded Bonds will be deemed paid within the meaning of the Indenture and, except for
the rights of the holders of the Refunded Bonds to payments from the Escrow Account, the Refunded Bonds will no
longer be entitled to any lien, benefit or security under the Indenture and all covenants, agreements and obligations
of Authority to the holders of the Refunded Bonds will be discharged and satisfied. The refunding will result in
removal of the Refunded Bonds from the Authority and Government financial statements.

The accuracy of the mathematical computations of the adequacy of the principal of and interest on the
Government Obligations to provide for the payment when due of the interest on and the principal or respective
redemption prices, as applicable, of the Refunded Bonds will be verified at the time of delivery of the Series 2006
Bonds by Causey Demgen & Moore Inc., independent certified public accountants. See “VERIFICATION OF
MATHEMATICAL COMPUTATIONS” herein.



The estimated sources and uses of the proceeds of the Series 2006 Bonds and certain other amounts derived
from the Indenture are expected to be as follows:

Sources
Principal Amount of the Series 2006 Bonds $ 219,490,000.00
Debt Service Account 5,117,296.88
Net Original Issue Premium 11,572,151.35
Total $ 236,179,448.23
Uses
Series 1999A Bonds Escrow Fund deposit $ 180,242,465.31
2003 Swap Agreement termination payment 26,910,000.00
Series 2006 Project Subaccount deposit 14,000,000.00
Debt Service Reserve Account deposit 2,863,300.00
Net Payments Reserve Account deposit 2,911,257.43
Series 2006 Cost of Issuance Subaccount' deposit 9.252.425.49
Total 236,179,448.2
(1) The Costs of Issuance of the Series 2006 Bonds include legal fees, Trustee fees, financial advisor fees, bond
insurance premium, underwriter’s discount and other costs incurred in connection with the issuance of the
Series 2006 Bonds.

Description of the Series 2006 Capital Projects

The capital projects of the Government to be financed in whole or in part from Series 2006 Bond proceeds
are expected to be as follows: (i) construction of a new library on St. Thomas, (ii) construction of Annaly Bay Road,
St. Croix and (iii) infrastructure work at Gallows Bay, St. Croix (collectively, the “Series 2006 Capital Projects”).

THE SERIES 2006 BONDS

General

The Series 2006 Bonds will be dated the date of delivery thereof, and will bear interest at the rates and will
mature on the dates set forth on the inside cover of this Official Statement. For a more complete description of the
Series 2006 Bonds and the basic documentation pursuant to which they were issued, see “THE SERIES 2006
BONDS,” APPENDIX B — “Summary of Certain Provisions of the Original Indenture and the Seventh
Supplemental Indenture “ and APPENDIX C “Summary of Certain Provisions of the Series 2006 Loan Agreement.”
The Series 2006 Bonds are subject to redemption at the times and in the manner set forth below in “THE SERIES
2006 BONDS — Redemption.” Pursuant to the Indenture, the Authority has appointed The Bank of New York
Trust Company, N.A., Jacksonville, Florida (as successor to The Bank of New York, New York, New York), as
Trustee, and as the Paying Agent and Bond Registrar. Interest on the Series 2006 Bonds will be payable to Cede &
Co., or such other owner of record as shown in the registration books of the Authority maintained by the Paying
Agent as Bond Registrar.

The Series 2006 Bonds will be issued only in fully registered form, in denominations of $5,000 and any
integral multiple thereof and shall mature on the dates and in the principal amounts and bear interest at the rates as
set forth on the inside cover of this Official Statement. Interest on the Series 2006 Bonds is payable semiannually
on October 1 and April 1 of each year commencing April 1, 2007 (each, an “Interest Payment Date”) and shall be
calculated on the basis of a 360-day year consisting of twelve 30-day months.



Redemption
Optional Redemption

The Series 2006 Bonds maturing on or prior to October 1, 2016 are not subject to optional redemption. The
Series 2006 Bonds maturing after October 1, 2016 shall be subject to redemption at the option of the Authority prior
to their stated maturity, on or after October 1, 2016, in whole or in part at the principal amount thereof, together with
the interest accrued to the date fixed for redemption, at any time from such maturities as the Authority shall
determine, and otherwise by lot within a maturity, from any funds available therefore.

Selection; Notice of Redemption

In the event of any redemption of less than all of any Series 2006 Bonds and the Authority does not select
the maturities to be so redeemed, or of less than all of the Series 2006 Bonds of the same maturity, portions of the
Series 2006 Bonds of such Series and maturity to be redeemed will be selected at random by the Trustee in such
manner as the Trustee in its discretion may deem fair and appropriate; provided, however, that the portion of any of
the Series 2006 Bonds of a denomination greater than $5,000 to be redeemed shall be in the minimum principal
amount of $5,000, or an integral multiple of $5,000 in excess thereof. In selecting portions of such Bonds for
redemption, the Trustee shall treat each such Bond as representing that number of Bonds of $5,000 denomination
which is obtained by dividing the principal amount of such Bond to be redeemed in part by $5,000 and integral
multiples of $5,000 in excess thereof; provided, however, notwithstanding the foregoing, the Trustee shall revise the
Bonds or portions thereof to be redeemed as determined by the foregoing, in any manner deemed by the Trustee in
its sole judgment to be fair and reasonable, so that no Bond Outstanding following any redemption shall be in a
principal amount less than an authorized denomination therefor. Notice of any such redemption will be mailed by
the Trustee not more than 60 nor less than 30 days prior to the date fixed for the redemption thereof or such shorter
period as shall be acceptable to the Trustee, to each registered holder of the Series 2006 Bonds selected for
redemption. The Authority, so long as a book-entry method is used for the Series 2006 Bonds, will send any such
notice of redemption only to DTC (see APPENDIX F — “DTC Book-Entry-Only System”).

[remainder of page intentionally left blank]



DEBT SERVICE REQUIREMENTS FOR THE BONDS

The debt service on the Bonds for the annual period ending October 1 in each of the years to maturity is as

follows:
Outstanding Series 2006 Bonds
Bonds Debt Total Debt Total Debt
Year Service Principal Interest Service Service on the Bonds
2007 $ 28,299,150.00 $ 505,000.00 $ 10,679,775.11 11,184,775.11 $ 39,483,925.11
2008 28,295,593.76 1,490,000.00 10,573,837.50 12,063,837.50 40,359,431.26
2009 28,294,518.76 1,530,000.00 10,521,687.50 12,051,687.50 40,346,206.26
2010 28,294,681.26 1,580,000.00 10,460,487.50 12,040,487.50 40,335,168.76
2011 28,294,756.26 2,705,000.00 10,397,287.50 13,102,287.50 41,397,043.76
2012 28,294,943.76 2,805,000.00 10,262,037.50 13,067,037.50 41,361,981.26
2013 28,297,762.50 2,905,000.00 10,121,787.50 13,026,787.50 41,324,550.00
2014 28,295,868.76 3,015,000.00 9,976,537.50 12,991,537.50 41,287,406.26
2015 28,297,100.00 3,125,000.00 9,825,787.50 12,950,787.50 41,247,887.50
2016 28,297,675.00 3,240,000.00 9,669,537.50 12,909,537.50 41,207,212.50
2017 28,294,893.76 3,360,000.00 9,507,537.50 12,867,537.50 41,162,431.26
2018 28,295,943.76 3,485,000.00 9,339,537.50 12,824,537.50 41,120,481.26
2019 28,297,543.76 3,615,000.00 9,165,287.50 12,780,287.50 41,077,831.26
2020 16,176,300.00 15,865,000.00 8,984,537.50 24,849,537.50 41,025,837.50
2021 16,176,525.00 16,295,000.00 8,349,937.50 24,644,937.50 40,821,462.50
2022 16,176,000.00 16,895,000.00 7,535,187.50 24,430,187.50 40,606,187.50
2023 16,179,750.00 17,515,000.00 6,690,437.50 24,205,437.50 40,385,187.50
2024 16,172,500.00 18,165,000.00 5,814,687.50 23,979,687.50 40,152,187.50
2025 16,174,000.00 18,840,000.00 4,906,437.50 23,746,437.50 39,920,437.50
2026 16,173,000.00 19,530,000.00 3,964,437.50 23,494,437.50 39,667,437.50
2027 16,173,750.00 20,250,000.00 2,987,937.50 23,237,937.50 39,411,687.50
2028 16,175,250.00 21,000,000.00 1,975,437.50 22,975,437.50 39,150,687.50
2029 16,176,500.00 21,775,000.00 925,437.50 22,700,437.50 38,876,937.50
2030 38,531,500.00 38,531,500.00
2031 38,531,500.00 38,531,500.00
2032 38,532,250.00 38,532,250.00
2033 38,529,750.00 38,529,750.00
SECURITY FOR THE SERIES 2006 BONDS
General

The Series 2006 Bonds are payable from and secured by a pledge of the Trust Estate which includes certain

Accounts established under the Indenture and the Series 2006 Loan Note. The Series 2006 Loan Note is secured by
a pledge of the Gross Receipts Taxes to the extent hereinafter described, and is a general obligation of the
Government further secured by the full faith and credit and taxing power of the Government.

Pursuant to the Indenture, the Trust Estate relating to the Series 2006 Bonds includes: (i) moneys deposited

or required to be deposited relating to the Bonds in the Pledged Revenue Account, the Debt Service Account and the
Debt Service Reserve Account pursuant to the provisions of the Indenture, including all right, title, and interest in
and to the investments held in the Debt Service Account, the Debt Service Reserve Account and any Credit Facility
held in a Debt Service Reserve Account pursuant to the provisions of the Indenture; (ii) the Series 1999A Loan
Note, the 2003A Loan Note and the Series 2006 Loan Note, and the proceeds and collections therefrom, including
all right, title and interest of the Authority in the Revenues, including, but not limited to, the Gross Receipts Taxes;



(iii) all right, title and interest of the Authority in the Series 1999A Loan Agreement, the Series 2003A Loan
Agreement and Series 2006 Loan Agreement; (iv) all right, title and interest of the Authority in and to the proceeds
of the Series 2006 Bonds, or such other moneys required to be deposited in the Series 2006 Project Subaccount of
the Project Account; and (v) any and all other property or security interest therein, of every name and nature from
time to time hereafter by delivery or by writing of any kind granted, bargained, sold, conveyed, transferred,
mortgaged, pledged and assigned as and for additional security under the Indenture.

THE SERIES 2006 BONDS ARE LIMITED AND SPECIAL OBLIGATIONS OF THE AUTHORITY.
PRINCIPAL, PREMIUM, IF ANY, AND INTEREST ON THE SERIES 2006 BONDS ARE PAYABLE FROM
THE PROCEEDS OF REPAYMENT OF THE SERIES 2006 LOAN NOTE AND AMOUNTS PLEDGED
PURSUANT TO THE INDENTURE AS DESCRIBED HEREIN. THE SERIES 2006 BONDS DO NOT
CONSTITUTE A GENERAL OBLIGATION OF THE AUTHORITY OR OF THE UNITED STATES OF
AMERICA. THE AUTHORITY HAS NO TAXING POWER.

THE SERIES 2006 LOAN NOTE IS SECURED BY A PLEDGE OF THE GROSS RECEIPTS TAXES
SUBJECT TO THE REQUIRED ANNUAL MODERATE INCOME HOUSING FUND DEPOSIT. THE SERIES
2006 LOAN NOTE ALSO IS A GENERAL OBLIGATION OF THE GOVERNMENT. THE SERIES 2006 LOAN
NOTE DOES NOT CONSTITUTE A GENERAL OBLIGATION OF THE UNITED STATES OF AMERICA,
NOR SHALL THE UNITED STATES OF AMERICA BE LIABLE THEREON.

The Authority shall at all times, to the extent permitted by law, defend, preserve and protect the pledge of
the Trust Estate under the Indenture and all rights of the owners of the Series 2006 Bonds (the “Bondowners”) under
the Indenture against all claims and demands of all third parties. Further, the Authority shall cause the Government
to maintain and abide by its covenants contained in the Act, the Series 2006 Loan Agreement and the Special
Escrow Agreement not to limit, restrict or in any way impair the imposition, collection, transfer or disbursement of
the Gross Receipts Taxes, subject to permitted tax exemptions, until the principal of, and premium, if any, and
interest on all the Bonds and any parity indebtedness permitted under the Series 2006 Loan Agreement and the
Indenture have been fully paid or discharged. In the event that the Gross Receipts Tax collections during any period
of 12 consecutive months are less than 150% of maximum annual debt service on all Outstanding Bonds and any
parity indebtedness permitted under the Series 2006 Loan Agreement and the Indenture, the Government has
covenanted to use its best efforts to pledge an additional stream of revenues (the “Substitute Revenues”) to repay the
Series 2006 Loan Note. Any pledge of Substitute Revenues will remain in effect until such time as Gross Receipts
Tax collections are increased for a period of at least 12 consecutive months thereafter to an amount that equals or
exceeds 150% of maximum annual debt service on all Outstanding Bonds and parity indebtedness permitted under
the Series 2006 Loan Agreement and the Indenture. To the extent that Gross Receipts Tax collections and Substitute
Revenues, if any, are insufficient to pay amounts due under the Series 2006 Loan Note, as of the date which is 30
days prior to the due date thereof, the Government also has covenanted to fund such deficiency out of any other
moneys of the Government legally available therefor by the 15th day prior to such due date.

Series 2006 Loan Note

The Series 2006 Bonds will be secured by the Series 2006 Loan Note issued by the Government pursuant
to the Series 2006 Loan Agreement. The Government will be obligated under the Series 2006 Loan Note to make
payments to the Authority in amounts sufficient to pay all principal, premium, if any, and interest on the Series 2006
Bonds when due, to make payments to the Debt Service Reserve Account in amounts necessary under the Indenture
to replenish the Debt Service Reserve Account in an amount equal to the Debt Service Reserve Requirement and to
pay such other amounts as required under the Series 2006 Bonds or pursuant to the terms of the Indenture. Pursuant
to the terms of the Series 2006 Loan Agreement, the Government has authorized the issuance of the Series 2006
Loan Note as security for the Series 2006 Bonds. The Series 2006 Loan Note is secured by a pledge of the Gross
Receipts Taxes over the full term of the Series 2006 Loan Note, which Gross Receipts Tax collections in each Fiscal
Year are anticipated to be in excess of the amount necessary to pay all the principal of, premium, if any, interest on,
and such other amounts payable under the Series 2006 Bonds and all other Bonds and other parity indebtedness
when due. However, no assurances can be given as to the sufficiency of Gross Receipts Taxes for such purpose.
See “GROSS RECEIPTS TAXES.”

The pledge of Gross Receipts Taxes securing the Series 2006 Loan Note is subject to the Required Annual
Moderate Income Housing Fund Deposit and to any parity indebtedness permitted under the Indenture, including the
Series 1999A Bonds and the 2003 A Bonds.



Series 2006 Loan Agreement

Under the Series 2006 Loan Agreement, the Authority shall lend to the Government the sum of
$219,490,000 as a loan which shall be evidenced by the Series 2006 Loan Note. The Government shall repay the
loan to the Authority, pursuant to the Series 2006 Loan Note, in annual installments of principal and semiannual
installments of interest corresponding to the requirements of the Seventh Supplemental Indenture. The Series 2006
Loan Note provides for payments of principal according to a maturity schedule corresponding to principal which
shall be due and payable on the Series 2006 Bonds and shall bear interest from its dated date payable on dates
corresponding to the Interest Payment Dates on the Series 2006 Bonds. The Series 2006 Loan Note may, at the
option of the Government, be redeemed, in whole or in part, prior to its maturity at the times, in the manner of, and
of the same maturities as an optional redemption of the Series 2006 Bonds and at a redemption price equal to that for
optional redemption of such Series 2006 Bonds, pursuant to the terms of the Indenture. In addition, in the event the
Series 2006 Bonds are subject to mandatory redemption in whole or in part or in the event the Series 2006 Bonds are
tendered by the holders thereof for purchase and are purchased by the Authority for retirement or cancellation then,
upon payment of the redemption price or purchase price of such Series 2006 Bonds, the Government shall be
deemed to have made a prepayment on the Series 2006 Loan Note, in accordance with the Series 2006 Loan
Agreement, in a principal amount equal to the aggregate principal amount of the Series 2006 Bonds so redeemed or
purchased. See APPENDIX C — “Summary of Certain Provisions of the Series 2006 Loan Agreement.”

To the extent the aggregate amounts transferred from the Special Escrow Account to the Trustee pursuant
to the Special Escrow Agreement as of the date which is 30 days prior to the due date of any installment of principal,
interest or other amounts payable on the Series 2006 Loan Note, are insufficient to pay those amounts in full, the
Trustee shall promptly provide written notification to the Government and the Authority of such deficiency and the
Government shall, on or before the date which is 15 days prior to such due date, remit or cause to be remitted to the
Trustee, in immediately available funds out of any moneys of the Government legally available therefor, an amount
equal to such deficiency.

Special Escrow Agreement and Collecting Agent Agreement

The Special Escrow Agreement provides for the daily deposit of all Gross Receipts Taxes collected on the
preceding Business Day by or on behalf of the Government, including all additions to tax, penalties and interest
thereon and, to the extent pledged by the Government in accordance with the Series 2006 Loan Agreement, the
Substitute Revenues, into the Special Escrow Account maintained by Banco Popular de Puerto Rico, as the
Collecting Agent, who will act on behalf of the Special Escrow Agent pursuant to a Collecting Agent Agreement,
dated as of November 1, 1999, as amended as of February 28, 2003 and as further amended as of September 1, 2006
(the “Collecting Agent Agreement”), among the Collecting Agent, the Special Escrow Agent and the Government.
Within one (1) Business Day of the daily receipt of Gross Receipts Taxes, the Collecting Agent will make daily
transfers to the Government until satisfaction of the Required Annual Moderate Income Housing Fund Deposit.
Upon satisfaction of the Required Annual Moderate Income Housing Fund Deposit, the Collecting Agent will
transfer daily all further amounts deposited in the Special Escrow Account to the Trustee for deposit into the
Pledged Revenue Account until the Monthly Transfer Requirement for each calendar month is satisfied. Upon
satisfaction of the Monthly Transfer Requirement, any excess Gross Receipts Taxes for such calendar month will be
transferred to the Trustee into the Surplus Account until the Swap Agreement Termination Payment Requirement (as
defined in the Special Escrow Agreement), if any, related to the Swap Option Agreement is satisfied and thereafter
to the Government to be used for any lawful purpose. All Gross Receipts Taxes deposited in the Special Escrow
Account maintained by the Collecting Agent are subject to the lien created pursuant to the Indenture. Failure by the
Government to deposit Gross Receipts Taxes in the Special Escrow Account due to force majeure (as determined in
the reasonable judgment of the Government) is not an Event of Default under the Loan Agreement.

Covenants

So long as the Series 2006 Loan Note remains outstanding, the Government has covenanted in the Series
2006 Loan Agreement, among other things, to take all actions necessary to defend, preserve and protect the pledge
of Gross Receipts Taxes, to the extent permitted by law, and take all steps necessary to ensure the receipt of and the
maximization of the Gross Receipts Taxes to be received. The Government has further covenanted not to take any
action or fail to take any actions that would in any way impair the Government’s right to receive the maximum
amount of Gross Receipts Taxes to which it may be entitled nor take any action to reduce the rate of Gross Receipts
Taxes or to allow waiver of payment of such Gross Receipts Taxes, except for the Government’s Economic
Development Commission program which grants certain tax exemptions to qualified businesses pursuant to Title 29,
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Chapters 12 and 13 of the Virgin Islands Code (the “EDC Program”) or other similar programs. In furtherance of
such covenant, the Series 2006 Loan Agreement provides that the Government may not grant tax exemptions
(including pursuant to the EDC Program) if such grants cause or will cause the aggregate of the aggregate Gross
Receipts Taxes estimated to be collected in any Fiscal Year of the Government to be less than 150% of the
maximum debt service on all Outstanding Bonds and on any parity indebtedness permitted by the Series 2006 Loan
Agreement and the Indenture.

In the event that Gross Receipts Tax collections during any period of 12 consecutive months are less than
150% of maximum annual debt service on all Outstanding Bonds and any parity indebtedness permitted by the
Series 2006 Loan Agreement and the Indenture, the Government has covenanted to use its best efforts to provide
Substitute Revenues in addition thereto and to pledge such Substitute Revenues as additional security for the Series
2006 Loan Note. Any pledge of Substitute Revenues will remain in effect until such time as Gross Receipts Tax
collections during any period of at least 12 consecutive months thereafter equal or exceed 150% of maximum annual
debt service on all such Outstanding Bonds and parity indebtedness. Further, the Authority has covenanted in the
Series 2006 Loan Agreement and the Indenture to use its best efforts to cause the Government to maintain and abide
by its covenants contained in the Act, the Series 2006 Loan Agreement and the Special Escrow Agreement not to
limit, restrict or in any way impair the imposition, collection, transfer or disbursement of the Gross Receipts Taxes,
subject to any permitted tax exemptions, until the principal of, premium, if any, and interest on, and all other
amounts due on all the Bonds have been fully paid or discharged.

The Government has covenanted to require the independent certified public accounting firm that has
contracted with the Government to perform its annual audit (the “Auditor”) to also perform on a quarterly basis
certain agreed-upon procedures on Gross Receipts Tax deposits made to the Collecting Agent. As part of its
contract, the Auditor delivers an agreed-upon procedures report (the “Report”) to the Government, the Authority, the
Trustee and the Bond Insurer comparing the Gross Receipts Tax payments documented in the Government’s
financial management system with the total revenues deposited with the Collecting Agent and the deposit receipts
remitted by the Collecting Agent to the Revenue Audit section of the Government’s Department of Finance. The
Report is required to be delivered within 45 days of the end of each fiscal quarter of the Fiscal Year.

The Authority also has covenanted in the Indenture to at all times, and to the extent permitted by law,
defend, preserve and protect the pledge of the Trust Estate and all rights of the Bondowners under the Indenture
against all claims and demands of all third parties.

Flow of Funds

The Indenture provides that all Revenues received by the Trustee for the benefit of the Bondowners and
any such other revenues as may be received by the Trustee and designated for deposit to the Pledged Revenue
Account shall be deposited, upon receipt by the Trustee, to the credit of the Pledged Revenue Account, which is an
account held by the Trustee. All amounts in the Pledged Revenue Account shall be transferred daily on or before
5:00 p.m. on each Business Day during each calendar month to Accounts and Subaccounts created pursuant to the
Indenture, so long as any of the Series 2006 Bonds remain Outstanding, in the following amounts and in the
following order of priority:

(a) to each Interest Subaccount and to any net payment sub-subaccount thereof with respect
to any Qualified Swap Agreement in accordance with the Indenture and the applicable Supplemental
Indenture, until the aggregate amount on deposit in all existing Interest Subaccounts is equal to the sum of
all Required Interest Subaccount Balances (as defined in the Indenture). The Required Interest Subaccount
Balance in effect during each calendar month for each Interest Subaccount shall be the greater of (i) the
amount determined by multiplying (A) the portion of the Adjusted Debt Service Requirement for the
applicable Series of Bonds which constitutes all of the interest accruing or to accrue on such Series of
Bonds during the Interest Payment Period ending on the next Interest Payment Date by (B) a fraction, the
numerator of which is equal to one (1) plus the number of whole calendar months that have elapsed since
the immediately preceding Interest Payment Date (or, in the case of the period prior to the first Interest
Payment Date, one (1) plus the number of whole calendar months that have elapsed since the date interest
on such Series of Bonds commenced to accrue) and the denominator of which is the number of whole
calendar months in such Interest Payment Period, or (ii) the amount specified in the applicable
Supplemental Indenture;
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(b) to each Principal Subaccount, beginning in the first calendar month specified in the
applicable Supplemental Indenture (the “Principal Amortization Start Month”), until the aggregate amount
on deposit in all existing Principal Subaccounts is equal to the sum of all Required Principal Subaccount
Balances (as defined in the Indenture). The Required Principal Subaccount Balance in effect during each
calendar month for each Principal Subaccount shall be the greater of (i) the amount determined by
multiplying (A) the principal (including Sinking Fund Installments) on the applicable Series of Bonds due
on the next succeeding Principal Payment Date by (B) a fraction, the numerator of which is equal to one (1)
plus the number of whole calendar months that have elapsed since the immediately preceding Principal
Payment Date (or, in the case of the period prior to the first Principal Payment Date, one (1) plus the
number of whole calendar months that have elapsed since the first day of the Principal Amortization Start
Month), and the denominator of which is the number of whole calendar months between the immediately
preceding Principal Payment Date (or, in the case of the period prior to the first Principal Payment Date,
the first day of the Principal Amortization Start Month), and the next succeeding Principal Payment Date,
or (ii) the amount specified in the applicable Supplemental Indenture;

(c) to each Credit Subaccount, an amount sufficient to pay any principal or interest then
owing to a Credit Provider under the applicable Supplemental Indenture and Credit Agreement by reason of
any drawing of amounts under the related Credit Facility for the payment of principal of or interest or
premium on any Series A Bonds subject to any required transfer, under other provisions of the Indenture or
a Supplemental Indenture;

(d) to the Debt Service Reserve Account, the amount of any transfer required by the
Indenture to restore any deficiency in the Debt Service Reserve Account (or to pay any amounts then owing
to a Credit Provider pursuant to a Credit Agreement relating to a Debt Service Reserve Account Credit
Facility);

(e) to each Redemption Subaccount, the amount of Revenues required to redeem Series A
Bonds pursuant to the related Supplemental Indenture;

® to each Expense Subaccount, any amounts then due and owing to the Trustee, any Paying
Agent, Remarketing Agent, Bond Registrar, Credit Provider, the Special Escrow Agent, the Collecting
Agent, or other Fiduciary which are Bond Service Charges or Bond Related Costs for the Series A Bonds,
and the Authority’s Annual Administrative Fee, which otherwise have not been provided for above;

(2) to each Subaccount of the Rebate Account attributable to a specific Series of Bonds;

(h) to any Swap Provider under any Qualified Swap Agreement, the amounts required to
meet the Swap Agreement Termination Payments (as defined in the Special Escrow Agreement) as set forth
in such Qualified Swap Agreement; and

6) except as may be provided in one or more Supplemental Indentures to the contrary, to the
Surplus Account for application pursuant to the Indenture.

Debt Service Reserve Account

Net proceeds of the Series 2006 Bonds representing the Debt Service Reserve Requirement relating to the
Series 2006 Bonds shall be deposited by the Trustee in the Debt Service Reserve Account. Pursuant to the terms of
the Indenture, the Debt Service Reserve Requirement shall mean, as of any date of calculation, an amount equal to
the least of (i) the maximum principal (including mandatory Sinking Fund Installments) and interest due on
Outstanding Bonds in the then current or any future Bond Year, (ii) 10% of the original aggregate principal amount
of the Bonds (net of original issue discount), and (iii) 125% of the average annual principal (including mandatory
Sinking Fund Installments) and interest due on the Outstanding Bonds in the then current and each future Bond
Year, as specified in the Indenture and each Supplemental Indenture.

A valuation of the Debt Service Reserve Account shall be made on March 1 and September 1 in each year
pursuant to the Indenture and at such other times as the Authority shall direct in writing and, in addition, shall be
valued at the time of any withdrawal from the Debt Service Reserve Account pursuant to the Indenture. In the event
the amount on deposit in such Debt Service Reserve Account is less than the Debt Service Reserve Requirement due
to a payment made from such Account to cure an insufficiency of funds on any Interest Payment Date or Principal
Payment Date, the Authority shall be required to restore the deficiency caused thereby by transfers of any moneys
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on deposit in the Surplus Account and to the extent any deficiency exists upon transfer from the Surplus Account,
then the Authority shall be required to restore the deficiency by equal monthly transfers of Revenues from the
Pledged Revenue Account over a period of twelve calendar months following the month in which the determination
of such deficiency was made. The Trustee shall notify the Authority of the amount, if any, of the deficiency or
excess in the Debt Service Reserve Account.

The Debt Service Reserve Account has always satisfied the Debt Service Reserve Requirement.

In the event that there are not sufficient amounts on deposit in the Interest Subaccount on an Interest
Payment Date to pay amounts due or if there are not sufficient amounts on deposit in the Principal Subaccount on a
Principal Payment Date to pay amounts then due, after making the transfers required to be made from the other
Accounts and Subaccounts as provided in the Indenture, the Trustee shall transfer amounts on deposit in the Debt
Service Reserve Account to the Interest Subaccount or Principal Subaccount, as applicable, in an amount sufficient
to make up any such deficiency. The Trustee shall notify the Authority of such transfer at the time of the transfer.

Surplus Available Revenues

To ensure compliance with certain federal tax law requirements with respect to the issuance of long-term
working capital financings, upon elimination of the accumulated deficit, on or after October 1, 2007, all Surplus
Available Revenues of the Government shall be applied to the retirement of Bonds issued to finance working
capital, by purchase, redemption or defeasance.

Limitations on Available Remedies

Upon the occurrence of an Event of Default, the Indenture provides certain remedies available to the
Trustee and Bondowners. However, the Indenture does not authorize the Trustee to accelerate payment of the full
principal and interest due and payable on the Bonds in the event of the occurrence and continuance of an Event of
Default. See APPENDIX B — “Summary of Certain Provisions of the Original Indenture and the Seventh
Supplemental Indenture — The Original Indenture — Events of Default,” “— Proceedings by Trustee” and “—
Rights of Owners.”

Additional Bonds

All of the Bonds issued under a Supplemental Indenture shall collectively be a charge and lien upon the
Trust Estate as provided in the Indenture and such charge and lien shall be prior to any other charge and lien upon
the Trust Estate with the exception of the Required Annual Moderate Income Housing Fund Deposit and any other
Bonds or parity indebtedness. Except as permitted in the Indenture, no obligations payable from Revenues or
secured by a prior or equal lien on the Trust Estate shall be issued after the date of the Indenture.

So long as no Event of Default has occurred and is continuing, the Authority may from time to time enter
into a Supplemental Indenture providing for the issuance of Additional Bonds pursuant to the Indenture. Additional
Bonds may be issued if the conditions set forth in the Indenture are met, including:

(a) receipt by the Trustee of a certificate of an Independent Verification Analyst stating (i) (A) the
actual amount of Gross Receipts Taxes collected by the Government during each of the eighteen (18)
calendar months immediately preceding the calendar month in which such Bonds are issued (the “Test
Period”); and (B) the actual amount of Gross Receipts Taxes collected by the Government during any
twelve (12) consecutive month period within the Test Period in which aggregate collections of the Gross
Receipts Taxes were the greatest in actual amount, (ii) the maximum annual Adjusted Debt Service
Requirement in the current or any subsequent Bond Year on Outstanding Bonds after giving effect to the
issuance of the proposed Additional Bonds; and (iii) that the actual amount of Gross Receipts Taxes
collected by the Government during the twelve (12) consecutive calendar month period referred to in (i)
(B) above, equal or exceed 150% of the amount of maximum Adjusted Debt Service Requirement on
Outstanding Bonds in the current or any subsequent Bond Year after giving effect to the issuance of the
proposed Additional Bonds; and

(b) receipt by the Trustee of a certificate of the Director of the Office of Management and Budget of
the Government stating (i) the projected amount of Gross Receipts Taxes to be collected during the period
of twelve (12) consecutive calendar months immediately following the calendar month in which such
proposed Additional Bonds are to be issued; and (ii) that the projected amount of Gross Receipts Taxes to
be collected by the Government during the twelve (12) consecutive calendar month period referred to in
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clause (i) above, equal or exceed 150% of the amount of the maximum annual Adjusted Debt Service
Requirement in the current or any subsequent Bond Year on Outstanding Bonds after giving effect to the
issuance of the proposed Additional Bonds.

Additional Bonds may be issued for any purpose for which Bonds or other obligations may be issued at or
after the date of the Indenture under the Act or as otherwise permitted under the laws of the Virgin Islands. Any
such Additional Bonds may bear interest at any rate lawful at the time of the issuance thereof and may mature over
any period of time not exceeding the maximum maturity permitted by law and may provide for such other payment
terms and conditions as the Authority shall determine in a Supplemental Indenture.

Nothing in the Indenture prevents the Authority or the Government from issuing or creating other bonds,
notes or other evidences of indebtedness that are not secured by the Indenture so long as such indebtedness is not
secured by a prior or parity pledge of Gross Receipts Taxes.

Amendments

The provisions of the Indenture, the Special Escrow Agreement and the Collecting Agent Agreement may
not be amended so as to materially adversely affect the Bondowners without the prior written consent of the holders
of at least a majority in the aggregate principal amount of such Bonds then Outstanding. The provisions of the
Series 2006 Loan Note and the Series 2006 Loan Agreement may not be amended so as to materially adversely
affect the Series 2006 Bondowners without the prior written consent of the holders of at least a majority in principal
amount of the Series 2006 Bonds then outstanding.

GROSS RECEIPTS TAXES

General

Pursuant to Title 33 of the Virgin Islands Code, Section 43, individuals and entities doing business in the
Virgin Islands are required to pay a tax of 4.0% on the gross receipts of such business (the “Gross Receipts Tax”).
The Gross Receipts Tax is broad and extends to most sellers of services and goods. The current number of total
Gross Receipts Tax taxpayers is approximately 3,900. For Fiscal Year 2005, the top five taxpayers generated 16.1%
of Gross Receipts Tax collections and the top ten taxpayers generated 24.8% of Gross Receipts Tax collections.

General Information Regarding Gross Receipts Taxes
Fiscal Years 2001 - 2005

($000’s)
2001 2002 2003 2004 2005
Gross Receipts Taxes ........ccccveveeeen. $99,598 $95,916 $100,918  $113,185  $124,963
Gross Receipts Taxes as Percentage
of General Fund (Budgetary Basis)
Revenues .....coccceeveeeniieneiniienicenne, 18.5% 18.5% 19.7% 18.2% 17.8%

Source: Continuing Disclosure Quarterly Summary reports of the Authority certifying Gross Receipts Taxes Deposited with the
Collecting Agent.

In Fiscal Year 2002, the Gross Receipts Taxes decreased by 4.3%. This decrease was primarily attributable
to a general decrease in business activity as a result of the general economic decline in the United States and the
terrorist attacks in New York City and Washington, D.C. on September 11, 2001.

The proceeds of the Gross Receipts Tax are paid to the BIR for deposit into the General Fund of the
Government, subject to the Required Annual Moderate Income Housing Fund Deposit (see “SECURITY FOR THE
SERIES 2006 BONDS — Special Escrow Agreement and Collecting Agent Agreement”). “Gross receipts” means
“all receipts, cash or accrued, of the taxpayer for services or derived from trade, business, commerce or sales, and
the value accruing from the sale of tangible personal property or services, or both, including rentals, fees and other
involvements, however designated, without any deduction on account of the cost of the property sold, the cost of
materials used, labor cost, royalties, taxes, interest or discount paid, and any other expenses whatsoever.”
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There is a general exemption from the Gross Receipts Tax for agencies of the Government or the United
States federal government, religious, charitable, benevolent or educational organizations when not engaged in the
conduct of business pursuits for profit, and transactions involving a charitable or benevolent purpose. Every person,
partnership, firm, corporation or association whose gross receipts are less than $150,000 per annum is allowed a
maximum $5,000 exemption per month. Exempt businesses include insurance companies, franchised bus operators,
costume jewelry manufacturers, some reverse osmosis water production plants, and providers of affordable housing
pursuant to an approved Affordable Housing Development Agreement entered into with the Government under the
United States Virgin Islands Affordable Housing Program. Additionally, some qualifying businesses are granted
exemptions from certain tax liabilities, including Gross Receipts Taxes, pursuant to the EDC Program. See
APPENDIX E — “United States Virgin Islands Economic and Demographic Information — Tax Incentives
Programs — Economic Development Commission.”

Collection of Gross Receipts Taxes

Individuals and entities subject to the Gross Receipts Tax must file a monthly (or annual, under certain
circumstances) report with the Director of the BIR declaring the dollar value of the gross receipts received during
the calendar month or year (as applicable). Such reports must be accompanied by payment of taxes due on the
declared gross receipts to preclude accrual of penalties and interest. Monthly reports and payments are due within
thirty (30) calendar days following the last day of the calendar month concerned. All BIR tax collectors who
physically handle currency or checks received as payments from taxpayers are required to be bonded. Businesses
with annual gross receipts of $120,000 or less do not file monthly, but are required to file an annual report with the
Director of the BIR declaring the gross receipts for each calendar month and the total amount of Gross Receipts
Taxes for the year. Reports of these entities must be filed within thirty (30) calendar days following the last day of
the calendar year concerned. All exempt businesses are also required to file a report with the Director of the BIR.

The Director of the BIR notifies taxpayers of any deficiencies that are due and imposes penalties and
interest on such deficiencies. The BIR sends written notices to delinquent taxpayers. Two written notices are sent
allowing the taxpayer up to twenty-one (21) days to respond. If a taxpayer fails to respond after the second notice, a
third notice is sent and a Taxpayer Delinquent Account is routed to the Delinquent Account and Returns Branch
which handles the collections. The BIR employs revenue officers who implement various methods for collecting
delinquent taxes, including liens and levies. Liens for taxes owed to the BIR are created in favor of the Government
upon all property and rights to property, whether real or personal, belonging to the taxpayers owing such Gross
Receipts Taxes. Monetary penalties not to exceed 25% in the aggregate, excluding interest (1% per month), are also
imposed on individuals and entities subject to taxation who fail to declare gross receipts or pay the amount of tax
due in the time allotted by the statute. The BIR may waive any such monetary penalties upon the taxpayer’s
satisfactory proof that the taxpayer’s failure to file a report or pay any taxes or penalties owed was due to reasonable
cause and not due to willful neglect. The BIR may also levy a penalty upon a delinquent taxpayer’s property or

rights to property.

Pursuant to the Special Escrow Agreement, Gross Receipts Taxes will be deposited daily in the Special
Escrow Account maintained by the Collecting Agent, acting on behalf of the Special Escrow Agent. Upon receipt
of such collections, the Collecting Agent shall make daily transfers of such collections to the Government until
satisfaction of the Required Annual Moderate Income Housing Fund Deposit. All further amounts deposited into
the Special Escrow Account shall be transferred daily to the Trustee for deposit into the Pledged Revenue Account
established under the Indenture until the amounts transferred to the Trustee for each calendar month satisfy the
Monthly Transfer Requirement. Upon satisfaction of the Monthly Transfer Requirement, all excess Gross Receipts
Taxes for such calendar month will be transferred to the Government for deposit into the General Fund to be used
for any authorized purpose. Pursuant to the Series 2006 Loan Agreement, to the extent the aggregate amounts
transferred from the Special Escrow Account to the Trustee as of the 30th day preceding any due date for the
payment of principal, interest or other amount payable on the Series 2006 Loan Note are insufficient to make such
payment, the Trustee shall promptly provide written notification to the Government and the Authority of such
deficiency and the Government shall, on or before the 15th day preceding such due date, remit or cause to be
remitted to the Trustee in immediately available funds out of any moneys of the Government legally available
therefor an amount equal to such deficiency. See “SECURITY FOR THE SERIES 2006 BONDS — Series 2006
Loan Agreement” and “ — Special Escrow Agreement and Collecting Agent Agreement.”
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Historical Gross Receipts Taxesand Pro Forma Debt Service Coverage

The following table presents Gross Receipts Taxes for Fiscal Years 2001 through 2005. These figures are
used to give a pro forma coverage ratio for the Series 1999A Bonds, the Series 2003A Bonds, and the Series 2006
Bonds after defeasance of the Refunded Bonds.

Gross Receipts Taxes

Historical Pro Forma
Debt Service Coverage
Fiscal Years 2001 - 2005

($000's)
2001 2002 2003 2004 2005

Gross Receipts Taxes'?

Less$250,000¥ ............. $99,348 $95,666 $100,668 $112,935 124,713
Maximum Annual Debt

Service on the

Bonds® ..o $41,397 $41,397 $41,397 $41,397 $41,397
Coverage Based on

Gross Receipts Taxes...... 2.40X 2.31X 2.43X 2.73X 3.01X

(0] Source:  Continuing Disclosure Quarterly Summary reports of the Authority certifying Gross Receipts Taxes Deposited with the
Collecting Agent.

2 Reflects Required Annual Moderate Income Housing Fund Deposit. See“SECURITY FOR THE SERIES 2006 BONDS — Specia
Escrow Agreement and Collecting Agent Agreement.”

3 Annual debt service based on: (i) the outstanding Series 1999A Bonds and 2003A Bonds after defeasance of the Refunded Bonds and (ii)
the Series 2006 Bonds.

BOND INSURANCE

Financial Guaranty has supplied the following information for inclusion in this Official Satement. No
representation is made by the Authority, the Government or the Underwriter as to the accuracy or completeness of
this information.

Payments Under the Policy

Concurrently with the issuance of the Series 2006 Bonds, Financial Guaranty Insurance Company
(“Financial Guaranty”) will issue its Municipal Bond New Issue Insurance Policy for the Bonds (the “Policy”). The
Policy unconditionally guarantees the payment of that portion of the principal or accreted value (if applicable) of
and interest on the Series 2006 Bonds, which has become due for payment, but shall be unpaid by reason of
nonpayment by the issuer of the Series 2006 Bonds (the “Issuer”). Financial Guaranty will make such payments to
U.S. Bank Trust National Association, or its successor as its agent (the “Fiscal Agent”), on the later of the date on
which such principal, accreted value or interest (as applicable) is due or on the business day next following the day
on which Financial Guaranty shall have received notice (in accordance with the terms of the Policy) from an owner
of Series 2006 Bonds or the trustee or paying agent (if any) of the nonpayment of such amount by the Issuer. The
Fiscal Agent will disburse such amount due on any Series 2006 Bond to its owner upon receipt by the Fiscal Agent
of evidence satisfactory to the Fiscal Agent of the owner’s right to receive payment of the principal, accreted value
or interest (as applicable) due for payment and evidence, including any appropriate instruments of assignment, that
all of such owner’s rights to payment of such principal, accreted value or interest (as applicable) shall be vested in
Financial Guaranty. The term “nonpayment” in respect of a Series 2006 Bond includes any payment of principal,
accreted value or interest (as applicable) made to an owner of a Series 2006 Bond which has been recovered from
such owner pursuant to the United States Bankruptcy Code by a trustee in bankruptcy in accordance with a ‘final,
nonappeal able order of a court having competent jurisdiction.

Once issued, the Poalicy is non-cancellable by Financia Guaranty. The Policy covers failure to pay
principal (or accreted value, if applicable) of the Series 2006 Bonds on their stated maturity dates and their
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mandatory sinking fund redemption dates, and not on any other date on which the Series 2006 Bonds may have been
otherwise called for redemption, accelerated or advanced in maturity. The Policy also covers the failure to pay
interest on the stated date for its payment. In the event that payment of the Series 2006 Bonds is accelerated,
Financial Guaranty will only be obligated to pay principal (or accreted value, if applicable) and interest in the
originally scheduled amounts on the originally scheduled payment dates. Upon such payment, Financial Guaranty
will become the owner of the Series 2006 Bond, appurtenant coupon or right to payment of principal or interest on
such Series 2006 Bond and will be fully subrogated to all of the Bondholder’s rights thereunder.

The Policy does not insure any risk other than Nonpayment by the Issuer, as defined in the Policy.
Specifically, the Policy does not cover: (i) payment on acceleration, as a result of a call for redemption (other than
mandatory sinking fund redemption) or as a result of any other advancement of maturity; (ii) payment of any
redemption, prepayment or acceleration premium; or (iii) nonpayment of principal (or accreted value, if applicable)
or interest caused by the insolvency or negligence or any other act or omission of the trustee or paying agent, if any.

As a condition of its commitment to insure Series 2006 Bonds, Financial Guaranty may be granted certain
rights under the Series 2006 Bond documentation. The specific rights, if any, granted to Financial Guaranty in
connection with its insurance of the Series 2006 Bonds may be set forth in the description of the principal legal
documents appearing elsewhere in this Official Statement, and reference should be made thereto.

The Policy is not covered by the Property/Casualty Insurance Security Fund specified in Article 76 of the
New York Insurance Law.

Financial Guaranty Insurance Company

Financial Guaranty is a New York stock insurance corporation that writes financial guaranty insurance in
respect of public finance and structured finance obligations and other financial obligations, including credit default
swaps. Financial Guaranty is licensed to engage in the financial guaranty insurance business in all 50 states, the
District of Columbia, the Commonwealth of Puerto Rico, the U.S. Virgin Islands and the United Kingdom.

Financial Guaranty is a direct, wholly owned subsidiary of FGIC Corporation, a Delaware corporation. At
June 30, 2006, the principal owners of FGIC Corporation and the approximate percentage of its outstanding
common stock owned by each were as follows: The PMI Group, Inc. - 42%; affiliates of the Blackstone Group L.P.
- 23%; and affiliates of the Cypress Group L.L.C. - 23%. Neither FGIC Corporation nor any of its stockholders or
affiliates is obligated to pay any debts of Financial Guaranty or any claims under any insurance policy, including the
Policy, issued by Financial Guaranty.

Financial Guaranty is subject to the insurance laws and regulations of the State of New York, where
Financial Guaranty is domiciled, including New York’s comprehensive financial guaranty insurance law. That law,
among other things, limits the business of each financial guaranty insurer to financial guaranty insurance (and
related lines); requires that each financial guaranty insurer maintain a minimum surplus to policyholders; establishes
limits on the aggregate net amount of exposure that may be retained in respect of a particular issuer or revenue
source (known as single risk limits) and on the aggregate net amount of exposure that may be retained in respect of
particular types of risk as compared to the policyholders’ surplus (known as aggregate risk limits); and establishes
contingency, loss and unearned premium reserve requirements. In addition, Financial Guaranty is also subject to the
applicable insurance laws and regulations of all other jurisdictions in which it is licensed to transact insurance
business. The insurance laws and regulations, as well as the level of supervisory authority that may be exercised by
the various insurance regulators, vary by jurisdiction.

At June 30, 2006, Financial Guaranty had net admitted assets of approximately $3.752 billion, total
liabilities of approximately $2.616 billion, and total capital and policyholders’ surplus of approximately $1.136
billion, determined in accordance with statutory accounting practices (“SAP”) prescribed or permitted by insurance
regulatory authorities.

The unaudited consolidated financial statements of Financial Guaranty and subsidiaries, on the basis of
U.S. generally accepted accounting principles (“GAAP”), as of June 30, 2006 and the audited consolidated financial
statements of Financial Guaranty and subsidiaries, on the basis of GAAP, as of December 31, 2005 and 2004, which
have been filed with the Nationally Recognized Municipal Securities Information Repositories (“NRMSIRs”), are
hereby included by specific reference in this Official Statement. Any statement contained herein under the heading
“BOND INSURANCE,” or in any documents included by specific reference herein, shall be modified or superseded
to the extent required by any statement in any document subsequently filed by Financial Guaranty with such
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NRMSIRs, and shall not be deemed, except as so modified or superseded, to constitute a part of this Official
Statement. All financial statements of Financial Guaranty (if any) included in documents filed by Financial
Guaranty with the NRMSIRs subsequent to the date of this Official Statement and prior to the termination of the
offering of the Series 2006 Bonds shall be deemed to be included by specific reference into this Official Statement
and to be a part hereof from the respective dates of filing of such documents.

The New York State Insurance Department recognizes only SAP for determining and reporting the
financial condition and results of operations of an insurance company, for determining its solvency under the
New York Insurance Law, and for determining whether its financial condition warrants the payment of a
dividend to its stockholders. Although Financial Guaranty prepares both GAAP and SAP financial
statements, no consideration is given by the New York State Insurance Department to financial statements
prepared in accordance with GAAP in making such determinations. A discussion of the principal differences
between SAP and GAAP is contained in the notes to Financial Guaranty’s audited SAP financial statements.

Copies of Financial Guaranty’s most recently published GAAP and SAP financial statements are available
upon request to: Financial Guaranty Insurance Company, 125 Park Avenue, New York, NY 10017, Attention:
Corporate Communications Department. Financial Guaranty’s telephone number is (212) 312-3000.

Financial Guaranty’s Credit Ratings

The financial strength of Financial Guaranty is rated “AAA.” by Standard & Poor’s, a Division of The
McGraw-Hill Companies, Inc., “Aaa” by Moody’s Investors Service, and “AAA” by Fitch Ratings. Each rating of
Financial Guaranty should be evaluated independently. The ratings reflect the respective ratings agencies’ current
assessments of the insurance financial strength of Financial Guaranty. Any further explanation of any rating may be
obtained only from the applicable rating agency. These ratings are not recommendations to buy, sell or hold the
Series 2006 Bonds, and are subject to revision or withdrawal at any time by the rating agencies. Any downward
revision or withdrawal of any of the above ratings may have an adverse effect on the market price of the Series 2006
Bonds Financial Guaranty does not guarantee the market price or investment value of the Series 2006 Bonds nor
does it guarantee that the ratings on the Series 2006 Bonds will not be revised or withdrawn.

Neither Financial Guaranty nor any of its affiliates accepts any responsibility for the accuracy or
completeness of the Official Statement or any information or disclosure that is provided to potential
purchasers of the Series 2006 Bonds, or omitted from such disclosure, other than with respect to the accuracy
of information with respect to Financial Guaranty or the Policy under the heading “BOND INSURANCE.”
In addition, Financial Guaranty makes no representation regarding the Series 2006 Bonds or the advisability
of investing in the Series 2006 Bonds.

UNITED STATES VIRGIN ISLANDS

General

Under the terms of the Revised Organic Act, the Virgin Islands is an unincorporated territory of the United
States with separate executive, legislative and judicial branches of government. The legislative power of the Virgin
Islands is vested in the Legislature, a unicameral, popularly elected body consisting of 15 members who serve two-
year terms. The Legislature has jurisdiction over “all rightful subjects of legislation” not inconsistent with the laws
of the United States made applicable to the Virgin Islands.

Executive power resides with a Governor and a Lieutenant Governor who are elected every four years. The
Governor is responsible for execution of local laws, administration of all activities of the executive branch and
appointment of department heads and other employees. The current Governor is the Honorable Charles W.
Turnbull, who assumed office on January 4, 1999, and the current Lieutenant Governor is the Honorable Vargrave
A. Richards, who assumed office on January 6, 2003, both of whose terms expire on the first Monday in January
2007.

Judicial power is vested in the District Court of the Virgin Islands, which has jurisdiction of a District
Court of the United States, and in the Superior Court of the Virgin Islands, a court established by local law with
jurisdiction over all local matters. Within the District Court there is an appellate division which reviews judgments
of the Superior Court. The United States Court of Appeals for the Third Circuit has appellate jurisdiction over the
District Court and its appellate division. The judges of the District Court of the Virgin Islands are appointed by the
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President of the United States with the advice and consent of the United States Senate and serve for ten years. The
Superior Court judges are appointed by the Governor and confirmed by the Legislature and serve for terms of six
years.

As an unincorporated territory of the United States, the Virgin Islands is subject to the power of Congress
to make rules and regulations respecting the Virgin Islands. In addition, Congress has the power to legislate directly
for a territory or to establish the government for such territory subject to congressional control.

Pursuant to the Insular Areas Act of 1982, the OIG of the DOI performs the functions of government
comptroller through audits of revenues and receipts and expenditure of funds and property of the Virgin Islands, as
well as the other insular areas of Guam, American Samoa, and the Commonwealth of Northern Mariana Islands. In
connection therewith, the OIG has issued numerous audit reports over the past several years regarding the Virgin
Islands. See “VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY - Department of the Interior Report” and
“UNITED STATES VIRGIN ISLANDS — Financial Position of the Government — Other DOI Office of Inspector
General Reports.”

Residents of the Virgin Islands have been citizens of the United States since 1917. However, apart from
express Congressional grants of rights, such as the Bill of Rights in Section 1561 of the Revised Organic Act,
residency in the Virgin Islands does not carry with it the full range of rights which accompany citizenship in any of
the states. Residents of the Virgin Islands do not have the right to vote in national elections for the President and
Vice President of the United States. The Virgin Islands has an elected, non-voting delegate to the United States
House of Representatives. The delegate may vote in legislative committees and participate in floor debate but may
not vote on the House floor.

Financial Management, Budgeting and Controls
Budgetary Process

The Fiscal Year of the Government begins on October 1 of each year. The Governor is required by law to
submit to the Legislature an annual budget of capital improvements and operating expenses for the following Fiscal
Year no later than May 30. The annual budget is prepared by the Virgin Islands Office of Management and Budget
(“OMB”), working in conjunction with other Government departments and agencies. The Legislature, in its
consideration of the budget for each Fiscal Year, may modify or change the Governor’s submission. Upon passage
by the Legislature, the budget is submitted to the Governor, who may eliminate any item by a line-item veto but not
increase or insert any new item in the budget within ten (10) days of passage by the Legislature. The Governor also
may veto the budget in its entirety and return it to the Legislature with his objections within ten (10) days of passage
by the Legislature. The Legislature may override any veto by the Governor (including any line-item veto) only by a
vote of two-thirds of its members. The Legislature is obligated by law to pass a final balanced budget no later than
September 30, the last day of the Fiscal Year. Subsequent to enactment of the Government Financial Accountability
Act of 1999, 1999 Virgin Islands Act No. 6289, as amended (the “Financial Accountability Act”), supplemental
budgetary appropriations bills that are signed into law may be made during the year only with the identification of a
specific revenue source to finance them.

If a budget has not been approved before the commencement of any Fiscal Year, then the appropriations for
the preceding Fiscal Year, insofar as they may be applicable, are automatically deemed reappropriated item by item.
The Fiscal Year 2007 Budget was submitted by the Governor to the Legislature on May 30, 2006, which the
Legislature is expected to finalize and pass before September 30, 2006 (see “UNITED STATES VIRGIN ISLANDS
— Financial Position of the Government — Proposed Fiscal Year 2007 Budget”). It is currently anticipated that the
final Fiscal Year 2007 Budget will be acted upon by the Governor by October 1, 2006. If not enacted by October 1,
2006, the Fiscal Year 2006 Budget would continue to be in effect until the enactment of the Fiscal Year 2007
Budget.

Once the budget is enacted, fiscal control over expenditures made pursuant thereto is exercised by the
Governor through the allotment process by the Director of OMB. During any Fiscal Year in which the resources
available to the Government are not sufficient to cover the appropriations approved for such year, the Governor,
through the Director of OMB, may take administrative measures to reduce expenses. The Governor also may make
recommendations to the Legislature for new taxes, or any other necessary action to meet the estimated deficiency. It
has been the practice of the Director of OMB, when making funding adjustments, to allot funds in the following
order of priority: to the payment of the interest on and amortization requirements for public debt; to the fulfillment
of obligations arising out of legally binding contracts, court decisions on eminent domain and certain commitments
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to protect the name, credit and good faith of the Government, and to current expenditures in the areas of education,
protection, health and welfare.

Fund Structure and Accounts

The Government reports its financial position and results of operations in funds and account groups. The
Government has established the following fund categories, fund types, account groups:

Governmental Fund Types. Governmental funds are used to account for the general government functions
of the Government. The following are the governmental fund types: (i) General Fund -- The general fund is the
primary operating fund of the Government. It is used to account for all financial transactions, except those required
to be accounted for in another fund; (ii) Special Revenue Funds -- The special revenue funds are used to account for
the proceeds of specific revenue sources (other than debt service or capital projects) such as federal grants, that are
legally restricted to expenditures for specific purposes; (iii) Debt Service Funds -- The debt service funds are used to
account for the accumulation of resources for, and the payment of, general long-term debt principal, interest, and
related costs other than long-term debt from the operations of proprietary fund types and discretely presented
component units; and (iv) Capital Projects Funds -- The capital projects funds are used to account for the financial
resources used for acquisition or construction of major capital facilities not being financed by proprietary fund types
and discretely presented component units.

Proprietary Fund Types. Proprietary fund types include the enterprise funds that are used to account for
operations that are financed and operated in a manner similar to private business enterprises and where net income
and capital maintenance are measured. Costs of providing goods and services to the general public on a continuing
basis, including depreciation, are financed or recovered primarily through user charges.

Fiduciary Fund Types. Fiduciary funds are used to account for assets held by the Government in a trustee
capacity or as an agent for individuals, private organizations, other governmental units, and/or other funds. The
following are the fiduciary fund types: (i) Expendable Trust Funds -- The expendable trust funds are used to
account for trusts for which principal and income may be expended for designated purposes; (ii) Pension Trust Fund
-- The pension trust fund is used to account for the assets, liabilities, and fund equity held in trust for the public
employees’ retirement system. It accounts for assets of which the principal may not be spent for general
government purposes; and (iii) Agency Funds — The agency funds are custodial in nature (assets equal liabilities)
and do not involve measurement of the results of operations.

Account Groups. Account groups establish control and accountability over the Government’s general long-
term obligations. The general long-term debt account group is used to account for long-term obligations of the
Government including bonds and notes payable and other long-term liabilities excluding the liabilities of proprietary
funds, pension trust fund, and discretely presented component units.

Basis of Accounting

The basis of accounting determines when the Government recognizes revenue and expenditures or
expenses and related assets and liabilities. The modified accrual basis of accounting is followed by governmental
fund types, expendable trust funds, and agency funds. Under the modified accrual basis of accounting, revenue is
recorded when it becomes measurable and available (that is, earned and collected or expected to be collected within
the next 120 days) to pay liabilities of the current period. Tax revenue, net of estimated overpayments (refunds), is
recorded by the Government as taxpayers earn income (income and unemployment) as sales are made (consumption
and use taxes) and as cash is received (miscellaneous taxes).

In applying the modified accrual concept to intergovernmental revenue, there are essentially two types of
revenue. For the majority of grants, moneys must be expended by the Government on the specific purpose or
project before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incurred. For
the other revenue, moneys are virtually unrestricted and are generally revocable only for failure to comply with
prescribed compliance requirements. These resources are reflected as revenue at the time of receipt or earlier if the
modified accrual criteria is met.

Expenditures and related liabilities are recorded in the accounting period in which the liability is incurred,
except for: (i) principal payment and interest on long-term obligations, which are recorded when due; and (ii)
compensated absences, retroactive union arbitration salary increase, federal funds cost disallowances, and amounts
subject to legal claims and judgments under litigation that are recorded in the general long-term debt account group.
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The accrual basis of accounting is used by proprietary fund types and the pension trust fund. Under the
accrual basis, revenue is recognized when earned and expenses are recorded as liabilities when incurred, without
regard to receipt or payment of cash. Employee and employer contributions recorded in the pension trust fund are
recognized as revenue in the period in which employee services are performed. The accrual basis is also used by the
public university funds, except that depreciation of fixed assets is not recorded as permitted for governmental
colleges and universities.

Financial Reporting

The basic financial statements of the Government for Fiscal Years 2002 through 2004 have been audited by
KPMG LLP, independent public accountants (“KPMG”), to the extent and for the years indicated in their reports
thereon. Such basic financial statements have been included in reliance upon the reports of KPMG. Such reports
refer to reports of other auditors with respect to the financial statements of certain funds and component units that
are included in the basic financial statements of the Government but that were not audited by KPMG, contain a
disclaimer over the balances and transactions of the enterprise fund caused by certain limitations in their audit scope
and contain various qualifications. See “FINANCIAL STATEMENTS OF THE GOVERNMENT” and Appendix
D hereto. Such basic financial statements are included herein for informational purposes only, and the information
contained in these basic financial statements should not be read to in any way modify the description of the security
for the Series 2006 Bonds contained herein. In addition, OMB Circular A-133 audit for Fiscal Years 2002, 2003
and 2004 performed by KPMG noted material weaknesses in internal controls over financial reporting based on an
audit of the basic financial statements performed in accordance with Government Accounting Standards and events
of non-compliance with certain provisions of laws, regulations, contracts and grants that have a direct and material
effect on the determination of basic financial statement amounts.

The Government has contracted with KPMG to audit its basic financial statements for Fiscal Years 2003
through 2006. KPMG is in the preliminary phase of the audit for Fiscal Year 2005. The Government expects that,
upon completion of the audit of Fiscal Year 2005, adjustments to the unaudited financial statements presented herein
will be necessary. The Government can make no assurance that such adjustments will not be material. See
“FINANCIAL STATEMENTS OF THE GOVERNMENT.”

Revenues of the Government
General

The principal sources of revenues for the Government are: United States federal income taxes (collected
locally as Virgin Islands income taxes); Gross Receipts Taxes and other taxes and fees levied by the Government
under its own locally applicable internal revenue laws; real property taxes; federal excise taxes imposed on products
of the Virgin Islands entering the United States; and other fees and taxes collected by the United States federal
government. For a description of the Government’s program to provide tax relief and subsidies to certain businesses
to promote economic growth, see APPENDIX E — “United States Virgin Islands Economic and Demographic
Information — Tax Incentive Programs.”

The Revised Organic Act sets forth the taxes imposed by the United States federal government, the
proceeds of which are paid into the Treasury of the Virgin Islands, including: customs duties, the United States
income tax, any taxes levied by Congress on the inhabitants of the Virgin Islands, and quarantine, passport,
immigration and naturalization fees collected in the Virgin Islands. In addition, the Government has the power to
impose local taxes which include real property taxes, Gross Receipts Taxes, excise taxes and hotel room taxes.
There are no political subdivisions with taxing power in the Virgin Islands.

Unaudited revenues of the General Fund (budgetary basis) for Fiscal Years 2001 to 2005 are presented in
the table below.
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Components of General Fund (Budgetary Basis) Revenues

For Fiscal Years 2001-2005

Cash Basis
($000°s)
2001 2002 2003 2004 2005

Income™ ....ovveerenn. $ 347,763 64.5%  $ 343,690 662% $ 337,000  659%  $384,194 61.8% $481,953  68.7%
Gross Receipts®......... 99,598 18.5 95,916 18.5 100,918  19.7 113,185 182 124,963 17.8
Real Property ............. 50,495 9.4 46,044 8.9 36,510 7.1 77,045 12.4 35033 5.0
EXCIS€.orvrvereererererrens 15,715 2.9 12,802 25 13,335 2.6 15422 25 17,947 2.6
Other Taxes®........... 8.921 1.7 8,031 1.5 11.827 23 17.854 29 20661 2.9
Total TAXES «.ouernenncn. $522,492  96.9% $ 506,484 97.5%  $ 499,389  97.5%  $607,699 97.8% $680,557  97.1%
Other Sources of

Revenue @ ............. 16,542 3.1% 12.873 2.5% 12.858 2.5% 13,786 2.2% 20.529 2.9%

Total Revenue........... $ 539,034 100.0% _S$ 519,357 100.0% $ 510,181 100.0%

M

@

3
4

Figures do not reflect income tax refunds paid. In Fiscal Year 2001, income tax refunds paid were approximately $54.2 million; in Fiscal
Year 2002, income tax refunds paid were approximately $41.3 million; in Fiscal Year 2003, refunds paid were approximately $41.2 million;
in Fiscal Year 2004, income tax refunds paid were approximately $59.7 million; and in Fiscal Year 2005, income tax refunds paid were
approximately $58.7 million. For the Fiscal Year 2006 period October 1, 2005 through July 31, 2006, income tax refunds paid were
approximately $73.9 million. Cumulative unpaid income tax refunds for Fiscal Years 2001 through 2005 total approximately $7.0 million.
(Source: Virgin Islands Bureau of Internal Revenue financial management system reports)

Does not reflect Required Annual Moderate Income Housing Fund Deposit. See “SECURITY FOR THE SERIES 2006 BONDS —
Special Escrow Agreement and Collecting Agent Agreement.”

Other Taxes include stamp taxes, foreign sales corporation franchise taxes, inheritance taxes and corporate franchise taxes.

Other Sources of Revenues include, among other things, licenses, fees and permits, fines, forfeitures, penalties, rents and concessions,
customs dues, bank fees and charges, and franchise fees.

Source:  United States Virgin Islands Department of Finance unaudited revenue reports; except that, with respect to Gross Receipts Taxes, the

Source is the Continuing Disclosure Quarterly Summary reports of the Authority certifying Gross Receipts Taxes Deposited with the
Collecting Agent, and except as noted in Footnote (1).

Income Taxes

The principal source of revenue for the Government is income taxes. The Naval Appropriations Act, 1922,
and Section 1642 of the Revised Organic Act created a separate tax structure for the Virgin Islands that mirrors the
Code. To the extent the tax structure of the Virgin Islands mirrors that of the Code, any changes to federal tax laws
may have an impact upon the Government’s collections of certain taxes. The Government has the power to impose
a territorial income tax. Currently, the Government has imposed a corporate income tax surcharge of 10%.

Income taxes are levied each year for every corporation, partnership, individual, estate or trust that meets
the filing requirements of the Code. A United States taxpayer who is a permanent resident of the Virgin Islands
satisfies his United States income tax obligations by filing his return with, and paying income taxes to, the
Government, even if his income is from non-Virgin Islands sources. A non-resident of the Virgin Islands pays
income taxes on his Virgin Islands source income to the Government, and is entitled to a foreign tax credit therefor
on his United States federal tax return if the taxpayer is a United States citizen or United States domestic
corporation.

Income tax collections increased in Fiscal Years 2004 and 2005 primarily as a result of, among other
things, a general increase in the tax base, and as a result of the operations and tax collections from Hovensa.

Gross Receipts Taxes

Individuals and entities doing business in the Virgin Islands are required to pay a tax of 4.0% on the gross
receipts of such business, without reduction for cost of goods sold or services or other expenses. Gross Receipts
Taxes are pledged under the Series 2006 Loan Agreement for the payment of the Series 2006 Loan Note which
secures the Series 2006 Bonds. The Government expects Gross Receipts Taxes to be received in an amount each
year sufficient to pay the full amount of principal of, Redemption Premium, if any, interest on and such other
amounts due and payable on the Series 1999A Bonds, the Series 2003A Bonds and the Series 2006 Bonds. See
“GROSS RECEIPTS TAXES.”
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Real Property Taxes

Title 33 of the Virgin Islands Code, Section 2301 (the “Real Property Tax Statute”) imposes a tax on all
real property in the Virgin Islands. The Real Property Tax Statute sets assessed value of real property based upon its
actual value and assesses a real property tax levy equal to 1.25% of 60% of assessed valuation on an arrearage basis.
The proceeds of this tax are paid into the General Fund, with the exception of the first $1.5 million of such tax
collected annually, which must be deposited into the St. John Capital Improvements Fund.

Noncommercial real property is reassessed once every five years and commercial real property every two
years. The Virgin Islands Office of the Tax Assessor prepares an annual assessment roll and schedule of collections
for each parcel of real property that is used by the Virgin Islands Office of the Tax Assessor’s billing agent as the
basis for issuing tax bills to all taxpayers in the Virgin Islands.

In connection with a real property tax case instituted against the Government, since 2003 the Government
has been enjoined from appraising and assessing any real property in the Virgin Islands until it has modified its
system of appraisal to comply with certain court mandates. Currently, the Government is unable to realize any
increases in real property tax revenues due to the District Court’s order. Property tax values continue at the 1998
assessment level pending the completion of the Government’s revaluation project and the District Court’s approval
of the new valuation system; as a result, property tax revenues have been stagnant. As a result of the real property
tax case, the Government has modified its system of appraisal, and the reassessment of commercial property has
been completed. The court appointed Special Master is conducting random sampling reviews on the reassessed
properties and is expected to present his final formal report in January 2007. The Government is expected to file a
motion to lift the injunction on the reassessment of commercial and residential properties in January 2007 and
expects that the Special Master’s report will certify that the property tax assessment system in the Virgin Islands is
credible and reliable. The revaluation is currently showing an average increase of 17% in commercial property
values. Revaluation of residential property is currently underway and expected to be completed in December 2006.
If the Special Master’s report is dismissed or modified by the District Court, this revaluation could change. The
Government anticipates that it will issue tax bills at the new assessment value in June 2007 and that it will collect
taxes at the new assessment value prior to the end of the 2007 Fiscal Year.

The Government appealed the decision issued in the real property tax case but the U.S. Court of Appeals
for the Third Circuit denied the appeal. The Government, through its Delegate to Congress, has proposed a bill in
Congress that would repeal those sections of the United States Code, specifically Section 1401 through 1401e of
Title 48, which formed the basis for the plaintiffs’ actions and the assessment methodology ordered by the District
Court. If the proposed bill is enacted the District Court’s decision would become moot. The financial impact to the
Government if the legislation is not enacted cannot be determined at this time. See “LITIGATION — Real Property
Tax Case.”

All real property not expressly exempt is subject to the real property tax. Exemptions include (i) property
of the United States federal government subject to a $10,000 payment in lieu of real estate taxes, (ii) property of the
Government, (iii) property used for religious, educational, literary, scientific and charitable purposes, (iv) property
subject to the homestead exemption and (v) property for which exemptions have been granted by the Economic
Development Commission (the “Commission” or the “EDC”). See APPENDIX E — “United States Virgin Islands
Economic and Demographic Information — Tax Incentive Programs — Economic Development Commission.” In
2004, approximately 52% of all real property in the Virgin Islands was exempt from real property taxation,
including approximately 2.8% of which is due to EDC exemptions.

The following table presents property taxes, assessed value and exemptions for Virgin Islands real estate
for the calendar years 2001 through 2004:
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United States Virgin Islands
Property Tax - Assessed Value And Exemptions

2001-2004
(millions)
Total Local Taxed
Assessed and Federal Assessed

Year Value® Government® Other® EDC? Value Levy

2001 $16,614.5 $7,105.2 $1,122.8 $345.7 $8,040.8 $58.6

2002 $16,623.5 $6,993.1 $1,505.1 $365.0 $7,760.3 $58.2

2003 $16,859.1 $6,993.1 $1,498.3 $354.7 $8,013.0 $60.1

2004 $16,487.1 $6,977.9 $1,162.7 $453.5 $7,893.0 $59.2
(1) Pursuant to Act No. 6297 the assessed value of real property is now equal to the actual value of such real property.
2) Includes a national park on St. John.
3) Includes exemptions for veterans, non-profit organizations, churches, farms and homesteads, and senior citizens.
4) EDC Program provides exemptions for 10 to 15 years.

Source:  United States Virgin Islands Office of the Tax Assessor.

Delays in the issuance of tax bills since 2000 as a result of the real property tax litigation discussed above,
as well as real property taxpayers’ failure to pay such tax bills as a result of such case, has negatively impacted the
collection of real property taxes since 2000. See “LITIGATION — Real Property Tax Case.”

Excise Tax

Individuals and entities doing business in the Virgin Islands are required to pay an excise tax on all articles,
goods, merchandise or commodities brought into the Virgin Islands for any business or personal use or purpose,
based on the volume or value of each such article, good, merchandise or commodity. The tax covers most articles,
goods, merchandise and commodities. Items specifically exempt from such excise tax include educational materials,
nutritive foodstuffs, coal, fuel oil and liquid gas, molasses used for the production of rum and for agricultural
purposes, animal feed, poultry feeds and commercial fertilizers, motor vehicles requiring licensing of highway use,
items for sale to the United States federal government, the Government or an instrumentality of either one, items
imported or manufactured in the Virgin Islands which are exported to purchasers who take delivery and actual
possession outside of the Virgin Islands, as well as paper, plastics, glass or wooden materials and supplies used to
package foodstuffs grown, processed, bottled or produced in the Virgin Islands, spirits, perfumes, toilet waters, bath
salts, tapestry, hand-woven fabrics, handmade carpets, sweaters, shawls, scarves and ties. An exemption also is
extended to franchised bus operators, costume jewelry manufacturers, EDC beneficiaries, certain film-making and
other related professional equipment and licensed insurers.

There is a general exemption from the excise tax for agencies of the Government or the United States
federal government, religious, charitable, benevolent or educational organizations when not engaged in the conduct
of business pursuits for profit, and transactions involving a charitable or benevolent purpose.

Other Taxes

These taxes include stamp taxes, foreign sales corporation franchise taxes, inheritance taxes and corporate
franchise taxes. This category increased significantly during the period from Fiscal Year 2001 to Fiscal Year 2005,
primarily due to an increase in stamp taxes (approximately $9.2 million in Fiscal Year 2001 to approximately $18.6
million in Fiscal Year 2005).

There are currently four cases challenging the Government’s computation of its corporate franchise taxes.
See “LITIGATION — Franchise Tax Litigation Cases.”

Other Revenue Sources

Other sources of General Fund revenues include, among other things, licensing fees, franchise taxes,
transfer taxes, permitting fees, fines, forfeitures, penalties, custom dues and miscellaneous service charges.
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Additional Revenues of the Government

In addition to the taxes and other revenues discussed above which comprise the primary General Fund
revenues, there are additional taxes, fees and charges imposed by the Government which are dedicated for specific
purposes.

Transportation Trust Fund Revenues

General. The Transportation Trust Fund (“TTF”) was created to secure the payment of principal of,
redemption premium, if any, and interest on bonds issued by the Authority to finance maintenance, improvement,
repair and construction of the road and highway system. Prior to the creation of the TTF, motor fuel and highway
users’ taxes and traffic law violation fines were deposited into the Road Fund and driver’s license and motor vehicle
registration fees were deposited into the General Fund. There are currently no outstanding bonds secured by the
TTF for the purpose of financing highway projects. It is anticipated that the Legislature will continue its practice of
appropriating in each Fiscal Year the estimated TTF revenues to the General Fund. Any amounts remaining in the
TTF following such appropriation are deposited into the Road Fund.

The following is a description of the taxes, fees and fines designated for deposit in the TTF.

Motor Fuel Taxes. A tax of 14 cents is levied on each gallon of gasoline and diesel fuel manufactured,
sold, or consumed or otherwise disposed of in the Virgin Islands. The following are exempt from motor fuel taxes:
(1) the Government; (ii) fuel used for fueling of aircraft, motorboats, yachts or any other motor vehicle not operating
or intended for operation upon the public highway; and (iii) fuel used for industrial or other purposes not connected
with the fueling of motor vehicles. Motor fuel taxes are collected throughout the Fiscal Year and are transferred
directly to the TTF.

Highway Users’ Tax. Before registering a motor vehicle in the Virgin Islands for the first time, every
person, is required to pay a highway users’ tax on the unladen weight of said vehicle at the rate of 11 cents per
pound, provided that the minimum highway users’ tax for any vehicle is $25.00. The following are exempted from
such tax: (i) those motor vehicles to be used as either a taxicab or a bus under a franchise granted by the Governor;
(i) up to two motor vehicles used by non-profit corporations; (iii) Government vehicles subsequently sold to
individuals; and (iv) vehicles belonging to individuals transferred for military duty. Highway users’ taxes are
collected by the BIR and are deposited daily into the TTF.

Motor Vehicle Registration Fees and Driver’s License Fees. Every motor vehicle must be registered
annually with the Government and an annual fee for said registration must be paid. Every three years, operators of
both public and private use vehicles must renew their licenses and pay the required fee. The aforementioned
registration and license fees range in unit value but have remained constant, with minor adjustments, since 1983.
Registration and licensing fees are collected throughout the Fiscal Year by the Department of Police and are
deposited daily in the TTF.

Traffic Law Violation Fines. The Government collects fines for traffic law violations. Traffic law
violation fines are collected throughout the Fiscal Year by the Superior Court and are deposited daily to the TTF.

The following sets forth total TTF revenues for Fiscal Years 2001 through 2005:

5.



Transportation Trust Fund Revenues
Fiscal Years 2001-2005

Cash Basis
($000°s)
2001 2002 2003 2004 2005
$13,258 $13,609 $14,746 $16,003 $17,071

Source:  United States Virgin Islands Department of Finance unaudited revenue reports.

Matching Fund Revenues

General. The Secretary of the United States Department of the Treasury (the “Secretary of the Treasury”)
is directed to make certain transfers to the Government of certain excise taxes imposed and collected under the Code
in any Fiscal Year on certain products produced in the Virgin Islands and exported to the United States mainland
from the Virgin Islands. Rum is the principal article presently produced in the Virgin Islands and exported to the
United States which is subject to federal excise tax that qualifies for transfer to the Government under the applicable
provisions of the Revised Organic Act and the Code. The term “Matching Fund Revenues” is used to denote these
payments. The federal excise tax on rum exports from the Virgin Islands to the United States currently accounts for
all of the Matching Fund Revenues.

The amount required to be remitted to the Government by the Secretary of the Treasury pursuant to the
applicable excise tax transfer provisions is limited to an amount no greater than the total amount of local duties,
taxes and fees collected by the Government in the applicable Fiscal Year.

In 1976, Section 1574a of the Revised Organic Act was enacted, in part, to authorize the Government,
under certain conditions, to issue bonds secured by Matching Fund Revenues to be received by the Government.
Until 1978, the Code provided that the Secretary of the Treasury would determine the amount of excise taxes
imposed and collected during the calendar quarter and transfer such amounts, on a quarterly basis, to a designated
Government fund, to be expended as determined by the Legislature. Section 1645 of the Revised Organic Act,
enacted in 1978, changed the manner in which Matching Fund Revenues were paid. Under Section 1645, the
Governor, with the concurrence of OMB, estimates the amount of federal excise taxes to be collected in the ensuing
Fiscal Year. The DOI makes a prepayment of estimated Matching Fund Revenues for a Fiscal Year, which
commences on October 1, prior to September 30 of the immediately preceding Fiscal Year to the designated
Government fund. This prepayment is subject to subsequent adjustment for the amount of revenue actually
collected by the Government and the actual amount of the above described federal excise taxes collected by the
Department of Treasury during such Fiscal Year. Such adjustments are made to the advances received for the
requested prepayments for the second succeeding Fiscal Year. Adjustment payments may also be made during the
current Fiscal Year.

The federal excise tax rate and the rate at which such excise taxes are eligible to be transferred back to the
Government (the “Cover Over Rate”) are set by Congress and codified in Sections 5001(a)(1) and 7652(f) of the
Code. The federal excise tax on distilled spirits produced in, or imported into the United States has over the years
ranged from $10.50 per proof gallon to $13.50 per proof gallon. Until 1984, the entire amount of such excise tax
qualified for transfer to the Government. As part of the Deficit Reduction Act of 1984, Congress increased the
federal excise tax on distilled spirits from $10.50 per proof gallon to $12.50 per proof gallon, but capped the Cover
Over Rate at $10.50 per proof gallon. As part of the Omnibus Budget Reconciliation Act of 1990, Congress
increased the federal excise tax rate on distilled spirits to $13.50 per proof gallon, but maintained the cap on the
Cover Over Rate at $10.50. As part of the Omnibus Budget Reconciliation Act of 1993, Congress increased the
Cover Over Rate, through September 30, 1998, from $10.50 per proof gallon to $11.30 per proof gallon. As part of
the Tax Relief Extension Act of 1999, Congress increased the Cover Over Rate to $13.25 per proof gallon from July
1, 1999 through December 31, 2001. As part of the Job Creation and Worker Assistance Act of 2002, Congress
extended the $13.25 per proof gallon Cover Over Rate from January 1, 2002 through December 31, 2003. As part
of the Working Families Tax Relief Act of 2004, Congress extended the $13.25 per proof gallon Cover Over Rate
from January 1, 2004 through December 31, 2005. Congress is currently considering legislation which would
extend the $13.25 per proof gallon Cover Over Rate from January 1, 2006 through December 31, 2007.
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The rate of reimbursement is subject to change by Congress and no assurances can be given as to how or
whether the Congress might change the Cover Over Rate.

Prior Pledge. Matching Fund Revenues are currently pledged as security for payments due under the
Matching Fund Loan Notes that secure the 1998 Bonds and the 2004A Bonds (the “Matching Fund Bonds™). See
“UNITED STATES VIRGIN ISLANDS—Outstanding Indebtedness of the Government.” Matching Fund
Revenues are not pledged under the Indenture. After payment of the annual debt service requirement of the
Matching Fund Bonds, a portion of the excess Matching Fund Revenues may be deposited in the General Fund.

The following is a summary of the advances, adjustments and actual earnings of Matching Fund Revenues,
as well as surplus Matching Fund Revenues after payment of debt service on the Matching Fund Bonds, for Fiscal
Years 2001 through 2005.

Matching Fund Revenues
Fiscal Years 2001 — 2005

($000’s)
2001 2002 2003 2004 2005
Projected Excise Tax Revenues for
Current Fiscal Year.......c.cccceveuenene $67,611 $60,121 $70,397 $65,849 $66,961
Plus/Minus Payment Adjustment
for 2 Fiscal Years Prior................ 7.505" (1.749)® 4819 (2.752)" (3.326)”
Actual Advance Received for
Current Fiscal Year.........cccoooeue.. $75.116 $58.,372 $70.878 $63.097 $63.635
Actual Earnings for Current Fiscal
Y@ar .ot 68,092 60,337 64,103 75,001 75,126
Estimated Adjustment for 2 Fiscal
Years Later .....ccccccvveevvieeenineennnnn. 481 216 (6,294) 9,152 8,165
2001 2002 2003 2004 2005
Actual Advance Received................. $75,116 $58,372 $70,878 $63,097 $63,635
Less: Matching Fund Bonds Debt
SEIVICE .o 40,055 40,054 40,049 40,062 41,666
Surplus After Payment of Debt
SEIVICE .o $35.061 $18.318 $30.829 $23.035 $21,969

(1) Adjustment for earnings vs advance for Fiscal Year 1999

(2) Adjustment for earnings vs advance for Fiscal Year 2000

(3) Adjustment for earnings vs advance for Fiscal Year 2001

(4) Adjustment for earnings vs advance for Fiscal Year 2002 and 2003. 2002 advance was calculated as $63,089 instead of $60,121 making a
difference of 2,968.

(5) Adjustment to 2004 of $2,968, representing a 2002 adjustment and ($6,294) representing a 2003 adjustment.

Source:  United States Virgin Islands Office of Management and Budget.

Hotel Occupancy Taxes

Pursuant to Title 33 of the Virgin Islands Code, Section 54, hotel guests in the Virgin Islands are required
to pay a hotel tax of 8% of the gross room rate or rental. The hotelkeeper or innkeeper is responsible for collecting,
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reporting and remitting such revenues to the Government. All hotel room tax revenues are deposited into the
Tourism Advertising Revolving Fund. The following table represents hotel occupancy tax collections for Fiscal
Years 2001 through 2005.

Hotel Occupancy Tax Revenues
Fiscal Years 2001 — 2005

Cash Basis
($000°s)
2001 2002 2003 2004 2005
$13,648 $12,198 $13,872 $14,777 $16,624

Source:  United States Virgin Islands Department of Finance unaudited revenue reports.

Expenditures of the Government

A significant portion of the Government’s expenditures consist of appropriations for the administration and
operation of the Government’s institutions and facilities (such as educational facilities, the Legislature, the Superior
Court and correctional facilities) and for the operation of the Government’s departments and agencies (such as the
Department of Tourism, the Virgin Islands Police Department, Housing, Parks and Recreation, Economic
Development, Agriculture, Human Services, Department of Planning and Natural Resources, and general
administration).

Expenditures also are required under legally binding contractual agreements that the Government has
previously made or existing statutes which have continuing applicability. Contractually required expenditures
include amounts for debt service payments. Expenditure totals also include amounts from the General Fund
contributed to the University of the Virgin Islands, interfund transfers for special projects, and operating and capital
funding for other semi-autonomous authorities.

Financial Position of the Government

The following discussion of the financial position of the Government is based on financial information
included in the audited basic financial statements for Fiscal Years 2002 through 2004 and unaudited financial
reports prepared by the Department of Finance (on a non-GAAP basis) for Fiscal Year 2005. The audited basic
financial statements for Fiscal Year 2005 are expected to be available in the first quarter of 2007. The Government
expects that, upon completion of the audit of Fiscal Year 2005, adjustments to the unaudited financial statements
presented herein will be necessary. The Government can make no assurance that such adjustments will not be
material. See “UNITED STATES VIRGIN ISLANDS — Financial Management, Budgeting and Controls —
Financial Reporting” and “FINANCIAL STATEMENTS OF THE GOVERNMENT.” The basic financial
statements of the Government for the Fiscal Years ended September 30, 2002, 2003, and 2004 appended hereto as
Appendix D as part of this Official Statement, have been audited by KPMG to the extent and for the years indicated
in their reports thereon. Such basic financial statements have been included in reliance upon the reports of KPMG.
Such reports refer to reports of other auditors with respect to the financial statements of certain funds and
component units that are included in the basic financial statements of the Government but that were not audited by
KPMG, contain a disclaimer over the balances and transactions of the enterprise fund caused by certain limitations
in their audit scope and contain various qualifications. See “FINANCIAL STATEMENTS OF THE
GOVERNMENT” and Appendix D hereto. Such basic financial statements are included herein for informational
purposes only, and the information contained in these basic financial statements should not be read to in any way
modify the description of the security for the Series 2006 Bonds contained herein. In addition, OMB Circular A-133
audit for Fiscal Years 2002, 2003 and 2004 performed by KPMG noted material weaknesses in internal controls
over financial reporting based on an audit of the basic financial statements performed in accordance with
Government Accounting Standards and events of non-compliance with certain provisions of laws, regulations,
contracts and grants that have a direct and material effect on the determination of basic financial statement amounts.

General

The following sets forth statements of revenues, expenditures and changes in fund balance for Fiscal Years
2002 through 2004, and the statement of revenues and expenditures for Fiscal Year 2005. The statements of
revenues expenditures and changes in fund balances for Fiscal Years 2002 through 2004 have been derived from the
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audited financial statements of the Government and should be read in conjunction with the notes accompanying the
corresponding table in the Government’s Fiscal Years 2002 through 2004 financial statements (see Appendix D
hereto). The statements of revenues and expenditures of Fiscal Years 2005 is based on unaudited data provided by
the Government for the general fund (budgetary basis). Revenues for Fiscal Year 2005 have been posted on a cash
receipt basis and payables for such years, with respect to a portion of expenditures, have been based upon invoice
receipt; consequently the information presented for Fiscal Year 2005 is on a non-GAAP basis.

[remainder of page intentionally left blank]
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Government of the Virgin Islands

Statement of Revenues, Expenditures and Changes in Fund Balances

General Fund and Debt Service Fund
For Fiscal Years 2002-2004
($000's)

Revenues:

Taxes

Federal grants and contributions
Charges for services

Interest and other

Total revenues

Expenditures:
General government
Public safety
Health
Public housing and welfare
Education
Transportation and communication
Culture and recreation
Debt Service

Principal

Interest
Bond issuance costs

Total Expenditures

Excess (deficiency) of revenue
over (under) expenditures

Other financing sources (uses):
Bond Anticipation note issued
Bonds issued

Transfers from other funds
Transfers to other funds
Premium on bonds issued

Total other financing Sources (uses), net
Net change in fund balances

Fund balances (deficits)
Beginning of fiscal year

End of fiscal year

2002 2003 2004
$ 524,969 $ 562,813 $ 612,258
] 2,921 3,651
4,923 19,907 21,424
29,123 30,282 47,657

$ 559,015 $ 615923 $ 684,990
$ 266,409 $ 254,110 $ 246,658

37,718 42,291 40,954
67,150 70,106 70,808
30,178 31,935 31,231
136,784 149,538 149,077
37,090 23,193 29,950
6,759 5,554 6,203
15,935 19,030 120,570
46,369 46,286 50,155

) 1,625 13,033

$ 644,392 $ 643,668 $ 758,639
$ (85,377) $  (27,745) $ (73,649
$ - $ 100,000 $ -

; 2,345 126,520
99,326 101,550 87,302
(93,699) (98,649) (91,155)

) 1,516 2,830

5,627 106,762 125,497

$ (79,750) $ 79,017 $ 51,848
$ 190,199 $ 110,449 $ 189,466
$ 110,449 $ 189,466 $ 241314

Source: Statement of Revenues, Expenditures and Changes in Fund Balances, Governmental Funds of the
audited financial statements of the Government.
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Government of the Virgin Islands
General Fund (Budgetary Basis)
(Unaudited) Revenues and Expenditures

For Fiscal Year 2005
($000's)

2005
Revenues':
Taxes $ 680,328
Other Sources of Revenue® 20,529
Matching Fund Contribution 17,828
Transportation Trust Fund Contribution 13,000
Other Contributions” 18,264
Total Revenues $ 749,949
Expenditures*:
General Government $ 320,822
Public Safety 40,740
Health and Welfare 103,880
Education 147,968
Sanitation 16,635
Transportation 14,031
Culture and Recreation 5,364
Debt Service’ 41,371
Total Expenditures $690,811

Source: United States Virgin Islands Department of Finance Unaudited General Fund Statement of Revenues.
Includes licenses, fees and permits, fines, forfeitures, penalties, customs dues, and other fees and charges.

Includes amounts relating to WICO payment-in-lieu-of taxes, 2003 BAN Loan, Insurance Guaranty Fund, Caribbean Basin Initiative,
Certificate of Title Fund, and Lottery contribution.

Source: United States Virgin Islands Department of Finance Expenditure Report.

Represents the Series 1999A Bonds, the Series 2003A Bonds and the Government's General Obligation Bonds, 1999 Series A.
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Preliminary Fiscal Year 2005 Results

Based upon preliminary Fiscal Year 2005 results (budgetary basis), gross revenues in Fiscal Year 2005
were approximately $750 million and gross expenditures were approximately $691 million, resulting in a projected
$59 million surplus for the year.

Proposed Fiscal Year 2007 Budget

In May 2006, the Governor submitted to the Legislature a proposed balanced budget for Fiscal Year 2007
with total revenues and expenditures of the general fund (budgetary basis) net of operating transfers equal to
approximately $749 million. The Government’s ability to achieve Fiscal Year 2007 actual results consistent with
the proposed budget will be dependent upon certain events, including, but not limited to, approval by the Governor
of the Legislature’s spending plan and expenditure initiatives. The Legislature expects to finalize the Fiscal Year
2007 Budget by September 30, 2006. It is anticipated that the final Fiscal Year 2007 Budget will be acted upon by
the Governor by October 1, 2006. The Fiscal Year 2006 Budget continues to be in effect until the enactment of the
Fiscal Year 2007 Budget.

Prevention of Future Operating Deficits

In previous Fiscal Years, the last of which was Fiscal Year 2003, the Government experienced recurring operating
deficits in its General Fund resulting from the structural imbalances, including a large public sector payroll, the
nature of a three-island economy and a narrow private sector base. This condition was severely exacerbated by three
billion dollars worth of damage caused by three major hurricanes since 1989 and by federal tax cuts which are
mirrored in the Virgin Islands tax code. Various measures have been enacted by the Legislature and various
programs have been initiated by the Executive Branch in an effort to combat the effects of these two factors. In
addition to various initiatives to spur the economic activity of the territory, the Government has adopted a new
building code to mitigate future hurricane damage. In addition, the Government is implementing its Enterprise
Resource Planning System in order to address financial control issues. Further, to mitigate future deficits, the
Government established a revenue stabilization fund in Fiscal Year 2006 with a $1 million appropriation. The 2007
Executive Budget proposes a contribution of an additional $5 million to the revenue stabilization fund. See
“UNITED STATES VIRGIN ISLANDS — Financial Position of the Government — Financial Reporting and
Financial Management System Improvements,” and “UNITED STATES VIRGIN ISLANDS —Financial Position
of the Government — Private Sector Industry Initiatives.”

Federal Oversight of Certain Government Programs

Department of Education “High Risk” Grantee Designation. In 1999, the United States Department of
Education (“DOE”) designated certain Government departments receiving federal grants, including the Virgin
Islands Department of Health and the Virgin Islands Department of Education, to be “high risk” grantees. As a
result of high-risk designation, the DOE may impose certain special conditions or restrictions on its grants, including
payment of a grant on a reimbursement basis. The DOE cited the cause of the “high risk” designation to be
primarily the failure of the Government (as of that time) to conduct timely single audits since Fiscal Year 1994 in
contravention of the Single Audit Act and findings by the OIG in the DOI Report regarding improper administration
of funds received by the Government’s agencies.

The Virgin Islands entered into a three-year compliance agreement (the “Compliance Agreement”) in
September 2002 with the DOE whereby the DOE will continuously monitor the Virgin Islands’ compliance with the
DOE’s requirements and, if the Virgin Islands is compliant, will continue to provide grants until the expiration of
this compliance agreement. To monitor and ensure compliance, the Governor created a committee comprised of the
heads of the various entities identified in the compliance agreement including the Office of Management and
Budget, Department of Property and Procurement, Department of Finance, Department of Justice and Department of
Education. Upon expiration, the DOE can decide to certify compliance and continue to provide grants on an
ongoing basis or, if non-compliant, terminate such grants or select an independent third-party overseer of grant
administration. The DOE has confirmed its intention to continue to provide federal education assistance through
existing grants, however, the DOE has imposed additional reporting requirements such as detailing grant
expenditures, and updating progress toward completion of outstanding single audit compliance efforts.

The terms of the Compliance Agreement ended in 2005. In September 2005, DOE imposed special
conditions to be included with all pending and subsequent grants to be awarded to the Virgin Islands, including the
Virgin Islands Department of Education, Virgin Islands Department of Health, and Virgin Islands Department of
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Human Services. One of the key special conditions required the Virgin Islands to select a third-party fiduciary agent
acceptable to DOE to handle certain administrative activities related to DOE grants covered by the Compliance
Agreement. The Virgin Islands, through its procurement process, selected the consulting firm of Alvarez & Marsal
Public Sector Services, LLC, (“Alvarez”) to serve as such third-party fiduciary. DOE has approved the selection of
Alvarez to serve in such capacity. The Virgin Islands and Alvarez have executed a contract, dated August 25, 2006,
pursuant to which Alvarez shall act as third-party fiduciary agent. DOE has approved said contract. With the
execution of the contract providing for Alvarez’s services as third-party fiduciary, the Virgin Islands is eligible for
pending and future grant awards form DOE.

Additional Expenditures. As a result of a 1986 consent order issued by the Virgin Islands District Court,
the Government was required to and did expend approximately $2.0 million to ameliorate the deteriorating
conditions of the prisons on the Virgin Islands. On March 23, 2006 the Government was held in contempt of court
by a Federal Judge for failure to comply with this consent order. A Special Master has been appointed by order of
the court. Pursuant to the March 23, 2006 contempt order, the Government has deposited $100,000 with the District
Court to be applied to the cost of consultants and experts retained by the Special Master. The Government shall, as
ordered by the District Court, deposit such additional monies as required by the Court to cover the cost of such
consultants and experts. At this time, the Government cannot give any further quantification as to any fines or
penalties to which it may be subject as a result of the contempt order.

The Government has, since 1985, been subject to a consent decree, issued by the Virgin Islands District
Court, governing the operation of its wastewater treatment plants (“WWTPs”). The consent decree was amended in
1996 and further modified in 2002 (the “Amended Consent Decree”) to establish deadlines for the construction of
new secondary treatment facilities, including the replacement of the existing St. Croix and Airport Lagoon
(“Charlotte Amalie”) WWTPs. The construction of the new St. Croix and Charlotte Amalie WWTPs commenced in
April of 2005. Currently, both plants are approximately 80% complete and are expected to be substantially
completed and ready to receive water in November 2006. The Amended Consent Decree also establishes certain
interim deadlines and performance standards which must be met by the Government pending completion of the new
facilities. In addition, the Amended Consent Decree establishes stipulated penalties for violation of any of the
deadlines or performance standards set forth in the Amended Consent Decree. The stipulated penalties for each day
of violation of each interim deadline or performance standard range from $500 per day to $5,000 per day.

Other DOI Office of Inspector General Reports

Pursuant to its duties as government comptroller of the Virgin Islands (see “UNITED STATES VIRGIN
ISLANDS — General”), the OIG of the DOI has issued numerous audit reports over the past several years, which
have included claims of, among other things, ineffective revenue collection efforts, noncompetitive bidding and
ineffective administration of contracts, and lack of oversight for use of federal funds. The Government has agreed
with some of the findings of the audits and has disputed other findings. Government implementation of the various
recommendations of the OIG included within these reports are in various stages of implementation.

In March 2002, the OIG delivered a report regarding ‘“Management Challenges for Insular Area
Governments, An Opportunity for Improvements.” This report was intended to identify what the OIG believed to be
the major management challenges for the insular area governments, including the Government. This report noted
that the Government continues to face severe financial difficulties. Audits of the Government conducted by the OIG
since Fiscal Year 1999 have disclosed weaknesses in the financial and operational activities of various Virgin
Islands services, departments and agencies. This report also stated that the Government’s lack of adequate audit
resolution and implementation of recommendations contributed to the existence of long-standing financial
management deficiencies. As a result, the OIG stated that its audit reports often disclose problems that are identical
or at least similar to ones that had been disclosed by prior audit reports. The Government has taken steps to improve
its financial management systems. Since October 2003, the Office of Management and Budget has been working
with OIG to resolve and close outstanding recommendations made in audit reports issued by OIG. As of July 2006,
this effort has resulted in the resolution and closure of 215 recommendations from more than 50 audit reports issued
since 1991. To date, 59 recommendations remain outstanding. Of said 59 recommendations, 12 require legislative
action and have been submitted to the Legislature of the Virgin Islands. The Office of Management and Budget is
continuing to work with OIG to resolve and close the remaining 47. See “Financial Position of the Government —
Financial Reporting and Financial Management System Improvements” below.
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Financial Reporting and Financial Management System Improvements

In recognition of the importance of financial reporting and the need to accurately and timely monitor its
financial position, the Government has made significant strides in improving its financial monitoring and
transparency. As of the beginning of Fiscal Year 1999, the Government’s most recent independent audit of its
financial statements was for Fiscal Year 1994. This was in contravention of the Single Audit Act and the
Government was in jeopardy of losing its future federal funding. Accordingly, completion of audited financial
statements was given high priority. As of June 2006, the Government has completed audits for eight fiscal years
(namely Fiscal Years 1995, 1998, 1999, 2000, 2001, 2002, 2003 and 2004). The audit for 2005 is expected to be
completed on or before March 31, 2007.

The Government has enhanced, and continues to enhance, the computerization of key departments (such as
the BIR, Department of Finance, Department of Education, and Department of Property and Procurement) to better
manage both Government receivables and payables and to avoid interest charges and penalties. The Government
also has invested approximately $9.0 million to date to automate the billing and collection system for income,
corporate, excise and gross receipts taxes and has brought a new processing system on-line. Additionally, the
Government has implemented a management and reorganization plan at the BIR to increase and improve the BIR’s
tax audits and to generally improve the timeliness and effectiveness of tax collections as well as to reduce tax refund
liabilities. The new financial management systems of the BIR allow much more accurate and timely identification
and categorization of delinquent tax receivables, which permits the Government to deploy its collection efforts more
efficiently with maximum impact.

Private Sector Industry Initiatives

In order to decrease the dependence on public sector employment in the Virgin Islands, the Government
recognizes the need to stimulate private industry to generate other employment opportunities and increased
economic activity. Since 1999, the Government has significantly increased its marketing efforts and focus of its
EDC Program to bring additional businesses to the Virgin Islands. In addition to the long-term effect on
employment and revenues to the Virgin Islands that these businesses create, the impact of this new investment is
also reflected immediately in the substantial increase in income tax revenues that result as of the relocation of the
principals of the EDC beneficiaries to the Virgin Islands. The Government has granted benefits to a wide variety of
businesses, with a specific focus on financial services companies, and tourism- and medical technology-based
enterprises. Legislation has been adopted that would qualify the marine industry for tax benefits by the Commission
in an attempt to revitalize this industry.

The Government also has assisted various of the Virgin Islands’ large private sector businesses to expand
either facilities or production, creating both construction activity as well as increased employment opportunities.
The Government issued industrial development bonds on behalf of Hovensa L.L.C. (“Hovensa”), the Territory’s
largest real property taxpayer, for a portion of the funding for an approximately $615.0 million coker that was
constructed beginning in 2000 and placed into service in 2002 that allows the refinery to process a wider range of
petroleum sources. To further improve its production output, Hovensa is completing a desulphurization project and
has commenced a second clean fuels program. In April 2004, the Authority issued $50,660,000 of industrial
development bonds on behalf of Hovensa to reimburse Hovensa for certain costs of completing the coker and related
facilities. The Authority has approved a tentative $110 million private activity bond issue in connection with
expenditures for solid waste and sewage facilities for the Hovensa Plant. In 2002, the Government worked with
Virgin Islands Rum Industries Limited (“VIRIL”), the rum production company that generates all of the Matching
Fund Revenues, and the federal Environmental Protection Agency to negotiate an effluent discharge agreement that
permits VIRIL to increase production by up to 20% to better meet currently unsatisfied demand. The Government is
currently studying possible treatment technologies which would enable VIRIL to further expand its production (and
the Government to further increase its Matching Fund Revenues).

Recognizing the importance of tourism to the economy of the Virgin Islands, the Government has
undertaken several projects to better facilitate and encourage visitor arrivals, including: improvement of the Red
Hook Ferry Terminal; revitalization of the Frederiksted, St. Croix waterfront; development of the Crowne Bay
Cruise Ship Terminal and retail center; development of a commercial port at Enighed Pond in St. John;
redevelopment of the Kings Alley Hotel and Retail Walk in downtown Christiansted; and a new St. Croix
Conference Center and Hotel. Other private sector projects recently completed or currently in progress that the
Government has encouraged include: the expansion and refurbishment of the Ritz-Carlton Hotel and Timeshare;
construction of the Sapphire Beach Recreational Center; construction of the Marriott timeshare development in St.
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Thomas; the new Yacht Haven Marina and Hotel; and the proposed development by the Pequot Tribal Nation of a
beachfront hotel, casino and marina. See APPENDIX E— “United States Virgin Islands Economic and
Demographic Information—Construction and Real Estate” and “—Capital Program.”

The Government also is involved in the coordination and facilitation of two housing development projects
in St. Thomas/St. John ($77.0 million) and St. Croix ($50.3 million). Funding for these projects is expected to come
from the developers and homeowners as well as federal programs. The Governor submitted and received Senate
approval to authorize the establishment of two technology parks to be operated by a newly created Research and
Technology Park Corporation in conjunction with the University of the Virgin Islands. The purpose of these parks
is to position the Virgin Islands in the rapidly expanding area of electronic commerce and intellectual property.

The Government is also involved with the construction of two specialized hospital facilities. The St. Croix
Cardiac Care Center is expected to cost approximately $10 million and is scheduled to be completed in the next two
and a half years. The St. Thomas Cancer Center was completed in March 2006 at a cost of $18 million.

Outstanding Indebtedness of the Government
General Obligation Debt

The Revised Organic Act restricts the principal amount of general obligation debt which the Government
may issue to no greater than 10% of the aggregate assessed valuation of taxable real property in the Virgin Islands.
As of September 10, 2006, the Government has approximately $550,847,000° of general obligation debt
outstanding. Such amount is within the statutory debt limitation established under the Revised Organic Act.

[remainder of page intentionally left blank]

This total includes $162,870,000 of the Series 1999A Bonds which will be refunded using the proceeds of the Series 2006 Bonds, but
does not include the Series 2006 Bonds.
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Outstanding Bonds and Similar Obligations

Outlined in the tables below are the general obligations of the Government issued either by the Government
or the Authority, and the revenue obligations of the Government, outstanding as of September 10, 2006:

Summary of Outstanding General Obligations

Issue Outstanding
Issuer Description Amount Security
United States General Obligation Bonds, 1999 Series A $3,820,000* General obligation of the

Virgin Islands

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

Virgin Islands
Public Finance
Authority

(the “General Obligation Bonds™)

Revenue Bonds, Series 1999A (Virgin
Islands Gross Receipts Taxes Loan
Note)**

Revenue Bonds, Series 2003 A (Virgin
Islands Gross Receipts Taxes Loan Note)

Subordinate Lien Revenue Notes, Series
2005 (Virgin Islands Gross Receipts
Taxes Loan Note) (the “2005 Subordinate
Lien Revenue Notes™)

Subordinate Lien Revenue Notes, Series
2006 (Virgin Islands Gross Receipts
Taxes Loan Note) (the “2006 Subordinate
Lien Revenue Notes™)

$273,565,000

$265,145,000

$4,317,275

$4,000,000

Summary of Outstanding Revenue Obligations

Revenue and Refunding Bonds (Virgin
Islands Matching Fund Loan Notes) 1998
Series A, B, C, D and E (the “1998
Bonds™)

Revenue Bonds (Federal Highway
Reimbursement Anticipation Loan Note),
Series 2002 (the “2002 Bonds™)

Revenue Bonds, Series 2004A (Virgin
Islands Matching Fund Loan Note) (the
“2004A Bonds™)

$445,025,000

$12,940,000

$91,705,000

Government

Gross Receipts Taxes Loan
Note payable by the
Government and general
obligation of the
Government

Gross Receipts Taxes Loan
Note payable by the
Government and general
obligation of the
Government

Gross Receipts Taxes Loan
Note payable by the
Government and general
obligation of the
Government

Gross Receipts Taxes Loan
Note payable by the
Government and general
obligation of the
Government

Matching Fund Loan Notes
payable by the Government

Federal Highway
Administration, monies
derived from the United
States federal government

Matching Fund Loan Notes
payable by the Government

*Source: United States Virgin Islands Department of Finance. The remaining figures in this table are per the trustee for the Bond Issues.
**A portion of the Series 1999A Revenue Bonds in the aggregate principal amount of $162,870,000 are being refunded from a portion of the
proceeds of the Series 2006 Bonds.
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In addition, the Government and the Authority have issued Refinery Facilities Senior Secured Tax-Exempt
Revenue Bonds (Hovensa Refinery) (the “Hovensa Bonds™) on behalf of Hovensa for construction of a coker. The
Hovensa Bonds are solely secured by, and paid from, revenues of Hovensa.

The 1998 Bonds, the 2002 Bonds and the 2004A Bonds are each a special limited obligation of the
Authority secured by revenues of the Authority that are different and separate from the Gross Receipts Taxes and
the Loan Notes pledged as part of the Trust Estate. The General Obligation Bonds are direct and general obligations
of the Government and do not have recourse to the Gross Receipts Tax. Such outstanding bonds (and the Hovensa
Bonds) do not constitute the “Bonds” under the Indenture. No recourse may be had for the payment of the 1998
Bonds, the 2002 Bonds, the 2004A Bonds or the Hovensa Bonds against the general funds of the Authority, the
Government’s general funds or the Gross Receipts Taxes that secure the Series 1999A Bonds, the Series 2003A
Bonds, the Swap Agreement, the Series 2006 Bonds the 2005 Subordinate Lien Revenue Notes, the 2006
Subordinate Lien Revenue Notes or any future Bonds issued under the Indenture.

The Authority is considering funding a portion of the Government’s unfunded pension liability through the
issuance of up to $500 million in bonds. No bonds have been authorized by the Legislature, which must do so to
permit their issuance. See “VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY - Other Factors — Government
Employees Retirement System”.

Other Factors
Labor Relations

There are 13 distinct labor organizations subject to 28 collective bargaining agreements and a total of 28
pay plans currently in place for Governmental employees. As specific disciplines are not grouped under a single pay
plan, it is common to have clerical and non-professional workers, in different departments throughout Government
represented by different unions. Of the approximately 9,735 workers in the executive branch of the Government,
approximately 8,000 belong to unions.

Currently, the Government has contractual obligations to various local labor unions relating to executive
branch Government workers for retroactive salary increases aggregating approximately $394.0 million accruing
from Fiscal Years 1992 through 2005. Although the Government has a footnote on its balance sheet equal to the
above-mentioned retroactive salary increases, as of the present date, all of the salary increases incorporated in the
current union contract are reflected in the current salary rates for the individual union members. While negotiated
contract provisions requiring appropriation of funds do not become binding under Virgin Islands law until there is
such an appropriation, salary increase provisions of negotiated contracts remain on the Government’s balance sheet,
thus accruing retroactive amounts to be paid at a future date when there is a respective appropriation.

As a result of the Government’s inability to implement negotiated contract salary increases with various
unions by the negotiated contracts’ effective dates, certain unions and their members have periodically staged strikes
and/or job work actions against the Government. The job actions moderately interrupted the operations of the
Government and had a mild financial impact (e.g., overtime pay to auxiliary personnel, loss of instruction to
students, legal fees and associated costs). However, the Government has been successful in obtaining permanent
injunctions against such work actions, which has served as strong deterrents for future strikes and/or job actions. To
date, 14 contracts with the various unions are current, and 14 have expired, but have been extended on a day-to-day
basis.

Government Employees Retirement System

The Employees’ Retirement System of the Government of the Virgin Islands (known as GERS) requires
that benefits promised under the law to members of the Virgin Islands Employees Retirement System be funded on
an “actuarial reserve” basis. As of September 30, 2004, the net assets of GERS were approximately $1.35 billion.
The audit reports of GERS for its 2004 fiscal year was qualified since (i) the effects of such adjustments, if any, with
respect to cash overdraft with the Department of Finance in the approximate amount of $10.5 million; (ii) the effects
of not accruing contributions pursuant to the Early Retirement Act of 1994; (iii) the effects of not having performed
a recent valuation of the real estate investment in the GERS complex related to the portion of the St. Thomas
building held for lease; and (iv) the effects of not recognizing the appreciation in value of the GERS investment in
Havensight Mall in the then current fiscal year.

According to an Actuarial Evaluation, dated as of September 30, 2003 (the “Actuarial Evaluation”), as of
September 2003, the number of contributing members was approximately 10,037, the number of retirees was 5,900
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and the number of surviving beneficiaries was 193. The total liability for future benefits to pensioners and
beneficiaries was $1,969 million. The valuation of the assets in the GERS was an estimate predicated upon the book
value of such assets on a date certain. For the period ended September 30, 2003, benefits paid to retirees was
approximately $129.7 million. Employee and employer contributions rates to the system were as follows:

Employee
Contribution Rate

Members of the Legislature .................... 9.0%

All other regular employees.................... 8.0

Public Safety employees ..........ccceevennene 10.0
Hazardous duty employees who

elect early retirement system................... 10.0
JUAZES..eveeeieeiiee e 11.0

Source:  Government Employees Retirement System

The actuarial position suggests the amount which, when added to the total of employee contributions,
would be sufficient to meet the actuarial costs. According to GERS, as of September 30, 2003 current employer
contributions were 14.5% of membership payroll.

According to the Actuarial Evaluation, the statutory government and member contribution rates were not
sufficient to meet the cost of the GERS. To meet the full actuarial cost (including the system’s current cost and the
amount necessary to amortize the unfunded actuarial liability over 30 years from October 2, 2003), the contribution
rates would have to be increased such that, in total, an additional 17.5% of payroll contribution or $59.3 million
would be necessary each year from some combination of member and/or Government sources. As of September 30,
2003, GERS’ unfunded actuarial accrued liability was approximately $922.0 million.

The Government, acting as custodian, is responsible for the collection and disbursement of all loan
repayments, employee contributions, and employer contributions. Such amounts are deposited by the Government
into a special account of the Special Revenue Fund held by the Government. Funds deposited in such accounts are
legally restricted to expenditure for specified purposes.

A provision of the Virgin Islands Code (Section 718 of Title 3 of the Virgin Islands Code, 2005 United
States Virgin Islands Act No. 6794) prohibits GERS from providing any increases in benefits to members or
beneficiaries of GERS, unless the Government has identified a specific funding source and concurrently makes a
provision for the funding of all future benefit improvements on a sound actuarial basis in the annual budget of the
Government.

Insurance

The Government’s enterprise fund provides workmen’s compensation for public and private individuals.
The Government does not carry general liability insurance coverage on its properties or for the acts of its employees,
relying instead on self-insurance and statutory liability limitations. However, as a result of an agreement with
FEMA with respect to properties and structures damaged by Hurricane Hugo and repaired with federal disaster
assistance, the Government has obtained insurance for hospitals, schools and other insurable public buildings that
were repaired with such federal assistance. The Government currently maintains a blanket insurance policy (the
“Policy”) covering buildings and structures set forth in a related schedule of values totaling approximately $919.3
million. Such schedule of values sets forth the value of each building and/or structure covered by the Policy, as well
as contents, computer and software receivables, valuable paper and equipment. The Policy has a loss limit of $100.0
million for each and every occurrence, with a per occurrence sublimit of $45.0 million in respect to windstorm and
$45.0 million in the annual aggregate in respect to flood, and $100 million in the annual aggregate for earthquake.
There can be no assurance that the Government will not suffer a casualty or liability loss beyond the Policy limits of
coverage or the limits of its self-insurance capabilities.
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BONDOWNER RISKS

THE PURCHASE AND OWNERSHIP OF THE SERIES 2006 BONDS MAY INVOLVE
INVESTMENT RISKS. PROSPECTIVE PURCHASERS OF THE SERIES 2006 BONDS ARE URGED TO
READ THIS OFFICIAL STATEMENT IN ITS ENTIRETY. THIS SECTION ENTITLED “BONDOWNER
RISKS” DOES NOT PURPORT TO PROVIDE INVESTORS WITH A COMPREHENSIVE
ENUMERATION OF ALL POSSIBLE INVESTMENT RISKS. THE FACTORS SET FORTH BELOW,
AMONG OTHERS, MAY AFFECT THE SECURITY FOR THE SERIES 2006 BONDS. IN ADDITION TO
POSSIBLE ADVERSE AFFECTS ON SECURITY FOR THE SERIES 2006 BONDS, PURCHASERS
SHOULD BE AWARE THAT THESE FACTORS, AMONG OTHERS, MAY ADVERSELY AFFECT THE
MARKET PRICE OF THE SERIES 2006 BONDS IN THE SECONDARY MARKET.

Risks to Gross Receipts Taxes
Economic Factors

The number of businesses operating in the Virgin Islands will impact the Government’s collections of
Gross Receipts Taxes. Any substantial decrease in business enterprises may have an adverse impact upon the
amount of Gross Receipts Tax revenues. While there are numerous public and private sector projects in various
stages of development which are expected to stimulate economic activity in the Virgin Islands, no assurances can be
given that any of these projects will be completed, or, if completed, result in the projected economic activity.

Hurricanes

The potential for hurricanes poses a risk to the collection of Gross Receipts Taxes. Significant damage
from a hurricane could result in a loss of business enterprises and a decrease in tourism and other economic activity
which could have an adverse effect on Gross Receipts Taxes Revenues. Three major hurricanes have struck the
Virgin Islands since 1989 causing in excess of three billion dollars worth of damage however, it should be noted that
in the aftermath of the previous hurricanes which have hit the Virgin Islands since 1989 Gross Receipt Tax
Revenues have not declined. See — GROSS RECEIPTS TAXES.

Economic Development Commission

The Government offers various tax incentives that promote industrial and economic development in the
Virgin Islands. The EDC provides qualifying businesses various benefits including up to a 100% Gross Receipts
Tax exemption. Additionally, the EDC Program allows some qualifying investors to receive limited extensions or
renewals of tax benefits. Currently, 112 enterprises are operating with incentive benefits granted pursuant to the
EDC Program, 80 enterprises have been approved for benefits but are not yet in operation and an additional 29
enterprises are awaiting final certification to the Commission. Investors receiving tax benefits under this program
include hotels and other tourism-related businesses, goods-producing enterprises and businesses serving customers
outside the Territory. Granting of Commission benefits could have a material adverse affect on Gross Receipts
Taxes available to make payments in connection with the Series 2006 Loan Note (see “SECURITY FOR THE
SERIES 2006 BONDS — Series 2006 Loan Note” and “—Covenants”). See APPENDIX E — “United States
Virgin Islands Economic and Demographic Information — Tax Incentives Programs — Economic Development
Commission.”

Government’s Financial Condition
Accumulated and Recurring Operating Deficits

The Government faces certain potential claims against the General Fund which are not recorded in the
General Fund because such liabilities do not meet the definition of a fund liability but are reflected in the
Government’s General Long-Term Debt Account Group. The most significant of these claims is the Government’s
contractual liability to various local labor unions for retroactive salary increases and current pay-rate increases. See
“UNITED STATES VIRGIN ISLANDS — Other Factors — Labor Relations.”

A second potential claim is that the Government’s and member contribution rates in connection with the
Government Employees Retirement System are not sufficient to meet the cost of funding the Government
Employees Retirement System. See “UNITED STATES VIRGIN ISLANDS — Government Employees
Retirement System. Such amount was estimated by the actuaries of the Government Employee Retirement System
to be $922 million as of September 30, 2003.
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Further, a significant source of tax revenue for the Government is derived from its two largest non-tourist
industries - Hovensa, the Territory’s largest real property taxpayer, and VIRIL, the rum production company that
generates all of the excess Matching Fund Revenues. Factors negatively impacting either of these companies could
result in an adverse impact on the Government’s income tax and real property tax revenue, and Matching Fund
Revenues respectively. See “UNITED STATES VIRGIN ISLANDS — Additional Revenues of the Government —
Matching Fund Revenues” and “UNITED STATES VIRGIN ISLANDS — Revenues of the Government —
Income Taxes.” and “— Property Taxes”.

Audited Financial Statements

The basic financial statements of the Government for the Fiscal Years ended September 30, 2002, 2003 and
2004 appended hereto as Appendix D as part of this Official Statement, have been audited by KPMG to the extent
and for the years indicated in their reports thereon. Such basic financial statements have been included in reliance
upon the reports of KPMG. Such reports refer to reports of other auditors with respect to the financial statements of
certain funds and component units that are included in the basic financial statements of the Government but that
were not audited by KPMG, contain a disclaimer over the balances and transactions of the enterprise fund caused by
certain limitations in their audit scope and contain various qualifications. See “FINANCIAL STATEMENTS OF
THE GOVERNMENT” and Appendix D hereto. Such basic financial statements are included herein for
informational purposes only, and the information contained in these basic financial statements should not be read to
in any way modify the description of the security for the Series 2006 Bonds contained herein.

Federally-Disciplined Programs

The Government is subject to a compliance agreement with the DOE and consent decrees requiring
expenditures for its prisons and WWTPs which may impact the financial condition of the Virgin Islands. See
“UNITED STATES VIRGIN ISLANDS — Financial Position of the Government — Federally-Disciplined
Programs.”

Federal Bankruptcy Code Presently Inapplicable

The Bankruptcy Reform Act of 1978, Title 11, United States Code, as amended (the “Federal Bankruptcy
Code”), provides a codified regime for the reorganization, liquidation or debt adjustment of various types of
insolvent debtors. Generally, only a “person” or a “municipality” may be debtor in a case under the Federal
Bankruptcy Code. The term “person” includes individuals, partnerships and corporations, but does not include any
“governmental unit.” For purposes of the Federal Bankruptcy Code, a governmental unit which cannot file for
protection under the Federal Bankruptcy Code, would be (i) a Territory, such as the Government, or (ii) an
instrumentality of a Territory, such as the Authority. The term “municipality” is defined to mean a political
subdivision or public agency or instrumentality of a State. Therefore, neither the Government nor the Authority may
be a debtor in a case under the Federal Bankruptcy Code. Consequently, no Bondowner would be able to avail itself
of Federal Bankruptcy Code provisions protecting rights of creditors since the Government and the Authority are
both “governmental units” and neither of them is a “person” or a “municipality” for purposes thereof. Since neither
the Authority nor the Government is subject to the Federal Bankruptcy Code, there can be no assurance as to how
the pledge of Gross Receipts Taxes would be treated by a court of law in the event of an insolvency or other
inability to pay debt by the Government or the Authority.

Limitation of Remedies

The Indenture does not provide for acceleration of the Bonds, including the Series 2006 Bonds, if an Event
of Default occurs and is continuing.

Tax-Exempt Status of the Series 2006 Bonds

The tax-exempt status of the Series 2006 Bonds is based on the continued compliance by the Authority and
the Government with certain covenants relating generally to restriction on use of the facilities financed with the
Series 2006 Bonds, and the use and investment of the proceeds of the Series 2006 Bonds. Failure to comply with
such covenants could cause interest on the Series 2006 Bonds to become subject to federal income taxation
retroactive to the date of the issue of the Series 2006 Bonds. The Series 2006 Bonds are not subject to mandatory
redemption or acceleration in such case, nor is any provision made for stepped-up interest.
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Continuing Disclosure

As of the date hereof, the Government has not provided the required annual financial information on a
timely basis under its continuing disclosure certificate for the Series 1999A Bonds and the 2003A Bonds, primarily
because the Government audits have not been updated in time. However, they have established procedures to assure
compliance in connection with the issuance of the Series 2006 Bonds. The Government and Authority have
provided the required quarterly financial information on a timely basis. See “CONTINUING DISCLOSURE;
DISCLOSURE DISSEMINATION”.

LITIGATION

There is no pending litigation concerning the Series 2006 Bonds being offered or any of the documents
under which the Series 2006 Bonds are being offered.

Outlined below are the significant litigation cases and tax case which impact the Government. Despite the
Government’s involvement with the claims outlined below, the Government does not believe that any of these
claims or actions will have a material adverse affect on the amounts of the Government’s funds available for the
payment of the Government’s obligations in connection with the Series 1999A Bonds, the Series 2003A Bonds or
the Series 2006 Bonds.

The Authority is not a party to any other litigation, claims or actions that would, individually or in the
aggregate, have a material adverse affect on its existence.

Franchise Tax Litigation Cases

There are currently four Virgin Islands cases challenging the Government’s computation of its corporate
franchise tax (the “Franchise Tax Litigation Cases”). The Franchise Tax Litigation Cases involve a dispute over the
definition of the term “capital stock used in conducting business in the Virgin Islands,” as found in Title 13 Virgin
Islands Code Section 531(a)(the “Franchise Tax Statute”). The Government’s position is that the Franchise Tax
Statute taxes the amount paid to a corporation by shareholders for the issuance of shares, and any amount allocated
to par value and paid in capital upon a subsequent reorganization. The plaintiff taxpayers (including certain
domestic Virgin Islands corporations and foreign corporations doing business in the Virgin Islands) argue that the
tax is calculated only on the par value of the stock. The issues presented in the Franchise Tax Litigation Cases relate
only to domestic and foreign corporations doing business in the Virgin Islands.

During Fiscal Year 2002, the Government collected approximately $1,329,000 in franchise taxes from
domestic and foreign corporations doing business in the Virgin Islands. If the tax base during Fiscal Year 2002 had
reflected only the “par value” of each company’s stock, as urged by the plaintiffs taxpayers, the franchise tax
collected from Virgin Islands domestic and foreign corporations during Fiscal Year 2002 could have been as low as
approximately $478,000, representing a decrease of $851,000.

Virgin Islands law imposes a six-year statute of limitation on tax refund claims against the Government.
Applying the Fiscal Year 2002 figures to the six years preceding Fiscal Year 2002, the Government, if the plaintiffs
prevail in the Franchise Tax Litigation Cases, may be liable, with respect to Virgin Islands domestic and foreign
corporations, to pay franchise tax refunds of approximately $5,100,000 for overpayment claims covering the past six
years. The approximately $5,100,000 potential liability figure is based upon the assumption that: (i) the average
number of domestic and foreign corporations in existence during the six fiscal years preceding Fiscal Year 2002
approximates the number of said corporations that were in existence in Fiscal Year 2002; (ii) the Fiscal Year 2002
collection levels apply to each of the six years preceding Fiscal Year 2002; and (iii) all corporations claiming a
franchise tax refund have commenced the appropriate actions. It is unlikely that all of the aforementioned
conditions shall apply.

The Government previously appealed three of the Franchise Tax Litigation Cases to the United States
Court of Appeals for the Third Circuit, On appeal the Third Circuit Court of Appeals remanded the cases to the
Superior Court of the Virgin Islands. On remand, the Superior Court ruled against the Government in each of the
three cases. In one of the cases, Miller Properties, the Government intends to file another appeal to the Third Circuit
Court of Appeal. The Government expects that a favorable ruling on such appeal would overrule the adverse
decisions rendered in the other two cases. The fourth Franchise Tax Litigation Case is currently before the Superior
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Court pending a decision by the Court. A favorable ruling on the appeal before the Third Circuit Court of Appeal in
the Miller Properties case would have a binding effect on the fourth case. The Government has determined that in
the event the plaintiffs prevail in the Franchise Tax Litigation Cases, the Government could be liable to pay
franchise tax refunds up to $5,100,000.

Real Property Tax Case

In addition to the Franchise Tax Litigation Cases, there is a consolidated real property tax case that may
have a fiscal impact on the Government. In a decision issued on May 12, 2003 in Berne Corp v. Government of the
Virgin Islands, 2003 WL 21078073 (D. Virgin Islands) (the “Berne Decision”), a consolidated case representing
eight actions and 21 plaintiffs, the District Court of the Virgin Islands issued a permanent injunction enjoining the
Government from appraising and assessing any real property in the Virgin Islands until the Government has
modified its system of appraisal to comply with certain District Court mandates. Specifically, the order issued by
the Berne Court enjoined the Government from assessing any and all real property in the Virgin Islands until: (1) the
Virgin Islands’ “property tax system has been certified as reliably and credibly assessing and taxing all real property
on its actual value,” (2) “the Board of Tax Review consistently holds hearings and reaches determinations on
appeals within sixty (60) days,” and (3) “the Department of Finance consistently remits any refunds awarded by the
Board decision within thirty (30) days[.]”

Further, the order issued under the Berne Decision enjoined the Government from (1) issuing “any property
tax bills for tax year 2002 and beyond” and (2) making any “further effort to collect any tax bills already issued for
any property, commercial or otherwise, for tax years 1999, 2000, and 2001” unless and until “the Legislature
amends 33 V.I.C. § 2402 to provide for the retroactive adjustment of the bills on all classes of property for 1999,
2000, 2001, 2003, 2004, and for a reasonable time thereafter until a fair and equitable system capable of reliably and
credibly assessing all real property at actual value is in place.” The Berne injunctions had the potential of depriving
the Government of over $50,000,000 in tax dollars annually.

In response to the Berne Decision, the Virgin Islands Legislature enacted Act No. 6586, which, among
other things, amended 33 V.I.C. § 2402 to provide that:

[TThe Tax Assessor may issue tax bills and collect taxes at the 1998 assessment level, for
all classes of real property, including commercial and non commercial real property, for the tax
years 1999, 2000, 2001, 2002, 2003, and 2004, before the revision of the property tax and
[resolution of] the Property Tax Litigation, provided that the tax due shall be subject to adjustment
for each year according to the assessed value based on the new system implemented. The
taxpayer shall be entitled to a credit applied to his subsequent years’ tax bills or a refund for any
over-payment that may have accrued as the result of the payment of any of his tax bills for any
year from 1999 until the new system is implemented.

The Government enacted Act No. 6586 for the purpose of satisfying the conditions set out in the Berne
Decision to lift the ban on the issuance and collection of the Government’s 2002 real property tax bills and the
collection of delinquent real property taxes from prior years. The Government used the 1998 assessment level as the
basis for tax collection under Act No. 6586 as required by the District Court.

On August 13, 2003, the District Court entered an order permitting the Government to issue and collect
from non-plaintiff taxpayers its 2002 real property taxes based on the 1998 assessments and to collect from non-
plaintiff taxpayers delinquent real property taxes for prior years, also based on the 1998 assessments. Following the
District Court’s August 13, 2003 order, the Governor issued Executive Orders authorizing the issuance of the
Government’s 2002 real property tax bills and providing that such bills shall be due and payable by October 31,
2003.

The Government appealed the Berne Decision to the U.S. Court of Appeals for the Third Circuit. In a
decision issued in June 2004, the Third Circuit Court of Appeals upheld the Berne decision against the Government.
Given the adverse decision against the Government, the Government’s use of the assessment methodology ordered
by the District Court could result in either an increase or decrease in taxes in each individual case. Accordingly, the
financial impact to the Government of an adverse decision cannot be determined at this time.

Through its Delegate to Congress, the Government has proposed a bill in Congress that would repeal those
sections of the United States Code, specifically Section 1401 through 1401e of Title 48, which formed the basis for
the plaintiffs’ actions in the Berne case and the assessment methodology ordered by the District Court. The
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Government anticipates that action will be taken on the proposed bill within the calendar year. If the proposed bill is
enacted into law, the Berne decision will become moot.

United States Department of Justice Investigation of Potential Clean Water Act Violations by the
Government of the Virgin Islands

The Environmental Crimes Section of the U.S. Department of Justice is investigating whether the
Government of the Virgin Islands has violated the Clean Water Act (“CWA”) as a result of its operation of the
Virgin Islands’ wastewater system. The focus of the investigation involves alleged bypasses of untreated
wastewater at the three major pump stations on St. Croix during the period 2001 though 2005. It is the position of
the Government that there was no material violation of the CWA during this period and that any alleged bypasses
were permissible under its CWA permit and/or court orders. Nevertheless, if the Government is determined to have
violated the CWA, the Government may face fines of up to $15 - $30 million. However, the amount of fines
imposed on persons determined to have violated the CWA typically is significantly less than the total potential fines.

TAX MATTERS

The Code establishes certain requirements which must be met at and subsequent to the issuance and
delivery of the Series 2006 Bonds in order that interest on the Series 2006 Bonds will be and remain excludable
from gross income for federal income tax purposes. Included among these continuing requirements are certain
restrictions and prohibitions on the use of bond proceeds, restrictions on the investment of bond proceeds and other
moneys or properties, and the rebate to the United States of certain earnings in respect of investments. Failure to
comply with the continuing requirements may cause the interest on the Series 2006 Bonds to be includible in gross
income for federal income tax purposes retroactive to the date of their issuance irrespective of the date on which
such non-compliance occurs. The Authority and the Government have covenanted to comply in the Indenture, the
Series 2006 Loan Agreement and the documents relating to federal tax matters delivered at the time of delivery of
the Series 2006 Bonds (the “Tax Certificates”) with certain procedures, and have made certain representations and
certifications, designed to assure satisfaction of the requirements of the Code.

In the opinion of Buchanan Ingersoll & Rooney PC, New York, New York, Bond Counsel, and subject to
the limitations set forth in the immediately succeeding paragraph, under the existing statutes, regulations,
administrative interpretations and court decisions as of the date of such opinion, the interest on the Series 2006
Bonds will not be included in gross income for federal income tax purposes pursuant to Section 103 of the Code.
Furthermore, Bond Counsel is of the opinion that interest on the Series 2006 Bonds is not a specific “item of tax
preference” for purposes of the federal alternative minimum tax imposed on individuals and corporations. Bond
Counsel notes, however, that interest on the Series 2006 Bonds held by a corporation (other than an S corporation,
regulated investment company, real estate investment trust or real estate mortgage investment conduit) is included in
adjusted current earning for purposes of calculating certain taxes including the federal alternative minimum tax
imposed on corporations. Corporate purchasers of the Series 2006 Bonds should consult their tax advisors regarding
the computation of any alternative minimum tax.

Bond Counsel expresses no opinion regarding other federal income tax consequences caused by the receipt
or accrual of interest on the Series 2006 Bonds. The proposed form of the opinion of Bond Counsel is attached to
this Official Statement as Appendix H.

The difference, if any, below the initial public offering price to the public (excluding bondhouses, brokers
or similar persons acting in the capacity of underwriters or wholesalers) of a maturity of the Series 2006 Bonds at
which price a substantial amount of such maturity is sold and the amount payable at maturity constitutes original
issue discount, which will be excluded from gross income to the same extent as interest on the Series 2006 Bonds
for purposes of federal income taxation. The Code provides that the amount of original issue discount accrues in
accordance with a constant interest method based on the compounding of interest, and that an owner’s adjusted basis
for purposes of determining an owner’s gain or loss on disposition of Series 2006 Bonds with original issue discount
(the “OID Bonds™) will be increased by such amount. A portion of the original issue discount that accrues in each
year to an owner which is a corporation of an OID Bond will be included in the calculation of the corporation’s
federal alternative minimum tax liability. Consequently, corporate owners of any OID Bond should be aware that
the accrual of original issue discount in each year may result in an alternative minimum tax liability although the
owner of such OID Bond has not received cash attributable to such original issue discount in such year.
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Certain Series 2006 Bonds may initially be offered to the public at prices greater than the amounts payable
thereon at maturity (the “Premium Bonds™). As a result of the tax cost reduction requirements of the Code relating
to amortization of bond premium, under certain circumstances an initial owner of Premium Bonds may realize a
taxable gain upon disposition of such Premium Bonds even though they are sold or redeemed for an amount equal to
such owner’s original cost of acquiring such Premium Bonds. Owners of Premium Bonds are advised that they
should consult with their own tax advisors with respect to the tax consequences of owning such Premium Bonds.

In addition to the matters referred to in the preceding paragraphs, prospective purchasers of the Series 2006
Bonds should be aware that the accrual or receipt of interest on the Series 2006 Bonds may otherwise affect the
federal income tax liability of the recipient. The extent of these other tax consequences may depend upon the
recipient’s particular tax status or other items of income or deduction. Bond Counsel expresses no opinion
regarding any such consequences. Examples of such other federal income tax consequences of acquiring or holding
the Series 2006 Bonds include, without limitation, that (i) with respect to certain insurance companies, the Code
reduces the deduction for loss reserves by a portion of the sum of certain items, including interest on the Series 2006
Bonds, (ii) interest on the Series 2006 Bonds earned by certain foreign corporations doing business in the United
States may be subject to a branch profits tax imposed by the Code, (iii) passive investment income, including
interest on the Series 2006 Bonds, may be subject to federal income taxation under the Code for certain S
corporations that have certain earnings and profits, (iv) the Code requires recipients of certain Social Security and
certain other federal retirement benefits to take into account, in determining gross income, receipts or accruals of
interest on the Series 2006 Bonds, and (v) reductions or limitations in the earned income credit to taxpayers who
may otherwise be eligible. In addition, the Code denies the interest deduction for indebtedness incurred or
continued by a taxpayer, including without limitation, banks, thrift institutions and certain other financial institutions
to purchase or carry tax-exempt obligations, such as the Series 2006 Bonds.

Bond Counsel is also of the opinion that interest on the Series 2006 Bonds is exempt under existing statutes
from personal income taxes imposed by the United States Virgin Islands, by any state, other territory or possession
of the United States or any political subdivision thereof, or by the District of Columbia.

Certain requirements and procedures contained or referred to in the Indenture, the Series 2006 Loan
Agreement and the Tax Certificate and other relevant documents may be changed, and certain actions may be taken
or omitted under the circumstances and subject to the terms and conditions set forth in such documents, upon the
advice or with the approving opinion of Bond Counsel. Buchanan Ingersoll & Rooney PC expresses no opinion as
to any Series 2006 Bond or the interest thereon if any such change occurs or action is taken upon the advice or
approval of bond counsel other than themselves.

Bond Counsel has not undertaken to determine in the future (or to inform any person) whether any actions
taken (or not taken or events occurring or not occurring) after the date of issuance and delivery of the Series 2006
Bonds may affect the tax status of interest on the Series 2006 Bonds. No assurance can be given that future
legislation or amendments to the Code, if enacted into law, will not contain provisions which could directly or
indirectly reduce the benefit of the exclusion of the interest on the Series 2006 Bonds from gross income for federal
income tax purposes.

All quotations from and summaries and explanation of provisions of law do not purport to be complete and
reference is made to such laws for full and complete statements of their provisions.

FINANCIAL STATEMENTS OF THE GOVERNMENT

General

The basic financial statements of the Government for the Fiscal Years ended September 30, 2002, 2003 and
2004 appended hereto as Appendix D as part of this Official Statement, have been audited by KPMG LLP,
independent public accountants (“KPMG”), to the extent and for the years indicated in their reports thereon. As
presented below, such basic financial statements have been included in reliance upon the reports of KPMG. Such
reports refer to reports of other auditors with respect to the financial statements of certain funds and component units
that are included in the basic financial statements of the Government but that were not audited by KPMG, contain a
disclaimer over the balances and transactions of the enterprise fund caused by certain limitations in their audit scope
and contain various qualifications. See Appendix D hereto. Such basic financial statements are included herein for
informational purposes only, and the information contained in these basic financial statements should not be read to
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in any way modify the description of the security for the Series 2006 Bonds contained herein. See “UNITED
STATES VIRGIN ISLANDS — Financial Management, Budgeting and Controls — Financial Reporting.”

2004 Audit Report

The basic financial statements of the Government of the United States Virgin Islands as of and for the year
ended September 30, 2004, were audited by KPMG as stated in their report dated June 7, 2006, accompanying the
basic financial statements. KPMG did not audit the financial statements of Virgin Islands Public Finance Authority,
West Indian Company, Virgin Island Water and Power Authority, Tobacco Settlement Financing Corporation,
Virgin Islands Port Authority, Virgin Islands Housing Authority (VIHA), University of the Virgin Islands, Virgin
Islands Public Television System, Virgin Islands Lottery (VI Lottery), Virgin Islands Economic Development
Authority, Magens’ Bay Authority, Virgin Islands Government Hospital and Health Facilities Corporation (Roy L.
Schneider Hospital and Juan F. Luis Hospital and Medical Center), and the Virgin Islands Housing Finance
Authority (VIHFA). These financial statements were audited by other auditors whose reports thereon have been
furnished to KPMG, and their opinions, insofar as they relate to the amounts included in the basic financial
statements pertaining to such activities, funds, and component units indicated above, are based on the reports of the
other auditors. In addition, the scope of KPMG’s audit work was not sufficient to enable them to express, and they
did not express, an opinion on the business-type activities as of September 30, 2004, and the changes in financial
position for the year then ended, because of the matters discussed below:

o The basic financial statements included a receivable for unemployment insurance contributions in the
business-type activities of $1.1 million as of September 30, 2004. The basic financial statements of
September 30, 2003 did not include a receivable for unemployment insurance contributions in the business-
type activities due to inadequate records. The receivable for unemployment insurance contributions at
September 30, 2003, enters into the determination of revenue and change in net assets for the year ended
September 30, 2004. The Government’s records did not permit, nor was it practicable to extend their
auditing procedures sufficiently to determine the extent to which the revenue and change in net assets of the
business-type activities for the year ended September 30, 2004 may have been affected by this condition.

o The effects of the adjustments as might have been determined to be necessary, had the other auditors been
able to obtain sufficient audit evidence to determine whether capital assets of $45 thousand, net accounts
receivables of $887 thousand, due to the general fund of $4.5 million, and other liabilities of $115 thousand
in the financial statements of the VI Lottery were fairly stated.

U The basic financial statements did not include a liability for workers’ compensation claims, and the
Government’s records did not permit, nor was it practical for them to extend their auditing procedures
sufficiently to determine the extent by which the business-type activities may have been affected by this
condition.

Also, their auditors’ report for opinion units other than business-type activities, was qualified for the
following:

° The effects of not being able to determine the extent to which the expenses and change in net assets of the
governmental activities may have been affected by the exclusion of a liability for landfill closure and post-
closure costs in the beginning net assets because no calculation had been made.

U The effects of not being able to determine the extent to which the revenue, change in fund balance/net assets
of the general fund (a major fund) and the governmental activities may have been affected by the exclusion
of a receivable for corporate income taxes pertaining to tax year 2002 in the beginning net assets due to
inadequate records.

[ The effects of not being able to determine the extent to which the revenue, change in net assets, and cash
flows of the unemployment insurance fund (a major fund) may have been affected by the exclusion of a

receivable for unemployment insurance contributions in the beginning net assets due to inadequate records.

] The effects of the adjustments as might have been determined to be necessary, had the other auditors been
able to obtain sufficient audit evidence to determine whether capital assets and land held for sale, amounting
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to $67 million and $26 million in the financial statements of VIHA and VIHFA, respectively, were fairly
stated.

o The effects on the financial position of the aggregate remaining fund information and the respective changes
in financial position of (i) Employee’s Retirement System of the Government of the Virgin Islands (GERS)
not accruing contributions pursuant to the Early Retirement Act of 1994 and reporting its real estate
investment in the GERS complex related to the portion of the St. Thomas building held for lease at fair
value, and (ii) the adjustments as might have been determined to be necessary, had KPMG been able to
obtain satisfactory evidence with respect to the cash overdraft of GERS with the Department of Finance.

The auditors’ report contains an emphasis paragraph for the Government’s restatement of beginning net assets and
fund balances due to 1) the adoption of Governmental Accounting Standards Board Statement No. 39, Determining
Whether Organizations Are Component Units, effective October 1, 2003; 2) the reclassification of the PFA capital
projects fund as a major fund; and 3) the inclusion of the VI Lottery financial information.

2003 Audit Report

The basic financial statements of the Government as of and for the year ended September 30, 2003, were
audited by KPMG as stated in their report dated May 6, 2005, accompanying the basic financial statements. KPMG
did not audit the financial statements of Virgin Islands Public Finance Authority, West Indian Company, Virgin
Island Water and Power Authority, Tobacco Settlement Financing Corporation, Virgin Islands Port Authority,
Virgin Islands Housing Authority (VIHA), University of the Virgin Islands, Virgin Islands Public Television
System, Virgin Islands Economic Development Authority, Magens’ Bay Authority, Virgin Islands Government
Hospital and Health Facilities Corporation (Roy L. Schneider Hospital and Juan F. Luis Hospital and Medical
Center), and the Virgin Islands Housing Finance Authority (VIHFA). These financial statements were audited by
other auditors whose reports thereon have been furnished to KPMG, and their opinions, insofar as they relate to the
amounts included for the activities, funds, and component units indicated above, are based on the reports of the
other auditors. In addition, the scope of KPMG’s audit work was not sufficient to enable them to express, and they
did not express, an opinion on the business-type activities as of September 30, 2003, and the changes in financial
position for the year then ended, because of the matters discussed below:

e KPMG was unable to determine the extent to which the business-type activities may have been affected by the
exclusion of a receivable for unemployment insurance contributions due to inadequate records.

e The basic financial statements did not include the Virgin Islands Lottery, and the amount by which this
omission would affect the assets, liabilities, net assets, revenue, and expenses of the business-type activities was
not reasonably determinable.

e The basic financial statements did not include a liability for workers’ compensation claims, and the
Government’s records did not permit, nor was it practical for them to extend their auditing procedures
sufficiently to determine the extent by which the business-type activities may have been affected by this
condition.

Also, their auditors’ report, was qualified for the following:

e The effects of not maintaining accounting records for corporate income tax receivables related to tax year 2002
in the general fund and governmental activities and not recording a provision for landfill closure and
postclosure costs in governmental activities.

e The effects of not being able to determine the extent to which the unemployment insurance fund (a major fund)
may have been affected by the exclusion of a receivable for unemployment insurance contributions due to
inadequate records.

e The effects on the financial position of the aggregate discretely presented component units, and the respective
changes in financial position of VIHA not reporting an equity interest in a joint venture and the adjustments, if
any, as might have been determined to be necessary, had the other auditors been able to (i) satisfy themselves as
to the proprietary of the revenue and expenses of the VIHA reported in the statement of activities for the year
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ended September 30, 2003, and (ii) obtain sufficient audit evidence to determine whether capital assets and land
held for sale, amounted to $71 million and $25 million in the financial statements of VIHA and VIHFA,
respectively.

e The effects on the financial position of the aggregate remaining fund information and the respective changes in
financial position of GERS not accruing contributions pursuant to the Early Retirement Act of 1994 and the
adjustments, if any as might have been determined to be necessary, had KPMG been able to (i) obtain
satisfactory evidence with respect to the cash overdraft with and amounts due from the Department of Finance
and (ii) allocate the appreciation in real estate investments between this and prior years.

2002 Audit Report

The basic financial statements of the Government as of and for the year ended September 30, 2002, were
audited by KPMG as stated in their report dated April 23, 2004, accompanying the basic financial statements.
KPMG did not audit the financial statements of Virgin Islands Public Finance Authority, West Indian Company,
Tobacco Settlement Financing Corporation, Virgin Islands Port Authority, Virgin Islands Housing Authority
(VIHA), University of the Virgin Islands, Virgin Islands Public Television System, Virgin Islands Economic
Development Authority, Magens’ Bay Authority, Virgin Islands Government Hospital and Health Facilities
Corporation (Roy L. Schneider Hospital and Juan F. Luis Hospital and Medical Center), and the Virgin Islands
Housing Finance Authority (VIHFA). These financial statements were audited by other auditors whose reports
thereon have been furnished to KPMG, and their opinions, insofar as they relate to the amounts included for the
activities, funds, and component units indicated above, are based on the reports of the other auditors.

KPMG auditors’ report was qualified for the following:

e the effects of not maintaining accounting records for income tax receivables stated at $87 million nor recording
a receivable for gross receipts taxes in the general fund and governmental activities and not recording a
provision for landfill closure and postclosure costs in governmental activities, the respective financial position
of the governmental activities.

e the effects of the adjustments, if any, as might have been determined to be necessary had the Virgin Islands
Lottery (the Lottery) been audited for the business-type activities and had KPMG been able to examine
evidence regarding the receivable for unemployment insurance in the business-type activities, and the
unemployment insurance fund (a major fund).

e the effects on the financial position of the aggregate discretely presented component units, and the respective
changes in financial position of the adjustments, if any, as might have been determined to be necessary, had the
other auditors been able to: (i) satisfy themselves as to the propriety of certain transactions of the Virgin Islands
Government Hospital and Health Facilities Corporation (Roy L. Schneider Hospital) recorded in the statement
of net assets as of September 30, 2001, (ii) obtain sufficient audit evidence to determine whether capital assets
and land held for sale, amounting to $74 million and $25 million in the financial statements of VIHA and
VIHFA, respectively.

The auditors’ report contains an emphasis paragraph for the Government’s adoption of Governmental Accounting
Standard Board (GASB) Statement No. 34, Basic Financial Statements—and Management’s Discussion and
Analysis—for State and Local Governments, GASB Statement No. 35, Basic Financial Statements—and
Management’s Discussion and Analysis—for Public Colleges and Universities, GASB No. 37, Basic Financial
Statement—and Management’s Discussion and Analysis—for State and Local Governments: Omnibus, GASB
Statement No. 38, Certain Financial Statement Note Disclosures, and GASB Interpretation No. 6, Recognition and
Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial Statements, as of October 1,
2001.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

The accuracy of (a) the mathematical computations of the adequacy of the principal of and interest on the
Government Obligations to be held in the Escrow Fund to pay the principal or respective redemption prices, as
applicable, of the Refunded Bonds and interest thereon when due and (b) the mathematical computations supporting
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the conclusion that the Series 2006 Bonds are not “arbitrage bonds” under the Code will be verified by Causey
Demgen & Moore Inc., independent certified public accountants. Such verification will be based upon certain
information supplied to them by the Authority through the Underwriters.

LEGAL OPINIONS

Certain legal matters incident to the issuance of the Series 2006 Bonds are subject to the approving opinion
of Buchanan Ingersoll & Rooney PC, New York, New York, Bond Counsel. The approving opinion of Bond
Counsel, substantially in the form set forth in Appendix H hereto, is to be furnished upon delivery of the Series 2006
Bonds. Bond Counsel’s approving opinion does not express any opinion with respect to information in this Official
Statement. Certain legal matters will be passed upon for the Underwriter by its counsel, Duane Morris LLP, New
York, New York.

FINANCIAL ADVISOR

The Authority has retained Banc of America Securities LLC of New York, New York, as financial advisor
in connection with the issuance of the Series 2006 Bonds. Although Banc of America Securities LLC has assisted in
the preparation of this Official Statement, Banc of America Securities LLC is not obligated to undertake, and has not
undertaken to make, an independent verification or to assume responsibility for the accuracy, completeness, or
fairness of the information contained in this Official Statement.

CONTINUING DISCLOSURE; DISCLOSURE DISSEMINATION

Continuing Disclosure

The Authority and the Government have each covenanted, for the benefit of Bondowners, to provide
certain annual and quarterly financial information and operating data relating to the Authority and the Government,
respectively (collectively, the “CDA Reports”), and to provide notices of the occurrence of certain enumerated
events (the “Notices”). The CDA Reports and Notices will be provided to each nationally recognized municipal
securities information repository. The specific nature of the information to be contained in the CDA Reports or the
Notices is summarized in Appendices G-1 and G-2, respectively, “— Proposed Form of Continuing Disclosure
Agreement.” These covenants have been made in order to assist the Underwriter in complying with the Securities
and Exchange Commission Rule 15¢2-12 (the “Rule”).

As of the date hereof, the Government has not provided the required annual financial information on a
timely basis under its continuing disclosure certificate for the Series 1999A Bonds and the 2003 A Bonds, primarily
because the Government audits have not been updated in time. The Government and Authority have provided the
required quarterly financial information on a timely basis.

Disclosure Dissemination Agent

In order to provide certain continuing disclosure with respect to the Series 2006 Bonds in accordance with
the Rule, the Authority and the Government have each entered into a Disclosure Dissemination Agent Agreement
(the “Disclosure Dissemination Agreement”) for the benefit of the Bondowners with Digital Assurance
Certification, L.L.C. (“DAC”), under which the Authority and the Government have designated DAC as Disclosure
Dissemination Agent.

The Disclosure Dissemination Agent has only the duties specifically set forth in the Disclosure
Dissemination Agreement. The Disclosure Dissemination Agent’s obligation to deliver the information at the times
and with the contents described in the Disclosure Dissemination Agreement is limited to the extent the Authority
and the Government have provided such information to the Disclosure Dissemination Agent as required by the
applicable Disclosure Dissemination Agreement. The Disclosure Dissemination Agent has no duty with respect to
the content of any disclosures or notice made pursuant to the terms of the Disclosure Dissemination Agreement.
The Disclosure Dissemination Agent has no duty or obligation to review or verify any information in the Annual
Reports, Quarterly Reports, audited financial statements, notice of Notice Event or Voluntary Report (in each case
as such terms are defined in the Disclosure Dissemination Agreement), or any other information, disclosures or
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notices provided to it by the Authority or the Government and shall not be deemed to be acting in any fiduciary
capacity for the Authority, the Government, the Bondowners or any other party. The Disclosure Dissemination
Agent has no responsibility for the Authority’s or the Government’s failure to report to the Disclosure
Dissemination Agent a Notice Event or a duty to determine the materiality thereof. The Disclosure Dissemination
Agent shall have no duty to determine or liability for failing to determine whether the Authority or the Government
have complied with the Disclosure Dissemination Agreement. The Disclosure Dissemination Agent may
conclusively rely upon certifications of the Authority and the Government at all times.

RATINGS

Moody’s Investors Service (“Moody’s”) has assigned the Series 2006 Bonds a rating of “Aaa” and
Standard & Poor’s Rating Group (“S&P”) has assigned the Series 2006 Bonds a rating of “AAA”, both such ratings
being assigned with the understanding that upon delivery of the Series 2006 Bonds, a municipal bond insurance
policy will be delivered by Financial Guaranty Insurance Company, and Moody’s and S&P have assigned
underlying ratings of “Baa3” and “BBB+”, respectively to the 2006 Bonds. Such ratings reflect only the view of
Moody’s and S&P respectively, and any desired explanation of the significance of any of the above ratings should
be obtained from the applicable rating agency. Generally, a rating agency bases its rating on the information and
materials furnished to it and on investigations, studies and assumptions of its own. There is no assurance that either
rating will continue for any given period of time or that either rating will not be revised downward or withdrawn
entirely by the rating agency furnishing the same, if in the judgment of such rating agency, circumstances so
warrant. Any such downward revision or withdrawal of a rating may have an adverse effect on the market price of
the Series 2006 Bonds.

UNDERWRITING

The Series 2006 Bonds are being purchased by UBS Securities LLC (the “Underwriter”). The purchase
price payable by the Underwriter for the Series 2006 Bonds is $229,592,316.21. The Underwriter is obligated to
purchase all of the Series 2006 Bonds, if any are purchased, the obligation to make such purchase being subject to
certain terms and conditions set forth in the Purchase Contract by and between the Authority and the Underwriter,
the approval of certain legal matters by counsel and certain other conditions. The Underwriter will receive an
underwriting discount of $1,469,835.14 in connection with the underwriting of the Series 2006 Bonds.

The initial public offering price and other terms respecting the offering and sale of the Series 2006 Bonds
may be changed from time to time by the Underwriter after the Series 2006 Bonds are released for sale, and the
Series 2006 Bonds may be offered and sold at prices other than the initial offering price, including sales to certain
dealers (including dealers who may sell the Series 2006 Bonds into investment accounts, some of which may be
managed by the Underwriter) and certain dealer banks and banks acting as agents.

An affiliate of the Underwriter will be the 2006 Swap Provider under the 2006 Swap Agreement.

[remainder of page intentionally left blank]
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MISCELLANEOUS

In this Official Statement, any summaries or descriptions of provisions in the Indenture, the Series 2006
Loan Agreement, the Series 2006 Loan Note or the Special Escrow Agreement and all references to other materials
not purported to be quoted in full are only brief outlines of certain provisions thereof and do not constitute complete
statements of such documents or provisions. Reference is hereby made to the complete documents relating to such
matters for further information, copies of which may be obtained from the principal corporate trust office of the
Trustee.

Any statement in this Official Statement involving matters of estimates or opinion, whether or not
expressly so stated, are intended as such and not as representations of fact. This Official Statement is not to be
construed as a contract or agreement between the Authority and the owners or holders of, or of interests in, any of
the Series 2006 Bonds.

Financial and statistical information has been provided by the Authority and the Government, certain of its
agencies and instrumentalities and other sources deemed reliable by the Authority and the Government. The
Underwriter is not responsible for any of such information nor has the Underwriter independently verified such
information.

This Official Statement is submitted in connection with the sale of the Series 2006 Bonds and may not be
reproduced or used, as a whole or in part, for any other purpose. The execution and delivery of this Official
Statement has been duly authorized by the Authority.

VIRGIN ISLANDS PUBLIC FINANCE AUTHORITY

By: /s/ Kent E. Bernier, Sr.
Director of Finance and Administration

THE GOVERNMENT OF THE VIRGIN ISLANDS

By: /s/ Bernice A. Turnbull
Commissioner of Finance

Dated: September 19, 2006
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APPENDIX A
GLOSSARY OF CERTAIN DEFINED TERMS

Certain terms used in the Original Indenture, the Seventh Supplemental Indenture and the Series 2006 Loan
Agreement are defined below unless otherwise defined herein or the context clearly indicates otherwise. When and
if such terms are used in this Official Statement they shall have the meanings set forth below. Any capitalized term
used in this Official Statement regarding the Indenture and the Series 2006 Loan Agreement and not defined herein
shall have the meaning given such term by the Indenture and the Series 2006 Loan Agreement.

Account or Accounts means any account or accounts, as the case may be, established pursuant to
Section 5.01 of the Indenture.

Accreted Value means with respect to any Bond that is a Capital Appreciation Bond, for each authorized
denomination, an amount equal to the principal amount of such Capital Appreciation Bond (determined on the basis
of the initial offering price for such denomination at maturity thereof) plus the amount of earnings which would be
produced on the investment of such principal amount, assuming compounding (as set forth in the applicable
Supplemental Indenture) beginning on the dated date of such Capital Appreciation Bond and ending at the maturity
date thereof, at a yield which, if produced until maturity, will produce an amount equal to such denomination at
maturity. As of any Valuation Date, the Accreted Value of any Capital Appreciation Bond means the amount set
forth for such date in the applicable Supplemental Indenture authorizing such Bond and as of any date other than a
Valuation Date, the sum of (i) the Accreted Value on the preceding Valuation Date and (ii) the product of (1) a
fraction, the numerator of which is the number of days having elapsed from the preceding Valuation Date and the
denominator of which is the number of days from such preceding Valuation Date to the next succeeding Valuation
Date, using for such calculation 30 day months and a 360 day year and (2) the difference between the Accreted
Values for such Valuation Dates.

Act means, collectively, the Virgin Islands Revised Organic Act of 1954, as amended, 48 U.S.C.
Chapter 12, §§1541 through 1645 (West 1987), Title 29 of the Virgin Islands Code, and 1999 V.I. Act 6297 and
other applicable law, as the same may be amended from time to time.

Act of Bankruptcy, means (i) the entity under consideration shall have applied for or consented to the
appointment of a custodian, receiver, trustee or liquidator of all or substantially all of its assets; (ii) a custodian shall
have been appointed with or without consent of such entity; (iii) such entity has made a general assignment for the
benefit of creditors, or has filed a voluntary petition in bankruptcy, or a petition or an answer seeking reorganization
or an arrangement with creditors or to take advantage of any insolvency law; (iv) such entity has filed an answer
admitting the material allegations of a petition in any bankruptcy, reorganization or insolvency proceeding, or taken
any action for the purpose of effecting any of the foregoing; (v) a petition in bankruptcy shall have been filed against
such entity and shall not have been dismissed for a period of 60 consecutive days; (vi) an order for relief has been
entered under the Bankruptcy Code with respect to such entity; (vii) an order, judgment or decree shall have been
entered, without the application, approval or consent of such entity by any court of competent jurisdiction approving
a petition seeking reorganization of such entity or appointing a receiver, trustee, custodian or liquidator of such
entity or substantially all of its assets, and such order, judgment or decree shall have continued unstayed and in
effect for any period of 60 consecutive days; or (viii) such entity shall have suspended the transaction of its usual
business.

Additional Bonds means Bonds other than the Initial Series of Bonds.

Adjusted Debt Service Requirement means, for any period, as of any date of calculation, the aggregate
Debt Service on Outstanding Bonds or on Outstanding Bonds of a particular Series for such period taking into
account the following adjustments:

(1) With respect to Bonds that bear interest at a Variable Interest Rate, the aggregate Debt
Service thereon is determined as if each such Bond bore interest at the Certified Interest Rate; provided,
however, (1) if the Authority (A) enters into a Qualified Swap Agreement with a Swap Provider requiring



the Authority to pay a fixed interest rate on a notional amount, and (B) has made a determination that such
Qualified Swap Agreement was entered into for the purpose of providing substitute interest payments for a
particular maturity of Bonds in a principal amount equal to the notional amount of the Qualified Swap
Agreement, then during the term of such Qualified Swap Agreement and so long as the Swap Provider
under such Qualified Swap Agreement is not in default under such Qualified Swap Agreement, the interest
rate on such Bonds shall be determined as if such Bonds bore interest at the fixed interest rate payable by
the Authority under such Qualified Swap Agreement, and (2) if (A) Bonds of a specific maturity within a
Series bear interest at a Variable Interest Rate and Bonds which bear a Variable Interest Rate of another
Series with the same maturity are issued in an equal principal amount to the first such Series of Bonds of
the same maturity and (B) the Variable Interest Rate of the first Series of such Bonds varies inversely to the
Variable Interest Rate of the second Series of such Bonds of the same maturity so that the combined
interest rate for the aggregate principal amount of such Bonds of the same specific maturity for both such
Series is determined by the Authority to result in a combined fixed interest rate, then so long as the same
principal amount of each maturity of such Series of Bonds remain Outstanding, the aggregate Debt Service
thereon shall be determined as if all such Variable Rate Bonds of such Series and maturity bore interest at
the combined fixed interest rate so determined by the Authority with respect to such aggregate principal
amount of such Bonds.

(i1) With respect to Fixed Interest Rate Bonds, if the Authority (1) enters into a Qualified
Swap Agreement with a Swap Provider requiring the Authority to pay a variable interest rate on a notional
amount and (2) has made a determination that such Qualified Swap Agreement was entered into for the
purpose of providing substitute interest payments for a particular maturity of Bonds in a principal amount
equal to the notional amount of the Qualified Swap Agreement, then during the term of such Qualified
Swap Agreement and so long as the Swap Provider under such Qualified Swap Agreement is not in default
under such Qualified Swap Agreement the interest rate on such Bonds is determined as if such Bonds bore
interest at the Certified Interest Rate on the notional amount of such Bonds.

(iii) Except to the extent described in (iv) below, with respect to Bonds secured by a Credit
Facility, the aggregate Debt Service thereon shall be deemed to include any payments required to reimburse
the related Credit Provider (including any Debt Service Reserve Account Credit Provider), but shall not
include any amounts payable as principal of and interest and premium with respect to any reimbursement
obligation to such Credit Provider except and to the extent that such payments on such reimbursement
obligation are required to be made to the Credit Provider in excess of any corresponding Debt Service with
respect to such Bonds during such period.

(iv) With respect to Optional Tender Bonds, the aggregate Debt Service thereon shall not
include any amounts payable to a Credit Provider pursuant to any reimbursement obligation arising as the
result of the payment of any purchase price with respect to such Bonds on a Purchase Date except to the
extent that, and for any period during which, the Authority is obligated to reimburse the Credit Provider for
payments made by such Credit Provider directly or indirectly in satisfaction of any obligation to purchase
such Bonds on any Purchase Date following the application of any proceeds of any remarketing of such
Bonds.

(v) The aggregate Debt Service for any period on any Bonds shall not include (1) any interest
which is payable from Capitalized Interest which is to be transferred to the Debt Service Account for
payment of interest on such Bonds or (2) the amount of Debt Service on Bonds to be paid from amounts in
a Debt Service Reserve Account at the time of such computation for the period in question, but only if any
such amount described in (1) or (2) is available and is to be applied under the applicable Supplemental
Indenture to make interest payments on such Bonds when due.

(vi) If the Authority enters into a Qualified Swap Agreement with a Swap Provider requiring
the Authority to pay any amount in excess of the amount to be received by the Authority in connection
therewith for the period for which any calculation of Adjusted Debt Service Requirement is to be made
hereunder, then, to the extent not taken into account in (i) and (ii) above, the net amount of such payments
which may be required of the Authority (using the Certified Interest Rate or its equivalent for such purpose
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if such amount is subject to any variation and excluding any breakage fees or termination payments paid by
the Authority) shall be included in Adjusted Debt Service Requirements.

For purposes of this definition of Adjusted Debt Service Requirement, the principal and interest portions of the
Accreted Value of Capital Appreciation Bonds and the Appreciated Value of any Deferred Interest Bonds becoming
due at maturity or by virtue of Mandatory Sinking Fund Requirements shall be included in the calculation of accrued
and unpaid and accruing interest or principal installments on the date on which or for the period during which such
amounts become due and payable unless otherwise specified in the Supplemental Indenture authorizing such Capital
Appreciation Bonds or Deferred Interest Bonds.

Aggregate Debt Service for any period means, as of any date of calculation, the sum of the amounts of
Debt Service for such period with respect to the Bonds.

Annual Administrative Fee means the amount authorized to be transferred annually from the Expense
Account to the Authority to pay the Authority's expenses in accordance with the annual budget approved by the
Board of the Authority.

Annual Debt Service means, as of any date of calculation with respect to a specified Bond Year, Debt
Service plus any premium, if any, payable for the Bonds in the respective Bond Year.

Appreciated Value means with respect to any Bond that is a Deferred Interest Bond until the Interest
Commencement Date thereon, for each authorized denomination, an amount equal to the principal amount of such
Deferred Interest Bond (determined on the basis of the initial offering price for such denomination at the Interest
Commencement Date thereof plus the amount, of earnings which would be produced on the investment of such
principal amount, assuming compounding (as set forth in the applicable Supplemental Indenture) beginning on the
dated date of such Deferred Interest Bond and ending on the Interest Commencement Date, at a yield which, if
produced until the Interest Commencement Date, will produce an amount equal to such denomination at the Interest
Commencement Date. As of any Valuation Date, the Appreciated Value of any Bond that is a Deferred Interest
Bond means the amount set forth for such date in the Supplemental Indenture authorizing such Deferred Interest
Bond and as of any date other than a Valuation Date accruing for that period or due and payable on that date, the
sum of (i) the Appreciated Value on the preceding Valuation Date and (ii) the product of (1) a fraction, the
numerator of which is the number of days having elapsed from the preceding Valuation Date and the denominator of
which is the number of days from such preceding Valuation Date to the next succeeding Valuation Date, using for
such calculation 30 day months and a 360 day year, and (2) the difference between the Appreciated Values for such
Valuation Dates.

Approved Project means any public improvement or public undertaking authorized by act of the
Legislature of the Virgin Islands and by resolution of the Authority to be financed with the proceeds of Authority
Bonds.

Authority means the Virgin Islands Public Finance Authority, a body corporate and politic constituting a
public corporation and autonomous governmental instrumentality of the Government of the Virgin Islands, or, if
said Authority shall be abolished, any authority, board, body or officer succeeding to the principal functions thereof.

Authority Disclosure Dissemination Agreement means the Authority Disclosure Dissemination
Agreement by and between the Authority and DAC, dated as of September 1, 2006.

Authorized Officer means the Executive Director or Chairman of the Authority or any other person
authorized by the Authority to perform an act or sign a document on behalf of the Authority for purposes of the
Indenture or a Supplemental Indenture as set forth in a Supplemental Indenture or a certificate of the Authority
which has been delivered to the Trustee.

Available Revenues means the “available amounts” of the Government within the meaning of Treasury
Regulations Section 1.148-6(d) (iii) minus (a) an amount equal to 5% of the expenditures paid by the Government
from current revenues for the prior fiscal year of the Government and (b) amounts directed to the Series 1999A
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Bonds, the Working Capital Series 2003A Bonds or the Working Capital Series 2006 Bonds other than by virtue of
mandatory sinking fund redemption or scheduled amortization.

Bankruptcy Code means the United States Bankruptcy Reform Act of 1978, as amended, defined as Title
11 of the United States Code, as amended, or any substitute or replacement legislation.

Board means the Board of Directors of the Authority.

Bond or Bonds means any bond or bonds, as the case may be, issued pursuant to the Indenture or any
Supplemental Indenture, and may include notes, commercial paper, or other obligations.

Bond Counsel means an attorney or firm of attorneys of nationally recognized expertise in matters relating
to the issuance of obligations by states, territories and local governments and political subdivisions and
instrumentalities thereof.

Bond Insurance Policy means the municipal bond new issue insurance policy issued by the Bond Insurer
that guarantees payment of principal of and interest on the Series 2006 Bonds.

Bond Insurer means Financial Guaranty Insurance Company, a New York Stock insurance company, or
any successor thereto.

Bond Register means the register maintained by the Bond Registrar pursuant to Section 3.04 of the
Indenture.

Bond Registrar means the Trustee, any successor trustee or bond Registrar appointed as Bond Registrar
pursuant to Section 3.04 of the Indenture.

Bond Related Costs means (i) all costs, fees and expenses of the Authority incurred or reasonably related
to any Liquidity Facility, Credit Facility, any remarketing or other secondary market transactions and any Qualified
Swap Agreement (whether requiring the Authority to pay fixed or variable amounts and excluding breakage fees on
or termination payments under such Qualified Swap Agreements) that the Authority has determined was entered into
for the purposes of providing substitute interest payments for the maturity of the Bond, (ii) initial and acceptance
fees of any Fiduciary together with any fees of Bond Counsel, attorneys, feasibility consultants, engineers, financial
advisors, remarketing agents, rebate consultants, accountants and other advisors retained by the Authority in
connection with the Bond, and (iii) any other fees, charges and expenses that may be lawfully incurred by the
Authority relating to the Bond, including, without limitation, any obligation of the Authority to a Credit Provider for
the Bond to repay or reimburse any amounts paid by such Credit Provider due to payment under such Credit Facility
and any interest on such repayment obligation.

Bond Service Charges means for any applicable time period or date, principal of and premium, if any, and
interest payments due and the fees, expenses and costs of the Trustee, Bond Registrar and Paying Agent, if any, on
any of the Bonds accruing for that period or due and payable on that date. In determining Bond Service Charges
accruing for any period or due and payable on any date, Mandatory Sinking Fund Requirements accruing for that
period or due on that date shall be included together with any amount required to be paid for the replenishment of
any Debt Service Reserve Account.

Bond Year means a period of twelve (12) consecutive months beginning on October 2 in any calendar year
and ending on October 1 of the succeeding calendar year.

Bondowner, Holder, Owner or Registered Owner means the Person in whose name a Series 2006 Bond
is registered on the Bond Register.

Business Day means any day that is not a Saturday, Sunday or legal holiday in the United States Virgin
Islands or a day on which the Trustee, the Special Escrow Agent or banking institutions organized under the laws of
the United States Virgin Islands are legally authorized to close.
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Capital Appreciation Bonds means any Bonds as to which interest is payable only at the maturity or prior
redemption thereof for the purposes of (i) receiving payment of the Redemption Price, if any, of a Capital
Appreciation Bond that is redeemed prior to maturity, and (ii) computing the principal amount of Capital
Appreciation Bonds held by the Owner thereof in giving any notice, consent, request, or demand pursuant to the
applicable Supplemental Indenture for any purpose whatsoever, the Accreted Value of a Capital Appreciation Bonds
as of a specific date shall be deemed to be its principal amount as of such date.

Capitalized Interest means that portion of the proceeds of any Series of Bonds together with any available
earnings thereon that are intended to be used to pay interest due or to become due on any Bonds.

Capitalized Interest Subaccount means the subaccount by that name in the Debt Service Account
established by the Indenture and the applicable Supplemental Indenture.

Certified Interest Rate means a rate estimated and certified by the financial advisor to the Authority as the
rate that would be borne by a Variable Rate Bond if on the date of such certification such Bond was issued as a
Bond bearing interest at a fixed rate to its stated maturity.

Code means the Internal Revenue Code of 1986, as amended from time to time. Each reference to a Code
section herein shall be deemed to include the Treasury Regulations proposed or in effect thereunder and applicable
to the Bonds.

Collecting Agent means the Collecting Agent designated as such under the Collecting Agent Agreement.

Collecting Agent Agreement means the Collecting Agent Agreement, dated as of November 1, 1999, as
amended as of February 28, 2003, as further amended as of September 1, 2006, by and among the Government, the
Special Escrow Agent and the Collecting Agent, as the same may be supplemented, or amended from time to time.

Corporate Trust Office means the principal corporate trust office of the Trustee in which the corporate
trust business of the Trustee shall, at any particular time, be principally administered, which office is, at the date as
of which the Indenture is dated, located at except that, with respect to presentation of Bonds for payment or
registration of transfer and exchange and the location of the Bond Register, such term means the office or agency of
the Bond Registrar in said city at which at any particular time its corporate agency business shall be conducted,
which is, at the date as of which the Indenture is dated, is the same address as the corporate trust office as indicated
above.

Cost of Issuance means the items of expense payable or reimbursable directly or indirectly by the
Authority and related to the authorization, sale and issuance of Bonds which items of expense shall include without
limiting the generality of the foregoing: travel expenses; printing costs; costs of reproducing documents; computer
fees and expenses; filing and recording fees; initial fees and charges of the Trustee; initial fees and charges of Credit
Providers or other parties (including specifically providers of Bond insurance policies and surety policies) pursuant
to remarketing, indexing or similar agreements; discounts; legal fees and charges; auditing fees and expense;
financial advisor's fees and charges; costs of credit ratings; insurance premiums; fees and charges for execution,
transportation and safekeeping of Bonds; and other administrative or other costs of issuing, carrying and repaying
such Bonds and investing the proceeds thereof.

Cost of Issuance Account means the account of that name established by the Indenture.

Counsel's Opinion means an opinion signed by an attorney or firm of attorneys of recognized standing in
the field of law relating to municipal Bonds (who may be counsel to the Authority) selected by the Authority and
reasonably satisfactory to the Trustee.

Credit Agreement means any reimbursement agreement or similar instrument between the Authority (and,
if so drafted, the Trustee) and a Credit Provider with respect to a Credit Facility.



Credit Facility means a letter of credit, surety bond, liquidity facility, insurance policy or comparable
instrument furnished by a Credit Provider with respect to all or a specific portion of one or more Series of Bonds to
satisfy in whole or in part the Authority's obligation to maintain a Debt Service Reserve Requirement with respect
thereto or to secure (a) the payment of Debt Service (which may include the premium due on payment of a Bond) or
Bonds of a specified Series, or a specific portion thereof, (b) the payment of the purchase price (which may include
accrued interest to the date of purchase) of Bonds of a specified Series, or a specific portion thereof, on the
applicable purchase dates or tender dates, or (c) both the payment of Debt Service on a specified Series of Bonds, or
a specific portion thereof.

Credit Provider means the bank, insurance company, financial institution or other entity providing a
Credit Facility or Liquidity Facility pursuant to a Credit Agreement.

Credit Subaccount means a subaccount by that name in the Debt Service Account or Debt Service
Reserve Account established by the Indenture.

Cumulative Available Revenues means, as of any October 1, commencing with October 1, 2007, the sum
of (i) the Surplus Available Revenues as of such October 1 and (ii) the balance on deposit as of such October 1 in
each of the Restricted Moneys Sub-subaccount of the Series 1999A Redemption Subaccount, Series 2003A
Redemption Subaccount and the Series 2006 Redemption Subaccount.

Current Interest Bonds mean all Bonds which are not (a) Capital Appreciation Bonds or (b) prior to the
Interest Commencement Date, Deferred Interest Bonds.

DAC means Digital Assurance Certification L.L.C., as Disclosure Dissemination Agent under each of the
Authority Disclosure Dissemination Agreement and the Government Disclosure Dissemination Agreement.

Debt Service for any period means, as of any date of calculation and with respect to any Series of Bonds
then Outstanding, the scheduled principal (including mandatory Sinking Fund Installments) and interest payments
required to be made on such Series. For purposes of this definition, unless provided to the contrary in an applicable
Supplemental Indenture authorizing the issuance of Capital Appreciation Bonds and Deferred Interest Bonds, the
scheduled principal and interest portions of the Accreted Value of Capital Appreciation Bonds and the Appreciated
Value of Deferred Interest Bonds becoming due at maturity or by virtue of Mandatory Sinking Fund Installments
shall be included in the calculations of accrued and unpaid and accruing interest or principal payments in the year in
which such payments are required to be made.

Debt Service Account means the Account by such name established in the Indenture.

Debt Service Reserve Account means the Account by such name established in the Indenture.

Debt Service Reserve Account Credit Facility means a Credit Facility provided to satisfy all or any
portion of a Debt Service Reserve Requirement.

Debt Service Reserve Account Credit Provider means the Credit Provider of a Debt Service Reserve
Account Credit Facility.

Debt Service Reserve Requirement means, as of any date of calculation, an amount equal to the least of
(1) the greatest amount required in the then current or any future Bond Year to pay the sum of the interest on
Outstanding Bonds payable during such Bond Year, and the principal (including mandatory Sinking Fund
Installments) of Outstanding Bonds payable in such Bond Year, (ii) 125% of the average of the annual amounts
required in the then current and all future Bond Years to pay the sum of the interest on the Bonds Outstanding
payable during such Bond Years and the principal (including mandatory Sinking Fund Installments) of the
Outstanding Bonds payable in such Bond Years, and (iii) 10% of the original aggregate principal amount (net of
original issue discount) of the Bonds. The Debt Service Reserve Requirement may be satisfied by cash, Permitted
Investments or a Debt Service Reserve Account Credit Facility, or any combination thereof.
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Defeasance Securities means

(1) direct and general obligations of, or obligations which as to principal and interest are
unconditionally guaranteed as to full and timely payment by, the United States of America, to the payment of which
the full faith and credit of the United States of America is irrevocably and unconditionally pledged. The obligations
described in this paragraph are hereinafter called “United States Government Obligations,” and

(i1) pre-refunded municipal obligations meeting the following conditions:

(1) the municipal obligations (A) are not subject to redemption prior to maturity or (B) the
trustee has been given irrevocable instructions concerning their calling and redemption
and the issuer of such municipal obligations has covenanted not to redeem such
municipal obligations other than as set forth in such instructions;

2) the municipal obligations are secured by cash or non-callable United States Government
Obligations that may be applied only to interest, principal and premium payments of such
municipal obligations;

3) the principal of and interest on such United States Government Obligations (plus any
cash in the escrow fund) are sufficient to meet the liabilities of the municipal obligations;

@) the cash and United States Government Obligations serving as security for the municipal
obligations are held by an escrow agent or trustee; and

(5) the United States Government Obligations are not available to satisfy any other claims,
including those against the trustee or escrow agent.

Deferred Interest Bonds means any Bonds as to which accruing interest is not paid prior to the Interest
Commencement Date specified in the Supplemental Indenture authorizing such Series.

Depository or DTC means The Depository Trust Company, New York, New York, and its successors and

assigns.

Escrow Agent means The Bank of New York Trust Company, N.A., as escrow agent under the Escrow
Trust Agreement.

Escrow Fund means the Escrow Fund established by the Escrow Agreement.

Escrow Trust Agreement means the Escrow Trust Agreement dated as of September 1, 2006 among the
Authority, the Escrow Agent and the Government.

Expense Account means the Account by that name established by the Indenture.

Fiduciary or Fiduciaries means any bank or other organization acting in a fiduciary capacity with respect
to any Bonds whether as Trustee, Paying Agent, Bond Registrar, tender agent, escrow agent or any or all of them, as
may be appropriate.

First Supplemental Indenture means the First Supplemental Indenture of Trust, dated as of November 1,
1999, by and between the Authority and the Trustee, authorizing the issuance of and securing the Initial Series of
Bonds.

Fiscal Year means the Authority's fiscal year. which is presently October 1 to the following September 30.

Fitch means Fitch ICBA, Inc., or any successor thereof which qualifies as a Rating Agency hereunder,
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Fixed Interest Rate Bond means (i) a Bond, the interest rate on which is established (with no right to
vary) at the time of calculation at a single numerical rate for the remaining term of such Bond, or (ii) all of those
Bonds of a specific maturity described in clause (2)(A) and (B) of paragraph (i) of the definition of Adjusted Debt
Service Requirement herein.

Funds means those funds and accounts specified in Section 5.01 of the Indenture.

Government means the Government of the United States Virgin Islands.

Government Disclosure Dissemination Agreement means the Disclosure Dissemination Agreement by
and between the Government and DAC, dated as September 1, 2006.

Gross Receipts Taxes means the taxes imposed and the resulting tax revenues collected or/and to be
collected by the Government pursuant to the provisions of Title 33, Section 43 of the Virgin Islands Code (together
with all fines, interest, penalties and other charges assessed, imposed or otherwise payable in relation to such taxes
and revenues) during the period in which the principal amount of the Bonds, together with any interest payable
thereon, shall remain due and owing.

Holder shall have the same meaning as the term “Bondowner.”

Indenture means the Original Indenture and including the Seventh Supplemental Indenture of Trust, each
by and between the Authority and the Trustee and each of which may from time to time be amended or
supplemented in accordance with the terms thereof and hereof.

Independent Counsel means an attorney, or firm thereof., admitted to practice law before the highest court
of any state in the United States of America, the United States Virgin Islands or the District of Columbia and not an
employee on a full-time basis of either the Authority or the Trustee (but who or which may be regularly retained by
any one or more of them).

Independent Verification Analyst means a firm retained by the Authority to prepare the certificates
required by the Indenture in connection with the issuance of Additional Bonds.

Interest Commencement Date means, with respect to any particular Deferred Interest Bonds, the date
specified in the applicable Supplemental Indenture authorizing such Deferred Interest Bonds (which date must be
prior to the maturity date for such Deferred Interest Bonds), after which interest accruing on such Deferred Interest
Bonds shall be payable with the first such payment date being the applicable Interest Payment Date immediately
succeeding such Interest Commencement Date.

Interest Payment Date means each date specified in a Supplemental Indenture as a date for the payment of
interest to Owner of the Bond and, with respect to the Series 2006 Bonds, each April 1 and October 1.

Interest Payment Period with respect to any Bond, means, if prior to the first Interest Payment Date, the
period from but not including the date specified in each Supplemental Indenture as the date for commencement of
accrual of interest for such Bond and alter the first regularly scheduled Interest Payment Date means the period from
but not including a regularly scheduled Interest Payment Date, in each case to and including the next regularly
scheduled Interest Payment Date, provided that any Supplemental Indenture may adjust this definition with respect
to any Bond authorized to be issued thereunder in order to provide for the proper computation of or the timely
transfer of amounts payable with respect to interest borne by such Bond on any Interest Payment Date.

Interest Subaccount means the Subaccount by that name in the Debt Service Account established by the
Indenture and the applicable Supplemental Indenture.

Issue Date means, for Bonds of a particular Series, the date on which the Bonds of such Series are
delivered against payment therefor.
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Letter of Representation means the Letter of Representation from the Authority to the Depository in such
form as may be acceptable to the Authority and the Depository.

Loan Agreement means a loan agreement by and between the Authority and the Government, entered into
in connection with the issuance of one or more Series of Bonds pursuant to a Supplemental Indenture hereto, as the
same may from time to time be amended or supplemented in accordance with the terms thereof.

Loan Note or Loan Notes means the general obligation note or notes, as the case may be, of the
Government, executed and delivered to the Authority pursuant to a Loan Agreement in connection with the issuance
by the Authority of one Series or more of Bonds under the Indenture, each such note being in the principal amount
equal to the aggregate principal amount of the Series of Bonds to which it relates and being further secured by a
pledge by the Government of the Gross Receipts Taxes (other than the Required Annual Moderate Income Housing
Fund Deposit) on a parity basis with all other such notes.

Mandatory Sinking Fund Requirements means the principal amount of Term Bonds which are required
to be redeemed by mandatory sinking fund redemption, in the principal amounts at the prices and on the dates as set
forth in the applicable Supplemental Indenture.

Mandatory Tender Date means a date on which the Bond is required to be purchased by, or on behalf of,
the Authority as provided herein or in the Supplemental Indenture authorizing such Bond.

Memorandum of Understanding shall mean that Memorandum of Understanding between the
Government and the Department of the Interior, dated October 7, 1999, as amended October 28, 1999, whereby the
Government agrees to use its best efforts to undertake certain deficit reduction initiatives.

Monthly Transfer Requirement means the amount sufficient to fund in full all of the amounts specified
in Sections 5.04(a)(i) through (vi) of the Indenture which are to be transferred during such calendar month from the
Pledged Revenue Account to the various Accounts established under the Indenture.

Moody's means Moody's Investors Service, a corporation organized and existing under the laws of the
State of Delaware, its successors and assigns, and, if such corporation shall be dissolved or liquidated or shall no
longer perform the functions of a securities rating agency, Moody's shall be deemed to refer to any other nationally
recognized securities rating agency designated by the Authority, by notice to the Trustee.

Net Payments Reserve Account shall mean the Net Payments Reserve Account established pursuant to
Section 505 of the Seventh Supplemental Indenture.

Officer's Certificate means a certificate signed by an Authorized Officer.

Optional Tender Bonds means any Bonds which by their terms may be tendered by and at the option of,
or required to be tendered by, the Owner thereof for payment or purchase by the Authority or another party prior to
the stated maturity thereof, or the maturities of which may be extended by and at the option of the Owner thereof;
provided, however, that a Supplemental Indenture may expressly provide that specific Bonds are not “Optional
Tender Bonds” if, in the reasonable judgment of the Authority, the tender requirements of such Bonds are not of the
character intended to be included within this definition.

Original Indenture means the Indenture of Trust, dated as of November 1, 1999, between the Authority
and the Trustee, as heretofore amended by the First Supplemental Indenture of Trust, dated as of November 1, 1999,
by the Second Supplemental Indenture of Trust, dated as of February 28, 2003, by the Third Supplemental Indenture
of Trust, dated as of September 4, 2003, between the Authority, by the Fourth Supplemental Indenture of Trust,
dated as of December 1, 2003, as amended by the First Amendment to Fourth Supplemental Indenture of Trust, by
the Fifth Supplemental Indenture of Trust, dated as of September 7, 2005, and by the Sixth Supplemental Indenture
of Trust, dated as of August 31, 2006, each between the Authority and the Trustee .
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QOutstanding Bonds, Bonds Qutstanding and Bonds then Outstanding means as of the date of
determination, all Bonds theretofore issued and delivered under the Indenture as from time to time supplemented
except:

(1) Bonds theretofore canceled by the Trustee or Paying Agent or delivered to the Trustee or
Paying Agent canceled or for cancellation;

(i1) Bonds for which payment or redemption moneys or securities (as provided in Section
10.01 of the Original Indenture) shall have been theretofore deposited with the Trustee or Paying Agent in
trust for the Owners of such Bonds; provided, however, that if such Bonds are to be redeemed, notice of
such redemption shall have been duly given pursuant to this Indenture or irrevocable action shall have been
taken to call such Bonds for redemption at a stated redemption date;

(iii) Bonds in exchange for or in lieu of which other Bonds shall have been issued and
delivered pursuant to the Indenture; and

(iv) Optional Tender Bonds deemed tendered in accordance with the provisions of the
Supplemental Indenture authorizing such Bonds on the applicable tender, adjustment or conversion date, if
interest thereon shall have been paid through such applicable date and the purchase price thereof shall have
been paid or amounts are available for such payments as provided therein (but not if held for reoffering).

In determining requisite percentages of the Owners of aggregate principal amount of Bonds Outstanding
for the purposes of direction, consent, approval or waiver under the terms and provision of this Indenture and any
Supplemental Indenture: (1) the aggregate “principal amount” of any Bonds that are Capital Appreciation Bonds
shall be determined by their Accreted Value as of the date of such determination, and (2) the aggregate “principal
amount” of any Bonds that are Deferred Interest Bonds shall be determined by their Appreciated Value as of the
date of such determination and provided, however, that in determining whether the Owners of the requisite principal
amount of Outstanding Bonds have given any request, demand, authorization, direction, notice, consent or waiver
hereunder, Bonds owned by the Authority shall be disregarded and deemed not to be Outstanding Bonds, except that
in determining whether the Trustee shall be protected in relying upon any such request, demand, authorization,
direction, notice, consent, or waiver, only Bonds which the Trustee knows to be so owned shall be disregarded.

Each Supplemental Indenture may further specify the conditions under which a Credit Provider will be
deemed the Owner of Outstanding Bonds for purposes of consents hereto.

Owner or Bondowner, or any similar term, means any Person who shall be the registered owner of any

Bond.

Parity Indebtedness shall have the meaning set forth in Section 7(c) of the Series 2006 Loan Agreement.

Participants means those broker-dealers, banks and other financial institutions from time to time for which
the Depository holds Bonds as securities depository.

Paying Agent means any commercial bank or trust company organized under the laws of the United States
Virgin Islands, any state of the United States, or the United States of America, or any national banking association
designated as paying agent for the Bond, and its successor or successors hereafter appointed in the manner provided
in the Indenture or a Supplemental Indenture.

Payment Default shall mean both a default by the Authority to pay when due the principal of, or interest
on, the Series 2006 Bonds and a payment default by the Bond Insurer under the Bond Insurance Policy.

Permitted Investments means any of the following securities, if and to the extent the same are at the time
legal for the investment of funds held under the Indenture:
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(i) direct obligations of the United States or obligations guaranteed as to principal and
interest by the United States;

(ii) general obligations of any state, territory, possession or commonwealth of the United
States with a rating at the time of purchase in either of the two highest Rating Categories as designated by
any Rating Agency;

(iii) prerefunded obligations of any state, territory, possession or Commonwealth of the
United States or political subdivision thereof secured by cash or obligations listed in subsection (i) above,
with a rating at the time of purchase in the highest Rating Category as designated by any Rating Agency;

(iv) obligations issued, or the principal of and interest on which are unconditionally
guaranteed, by any agency or instrumentality of or a corporation wholly owned by the United States with a
rating at the time of purchase in one of the two highest Rating Categories as designated by any Rating
Agency;

v) repurchase agreements with banks, savings and loan associations or trust companies
organized under the laws of the United States Virgin Islands, the United States, or any state, territory,
possession or commonwealth of the United States, provided, however, that any such bank, savings and loan
association or trust company shall have a combined capital and surplus at least equal to $200,000,000 and,
further provided that (1) such agreements are fully secured by obligations set forth in (i), (ii), and (iii)
above; (2) such collateral is not subject to liens or claims of third parties; (3) such collateral has a market
value at least equal to 102% of the amount invested and is held by the Trustee or its agent or, in the case of
uncertificated securities, are registered in the name of the Trustee as pledgee; (4) the Trustee has a valid
security interest in such collateral and (5) such agreement shall provide that the failure to maintain such
collateral at the level required by clause (3) for a period of 10 days will require the Trustee or its agents to
liquidate the investments;

(vi) investment agreements, guaranteed investment contracts or similar funding agreements
issued by insurance companies or other financial institutions, including without limitation broker/dealers or
subsidiaries thereof; provided that (1) such agreements are fully secured by obligations set forth in (i), (ii)
and (iii) above; (2) such collateral is not subject to liens or claims of third parties; (3) such collateral has a
market value at least equal to 102% of the amount invested and is held by the Trustee or its agent or, in the
case of uncertificated securities, are registered in the name of the Trustee as pledgee; (4) the Trustee has a
valid security interest in such collateral and (5) such agreement shall provide that the failure to maintain
such collateral at the level required by clause (3) for a period of 10 days will require the Trustee or its
agents to liquidate the investments;

(vii) U.S. dollar denominated bankers' acceptances with domestic commercial banks which
have a rating on their short-term certificates of deposit on the date of purchase in the highest short-term
rating category by a national rating agency and maturing no more than 360 days after the date of purchase.
(Ratings on holding companies are not considered as the rating of the bank); and

(viii)  Certificates of deposit with domestic commercial banks which have a rating on their
short-term certificates of deposit on the date of purchase in the highest short-term rating category by a
national rating agency and maturing no more than 360 days after the date of purchase. Certificates of
deposit will be placed directly with depository institutions and (1) secured by obligations set forth in (i), (ii)
and (iii) above; (2) such collateral is not subject to liens of claims of third parties; (3) such collateral has a
market value at least equal to 102% of the amount invested and is held by the Trustee or its agent or, in the
case of uncertificated securities, are registered in the name of the Trustee as pledgee; (4) the Trustee has a
valid security interest in such collateral and (5) such agreement shall provide that the failure to maintain
such collateral at the level required by clause (3) for a period of 10 days will require the Trustee or its
agents to liquidate the investments; and

(ix) Investments in a money market fund rated in the two highest rating categories including
money market funds sponsored by the Authority; and
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x) Commercial Paper issued by U.S. Corporations which is rated at the time of purchase in
the highest short-term rating category by a national rating agency and which matures not more than 270
days after the date of purchase.

Any such Permitted Investment may be purchased or sold by, from or through the Authority or the Trustee.
The Authority will not direct the Trustee to hold investments described in (vi), (vii) and (ix) unless arrangements
satisfactory to the Trustee are in place to verify and monitor compliance with such provisions.

Person means an individual, a corporation, a partnership, an association, a joint stock company, a trust, any
unincorporated organization or a government or political subdivision thereof, or any other legal entity or groups of

legal entities.

Pledged Revenue Account means the Account by that name established by the Indenture.

Principal Installment means, as of any date of calculation and with respect to the Bond, so long as the
Bond thereof is Outstanding, (i) the principal amount of the Bond due on a certain future date, or (ii) the unsatisfied
balance of any Sinking Fund Installments due on a certain future date for the Bond.

Principal Payment Date means any date on which a Principal Installment is scheduled to become due on
the Bond whether by scheduled maturity or Mandatory Sinking Fund Requirements or otherwise.

Principal Subaccount means the subaccount by that name in the Debt Service Account established by the
Indenture and the applicable Supplemental Indenture.

Prior Bonds shall mean the Series 1999A Bonds maturing October 1, 2024 and October 1, 2029.
Project Account means the Account of that name established by the Indenture.

Proportionate Basis means, when used with respect to the redemption of the Bonds of a specific series,
that the aggregate principal amount of such Bonds of each maturity of such Series to be redeemed shall be
determined as nearly as practicable by multiplying the total amount of funds available for redemption by the ratio
which the principal amount Outstanding of such maturity to be redeemed bears to the principal amount of all Bonds
of that Series then Outstanding; provided that if the amount available for redemption of Bonds of any maturity is
insufficient to redeem a multiple of the minimum authorized denomination of such maturity, such amount shall be
applied to the redemption of the highest possible integral multiple of the minimum authorized denomination of such
maturity. For purposes of the foregoing, Term Bonds shall be deemed to mature in the years and in the amounts of
the Mandatory Sinking Fund Requirements set forth in the applicable Supplemental Indenture. Any Bonds
purchased with moneys which would otherwise be applied to redemption on a Proportionate Basis on the next
succeeding Payment Date shall be taken into account in determining Proportionate Basis with respect to such
redemption. When used with respect to the purchase of Bonds, Proportionate Basis shall have the same meaning as
set forth above, substituting “purchase” for “redemption,” and “purchased” for “redeemed.”

Purchase Date means the date on which any Outstanding Bonds are purchased pursuant to this Indenture
or any applicable Supplemental Indenture.

Qualified Swap Agreement means (i) an agreement between the Authority and a Swap Provider under
which the Authority agrees to pay the Swap Provider an amount calculated at an agreed-upon rate or index based
upon a notional amount and the Swap Provider agrees to pay the Authority for a specific period of time an amount
calculated at an agreed-upon rate or index based upon such notional amount, where the Swap Provider, or the Person
who guarantees the obligation of the Swap Provider to make its payments to the Authority, has unsecured
obligations rated, as of the date the swap agreement is entered into, in one of the three highest applicable Rating
Categories by each Rating Agency then rating such Swap Provider or other Person who guarantees such obligation,
or shall provide collateral to the Trustee with a market value maintained at levels and upon such conditions as would
be acceptable to each such Rating Agency to maintain a rating on such swap agreement in one of the three highest
applicable Rating Categories, or (ii) an option with respect to any agreement described in clause (i) above.




Rating Agency or Rating Agencies means one or more of Moody's, S&P or Fitch or any successor or
comparable nationally recognized securities rating agency which shall be maintaining a rating on any Series of
Bonds.

Rating Category means a generic securities rating category, without regard to any refinement or gradation
of such rating category by a numerical modifier or otherwise.

Rebate Account means the Rebate Account established in and maintained pursuant to the Indenture and
the applicable Supplemental Indenture.

Rebate Amount Certificate shall have the meaning set forth in Section 703.

Rebate Requirement means the amount required to be paid to the United States Treasury pursuant to
Section 148(f) of the Code.

Record Date means with respect to an Interest Payment Date for the Bonds, unless otherwise provided by
any Supplemental Indenture, the fifteenth day (or if such day shall not be a Business Day, the preceding Business
Day) next preceding such Interest Payment Date.

Redemption Price means with respect to any Bond, the principal amount of such Bond plus the applicable
premium, if any, payable upon redemption thereof pursuant to such Bond, this Indenture or the applicable
Supplemental Indenture of the Indenture.

Redemption Subaccount means the subaccount by that name in the Debt Service Account established
pursuant to the Indenture.

Registered Owner shall have the same meaning as the term “Bondowner.”

Related Agreements or Related Documents means any Credit Facility, Credit Agreement or Pledge
Agreement related to a Series of Bonds or a specific portion thereof, including security agreements or instruments
heretofore or hereafter made for the benefit and with the consent of the Trustee or a Credit Provider as creditor to
secure payment of any such Series of Bonds or a specific portion thereof, and shall not include documents,
agreements or other items entered into only for the purposes of a different Series of Bonds or a specific portion or
any amount due to a Credit Provider; but excluding the Indenture and all Supplemental Indentures; provided, that
the term “Related Agreements” or “Related Documents,” when used in relation to such Series of Bonds or a specific
portion thereof, shall include only such Related Agreements or Related Documents as have been entered into for
such Series of Bonds or a specific portion thereof.

Required Annual Moderate Income Housing Fund Deposit means the first $250,000 of Gross Receipts
Taxes collected during each fiscal year of the Government which are required, pursuant to Title 33, Section

3027(a)(3) of the Virgin Islands Code, to be deposited in the Moderate Income Housing Fund of the Government,
which amount shall not be subject to the liens granted by the Special Escrow Agreement and the Loan Agreement in
the Gross Receipts Taxes.

Restricted Moneys Sub-subaccount shall mean the Restricted Moneys Sub-subaccount of the Series 2006
Redemption Account established in Section 501 of the Seventh Supplemental Indenture.

Revenues means (i) the Gross Receipts Taxes (other than the Required Annual Moderate Income Housing
Fund Deposit), any Substitute Revenues, any other amounts required to be paid by or on behalf of the Government
to or for the benefit of the Authority under any Loan Agreement and any other proceeds and collections from any
Loan Notes, including investment proceeds, deposited in the Pledged Revenue Account, including any investment
earnings earned thereon, and (ii) any proceeds which arise with respect to any disposition of the Trust Estate. = Any
net payment which the Authority receives with respect to a Qualified Swap Agreement shall be deemed to be
“Revenues” and shall be deposited into the Pledged Revenue Account.

A-13



S&P means Standard & Poor's Ratings Group, a division of McGraw-Hill, Inc., a corporation organized
and existing under the laws of the State of New York, its successors and assigns, and, if such corporation shall be
dissolved or liquidated or shall no longer perform the functions of a securities rating agency, “S&P” shall be deemed
to refer to any other nationally recognized securities rating agency designated by the Authority, by notice to the
Trustee.

SLGS means United States Treasury Obligations, State and Local Government Series, as provided for in
the United States Treasury Regulations 31 CFR 344.

Securities Depository means, initially, The Depository Trust Company, New York, New York, and its
successors and assigns, and any successor Securities Depository appointed pursuant to Section 204.

Series 2006 Bonds shall mean the Authority's $ Revenue Bonds, (Virgin Islands Gross Receipts
Taxes Loan Note), Series 2006 authorized to be issued pursuant to the Seventh Supplemental Indenture.

Series 2006 Bonds Net Payments Sub-subaccount shall mean the Series 2006 Bonds Net Payments Sub-
subaccount established in Section 501 of the Seventh Supplemental Indenture.

Series 2006 Capital Project shall mean the capital projects to be financed with the proceeds of the Series
2006 Bonds.

Series 2006 Cost of Issuance Subaccount shall mean the Series 2006 Cost of Issuance Subaccount of the
Cost of Issuance Account established in Section 502 of the Seventh Supplemental Indenture.

Series 2006 Expense Subaccount shall mean the Series 2006 Expense Subaccount of the Debt Service
Account established pursuant to Section 501 of the Seventh Supplemental Indenture.

Series 2006 Financing Documents means, collectively, the Indenture, the Seventh Supplemental
Indenture, the Series 2006 Loan Agreement, the Series 2006 Loan Note, the Escrow Trust Agreement, the Series
2006 Swap Agreement, the Special Escrow Agreement, the Collecting Agent Agreement, Authority Continuing
Disclosure Certificate, the Government Continuing Disclosure Certificate, the Authority Disclosure Dissemination
Agreement and the Government Disclosure Dissemination Agreement.

Series 2006 Interest Subaccount shall mean the Series 2006 Interest Subaccount of the Debt Service
Account established pursuant to Section 501(a) of the Seventh Supplemental Indenture.

Series 2006 Loan Agreement means the Loan Agreement, dated as of September 1, 2006, by and among
the Government, the Authority and the Trustee, entered into in connection with the issuance of the Series 2006
Bonds.

Series 2006 Loan Note means the Government's $ principal amount 2006 Gross Receipts
Taxes Loan Note, executed and delivered to the Authority pursuant to the Series 2006 Loan Agreement.

Series 2006 Principal Subaccount shall mean the Series 2006 Principal Subaccount of the Debt Service
Account established pursuant to Section 501(a) of the Seventh Supplemental Indenture.

Series 2006 Project Subaccount shall mean the Series 2006 Project Subaccount established pursuant to
Section 701 of the Seventh Supplemental Indenture.

Series 2006 Rebate Subaccount shall mean the Series 2006 Rebate Subaccount established pursuant to
Section 701 of the Seventh Supplemental Indenture.

Series 2006 Redemption Subaccount shall mean the Series 2006 Redemption Subaccount of the Debt
Service Account established pursuant to Section 501 of the Seventh Supplemental Indenture.




Series 2006 Swap Agreement shall mean that certain ISDA Master Agreement between the Authority and
UBS AG dated as of September 19, 2006, together with the Schedule dated as of September 19, 2006, the
Confirmation dated September 19, 2006 and the Credit Support Annex relating to the Series 2006 Bonds.

Series 2006 Swap Agreement Net Payments shall mean any and all regularly scheduled payments (net of
regularly scheduled payments of the Series 2006 Swap Provider to the Authority) that the Authority is obligated to
pay the Series 2006 Swap Provider under the Series 2006 Swap Agreement.

Series 2006 Swap Agreement Termination Payments shall mean all payments that the Authority is
obligated to pay the Series 2006 Swap Provider upon the termination of the Series 2006 Swap Agreement.

Series 2006 Swap Provider shall mean UBS AG or any permitted successor or assignee thereto.

Series 1999A Bonds means the Authority's $299,880,000 original principal amount of Revenue Bonds,
Series 1999A (Virgin Islands Gross Receipts Taxes Loan Note), issued pursuant to the First Supplemental Indenture.

Seventh Supplemental Indenture shall mean the Seventh Supplemental Indenture of Trust, dated as of
September 1, 2006, between the Authority and the Trustee, which supplements and amends the Original Indenture.

Sinking Fund Installment means, with respect to any Series of Bonds, an amount so designated which is
established pursuant to the Supplemental Indenture authorizing such Series of Bonds.

Special Escrow Account means the Special Escrow Account established under the Special Escrow
Agreement.

Special Escrow Agent means The Bank of New York Trust Company, N.A., the special escrow agent
under the Special Escrow Agreement, or any successor thereto.

Special Escrow Agreement means the Special Escrow Agreement dated as of November 1, 1999, as
amended as of February 28, 2003, and as further amended as of September 1, 2006, by and among the Authority, the
Special Escrow Agent and the Government, as the same may be supplemented or amended from time to time.

Special Record Date means if the Authority shall be in default in payment of principal or interest due, a
special Record Date for the payment of such defaulted principal or interest established by notice mailed by the
Trustee on behalf of the Authority; notice of such Special Record Date shall be mailed not less than 10 days
preceding such Special Record Date, to the owner at the close of business on the fifth Business Day preceding the
date of mailing.

Subaccount or Subaccounts means any subaccount or subaccounts, as the case may be established in an
Account pursuant to the Indenture or in a Supplemental Indenture authorizing a Series of Bonds hereunder.

Substitute Revenues means any taxes or other revenues collected or to be collected by the Government as
may hereafter be pledged by the Government pursuant to any Loan Agreement as additional or substitute security
for the repayment of any Loan Notes.

Supplemental Indenture means any indenture amending or supplementing the Indenture in accordance
with the terms hereof.

Surplus Account means the Surplus Account established in Section 5.01 of the Indenture.

Surplus Available Revenues means as of any October 1, commencing with October 1, 2007, the
“available amounts” of the Government within the meaning of Treasury Regulations Section 1.148-6(d)(3)(iii)
(including, specifically all amounts available to the Government for expenditure for payment of working capital
expenditures, including cash or investments and other amounts held in accounts or otherwise by the Government or
any related party as defined in Section 1.150-1 of the Treasury Regulations if those amounts may be used for




working capital expenditures without legislative or judicial action and without a legislative, judicial or contractual
requirement that those amounts be reimbursed). Surplus Available Revenues shall not include (a) sale proceeds of
the Series 2006 Bonds, and (b) an amount equal to 5% of the expenditures paid by the Government from current
revenues for the prior fiscal year of the Government.

Swap Provider means the counter party with whom the Authority enters into a Qualified Swap Agreement.

Tax Covenants means the covenants of the Authority expressed in or incorporated by reference in Article
VI of the Indenture, or in the corresponding section of a Supplemental Indenture providing for assurance of the
preservation of the tax-exempt status of the interest on a Series of Tax-Exempt Bonds.

Tax-Exempt Bonds means Bonds issued pursuant to the Indenture for which the Authority receives, on the
date of the closing therefor, an opinion of Bond Counsel to the effect that interest on such Bonds is excludable from
the gross income of the owners thereof for federal income lax purposes under section 103 of the Code.

Tax Opinion means, with respect to any action requiring such an opinion hereunder, a Counsel's Opinion
to the effect that such action, of itself, will not adversely affect the exclusion of interest on any Series of Tax-
Exempt Bonds from gross income for federal income tax purposes.

Tax Regulatory Agreement means the tax certificates and agreements between the Authority and the
Government of the Virgin Islands dated as of the date the Bonds are issued, as amended from time to time, relating
to the requirements of Sections 148 and 103 of the Code for exemption of interest on the Tax-Exempt Bonds from
federal income tax.

Taxable Bonds means any Bonds which are not Tax-Exempt Bonds on the date of original issue thereof.

Term Bonds means Bonds which are designated in a Supplemental Indenture as subject to scheduled
Mandatory Sinking Fund Requirements prior to maturity.

Treasury Regulations means all final, temporary or proposed Income Tax Regulations issued or amended
with respect to the Code by the Treasury or Internal Revenue Service and applicable to the Bonds. Any reference to
a section of the Treasury Regulations shall also refer to any successor provision to such section hereafter
promulgated by the Internal Revenue Service pursuant to the Code and applicable to the Bonds.

Trust Estate means the Revenues and the rights to receive the same, the tangible and intangible properties,
rights and other assets described in the Granting Clauses of the Indenture as from time to time supplemented, and,
with respect to a specific Series of Bonds or specific Bonds within a Series, such funds, rights, properties and assets
pledged to secure such Series of Bonds or specific Bonds within a Series pursuant to a Supplemental Indenture.

Trustee means The Bank of New York Trust Company, N.A. (as successor to the Bank of New York), a
national association, designated as trustee under the Indenture, and its successor or successors hereafter appointed in

the manner provided in the Indenture.

2003 Swap Agreement shall mean the Swap Agreement as defined in the Second Supplemental Indenture.

Valuation Date means with respect to any Bonds that are Capital Appreciation Bonds or Deferred Interest
Bonds, the date or dates set forth as such in the Supplemental Indenture authorizing such Bonds on which specific
Accreted Values or Appreciated Values, respectively, are assigned to such Bonds.

Variable Interest Rate means a variable interest rate or rates to be borne by the Bond. The method of
commuting such variable interest rate shall be specified in the Supplemental Indenture authorizing such Bonds or
Related Agreements approved thereby.

Variable Rate Bonds means any Bond that bears interest at a rate which is not established at the time of
calculation at a single numerical rate for the remaining term of such Bond.
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Working Capital Series 2006 Bonds means the Series 2006 Bonds, the proceeds of which are allocated to
the refunding of the Prior Bonds.

Written Order means a written direction of the Authority to the Trustee signed by an Authorized Officer.
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APPENDIX B

SUMMARY OF CERTAIN PROVISIONS OF THE ORIGINAL INDENTURE
AND THE SEVENTH SUPPLEMENTAL INDENTURE

THE ORIGINAL INDENTURE

The following is a summary of certain provisions of the Original Indenture. Such summary does not
purport to be complete or definitive and reference is made to the Indenture for a full and complete statement of the
terms and provisions and for the definition of capitalized terms used in this summary and not otherwise defined
under APPENDIX A — “Glossary of Certain Defined Terms.”

Pledge of Revenues. The Bonds shall be special, limited obligations of the Authority payable as to the
principal or Redemption Price, if any, and interest thereon, in accordance with their terms and the terms and
provisions of the Indenture solely from Revenues, and secured by a lien on and security interest in the Trust Estate,
subject only to the provisions of the Indenture permitting the application thereof for the purposes and on the terms
and conditions set forth in the Indenture. The Authority has no taxing power and its debts are not debts of the
United States Virgin Islands or any political subdivision of the United States Virgin Islands. No holder of the Bonds
shall have the right to compel any exercise of the taxing power of the United States Virgin Islands to pay the
principal of or interest on the Bonds.

Authorization of Bonds. The Indenture authorizes Bonds of the Authority to be issued and designated as
“Refunding Bonds (Virgin Islands Gross Receipts Taxes Loan Note)” or “Revenue Bonds (Virgin Islands Gross
Receipts Taxes Loan Note)” or “Revenue and Refunding Bonds (Virgin Islands Gross Receipts Taxes Loan Note),”
as applicable. The aggregate principal amount of the Bonds under the Indenture and Supplemental Indenture is not
limited except as provided in the Indenture, the Act, or as may be limited by law.

Sinking Fund Redemption; Purchase. The Bonds of any Series issued pursuant to the Indenture may be
subject to optional, mandatory or extraordinary redemption or prepayment on a scheduled or other basis, provided
that the Mandatory Sinking Fund Requirements of Bonds or a particular Series and maturity shall be reduced to the
extent the Bonds of that Series and maturity have been optionally or mandatorily redeemed prior to or on the date
scheduled for payment of the specified principal amount and at the Redemption Prices specified in the applicable
Supplemental Indenture.

Additional Bonds; Other Revenue Obligations. All of the Bonds issued under a Supplemental Indenture
shall collectively be a charge and lien upon the Trust Estate. Except as permitted by the Indenture, no obligations
payable from Revenues or secured by a lien of a superior or equal rank on the Trust Estate (except as to any Credit
Facility or Liquidity Facility which secures Bonds or a specific Series of Bonds) shall be issued under the Indenture.
If no Event of Default has occurred or will contemporaneously, the Authority may issue Additional Bonds pursuant
to a Supplemental Indenture.

Conditions to the Issuance of Additional Bonds:

(a) All Bonds shall be payable from Revenues and secured by a lien on the Trust Estate on a parity
basis with all Outstanding Bonds and any Additional Bonds that may be issued under the Indenture (except as to any
Credit Facility which secures only a specific Series of Bonds or specific Bonds of a Series) if the Trustee shall
receive:

(1) a certificate of the Authority that no Event of Default under the Indenture has occurred
and shall continue to exist immediately following the date of the Bonds to be issued; and

2) a certificate of an Independent Verification Analyst stating (i) (A) the actual amount of
Gross Receipts Taxes collected by the Government during each of the twenty-four (24) calendar months
immediately preceding the calendar month in which such Bonds are issued (the “Test Period”); (B) the actual
amount of Gross Receipts Taxes collected by the Government during any twelve (12) consecutive month period
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within the Test Period in which collections of Gross Receipts Taxes were the greatest; and (C) the average Gross
Receipts Taxes projected to be collected by the Government in the two Fiscal Years succeeding the issuance of such
Bonds; (ii) the maximum annual Adjusted Debt Service Requirement in the current or any subsequent Bond Year on
Outstanding Bonds after giving effect to the issuance of the proposed Additional Bonds; and (iii) (A) that the Gross
Receipts Taxes collected by the Government during the twelve consecutive calendar month period referred to in
(1)(B) above equaled or exceeded 150% of the amount of maximum Adjusted Debt Service Requirement on
Outstanding Bonds in the current or any subsequent Bond year after giving effect to the issuance of the proposed
Additional Bonds in the current or any subsequent Bond Year or (B) the average Gross Receipts Taxes projected to
be collected by the Government for the two Fiscal Years succeeding the issuance of the Bonds is projected to equal
or exceed 150% of the Adjusted Debt Service Requirement in the current or any subsequent Bond Year on
Outstanding Bonds and such Additional Bonds.

(b) For purposes of the certifications described in the Indenture there shall be excluded from the
Adjusted Debt Service Requirement any amounts otherwise due or to become due on Outstanding Bonds which are
to be refunded and will be no longer Outstanding as a result of the issuance of such Additional Bonds.

(©) Any, Supplemental Indenture that authorizes Bonds under this Section shall state the dollar
amount of the Debt Service Reserve Requirement, effective as of the date of issuance of such Additional Bonds, and
of the portion thereof, if any, to be funded out of the sale proceeds of such Series of Bonds and/or other moneys to
be delivered to the Trustee or on deposit with the Trustee.

(d) If the Bonds are subject to mandatory purchase or are to be purchased upon optional tender by the
Owners thereof, any amounts required to be segregated or set aside by the Authority to fulfill its purchase obligation
shall be deemed additional Adjusted Debt Service Requirements with respect to the related Series of Bonds in the
amounts and at the times such amounts are required to be so set aside.

(e) The conversion of Bonds that are Variable Rate Bonds to Fixed Interest Rate Bonds shall not be
treated as the issuance of Additional Bonds subject to the other requirements of this Section unless the interest rate
to be borne by such Bonds from and after the date of conversion will exceed the Certified Interest Rate taken into
account for the purposes of computing Adjusted Debt Service Requirements under Section 2.05(a) of the Indenture.

€3] Prior to the issuance of any Series of Bonds under the provisions of this Section, and as a
condition precedent thereto, the following documents and showings shall be executed and delivered:

(1) a Supplemental Indenture, executed by the Authority and the Trustee, providing for the
issuance of such Bonds and the terms and conditions thereof, and

(i1) an Authority certificate setting forth information sufficient to satisfy the Trustee that the
requirements of this Section have been fulfilled.

Refunding Bonds. Additional Bonds may be issued pursuant to the Indenture if and to the extent needed
to refund Outstanding Bonds, which refunding Additional Bonds may be on a parity with the Bonds that are being
refunded and are not required to satisfy the tests of issuance of Additional Bonds set forth in the Indenture, if the
aggregate Debt Service on the refunding Additional Bonds is equal to or less than the aggregate Debt Service on the
refunded Bonds; and provided further, that the Authority bas made provisions for the repayment of the Bonds to be
refunded.

Book-Entry System Only. The ownership of one or more fully registered Bond for each maturity of each
Series of Bonds shall be registered in the name of Cede and Company, as nominee for the Depository Trust
Company (“DTC”). Payments of interest on, principal of any premium on such Series of Bonds shall be made to the
account of the DTC on each payment date at the address indicated for the DTC in the Bond Register by transfer of
immediately available funds. DTC maintains a book-entry system for recording ownership interests of its
participants (the “Direct Participants™), and the ownership interests of a purchaser of a beneficial interest in the
Bonds (a “Beneficial Owner”) will be recorded through book entries on the records of the Direct Participants. With
respect to Bonds registered in the name of DTC, the Authority, the Trustee and any agent thereof shall have no
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responsibility or obligation to any Direct Participant or to any Beneficial Owner of such Bonds. DTC may
determine to discontinue providing its services with respect to the Bonds of a Series at any time by giving
reasonable written notice to the Authority, the Trustee and any tender agent for a Series of Bonds and discharging its
responsibilities with respect thereto under applicable law. In addition, the Authority, in its sole discretion and
without the consent of any other Person, may terminate, upon provision of notice to the Trustee and any tender agent
for a Series of Bonds, the services of the DTC with respect to a Series of Bonds if the Authority determines that the
continuation of the system of book entry-only transfers is not in the best interests of the Owners of the Bonds of the
Series or is burdensome to the Authority. The Authority may select a new Depository or discontinue the services of
a Depository and issue Bond certificates.

General Provisions. The Bonds shall be in minimum denominations of $5,000, or in integral multiples
thereof in the form set forth in the exhibit to the appropriate Supplemental Indenture. The Authority shall execute
the Bonds by the manual or facsimile signature of the Governor of the Virgin Islands with the seal or facsimile seal
of the Authority and attestation by the manual or facsimile signature of the Secretary of the Authority in accordance
with the provisions of the Indenture. The Bonds shall be transferable only upon the books of the Authority by the
Trustee. In all cases in which the privilege of exchanging Bonds or transferring registered Bonds is exercised, the
Authority shall execute and the Trustee shall authenticate and deliver bonds in accordance with, and subject to the
restrictions of, the Indenture. Neither the Authority nor the Trustee shall be required (a) to transfer or exchange
Bonds for a period beginning on tire Record Date next preceding an interest payment date for the Bonds and ending
on such interest payment date, or for a period for fifteen days next preceding the date (as determined by the Trustee)
of any selection of Bonds to be redeemed or thereafter until after the mailing of any notice of redemption; or (b) to
transfer or exchange any Bonds called or tendered for redemption, in whole or in part.

Exchanges and Transfer of Bonds. The Indenture provides when a Bond is exchanged or transferred, the
Authority shall execute and the Trustee shall authenticate and deliver Bonds in accordance with the provisions of the
Indenture. Bonds surrendered for exchange or transfer shall be canceled by the Trustee. The Authority may only
make a charge sufficient to reimburse itself for any tax or other governmental charge required to be paid with
respect to such exchange or transfer. The Indenture provides specific time periods when the Authority and the
Trustee cannot be required to transfer or exchange Bonds.

Redemption. Bonds subject to mandatory, optional or extraordinary redemption prior to maturity pursuant
to any Supplemental Indenture shall be redeemable, upon notice, at such times, at such Redemption Prices and upon
such terms in addition to the terms contained in the Indenture as may be specified in any Supplemental Indenture.
At the election or direction of the Authority, the Board shall notify the Trustee of the Authority's decision to redeem
and of the particulars of the redemption. If less than all of the Bonds of like maturity of any Series shall be called
for prior redemption, the Trustee shall randomly select the particular Bonds or portions of the Bonds to be
redeemed.

Notice of Redemption. When the Trustee shall receive notice from the Board, acting on behalf of the
Authority, of its election or direction to redeem Bonds pursuant to the Indenture, and when redemption of Bonds is
required or authorized pursuant to the Indenture, the Trustee shall give notice, in the name of the Authority, of the
redemption of such Bonds, which notice shall specify the Series and maturities of the Bonds to be redeemed, the
redemption date and the place or places where amounts due upon such redemption will be payable and, if less than
all of the Bonds of any like Series and maturity are to be redeemed, the letters and numbers or other distinguishing
marks of such Bonds to be so redeemed, and, in the case of Bonds to be redeemed in part only, such notice shall also
specify the respective portions of the principal amount thereof to be redeemed. Such notice shall further state that
on such date there shall become due and payable upon each Bond to be redeemed the Redemption Price thereof, or
the Redemption Price of the specified portions of the principal thereof in the case of Bonds to be redeemed in part
only, together with interest accrued to the redemption date, and that from and after such date interest thereon shall
cease to accrue and be payable. Such notice shall be mailed by the Trustee by first class mail, postage prepaid, not
more than 60 days nor less than 30 days before the redemption date, to each of the Owners of any Bonds or portions
of Bonds which are to be redeemed, at their last addresses, if any, appearing upon the Bond Register, but any defect
in, or the failure of any Bondowner to receive, any such notice shall not affect the validity of the proceedings for the
redemption of Bonds. Notwithstanding the foregoing, failure to mail any such notice pursuant to the Indenture to
any particular Owner of a Bond shall not affect the validity of any proceedings for the redemption of any other
Bond.
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Payment of Redeemed Bonds. Notice having been given in the manner provided in the Indenture, the
Bonds or portions thereof so called for redemption shall become due and payable on the redemption date so
designated at the Redemption Price, plus interest accrued and unpaid to the redemption date, and, upon presentation
and surrender thereof at the office specified in such notice, such Bonds or portions thereof shall be paid at the
Redemption Price, plus interest accrued and unpaid to the redemption date. If there shall be called for redemption
less than all of a Bond, without charge to the owner thereof, for the unredeemed balance of the principal amount of
the Bond so surrendered, at the option of the Owner thereof, Bonds of like Series and maturity in any of the
authorized denominations. If, on the redemption date, moneys for the redemption of all the Bonds or portions
thereof of any like Series and maturity to be redeemed, together with interest to the redemption date, shall be held by
the Paying Agent so as to be available therefor on said date and if notice of redemption shall have been given as
aforesaid, then, from and after the redemption date interest on the Bonds or portions thereof of such Series and
maturity so called for redemption shall cease to accrue and become payable. If said moneys shall not be so available
on the redemption date, such Bonds or portions thereof shall continue to bear interest until paid at the same rate as
they would have borne had they not been called for redemption.

Creation of Accounts, and Subaccounts; Deposit of and Use of Moneys. The proceeds of each Series of
Bonds and all Revenues and other sums pledged and assigned by the Indenture to the Trustee for the benefit of
Bondowners are to be deposited to the Accounts established by the Indenture and shall not be subject to any lien or
attachment by any Creditor of the Authority or any Credit Provider or other person other than the lien of the
Indenture. The Accounts and separate Subaccounts within the Accounts created with respect to each series of Bonds
under the Indenture shall be held and administered by the Trustee or the Authority in accordance with the terms of
the Indenture and may include the following:

(D) The Pledged Revenue Account, to be held by the Trustee;

2) The Debt Service Account, to be held by the Trustee with such separate Subaccounts as
provided in the Indenture or Supplemental Indenture, including any of the following accounts therein:

(A) An Interest Subaccount;
(B) A Principal Subaccount;
©) A Redemption Subaccount;

(D) A Credit Subaccount with respect to each Credit Facility which is not a Debt
Service Reserve Account Credit Facility;

(E) An Expense Subaccount;
(F) A Purchase Subaccount;
(G) A Capitalized Interest Subaccount;

(H) Any other Account or Subaccount established by the applicable Supplemental
Indenture;

3) The Debt Service Reserve Account, to be held by the Trustee, with such separate Credit
Subaccounts therein as the Authority shall determine in any Supplemental Indenture;

4) The Project Account, to be held by the Trustee or the Authority, with such separate
Subaccounts therein as the Authority shall determine in any Supplemental Indenture;

&) The Cost of Issuance Account and such Subaccounts therein as the Authority shall
determine in any Supplemental Indenture, to be held by the Trustee;
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(6) A Rebate Account, to be held by the Trustee, and such Subaccounts therein as the
Authority shall determine in any Supplemental Indenture authorizing a Series of Tax-Exempt Bonds; and

@) A Surplus Account, to be held by the Authority.

Project Account. There shall be paid into the Project Account the amounts required to be so paid by the
provisions of the Indenture and each Supplemental Indenture. There also may be paid into the Project Account, at
the option of the Authority, any moneys received by the Authority from any source unless otherwise required to be
applied by the Indenture or any Supplemental Indenture. Separate, segregated Subaccounts may be created within
the Project Account and held by the Authority, the Trustee, any tender agent, or other entity in the manner provided
in any Supplemental Indenture authorizing such Accounts. Money held in such Subaccounts shall be held separately
from other moneys in the Project Account and shall be disposed of only in the manner provided in the Supplemental
Indentures authorizing such Subaccounts. Such separate, segregated Subaccounts and all funds, investments thereof
and investment income earned thereon may be pledged (and a lien and security interest therein may be granted) to
secure for any period of time the payment of principal of and/or the purchase price of any or all of any Series of
Bonds issued pursuant to such Supplemental Indenture incurred pursuant to such Supplemental Indenture and
interest thereon to any date, all as may be more fully provided in such Supplemental Indenture in which case such
pledge, lien and security interest will be prior and superior to the lien and pledge on the Project Account granted by
the Indenture securing the Bonds generally. Amounts in the Project Account shall be used to pay any or all of the
following: (i) the Costs of the Approved Projects and (ii) with respect to special Subaccounts created within the
Project Account by a Supplemental Indenture, to pay all amounts authorized by such Supplemental Indenture.
Amounts in the Project Account may be transferred to a Debt Service Account and applied to the payment of interest
on or principal or Redemption Price of the Bonds when due, to the extent that other funds held for those purposes
are insufficient and to the extent that the Authority certifies such amounts are not then obligated to pay costs of an
Approved Project.

Pledged Revenue Account. The Trustee shall deposit to the Pledged Revenue Account as received all
Revenues received, including but not limited to the Gross Receipts Taxes and any Substitute Revenues pledged
under the Loan Agreements, the amounts required by the Indenture, and such other revenues as may be received by
the Trustee which are designated for deposit to the Pledged Revenue Account under a Supplemental Indenture. All
amounts in the Pledged Revenue Account shall be transferred daily on or before the 5:00 p.m. on each Business Day
during each calendar month to Accounts and Subaccounts created under the Indenture, so long as any Bonds remain
Outstanding under the Indenture, in the following amounts and in the following order of priority:

(1))(1)  to each Interest Subaccount, until the aggregate amount on deposit in all existing Interest
Subaccounts is equal to the sum of all Required Interest Subaccount Balances (as hereinafter
defined). The Required Interest Subaccount Balance in effect during each calendar month for
each Interest Subaccount shall be the greater of (A) the amount determined by multiplying (x) the
portion of the Adjusted Debt Service Requirement for the applicable Series of Bonds which
constitutes all of the interest accruing or to accrue on such Series of Bonds during the Interest
Payment Period ending on the next Interest Payment Date, by (y) a fraction, the numerator of
which is equal to one (1) plus the number of whole calendar months that have elapsed since the
immediately preceding Interest Payment Date (or, in the case of the period prior to the first
Interest Payment Date, one (1) plus the number of whole calendar months that have elapsed since
the date interest on such Series of Bonds commenced to accrue) and the denominator of which is
the number of whole calendar months in such Interest Payment Period, or (B) the amount
specified in the applicable Supplemental Indenture (such transfers to be subject to the credits
provided for below in clause (2) of this paragraph (i));

2) subject in each case to any credit with respect to any amounts on deposit in the
Capitalized Interest Subaccount to be used for Capitalized Interest and any earnings thereon to the
extent required to be used and available for payment of interest on specific Bonds as contemplated
in any applicable Supplemental Indenture and, in connection with clause (1) above, (A) any net
payment which the Authority is required to make with respect to any Qualified Swap Agreement
shall be treated in the same manner and shall have the same claim upon Revenues as interest on
the Series of Bonds to which such Qualified Swap Agreement shall relate and (B) as of each

B-5



Interest Payment Date for Bonds which are not Fixed Rate Bonds to the extent that the actual
interest payable with respect to such Bonds for any Interest Payment Period is less than the
amount deposited into the Interest Subaccount, then the excess amount so deposited shall be
applied as a credit to reduce the amount otherwise required to be deposited in the next succeeding
month or months pursuant to paragraph (i)(1) hereof; and then

(i1) to each Principal Subaccount, beginning in the first calendar month specified in the
applicable Supplemental Indenture (the “Principal Amortization Start Month”), until the aggregate
amount on deposit in all existing Principal Subaccounts is equal to the sum of all Required
Principal Subaccount Balances (as hereinafter defined). The Required Principal Subaccount
Balance in effect during each calendar month for each Principal Subaccount shall be the greater of
(A) the amount determined by multiplying (x) the principal (including Sinking Fund Installments)
on the applicable Series of Bonds due on the next succeeding Principal Payment Date by (y) a
fraction, the numerator of which is equal to one (1) plus the number of whole calendar months that
have elapsed since the immediately preceding Principal Payment Date (or, in the case of the period
prior to the first Principal Payment Date, one (1) plus the number of whole calendar months that
have elapsed since the first day of the Principal Amortization Start Month), and the denominator
of which is the number of whole calendar months between the immediately preceding Principal
Payment Date (or, in the case of the period prior to the first Principal Payment Date, the first day
of the Principal Amortization Start Month), and the next succeeding Principal Payment Date, or
(B) the amount specified in the applicable Supplemental Indenture; and then

(iii) to each Credit Subaccount, an amount sufficient to pay any principal or interest then
owing to a Credit Provider under the applicable Supplemental Indenture and Credit Agreement by
reason of any drawing of amounts under the related Credit Facility for the payment of principal of
or interest or premium on any Bonds, provided that the amount transferred pursuant to this Section
shall in no event be greater than the sum of (1) amounts received under the related Credit Facility
for payment of amounts to or for the benefit of Owners of Bonds secured by such Credit Facility
and (2) interest thereon at the rate specified in the Credit Agreement; provided, that the amounts of
the transfers described in (i), (ii), (iii) and (iv) shall be reduced to the extent of moneys previously
transferred or required to be transferred to said Accounts under other provisions hereof or of a
Supplemental Indenture; and then

(iv) to the Debt Service Reserve Account the amount of any transfer required by the
provisions of the Indenture described below under the heading “Debt Service Reserve Account”
to restore any deficiency in the Debt Service Reserve Account (or to pay any amounts then owing
to a Credit Provider pursuant to a Credit Agreement relating to a Debt Service Reserve Account
Credit Facility); and then

v) to each Redemption Subaccount, the amount of Revenues required to redeem Bonds
subject to redemption pursuant to the related Supplemental Indenture; and then

(vi) to each Expense Subaccount, any amounts then due and owing to the Trustee, any Paying
Agent, Remarketing Agent, Bond Registrar, Credit Provider, Special Escrow Agent, Collecting
Agent or other Fiduciary which are Bond Services Charges or Bond Related Costs for Bonds
relating to the administration (including remarketing) and the Authority's Annual Administrative
Fee which otherwise have not been provided for in (i), (ii), (iii) or (iv) above; and then

(vii) to each Subaccount of the Rebate Account, the amount required to comply with the
Indenture for Bonds and such amounts shall be applied as provided in the Indenture; and then

(viii) to any Swap Provider for termination payments which the Authority is required to make

under any Qualified Swap Agreement, the amounts required to make such payments as set forth in
such Qualified Swap Agreement; and then
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(ix) except as may be provided in one of more Supplemental Indentures to the contrary, to the
Surplus Account for application pursuant to the Indenture.

Solely for the purpose of administering these payments, any interest which is payable on Capital
Appreciation Bonds or, prior to the Interest Commencement Date, on Deferred Interest Bonds, shall be deemed to be
“due” in the Bond Year in which payment is scheduled to be made thereon and, for such purposes, such amounts
shall be deemed to be “principal” under subsection (a)(ii) above rather than “interest” under subsection (a)(i) above.

Debt Service Account and Subaccounts. There shall be deposited into the Debt Service Account all
amounts required to be remitted, transferred or otherwise deposited therein as provided in the Indenture together
with such additional amounts to be deposited into various specified Subaccounts within the Debt Service Account as
described in this Section.

(a) Interest Subaccount. There shall be deposited in each Interest Subaccount, upon issuance of
each Series of Bonds, the amount of accrued interest received from the sale of such Bonds and there shall be
deposited thereafter all other amounts required by the Indenture. If on any Interest Payment Date there are not
sufficient amounts on deposit in the Interest Subaccount to pay the total amount of interest coming due on the Bonds
on such Interest Payment Date, the Trustee shall transfer to the Interest Subaccount from respectively, the Pledged
Revenue Account, the Redemption Account, the Project Account, the Debt Service Reserve Account or the Principal
Subaccount, in the order so listed, an amount equal to the deficiency. On each Interest Payment Date the Trustee
shall withdraw from the Interest Subaccount an amount sufficient to pay the interest coming due on the Bonds on
such Interest Payment Date and shall use such amounts to pay, or make provision with the Paying Agent for the
payment of interest on the Bonds on such Interest Payment Date.

(b) Principal Subaccount. There shall be transferred to the Principal Subaccount the amounts
required to be transferred from the Pledged Revenue Account pursuant to the Indenture. If on any Principal
Payment Date there are not sufficient amounts on deposit in the Principal Subaccount to pay the total amount of
principal coming due on the Bonds on such Principal Payment Date, the Trustee shall forthwith transfer to the
Principal Subaccount from, respectively, the Pledged Revenue Account, the Redemption Account, the Project
Account, the Debt Service Reserve Account or the Interest Subaccount, in the order so listed, an amount equal to the
deficiency. On or before each Principal Payment Date for Bonds, the Trustee shall withdraw from the Principal
Subaccount an amount sufficient to pay the scheduled principal coming due on the Bonds on such Principal Payment
Date, and shall use such amounts to pay, or make provision with the Paying Agents for the payment of, principal of
the Bonds on such Principal Payment Date, whether by reason of stated maturity or by reason of Mandatory Sinking
Account Requirements applicable to any Term Bonds.

(c) Redemption Subaccount. Any amounts to be used to prepay Bonds by the Authority shall be
deposited in the Redemption Subaccount related to such Series of Bonds to be redeemed and applied as provided by
the Supplemental Indenture or, if no provision is made by the applicable Supplemental Indenture such amounts at
the direction of the Authority shall be applied to purchase Bonds to be surrendered to the Trustee as a credit against
Debt Service Requirements when due or to pay the principal of and premium, if any, of the Bonds then subject to
and called for redemption. Any funds transferred to the Redemption Subaccount from a Project Account as excess
proceeds shall be applied only to redeem Bonds of the Series from which such Project Account proceeds were
derived, if any such Bonds are Outstanding. Other funds transferred to the Redemption Subaccount shall be applied
to redeem Bonds then subject to redemption as provided in the applicable Supplemental Indenture or, if the
Supplemental Indenture does not specifically so provide, as the Authority shall direct in writing.

(d) Credit Subaccount. To the extent so provided in the applicable Supplemental Indenture the
Trustee shall create a separate Credit Subaccount within the Debt Service Account for each Series of Bonds (or
specific Bonds within a Series) secured by a Credit Facility which is not a Debt Service Reserve Account Credit
Facility. In addition, for any Credit Facility which constitutes a bond insurance policy or similar instrument pursuant
to which the Credit Provider is entitled to subrogation rights as to amounts paid to Bond Owners secured thereby,
the Supplemental Indenture relating thereto may provide for payment directly to such Credit Provider of available
amounts in the Principal and Interest Subaccounts by reason of such subrogation rather than establishing a Credit
Subaccount and requiring a transfer of such amounts thereto prior to payment of such amounts to such a Credit
Provider.
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(e) Expense Subaccount. The Trustee shall transfer from the Pledged Revenue Account to the
respective Expense Subaccounts for each series of Bonds the amounts directed by the Indenture for the payment of
amounts due and owing to the Trustee, any Paying Agent, Remarketing Agent, Bond Registrar, Credit Provider,
Special Escrow Agent, Collecting Agent or other Fiduciary which are Bond Related Costs or Bond Service Charges.

) Purchase or Repayment of Bonds at Request of Authority, Purchase Subaccount. Amounts in
the respective Purchase Subaccounts, if any shall be used as directed in the applicable Supplemental Indenture to
purchase the related Series of Bonds.

(2) Capitalized Interest Subaccount. Except as provided in a Supplemental Indenture, to the extent
available therein, on each date Revenues are regularly transferred to the Indenture, the Trustee shall transfer from
the Capitalized Interest Subaccount to any related Interest Subaccount, the amount of interest required to be
transferred under the Indenture.

Debt Service Reserve Account. In connection with the issuance of the Initial Series of Bonds under the
Indenture, a deposit to the credit of the Debt Service Reserve Account was made by the Trustee from the proceeds
thereof or from such other available moneys in the amount equal to the initial Debt Service Reserve Requirement or,
in lieu thereof, the Authority may cause a Debt Service Reserve Account Credit Facility to be delivered to the
Trustee for such purpose. Upon delivery of each Series of Additional Bonds under the Indenture, a deposit to the
credit of the Debt Service Reserve Account is to be made by the Trustee from the proceeds of such Series of Bonds
or such other available moneys as are provided to the Trustee for such purpose, as specified in the applicable
Supplemental Indenture, in such amount as will cause the value of the moneys and investments on deposit in the
Debt Service Reserve Account to equal the Debt Service Reserve Requirement effective upon the issuance and
delivery of such Series of Bonds, or in lieu thereof, the Authority may cause a Debt Service Reserve Account Credit
Facility to be delivered to the Trustee for such purpose. Thereafter the Debt Service Reserve Account shall be
maintained at the Debt Service Reserve Requirement by transfers to the Debt Service Reserve Account from the
Pledged Revenue Account; provided, however, (i) in the event the amount on deposit in the Debt Service Reserve
Account is less than the Debt Service Reserve Requirement because of a transfer to the Interest Subaccount or the
Principal Subaccount by the Indenture, then the Authority shall be required to restore the deficiency caused thereby
(1) to the extent there are any amounts on deposit in the Surplus Account, by the transfer to the Trustee for deposit
into the Debt Service Reserve Account of the full amount on deposit in the Surplus Account or such lesser amount
as will cure such deficiency in the Debt Service Reserve Account, and (2) to the extent any deficiency remains
following application as provided in (i)(1) hereof, by equal monthly transfers of Revenues from the Pledged
Revenue Account so as to remedy such deficiency and pay in full all amounts owed under or in connection with a
Debt Service Reserve Account Credit Facility, any related Credit Agreement and any Related Agreements over the
period of twelve (12) calendar months following the month in which such transfer to the Interest Subaccount or the
Principal Subaccount occurs and (ii) in the event the amount on deposit in the Debt Service Reserve Account is less
than the Debt Service Reserve Account Requirement because of any valuation of the investment securities as
determined pursuant to the Indenture the Authority shall be required to restore the deficiency caused thereby by
equal monthly transfers of Revenues from the Pledged Revenue Account over the period of twelve (12) consecutive
calendar months following the month in which the determination that such deficiency was made. If on any Interest
Payment Date there are not sufficient amounts on deposit in the Interest Subaccount to pay the total amount of
interest coming due on any Bonds on such Interest Payment Date or if on any Principal Payment Date there are not
sufficient amounts on deposit in the Principal Subaccount to pay the total amount of principal coming due on any
Bonds on such Principal Payment Date, and after making the transfers required to be made from other Account as
provided in the Indenture and (ii) prior to a transfer from the Debt Service Reserve Account, the Trustee shall
transfer sums on deposit in the Debt Service Reserve Account, as provided in the Indenture to the Interest
Subaccount or Principal Subaccount, as the case may be, in an amount sufficient to make up any such deficiency.

Cost of Issuance Account. The Trustee may establish within the Cost of Issuance Account a separate,
segregated account for the benefit of one or more Series of Bonds as provided in the Supplemental Indenture
creating such Series of Bonds. There shall be deposited in the Cost of Issuance Account, from the proceeds of each
Series of Bonds, the amount specified pursuant to the Supplemental Indenture creating such account.

Rebate Account. Moneys deposited and held in the Rebate Account shall not be subject to the lien or
pledge of the Indenture. If, at the time of any calculation, the amount on deposit in the Rebate Account attributable
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to a specific Series of Tax-Exempt Bonds exceeds the Rebate Amount for such Series of Tax-Exempt Bonds, the
Trustee shall transfer the excess to the Pledged Revenue Account. If the Trustee does not have on deposit in the
Rebate Account sufficient amounts to make the payments required by the Indenture, the Trustee shall direct the
Authority to remit to the Trustee, in immediately available funds, within five Business Days, the amount of the
deficiency Investment earnings on amount held in the Rebate Account shall be credited to the Rebate Account upon
receipt.

Surplus Account. Moneys held in the Surplus Account may be used: (a) for transfers to the Debt Service
Account and Debt Service Reserve Account to maintain the required balances therein if no other funds are available
for such purposes, (b) for transfers to the Project Account or Subaccount thereof to pay costs of an Approved
Project, or (¢) for any other purpose as directed by the Authority now or hereafter authorized by law.

Investments. If there are Bonds Outstanding and no Event of Default has occurred or is continuing, an
authorized Officer may invest moneys on deposit to the credit of the Project Account, Pledged Revenue Account,
the Debt Service Account and the Debt Service Reserve Account.

Events of Default. The following constitute “Events of Default” under the Indenture:

(a) payment of interest on any Series of Bonds shall not be made when the same shall become due
and payable; or

(b) payment of the principal or Redemption Price of any Series of Bonds or of a Sinking Fund
Installment shall not be made when the same shall become due and payable; or

(c) the Authority shall fail to observe or perform in any material way any covenant, condition,
agreement or provision contained in any Bonds or in this Indenture or any Supplemental Indenture on the part of the
Authority to be performed other than those set forth in (a) and (b) of this Section, and such failure shall continue for
thirty (30) days after written notice specifying such failure and requiring the same to be remedied shall have been
given to the Authority by the Trustee, which notice may be given by the Trustee in its discretion and shall be given
by the Trustee at the written request of the Owners of not less than 25% in principal amount of any Outstanding
Bonds; provided, however, that if said default be such that it cannot be corrected within the applicable period, it
shall not constitute an Event of Default if corrective action is instituted by the Authority within the applicable period
and diligently pursued until the default is corrected and an Authorized Officer of the Authority has delivered to the
Trustee a certificate to that effect; or

(d) an “Event of Default” as such term is defined in any Loan Agreement; or
(e) the occurrence of an Act of Bankruptcy by the Authority.

Proceedings by Trustee. Upon the happening and the continuance of any Event of Default the Trustee in
its discretion may, and at the written request of the Owners of not less than 25% principal amount of any Series of
Bonds Outstanding shall: (i) by mandamus or other suit, action or proceeding at law or in equity, enforce all rights
of the Owners and require the Authority to enforce all rights of the Owners of Bonds, and to require the Authority to
carry out any other covenant or agreement with Owners of Bonds and to perform its duties under the Indenture, (ii)
bring suit upon the Bonds, (iii) by action or suit in equity to require the Authority to account as of they were trustees
of an express trust, or to enjoin any acts or things which may be unlawful or in violation of the rights of the Owners,
(iv) as a matter of right, have a receiver or receivers appointed for the Trust Estate and of the revenues, issues,
earnings, income, products and profits thereof, pending such proceedings, with such powers as the court making
such appointment shall confer, (v) by mandamus or other suit, action or proceeding at law or in equity, enforce or
require the Authority to enforce, all of the rights of the Authority and the Trustee under and pursuant to the Loan
Agreement, the applicable Loan Notes or the Special Escrow Agreement, and to require the Government to carry out
any of its other covenants or agreements or perform any of its duties thereunder; and (vi) by mandamus or other suit,
action or proceeding at law or in equity, enforce all rights of Owners of Bonds and Swap Providers and require the
Authority to enforce all rights of the Owners of Bonds and Swap Providers, and to require the Authority to carry out
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any other covenant or agreement with Owners of Bonds and Swap Providers and to perform its duties hereunder or
under any Qualified Swap Agreements.

Upon the occurrence of an Event of Default under any Related Document, the Trustee may also enforce
any and all rights or obligations of the Trustee thereunder.

Rights of Owners. Anything in the Indenture to the contrary notwithstanding, subject to the limitations
and restrictions as to the rights of the Owners set forth in the Indenture, upon the happening and continuance of any
Event of Default, the Owners of not less than 25% in the principal amount of any Series of Bonds then Outstanding
shall have the right upon providing the Trustee security and indemnity reasonably satisfactory to it against the costs,
expenses and liabilities to be incurred therein or thereby, by an instrument in writing executed and delivered to the
Trustee, to direct the method and place of conducting all remedial proceedings to be taken by the Trustee under the
Indenture. The Trustee may refuse to follow any direction that conflicts with law, the Indenture or any
Supplemental Indenture or would subject the Trustee to personal liability without adequate indemnification therefor.

Restriction on Action by Owners. No Owner of any of the Bonds shall have any right to institute any
suit, action or proceeding in equity or at law for the enforcement of any trust under the Indenture, or any other
remedy under the Indenture or on said Bonds, unless such Owner previously shall have given to the Trustee written
notice of an Event of Default and unless the Owners of not less than 25% in principal amount of any Series of Bonds
then Outstanding shall have made written request of the Trustee to institute any such suit, action, proceeding or
other remedy, after the right to exercise such powers or rights of action, as the case may be, shall have accrued, and
shall have afforded the Trustee a reasonable opportunity either to proceed to exercise the powers in the Indenture
granted, or to institute such action, suit or proceeding in its or their name; nor unless there also shall have been
offered to the Trustee security and indemnity reasonably satisfactory to it against the costs, expenses and liabilities
to be incurred therein or thereby, and the Trustee shall not have complied with such request within a reasonable
time; and such notification, request and offer of indemnity are thereby declared in every such case, at the option of
the Trustee, to be conditions precedent to the execution of the trusts of the Indenture or for any other remedy under
the Indenture or Supplemental Indenture; it being understood and intended that no one or more Owners of any Series
of Bonds secured by the Indenture shall have any right in any manner whatever by his or their action to affect the
security of the Indenture, or to enforce any right under the Indenture or under the Bonds and that all proceedings at
law or in equity shall be instituted, had and maintained for the equal benefit of all Owners of Outstanding Bonds,
subject to the provisions of the Indenture and any Supplemental Indenture.

Waiver of Events of Default; Effect of Waiver. The Trustee may waive any Event of Default under the
Indenture and its consequences and shall do so upon the written request of the Owners of at least a majority in
principal amount of all Outstanding Bonds, provided, however, that there shall not be waived (i) any Event of
Default pertaining to the payment of the principal of any Bond at its maturity date or redemption date prior to
maturity, or (ii) any Event of Default pertaining to the payment when due of the interest on any Bond, unless prior to
such waiver or rescission, all arrears of principal (due otherwise than by declaration) and interest, with interest (to
the extent permitted by law) at the rate per annum borne by the Bonds in respect of which such event of default shall
have occurred on overdue installments of interest, and all arrears of payments of principal when due, as the case may
be, and all expenses of the Trustee in connection with such event of default, shall have been paid or provided for,
and in case of any such waiver or rescission, or in case any proceeding taken by the Trustee on account of any such
event of default shall be discontinued or abandoned or determined adversely, then and in every such case the
Authority, the Trustee and the Bondowners shall be restored to their former positions and rights under the Indenture.

Priority of Payment. All Bonds issued under and secured by the Indenture shall be equally and ratably
secured by and payable from the Debt Service Account without priority of one Bond over any other, except as
otherwise expressly provided (i) in the Indenture with respect to Bonds of a specific Series (or specific Bonds within
a Series) secured by a Credit Facility, or (ii) in a Supplemental Indenture, or (iii) with respect to moneys or assets
whether or not held in the Debt Service Account pledged to secure one or more Series of Bonds (or specific Bonds
within a Series) and not other Bonds. Upon the occurrence of an Event of Default, all moneys collected pursuant to
action taken pursuant to the Trustees' or Bondowners' remedies under the Indenture after payment of the costs and
expenses of the proceedings resulting in the collection of such moneys and of the expenses, liabilities and advances
incurred or made by the Trustee and after any other prior application of such moneys has been made as is required
by law shall be deposited in such Account or Accounts described in the Indenture as the Trustee deems appropriate;
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and all moneys in the Debt Service Account (and at the discretion of the Trustee except when otherwise required),
excluding however (1) any moneys held in trust for the payment of any Bonds or interest thereon which have
matured or otherwise become payable prior to such Event of Default, (2) any moneys (such as Credit Facility
proceeds) pledged exclusively to secure one or more specific Series of Bonds (or specific Bonds within a Series)
shall be applied as provided as set forth in the Indenture.

Application of Moneys. Unless the principal of Bonds shall have become due and payable, all such
moneys in the respective Accounts and Subaccounts securing such obligations shall be applied consistent with the
respective priorities of liens and the respective purposes for such accounts each as follows:

FIRST: To the payment of the persons entitled thereto of all installments of interest then due on the Bonds
in the order of the maturity of the installments of such interest and if the amount available shall not be sufficient to
pay in full any particular installment then to the payment ratably, according to the amounts due on such installment
to the persons entitled thereto without any discrimination or privilege;

SECOND: To the payment of the persons entitled thereto of the unpaid principal of and redemption
premium, if any, on any of the Bonds which shall have become due (other than Bonds which have matured or have
otherwise become payable prior to such Event of Default and moneys for payment of which are held in trust
pursuant to the provisions of the Indenture) in the order of their due dates and if the amount available shall not be
sufficient to pay in full the unpaid principal and redemption premium, if any, on Bonds due on any particular due
date, then to the payment ratably, according to the amount of principal and premium, if any, due on such date, to the
persons entitled thereto, without any discrimination or privilege;

THIRD: To the payment of interest on and the principal of the Bonds as thereafter may from time to time
become due, all in accordance with the provisions of the Indenture; and

FOURTH: To reimburse the Trustee for certain costs and expenses described in the Indenture and
not reimbursed thereunder.

Whenever moneys are to be applied by the Trustee pursuant to the provisions of this Section, such moneys
shall be applied by it at such times and from time to time as the Trustee shall determine having due regard to the
source of such moneys, the amount of such moneys available for application and the likelihood of additional moneys
becoming available for such application in the future. Whenever the Trustee shall apply such funds, it shall (1) fix
the date (which shall be an Interest Payment Date unless it shall deem another date more suitable) upon which such
application is to be made and upon such date interest on the amounts of principal to be paid on such dates shall cease
to accrue and (2) on or before such date set aside the moneys necessary to effect such application. The Trustee shall
give to the Bondowners mailed notice of the deposit with it of any such moneys and of the fixing of any such date.
Neither the Trustee nor any Paying Agent shall be required to make payment to the Owner of any Bond until such
Bond shall be presented to the Trustee for appropriate endorsement or for cancellation of fully paid.

Whenever all Bonds and interest thereon and all other indebtedness secured by the Indenture have been
paid under the provisions of this Section and all expenses and charges of the Trustee have been paid any balance
remaining shall be paid to the Authority.

Duties, Immunities and Liabilities of Trustee. The Trustee shall, prior to an Event of Default, and after
the curing of all Events of Default which may have occurred, perform such duties and only such duties as are
specifically set forth in the Indenture and no implied duties or obligations shall be read into the Indenture against the
Trustee. The Trustee shall, during the existence of any Event of Default (which has not been cured) exercise such of
the rights and powers vested in it by the Indenture, and use the same degree of care and skill in their exercise as a
prudent individual would exercise or use under the circumstances in the conduct of his own affairs.

The Trustee is not required to risk or expend its own funds or otherwise incur any financial liability in the

performance of any of its duties if it shall have reasonable grounds for believing that repayment of such funds or
adequate indemnity against such risk or liability is not assured to it.
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In accepting the trust created by the Indenture, the Trustee acts solely as Trustee for the Owners and not in
its individual capacity.

The Trustee makes no representation or warranty, express or implied, as to the compliance with legal
requirements of the use contemplated by the Authority of the funds under the Indenture or any Supplemental
Indenture. In no event shall the Trustee be liable for incidental, indirect, special or consequential damages in
connection with or arising from the Indenture or Supplemental Indenture.

The Trustee shall not be responsible for the sufficiency, timeliness or enforceability of the remedies. The
Trustee shall have no responsibility in respect of the validity or sufficiency of the Indenture or any Supplemental
Indenture or the security provided hereunder or the due execution of the Indenture by the Authority, or the due
execution of any other document by any party (other than the Trustee) thereto, or in respect of the validity of any
Bonds authenticated and delivered by the Trustee in accordance with the Indenture or to see to the recording or
filing (but not refiling) of the Indenture, any Supplemental Indenture or any financing statement or any other
document or instrument whatsoever.

The Trustee shall not be deemed to have knowledge of any Event of Default under the Indenture unless and
until an officer of its corporate trust department shall have actual knowledge thereof.

The Trustee shall not be liable or responsible because of the failure of the Authority to perform any act
required of it by the Indenture or any Supplemental Indenture or because of the loss of any moneys arising through
the insolvency or the act or default or omission of any depository other than itself in which such moneys shall have
been deposited under the Indenture or any Supplemental Indenture. The Trustee shall not be responsible for the
application of any of the proceeds of the Bonds or any other moneys deposited with it and paid out, invested,
withdrawn or transferred in accordance with the Indenture or for any loss resulting from any such investment. The
Trustee shall not be liable in connection with the performance of its duties under the Indenture except for its own
misconduct, negligence or bad faith.

The Trustee shall not be liable with respect to any action taken or omitted to be taken by it in good faith in
accordance with the direction of the Holders of a majority in principal amount of the Outstanding Bonds relating to
the time, method and place of conducting any proceeding for any remedy available to the Trustee or any trust or
power conferred upon the Trustee under the Indenture or any Supplemental Indenture.

Removal, Resignation of Trustee, Successor Trustee. The Authority in its sole discretion may remove
the Trustee without cause at any time if no Event of Default has occurred and is continuing and shall remove the
Trustee if at any time requested to do so by an instrument or concurrent instruments in writing signed by the Owners
of not less than a majority in aggregate principal amount of the Bonds then Outstanding (or their attorneys duly
authorized in writing) or if at any time the Trustee shall cease to be eligible or shall become incapable of acting, or
shall commence a case under any bankruptcy, insolvency or similar law, or a receiver of the Trustee or of its
property shall be appointed, or any public officer shall take control or charge of the Trustee or its property or affairs
for the purpose of rehabilitation, conservation or liquidation, in each case by giving written notice of such removal
to the Trustee, and thereupon shall appoint a successor Trustee by an instrument in writing.

The Trustee may resign by giving written notice of such resignation to the Authority and by giving notice
of such resignation by mail, first class postage prepaid, to the Owners at the addresses listed in the Bond Register.
Upon receiving such notice of resignation, the Authority shall promptly appoint a successor Trustee by an
instrument in writing.

Any removal or resignation of the Trustee and appointment of a successor Trustee shall become effective
upon acceptance of appointment by the successor Trustee. If no successor Trustee shall have been appointed and
shall have accepted appointment within 45 days of giving notice of removal or notice of resignation as aforesaid, the
resigning Trustee, or any Owner (on behalf of himself and all other Owners) may petition any court of competent
jurisdiction for the appointment of a successor Trustee, and such court may thereupon, after such notice (if any) as it
may deem proper, appoint such successor Trustee. Any successor Trustee appointed under the Indenture shall
signify its acceptance of such appointment by executing and delivering to the Authority and to its predecessor
Trustee a written acceptance of such appointment by executing and delivering to the Authority and to its predecessor
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Trustee a written acceptance thereof, and thereupon such successor Trustee, without any further act, deed or
conveyance, shall become vested with all the moneys, estates, properties, rights, powers, trusts, duties and
obligations of such predecessor Trustee, with like effect as if originally named Trustee in the Indenture; but,
nevertheless, at the written request of the Authority or of the successor Trustee, such predecessor Trustee shall
execute and deliver any and all instruments of conveyance or further assurance and do such other things as may
reasonably be required for more fully and certainly vesting and confirming to such successor Trustee all the right,
title and interest of such predecessor Trustee in and to any property held by it under the Indenture and shall pay
over, transfer, assign and deliver to the successor Trustee any money or other property subject to the trusts and
conditions set forth in the Indenture. Upon acceptance of appointment by a successor Trustee as provided in this
subsection, such successor Trustee provide notice of the succession of such Trustee to the trusts hereunder by first
class mail, postage prepaid, to each Paying Agent and to the Owners at their addresses listed in the Bond Register.

Any Trustee appointed shall be a trust company or bank having the powers of a trust company, having a
corporate trust office in the United States, having a combined capital and surplus of at least one hundred million
dollars ($100,000,000), and subject to supervision or examination by federal or state authority.

Merger or Consolidation of Trustee. Any company into which the Trustee or any Paying Agent may be
merged or converted or with which it may be consolidated or any company resulting from any merger, conversion or
consolidation to which it shall be a party or any company to which the Trustee or any Paying Agent may sell or
transfer all or substantially all of its corporate trust business provided such company shall be eligible under the
Indenture, may succeed to the rights and obligations of such Trustee or Paying Agent, as the case may be, without
the execution or filing of any paper or any further act, anything in the Indenture to the contrary notwithstanding;
provided that upon the sale or transfer of corporate trust business as a result of such merger or consolidation, so long
as no Event of Default has occurred and is continuing, the Authority may by an instrument in writing appoint a
successor Trustee or Paying Agent other than the company resulting from such merger, conversion or consolidation
by the Trustee or the Paying Agent.

Liability of Fiduciaries. Facts in the Indenture, in any Supplemental Indenture and in the Bonds shall be
taken as statements of the Authority, and neither the Trustee nor any Paying Agent assumes any responsibility for
the correctness or makes any representations as to the validity or sufficiency of the Indenture, any Supplemental
Indenture or of the Bonds other than in connection with the duties or obligations therein or in the Bonds assigned to
or imposed upon it. The Trustee shall, however, be responsible for its representations contained in its certificate of
authentication on the Bonds. Neither the Trustee nor any Paying Agent shall be liable in connection with the
performance of its duties under the Indenture, except for its own negligence or default. The Trustee or any Paying
Agent may become the Owner of Bonds with the same rights they would have if they were not Trustee or Paying
Agent, respectively, and, to the extent permitted by law, may act as depository for and permit any of their officers or
directors to act as a member of, or in any other capacity with respect to, any committee formed to protect the rights
of Owners, whether or not such committee shall represent the Owners of a majority in principal amount of the
Bonds then Outstanding.

No Recourse on the Bonds. No recourse shall be had for the payment of the principal of or interest on the
Bonds or for any claim based thereon or on the Indenture against any member or officer of the Authority or any
person executing the Bonds and no such member, officer or person shall be liable personally on the Bonds.

Right to Indemnification. The Trustee shall be under no obligation to institute any suit, or to take any
remedial proceeding under the Indenture, or to enter any appearance in or in any way defend in any suit in which it
may be made defendant, or to take any steps in the execution of the trusts created by the indenture or in the
enforcement of any rights and powers under the Indenture, until it shall be indemnified to its satisfaction against any
and all reasonable costs and expenses, outlays, and counsel fees and other disbursements, and against all liability not
due to its willful misconduct, negligence or bad faith.

Supplemental Indenture Without Consent of Bondowners. For any one or more of the following

purposes and at any time or from time to time, a Supplemental Indenture of the Authority may be entered into,
which, without the requirement of consent of Bondowners, shall be fully effective in accordance with its terms:
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(a) To provide for the issuance of a Series of Bonds and to prescribe the terms and conditions
pursuant to which the same may be issued, paid or redeemed; provided, however, that such Supplemental Indenture
shall not conflict with the Indenture as theretofore in effect;

(b) To add to the covenants and agreements of the Authority in the Indenture, other covenants and
agreements to be observed by the Authority which are not contrary to or inconsistent with the Indenture as
theretofore in effect;

() To add to the limitations and restrictions in the Indenture, other limitations and restrictions to be
observed by the Authority which are not contrary to or inconsistent with the Indenture as theretofore in effect;

(d) To confirm, as further assurances, any pledge under, and the subjection to any lien or pledge
created or to be created by, the Indenture, of any moneys, securities or fund, or to establish any additional funds or
accounts to be held under the Indenture;

(e) To cure any ambiguity, supply any omission, or cure or correct any defect or inconsistent
provision in the Indenture;

® To insert such provisions clarifying matters or questions arising under the Indenture as are
necessary or desirable and are not contrary to or inconsistent with the Indenture as theretofore in effect;

(2) To modify the Indenture or the Bonds to permit qualification under the Trust Indenture Act of
1939 or any similar federal statute at the time in effect, or to permit the qualification of the Bonds for sale under the
securities laws of any state of the United States;

(h) To make such changes as may be necessary to obtain an investment grade rating or to maintain or
upgrade any rating for all or any Series of Bonds by a Rating Agency;

(1) To grant to or confer upon the Trustee for the benefit of the Owners any additional rights,
remedies, powers, authority or security that may lawfully be granted to or conferred upon the Owners or the Trustee;

) To subject to the lien and pledge of the Indenture additional revenue, properties or collateral;

(k) To evidence the appointment of a separate trustee or a co-trustee or the successor of a Trustee
and/or Paying Agent under the Indenture;

Q) To modify, eliminate and/or add to the provisions of the Indenture to such extent as shall be
necessary to prevent any interest on Tax-Exempt Bonds from becoming taxable under the Code; or

(m) To make any other change which in the judgment of Authority and Trustee is necessary or
desirable and will not materially prejudice any non-consenting owner of a Bond.

Supplemental Indenture With Consent of Bondowners. Any modification or amendment of the
Indenture and of the rights and obligations of the Authority and of the Owners of the Bonds thereunder, in any
particular, may be made by a Supplemental Indenture, with the written consent (a) of the Owners of at least 51% in
principal amount of the Bonds Outstanding at the time such consent is given, and (b) in the case less than all of the
several Series of Bonds then Outstanding are affected by the modification or amendment, of the Owners of at least
51% in principal amount of the Bonds of each Series so affected and Outstanding at the time such consent is given;
provided, however, that if such modification or amendment will, by its terms, not take effect so long as any Bonds
of any specified like Series and maturity remain Outstanding, the consent of the Owners of such Bonds shall not be
required and such Bonds shall not be deemed to be Outstanding for the purpose of any calculation of Outstanding
Bonds under this Section. No such modification or amendment shall permit a change in the terms of redemption or
maturity of the principal of any Outstanding Bond or of any installment of interest thereon or a reduction in the
principal amount or the Redemption Price, if any, thereof, or in the rate of interest thereon without the consent of the
Owners of such Bond, or shall reduce the percentages or otherwise affect the classes of Bonds the consent of the
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Owners of which is required to effect any such modification or amendment, or shall change or modify any of the
rights or obligations of any Fiduciary without the filing with the Trustee of the written assent thereto of such
Fiduciary in addition to the consent of the Bondowners. For the purposes of this Section, a Series shall be deemed
to be affected by a modification or amendment of the Indenture if the same adversely affects or diminishes the rights
of the Owners of Bonds of such Series.

Defeasance. The pledge and other moneys and securities pledged under the Indenture and any
Supplemental Indenture and all covenants, agreements and other obligations of the Authority to the Bondowners
shall cease and be satisfied if the Authority shall pay or cause to be paid, or there shall otherwise be paid: (i) to the
Owners of all Bonds the principal or Redemption Price, if applicable, and interest due or to become due thereon, at
the times and in the manner stipulated in the Bonds and in the Indenture and any Supplemental Indenture and (ii) to
the Trustee all amounts due and owing the Trustee. Subject to the Indenture provisions, any Outstanding Bonds
shall, prior to the maturity or redemption date thereof be deemed to have been paid if (i) in case any of said Bonds
are to be redeemed on any date prior to their maturity, the Authority shall have given to the Trustee irrevocable
instructions and notice of redemption, (ii) there shall have been set aside irrevocably in trust, in compliance with the
Act, an amount which shall be sufficient to generate the principal of and the interest on which when due to provide
moneys which, together with the moneys, if any, set aside in trust, in compliance with the Act, at the same time,
shall be sufficient, to pay when due the principal or Redemption Price, if applicable, and interest due and to become
due on said Bonds on or prior to the redemption date or maturity date thereof, as the ease may be, and (iii) in the
event said Bonds are not by their terms subject to redemption within the next succeeding 60 days, the Authority
shall have given the Trustee in form satisfactory to it instructions to mail a notice to the Owners of such Bonds that
the deposit required by (ii) above has been made with the Trustee and a verification report from an independent
certified public accountant confirming the sufficiency of the Defeasance Securities received by the Trustee and that
said Bonds are deemed to have been paid and stating such maturity or redemption date upon which moneys are
expected to be available for the payment of the principal or Redemption Price, if applicable, on said Bonds.

Notice. Any Notice, demand, direction, request or other instrument authorized or required by the Indenture

to be given to or filed with the Authority or the Trustee shall be deemed to have been sufficiently given or filed for
all purposes of the Indenture if and when sent by registered mail, return receipt requested.
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THE SEVENTH SUPPLEMENTAL INDENTURE

The following is a summary of certain provisions of the Seventh Supplemental Indenture. Such summary
does not purport to be complete or definitive and reference is made to the Seventh Supplemental Indenture for a full
and complete statement of the terms and provisions and for the definition of capitalized terms used in this summary
and not otherwise defined under APPENDIX A - “Glossary of Certain Defined Terms.”

Authorization and Details of Series 2006 Bonds. The Seventh Supplemental Indenture authorizes the
issuance of the Series 2006 Bonds, the proceeds of which shall be used to (i) advance refund the Prior Bonds,
(i1) fund certain capital projects identified on Exhibit C hereto, (iii) pay the costs associated with terminating the
2003 Swap Agreement, (iv) fund the Debt Service Reserve Account, (v) fund the Net Payments Reserve Account,
and (vi) pay certain costs incidental to the issuance of the Series 2006 Bonds.

Bonds Equally and Ratably Secured. Except as provided in the Seventh Supplemental Indenture, the
Series 2006 Bonds shall in all respects be equally and ratably secured.

Details of the Series 2006 Bonds. The Series 2006 Bonds shall be dated the date of delivery, shall be
issuable as fully registered bonds in the denomination of $5,000, or any multiple thereof., and shall bear interest paid
semiannually on each April 1 and October 1 in the years and amounts specified in the Seventh Supplemental
Indenture.

Securities Depository Provisions. Initially, one certificate for each maturity of each Series of Series 2006
Bonds will be issued and registered to the Securities Depository, or its nominee, in a book-entry system.

Optional Redemption. As directed by the Authorized Representative of the Authority, the Series 2006
Bonds are subject to redemption upon payment of the Redemption Prices specified in the Seventh Supplemental
Indenture. If less than all of the Series 2006 Bonds of any Series are called for redemption, they shall be called in
such order of maturity as the Authority may determine. The portion of any Bond to be redeemed shall be in the
principal amount of $5,000 or some multiple thereof, owner upon the surrender thereof. Notice of redemption shall
be given in the manner set forth in Indenture.

Funds and Accounts. There shall be established within the Debt Service Account the Series 2006 Interest
Subaccount and the Series 2006 Principal Subaccount. Moneys in such subaccounts shall be used in accordance
with the Indenture. There shall be established within the Debt Service Account the Series 2006 Interest Subaccount,
the Series 2006 Principal Subaccount, the Series 2006 Redemption Subaccount, the Restricted Moneys Sub-
Subaccount within the Series 2006 Redemption Subaccount and the Series 2006 Expense Subaccount. Moneys in
such subaccounts shall be used in accordance with Sections 5.05(b), (c), (d) and (f), respectively, of the Original
Indenture. Pursuant to Section 5.01(b)(i1)(2)(H) and in accordance with Section 5.01(¢) of the Original Indenture,
there shall be established within the Series 2006 Bond Interest Subaccount of the Debt Service Account the Series
2006 Bonds Net Payments Sub-subaccount. Moneys in such subaccount shall be used, at the direction of the
Authority, to make Series 2006 Swap Agreement Net Payments.

There shall be established within the Project Account the Series 2006 Project Subaccount. The portion of
the proceeds of the Series 2006 Bonds specified in the Seventh Supplemental Indenture shall be deposited in the
Series 2006 Project Subaccount and used to pay costs associated with the Series 2006 Capital Project. Moneys in
the Series 2006 Project Subaccount shall be disbursed upon the written order of an authorized officer of the
Authority .

Any net payment which the Authority receives with respect to any Qualified Swap Agreement shall be
deemed to be “Revenues” and shall be deposited in the Pledged Revenue Account.

There shall be established with the Trustee the Net Payments Reserve Account. The portion of the
proceeds of the Series 2006 Bonds specified in the Seventh Supplemental Indenture shall be deposited in the Net
Payments Reserve Account. The Trustee shall notify the Authority of any required Series 2006 Swap Agreement
Net Payments. Moneys in the Net Payments Reserve Account shall be used by the Trustee at the direction of the
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Authority to make any required deposits to the Series 2006 Bonds Net Payments Sub-subaccount. If the Series 2006
Swap Agreement is terminated, remaining moneys on deposit in the Net Payments Reserve Account, at the direction
of the Authority, shall be either (i) used to pay any termination fee, (ii) transferred to the Series 2006 Project
Account to be used for the Series 2006 Capital Project or (iii) used to redeem Series 2006 Bonds. Moneys deposited
and held in the Net Payments Reserve Account shall not be subject to the lien or pledge of the Indenture.

There shall be established within the Cost of Issuance Account the Series 2006 Cost of Issuance
Subaccount. Moneys in the Series 2006 Cost of Issuance Subaccount shall be used in accordance with the
provisions of the Indenture.

Security for Series 2006 Bonds. The Series 2006 Bonds shall be equally and ratably secured under the
Indenture with any other Bonds issued pursuant to the Indenture, without preference, priority or distinction of any
Bonds over any other Bonds, as provided in the Indenture.

Rebate Account. There shall be established within the Rebate Account.. the Series 2006 Rebate
Subaccount to be held by the Trustee. Moneys deposited in the Series 2006 Rebate Subaccount shall be applied in
accordance with the Indenture.

Additional Provisions Relating to Bond Insurer and Bond Insurance Policy. The Seventh
Supplemental Indenture provides certain rights to the Bond Insurer. The Bond Insurer is deemed to be the sole
holder of the Series 2006 Bonds with respect to all provisions governing events of default and remedies (except the
giving of notice of default to Bondholders). Any waiver of an Event of Default by the Trustee is subject to the prior
written consent of the Bond Insurer. Certain amendments or supplements to the Original Indenture or Seventh
Supplemental Indenture are subject to the prior written consent of the Bond Insurer.
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APPENDIX C
SUMMARY OF CERTAIN PROVISIONS OF THE SERIES 2006 LOAN AGREEMENT

The following is a summary of certain provisions of the Series 2006 Loan Agreement. Such summary does
not purport to be complete or definitive, and reference is made to the Loan Agreement for a full and complete
statement of its terms and provisions and for the definition of capitalized terms used in this summary and not
otherwise defined under APPENDIX A - “Glossary of Certain Defined Terms.”

The Loan. The Authority, on the terms and conditions set forth in the Series 2006 Loan Agreement, shall
issue, sell, and deliver the Series 2006 Bonds to the Underwriter and make a Loan of the proceeds of the Series 2006
Bonds to the Government.

Repayment of the Loan. The Government promises to repay the Loan and observe the terms and
provisions of the Series 2006 Loan Agreement. The Loan shall be evidenced by the Government's 2006 Gross
Receipts Taxes Loan Note in the principal amount of $219,490,000. The Government shall repay the Series 2006
Loan Note in installments of principal not later than the second Business Day preceding October 1 in each year in
amounts equal to the amounts due for principal or Redemption Price of, and interest on, the Series 2006 Bonds. The
Series 2006 Loan Note will accrue interest at rates equal to the rates of interest accruing on the Bonds, payable
semiannually not later than the second Business Day preceding each April 1 and October 1, commencing April 1,
2007 and ending on the second Business Day preceding the final maturity thereof. Interest on the Series 2006 Loan
Note shall be computed on the basis of a 360 day year composed of twelve (12) thirty (30) day months.

Redemption of the Series 2006 Loan Note. The Series 2006 Loan Note may, at the option of the
Government, be redeemed, in whole or in part, prior to its maturity at the times, in the manner of and on the same
maturities as an optional redemption of the Authority's respective Series 2006 Bonds and at a Redemption Price
equal to the principal amount of, plus accrued interest thereon to the date of redemption and any premium required
to provide for the payment of the optional redemption of the Authority's respective Series 2006 Bonds. In addition,
in the event the Series 2006 Bonds are subject to mandatory redemption in whole or in part or in the event the Series
2006 Bonds are tendered by the holders thereof for purchase and are purchased by the Authority for retirement and
cancellation then, upon payment of the Redemption Price or purchase price of such Bonds, the Government shall be
deemed to have made a prepayment on the Series 2006 Loan Note, in accordance with the terms of the Series 2006
Loan Agreement, in a principal amount equal to the aggregate principal amount of the Series 2006 Bonds so
redeemed or purchased.

Monthly Funding of Series 2006 Loan Note Payments. In order to provide for the timely payment of the
principal of, the purchase price of, Redemption Price, if any, of and interest on the Series 2006 Loan Note on the
dates specified in the Series 2006 Loan Agreement and all other amounts due thereunder, the Special Escrow Agent
will make, or cause the Collecting Agent to make on its behalf, transfers to the Trustee for deposit into the Pledged
Revenue Account at the times and in the amounts specified in the Special Escrow Agreement. To the extent such
amounts so transferred by or on behalf of the Special Escrow Agent to the Trustee are not sufficient to fund in flail
any installment of principal, interest or other amount payable on the Series 2006 Loan Note by the date which is
thirty (30) days prior to the due date thereof in the amounts set forth therein and in the Series 2006 Loan Agreement,
the Trustee shall promptly provide written notification to the Government and the Authority of such deficiency and
the Government shall on or before the date which is fifteen (15) days prior to such due date, remit or cause to be
remitted to the Trustee for deposit in the Pledged Revenue Account immediately available funds out of any other
monies of the Government legally available therefore an amount equal to such deficiency.

Application of Proceeds. The Authority shall deposit all funds received from the proceeds of the Series
2006 Bonds into the respective Accounts and Subaccounts in accordance with the Series 2006 Loan Agreement.

Security. The Series 2006 Loan Note is a general obligation of the Government and is secured by its full
faith and credit and taxing power. As further security for the payment of the Series 2006 Loan Note, the
Government grants and pledges to the Trustee a lien and security interest in the Gross Receipts Taxes (with the
exception of the Required Annual Moderate Income Housing Fund Deposit), on a parity with the outstanding
Bonds, the regularly scheduled net payments under the Series 2006 Swap Agreement and any other additional parity
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indebtedness and to the extent provided in the Series 2006 Loan Agreement, and the Government consents to the
deposit of the Gross Receipts Taxes into the Special Escrow Account, as provided for in the Special Escrow
Agreement and the Collecting Agent Agreement.

Representations and Warranties of the Government. The Government makes the following
representations and warranties to the Authority:

(a) As of the date of the execution and delivery of the Loan Agreement, the amount of Gross Receipts
Taxes anticipated to be collected by the Government is a sum which, during the period the Series 2006 Loan Note is
outstanding, is reasonably expected to be in excess of the amount necessary to pay the principal of, interest on and
all other amounts payable under the Series 2006 Loan Note and parity obligations as the same becomes due.

(b) The Government is duly authorized and has full power and authority to execute, deliver and
perform its obligations under the Series 2006 Loan Agreement, the Special Escrow Agreement, the Series 2006
Loan Note and the Collecting Agent Agreement.

(c) The aggregate principal amount of outstanding public indebtedness of the Government is and, as
of the date of issuance and delivery of the Series 2006 Bonds, will be, in compliance with the limitation on such
public indebtedness contained in Section 8(b) of the Revised Organic Act (48 USC § 1574(b)(ii)(A)).

(d) The execution, delivery and performance by the Government of the Series 2006 Loan Agreement,
the Special Escrow Agreement, the Series 2006 Loan Note and the Collecting Agent Agreement (i) have been duly
authorized by all necessary action on the part of the Government; (ii) do not conflict with, or result in a violation of,
any provision of law or any order, writ, rule or regulation of any court or governmental agency or instrumentality
binding upon or applicable to the Government; (iii) do not and will not conflict with, result in a violation of, or
constitute a default under, any agreement, resolution, mortgage, indenture or instrument to which the Government is
a party or by which the Government or any of its property is bound; and (iv) do not and will not result in, or require,
the creation or imposition of any mortgage, deed of trust, pledge, lien, security interest or other charge or
encumbrance of any nature (other than as permitted or arising under this Agreement) upon or with respect to any
property of the Government.

(e) No authorization, consent, approval, permit, license, exemption of or filing or registration with,
any court or governmental department, commission, board, bureau, agency or instrumentality is or will be necessary
for the valid execution, delivery or performance by, or enforcement against or by, the Government of the Series
2006 Loan Agreement, the Special Escrow Agreement, the Series 2006 Loan Note or the Collecting Agent
Agreement.

The Series 2006 Loan Agreement, the Special Escrow Agreement, the Series 2006 Loan Note and the
Collecting Agent Agreement when executed and delivered by the other parties thereto, constitute, the legal, valid
and binding obligations of the Government enforceable against the Government in accordance with their terms,
except as such enforceability may be limited by bankruptcy, insolvency, reorganization, moratorium or other similar
laws hereinafter enacted or principles of equity affecting the enforcement of creditors' rights generally as such laws
may be applied in the event of insolvency, reorganization or other similar proceeding of, or moratorium applicable
to, the Government.

(2) The Government is duly authorized under all applicable laws to issue the Series 2006 Loan Note
as a general obligation indebtedness of the Government, secured by its full faith and credit and taxing power and to
further secure the Series 2006 Loan Note by pledging and assigning the Gross Receipts Taxes (other than the
Required Annual Moderate Income Housing Fund Deposit) for the payment of principal and interest on the Series
2006 Loan Note and all amounts payable hereunder and thereunder. The Gross Receipts Taxes pledged and
assigned by the Series 2006 Loan Agreement to the payment of principal and interest on the Series 2006 Loan Note,
subject to the provisions of Section 7(c) of the Series 2006 Loan Agreement regarding the issuance of parity
indebtedness and the Outstanding Bonds, will be free and clear of any pledge, lien, charge or encumbrance thereon
or with respect thereto prior to or of equal rank with, the pledge created by the Series 2006 Loan Agreement, and all
action on the part of the Government to that end has been and will be duly and validly taken. Upon deposit of the
Gross Receipts Taxes (other than the Required Annual Moderate Income Housing Fund Deposit into the Special
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Escrow Account pursuant to the Special Escrow Agreement, such amounts so deposited shall not be subject to any
prior lien or attachment by any creditor of the Government or any other person other than the lien created by the
Series 2006 Loan Agreement, the Special Escrow Agreement or the Indenture.

(h) There are no suits, actions, proceedings or investigations pending or, to the best knowledge of the
Government, threatened against or affecting the Government or any of its properties, before or by any court or
governmental department, commission, board, bureau, agency or instrumentality, which involve or would materially
adversely affect any of the transactions contemplated by the Series 2006 Loan Agreement or by the Series 2006
Loan Note, the Special Escrow Agreement or the Collecting Agent Agreement, or which, if determined adversely.
could have a material adverse effect on the financial condition, properties or operations of the Government, or
adversely affect the authority of the Government to perform its obligations hereunder or under the Series 2006 Loan
Note, the Special Escrow Agreement or the Collecting Agent Agreement.

(i) The Government is not, in any material respect, in breach of or in default under any applicable law
or administrative regulation of the United States Virgin Islands or of the United States, relating, in each case, to the
Issuance of debt securities by the Government, or any applicable judgment, decree or loan agreement, note,
resolution, ordinance, agreement or other instrument to which the Government is a party or is otherwise subject, the
consequence of which or the correction of which would materially and adversely affect the financial condition or
operations of the Government as a whole.

G At the time of issuance of the Series 2006 Loan Note, there are no other bonds, notes or other
evidences of indebtedness of the Government outstanding that are secured by the Gross Receipts Taxes (other than
the Series 1999A Bonds, the Series 2003 Bonds, and the Subordinate Lien Revenue Notes.

Affirmative Covenants of the Government. The Government covenants and agrees that so long as the
Series 2006 Loan Note shall remain outstanding and the principal thereof, interest thereon, and all other amounts
payable thereunder shall be unpaid or unprovided for, the Government shall, unless the Authority and the Trustee
shall otherwise consent in writing:

(a) Observe and comply with the terms and conditions of and perform all of its obligations under the
Series 2006 Loan Agreement, under the Series 2006 Loan Note, the Special Escrow Agreement and the Collecting
Agent Agreement, and pay all amounts payable by it under the Series 2006 Loan Agreement and the Series 2006
Loan Note according to the terms of the Loan Agreement and the Series 2006 Loan Note.

(b) Promptly notify the Authority and the Trustee in writing of the occurrence of (i) any Event of
Default under the Series 2006 Loan Agreement and (ii) any default under documents governing any debt of the
Government.

() In furtherance of the pledge of Gross Receipts Taxes set forth in the Series 2006 Loan Agreement,
to ensure (1) the receipt of and the maximization of Gross Receipts Taxes and, if applicable, the Substitute
Revenues, and (2) the deposit of all Gross Receipts Taxes, and, if applicable, the Substitute Revenues, in the Special
Escrow Account of the Government maintained by the Collecting Agent, as agent for the Special Escrow Agent,
pursuant to the Special Escrow Agreement and the Collecting Agent Agreement, or such other place as the
Government, with the consent of the Authority and the Trustee, may designate in writing.

(d) Observe and comply with the terms and conditions of and perform all of its obligations under the
Special Escrow Agreement and the Collecting Agent Agreement.

(e) At all times while the Series 2006 Loan Note is outstanding, to the extent permitted by law,
defend, preserve and protect the pledge of the Gross Receipts Taxes and, if applicable, the Substitute Revenues,
under the Series 2006 Loan Agreement and the security interest under the Special Escrow Agreement in all amounts
on deposit or required to be deposited in the Special Escrow Account and all rights of the holder of the Series 2006
Loan Note against all claims and demands of all third parties.
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§3) Consent to the assignment, pursuant to the Indenture, of all right, title and interest of the Authority
herein, and all amendments, modifications and renewals thereof, to the Trustee, reserving to the Authority, however,
the rights providing that notices and other communications be given to the Authority.

(g) Provide to the Authority and the Trustee within 180 calendar days of the end of each Fiscal Year a
financial report summarizing annual receipts of Gross Receipts Taxes and, if applicable the Substitute Revenues.

(h) In the event the Gross Receipts Taxes collected by the Government during any period of twelve
(12) consecutive calendar months are less than 150% of maximum annual Adjusted Debt Service Requirement on all
Outstanding Bonds and any outstanding Parity Indebtedness permitted by the Series 2006 Loan Agreement during
the current or any Subsequent Bond Year, the Government will use its best efforts to identify an additional stream of
revenues (the “Substitute Revenues™) and to pledge such Substitute Revenues to repayment of the Series 2006 Loan
Note. Any such pledge of Substitute Revenues shall remain in effect until such time as the Gross Receipts Taxes
collected by the Government during any period of twelve (12) consecutive calendar months occurring thereafter
equal or exceed 150% of the maximum Adjusted Debt Service Requirement on Outstanding Bonds and any
outstanding Parity Indebtedness permitted by the Series 2006 Loan Agreement, for the current and any Subsequent
Bond Year.

(1) The Government has covenanted to require the independent certified public accounting firm that
bas contracted with the Government to perform its annual audit (the “Auditor”) to perform on a quarterly basis
certain agreed-upon procedures on Gross Receipts Tax deposits made to the Collecting Agent. As part of its
contract, the Auditor will be required to deliver an agreed-upon procedures report (the “Report”) comparing the
Gross Receipts Tax payments documented in the Government's financial management system with the total
revenues deposited with the Collecting Agent and the deposit receipts remitted by the Collecting Agent to the
Revenue Audit section of the Department of Finance, the Authority and the Trustee. The Report will be delivered
within 45 days of the end of each fiscal quarter (of the Bond Year) beginning with the quarter ending September 30,
2006.

) Provide to the Authority and the Trustee the financial statements, reports and notifications
required by the Indenture at the times set forth therein.

Negative Covenants of the Government. The Government covenants and agrees that so long as the
Series 2006 Loan Note shall remain outstanding and the principal thereof or interest thereon shall be unpaid or
unprovided for, the Government shall not unless the Authority and the Trustee otherwise consent in writing:

(a) Revoke or amend in any way the Special Escrow Agreement or the Collecting Agent Agreement
or terminate the Special Escrow Agreement or Collecting Agent Agreement.

(b) Cause or permit the Authority to issue any Additional Bonds under the Indenture other than in
conformance with the terms thereof.

(©) Issue any bonds, notes or other obligations or incur any liability for funded indebtedness secured
by a pledge, lien, charge or encumbrance of the Gross Receipts Taxes and, if applicable, the Substitute Revenues,
which is of a rank superior to or, subject to the immediately following sentence, equal to, the pledge created by the
Series 2006 Loan Agreement. Notwithstanding the immediately preceding sentence, the Government may issue its
bonds, notes or other obligations for funded indebtedness on a rank equal to the pledge created by the Series 2006
Loan Agreement (hereinafter referred to as “Parity Indebtedness”), provided it bas delivered or caused to be
delivered to the Authority and the Trustee a Certificate of an Independent Verification Analyst (as defined in the
Indenture) satisfying the requirements of the Indenture.

(d) Take any action, or fail to take any action, if any such action or failure to take action would
adversely affect the exclusion from gross income of the interest represented by the Series 2006 Bonds, under Section
103 of the Code. The Government will not directly or indirectly use or permit the use of any proceeds of the Series
2006 Bonds or take or omit to take any action that would cause the Series 2006 Bonds to be “arbitrage bonds”
within the meaning of Section 148 of the Code or private activity bonds with the meaning of Section 141 of the
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Code. To that end, the Government will comply with all requirements of Section 148 of the Code and Section 141
of the Code to the extent applicable to the Series 2006 Bonds.

(e) Take any actions that would, directly or indirectly result in (1) the repeal, rescission or other
termination of the effectiveness of Title 33, Section 43 of the Virgin Islands Code (the “Gross Receipts Taxes Act”),
(2) a reduction in the rate or rotes at which the Gross Receipts Taxes are imposed or levied, or (3) a restriction or
reduction in the application of the Gross Receipts Taxes; provided, however, that the covenants contained in this
subsection (e) shall not restrict the Government's right to provide exemptions to any eligible businesses which apply
for new or renewal benefits pursuant to Title 29, Chapters 12 and 13 of the Virgin Islands Code, pertaining to the
industrial development program or any similar incentive program determined by the Government to be in the best
economic interest of the Government, so long as the grant of any such exemptions do not cause the aggregate Gross
Receipts Taxes estimated to be collected thereafter in any fiscal year of the Government to be less than 150% of the
maximum Adjusted Debt Service Requirement on Outstanding Bonds and all outstanding Parity Indebtedness
permitted by the Series 2006 Loan Agreement, for the current and any subsequent Bond Year, such determination to
be made only as of the date of the grant of any such exemptions.

® Take any actions or fail to take any actions which will limit, restrict, or in any way impair the
collection, transfer, deposit, or disbursement of the Gross Receipts Taxes in accordance with the terms of the Series
2006 Loan Agreement, the Special Escrow Agreement and the Collecting Agent Agreement.

Affirmative Covenants of the Authority. If the Authority shall pay or cause to be paid, or there shall
otherwise be deemed to be paid to the Owners of all the Authority's Bonds the principal, Redemption Price, if
applicable, or purchase price of, and interest due or to become due thereon and such other amounts as are set forth
therein, at the times and in the manner stipulated in the Bonds and in the Indenture, and the Trustee and Paying
Agent shall pay over or deliver to the Authority all moneys or securities held by them upon defeasance pursuant to
the Indenture, then the Authority shall credit ratably (or otherwise as directed in writing by the Government) against
amounts due under the Series 2006 Loan Note any moneys and securities thereupon remaining and held under the
Indenture, including amounts, if any, on deposit in the Debt Service Reserve Account created under the Indenture,
and transfer such remaining money and securities to, at the direction of, or on behalf of the Government.

The Authority shall use its best efforts to cause the Government to comply with the covenants set forth in
the Series 2006 Loan Agreement.

Event of Default. The occurrence of any of the following events shall be an “Event of Default” under the
Series 2006 Loan Agreement:

(a) The Government shall fail to pay when due any amount payable on the Series 2006 Loan Note; or

(b) The Government shall fail to deposit or cause to be deposited into the Special Escrow Account,
within one Business Day after the date required under the Special Escrow Agreement, any Gross Receipts Taxes
collected by the Government or, in the event such failure is caused by reason of ‘‘force majeure” (as defined in the
Series 2006 Loan Agreement), on the first Business Day on which, in the reasonable judgment of the Government,
the condition which gave rise to such force majeure no longer prevents the Government from making such deposit.
The determination of whether a failure to make a deposit of Gross Receipts Taxes as required by the Special Escrow
Agreement is due to force majeure shall be made in the reasonable judgment of the Government, upon telephonic
written notice to the Trustee, if possible; or

(c) The Government shall fail to perform or observe any term, covenant or agreement contained in the
Series 2006 Loan Agreement, the Special Escrow Agreement or the Collecting Agent Agreement (other than the
covenant referred to in paragraph (b) above) on its part to be performed or observed and any such failure shall
remain unremedied for thirty (30) days after written notice thereof shall have been given to the Government by the
Authority or the Trustee, provided, however, that if said default be such that it cannot be corrected within the
applicable period, it shall not constitute an Event of Default if corrective action is instituted by the Government
within the applicable period and diligently pursued until the default is corrected; or
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(d) An “Event of Default” under the Indenture; or

(e) Failure by the Authority to pay when due any Series 2006 Swap Agreement Net Payment or Series
2006 Swap Agreement Termination Payment.

Rights on Default. If an Event of Default shall happen and shall not have been remedied, then, and in
every such case, the holder of the Series 2006 Loan Note may (i) sue to collect sums due under such Series 2006
Loan Note, (i) compel to the extent permitted by law, by mandamus or otherwise, the performance by the
Government of any covenant made in the Series 2006 Loan Agreement or the Series 2006 Loan Note, and (iii)
examine the books and records of the Government to account for all moneys and securities constituting the Gross
Receipts Taxes and all other revenues of the Government.

Continuing Obligation. Until the date on which all amounts due and owing to the Authority from the
Government pursuant to the Series 2006 Loan Note shall have been paid in full or otherwise provided for, the Series
2006 Loan Agreement is a continuing obligation of the Government and shall (i) be binding upon the Government,
its successors and assigns and (ii) inure to the benefit of and be enforceable by the Authority and the Trustee and
their respective successors, transferees and assigns.

Amendments, Changes and Modifications. The Government and the Authority, with the consent of the
Trustee, may cause to be executed an amendment or supplement to the Series 2006 Loan Agreement curing any
ambiguity or curing, correcting or supplementing any defect or inconsistent provision contained in the Series 2006
Loan Agreement or making such provisions in regard to matters or questions arising in the Series 2006 Loan
Agreement as may be necessary or desirable and as shall not materially adversely affect the interests of the holder of
the Series 2006 Loan Note. Such amendment or supplement shall become effective upon the filing with the
Government an instrument of the Trustee approving such supplement. In addition, the Government and the
Authority may cause to be executed an amendment or supplement to the Series 2006 Loan Agreement at any time
and from time to time modifying any provision of the Series 2006 Loan Agreement with the consent of the Trustee,
except as provided in the Indenture.
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Independent Anditors’ Report

The Honorable Governor of the Government of the

United States Virgin Islands:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented componcot units, each major fund, and the aggregate
remazining fund information of the Government of the United States Virgin Islands (the Government) as of
and for the year ended September 30, 2004, which collectively comprise the Government’s basic financial
staterments, as listed in the table of contents. These financial statements arc the responsibility of the
Government’s management. (ur responsibility is to express opinions on these financial statements based
on our audit. We did not audit the financial staiements of the following component units:

The Virgin Islands Public Finance Authority (PFA}, a blended component unit, which represents
100% of the assets, fund balance, and revenue of the PFA Debt Service Fund (a major fund); 100%
of the assets, net assets, and revenue of the PFA Capital Projects Fund (a major fund); 100% of the
asseis, net assets, and 1evenue of the West Indian Company (s major fund), L.17%, 1.29%, and
196% of the assels, net assets/lund balance, and revenue of the aggregate renzining fund
information; 25.2%, 87.6%, and 17.6% of the assets, net assets, and revenve of the governmental
aclivities; and 59.65%, 49.56%, and 35.34% of thc assets, net assets, and revenue of the business-
type activities, respectively.

Virgin Islands Lottery (VI Lottery), a nonmajor enterprise fund, which represents 0.06%, 0.48%., and
2.06%, respectively, of the assets, net assets/fund balance, and revenue of the aggrepate remaining
fund information, and 1.14%, 11.26%, and 21.21%,. respectively, ol the assets, net assets, and
revenue of the business-type activities.

The Tobacco Settlement Financing Corporation, a blended component unit, which represents 0.73%,
1.09%. and 0.28%, respectively, of the assets, fund balance, and revenue of the aggregate remaining
fund information. and 0.91%, 4.10%, and 0.14%, respectively, of the assets, net assets, and revenuc
of the governmental activities.

The Virgin Islands Port Authority, Virgin Islands Watcr and Power Autborily, Virgin Islands
Housing Authority (VIHA), University of the Virgin Islands, Virgin Tslands Public Television
System, Virgin Islands Economic Development Authority (VIEDA), Magens’ Bay Authority, Virgin
Islands Government Hospital and Heaith Facilities Corporation (Roy L. Schneider ITospital and Juan
F. Luis Hospital and Medical Center), and the Virgin Islands Housing Finance Authority (VIHFA),
discretely presented component units, which collectively represent 100% ol the assets, net assets,
and revenue of the aggregate discretely presented component units.
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These financial statements were audited by other auditors whose reports thercon have been fumnished o vs,
and our opinions, insofar as they relate to the amounts included for the activitics, funds, and component
unifs indicated above, are based on the reports of the other auditors.

Except as discussed in the following eight paragraphs, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial staternents are free of material
misstatement. An audit includes consideration of internal ¢omtrol over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, bul not for the purpose of expressing
an opinion on the effectiveness of the Govermment's imternal control pver financial reporting. Accordingly,
we express 10 such opinion. An audit also mcludes examining, on a wst basis, evidence supporting the
amounts and disclosures in the financial statemcnts, asscssing the accounting principles used and
significant estimates made by management, as well as cvaluating the overall financial statement
presentation. We believe that our audit and the reports of other audilors provide a reasonable basis for our
opinions,

The hasic financial statcments include a receivable for corporale income taxes in the general fund (a major
fund) and the governmental activities of $8.7 million as of September 30, 2004. The basic financial
statements of September 30, 2003 did not include a receivable for corporate income taxes periaining o tax
year 2002 in the general fund (a major fund) and the governmenital activities due to inadequate records.
The receivable for corporate income taxes at September 30, 2003, coters into the determination of revenue
and change in fund balance/net assets tor the year ended September 30, 2004, The Government’s records
do not permit, nor is it practicable to extend our auditing procedures sufficiently to determine the extent to
which the revenue and change in tund balance/net assets of the general fund (a major fund) and the
govermmental activities for the year ended September 30, 2004 may have been allecied by this condition.

The report of the other auditors om the tinancial statements of VIHA, a discretely presented component
unit, as of and for the year ended Decermnber 31, 2003, was qualified because they were unable to obtain
sufficient audit evidence to determine whether capital assets amounting to $67 million were fairly stated.

The repoit of the other auditors on the 2004 financial statements of VIIFA, a discretely presented
component uiit, was qualified because they were unable to obtain sufficient audit evidence to determine
whether land held for salc amounting to approximately $235.7 million was fairly stated.

The basic financial statements include a receivable for unemployment insurance contributions in the
memployment insurance fund {a major fund) and the business-type activitics of $1.1 million as of
September 30, 2004, The basic financial statements of September 30, 2003 did not include a receivable for
unemploymenl insurance contributions in the unemployment insurance fund (a major fund) and the
buginess-type activities due to inadequate records. The reccivable for unemployment insurance
contributions at September 3¢+, 2003, enters into the determination of revenue, change in net assets, and,
where applicable, cash flows for the year ended September 30, 2004, The Government's records do not
permit, nor is it practicable to extend cur auditing procedures sufficiently Lo delermine the extent to which
the revenue, change in net assets, and, where applicable, cash [lows of the unemployment insurance fund
(a major fund} and the busincss-type activilies for lhe year ended September 30, 2004 may have been
affected by this condition.
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The report of the other auditors on the 2004 financial statements of the VI Lottery, a nonmajor enterprise
fund, was qualified because they were unable to oblam sofficient audit evidence to determine whether
capital assels of $45 thousand, net accounts reccivables of $887 thousand, dve to the general fund of $4.5
million, and other Labilities of $115 thousand were Fairly statcd.

The basic [nancial statements do not include a liability for workers’ compensation claims. The
Government’s records do not permit, nor 1s it practical to exlend our auditing procedures sutficienly Lo
determine the extent by which the business-type activilies us of and for the year ended September 30, 2004
may have been affected by this condition.

The Employees’ Retirement System of the Government of the Virgin [slands (GERS), a fiduciary
component unit {pension trust fund), is recording contributions pursuant to the Early Retiement Act of
1994 us the cash is received which, in our opinion, should be accrued in order to conform with (1.5,
penerally accepted accounting principles. If these contributions were accerued, contributions receivable and
nct assets held in trust for employees’ pension benefits would be increased by $7.2 million and the change
in nel assets would be increased by $1.1 million. In addition, GERS maintains its real estate investment in
the GERS complex related to the portion of the St. Thomas building held for lease based on historical cost.
As of September 30, 2004, this real estate investment amounted to approximately $8.6 million. Such
investment should be presented at fair value in accordance with U.S. generally accepted accounting
principles. GERS has not performed a recent valuation of this real eslale investment. Finally, we were
unable o obtain sufficient audit evidence about the cash overdraft halance reported by GERS with the
Department of Finance of approximately $10.5 million in speeially designated pooled accounts.

The basic {inancial statements include a provision for landfill closure and postclosure costs as required by
1.5, generally accepted accounting principles in the governmental activities of $28.8 million as of
September 30, 2004, The basic financial statzments of Septembier 30, 2003 did nat include a provision for
landfill closure and postclosure casts in the governmental activities because no calculation had been made.
The provision for landfill closure and posiclosure costs at Scptember 30, 2003, enters into the
determination of expenses and change in net assets for the year ended September 30, 2004. The
Government’s records do not perimit, nor is it practicable to extend our auditing procedures sufficiently to
derermine Lhe extent to which the expenses and change in nel assets of the governmental activities for the
year ended Seplember 30, 2004 may have been affecred by this condition.

Because of the matters discussed in the sixth, seventh, and cighth paragraphs of this report, the scope of
our work was not sufficient to enable us to express, and we do not express, an opinion on the business-ype
activities as of Septernber 30, 2004 and the changes in financial posilion for the year then ended.

In ouwr opinion, based on our audit and the report of other avditors, except for:

. the effects of not being able to determine the extent to which the cxpenses and change in net assets
of the govemmental activities may have been affected by the exclusion of a provision for landfill
¢losure and posiclosure costs in the beginning net assets, as deseribed in paragraph ten above, the
[inancial statements referred to above present fairly, in all material respects, the financial position of
the governmental activities of the Government as of September 30, 2004 and the changes in financial
position thereof for the year then ended in conformity with U.8. generally accepted accounting
principles;

. the effects of not being able 1o determine the extent to which the revenue and change in fund
balance/net asscts of the general fund (a major fund) and the governmental activilies may have been
affected by the cxclusion of a receivable for corporate income taxes pertaining to tax year 2002 in
the beginning fund balance/net assets due to inadequate records, as described in paragraph three
above, the financial stalements referred to above present fairly, in all material respects, the financial
position of the general fund and the governmental activities of the Government as of September 30,
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2004 and the changes in financial position thereof for the year then ended in conlomity with U.5.
generally accepted accounting principles;

. the elfects of not being able to determine the extent to which the revenue, change in nel assets, and
cash flows of the unemployment insurance fund {a major fund) may have been affecied by the
exclusion of a receivable for unemployment lnsurance contributions in the beginning net assets due
to inadequate records, as describied in paragraph six above, the tinancial statements referred to above
present faicly, in all material respects, the financial position of the imemployment insurance fund of
the Government as of Scptember 30, 2004, and the changes in financial position and, where
applicable, cash flows thereof for the year then ended in conformity with 11.S. generally accepted
accounting principles;

. the effects of the adjustments as might have been determined to be necessary, had the other auditors
been able to obtain sufficient audit svidence to determine whether capital assets and land held for
sale amounting to $67 million and $26 million in the financial statements of VIHA and VIHFA,
respectively, were fairly stated, as described in paragraphs four and five above, the financial
statements referred to ahove presenc faicly, in all material respects, the financial position of the
discretely presented component units of the Government of the United Stales Virgin Islands as of
September 30, 2004, and the respective changes in financial positon thereol for the year then ended
in conformity with U.S. generally accepted accounting privciples; and

- the effects of (i) GERS not accruing contributions pursuant to the Early Retirement Act of 1994 and
not recording its real estate investment in the (JERS complex related 1o the portion of the St Thomas
building held for lease at fair value, and (ii} the adjustments as might have been deternined to be
necessary, had we been able to obtain satisfactory evidence with tespect to the cash overdralt of
GERS with the Department of Finance, as described in paragraph ninc above, the financial
statements referred to above present fairly, in 2! material respects, the financial position of the
aggregale remaining fund information of the Government of the United States Virgin Islands, as of
September 30, 2004, and the respective changes in financial position thereof for the year then ended
in conformity with U.5. generally accepted accounting principles.

Finally, in our opinion, based on our audit and the reports of other auditors. the (inancial statements
teferred to above present fairly, in all material respects, the respective financial position of the PFA Debt
Service Fund, PTA Capital Projects Fund, and the West Indian Company of the Government of the United
States Virgin Islands as of September 30, 2004, and the respective changes in financial position and, where
applicable, cash flows thereof, and the respective budgetary comparison for the general fund [or the year
then ended in confonnity with U.8. generally acceptled accounting principles.

As discussed in note 14 to the basic financial stalemenls, the Governiment has restated beginning net asscts
and fund balances.

4 {Continued)
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The management’s discussion and analysis on pages 6 through 15 is not a required part of the basic
financial statements but is supplementary information required by the Governinental Accounting Standards
Board. We have applied cemain limited proceduses, which comsisted principally of inquiries of
management regarding the methods of measurement and prescntation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

KPre WP

June 7, 2006

Stamp No. 2102947 of the Pueito Rico
Society of Certified Public A¢countants
was affixed to the record copy of this report.
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management's Discussion and Analysis

September 30, 2004

Introduction

The following discussion and analysis presenis an overview of the financial positicn and activities of the
Government of the United States Virgin I[slands (the Government) as of and for the fiscal years ended
September 30, 2004 and 2003.

Governmenl-wide Financial Statements

The government-wide financial statements are designed to present an overall picture of the financial position of
the Government. These statements consist of the statemeant of net assets and the statement of activities, which are
prepaced using the economic resources measurament focus and the acerual basis of accounting. This means that
current year's revenue and expenses are included regardless of when cash is received or paid, producing a view
of financial position similar to that presented by most private-scctor companies.

The statement of net assels combines and consolidates the Governiment’s current financial resources with capilal
assels and long-term obligations.

Both of thc above-mentioned financial statements have separale sections for three different types of the
Government programs or activities. These three types of activitics are as follows:

Governmental Acfivities — The activides in this section are mostlly supported by taxes and
ilergovernmental revenue (federal grants). Most scrvices nommally associated with the primary
government (PG) full into this category, including general povernment, public safely, health, public
housing and welfare, education, wansportation and comumunication, and culture and recreation,

Business-Type Activisies — These functions normally arc intended Lo recover all or a significant portion of
their costs through user fees and charges (o external vsers of goods and services. These business-type
aclivities of the Governmenl include the operations of the (i) unemployment insurance program and (ii) the
West Indian Company (WICO). Both of these programs operale with minimal assistance from the
governmental activities of the Government.

Discretely Presented Component Units — These are operations for which the Government has financial
accountability even though they have certain independent qualities as well. For the most part, these entities
operate similar to private sector businesses and the business-type activities described above. The
Government’s discietely presented component units are presented in two categories, major and nonmajor,
This sepatation is determined by the relative size of the entities® assets, liabilities, revenue, and cxpenses in
rclation to the total of all component units.

Fund Financial Statements

Fund financial statements focus on the most significant (or major) funds of the Government. A fund is a separate
accounting entity with a self-balancing set of accounts. The Government uses funds to keep track of sources of
funding and spending related to specific activities. The Government uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.
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A muajor fund is a fund whose revenue, capenditures or expenses, assets, or liabilities (excluding extraordinacy
items) are at least 10% of the corresponding totals for all governmental or enterprise funds and at least 5% of the
aggregate amount for all governmental and entecprise fonds for the same ilem. The general fund is always
considered a major fund. In addition to funds that meet the major fund criteria, any other governmental or
enterprise fund (hat (he Government believes is parlicularly important to the financial statements may be reported
as a major fund.

All of the funds of the Government are divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.

Governmental Funds

Governmental funds are accounted for using the medified accrval basis of accounting, which measures
cash and other assets that can be readily converted to cash. The governmental fund statements provide a
detailed short-term view of the PG's general governmental operations and the basic services it pravides.
The reconciliation following the fund financial statements explains the differences between the
governmental activities, repored in the government-wide financial statements. and the governmental
funds’ financial statements. The General Fund, the PFA Debt Service, and the PFA Capital Projects Fund
are reported as major governmental funds.

The General Fund is the PG’s primary operating fund. It accounts for all financial resources of the PG,
except those required to be accounted for in another fund.

The PFA Debt Service accounts for the resources accumulated, and payments made, for principal and
interest on long-term general obligation debt issued by the Virgin Islands Public Finance Authority (PFA)
on behalf of the Government.

The PFA Capital Projects Fund accounts for bond proceeds of debt issued hy the PFA on behalf of the
Government. The bond proceeds have been designated for certain necessary public safety and capital
developient projects which ara accounted for in this fund.

Propriefary Funds

Services provided to outside (nongovernmental) customers are reported in enterprise funds. Enterprise
funds are accounled for using lhe economic resources measurement focus and the acecrual basis of
accounling. These are Lhe same business-lype activilies reporled in the government-wide financial
staternents.

The unemployment insarance fund and the West Indian Company (WICO) fend are major proprietary
funds.

The unemployment insurance fund is & federally mandated program Lo manage unemployment insurance.

The WICO fund accounts for the activities of WICO, which owns a port facility including a cruise ship
pier, and manages a shopping mall and a rental complex.

7 {Continued)
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Managetent’s Discussion and Analysis
September 30, 2004

Fiduciary Funds
The Government is the trustee, or fiduciary, for several agency funds.

The fiduciary activities are reported in 2 separate statement of fiduciary oet assets and a statement of
changes in fiduciary net assets.

Financial Analysis of the Government as a Whole

The primary government (PG) and its component unils ¢xpericnced an economic downtum following the
slowdown of the U.S. economy in fiscal year 2002 aad the events of Seplember 11, 2001. As explained in note
13 to the basic financial statements, the Government has initiated specific actions Lo improve its future cash fiows
Lthrough the issuance of long-term deht, the development of a serics of detailed revenue enhancement and
expenditure reduction initiatives, and the enactment of certajn laws directed Loward improving the Govermiment’s
financial situation.

In fiscal year 2004, the Government issued the 2003A Scrics Revenue Bonds amounting to $268 million to repay
the bond anticipation note and to fund necessary capilal projects of the PG.

Financial Analysis of the Primary Governmeni

Total assets of the government as of September 30, 2004 and 2003 were $1.364 billion and $1.337 billion,
respectively, an increase of approximately $227 million. Total liabilities as of September 30, 2004 and 2003 were
$1.836 billion and $1.637 billion. respectively, an increase of approximately $199 million.

For the year ended September 30, 2004, ihe PG net deficit of $272 million consisted of $239 million invested in
capital assets, net of related debt; $173 milfion restricted by statute or other legal requirements that were not
available to finance day to day operations of the government; and an unrestricted net deficit of $684 million. For
the year ended September 30, 2003, the P4 net asset deficil of $300 million consisted of $245 million invested in
capital assets, net of related dabt; $148 million restricted by statute or other legal requirements and were not
available to finance day to day opesations of ihe government; and an unrestricted net deficit of $693 millicn.

For the fiscal year ended Scptember 30, 2004, the PG earned program and general tevenue amounting to
$977 million, and ceporled expenses of $946 million, resulting in a decrease in the net deficil, before transfers, of
$31 million. For the fiscal year ended September 30, 2003, the PG eamncd program and general revenue
amounting to $854 million, and reported expenses of $888 million, cesulling in an increase in the net deficit,
before a special item and transfers, of $34 million. During fiscal year 2003, the Governmient repotted a special
item of $159 million resulting from the forgivencss of the 1950 Community Disaster Loan (CDLY resulting in an
overall reduction in the net deficit of $123 million.
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Management's THscussion and Analysis

September 30, 2004

In overall, revenue demonstrated an increase of approximately $123 million in fiscal year 2004, when compared
to fiscal year 2003, Expenses increased in fiscal year 2004 when compared to fiscal year 2003 by $58 million,
including $29 million in landfill closure and postclosure care cost recognized in fiscal year 2004, A summary of
net assets (deficit) and changes in net assets (deficit) for the primary government follows:

Net Assets (Deficit) - Primary Government
September 30, 2004 and 2003

(T thousands}
Governmental activities Business-type activitics Total
24 2003 2004 2003 (a} 2004 2003 ()
Assety
Current assets 5 836,161 626,329 43,833 54,979 879,994 681,308
Capital assets 625 530 608,158 42,693 43,008 668,223 651,166
Other assers 15.421 3211 437 553 15858 3,764
Total assets 1477,112 1,238,198 86,963 98,540 1,364,075 1,336,738
Liabilities
Loung-term debr ovistanding L.061,655 913925 21,376 22,015 1,083,031 935,940
Other liahikities 743.737 693,964 9,610 6917 733,347 700,881
Toral liabilities 1,803,392 1,607,839 30.986 28,932 1,836,378 1,636,821
Net Assets
Invested in capital assets, nct of
refated debi 217.677 224,189 21,318 20,993 238,995 243,182
Mestricted 131,496 105,632 41,375 42464 172,871 148,097
Unrestricted (deficit) {677.453) (699,513 (6,716) 5,151 {684,169) (693,362}
Total net assets
(deficit) § (328,280 (369,691) 55.977 69,608 (272,303} (300,083)

(a}  The 2003 balances were net restated 1o rellect the restatements (hat were made to the beginning net asser balances
because the 2003 information is not readily available.
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Changes in Net Assets (Deficit} — Primary Government
Seplember 30, 2004 and 2003

(In thousauds}

Guvernmenlal activities Business-type activities Total
20K 2003 2004 2003 (a) 2004 2003 (a)
Revenue:
Program: revenne:
Charges for services & 28,932 26,988 41,294 29,590 70,226 56,578
Operating grants and contributians 151,118 143295 - — 151,118 143,295
Capital grants and contributions 9,553 20,564 _ — 9,553 20,564
General revenue:
Taves 664,510 FH616 — — 664,510 594616
Ineerest and wiher TI1.848 33,991 2,74% 3,785 80,597 776
Other general revenue 1,102 1577 — — 1,102 1,577
Total rvenus 933,063 821,031 44,043 33375 977,106 834,400
Expanses:
Generl government 361,282 350,600 — — 384,282 350,600
Public safery 55,677 49,394 — —_ 55,677 49,394
Health 92,694 97,243 — — 92.694 97243
Fublic housing and welfars 62,712 63,874 — — 62712 63,874
Education 186,122 186,293 — — 186,122 186,293
Transporiation and comnunication - 45,987 29,240 - — 45,947 20,240
Culture and recreation 7,549 14,365 —_ — 7,549 14,365
Interest on lung-lerm debt 60,024 494633 - — 60,024 49,633
Unemployment insurance — — TAL7 14,664 7117 19,664
West [ndian Company —_ — 9,926 8,432 2,926 8,432
Warkmen's Compensation - — £,431 8922 8,431 8,922
VI Lotiery —_ — 11,863 - 11,663 —
Other business-type activities — — 17,004 10,521 17,HM 10,521
Total vxpenses 892047 340,642 54,141 47,539 946,188 B84, 181
Increase {ilecreuse} in net assets
before spucial item and translers 41016 (19611 (10.098) (14,164) 30918 (33,775)
Special item — 159,271 _ — - 159271
“Fransfers 395 (1.379) (295} 1379 — —
395 157,892 (195) 1379 — 159,271
Claage in get ussels 41411 138,281 {10,497} {12,785} 30918 125,496
Net assets (deficit), beginning
of year, a5 previously reported (369,691} {508,798 69,608 71212 {300,083y (431,580)
Restaements to bepinning nct assels —- 826 (3,138} 5,181 {3,138} a,007
Net assets (deficit), cnd of year,
a5 restated $ (328,2804 (369,691} 33,977 69,604 (272,303) (300,083)
(ay The 2003 balances wers not restaled o reflect the restatements thal were made (0 the beginning net asset balances hecause the
2003 information is not readily available,
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The Virgin Islands Office of Management and Budget of the PG prepares an annual executive budget subject to
approval by the Governor and the Legislature of the Virgin Islunds. The executive budget is prepared on a
budsgetary basis similar to the cash basis of accounting. The executive budget includes only those funds that are
subject to appropriation by law. More information regarding budgetary provedures is provided in note 3 of the
basic financial statements. A summary of the budgelary report for the General Fund of the PG, included on
page 23 of the financial statements, follows:

Revenue and Expenditures — Budget and Actual -

Budgetary Basis — General Fund
Year ended September 3, 24
(In thousands)
Oviginal Amended
budget budget Actual Variance
Total revenue 3 520,849 526,849 478,387 (48,402}
Total expendilurcs 566,282 596,545 531007 65,538
Excess of expenditures
over revenue (39433 (69,696) (52.620) 17,070
Cxher financing sources {uses) 70,968 FO068 81,706 10,741

Lixcess of ravenue and other
financing sources {uscs)
over expenditures $ 31,535 1,272 29,089 27417

For fiscal year 2004, the PG realized a revenue variance $(48) million due to a slower-than-expeeted rocovery
following the 2(X}2 recession. The PG realized a $66 million variance in expenditures due to control spending
imposed by revenue shortfalls. The PG realized a $11 million vadance in other financing sources due 1o the fact
that transfers 1o the Cieneral Fund were higher than budgerary estimates.

Capital Assefs

Cupilal assets additions during fiscal years 2004 and 2003 amounted to $36 million and $34 million,
respectively, for governmental activities and $1.6 million and $7.5 million, respectively, for business-type
activities.

11 (Continued)



1
oo

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
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The Governmant’s capital assets include land, land improvements, buildings, building improvements, machinery,
equipment, infrastructure, and construction in progress as follows:

Capital Assets - Primary Government

{In tirousands)

Guvernmental activities Business-type activitics Tulal
2004 2003 2004 2003 (2 2004 2003 (a)

Land and improvements $ 188523 188,109 3357 5358 193,880 193,467
Building and improvements 402,450 400,309 47,575 46,490 450,025 446,799
Machinery and cquipment 78,159 69,788 3,791 2,585 §1,950 72,371
Infrastructure 126,249 121,413 — — 126,249 121,413
Clonstmction in progress 24,578 4,046 209 722 25,387 4,768

Taral asscts 819959 783,665 57.532 33,135 877,491 838,820
Less accwmulaled depreciation {194,429 (175,507 (14,839) (12,147) 2{9,268) (187.654)

Tolal capital assets 625,550 603,158 42,693 43,008 668,223 631,166
(a) The 2003 balances were not adjusted to reflect the restatcments that were mads to the

hepinning net assét balances because the 2003 inforrnation is not readily available.
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Debt Administration

The Government issues both general obligation bonds and revenue bonds, The Revised Organic Act [18 U.S.C.
Seclion 1574 (b)(ii)] restricts the principal amount of general obligation debr that the Government may issue 1o
no greater than 10% of the aggregate assessed valuation of taxable real property in the U.S. Virgin Islands.
Following is a sumumary of bonds outstanding as of Septcmber 30, 2004:

Primary Governmeiit — Bonds Payable

(In thousands)
Final Interest
Bonds payable maturity rates (%) Balance

1998 Series 4, C, 1, and F Revenue
and Refunding Bords 2023 550w7.Al 3 473,745
1999 Project Revenue Bonds 2005 6.25 L.550
1999 Series A General Cbligation Bonds 2010 6.50 5,650
1999 Series A Revenue Bonds 2033 4.20to 640 283,335
2001 Series A Tobacco Bonds 2031 500 22,310
2002 Series Garvee Bonds 2009 2.50 10 500 15,840
2003 Series A Revenue Bonds 20933 4.0010 5.25 268,020
Subtotal 1,070,450
Deferred amount on refundings (24643
Bond premium 3,819
Bond discount (9,052}
Bond aceretion (1,098)
Total S L061,655

Note 9 provides detailed infermation regarding all bonds of the U.S. Virgin Islands.
During fiscal year 2004, the 2003 Series A revenue honds amounting to $268 million were issued.

The PG made bond principal payments on all outstanding general and special revenue bonds amounting o
$25 millien during fiscal year 2004, and $24 million during fiscal year 2003.

The Governument's bonds carry nsured ratings of “AAA™ and “Aaa” (rom Fitch Ratings and Moody’ s Investors

Services, respectively. Ratings reflect anly the respective views ol the rating agencies and an explanation of the
significance of each rating may be obtained (rom the respective rating agency.
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Other liabilities of the PG include:

Primary Government — Other Liabilities

Septernber 30, 2004 and 2003
(Fn millions)
2004 2003
Accrued compensated absences 60 52
Retroactive imion arbitration liability 384 37%
Accrued litigation 15 13
Landfill closure and post closurc costs 29 —
Accrued federal cost disallowances [{] 13
Total other liabilities 494 453

Economic Condition and Outlook

The PG ended tiscal year 2004 with a deficit amounting to $272 million, of which $684 million relates 10 an
,U unrestricted deficil. The P(3 is working towards a recovery from the recession of 2002 through a combination of

© revenuc initiatives and budgetary restraint on expenditures.

Revepue Initiatives

The PG collects income Lux tevenue under the “mirror™ income tax system. The Government’s tax laws mirror
the (1.5, Tniemal Revenve Service (IRS) Code, Rules, and Regulations. The 2003 and 2004 Tax Acts passed by
U S, Congress may huve a negative impact on revenue due to changes in sourcing of revenue rules as defined for
the U.S. Virgin Islands, restriclions on residency rules, a decrease in tax rates, expanded rax credits, and
expanded tax deductions. In Aprif 2005, the U.S. Treasury issued draft tax regulations for the territories and
possessions delining residency and scurce of income. The Government has proactively tesponded to these
changes through mecstings with the U.S. Treasury. The regulations have not been issued and the Government’s

response is under review by the 11,5, Treasury.

In connection with a real propety tax case institured against the PG in the T8, District Court of the Virgin
Islands, the Government was enjoined for a four-month period in fiscal year 2003 from appraising and assessing
any teal property taxes until it modified its system of appraisal to comply with certain court mandates. As a
result, offective August 2003, it has been using the 1998 assessment value to issoe tax bills and collect taxes, and
expects 1o continue to do so until a new appraisal system is implemented, which is intended to satisfy the coutt’s
decision, or the decision is reversed on appeal. In fiscal year 2004, the Government rctained 4 consultant to
modify its system of appraisal and to corply with the court mandates.

The Government is currently in litigation challenging the computation of its corporate franchise tax. Of the four
cases brought against the Government, one is cucrently before the Virgin Islands Territorial Court, and the

remaining three cases arc currently on appeal.

{Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
Seplember 30, 2004

Budgetary Conirol of Expenditures

The P faces the challenge of camryforward expenditures from prior fiscal years and increasing expenditures in
the current fiscal year. Carryforward expenditures consist mainly of retroactive salary increases, which
accumulated following Hurricanes Hugo, Manlyn, and Bertha in the years of 1990 through 1998,

Cumrent increasing goverimental expenditures include increased health insurance premiums, pharmaceulical
premivms, and salary expense. Expenditurcs arc closely monilored and conirolled through the budgetary process.

Deficit Reduction Mcasures

The PG has implemenied a number of deficit reducing measurss including: (i) increasing of local taxes including
the highway users tax and stamp tax; (ii) implementation of new local taxes including an excise lax on
importation of personal goods and a petroleum tax; and (iii) cxerting greater control of expenditures through the
budgetary process, and (iv) implementation of tax amnesties for property and gross receipts taxes.

Contacting the Government’s Financial Management

This financial zeport is designed to provide the Government's citizens, taxpayers, customers, and investors and
creditors with a general overview of the (kwvemment’s finances. If you have questions about this report, or need
additional linancial informarion, contact the Government of the United States Visgin Islands, Department of
Finance, No. 2314 Kronprindsens Gade, S1. Thomas. VI 00802.

&
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Net Assets (Deficit)

Assers:

Cash and cash equivalents
Investments
Receivables, net
Intemnal balances
Loans and advances,
Due from component units
Note receivable
Due from primary government
Tue fvom federal government
Inventories
Onber assets
Restricied:
Cush acd cash equivalents
Investments
Other
Capiial assets
Deferred exponscs

Total assets

Liabilities:

Current liabilities:
Accounts payable and acerued lizhilities
Tax refunds payable
Unemployment insurance benefits
Custemer deposils
Due w primary government
Due to component units
Due to federal government
Interest payable
Uncamed revenne
Oiher curcent liabilities
Due within one year:
Loans payable
Bonds payable
Onher Liabilities
Noncurrent liabilities:
Duc in more than ¢ne year:
Loans payable
Bonds payable
Other liabilities
Tetal liabilities

$

$

Seplember 30, 2004

{In thousands}

Primary Government

Governmental Business-tvpe Component
activities aclivities Total units

247,100 2,004 255,104 58,153

349,120 — 349,120 29388

179,632 3,352 142,984 54,210

4,999 (6,999) — —

— - — 1.622

29,382 — 29382 —

— — —- 7486

— — — 3,531

22,963 - 22,963 4,204

— 435 435 20,866

965 243 1,808 18,856

38,198 38,198 34,544

— — — 91,794

— — - 1,188

625,530 42,693 668,223 764,325

15,421 437 15,858 21,167

1,477,112 86.963 1564073 1,111,334

52,003 5.637 57,640 73,605

75,352 — 73.352 —

— 1,744 1,744 —

— — — 16,710

— -— ot 29,382

3,531 — 3,531 —

— - - 3,600

29,133 — 29,133 5,281

£7,250 - £7,250 4,545

1,990 2,229 4,219 6,619

- 813 813 8,293

22,467 — 22,467 8476

39,663 — 39,063 —

— 20,563 20,563 2,583

1,639,188 1.G3%,188 277,523

434,815 — 454,813 28,708

1,805,392 30,986 1,836,578 467,820
16 {Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Net Assets (Deficit), continued
September 30, 2004
{In (housands)

Primary Government

“Governmental | Business-iype Compotent
activities activiticy Total units
INet assels:

Invested in capital assets, net of related delt 217,677 21,318 238,995 538,835

Restricted for:
Unemployment insurance — 33.540 33.840 —
Debt service 131,496 — 131,496 —
Qther purposes — 7,535 7,535 790
Unrestricted (deficio) (077.453) 6,716} (684,169} 32,889
Total net asscis {deficit) $ {328.280) 55,977 (272,303} 643,514

See accompanying notes (o basic financial statements.



GOVERNMENT OF THE UNITED STATES VIRGIN 1ISLANDS
Staternent of Autivilies
Yeur ended Septenber 30, 2004
(In thousands}

Met revenue (expense) and

Pyogram revenue vhanges in net assets
%Tprrmng Tapital Frin

IALY LoV eraluent
Charges for grunts and granis and overnnIent UsImess-type Component
Espenses services contribetions comtribwtions activities Activitiey Total units
Functious: -—_———
Primary government:
Guweramental activitics:
Geteral goverumm ¥ 381,082 24,853 6,729 4982 @14,718) - 314,418) -
Public safery 55,677 1,256 16,433 - (37.548) — (37,548)
Heslth 92,694 416 29,065 — — (63,213} —
Fubli Lousing and welfore 62,112 aue 36,510 — — (25,193} —_
Education 186,122 — 31,481 —_ — {134,641} —
Troanspot taliow and catrrumication 45987 1,947 350 4,50 — (39,119} —
Cutmce und recrealion 7,545 11 150 — —_ {1,388}
Interest an lang-term deht 60,024 — — - — (60,024} —
Tortu] gpvernmental netivities 892,041 28,932 151,118 9,553 — 02 444 —
Pusinéss-type sctivilics
Unemployroeut iturance .07 34N — — —_ (3.24B) {3,346}
Weat Tudiun Cutrpry 9,926 12,361 — — — 2,455 2,455 —
Warkmon's compeasation 8,431 7,169 — — — (1,202) (1,262 —
%1 Lattery 11,652 9,390 (2,273) (2.273)
(ler 17.004 §,533 — — — (8.421) (34211 -_
Total business type sctivities 54,141 41,204 — — — {12,847 (12,8471 —
“Fotal prinary goveroment 5 465,158 Juze6 151,118 3,553 (702,444 113,847 (7132000 —
‘Component units:
Virgin 1dlands Housing Autherity 3 44,206 5,121 30,766 5437 — — — 2.482)
Virgin Telands Port Authority 41,910 46,651 — 10.037 - — 4,778
Virgin Islaods Water and Power Autherity:
Elecwic systen: 146,378 144,745 —_ 820 —_ _ — i§13
“Water system 21,637 25,406 — 18y _ — — 4.857
¥irgin Islands Govermnent
Haspital apd Health Macilities Corporation:
Ruoy L. Schocider Hospital 66,171 40,235 21.718 4541 — — — 333
Tuan F. Tuiz Hospital 50,943 24,867 18,249 1631 — — —_ (6.056)
Lniversity of the Virgin Idands 29,484 13,607 45476 3,192 — — - 2,791
Other cucpponent unts 12,028 2,G85 6,370 1711 — = — (1257
Tatal eocrpopent wnits $ 442 657 203,327 122,639 24457 — — -— 1766
18 {Contimued)

GOVERNMENT OF THE UNITET STATES VIRGIN ISLANDS
Statemeat of Activities, vuntinued
Year wnded Septenber 40, 2004

{In tiiomsands)
Met revenue {expense) and
changes In net assets
Frimuary goverament
Trnvenunental Business-Cype Comyponent
activitios activities Total nuity
Tatel primary government and
COtpOTe i uTks § 702,444) 712,847 {715,291} 1,765
Crenerel revenne:
Tascs 664,510 -— 664,510 —_
luterest snd other T84 2,748 80,597 9,425
‘Fubacco scttlement riphts 1,102 - 1,102 —
Transfers — internal gctivities of primacy
puvernmrent 395 [3us) — —
Total general reveme
and teansfers 742.855 2354 246,209 £.425
Changes in nct assots (deficit) 41411 {10,483) 50,918 11,1491
et assats [deficil), beginning of year
{asrestated) (369,601 66470 (303,221 632,323
Nt asscls {deficit), end of year H {328,250) 55,977 (272,302} 43,514

See accomprmying notes to besic financial statements.

19
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GOYERNMENT OF THE UNITED STATES VIRGIN 1ISLANDS
Balance Sheat — Governmental Funds
September 30, 2004

(In thousands}
FFA PFa
debt capital {ther Lodal
Assets General SErVICE prajects gevermoental
Cash and cash equivalents $ 136,279 — 46,135 64,686 247,100
Invcstments 72 EBB 150,285 12,720 13.218 2120
Heecivahies:
Tazes 140,553 3R,253 — — 173 806
Aceruel interest and ather 3%0 — 541 911
De fronx:
Onher fonds 8,846 — 313 10,794 19053
LCumponeat ugits 20382 — - — 29,382
Federal povernment — _ — 22,563 22,963
Orther assets — — — 34 34
Total assets. b 388338 1B8,538 159,177 112336 848,289
Liabilities and Fuud Balances
Accounts payable and accrued liabilities $ 33.593 — 346 17,764 52003
Tax refunds payable 733352 — _ — 73,352
Due w.
Other funds 7654 2,000 138 3,178 12.990
Component unils 359 — — _ 3,571
Deferrad revenue 140,193 72,93% 6,634 18,976 238.747
Other current lisbilities — - — 1,954 1954
Tatal liabilities 260,623 74,939 1143 41872 IR4 577
Fund balanees zeserved for:
Encumbrances 48,340 — - — 48,340
Dcht scrvice — 113,589 — 17,898 131,497
Unreserved fund balance, tepoted in:
General find 9375 — — — 9,373
Special revenue fuuds — — — 33923 55,925
Capitul projects funds — - 152,034 (3.459) 148,575
Tozal fund hatances 127,713 113,599 152,034 70,364 463,712
Toral liabilizies and fund batances 5 388,138 188,518 159,177 112,236
Amoutits feported for goverimental activilies in the sratement of net assets {deficit} are differeat becanse:
Capifal assets used in governmental activities are not financiat resources and,
therzfore, are not reported o the funds. 625,330
Bond issue co5tS are nof financiat resources and, therefors, are not
reported in the funds. 15421
Because the facus of govermnental funds is on shoreorm financing,
somne assels, primarily taxes raceivable, will not be availatle to pay for current period
expenditures. These assets are offset by deferred revenue in the fimds. 152,323
Interest on lowg-terrn debr is notacemed in the funds, but rather is
reeogaized as an expenditure when due (29,133)
Long-term liabilities, iscluding bonds payable, are not due and payable
im the coment period and therelon: are not reperted iu the funds. (1,336,133}

Deficit of governmental activibies

Sec accompanying notes 1 hasic financial statements.

b

(I thougands}
PFA FFA
debt enpital Cther Total
Cemeral service Projects govammental governmenlal
Revemue:
Tuaes T 456,809 152 da9 — 18,248
Federat grants and contributious — 3.651 - 157,020
Charges for scrvices 21,924 - — 7308
Tulween setlleqent rights — — — L102
Tuterest and othor 42,514 5,143 2608 27,543
Tatal reveue 523,747 161243 2608 211451
Expendivares.
Courrent:
General governent 246,658 — 2,702 87717
Public: safeey 40958 — — 13,152
Health H.E08 — — 18,314
Tublic housing sod welfare 31231 — 426 31055
Education 119077 — — 31,300
Transporistion and conmusication 29,050 — 6,562 4,139
Cubnure and recreation 6.203 — — 1,076
Cupital cutlays - — 22461 14,080
Debt service:
Principal — 120,570 — 4,125
Inicres — 50,155 — 1363
Dond isminnce sosts - 13,033 — —
Total expenditures 574,88 183,758 32,138 207,432
Encess (deficioncy) of revenue
over (under) capendinres (51.134) (22,515) (29,543) 4,129 (99,063
Othex flarneing soucces (uses):
onds issued — 126,520 141500 — 264,020
Trauders tromother fands 47302 . 1015 15314 103,631
Trarsfers to uther funds (5,593 (83,3623 (4000} {081y {103,238}
Premivm oa bonds issned — 2.83¢ — 2.830
Total other Financisg sources (uses). net R1,709 43,734 138,515 1,23 271,245
et change 1o fund balances 30,575 21.273 108,972 11362 172,182
Tund balance. beginning of Year {us redaied) u7,140 92,326 43,042 59,002 201,530
Fund balance, end of vear $ 122,715 113504 152,034 70,364 463,712
See sooonpumying notes to base Gnneial gatements.
4

GOVERNMENT OF THE UNITED 81ATLES YIRGIN SLANDS

Statorent of Revenue, Expenditures, and Changesin Fund Balances
Gevernmental Funds

Year cnded Septendes 10, 2004
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GOVERNMENT OF TIIE UNITED STATES VIRGIN ISLANDS

Reconciliation of the Statement of Revenue, Expendituges, and Changes in
Fund Balances to the Statement of Activitics — Governmental Funds

Year ended September 30, 2004
(In thousands)

Net change in fund balances — total governmental funds

Government funds report capital outlays as expenditures. However, in the
statement of activilies the cost of those assets is allocated over their
cstimated useful lives and reported as depreciation cxpense. This is the amount
by which capital ontlays exceeded depreciation in the current period.

‘Tax revenue in the statemcnt of activities, which do not provide current
financial resources, are not reported as revenuc in the funds.

The issuance of long-term debt provides current financial resources to rovernmental
funds, while the repayment of the principal of long-term debt consumes the current
financial cesources of the governmental funds. These transactions have no effect
on net assets. This is the amount by which bond and loan proceeds of $268,020
exceeded principal retirement of $124,693 in the current perind.

Some expenses reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental
funds. This is the amount by which the increase in certain liabilities reported in the
slalement of net assets of the previous yoar increased expenses reported in the
statement of activities that do not require the use of current financial resources.

Bond issue costs are expended in the governmental funds when paid, and are
capitalized and amortized in the statement of activities. This is the amount by which
current year bond issue costs exceeded amortization expense in the current period.

Bond premiums and discounts are weported as other fimancing sources and uses in the
governmental funds when the bonds are issued, and are capitalized and amortized in
the government-wide financial statements. This amount represents the capitalization
of premiums on bonds issued during the current year of $2,830 and the additicnal net
interest expense of $1,575 reported in Lhe statement of activities related 10 the
amortization of premiums, discounts deferred refunding loss, and accreted interest on
capital appreciation bonds during the current year.

Certain interest reported in Lhe staiement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the
governmental funds. This amount represents the increase in interest payable
reported in the statement of net assets less the portien of accrued interest.

Change in net assets of govemmental activities

See accompanying notes o basic financial stalements,
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172,182

17,372

34,004

{143,325)

40,521

12,210

(4,403)

(6,106)

41411

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Statement of Revenue and Expenditures — Bndget aad Actual—
Budgelary Basis — General Fund

Revenue:
Taxes
Charges for services
Interest and vther
Total revenue
Expenditures:
Current:
General government
Public safety
Health
Public housing and welfure
Education
Traosportation and communication
Culture and recreation

Total expendiiures
Excess of expenditurcs over revenus

Other financing sources {uses):
‘Transfers from other fands
Transfer ta other funds

Toxal other financing sources {uses), nct

Excess of revenue and other
ftnancing sources over expenditures

See accempanying nules w basic financial statements.

Yeur ended Septernher 30, 2004

H

{In thousarxls)
Original Amended
hudget hadget Actual Varianee

493 048 493,048 436,422 (36,626)
10,25¢ 10,259 15,053 4,79
23,542 23,342 26,910 3,368

320,844 526,849 478,387 (48,462

123,578 136,318 211,439 (75,121)
62,242 04,893 40,446 24,449
84,539 87.312 65,030 22,782
43,046 41,771 31,846 9923

190,192 197,675 145,723 51952
43,924 48,928 27,402 21,526
18,761 19,146 9,121 10,025

566,282 596,545 S3L07 65,538

(39433) {69.696) {52,620) 17,076
78,043 78,043 37,302 9,259
{10713y {71.075) (5,593) 1482
70,968 70,968 31,700 10,741
31,535 1,272 29,089 27,817

23



GOVERNMENT OF TIIE UNITED STATES VIRGIN ISLANDS GOVERNMENT OF THE UNITED STATES YIRGIN ISLANDS
Statement of Met Assets - Proprietary Funds Statement of Revenne, Expenses, and Changes in Mund Net Asscts

Proprietary Fonds
September 30, 2004 QP
¥ aar ended Saptember 30, 2004
(In Lhowsands) In cands)
Buginess-type activities - Enterprise funds Business-type activities - Enterprisc fmds
West West
Unerployment Indian [Tnemplopaent Tndian
insurance Company Other Totals insurance Company Dther Total
Assels: Ciperating, revenue:

Current assets: Charpes for services ¥ 3,771 12,381 25,143 41,295
Cashrand cash equivalents 3 244 5,450 2,310 8,004 Totalopesating reverme 2771 12351 25,143 41,295
Receivables, net:

Premiums receivahle 1,136 — — 1,136 Operating cxpenses: : }
Accrued interest and other L09¢ a0 1151 Costaf services o Y 751 36,528 511564
Other receivables _ . 1.065 1,065 Depreeiation and amertization — 1,435 569 2009
Due from other funds — — 300 300 Total uperating expenses 7117 5.946 37,097 53,160
Inventories and other currenl asscls — — 4335 435 . N
Olhor assets _ 78 pos a1 Uperating income (loss) (3,346) 3435 (L1954} (11,885
Total current assets 1,380 7324 4730 12,934 rUpTANG e (REperses) 2118 o5 sa5 2748

Nencurrent assets: Interest cxpense — 9813 — 931
Restricted cash and cash cquivalenls 36,433 1,765 — 38,198 Total nonoperating reveins
Capilal assets — 35,621 7072 42,693 {expoies), net 2,118 (836} 535 1,767
Deferred expenses - 437 — 437 Tncorne: (Ioss) befare operating transers (1,228) 1549 (11419} (10,098}

Total noncusrent assets 36,433 37.823 7.072 81,328 Tiansfers From other funds _ _ 2,500 2500
Total assets 37813 45,147 11,302 94,262 Transfers to other funds = (2.000) (395) (2885)
O Liubititics: Change innet wsscls (1,228) 549 (9.814) (104193)
|'_\ {urrent liabilivies: Met assets, beginning of year (as restated) 35,068 21,232 10.170 6,470
Accounts payable and accrued liabilities — E] 4,647 5,637 IS end of $ 33,840 21,741 356 55977
& Due lo olher funds — 1000 6,295 7259 g asscls, oud ol year il : = .
Unemployment insurance benefits 1,744 — — 1,74
Unearned revenue .229 - - 2219 See sccompanying notes to basic finaneial statements.
Loans payable related to capital assets — 813 — 313
Total currcul Yiabilities 3,973 2,803 10,946 17,722
Noncurren liabilities:
Loans payable related to capital assets — 20,563 — 20,563
Total liabilitics 3,973 23,366 10,946 38,285
Net assets:

Invested in capital assets, et of
related debi — 14,246 7072 21,318

Restricted 33,840 7,535 — 41,375

Unrestricted (deficit) - — 6.716) (6,716)

Total net assets $ 33,340 21,781 356 55,977

Ses accempanying notes to basic financial statements.
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GOVERNMENT OF 11

Cask flows from operating autivitis
Regeipis from cugtomers and wers
Payments to beneficiaries
Payments to suppliers md croplsyees

Net cash provided by (used in)
operating activitics

Cash tlows from noncapital financing activities:
Contribution fram U8, Gavernment
Transfer from other fonds
Fransfers to other funds

et cash provided by (used in)
nencapital financing activities

Cash flows from capital and relaled finaecing sctivities:
Acquisition and construction of capital ussets
Principal paid on long-term debt
FProcesds from sake of asset
Tuterest paid on Long-termn Jebt

Nel cash used in capital and related
financing activities
Cash flows from investing activities:
Tuzerest and dividends on investments

Nel cash provided by investing activities
Netincrease (decreare) in cash and cash equivalents

Caxh iyl cash equivalents — begimming of vear {ag
restated)

Cash and cash equivalents -- end of year

Reconciliation of, oprrating inceme (loss) to net cash
provided by (used in} operating activities:
Ogerating income (loss)
Adstments to recongile operating ncoie (loss)
10 net cash provided by (used in) operating
activities:
Depreciation cxpense
Change in asscts and Liabilities:
Reccivables, not
Drelerred charges
Cithed assets
Accounts payable and acereed expenses
Net cash provided by (used in)
wporating acivites
Reconriliation of cash and cash equivalents to the.
statement of net assets:

Cash and ¢ash equivalents — clurent
Cash and cash equivalents ~ restrictad

Cash and cash equivalents at end of year on
statenwent of cash flows

See accommpanyng nates to basic fiaancial statcments,

(In thoussands)

. UNITED STATES VIRGIN ISL.ANDS

Stalerment of Cash Flows
Praprietary Funds

Yeur ended September 30, 2004

Business-fype activitivs — Enterprise funds

West
Unemployment Indian
insuranee Cowmpasy Other Total
3 2,635 13,172 31,167 40975
(9,036) — (6,748) (13,754)
— (8,063) {27.122) (35,187)
0.401) 5,108 {2.703) {3.996)
2223 — — 2,229
— —_ 2,500 2,500
— (2,000) — {2000)
2,229 (2,000) 2,500 2,729
— (1,205) {353) (1,538}
— (639) — 639
— 2 — 2
— (981) — (981)
— 2,823) (333) (3,176}
2,118 95 335 2748
2,118 25 535 2,748
(2,054) 380 21 {1,643)
38,731 6,835 2,331 A7 RYY
K 36,577 7215 2,310 46,202
& (3,346) 3,435 (11,954) (11863}
— 1433 369 2,004
(1,136} 575 06,024 5463
e 114 — 114
_ 103 (&t 43
(1,919} 554 2,718 245
5 6401} 5,108 (2.70%) (3.996)
k] 244 5430 2,210 8,004
36433 1,765 — 38,198
3 36,677 7,215 2,310 49202

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Statement of Fiduciary Net Assets — Fiduciary Funds

Assets:

Cash and cash equivalents:
Unrestricted
Restricted

[nvestments

Receivables, net:
Loans und advances
Accrued interest
Other

Due from other funds

Other assels

Total assets

Liabilities:
Accounts payable and accrued liabilities

Cash overdraft with the Department of Finance

Cash overdraft with bank
Unsettled securitics purchased
Sccurities lending collateral
Notes payable

Other liabilities

Total liabilities

Septembier 30}, 2004

(In thousands)

Mot asscts held in trust for employees’ pension benefits $

See accompanying notes to basic financial stalcments.
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Pension
trust
funds

Agency
funds

133,443
72
1,453,090

108,135
4,553
48,299
36
10,966

6,898

4,048

1,764,394

10,946

10,454
1,398
110,876
275453
6,781
9,126

10,946

414,288

1,350,306




GOVERNMENT OF TIIE UNITED STATES YIRGIN ISLANDS
Statement of Changes in Fiduciary Net Assets
Year ended September 30, 2004
(In thousands)

Additions:
Contributions:
Employer
Plan members

Total contributions

Investment income:
Net appreciation of fair value of investments
Interest, dividends, and other, net
Real estate — rental income

Less investmenl expense
Nel investment income
Other income
T Total additions

|C_D\ Deductions:
Benctits pard
Refunds of contributions
Administrative and operational expenses

Total deductions
Change in net assets
Net assels, beginning of year
Met assets, end of year

Sce accompanying notes to basic financial statemcnts.
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Pension
trust
funds

3 54,085
30,801

84,880

95,818
40,202
3,392

139412
7,443

131,969

300
217,135

131,691
2,838
8,096

142,625
74,530

1,273,776
S__ 1350306

(0

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes 1o Basic Financial Statements
September 30, 2004

Swirunary of Signilicant Accounting Policies

The Government of the Tlited States Virgin Islands (the Government) is an unincorporated organized
territory of the United States of America (Uniled States). The powers of the Government are derived from
and set forth in the Revised Organic Act of 1954, as amended. The Government assumes responsibility for
public safcty, health, public housing and welfare, edocation, transportation and communication, and culture
and recrealion.

The accompanying basic financial stalements of the Government have been prepared in conformity with
U.S. generally accepted accounting principles (GAAP) as prescribed by the Governmental Accounting
Slandards Board (GASB).

The accompanying basic financial statements have been prepared primarily from accounts maintained by
the Department of Finance of the Government. Additional data has been derived from reports prepared by
other departments, agencies, and public corporations based on independent or subsidiary accounting
systems maintained by them.

(a)  Financial Reporting Enfity

The Government follows the provisions of GASB Statement No. 14, The Financial Reporting Entity,
as amended by GASB Sualerment No. 39, Determining Whether Centain Ovganizations Are
Component Units. These standards reguire that the Govemment’s financial reporting entity be
defined according Lo specific crileria. According to the standard for financial reporting purposes, the
Government is a primary govemment (PG). The PG includes all Government departrnents, agencies,
boards, and organizations that are not legally separate. In addition to the PG, the financial reporting
enfity includes blended and discretely presented component units. Component units include all
legally separale organizations for which the Govemnment’s elected officials are financially
accountable, and other organizations for which the nature and significance of their relationship with
the Government are such that exclusion would cause the basic financial statements to be misleading
or incomplete. The criteria wsed to define financial accountability include appointment of a voting
mgjority of an organization’s governing body and (i) the ability of the PG to impose its will on that
organization or (ii) the potential for the organization to provide specific financial benefits to, oc
impose specific financial burdens on, the PG. The financial statements of the following component
units are included in the financial reporting entity either as blended or as discretely presented
component units in accordance with GAAP.

(i)  Blended Componend Units

The following public benefit corporations, while legally separate from the Government, meet
the criteria to be reported as part of the PG because they provide services entirely or almast
entirely to the Govermument:

Virgin Islands Public Finunce Authority

The Virgin Islands Public Finance Authority (PFA) was created as a public corporalion and
autonomous  governmental instrumentality by Aect No. 3365, the Government Capital
Improvement Act of 1988, with the purpose of aiding the Government in the performance of
its fiscal duties and in effectively carmying out its governmental responsibilily of raising capital
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for essential public projects. Under the cnabling legistation, PFA has the power, among other
malters, (> borrow money and issue bonds and to lend the proceeds of its bonds to the
Government or any governmental instrumentality. The powers of PIA are exercised by a
board of directors consisting of the Governor (Chairperson), the Comnussioner of Finance, the
Director of the Dffice of Management and Budget, and two representatives of the private
scctor appointed by the Governer with the advice and consent of the Legislature. PFA
acliviljes are blended within the PG because it is so intertwined with the Government that, in
substance, they are the same.

PIA has a compenent unit, the West Indian Company (WICO), which is presented as an
enterprise fund in the Government’s basic financial statements as further described in note
1(d).

Tobacce Settlement Financing Corporation

The Tobacco Settlement Financing Corporation (TSFC) was created in September 2001 under
Act No. 6428 as a separate and independent corporation of the (overnment to purchase the
rights, title, and interest in tobacco settlement litigation awards and to issue tevenue bonds
supported by the tobacco setilement rights. The responsibility for the operations of TSFC is
vested in a board of directors composed of three Government officials appointed by the
Governor and two private citizens. ‘The activities of TSFC are limited to activities conducted
on behalf of the Government.

Complete awdited financial statements of the PFA and TSFC blended component units can b
obtained directly by contacting their respective administrative offices:

Administrative Offices of Blended Compoment Unils

Virgin Islands Public Finance Authority
2400 Henduras, 2nd Floor
5t Thomas, VI 00802

Tabacco Settlement Financing Corporation
2400 Honduras, 2nd Floor
St. Thomas, VI 00802

Discretety Presented Component Units

The following component units, consistent with (GASE Statements No. 14 and 39, are
discretely presented in the basic financial staternents because of the nature of the services they
provide and the Government’s ability 1o impose its will. The component units are reported in a
separate columm to cmphasize that they are legally separate from the PG and governed by
separate boards.
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(ifi) Major Component Units

Virgin Islands Housing Authority

The Virgin Islands Housing Authority (VIHA) was created as a body corporate and politic
constituting a public corporation and autonomous governmcntal instrumentality by Act
No. 903 en June 18, 1962 with the purpose of providing housing for low-income familics. Up
until August 2003, the powers of VIHA were exercised by a board of commissioners
consisting of seven members as follows: the Commissioner of Housing and Commuonity
Renewal and six other members appointed by the Governor. In August 2003, the ULS.
Department of Housing and Urban Development {(HUD) detcrmined that because of the
severity of compliance violations, VIHA was declared to be in substantial default of its annual
contributions contract (ACC) dated Tuly 12, 1996 with HUD. The VIHA was placed in
receivership and HUD assumed possession of all assets, projects, and programs.

Given the nature of VIHA's operations and the significance of its relaticnship with the
Government, management believes that its exclusion from the tinancial repoting caotity would
cause the Government’s basic financial statemens to be incomplete and misleading.
Accordingly, VIHA continues to be reported as a major component unit of the Government
even though the Government ne longer appoints its commissioners.

Virgin Islands Port Authority

The Virgin Islands Port Authority (VIPA) was created as a body corporate and politic
constituting a public corporation and autonomous government instrementality by Act
No. 2375 of December 23, 1968, with the purposes of owning, operating, and managing all
types of air and marine lerminals. The powers of VIPA are exercised by a board of governors
consisting ol the Commissioner of Ezonomic Development and Agriculture (Chairperson), the
Attomey General, the Commissioner of Public Works, the Director of the Small Business
Deveiopment Agency, and [ive other persons appointed by the Governor with lhe advice and
consent of the Logislature.

Virgin Islands Water and Power Authority

The Virgin Islands Water and Power Authority (WAPA) was created as a body corporate and
politic constituting a public corporation and autonomous governmental instrumentality by Act
No. 1245 of August 13, 1964, with the purpose of operating the water production and electric
generation plants in the US. Virgin Islands. The powers of WAPA arc cxercised by a
governing board consisting of nine members, all appointed by (he Governor with the advice
and consent of the Legislature, from which three are heads of cabinet-level executive
departments or agencics and six other persons, who shall not be employees of the
Government. WAPA is required by its bond resolutions to maintain separate audited fimancial
statements for each system (the Electric and Water Systems).

Virgin Islunds Government Hospital and Health Facilitics Corporation

The Virgin lslands Governiment Hospital and Health Facilitics Corporation (VIGHHFC) was
created by Act No. 6012 on August 23, 1994 and became active on May 1, 1999. Its purposc is
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to provide healthcare services and hospital facilities 1o the people of the U. 5. Virgin Islands.
The powers of VIGHHFC are exercised by a board of directors consisting of 13 members as
follows: 1the Director ol the Olfice of Management and Budget, the Commissioner of Finance,
and 13 other members appointed by the Govemor with the advice and consent of the
Legislature. The VIGHHFC is composed of the Roy L. Schneider Hospital located in
St. Thomas and the Juan F. Luis Hospital and Medical Center located in St. Croix. Both
cntities issue separate audited financial statements.

University of the Virgin Istands

The Universily of the Virgin Islands (the University) was organized as an instrumentality of
the Governmment under Act No. 852 of March LG, 1962, in accordance with Scetion G(a) of the
Revised Organic Act of 1954, as amended. The purpose of the University is the stimulation
and utilization of the intellectual resources of the people of the U.S. Virgin Islands and the
devclopment of a center of higher education. The powers of the University arc cxercised by a
board of trustees consisting of 17 members as follows: Chairman of the Board of Educution,
Commissioner of Education, and the President of the University, all serving as mcmbers ex-
officio, 9 other members appuinted by the Governor with the advice and consem ol the
Legistature, two other members elected by the bourd of trustees, one represcntative of the
student body, one slumnus of the University, and another of the teaching faculty. The
University was not organized as a sel[suslaining entity and therefore reccives substantial
financial and other support [rom the Government.

The Tniversily’s financial stalements include its component units: The Foundation for the
University of the Virgin Islands, The Reichhold Foundation, and the University of the Virgin
Islands Research and Technology Park. The Foundation for the University of the Virgin
Islands is a not-for-profit corporation whose purpose is to assist and support the University in
accomplishing its charitable and educational mission. The Reichhold Foundation is a not-for-
profit corporation that supports the arts and provides financial assistance in operating the
Reichhold Center for the Arts on St. Themas, The University of the Virgin Islands Research
and Technology Park is a nontaxable public corporation developed to promotc economic
growth, development, and diversification in the Virgin Islands.

Nonmajor Component Units
Virgin Islands Economic Development Authority

The Virgin Islands Feonomic Development Authority (EDA) was created by Act No. 6390 of
December 21, 2000 as a body corporate and politic constituting a public corporation and
semiautonomous instrumentality of the Government. EDA was created as an umbrella
authorty to assume, integrate, and unify the functions of the Economic Development
Commission, the Small Business Development Administration, the Government Development
Bank, and the Virgin Islands Industhal Development Park Corporation. The powers of EDA
are exercised by a board of directors consisting of the members of the Virgin Islands
Economic Development Comumission, the Director of the Virgin Islands’ Bureau of Internal
Revenue, and five members not cmployed by the Government, but appointed by the (overnor
with the advice and consent of the Legislature.
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Magens’ Bay Authorify

Magens’ Bay Authority (MBA) was created as a corperate instrementality by Act No. 2085 on
December 20, 1967, with the purpose of acquiring, improving, and cperaling parks and
beaches. The powers of MBA are exercised by a board of dircelors consisting of the Governor
and six members initially appointed by the (Govemer. The beard of directors is responsible for
the appointment and reappointment of subsequent board mermbers except (hal the Governor,
with the advice and consent of the Legislature may, by appoiniment, fill any vacancy on the
board of directors remaining unfilled for sixty days.

Virgin Istands Housing Finance Authority

The Virgin Islands Housing Finance Authority (VIHFA) was created as 4 body corporate and
politic constituting a public corporation and autenomous governmental instrmentality of the
Government by Act No. 4636 of October 20, 1981, wilh the purpose of stimulating low- and
moderate-income housing construction and home ownership through (he issuance of revenue
bonds to obtain funds to be used for low-interest mortgage loans to qualified purchasers of
low- and moederate-income housing. The powers of VIHFA are exercised by a board of
directors consisting of the Commissioner of the Department of Housing, Parks, and Recreation
(the Chairman), the Director of the Office of Managcment and Budget, and three persons not
employed by the Govermment appointed by the Govemor with advice and consent of the
Legislature.

Virgin Islands Public Television System

The Virgin Islands Public Television Systcimn {(PTS) was created as a bedy corporate and
politic constituting a public corporation and autonomous instrumentality by Act No. 2364 on
November 15, 1968, with the purpose of advancing the general welfare, education, cultural
development, and awareness of public affairs of all the population of the U.S. Virgin Islands
and to provide an effective supplerment to the in-school edocation of children. The powers of
PTS are exercised by a board of directors consisting of the Commissioner of Education, the
Chairman of the Board of Education, three members appointed by the President of the
Legislature, and four members, not more than two of whom should be employed by the
Government and appointed by (he Governor with the advice and consent of the Legislature. In
addition, the Director of the Office of Management and Budget, the President of the University
of the Virgin Islands, and the General Manager of PTS are ex-officio members of the hoard
who are not entitled to vote.

Complete audited financial statements of the discretely presented component units can be
obrajned dircetly by contacting their administrative offices:

Administrative Offices

Virgin [slands Housing Authority
402 Estate Anna’s Retreat

P. 0. Box 7668

St. Thomas, VT 00801
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Virgin Islands Port Authority
PO Box 301707
St. Thomas, VI (0803

Virgin Islands Water and Power Authority
PO Box 1450
St. Thomas, VI 00804

Virgin Islands Government Hospital and Health Facilitics Corporation
9048 Sugar Estate
St. Thomas, VIOCB02

University of the Virgin Islands
2 John Brewer's Bay
St. Thomas, VI (0802

Virgin Islands Economic evelopment Authority
1050 Norre Gade #3
St. Thomas, VI00802

Magens’ Bay Authoricy
PO Box 10583
St. Thomas, VI (1802

Virgin Islands Housing Finance Authority
210-3A Altona

Frostco Center Building, Suite 101

St. Thomas, V100802

Virgin Islands Public Television System
PO Bax 7879
5t. Thomas, VIG0801

All financial statements of the discretely presented component units have a fiscal vear-end of
September 30, 2004, except for WAPA and VIHA that have a year-end of June 30, 2004 and
Decenber 31, 2003, respectively.

Fiduciary Component Units

The following public benefit corporation is legally separate from the Government, meets the
definjtion of a blended component unit, and is presented in the fund financial statcments along
with other 0duciary funds of the Government. Fiduciary funds are not reported in the
government-wide financial statements.

FEniployees” Retirement System of the Government of the Virgin Islands

The Employees’ Retircment System of the Government of the Virgin Islands (known as
GERS) was created as an independent and scparatc agency of the Government with the
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purpose of admiinistering the Government employees’ defined-benetit pension plan established
as of Oclober 1, 1959, The responsibility for the proper operation of GERS is vested in a board
of trustecs composed of seven members appointed by the Governor with the advice and
consenl of the Legislature.

Employee and employer contributions to GERS arc recognized as additions to net assets held
in trust for employees’ pension benefils in the period in which employee services ame
perlormed, except for contributions pursuant to the Early Retirement Act of 1994, which are
recorded as the cash is received. Benefits and refunds are recognized when due and payable in
accordance with the terms at the plan, except for benelits pursuant to sections 8(a) and 8(b) of
the Early Retirement Act of 1994, which arc recorded when the subsidy provided by the
Government is recgivable and payable.

Complete audited financial statements of this commponent unit can be obtained directly by
contacting their administrative office:

Employess’ Retirement System of the Gevernment of the Virgin Islands
GERS Building, 3rd Floor
5t. Thomwus, VI 00802

Government-wide and Funrd Financiagl Statements

The government-wide financial statcments (that is, the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the PG and its component units.
For the most part, the effect of interfund activity has been removed fron these stulcments.
Governmental activities, which normally arc supported by taxes and intergovernmental revenue, are
reported separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the PG is reported separately from certain legally separate component
units for which the PG is financially accountable. The statement of net assets presents the reporting
entities' nonfiduciary asscts and liabilities, with the difference reported as net assets.

The statement of activitics demonstrates the degree 1o which the direct expenses of a given function
or scgment are offset by program revenue. Direct expenses are those Lhal are clearly identifiable with
a specific function or segment. Program revenue includes (i) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by 1 given function or
segment and (i) grants and contributions that are restricted o mecting the operational or capita
requirements of a particular functicn or segment. Taxcs and other ilems not properly included among
program revenue are repoited instead as general revenuc.

Separate financial statcments are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latier are excluded from the government-wide financial staiements. Major
individual povermmental funds and major individual enterprise funds ame reported as scparate
columns in the fund financial statements.
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Measurement Focus, Basis of Accounting, and Financial Siatement Presentation
Government-wide Financial Statements

The government-wide finaocial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenue is recorded when earncd, and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are rceognized as revenue in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements bave been mel.

Goevernmental Furd Financial Statements

The governmental fund financial statements are reported using the current financial resources
measurement focus and the modified-accrual basis of accounting. Revenue is recognized as soon as
it is both measurable and available. Revenue is considered 1o be available when it is collectible
within the curtent period or soon enough thereafter to pay liabilities of the current period. For this
purposc, the Government considers most revenue to be available if collected within 90 days of the
end of the current fiscal year-end. Specifically, gross receipts taxes, property taxes, and income taxes
are eonsidered to be available if collected within 30, 60, and 90 days, respectively, afler the end of
the current fiscal year-end. Grant revenue is considered to be available il collected within the 12
months after the end of the cumrent fiscal year-end. Expenditures gencrally ace recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures are recorded
only when payment is due.

Income taxes, gross receipts taxes, real propenty taxes, and grant funding are all considered to be
susceptible 1o accrual and so have been recognized as revenue of the current fiscal period to the
extent they are considered available. All other revenue items are considered 1o be measurable and
available vnly when cash is received by the Government.

Proprietary Funds, Fiduciary Funds, and Discretely Presented Component Units Financial
Statements — The financial statements of the proprielary funds, fiduciary funds, and discretely
presented component units are reported using the economic resources measurement focus and the
acerual basis of accounting, similur Lo the government-wide financial statements described above.

Rach proprictary fund bas the option under GASB Statement No. 20), Acconnting and Financial
Reporting for Proprietary Funds and Other Governmental Entities that Use Proprietury Fund
Accounting, 10 elect and apply all Financial Accounting Standards Board (FASB) proncuncements
issued after November 30. 1989, unless these conflict with a (FASB propouncement. The PG and
most blended and discretely presented component units have clected not (o apply FASB
pronouncements issued after Noveraber 30, 1989 for ils proprictary fund types. VIPA has elected to
follow the FASB’s pronouncements issucd after November 30, 1989,

Proprietary funds distinguish operating revenue and expenses from nonoperating items. Operating

revenue and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing operations.
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Fund Accounting

The Government reports ils financial position and results of operations in funds, which are
considercd separate accounting cntities and discrete presentations of those component units, which
are 0ol required to be blended. The operations of each fund are accounted for within a sct of
sclf-balancing accounis. Fund accounling segregates funds according to their intended purpose and is
used to aid management in demonstrating compliance with legal, financial, and contractual
provisions. GASB No. 34, Basic Financial Statements — and Maragement’s Discussions and
Analysis — for State and Local Governments, establishes criteria (percentage of the asscts, liabilities,
revenue, or expenditures/expenses of either fund category or the governmental and enterprise [unds
combined) for the delerminalion ol major funds. The nonmajor funds arc combined in a single
column in the lund [inancial statements. The Government reports the following major funds:

Governmental Funds

The Government reports the following major governmental funds:

¢ General Fund - The General Fond is the government's primary operating fund. 1t accounts for
all financial resources of the general government, except those required to be accounted for in
another fund.

s PFA Debt Service — The PFA Debt Service accounts for the resources accumuwlated, and
payments made, for principal and interest on long-term general obligation debt issued by PFA on
behalf of the Government.

* PFA Capifal Projects Fund — The PFA Capital Projects Fund accounts for hond proceeds of
debl issued by the PFA on behalf of the Government. The bond proceeds have been designated
for cerlain necessary public safety and capital development projects which are accounted for in
this fund.

Proprietary Funds

These funds account for those activities for which the intent of management is to recover, primarily
through user charges, the cost of providing goeds or services to the gencral public. The government
reports the following major proprietary funds:

s  Unemployment Insurance Fund — The unemployment insurance fuond accounts for the
collection of unemployment premivms from employers in the U.S. Viegin Islands, and the
payment of unemployment henefits to ¢ligible unemployed recipients.

¢+ West Indian Company — WICQO, a component unit of PFA, accounts for the activities of a cruise
ship pier and shopping mall complex on the island of $t. Thomas.
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Fiduciary Funds

Fiduciary funds are used to account for assets held by the (Government in a trustee capacity, or as an
agent for individuals, private organizations, and other governmental units. "Lhe following are the
Government's fiduciary fungs:

¢ Pension Trust Fund- The pension trust fund accounts for the activities of the Employees’
Retirement System of the Goverament of the Virgin [slands, which accumulates resources for
pension benefit payments to qualified employees.

*  Agency Fund — The agency fund is custodial in nature (assets equal liabililies) and does not
involve measurement of the results of operations.

Cash and Cash Eguivalents

The Government follows the practice of pooling cash. The balance in the pooled cash accounts is
available to meet current operating requirements, and any excess is invested in various
interest-bearing aceounts and time deposils with eligible deposilory instilulions.

Cash equivalents of the proprietary funds and discretely presented component units consist of
demand accounts, money market accounts, certificates of deposil with malurities of net more than 90
days from the date of acquisition, short-term U.S. government and its agencies’ obligations and
repurchase agreements with a U.S. commercial bunk maturing within three months and collateralized
by U0.5. government obligations. Cash and cash equivalents of the discretely presented component
units are maintained in separate bank accounts, from those of the PG, in their own names.

Investments

Title 33, Chapter 117 of the Virgin Iklands Code (V.I. Code) authorizes the Government to invest in
U.8. Government and agencies’ obligations, mortgage-backed securities, repurchase agreements,
comumercial paper, local government cbligations, and cerporate debt and equity cbligations.
[nvestments are reported at fair value.

[nvestments in equily securilies in the pension trust fund are carried at quoted market values.
Realized gains and losses on securities are determined by the average cost method. [nvestnents in
real estate are carried at appraised value to the oxtent available. Investments without appraisals arc
caeried ut cost.

Receivables

Taxes receivable represent amounts owed by taxpayers for individual and corporate income taxes,
gross receipts taxes and real property taxes. Tax revenue is recognized m the governmental fund
financial statcments when they become both mzasurable and available based on actual collections
during the months subsequent to Seplember 30

Federal government receivables represent amounts owed 1o the Government for reimbursement of
expenditures incurred pursuant to federally funded programs.
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Accounts receivable are reported net of estimated allowances for uncollectible amounts, which are
determined based upon past collection experience and current econamic conditions.

Subject to the provisions of the retirement law and subject to rules and regulations prescribed by the
board of trustees of GERS, participants of the Pension Trust Fund have the right of obtaining loans
from the Pension Trust Fund to finance a home, aatomobile, or other personal needs. The maximum
moitgage loan that could be granted to members who have been contributing to the Pension Trizst
Fund for at least five years is $250,000. The interest rate on new first mortgages was 8% and on
second mortgages, 9% throughout the year. Members may also borrow up to $50,000 to buy land.

Members who have contributed to the Pension Trust Fund for at least five years can borrow up 1o
$18,000 for the purchase of an automobile. The leans bear interest at 11% with a maximuom term of
four years. A member may alse berrow up to 75% of their contributions Lo the Pension Trust Fund o
a maximum borrowing of $20,000 as a personal lean. The interest rate offered on personal loans was
9% throughout the year.

Member loans in the pension trust fund are valued at the outstanding loan principal balance less an
allowance for estimaled loan losses.

The accounts receivable from nongovernmental customers of the discretely presented component
units are net of estimated uncollectible amounts. These receivables arise primarily [rom scrvice
charges ta users. Accounts receivable trom the PG and other component units that arise from service
charges do not have signilicant allowances for uncollectible accounts.

Inventories

In governmental fund types, the costs of inventorics arc recorded as cxpenditures when purchased.
The proprictary {fund types and component units recognize an assel when Lhe inventory is purchased
and an expense when it is consumed. Inventories In proprietary fund types are primarily valued at the
lower of cost or market using the first-in, first-out method.

Restricted Assets

Restricted assets in the PG and discretely presented component units are set aside primarily for the
payment of bonds, notes, construction funds, and other specific purposes.

Capital Assets

Capital assets, which include land, land improvements, buildings, building improvements, machinery
and equipmens, consiruction in progress, and infrastructure assets are reported in ihe applicable
governmentzl, business-type activities, and component unit columns in the government-wide
financial statements as well as in the applicable proprietary funds reported in the fund financial
statements.

The PG defines capital assets as assets thal bave an initial, individual cost and wseful lives of:
(1) $5,000 for personal property with a vseful life of five years; {ii) $50,000 for buildings and
building improvements with an estimated usetvl lives of 40 and 20 years, respectively; (iil) $100,000
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for land improvements; and (ivy $200,000 for infrastructure with an estimated useful life of 30 ycars.
The value of all land acquired is capitalized.

Capital assets purchased or acquired are carried at historical cost or normal cost. The normal cosling
methed to estimate cosi based on replacement cost indexed by a reciprocal factor of the price
increase from the appraisal date to the actual or estimated acquisition date was used to estimaie the
historical cost of certain land. buildings, and building improvements because invoices and similar
documentation was no longer available in certain instances. Donated capital assels are recorded at
fair value at the time of donation. Major outlays for capital assets and improvements are capilalized
as projects are constructed. Interest costs are capitalized during the construction period only for
business—type activities and various component units. The costs of routing maintenance and repairs
that do not add value to the assets or materially extend asset lives are not capitalized.

Capital assets utilized in the governmental funds are recorded as expenditures in the governmental
fund financial statements. Depreciation expense is recorded in the government-wide financial
staternents, as well as the proprietary funds and component units” financial staternents.

Capital assets of the PG are depreciated on the straight-line method over the assets’ estimated useful
lives. There is no depreciation recorded for land and construction in progress.

The capital assets of the component units are recorded in accordance with the applicable GASB and
FASB statements and under their own individual capitalization thresholds. The estimated useful lives
of capital assets reported by the component units are (i) 7 to 50 years for buildings and building
improvements; (ii) 20 to 40 ycars for airports and marine terminals; and (iii) 3 0 20 years for
vehicles and equipment.

The Government chose the option available under GASB No. 34 to defer the recording of
wastcwater treatment facilities as information for this network of infrastructure assets was not
available. These assels were deemed Lo be nonmajor relative to total infrastructire assets and are not
reported.

Tax Refunds Payable

During the calendar vear, the Government collects individual income taxes through withheldings and
payments from taxpayers. At September 30, the Government estimates the amount owed 10 laxpayers
for overpayments during the first nine months of the calendar year. These estiznated amounts and the
actual tax refunds claimed for prior years but not paid at year-end are recorded as tax refunds
payable and as a reduction of tax revenue.

Deferred and Unearned Revenue

Deferred mevenue at the governmental fund level arises when potential revenue neither meets
measurable nor available criteria for revenue recognition in the cwrrent peried. Deferred revenue alse
arigses when resources are received before the Governmeat has a legal claim to them, as when grant
moneys are received prior to incurring the qualifying expenditures. In subsequent periods, when the
revenue recognition criteria is met, of when the Government has a legal claim to the resources, the
liability for deferred revenue is removed from the balance sheel and the revenue is recognized.
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Uneamed revenue at the government-wide and proprietary fund levels arises only when the
Government reczives rasources before it has alegal claim. to them.

Long-term Debt

The liabilities reported in the povernment-wide financial stalements include the Government's
bonds, long-term notes, and other long-term  liabilitics including vacation, relroactive union
arbitration  salaries, legal claims, and noncurrent federal fund cost disallowances related to
expenditures of federal grants. Bond premivms and discounts, lesses incurred on bond refundings,
and debt issuance costs are deferred and amortized over the life of the bonds using Lhe effective
interest method. Bonds payable are reported net of the applicable bond premiums or discounts and
deferred refunding losscs. Bond issuance costs are reported as deferred charges and amortized over
the term of the related debt.

In the fund fimancial stalcments, government fund types recognize bond premiums and discounts, as
well as bond issvance costs, during the current period. The fuce amount of debt issued is reported as
other financing sources. Premiums received on debt issnances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Losses incurred on bond
refundings are not recognized in the fund financial statements as the corresponding liability for the
honds is only recorded in the government-wide financial statements. Issvance costs, whether or not
withheld from the actval debt proceeds received, are reported as debl service sxpenditures.

Fund Equity

In the fund financial siatements, povernmental funds report rescrvations of fund balance for amounts
that are not available for appropriation or arc legally restricted by oulside parties for use for a
specific purpose. Designations of Tund balance represent lentalive management plans that are subject
to change.

Net Assets

Net assets are reported in three categories:

»  Invested in Capital Assets, Net of Related Debt - These consist of capital assets, net of
accumulated depreciation and smortization and reduced by outstanding balances for bonds,
notes, and other debt thal are attribuled to the acquisition, construction, o improvement of those
assets. Debt pertaining to significant unspent debt proceeds is not included in the calculation of
invested in capital assets, net of related debt. The unspent portion of the debt is preseated, net of
the velated debt, as restricted net assets for capital projects.

+  Restricted Net Assets — These resull when constraints placed on net assets use are either
externally imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or enabling legislation.

»  Unrestricied Nef Assets — These consist of net assets, which do not meet the definition of the two
preceding categories. Unrestricted net assets often are designated to indicate that management
does not consider them to be available for general operations. Lnrestricted net assets often have
constraints on resources that are imposed by management, but can be removed or modified.
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When both restricled and unrestricled resources are available for use, generally it is the
Government’s policy to use meslricted resources first, then the unrestricted resources as they are
needed.

Postemployment Benefits

In addition to the pension benefits described in note 12, the Government provides postrctirement
bealthcare benefits, in accordance with the V.I Code to all employees who retire from Lhe
Government on or affer allaining age 55 with at least 30 years of service; except for policcmen and
fircmen who can retite with at least 20 years of service. Curmently, 4048 retirees meet those
eligibility requirements. Healthcare benefits are provided through insurance companies whose
premiums are paid by the retiree and the Government. The Government contributes threc-fourths of
the healthcare benefits’ premiums. The Government does not accre a liability for postemployment
benefit costs, which are recognized on a pay-as-you-go basis. During the year ended September 30,
2004, the cost of providing healthcare benefits amounted to approximately $19.5 million.

Compensated Absences

The vacation pelicy of the Government provides for the accumulation of four, six, or eight hours for
each full biweekly pay period depending on the time of entry into government service. At the
beginning of each calendar year, vacation leave is limited to 480 hours (60 days). However, the
excess of 480 hours is vonsidersd by GERS for service credit towards the employees” retirement.
This vacation policy does not apply to professional educatienal persennel of the Virgin Tslands
Department of Education, who receive compensation during the schoel breaks. Upon retirement, an
cmployee receives compensalion for unused vacation leave at the employee’s base rate pay. As of
Seplember 30, 2004, the Govemment had accrued compensated absences amounting to
$60.2 million, including related benefits, of which $39.2 million was included in curtent liabilities in
the Fovernment-wide financial statements.

Employees accurnulate sick leave at a rate of four hours for each full biweekly pay period up 10 a
maximum of 180 days. Separated employees do not receive payment for vnused sick leave,
therefore, a provision for accumulated sick leave is not required.

Compensated absences accumulation policies for the blended component units and discretely
presented component units vary from cntity to entity, depending upon negotiated bargaining
agreements and other factors agreed upon between the management of these entities and its
employces.

Interfund and Intro-entity Transactions

The Government has the following types of transactions among funds:

* Interfund Transfers — Legally required transfers are reporied as intertund transfers in (oul)
when incumed.

» Intrg-entity Transactions — These are transactions between the PG and its component units, and
among the component units. Transfers between the PG and its blended component units are
reported as interfund transfers, except for transfers within the same fund typc. Similarly,
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receivables and payables between the PG and its blended component units are reported as
amounts due Lo, and due from other funds. Transfers between the PG and discretely presented
component units {and ameng those component units) are reported separately as revenue and
expensas or expenditures. Amounts owed 1o and from discretely presented component units by
the PG are reported separately [rom interfund payables and receivables.

Risk Management

With some exceptions, the Govemment does not carry general casualty or lability insurance
coverage on its properties or the acts of its employees, relying instead on sclf-insurance andfor
stalvlory liability limitations. However, as a result of an agreement with the Federal Emergency
Management Agency (FEMA), with respect to properties and structures damaged by Hurricane Hugo
and repaired with federal disaster assistance funds, the Government has oblained insurance lor
certain hospitals, schools, and other insurable public buildings that were repaired with such federal
assistance. The Government purchases commercial insurance covering physical losses or damages
against ils property. The limit of liability for all risks, excluding earthquake, windstorm, and flood, is
$1 million for each and every occurrence except for windstorm and flood losses, which has a
$45 million limit. For physical losses arising from earthquake, the insurance policy has a limit of
$100 million for each and every occurrence and in the annual aggregate. Also, the Government has
an enterprise fund that provides workers' compensation to both public and private employees.

The Government does not maintain accounting records in support of individual claim liabilities or
for claims incurred but not reported (IBNR). Accordingly, workers’ compensation claims are
accounted for on a cush buasis. As such, the basic financial statements do not include a liability for
workers’ compensation claims outstanding, including related IBNR, as of September 30, 2004,

Certain component units are exposed 1o various risks of loss related to their specialized operations,
which are mitigated by purchasing commercial insurance.
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(&) Future Adoption of Accounting Requirements
GASB has issued the following statements that the Government or its component units have not yet
adopted:
GASB Adaption
Statement required in
number fiscal year
40 Deposit and Investment Risk Disclosures — An Amendment
af GASB Suatement No, 3 2005
42 Accounling and Financial Reporting for [mpairment
of Capita] Assets and for Insurance Recoveries 2006
43 Financial Reporting for Postemployment Benefit Plans
Other than Pension Plans 2007
44 Economic Condilicn Reporting: The Statistical Section —
An amendment of NCGA Statement 1 2006
45 Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions 2008
46 Net Assets Restrictzd by Enabling Legislation —
An amendment of GASD Statement No. 34 2006
47 Accounting for Termination Benefits 2006
The impact of these statements has not yel been determined.
(u) Useof Estimates
Management of the Government has made a number of estimates and assumptions relating to the
reported amounts of assets and liabilities and disclosure of contingent assets and liabililies at the date
of the basic financial statements and the reported amounts of revenue and expenses during the
period. Actual tesulfts could differ from thase estimates.
Component Units

The basic financial statements include the financial stalements of the following discretely presented
component units:

Virgin Islands Housing Authority
Virgin Islands Port Authority
Virgin Islands Water and Power Authority

Virgin Islands Government Hospital and Health Facilities Corporation
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University of the Virgin [slands
Economic Development Authority
Magens’ Bay Authority

Virgin Islands Housing Finance Autherity

Virgin Islands Public Television Syslem

thousands):
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Virgin Islands Water

Yirgin lslands Gevernment
Hospital and Health

[THIS PAGE INTENTIONALLY LEFT BLANK]

D-25

Yirgin Virgin and Power Awtharity Facllities Corparatinn
Islands Islands Roy L. University Tutal
Housing Part Electric Yater Schneider Juan F. Luis of the Diher vompunent
Infozinatlon on net assets Authority Antharity Sysiem System Hospite} Hospltal _ Virgin Islands cRtities uhits
Agsets:
Current assers $ 7,067 19.974 30,071 18,407 17.370 11,737 30,774 15,181 190,581
True [rom prinary
govemmenl - 674 — _ _ — 2737 120 3,511
Dus [rom fedeml governnenl 2,515 215 - — 200 —_ 1254 -— 4,204
Restricled asssls 300 15,002 32,853 B.388 2,655 — 37,225 TS 127,526
Capitat assets, net 67,038 267,263 208,770 48,502 64,562 26.140 41,514 46,746 764,325
Deferved expenses 1,954 17.526 1631 — — - — 21,187
Towal #iscls 746,920 303.002 322,220 77478 §5.087 37.877 133.604 73,050 1011334
Liabilities:
Current Labilities 5,054 8,737 51,359 3,674 12,085 11,909 9452 2,910 106,760
Drue te primary goveramens — — - — 7,600 17,530 — 4.243 29,332
Due w federal government _— — 4,300 —_ _ 390 _ - 5,690
Donds payable — i%z22l 163,245 34009 -_ — 44,059 6,365 2R6,39%
Loans payahle — EDO 5,600 — - - 3,490 90l 10,2881
Other noncurrent liabilities 6,484 — — — 558 299 132 21,235 28,708
Total Labilities 3,118 46,848 226.104 32,583 20,252 N, 128 57,103 35,634 467.820
Net uysels:
Juvesled in caplial sssots =
net of related deht A7,038 237,586 70,017 14,942 63,882 25,579 22,623 37.058 538,235
Rasrictad — 7,149 17,486 7.674 _ — 37,003 2,478 71,799
Unrestricted (deficiz) (3.238) 13,305 8,513 16,279 933 (17,830 16,845 (2,140 32,8589
Total nat assets § 63,302 258,250 96,110 38,895 64.835 7,745 T6.471 37,396 641,514
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Program revenue

Operating Capital Taial
Information on statewents Charges for grants and grants and component
of activities Expenses services contributions contributions nits
Virgin Islands Housing Authority  § 44,206 5,121 30,766 5,437 {2,882)
Vicgin Islands Port Authorily 41,910 36,051 — 16,037 4,778
Virgin Islands Water and
Power Authority:
Electric System 145,378 144,745 — 820 i813)
Water System 21,437 25,404 — 1,088 4,857
Yirgin Islands Govenunent
Hospital and Health
Facilittes Corporation:
Roy L. Schneider Hospital 66,171 40,235 21,718 4,541 383
Juan F. 1.uis Hospital 50,843 24,867 18,249 1,631 {6,006}
University of the Virgin Islands 59,484 13.607 45,476 3192 2,791
Other component units 12,028 2,605 6,370 1711 {1,252}
Total activities $ 442,637 263,327 122,639 28457 1,766
Grenerd tevenue:
Interest and other 9,425
Changes in net assets 11,191
Net assets, beginning of year (as restated) $32,323
Net assets, end of year L3 643,514

Stewardship, Compliance, and Aecountability

(a)

Budgetary Process and Conirol

The V.I. Code requires the Governor (o submit an annual balanced executive budget to be adopted
by the Legislature for the ensuing fiscal year. The Governor is required by law to submit to the
Legislature the annual executive budget no laler than May 30. The annual executive budget is
prepared essentially on a GAADP basis, except for encumbrances, which are reported as expenditures
for budget reporting purposes, by the Virgin Islands Office of Management and Budget (OMB)
waorking in conjunction with other Government offices and agencies. If the annual executive budget
has not been approved hefore the commencement of any fiscal year, then the appropriations for the
preeeding tiscal year, insofar as they may be applicable, are automatically decmed rcappropriated
item by item. The annuval cxccutive budget, which includes those funds of the Government subject to
uppropriation pursuant to law, is composcd of all proposed expenditures and estimated revenue for
the Government. The Legislature enacts the annual executive budger through passage ol lump-sum
appropriations for each department. The Legislature may add, change, or delete any items in the
annual executive budget proposed by the Governor. Upon passage by the Legislature, the annual
execulive budget is submitted to the Governor. who may veto the budget partially or in its entirety
and return it to the Legislature with his objections. A veto by the Governor can be overridden only
by a two-third majority of all members of the Legislature. The Legislature is obligated by law to pass
a final annual exccutive budget no later than September 30, the last day of the fiscal year.
Supplemental budgetary appropriations” bills that are signed into law may be created during the year
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without the identification of a specific revenue source o [inance them. In August 1999, the
Legislalure cnucted the Financial Accountability Act (Act No. 628%), The purpose of the Financial
Accountability Acl is Lo require by law that the budget of the Government be balanced each year,
and Llte appropriations in cach fiscal year not exceed a verifiable revenue source.

Once the budgel has been enacted, fiscal control over expenditures made pursuant thereto is
cxercised by the Governor through the Director of OMB. During any fiscal ycar in which the
resources available to the Government are not sufficient to cover the appropriations approved lor
such year, the Governor, Lhrough the Director of OMB. may take administrative measures to reduce
expenditures. The Governor may also make recommendations to the Legislature for new taxes or any
other necessary aclion to meet the estimated deficiency.

Budgetary control is exercised at the department level through an allobment process. Encumbrances
and expenditures cannot exceed total allotment amounts. The (Government’s department heads may
make transfers of appropriations within the department. Appropriation transfers hetween departments
and supplemental appropriations require executive and legislative branch approval. Unencumbered
and unexpended appropriations, not designated, lapse at fiscal year-cnd. Also, cncumbrances are
established at fiscal year-end to pay certain expenditures for travel and utility costs payable against
current year appropriation authority, but to be expended in the subsequent year.

Budget/GAAP Reconciliation

The following schedule presents comtparisons of the General Fund legally adopted hudget with actual
data on 4 budgetary basis. Because accounting principles applied for purposes of developing data on
4 budgetary basis differ significantly from those used to present financial statements in conlormity
with GAAP, a reconciliation of timing and entity difference in the excess of revenue and other
financing sources over expenditures and other financing uses for the year ended September 30, 2004
is presenled below {expressed in thonsands):

Excess of revenue and other financing sources (uses)

over expenditures — budget basis % 29,089
Timing difference - change ii encumbrances (3,494)
Entity difference — excess of tevenue and other financing sources ever

expenditures and other financing uses — activities wilh budgets nol

legally adopted 4,980

Excess of revenue and other financing sources
over expendilures - GAAP basis 3 30,575

Controls over spending in special revenue funds and nonappropriated funds are maintained at the
Department of Finance by use of budgets and available resourees (revenue). The Government makes
appropriations to authorize expenditures for various capital projects. Budgets for capital projects
rormally romain available until completion of the project unless modified or rescinded.
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Cash and Ilnvestments

By law, banks or trust companies designated as depository of public funds of the Government and its
various agencies, authorities, and instrumentalities are to maintain corporale surety bond or pledge
collateral satisfactory to the Commissioner of Finance to secure all governmental funds deposited.

At September 30, 2004, the PG and the discretely presented componenl units carrying amounts of cash and
cash equivalents were covered by federal deposit insurance, corporate surety bonds, or by collateral held
by the Government.

Legaliy authorized investments vary by fund, but genceally include ebligations of the United States or its
States, Commonwealth of Puerto Rico, the Government of the ULS. Virgin Islands, or of any agency
thereof, common and preferred stocks of any LLS. corporation, cormunon and preferred stocks of any
foreign corporation listed in any internationally recognized sccurity exchange, certain bonds or other
indebtedness issued by foreign governments or forcign corporations, certificates of deposit, collateralized
repurchase agreements, and certain corporate bonds. Specific bond indentures alse provide investment
requirements.

Tor the fiscal year ended September 30, 2004, the PG, discretely presented component vnits and fiduciary
funds have classified their investments into three risk calegories. Category 1 includes investments that
were insured or registered or for which the securitics were held by a government entity, or its agent, in the
entily’s name and investments for which the cntity has safekeeping responsibilities but no equity or
ownership nterest or control. Category 2 includes uninsured and unregistered investments for which the
sccurities were held by the counterparty’s trust deparimenl or agent in a government entity’s name.
Category 3 includes uninsured and wnregistered investments for which the securities are held by the
counterparty, ot by its trust deparunent or agent bul nod in a government entity’s name. The investments of
the: PG and the discretely presented component vaits by custodial credit risk categories at September 30,
2004 were as follows (expressed in thousands):

Primury Government — Investments

Category Reported

1 2 3 amount
Commercial paper 5 93,572 — — 03,572
Certificates of deposit 41,072 _ — 41,072
Tederal Home Loan Bank 4,024 — — 4,024
¥ 138,668 — — 138,668

Investments not categorized:
Mutual funds 210,452
Total investments $ 349,120
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Discretely Presented Component Units — Tnvestments

U.S. government and agency
securities

Common stocks

Corporate bonds

Certitficates of deposit

Maney market funds

Investroent contracts

Mortgage-backed securities

Other investments

Investments not subject to
classification:
Mutual tunds

Total investments

The investaent balance consists of Lthe following:

Unrestricted
Restricted

Category Reported
1 2 3 amount
$ 60,038 — — 60,038
1,785 — — 1,785
3,005 — — 5,005
113 — 2,857 2,970
145 — — 145
306 — — 306
4,851 — 4,851
— 2,353 — 2,353
$ 67,392 7,204 2,857 77453
43,729
121,182
$ 20,388
91,794
Total investments b 121,182
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Fiduciary Funds — [nvestments

Category Reported
1 2 3 i
LS. government and agency
securities % 7098 — —_ 7.098
Corporate obligations 28,836 — — 28,836
Foreign bonds 88,646 — — 88,040
Comman stocks — 1S, 573,248 — — 573,248
Certificates of deposit 4,048 — — 4,048
Cornon stocks — foreign 84,967 — — 24,067
Mortgage- and asset-backed securities 50,103 — — 50,103
$ 836,946 — — 836,046
Investments nol categorized:
Mutual funds 4,625
Investments held by broker —
dealers undar security loans:
U.S. government and
agency securities 126,804
Carporate ohligations 3,286
Common stocks — U.S. 41,425
Common stocks -- forcign 30,420
Mortgage- and asset-backed
secutitics 67,216
Securities lending short-teom
collateral investment pool 275,453
Real estate 70,963
Tota investments ¥ 1437138
The investment balance consists of the following:
Pension trust funds § 1,453,090
Agency funds 4,048
Total investmenls % 1,457,138
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The pension trust fund's investments in marketable securities are administered by several professional
investment managers and are held in trust by a commercial bank in the name of GERS. The invesunents in
marketable securities generated interest and dividend income of $25 million, which is rcported in interest,
dividends, and other, net in the accompanying statement of change in the fiduciary net assets. During the
year ended September 30, 2004, GERS’ investments (including gains and losses on investments bought
and sold, as well as held during the year) (depreciated} appreciated in value as follows (expressed in
thousands):

U.S. government and govemnment-guaranteed obligations b (366)
Corporate bonds — LS. (1,585)
Cotporale bonds — foreign 3,233
Common stocks — [1.S. 79,378
Cormmon stocks — foreign 11,322
Collaterized debt obligations 3,235
Mutual funds U]
Net appreciation of fair value of investments 3 95,818

The (fovernment’s statutes permit GERS to participate in sceuritics lending transactions, and GERS has,
via a securitics lending authorization agreement (the Agreement), authonized State Street Bank and Trust
Company (the Custodian) to lend ils securilies to broker-dealers and bunks pursuant to a form of loan
agrcement. Tent sccuritics are collateralized with cash, securties issued or guaranteed by the U.S.
government, or irrevocable bank lctwers of credit. GERY docs not have the ability ro pledge or sell
collatcral sccurities delivered absent a borrower default. No restrictions were imposed during 2004 as to
the amount of loans the Custodian can make on behalf of the GERS. Under the terms of the Agreement the
Custodian must indemmify the Government for losses attributable o viclations by the Custodian under the
“standard of care™ clause described in the Agresment. There were neither such violations during the fiscal
year 2004 nor losses resulting from.the defuult of the borrowers or the Custodian.

Loans are generally lerminable on demand. The collateral received shall, in the case of loaned securities
denominated in U.S. dollars or whose primary trading market is located in the U.S. or sovereign debt
issued by foreign gpovernments, have a market value of 102% of the market value of the security for
domestic borrowers and 105% for foreign borrowers at the inception of the securities lending transaction.
Such collateral should be kept at a minimum of 100% of the market value of the sccurity for all borrowers
throughout the outstanding periad of the transaction, At September 30, 2004, approximately $273.1 million
of LS. government and agency sceuritics, fixed income, and equity cerporate securitics were on loan. The
cash collateral received with a corresponding lisbility of an equal amount, is recorded in the statement of
fiduciary nct assets. The cash collateral received on each loan was invested, together with the cash
collateral of other lenders, In a colleclive investment pool. As of September 30, 2004, such investment pool
hud a weighted average maturity of 40 days and an average expected maturity of 410 days. Becanse the
loans were terminable at will, their duration did not generally match the duration of the investments made
with cash collateral.
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Receivables

Receivables at September 30, 2004 consist of the following (expressed in thousands):

General PFA debt
fund service fund Total
Income taxes $ 113,528 s 113,328
Real property taxes 27,025 — 27,023
Gross receipts taxes — 38253 38,253
Tax reccivables ] 144,353 38253 178,806
Other long-term reccivables —

tabacco settlement rights 826

Tatal receivables reported in
the staterent of net assets $ 179,632

The Naval Appropriations Act created a separate tax structurc for the 115, Virgin Islands that mirrors the
Internal Revenue Code of 1986, as amended. Income taxes are due from every corporation, parénership,
individual, association, estate, or trust that meets the filing requircments of the U.S. Inlernal Revenue
Code. A U.S. taxpayer who is a permanent resident of the U.S. Virgin Islands satisfies his Virgin Islands
income tax obligations by filing his return with and paying income taxes to the Government. Virgin Islands
residents are taxed by the Virgin Islands on their world-wide income. A nouresident of the T.5. Virgin
Islunds pays incotne taxes on his 1.S. Virgin Islands source income ta the Giovernment. The revenue is
recognized in the General Tund in the fiscal period for which the income tax return was filed. The revenve
from income tax withholding and estimated payments are recognized in the General Fund as collecled, net
of estimated tax refunds.

Corporate income taxes are due by the 15th day of the third month following the close of the fiscal year
and become delinquent if not paid on or before the due date.

Partnership and trust income taxcs are due by April 15 of the following year for which the income tax was
levied. Trust income Laxes must be paid by the tax filing date.

Property laxes are levied each calendar year on all taxable real property located in the U.S. Virgin [slands,
The revenue is recognized in the General Fund and in the fiscal period for which the properly tax was
levied, provided the tax is collected within 60 days subsequent to fiscal year-nd, unless the facts justify a
pericd greater than 60 days.

The Office of the Tax Assessor is rcspunsible for the assessment of all taxable real property.
Noncommercial real property subject (o taxation is reassessed once every five years and commercial real
property subject to taxation is reassessed biannually. The Tax Assesser prepares an annual assessment roll
and schedule of collections for each parcel of real property that is used by the Department of Finance, as
the basis for issuing tax bills 10 all taxpayers in the 1).8. Virgin Islands.
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Property taxes are to be levied by May L3 of each year in the name of the record owner on January 15 of
the same year. The laxes are due on September 30 and become delinguent if not paid by October 30,

For businesses with gross receipts of $120,000 per annum or less, gross receipts taxes are levied on an
annual basis, based on 4% of gross receipts in excess of $3,000. Businesses with annual gross receipts
greater than $120.000 and up to $150,000 are levied on a monthly basis, based on 4% of gross receipts in
excess of $3,000 per month. Businesses with arnval gross receipts of more than $150,000, lose the $5.000
monthly exemplion and are levied on a monthly basis of 4% of gross receipts. The pross receipls lax is due
within 30 calendar days following the last day of the calendar month collected.

Component unit receivables at September 30, 2004, consist of the following (expressed in thousands):

Thility service charges $ 26,816
Port fees 3,862
Students 2,231
Patients 17.796
Other 3,505

Total b3 54,210

Loans and advances receivable at September 30, 2004, consist of the following (expressed in thousands):

Fiduciary
fonds Component
pension trast nunits

Mortgage loans $ 21483 —

Personal loans 88,786 —
Other loans and advances 594 1,672
Subtotal 111,135 1,672
Less allowance for uncollectible accounts (3,000) (50}
Loans and advances, net $ 108,135 1,622

Interfund Transactions
{a) Interfund Transfers

Tnterfund transfers constitute the transfer of resources from the fund that receives the resources to the
fund that utlizes them. ‘The most signilicant transfers to the General Fund from other governmental
funds include a $79.2 million fransler {rom the PFA Debt Service representing tax revenue in excess
of bond service requirernents, and a $7.1 million transfer from the nonmajor govermmental funds
primarily representing $2.3 million of propery tax revenue in excess of debt service requirements
and $4.8 million of transfers from the special revenue fund. Transfers to nommajor governmental
funds consisted of $4 mitlion from the General Fund to the Emergency Molasses Fund. Transfers
from the PFA Debt Service to the nonmajor governmental funds amounting 1o approximately $6.3
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miltion represents revente in excess of bond service requitements that were transferred to PFA

operaling fund (nonmajor governmental fund).

Interfund wansfers for the year ended September 30, 2004 consisted

thousands):

Traisfer 1p

General fud
PFA caplual projccts fund
Monmajer governmental funds
Nonmsjor eterprise fuuds
Toul
Transfer from

Geiecal fund

PFA doht service fund

PFA capital projects fund
Nonmajer governmeutal funds
Major elitsrpcise fund — WICTH
Noumajur enrerprise funds

Totad

ol the following (expressed in

PFA. TFA Enlerprise
debt capital Nonmajor Tund - West  Nootajor
Gemeral service projects guvecnmentat Endisn enterprise
fuad ) Fund Tonds Company fuods Total
- 55 — 7106 Loy - B7.302
— " 973 - — 1015
5,593 6326 1,500 - 1,000 w95 13314
_ 2300 — — - 2500
5,593 %3302 4,000 3,081 2,000 95 106,131
- — — 5593 E — 359
196 - 40 5376 — - 5,560
- - — 1200 - 2.500 4,000
7108 - 073 — — - £.08L
1,000 — — 1,000 — — 2.000
— — - ks = — 593
£7.302 — 1,013 15,211 —
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Due From/To Other Funds

The following table summarizes interfund receivables and payables at Septerber 30, 2004

(expressed in thousands):

FEA FFA Ealerprise
dubl capital Nonmejor Fund - West Nonmajar
Ueneral sarvies projecs  gavernmental Tndlan enterprise Peasion
Due b und funi. [ nndz Company fimds trust fund Tutal
Geanere| fund 1 - - — 517 Lp0o 4568 — 1,846
LA capital projécts fund — — — - - I 413
Nonmajer govermmental funds 2500 158 - 1418 = 10,794
Tatal
governmence|
Runds I31E 200 158 A7 T £,7299 — 19953
Propricty tund — nonmajor
Earterpeise fund WK —_ — - —_ — — 300
Fidueiary funds — pension
Trns funet 36 — — - — — - 36
Towl H 3658 RO 158 3174 1000 6309 20,789
Thue From
Generai fund 5 . 7313 — 300 36 T4
FFA debt service fund 2000 — — — 2000
PEA capilal prgects fumd - - - 158 — — — 139
Dlorunajan goveruueatal iy 27 - — — — — = 37
Tonal
Eovemmean|
fymds 117 - - 94% 300 3% 12990
Fanerpsise fund = West Indion
mpany 1,000 — — — — —- — 1,000
Dlonmajor enterprise funds 4669 - 313 1313 - - — 6.9
Tolal propriety
Tunds 3 668 — 313 1313 — — —_ 2.299
Toial s 3.316 — 213 10,794 10

6 20.289

The due from/to other funds include $3.5 million due from the Generad Fund to the Lmergency
Molasses Fund {nonmajor governmental fund) from unpaid appropriations. Other balances
composing the due from/to other funds include $2.7 million from the bond proceeds fand (nonmajor
governmental fund) te the General Fund and $2.0 million from the PFA Debt Service to PFA
operating fund (nonmajor govemmental fund). The due to the General Fund from the nonmajor
enterprise fund amounting to $4.668 is mainly composed of the amount owed by the Virgin Jslands
Lottery to the General Fund amounting to $4.468, consisting primarily of 8% of the total lotery

revenue that is required to be transferred to the General Fund.
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{7) Reslricted Assels (8) Capital Assets
(a) Primary Government (a) Primary Government
Restricted assels of proprictary funds and business-type activities include cash and cash equivalents The capital assets activity for the govemimental activitics for the year ended September 30, 2004, is
as follows (expressed in thovsands): summarized as follows {expressed in thousands):
Restricted Assets — Proprietary Funds Beginning Enditg
and Business-type Activities balance Additions Reducti balance
Unemployment insurance funds $ 36423 Capital assets, not being depreciated
WICQ debt service funds 1,765 Tand 3 184,525 414 — 144,930
Total restricted assets of proprictary funds Conswuction in progress 4,046 24,450 3,918 24,578
and business-type activities $ 38,198 Toral capital asscis,
not depreciated 188,571 24,864 3,018 209,517
(b} Component Units Capital assets, being
dopreciated:
Restricted assets of component units include cash and cash equivalents, investments, and receivables Land improvements 3,584 — — 3584
as follows (expressed in thousands): Tnfrastracture 121,413 4.836 — 126,249
Ruildings and iraprovements 400,309 2,141 - 402,450
Restricted Assets — Component Units Machinery and squipment 69,788 8,627 256 78,159
Debi service and sinking fimd requirsments 3 18,281 Total capital assets,
Canstruction funds 1,647 heing depreciated 599,094 15,604 256 610,442
Endowment [unds 10,601 .
HUD project funds 300 LESfai:lC;!:IIDUJath da{z&c:aﬂon for: Lo - Lo
olvi 9, lnprovenienl o - 3
Sevoling loan fimds 3 'Z‘.}.‘; Infrastructure 13.458 4119 — 17577
—_— Buildings and improvenents 121,140 7,903 — 129,043
Total cash and cash equivalents 34,544 Mechinery and ecquipment 39415 6,991 256 46.150
Tnvestments: Total accurmilated
Debt service and sinking fund requirements 25,400 depreciation 173507 19,178 256 194,429
Construction funds 25442 . i bein
Endowment [unds 26,723 Total capl_ml assets, being
Rencwal and replaccment lunds AN depreciaied, net 419,587 (3.574) — 416,013
Revolving loan funds 7,204 Governmental activities
Tatal investments 01,704 capital assets, net 5 608,158 21,200 3,918 625,530
Other:
Accrued interest receivable 1,188
Tatal restricted assets of component units 3 127.526
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Capital assets activity for the business-type activities for the year ended as of September 30, 2004, is
surnmarized as fullows (expressed in thousands):

The capital assets activily for the discretely prescnted component units for the year ended
September 30, 2004 is summarized as follows (expressed in thousands):

c¢e-a

Beginping Beginning Ending
balance Ending balance Additions Reductions halance
(as adjusted) Additions Reductions balance 3 .
Capital assets, not being
Clapital assets, not being depreciated depreciated:
Land and knd Land 93,789 1,506 — 95,655
improvemeats 4 5.357 — — 5357 Construction in progress 52,114 78,207 56,848 73473
Construction in progress 722 87 — B9 Total capital assets
Total capital asséts, ot depreciated 143,903 80,113 36,848 169,165
uot depreciated - 6.079 87 — 6,166 Capital assets being depreciated:

Capital assets, being depreciated: Bflildings and irppmverqanls N 1.1;26,3.?3 Sgg?’: 53 1,176,582
Buildings and improvenents 46,490 1088 3 47575 Airport and marine rermm?l faciliries A 751 — 102,665
Machinery and equipment 3,478 383 70 3791 Personal property and equipment 90,303 8,511 4,394 94,420

Total capital asscts, Total_capitaj m.m
being depreciated 49,968 1471 73 51,366 being depreciated 1,310,052 68,548 4,933 1,373,667
T ess acommulated depreciation for: Less E‘.DC!"""‘"‘“B“_ depreciation:
Buildings and improvernents 11,215 1813 — 13.028 iul?:i;n::\;:r?fiﬁxﬁx (617.030) 974 7 (639.957)
Machinery and equipment 1,600 101 70 1811 tgscilm‘es (60,507) 1420 ; (©65.227)
Teral aocunslated depreciation 12,905 2,004 70 14,839 Personal property and equipioent (56.022) 6,621 4,357 (58,286)
Total capital asscts, Total accumulated depreciation (733,859) 49,013 4,364 (778,510}
being depreciated, net 17,063 (313) 3 36.527 Total capital assets being
Dusiness-ype activities depreciated, net 576,193 19,533 569 505,157
capital assels, net $ 43,142 4a6) 3 e Component unit capial
asgets, net 722,086 99,646 57417 764,325
Depreciation and amortization expense was charged to functions/programs of the PG for the year
ended September 30, 2004 as follows (expressed in thousands):
Governmental activities:
General government 3 3,953
Fublic safety 1,571
Health 3,373
Education 5744
Transportation and communication 4,537
Total depreciation cxpense — governmental activities $ 19,178
Business-type activitics:
WICO (major enterprise fund) — depreciation and amortization 3 1435
Nonmajor enterprise fund — depreciation 569
Total depreciation and amortization — business-type activities 3 2,004
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Depreciation expense charged to each component unit for the year ended Scprember 30, 2004 was as
follows {expressed in thousands):

Virgin Islands Housing Autherity $ 9,375
Virgin Islands Port Authority 13,802
Virgin Islands Warter and Power Autherity:
Elcetric system 10,323
Water system 3407
Virgin Biands Government Tlospital and
Health Facilities Corporation:
Roy L. Schncider Hospital 3,947
Juan F. Luis Hospital 2723
University of the Virgin Islands 2,930
Oiher component units 308
Total depreciation — component units s 49,015

6l (Continued)
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Long-Term Liabilities

Long-term liabilitics activities for the year ended Seplember 30, 2004 were as follows {cxpressed in

thousands):

Amvunts Amwounts
Beginning Coding dre within doe
halance Additions Reductions halawce one year (hereaiker
Governmental activilies:
Ronds payable:
1998 Serics Revenue and
Refunding Bonds 3 486,970 - (13,225) 473745 13,953 439,790
1099 Project Revenue Bonds 4,510 — (2,96 1,550 1,550 _
1992 Genaral Ohligatios Bonds,
Series A 6.480 — {830% 5,659 885 4,765
1999 Series A Revenue Bonds WTE75 — {4,540} 281,335 4,765 278,570
2001 Series A Tobacco Bonds 22,645 -- (335) 22310 — 22,310
2002 Series Garvee Bonds 18,545 — {2,805} 15,840 2,900 12,940
2003 Series A Revenue Bonds — 268,020 — 268,020 — 268020
Subtolal bonds payvable 827,123 268,020 (24,695 1,070,450 24,053 1,646,395
Less:
Deferred amount on refundings (3,0800 —_ 616 {2.464) {616) (1,548)
Bonds premium 1299 2,830 a1 3819 El RS 3,508
Bonds discount (10,001} — 949 {0,032) {948) 8,104y
Bonds acoretion {1,418} — 320 {1,098) (335) (763}
Tolal bonds payable, net 813,925 270,850 (23,120 1,061,655 22,467 1,039, 188
Loans payable:
Bond anlicipation note LOH, Q00 e 100,000, e — —
Total loans payable 100,000 — {100,000 — — —
Other Babiliries:
Accrued compensated absences 52,358 7852 — 60210 39,213 20,997
Retroactive union arbitration 375,252 0,006 — 384,258 — 384,238
Litigation 13,235 2478 (538) 15,175 450 14,725
Landflll closuie and postclosure
e —_ 28,821 - 28,821 — 28,821
Accrued disallowed costs 13,112 — {7.008) 6,014 — 6,014
Total cther Kahiiites 453,957 48,157 {7,636) 494 478 39,663 454,815
Total governmental
aclivities 5 1,367,882 310,007 {130,756) 1,556,133 1,494,003
Business-type activities:
Notes payable:
WICO 5 22,015 — (639) 21376 813 20,563
Fiduciary activitizs:
Note pavable
Pension frust fund 3 10,000 — 3,219 6,781 0,781 —
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Accrued compensated absences, retroactive union arbitration liabilities, accrued litigation, and the landfill
closure and post-closure costs are generally expected 10 be liquidated with resources derived from the
General Fund. Accrued disallowed costs are generally expected to be liquidated with resources derived
from the General Fund.

(a}

Debt Margin

Pursuant to 48 U.S.C. Section 1574(b)(i) of the Revised Organic Act, the Government may issue
revenue bonds for public improvements or undertakings autherized by an act of the Legislature,
without limitation as te principal amount. Such revenus bonds are payable solely from the revenue
directly derived from and atiributable Lo such public improvements or undertakings. Pursuant to 48
U.5.C. Section 1574(b)ii), the Government is anthorized to issue general obligation bonds for any
public purpose provided that no such indcbtedness is in excess of 10% of the aggregate asscssed
valvation of the taxablc rcal property in the T1.S. Virgio Islands. In addition, pursuant to 48 1).5.C.
Section 1574(a) (Public Law 94-932}, the U.8. Virgin Islands is authorized to cause to be issued
bonds oc other obligations in anticipation of the matching funds to be received from the federal
government pursuant to 26 UL.S.C. Scetion 7652(k)3). There is no legal limit on the value of bonds
that the Govemnment may issue pursuant o 48 US.C. Section 1574(a). The Legislature of the
V.8 Virgin Islands muost authorize all bood issvances. PFA is authorized te ssue bonds for the
purpose of financing any project or for the pupose autherized by the Legislature. Given that PEACs
powers 1o issue honds arc derived from 48 U.S.C. Section 1574(b), the bonds issued by PFA are
subject to the limitations of said 48 1.8.C. Scction 1574(b). On August 23, 1999, the Legislature
amended the V.L Code to add a Mandatory Balanced Budget Provision. Such provisions, specifically
Title 2 of the V.I. Code Section 256, provide that the amount of debt of the Government existing on
Octeber 1, 2000 shall be the debt limit of the Government, exclusive of bond principal and interest
that may becorne due. The debt limit specified under Tide 2 of the V.L Code Sectien 256 does not
include bonds authorized by law for which a specific svurce of revenue is identified and committed
to retiring those bonds. As used in Title 2 of the V.I. Code Section 256, the term “debt” means the
total accumulated unpaid obligations that are due and payable, including unpaid income tax refunds,
amounts owed to vendors, and currcnl year unpaid debt service obligations, if any. As used in the
statute, the term “debt” does not include thal portion of principal or interest on bonds that is nol yel
due and payable.
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Bonds Payable

Bonds payable outstanding at September 30, 2004 are comprised of the following (expressed in
thousands):

Primary Government ~ Bonds Payable

Final Interest
Bonds payable matarity rates (5o} Balance
1998 Serics A, C, ), and E Revenue
and Refunding Bonds 2027 550-7.11 S 473,745
1999 Project Revenue Bonds 2005 6.23 1,550
1999 Series A General Obligation Bonds 2010 6.50 5.650
1999 Series A Revenue Bonds 2033 4.20 - 6.50 283,335
2001 Series A Tobacco Bonds 2031 5.00 22,310
2002 Series Garvee Bonds 2009 2.50 - 3.00 15,840
2003 Series A Revenue Bends 2033 4.00-525 268,020
Subtotal 1,070,450
Less:
Dieferred amount on refundings (2,464}
Bonds premiam 3819
Bonds discount (9,052}
Bonds aceretion {1.008)
Total 5 1061655

On May 1, 1998, PFA issued the revenue and refunding bonds series 1998 A, B, C, D, and E
amounting to $541.8 million, secured by general obligation notes issued by the Government Thesc
bonds were issued for the purpose of, among other things, advance refunding of previously issucd
bonds in order to obtain lower interest rates.

The proceeds of the 1998 Series A and B Bonds were placed in an imevocable trust account lo
provide for all future debt service payments on the Highway Revenue Bonds Scries 1989, Series
1991, Series 1992, Series 1993, and Series 1994 Bonds. At September 30, 2004, $194.6 million of
the above-mentioned defeased bonds were outstanding.

The proceeds of the Serics 1992 Revenue Bonds were placed in an imevocable trust to provide for all
fiture deht service payments on the Series 1989 Revenue Bonds. At Septembec 30, 2004,
$165.9 million of defeased bonds were outstanding. All assets held by inevocable trusts for
tcfonding of prior outstanding debt and the corresponding liabilitics are pot included in the
Government's basic financial statements.

The 1998 Series C Bonds and the 1998 Series D Bonds were issued to pay, on behalf of the
Government, the full principal balance and interest due and payable on the Revenue Anticipation
Note, issued in February 1998. The remaining balance of the 1998 Series D Bonds amounting to
approximately $11.6 million was primarily provided (o the Government for additional working
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capital. The net proceeds of the 1998 Series E Bonds amounting to $104 million were primarily
designated to fund the construction of certain capital projects amounting to $%4 million. The
remaining $10 million was deposited in a debt service reserve account.

The U.S. Department of the Treasury makes ceitain transters to the Government of substantially all
excise taxes imposed and collected under the Intemal Revenue laws of the United States in any fiscal
year on certain products produced in the U.8. Virgin lslands (primarily rum) and exported to the
United States from the Virgin Islands. The amount required to be remitted to the Government by the
U.8. Department of the Treasury is an amount no greater than the total amount of local revenue
{primarily taxes} collected by the Government in each fiscal ycar. As a result, the term “matching
fund revenue” is used to denote these payments. The Government has pledged the matching fund
revenue, as described above, to the timely payment of principal and interest on the 1998 Series A, B,
C, D, and E Bonds. Thus, amounts to be received by the Government from federal excise taxes,
mostly in rum, are deposited directly in a trust account until the 1998 Bonds are paid in accordance
with the Indenture of Trust.

Estimated prepayments of matching fund revenue are made to the Government prior to the beginning
of each fiscal year, subject to adjustment for the amount of local revenue actually collected by the
T.8. Department of the Treasury during such year. Prepayments of matching fund revenue are
recorded as deferred revenue in the accompanying statement ol net assets and the balance sheet of
the governmental funds and reversed against revenuc in the following year. The adjustments for
actual collections made 10 the estimated prepayments are recorded in the year determined.

In November 1999, the 1).5. Congress approved an increase in the rate of federal excise taxes on rum
transferred to the Government from $10.50 o $13.25 per proof gallon. The increase was retroactive
to July 1999 and effective through December 31, 2003. In October 2004, Congress extended the
$13.25 per proof gallon rate to December 31, 20035,

Interest on the Revenue and Refunding Bonds Series 1998 A, B, C, D, and E and 1299 Bonods are
payable semiannually on April 1 and October 1, and prncipal is payable annually on October 1. The
Government is responsible for sll principal and interest payments on the 1998 Series bonds, The
principal due on October 1 and interest payments due on October | and Apiil 1, are (unded by the
malching fund revenue and deposited into the debt service reserve accounts.

On April 13, 1999, a loan agreement was made between and among the Governrnent, the PFA,
International Business Machine Corporation (IBM), Banco Popular de Puerto Rico, and U.S. Trust
Company of New York (Y2K Loan). The purpose of this lean was to finance certain costs of
compliance by the Government with Year 2000 computer system issues. The loan was evidenced by
the Government’s issuance of CGeneral Obligation Bonds Series 1999 A amounting to $18 million.
Principal and intcrest arc puyable semiannually on Janvary | and July 1. On July 9, 2001, the
CGovermment paid the oulstanding IBM portion of the bonds amounting to $7.4 million.

The Bonds are secured by the full faith and credit and taxing power of the Govemment, including a
pledge on annual real property tax revenue from its taxation of the Hovensa Qil Refinery
{the Refinery), which revenue is deposited in the Hovensa Property Tax Tund, and a contingent
pledge of all franchise taxes on foreign sales corporutions collected by the Government
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(Franchise Tax Revenue). Pursvamt w the Hovensa Oil Contract, the Refinery agreed to pay
$14 million annually of real property taxes on the Relinery properties. Foreign sales corporalions
qualified to do business in the Virgin Islands must pay a franchise tax of $1.50 for each thousand
dollars of capital stock issued (Franchise Tax).

Gn April 13, 1999, PFA also issued Project Revenue Bonds (the 1999 Project Revenue Bonds),
amounting to $13.5 million on behalf of the Government, to finance a portion of the Government's
Year 2000 (Y2K) compliance effons, including the costs related to transportation, installation, and
related hardware, sofiware, consultling services, and related expenses. The 1999 Project Revenue
Bonds arc sceured by lease payments mads by the Government to PFA pursvant to a municipal lease
purchase agreement, dated April 13, 1999. Such lease payments shall be funded by appropriation
from the real property taxes deposited in the Hovensa Property Tax Fund and all franchise tixes on a
subordinated basis and subject to any superior nights of the Series 1999 A (General Obligation Bonds.
The 1999 Project Revenue Bonds mature on January L, 2003 with interest payable semiannually on
January 1 and July 1.

On November 16, 1999, PFA issued the 1999 Series A Revenue Bonds amounting to $299.9 million.
These bonds were issued to (i) pay certain working capital obligations of the Government, (ii) repay
the Government oulstanding tax and revenue anticipation notes, (iii) fund the Scrics debt service
accounts, and (iv) pay certain costs of issuing the bouds.

The Government pledged gross receipts taxes for the umely payment of the principal and inlerest on
the 1999 Scrics A Bonds. Inlerest is payable semiannually on April 1 and October 1, and principal is
payable annually on October 1. Gross teceipts revenue amounted to $112.4 million for the year
ended Scptember 30, 2004.

On November 20, 2001, TSFEC issued Tobacco Settlement Assct-Backed Bonds amounting to
$23.6 million of the aggregate principal. The proceeds were used for the purposc of (i) purchasing all
rights, title, and inlerest in certain litigation awards under the master settlement agreement (MSA}Y
enlered into by participating cigarette manufacturers, (i} issuance of Tobacco Settlement
Asset-Backed Bonds to pay the purchase price for the rights, and {iil) Lo provide funds for hospital
and healthcare projects in the U.S. Virgin Islands.

Interest on the 2001 bonds is payable semianoually on ¢ach May and November 13, beginning with
May 2002 for the tenn bonds amounting Lo S15.5 million and convertible capital appreciation bonds
amounting to $8.2 million, with 1 nominal value of $6.2 million.

The converlible capital appreciation bonds acerete interest prior 1o Movember 15, 2007 and accrue
interest subsequent to that date. Interest on the capital appreciation bonds will compound on
May 15th and November 15th.

Bonds payable at September 30, 2004, amounted to $22.3 million with accumulated accretion of
$1.1 million. Under carly cedemption provisions, any MSA payments exceeding annual debt service
requirements of the 2001 Series A Tobacco Bonds must be applied to early redemption of principal.
MSA payments and interest earnings on the trust funds during the year ended Scptember 30, 2004,
resulted in early redemption of $335 thousand during fiscal year 2004,
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On October 1, 2002, PFA issued the Series 2002 Revenue Bands (Garvee Bounds), the proceeds of
which amounted to $20.8 million. The Garvee Bonds are special, limited obligations, secured solely
by the pledge and assipnment of the Government’s security interest in Foderal Highway
Reimbursement Revenues. The bonds were issued to (i} fund construction costs relaied 1o renovation
and construction of two sea docks, (ii) fund the Debt Service Reserve Accounts, and (iiiy pay certain
costs of issuing the bonds. The Serizs 2002 Bonds are not subject to redemption prior to maturity.

Interest and principal on the Series 2002 Revenuc Bonds are payable semiannually on March | and
September 1. As of September 30, 2004, the outstanding 2002 Revenue Bonds amounted to
$15.8 million.

On February 28, 2003, PFA entered into g swaption contract that provided PFA with an up-front
payment of $8.3 million. PFA has outstanding $243,985,000 Series of 1999A Bonds with maturities
from 2011 to 2029. The 199%A Bonds are callahle by PFA on October 1, 2010 at 101%. Having been
adviscd by its underwriters and financial advisor thal there were no net present value savings
available to it by issuing conventional advance refunding bonds, PFA sold a LIBOR-based swaption
to I.ehman Brothers Special Financing, Inc. on the 2024 and 2029 maturitics, totaling $162.870,000.
Lehman purchased the swaption for $8.3 million and it is excrcisable on Fuly 1, 2010 only. The
objective of PFA was to monetize the economics of the Seres of 1999A Bonds call option and lock
in the favorable interest rates prevailing on February 28, 2003 without currently issuing refunding
bonds. The swaption was the most efficient mechanism available 10 PFA 1o cffeet savings from the
Series |999A Bonds at that time. As a synthetic refunding of its 1999 Series A Bonds, this payment
represents the risk-adjusted, present-value savings of the refunding as of October 1, 2010, without
issuing refunding funds at February 2003. The swaption gave the counlerparty the option to make
PFA enter into a pay-fixed, receive-variable interest rate swap. If the option is exercised, FFA would
then expect to issue variablerate refunding honds.

The $8.3 million payment was based on a notional amount of $174.9 million. The counterparty has
the option 1o exercise the agreement on October 1, 2010—PFA’s 1999 bonds’ first call date. If the
swap Is exercised, it will also commence October 1, 2010. The fixed swap rate (3.2%) was set at a
ratc that, when added to an assumption for remarketing and liquidity costs, will approximate the
coupons of the refunded bonds. The swap's variable payment would be 64% of the London
Interbank Offered Rate (LIBOR).

The up-front payment of $8.3 million was received by PFA on behalf of the PG. The Government
has deferred the recognition of revenue from the $8.3 million received in advanee, and is amortizing
it into income through October 1, 2010, which is the cxcrcise datc of the swaption. The up-front
payment was restricted to capital expenditures. In 2004, PEA authorized the use of $2 million of the
up-front payment for a Micro Loan Financing Program, which is managed by the Economic
Development Authority. As of September 30, 2004, the PFA had expended $104 thousand on capital
projects and $78 thousand on micro-loans.

As of September 30, 2004, the swap had a ncgative fair value of approximately $21.8 million in
favor of the counterparty estimated using the zero-conpon method. This method calculated the future
net settlement payments required by the swap, assuming that the current forward rates implied by the
yield curve correctly anticipated future spot intercst rates. Thesc payments were then discounled
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using the spot rates implied by the current yield curve for the hypothetical zero-coupon bends due on
the date of each future net settlement on the swap.

If the option is exercised and refunding bonds are not issued, the 1999 bonds would not be refunded
and PFA would make vet swap payments as required by the terms of the contract — that is, making a
fixed payment to the counterparly for the torm of the swap at 5.27% and receiving a variable
payment of 64% of LIBOR. If the option is exercised and the variable rate bonds issued, the aclual
savings ultimately recognized by the transaction will be affected by the relationship between the
interest rate terms of the to-be Issved variuble-rate bonds versus the variable payment on the swap
(64 % of LIBOR). If the option is net exercised, PFA is not ubligated to repay the up-front payient.

On December 17, 2003, PFA issucd the Series 2003A Revenue Bonds, the praceeds of which
amounted to approximately $268 million. The bonds were issued to: (i) repay the Government
ouwstanding Revenue Bond Anticipation Notes, Series 2003, (ii} fund certain necessary public safety
and other public scctor capital development projects, (iii) fund debt service accounts for the bond
issuance, and (iv) to pay certain costs of issving the bonds.

The Government has pledged pross receipls taxes for the timely payment of the principal and interest
on the Series 2003A Revenuc Bonds. Interest is payable semiannually on April 1 and Qctaber 1, and
principal is payable annually on October 1, beginning October 1, 2005, The Series 2003A Revenue
Donds are not subject to optional redewpiion prior Lo October 1, 2014.
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Dbt service requirements at September 30, 2004 were as follows (expressed in thousands):

Governmenta? Activites - Bonds

Revenue Bonds Weveune Rowds Revenue Bonds Revenus Bonds Reveauz Honi's
Series 1995 4 Serigs 199K O Series 1995 1 Series 1993 E Series 1898 Total
Priocipal _Inmleresl  _ Principal  _Inicr¢sl _Principal _nlerest Drincipal _ luterest  Principal _meerest
Near:
2005 H - 15821 9,990 2801 3965 1.22¢ — £.261 13,953 76,103
2006 - 19820 10,553 2,736 5,210 L2 — 5,261 14765 25,202
2007 - 15,821 1640 A% 71 - 4,261 15.620 24,436
2008 — 15.821 10 4750 437 - 6,261 16,530 231518
109 - 15.821 383 2015 147 — 5,261 17350 22,572
W0~ 2014 LTS 69,891 — — - - 30.093 27,178 103,270 57,069
W005-2019 965 30,199 — - — - 39,565 17008 135,760 61297
2020-2024  SLI0R 6,444 — - —_ — 36,670 4366 113,370 &L
2025 - 2028 _ 38,105 33ls — - - - — — 38,105 3315
Toiml S_259.075 23854 55,930 £029 22310 3,492 106 430 75,947 47345170332
Geaeral Dbligarion Froject Reven:
Donds Bands Revenue Bends Tobacco Bonds Garves Bomls
Series 1999 4 Series 1959 Series 1339 4 Series & J00L Serivs 2002
Priocipal _Eaolerest  Principal  _Enlerest  _Princlpal _ Inoterest  _Frincipal loterest  Principnl _ Interest
Year:
a5 3 825 353 1,550 a8 4,765 17470 — s 2,900 743
2006 245 95 — - 5005 17,210 — 705 3.000 46
2007 1,005 232 — —_ 5185 16,921 — 705 3155 wr
2008 1675 166 - — 5,385 16,613 LY 705 33l 159
2000 1140 95 - . 5.4 16,292 1.030 705 3475 173
2010 -~ 2014 00 19 — - 35,020 75,693 £.270 33525 -
2015 - 2012 - - — - EEESN] 62,751 - 3.525 - -
2020 - 2024 — - - — 64,313 44,865 4055 2465 —
2025 - 2025 - — - 83385 20,664 — 2011 - —
2030 - 2034 - — — 21065 643 5043 603 -
Towl 3_ 5850 1160 1550 a3 283,338 289,126 22,310 15,654 15,840 2403
Revenne Nonds Tolal governmental
— Secies2003A_______seuviies
Frincipnl, _Interess  _Priocipal _Taferest
Vear:
2003 $ — 13.301 24,055 58,728
e 2375 13244 26,590 57301
2007 2,090 13.136 28055 55,9817
2008 3,110 13,004 30,520 54.357
200 3,330 12,577 ESSTH 52,714
WID-2014 18315 62110 163,475 238,436
W15 =W 23,335 56,937 206,603 190518
2020- 02 36005 42,995 219,355 125,155
W25 -0H IS0 1,386 165010 63,276
2030 - 0M _ 145,530 21,133 174,640 22381
§ 263020 297,133 1070450 _ 925,346
Conduit Debt

In February 2004, the PFA issued private activity bonds amounting to $50.6 million to finance costs
of construction of a coker plant for a tefinery on the island of 5t. Creix. The honds ave Limited
obligations of PFA and will he payable solely from and secured by a pledge and assignment of the
ameunts payable under the loan agreement belween PFA and the refinery. The refinery is responsible
for all debt service payments of the private activily bonds, The Government is not obligaled for the
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repayment of the bonds. The bonds are nol reported as labilities in the Government’s basic financial
statements.

Notes Payable

On September 4, 2003, the PG issued $100 million Bond Anticipation Notes {BANs) in anlicipation
of the issuance of the 2003 Series A Revenue Bonds. Interest accrued quarterly al a rate of 3.25%.
The procceds of the BANs were used for the purpose of (i) funding vendor payments and tax
refunds, (it} funding capitalized interest, and (iii) paying the cost of issuance of the BANs. Omn
December 17, 2003, the 2003 Series A Series Bonds were issued, and the BANs were ropaid.

On November 20, 2002, WICO consolidated and refinanced the 1993 and 2000 loans, and obtained
an additional $2 million in financing for infrastructure improvemens. The consolidated loan
ampunts to $22.5 million, te be repaid in 239 monthly installments of $142 thousand, and a final
payment of outstanding principal balance plus any unpaid interest accrued to the date of the final
payment. The consolidaled loun has a fixed interest rate of 4.5% for the first four years of the loan.
After the first four years, WICO will have the option to adjust the interest rate to cne of the
following: (i) prime raie plus 75 basis points, (ii) one-year LIBOR rate plus 200 basis points, or {iii)
three-year Lreasury note rate plus 125 basis points. The revenue of WIC( and lease agreements are
pledged for the payment of principal and interest on the loan. WICO paid approximately $981
thousand in interest expense during fiscal year 2004,

Debi service sequirements for the WICO loan at September 30, 2004 were as follows (expressed
in thousands):

Year:
2005 b3 To8
2006 804
007 840
2008 879
2009 920
2010-2014 5.271
2015 - 2019 6,598
2020 - 2023 5,296

Total 5 21,376

Fiduciory Funds — Notes Payable

On December 30, 2002, the pensicn trust fund entered into a linc-of-credit agreement with a bank to
provide working capital. The pension trust fand obtained a ling-oficredit of $10 million, which
accrues interest at a fixed interest rate of 4.8% calculated on a 360-lay basis and is due and payable
quarterly in arrears commencing on the first day of the fourth calendar month following the closing
of the loan. The terms of the line-of-credit reyuire the pension trust fund to repay the line-of-credit in
a period of 30 conseeutive days during cach 12-month period. The bank retains a certificate of
deposit in the ameunt of $10 million as security on the note payable. As of September 30, 2004, the
outstanding halance on the line-of-credit agrecment was $6.8 miifion.

7 {Continued)



8¢-d

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
Scptember 30, 2004

Component Units - Bonds Payable

Bonds payable of discretely presented component units are those liabilities that are paid out of
resources pledged by such entities. These revenuc honds do not constitute a liability or debt of the
PG. Bonds payable outstanding at September 30, 2004 are as follows (expressed in thousands):

Final Iaterest
Bouds payable matarity rates (%) Balance
Elniversity of the Virgin Islands:
General obligation honds of 2004 2035 2.02-5.34 b 21,150
General obligation bonds of 1999 2029 6.50-17.75 23,500
Virgin Islands Water and Power
Authority (Eleciric System)
Revenue bonds of 2003 2023 4.00 - 5.00 69,960
Revenue bonds of 1998 2022 425 -530 42,350
Virgin Istands Water and Power
Authority {Water System)
Revenue bonds of 1999 2017 4.90-5.50 37,450
Virgin Islands Port Authority
ERevenue bonds of 2003 2023 373-543 33,440
Revenue bonds of 1998 2005 345 -4.50 496
Revenue draw down bonds of 2003 2023 4.40 2972
Virgin Islands Housing Finance
Authoriky:
Revenue bonds of 1995 2025 5.50 - 6.50 3,715
Revenue honds of 1998 2028 4.10 - 35.23 2,650
Subtatal 287,683
Plus nnamorlized premium 5648
Less unamortized discount (876)
Tess deferred amount on debt
refunding and reacquisition costs (6,056)
Bonds payable, not 286,359
Less amount due within one year {8,476)
Bonds payable, duc in more than one year $ 277,923
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Following is a schedule of changes in long-term debt for discretely presented component units for
liscal year 2004 (expressed in thousands):

Amounts Ameunts
Beginning Ending due within due
_batance _Additions Reducdoms _ haledc: _ongyear —_thereafter
Bands payahle:
Univessity of Ihe Virgin Islands % 23,533 21,150 624) 44,055 00 43,768
Vicgin Tslantls Wuler uod Puwer Authority:

Elgctric $ystem 167,673 —_ {3,828) 163,845 4355 159,4%0

Water System 36,415 — (1,506} 34,505 1900 32,009
Yirgin lslands Port Authority 35,738 102 (1,555} 37,221 1,506 35415
Virgin lslands Housing Finuncc Authority 6,483 — (4203 6,363 125 6.240

Totat honds payable. net 269,844 24,188 (7,633} 286,352 3476 277,923
Loans payable:
Virgin Islands Reononic Develogpinent

Autherily 947 — (aa) L 55 346
Virgiz [slands Water and Power Autherity:

Rleriric System -_ 5,600 — 5600 5,600 -
Virgin [slands Post Autherity 13 1,200 {1,223) 850 B0 —
University of the Virgin Islands 3,540 — (30) 3,400 1,753 1,737

Totul loxns payable 5,400 4,800 £1,318) L0881 3,208 2583
Other long-term liabilitiss:
University of the Virgin slands 1z - — 132 — 132
Vicgin blamls Howsing Anthority 5,538 946 — 6,484 — 6.434
Virgin Tslands Economic Devolepment

Awthenity 8,106 407 — 8,313 — 8313
Juan F. Luis Hospial 61 — (263) 298 — 298
Roy L. Scheeider Hospital 474 508 (424) 558 — 338
Virgin klands Housing Finance Authority 12433 290 — 12,722 - 12,723

Tatal ocher long-term Habilities  § 27.244 2,151 {587} 28,708 — 23,708

On December 1, 1999, the University issucd the 1999 Series A Bonds. The University issued these
bonds to finance a portion of the construction, fumishing, and equipping of various facilities of the
Limiversity, to refund the 1994 Series A bonrds Issucd by the University, to fund a debt service reserve
fund for the 1999 Scrics A Bonds, and 1o pay certain cosis issued under and secured by an indenture
of trust dated. The 1999 Scrics A Bonds maturing on or after December 1, 2010 are subject to
redemption priot to maturity at the option of the University, as a whole or in part of any date. on and
after December 1, 2009, at redemption prices ringing between 100% and 102% of their principal
amounl plus acerued interest to the date fixed for redemption. At Seprember 30, 2004, $14.1 million
of the 1994 Series A Donds are considered defeased and outstanding,

In fiscal year 2004, the University of the Virgin lslands General Obligation Improvement Bonds,
2004 Series A (the 2004 Series A Bonds) were issued in the amount of $21.2 million under and
secured by the Indenture of Trust dated as of December 1, 1999 and a First Supplemental Indenture
of Trust dated as of June 1, 2004, between the University and the trustees. These Bonds will be used
to finance the costs of construction, fumishings, and equipping of various facilities of the University,
to fund the debt service reserve fund and to pay the cost of issuance.

Tn June 2003, the Virgin Islands Water and Power Authority (Electric Sysiem) issued the Blectric
System Revenue Bonds, Series 2003, amounting to $69.9 million. The proceeds from the bonds were
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used to finance capital improvements, repay $18 million of then oulstanding lines-of-credit, cover
underwriters’ costs, and establish a debt service fund.

In June 1998, the Electric System issued $110.9 millicn of 1998 Sertes A Electric System Revenue
and Refunding Bonds. The proceeds from the honds, and approximately $14 million in funds from
the existing debt service and debt scrvice funds, were used to repay outstanding line-of-credit
balances, to provide for approximately $30 million in funds for the construction of certain capital
projects, and to pay underwritecs discount and issuance costs of approximately $1.7 willion. The
remiaining proceeds were used to purchase direct obligations of the U.3. government which were
placed in an irrevocable trust with an uscrow agent to previde all future debt service on the
remaining $69 million principal amount of the 1991 Series A Electric System Revenue Bonds.

Under the terms of the Bond Resolulion relating to the Electric System Revenue and Retunding
Bonds, payment of the principal and interest is secured by an irevocable lien on the Elecinic
System’s net revenue, (exclusive of any funds thal may be established pursuant to the Bond
Resolition for certain specified purpeses), including the investments and income, if any, thercof.

The Bond Reschition contains certain restrictions and commitments, including the Electric System’s
covenant to establish and maintain reasonable rutes, fees, rentals, and other charges to produce net
electric revenue, as defined, that will be at least 125% of aggregate annual principal and interest. The
Elgctric System’s net electric revenue for the [iscal year ended June 30, 2004 was 199% of the
aggregate debt service as defined in the Bond Resolution,

The Series 2003 Bonds maluring an or after July 1, 2013 are subject to redemption priar to their
stated maturity date, at the option of the Electric System, on or after July 1, 2013, as a whole or in
part at any time, at a redemption price equal to the principal amount thereof plus accrued inlerest
thereon 1o the date fixed for redemption.

The 1998 Series Electric System Revenue and Refunding Bonds are suhject to redemption on or after
July 1, 2008, as a whole or in part at any time, at a redemption price of 101% in 2008, 100.5% in
2009, and 100% hercafter. The Llectric System Revenuc Ronds are subject ¢ mandatory
redemnplion if (i} any significant part of the Llectric System was damaged, destroyed, taken, or
condemned, or (ii) any for-profit nongovernmental investor shall acquire un ownership interest in
some or all of the assets of the Electric System.

In December 1998, the Virgin Islands Waler and Power Authority {Water System) issued the 1998
Water System Revenuc and Refunding Bonds amounting to $44.1 million. The proceeds from the
bonds were used 10 repay the 1990 Series A Water System Revenue Bonds at a redemption price of
100% and to refund the 1992 Series B Water System Revenue Bonds, repay outstanding lines of
credit balances, pay underwriters’ costs, provide funding for a Renewal and Replacement Reserve
Fund, and to purchase obligations of the United States Ciovermnent, which were placed in an
irmevocable trust with an escrow agent to provide all future debi scevice on the remaining principal
amount of the 1992 Series B Bonds. At Junc 30, 2004, $37.4 million of the original principal amount
of the defeased 1992 Series B Bonds remained outstanding.

Payment of principal and interest of the 1998 Seres Bonds is secured by an urrevocable licn on the
Water System’s net revenues (exclusive of any funds that may be established pursuant to the Bond
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Resolution for certain other specified purposes) and funds established under the Bond Reselution,
including investment securities. To provide additional security, the Water System has conveyed 1o
the bond trustee, a subordinate lien and security interest in the Water Systent’s General Fund. The
Water System is also required to make deposits in a debt service reserve fund in accordance with the
Bond Resolution.

The Bond Resolution contains certain restrictions and commitments, mcluding the Water System’s
covenant to establish and maintain reasonable rates, fees, rentals, and other charges to produce net
water revenue, as defined, that will be at least 125% of aggregate anwnval principal and inlerest
payments. The Water Systenr’s net water revenue for the fiscal year ended June 30, 2004 was 133%
of the aggregate debt service.

The 1998 Series Bonds maturing on or after July 1, 2010 are subject to redemption prior o their
stated maturity date, at the option of the Water System, as a whole or in part al any lime, at a
edemption price of 101% during July 1, 2009 throngh June 30, 2010 and 100% thercafier. The
Water System Revenue Bonds are subject to mandatory redemption if (i) any significant part of the
water system shall be damaged, destroyed, taken, or condemncd or (ii) any for-profit non-
governmental investor shall acquire an ownership interest in some or all assets of the Water System.

In October 1998, the VIPA issued the 1998 Rohlsen Terminal Airport Revenue Bonds Series A, with
a principal amount of $3.1 rmullion. The bonds were issved for the advance refunding of previously
issued bonds. The Rohlsen Terminal Bonds constitute special obligations payable solely (rom, and
secired by a pledge of, net revenve of VIPA derived from the Rohlsen Terminal. In addition, net
maring ravenue is pledged for payment of the Rohlsen Terminal Bonds if revenue from the Rohlsen
Terminal is not enough to meet the debt service requirements.

On January 16, 2003 VIPA issued the Marine Revenve Bonds Series 20034 (AMT) and 20038
(federally taxable) with principal amounts of approximatcly $18.4 million and $17.4 million,
respectively. VIPA is using the proceeds of the bonds 10 finance the dredging, rehabilitation, and
comstruction of berthing picrs for cruisc and scagoing vessels on the island of St. Thomas and the
construction of mixed used commercial facilitics.

On October 20, 2003, the VIPA issued the Marine Revenue Bonds Series 2003C (non-AMT), in the
amount of 33 million with an authorized principal amount not to exceed approximately $10.8
million. VIPA is using the proceeds of the bonds to finance the completion of several projects of
rehabilitation and construction of berthing piers for cruise and seagoing vessels on the island of St.
Thomas,

The revenue of the Airport System is not available for the payment of principal or interest on the
Rohlsen Terminal Bonds; likewise, the revenue of the Marine Division and the Rohlsen Terminal are
rol available to pay Alrport sysiem obligations except for any surplus or marine revenue, which is
available as designaced by VIPA. Neither the credit of the Government nor any of its subdivisions or
independent corporations is pledged or available for the payment of the principal or interest of the
Bonds.

The bonds’ indentures contain certain aceount restrictions and funding covenants to caver mlerest,
debt service, maintenance, and other costs as specified in the coresponding bond indentures.
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Management of VIPA believes that VIPA has established the aforementioned required accounts and Fixed muturities required to pay principal and interest on discretely presented component units’
has complied with the contribution requirements with respect to the honds. In addition, it is VIPA’s bonds payable with fixed maturities at September 30, 2004 are as Tollows (expressed in thousands):
management’s opinion that VIPA has complied with limitations and restrictions imposed by the .
bonds’ indentures. Principal Interest Tatal
The bonds” indentures also specify certain debt service coverage requirements determined from net Ye;:).os $ 8476 14.896 231372
available revenue of the Rohlsen Tenminal, Airport System and the Marine Division. The provisions 2006 2850 14,,815 23:665
of each of the honds” indentures require that rates and fees charged for the use of each facility should 2007 11,010 14,314 25,424
be sufficient to generate enough revenug to pay all operation and maintenance expenses, exclusive of 2008 11,555 13,782 25,337
depreciation and certain noncash charges, of the tespective facilities, plus: (i) at least 125% of the 200 12,130 13,215 25345
principal and interest and redemprion account sinking fund deposil requirement of each of the bonds 2000 -204 64,457 52,150 116,607
becoming due during such year; (i) the amount of the debt service reserve fund deposit requirement 20H5 2019 66,075 30,970 103,045
for such period; (iii) the deposit required to the Renewal and Replacement Fund; and (iv) the amount 2020 -2024 34 875 23,088 77,963
of the capital improvements appropriations for such period. : 2025 - 2029 33,900 8,111 42,011

i Bonds i th $6.2 mill i the 1998 A R 2030 - 2034 16,355 2,701 19.056
VIHFA issued the 1995 A Revenue Bonds in the ameunt of $6.2 million, and the evenue
Bonds, in the amount of $3 million, for the purpose of building single-lamily housing. The indenture Total 27033 § 194,042 481,725
agreements for the bonds require the VIHFA to deposit wilh the trustee the full amount of the bond Plus vnamortized premivm 5,648
proceeds, to purchase Govermment National Mortgage Association (GNMA) certificates. The Less unamortized discount (876)
servicer is obligated to pay the principal and intercst due on the GNMA certificales Lo the trustee in Leass deferred amount on debt
an amount equal to the scheduled principal and interest payments of the underlying mortgages. All refunding and reacquisition cusés (6,030)
mortgage loans issued by the VIHFA must he originated by the participants and secured by a first Bonds payable, nct § 286,399

priority mortgage lien on the applicable single-family residences.

(10) General Tax Revenue

Fov the year ended September 30, 2004, general tax revenue of the PG consisted of the following
(expressed in thousands):

Other
General PFA debt governmental
fond service fand funds Total

income taxes 5 313733 — — 313,735
Real property taxes 48,007 — 16,000 64,007
Gross receipls taxes — 112,387 250 112,637
Other taxes 98,067 40,062 1,998 140,127
Tax revenue b 459,800 152,449 18,248 630,506
Tax revenue not recognized on the modified accrual basis 34,004
Total tax revenue — government-wide £ 664,510
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(1) Commitments and Contingencies

(a)

Prinary Government

The cucrent labor relations cnvironment of the Government is defined by 13 distinct labor
organizations subject to approximately 26 collective bargaining agreements. Fourleen bargaining
units are without collective bargaining agreements. Ay specific disciplines are not grouped under a
single pay plan, it is commen to have clerical and nonprofiessional workers in different departments
throughout the Government, represented hy dilfercnt unions. Of the approximately 9,566
government workers, including cmployees of the executive branch of the Government,
approximately 7,143 belong to unions. The present collective bargaining statute requires binding
arbitration for certain classified employees in the cvent of an impasse during salary negotiations
between the Government and any unjon. Under this process, each side chooses an arbitrator and a
third impartial arbitrator is selected by the chosen arbilrators. The arbitration panel mvestigates and
reviews the issues in disputc and renders a final and binding decision. For other classified
employees, the Government must decide to go to impassc or to enjoin any strike. The Government
has contractual habilities for retroactive union arbitration salary increases aggregating $384 million
accruing from fiscal years 1993 through 2004. Pursuant to Title 24 of the V.L Code Section 374(h},
no such contractval amount is due until appropriation of funds is made by the Legisiature. Upon
action of the Legislature, the General Fund will have the responsibility to satisfy the obligations
arising from the retroactive wages. Until such time, the liability is recorded as a long-term debt in the
governmental activities column in the govermment-wide financial statements. Retroactive union
negotiated salaries account increased by 59 million from fiscal year 2003 to fiscal year 2004

The Government receives financial assistance from the federal govemment in the form of loans,
grants, and entitlements. Loans received arc described in note 9¢). Monetary and nonmonetary
federal financial assistance amounted to approximatcly $137.4 million and $19.8 million,
respectively, for the year ended Scptember 30, 2004,

Receipt of grants is generally conditioned upon compliance with terms and conditions of the grant
agreements and applicable federal repgulations, including the expenditure of resources for eligible
purpases. Substantially, a1l grants are subject to audit under OMB Circular A-133. Disallowanccs as
a result of these audits may become liabilities of the Government. At September 30, 20604, based on
an cvaluation of pending disallowances, the Government has recorded approximately $6 million as
other long-term liabilities in the governmental activities column of the govemment-wide financial
slatements.

Management of the Government believes that the tuture owtcome of any changes in federal financial
assistance programs will net have a material effcet on the basic financial starements.

On September 23, 2602, the Government entered into a three-year compliance agreement with the
11.5. Bepartment of Education requiring that the Government develop imegrated and systemic
solutions to problems in managing its federally funded education programs. The compliance
agreement focuses on the areas of program design and evaluation, financial management, human
capital, and property mamagement and procurement. The compliance agreement expired on
September 23, 2005. The Govermment had not fully complied with all lerms and conditions of the
compliance agreement. The 1.S. Department of Education subsequently tmplemented a special
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condilion for the Government to designate a third-party fiduciary to administer LLS. Depantment of
Educalion grants. The terms and conditions of the original compliance agreement have been
cxtended unlil the Government is in full compliance with the agreement.

The Governiment is a defendant in numerous legal proceedings pertaining Lo maiters incidental to the
performance of routine governmental operations. Under Title 33, Scetion 3411(c) of the V1. Code,
no judgment shall be awarded against the Government in excess of $25,000 for torl claims filed
under Government statutes. In cases involving several survivors, each award must be construed
separately for purposes of applying the limitation upon recovery imposed by the Torl Claims Act.
Under Title 27, Section 166(¢) of the V.I Code, the Government's waiver of immunity is expanded
lo $250,000 for medical malpractice actions, including actions for wrongful dealh based on
malpractice. Under certain circumstances, as pravided in Title 33, Scction 3414 of the V.I. Code, the
Government may assume the payment of a judgment entered against an officer or employee acted
reasonably and within the scope of his employment. The Government may pay up to a maximum
amount of $100,000 of the settlement. With respect to pending and threatencd litigation, the
Government has accrued a provision for legal claims and judgments of approximately $15.2 million
for awarded and anticipated unfavorable judgments as of September 30, 2004. Managemenl believes
that the ultimate liability in excess of amounts provided would not be significant.

Changes in the reported estimated litigation payable since September 30, 2002, resulted from the
following activity (expressed in thousands):

Current year

Beginning claims and Ending
fiscal year changes in (aim fiscal year

Tiability eslimales  payments liability
2002 — 2003 b 4,171 9,504 {440y 13,235
2003 - 2004 % 13,235 2,478 (338) 15,175

The breakdown of the estimated litigation payable at September 30, 2004 is as follows {expressed in
thousands):

Governmental activities

Current portion of estimated Litigation

pavable 3 450
Long-term portion of estimated

litigation payable 14,725

$ 15,175

As of September 2002, the Government was a defendant in a lawsuit regarding the assessment of
property taxes. Under the lawsuit, taxpayers asserted that properties should be assessed at actual
value in accordance with the Organic Act of 1933. The 1.5, District Court agreed with the plaintiffs
and, in May 2003, imposed an njunction on the collection of rcal property taxes for years
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subsequent o 1998, The Government complicd with the Courl order to develop a plan to implement
the new valuation method, and the injunction was lifted in August 2003. Assessments will cantinue
at the 1998 level until the new assessment method is in place.

State and federal laws and regulations requirc the Government to place a final cover on iis landfill
sites when it stops accepting wastc and to perform certain maintenance and menitoring functions at
the site for 30 years after closure. Although closure and post-closure care costs will be paid only near
or after the date that the landfill stops accepting waste, the Government reports a portion of these
closure and post-closute care costs as an operating expense in each period based on landfill capacity
used as of each balance sheet date. Thi $28.8 million repored as landfill closure and post-closure
cate liability at September 30, 2004, represents the cumulative amount reported 1o date based on the
usc of the estimated capacity of each landfill. The Government will recognize the remaining
estimaled cost of closure and postclosure care of $9.6 million as the remaining estimated capacities
are filled, These amounts are based on what it would cost to perform all closure and post-closure
care in 2004,

The estimated vsed capacity and expected closure of each of the Govermment landfills is as follows:

Estimated Estimated
Landfill used capacity closure date
Rovoni 57.41% 2020
Angilla 82.80 2009
Susannaberg 100 1953

Actual cosl may be higher due 10 inflation, changes in tcchnology, or changes in regulations. The
Government is required by state and federal laws and regulations to make annual contrbutions to a
trust o [inance closure and peost-closure carc. The Government will begin to make annual
contributions to a trust in 2006 to finance closure and post-closure costs. The Government expects
that fulure inflation costs will be paid from interest earnings on these annnal contributions. Iewever,
if interest earnings are inadequate or additional post-closure care requirements arc determined {due
to changes in technology or applicable laws or regulations, for exarop)2), these costs may need to be
covered by charges to funre landfill users.

Since 1985, the Government has been subject to a consent decrce issued by the Virgin Islands
District Courl, governing the operation of its wastewater treatment plants. The consent decree was
amended in 1996 and further modified with the 2002 Stipulation to the Amended Conscnt Decres
(the Stipulation) to establish deadlines for the construction of new secondary treatment facilities,
including the replacement of the existing St Croix and Airport Lagoon (Charlotte Amalie)
waslowater treatment plants. The Stipulation requires that the new St. Croix wastewater treatment
plants be completed by the end of 2005 and ihe new Charlotte Amalie wastewatcr treatment plants
be completed by the end of 2006. The cost of both facilities is cstimated al approximately $30
miltion. The Stipulation also establishes certain interim deadlines and performance standards that
must be met by the Government pending completion of the new facilities. In addition, the Stipulation
establishes specificd penaltics for violation of any of the deadlines or performance standards set forth
therein. As of the date of the basic financial statements, the Government is current on all of its
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outstanding cbligations pursuant to the Stipulation. In January 2004, the Government’s Legislatore
authonized the creation of the Virgin Islands Waste Management Authority (WMA) for the purpose
of meeting environmental requirements of waste treatment in the U.S. Virgin Islands. On December
2004, the PFA issued revenue honds amounting to $94 million for the purpose of constructing and
rehabilitating wastewater treatment plants noted above. The bond proceeds will be administered by
WA

On August 21, 2002, the Government and the United States Environmental Protection Agency (EPA)
entered into a memorandum of understanding documenting the EPA’s agreement to support the
renewal of the Territorial Pollutant Discharge Elimination System permit for its $t. Croix distillery
operations provided that the Government make certain funding available to (i) conduct treatability
studies regarding the Virgin Islands Rum Industries, Ltd. effluent and the means to mitigate its
potential environmental effccts in the vicinity of the discharge, (ii) identify practicable, available,
reliable, and cost-cffective potential mitigation measures, and {iii} implement (or assist in the
implementation of) such mitigation measures in the event such measures are determined by the V.I.
Department of Planning and Natural Resources after consultation with EPA to be necessary and
appropriate. Pursuant to the memorandum of understanding, the Government’s obligation o fund
such activities is limited 10 §6 million in the aggregate, commencing on October 13, 2003. In Tune
2004, the Government catered into a three years contract with a locally licensed environmental
consulting firm to facilitale the Government's commitments with the memorandum of understanding
with the EPA.

As of September 2004, the Government was a defendant in a lawsuit regarding the assessment of
franchise taxcs. Under the lawsuit, taxpayers asserted that franchise taxes should be assessed in
accordance with Title 13 Virgin Islands Code Section 531{a). The plaintiff taxpayers interpret the
definition of “capital siocks used in conducting business in the Virgin Islands™ in the V.I. Code as
tax collected only on the par value of the stock, while the Government’s position is that the amoumt
allocated should be over the par value and additional paid-in capital upon a subsequent
reorganization. The Government also imposed a six-year statute of limitations on tax mefund claims
against the Government. Manageroent believes that the ultimate liability of this case would not have
a material adverse impact on the Goverent’s overall financial position as reported in the
governmeni-wide financial statements.

Discretely Presented Component Unity

In September 1989, WAPA electiic facilities were damaged by Humricane Hugo, WAPA
reconstructed the facilitics with proceeds from insurance and FEMA. Subsequent to the receipt of
funds, FEMA deobligaicd approximately $7.9 million in questioned costs. Approximately $2.6
million of these questioned costs related to an oil spill that was subsequently settled with FEMA.
During 1998, WAPA submitted a second appeal for §4.4 million of the remaining questioned costs,
and agreed to refund approximately $900 thousand, During 1999, FEMA denicd the second appeal
and [ormally closed the disaster claim. WAPA has reeorded a liability for $5.3 million related to the
questioned costs. FEMA has not made a formal request for repayment of the [unds,

In September 1945, WAPA eleciic facilities wese again damaged by a humicane—Hurricane
Marilyn. WAPA again rcconsteucted its facilities with proceeds from insurance and FEMA. In
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March 1999, FEMA denied WAPA’s claim for $8.9 million in remaining expenditures related to the
reconstruction. WAPA reduced its claim to $3.7 million and is negotiating with FEMA regarding
these remaining reimbursements. WAPA has not yecorded any amounts related to this recovery
pending linul r:solution.

In Seplember 2004, WAPA electric facilitics sustained damages amounting to $1.3 million duc to
Tropical Storm Jeanne. WAPA is pursuing recovery of these costs from FEMA.

WAPA estimates that capital expenditures in connection with continuing capital improvements will
be approximately 537.6 million for the Electric Systern and $8.2 million for the Water System during
the year ended June 30, 2005.

In August 2003, VIHA was declared to be in substantial default of its annual contributiens contract
with the ULS. Department of Housing and Urban Development. Due to the severity of the compliance
violations, VIHA was placed in receivership. As of September 30, 2004, VIHA remained in
receivership.

In July 2004, VIHA executed a memorandum ol understanding with WAPA for the repayment of
$4.16 million in overdue wility accounts. The terms of the memorandum call for monthly payments
of $175 thousand with the remainder to be paid by Drecember 2005.

In 2002, the Federal Aviation Administration (FAA) conducied an on-site wildlife cvaluation of the
St. Croix landfill, which is located next to the St, Creix airport. The FAA determined that the landfill
posed an environmental and navigational threat to the airport due to flocks of birds that reside in the
landfill area. The FAA may require VIPA to repay $0.3 million in federal granis and has refused
further discretionary grants for the airporl until VIPA shows progress toward closing the landfill.
VIPA has negotiated a remediation plan with FAA to close the landfill within the next four years, to
purchase parcels of land adjacent (o the airport, and to provide maintenance to the surrounding area.

In connection with the purchase of lands adjacent to the airport, VIPA was awarded federal financial
assistance i 2002 amounting to $8 million under a real property acquisition and relocation Program.
VIPA is in poncompliance with certain federal requirements of the assistance program.
Noncompliance with requirements of federal financial assistance programs may result in a refund of
the funds granted. VIPA management believes that noncompliance instances should not materially
affect VIPA’s financial position.

In 2004, VIGHHFC entcred into two agreements for the purchase of equipment. VIGHHFC paid
10% down on the equipment, with a balance due of $3.6 million for equipment purchased [or the St.
Thomas haspital and $2.5 million for equipment purchased for the St. Croix hospital.

WAPA, VIPA, and other discretely presented component wnits are presently a defendant or
codefendunt in various lawsuits. The financial managers of the component units have advised the PG
that any adverse outcome involving a material claim is cxpected 1o be substantially covered by
insurance. Govecnmment praperty is cxempt from lien, levy, or sale as a result of any judgment under
the Virgin Islands Code.
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(12} Refirement Systems

{u)

®)

Plar Description

GERS is the administrator of a cost-sharing mwultiple-employer defined-benefit pension plan
cstablished as of October 1, 1959 by the Government to provide relircment, death, and disability
benzfits to its employees. The following description of the plan is provided for general information
purposes only. Refer to the actual text of the retirement law in the V.1 Code, Title 3, Chapter 27 for
more complete information. Regular employzes are cligible for a full-service retirement anuity
when Lhey have completed 30 years of eredited service or have attained the age of 60 with at least
10 years of credited service. Members who are considered “safety employees,” as defincd in the
V.1 Code, are eligihle for full retirement benefits when they have carned at least 20 years of
government service or have reached the age of 35 with at least 10 years of credited service. Regular
employces who have attained the age of 50 with at least 10 years of ¢redited service can elect to
retire early with a reduced benefit. Senators and members of the Legislature may receive a retirement
annuity when they have attained the age of 50 and compieted six years of credited service or eamed
al least six years of credited service as a member of the Legislaturc.

The mouthly annuity benefit payment is determined by applying a stipulated benefit ratio to the
member’s average compensation. Average compensalion is determined by averaging the threc
highest years of galary the member carned witkin the last 10 years of service. The maximum annual
salary that can be used in this computation is $65,000. The annuity payment 1o retirees 60 years or
older increases by 1.5% of the criginal amount on July 1 of each year after the first year of payiments.

GERS is a blended compenent unit {ocluded in the financial eporting entity and is presented as a
pension trust fund of the PG, (GERS issucs a publicly available financial report that includes financial
statements and required supplementary information. Thar repert may be obtained by writing to
Employees’ Retirement System of the Government of the Virgin Islands, GERS Complex, Yelerans
Drive, St. Thomas, VI 00802,

Funding Policy

Contributions to GERS arc made by the Government and the members. Government and members™s
contributions are not actuarially determined but are set statute. The Government’s contributions ure
not actuatially determined but are set by statute. The Governmenl and members’ contributions
Lagether with the income of GERS sbould be sufficient to provide an adeqguate actuarially determined
reserve for the benefits prescribed by the VI Code.

The contributions required to fund GERS on an acluarial reserve basis are calculated periodically by
the GERS actuarial consultant. The actuarial valuation as of September 30, 2001 indicates thal the
current combined statutory employer and employee contribution vates are not sufficicnt to meet the
cost of GERS on an actuarial basis.

The Government’s required ¢ontribution for the vear ended September 30, 2004 was 14.5% of the
member’s annual salary. Since April 1, 1991, required member contributions are 8% of annual salary
for regular employees, %% for senators, and 10% for Acl 5226 eligible employees. Through
September 30, 200(}, member coniributions were refundable without interest upon withdrawal from
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employment before retirement. Subscquent to September 30, 2000, legislation was passed thal
provided for 4% annual inerest on refunded contributions. The Government’s contractually required
conwibutions, actual contributions made, and percentage contributed to the plan for the years ended
September 30, 2004, 203, and 2002, arc as follows (expressed in thousands):

Contractually
required Cuontributious Percentage
contributions made __contributed
2002 3 50,595 50,595 100%
2003 51,588 31,588 100
2004 54,085 54,085 100

T August 1994, legislalien providing an early retirement ingentive was passed. The legislation was
subsequently amended on October 13, 1994, December 30, 1994, and December 5, 1993, Among
other matters. the legislation allows a member of GERS who has a combined aggregate number of
years of credited serviee plus number of years of age, equal to at least 75 years as of the date of the
legislation, to retire without reduction of annuity. Members, who have attained the age of 50 with at
least 10 but less than 30 years of credited service, may add an additional three vears to their age for
this computation. Members with 30 years of service or who can retire without penalty under the V.1,
Code shall have their average compensation increased by four percentage points.

For each employee electing to etire pursuant to Section 8{a) of the Early Retirement Act of 1994
(the Act), the Government contributes to GERS, on a quarterly basis, an amount equal to the
employer and cployes coateibutions that would have been made until the employee reached the ape
of 62 had the employee not elected to retire under this provision.

For cmployees electing to retire vnder Section 8(b) of the Act, the Government contributes 10 GERS
a sum cqual to the additional contribution the employer and employee wouid have made had the
employee teceived a salary 4% higher during the three years used to compulc the cmployee's
average compensation figure plus a sum of $3,000. Based on this caleulation, the amount was
$24.8 million as of September 30, 2004, As of September 30, 2004, GERS has received
$17.6 million of such amount.

The actuaties of GERS have determined that the specific funding provided under the Act is
inadequate to cover the costs of the program. GERS is sesking to recover any unfunded costs of the
program under a newly enacted provision of the retirement law, which provides that the employer
will compensate GERS for the costs of any special early retirement program.

The University has two retirement plans in which all cligible employees are required to participate.
The Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA-CREF)
is a defined contribution pension plan covering participatiag, fulltime faculty members and other
exempt ernployees, under which the contiibutions, including employees® contributions, are used to
purchase annuities. There are no unfunded past scervice costs, and vested benefits are equal 1o the
annuitics purchased under TIAA-CREF. As of September 30, 2004, 213 faculty members and other
employees were TIAA-CREF participants. The number of active participants from the University
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participating in GERS as of September 30, 2004 was 269. Total ¢onuribulions made by the

University to TIAA-CREF and GERS padicipant accounts amounted to $1.7 million and $I.1

million, respectively.
Liquidity
At Scptember 3G, 2004, the Government had a net deficit in the povernmental activities amounting to
$328.2 million, mostly attributable to approximately 5268 million in long-term debt that was issued to
provide resources for working capital and other noncapital related purposes. The Government has initiated
specific actions to improve its future cash flows through the issuance of long-term debt, engaging a
consulting firm Lo assist it in its efforts to develop a series of detailed revenue enhancement and
expenditure reduction initiatives and the enactment of ceitain laws dirccted toward improving the
Government’s financial sitvation. In QOctober 1999, the Government and the U.S. Depariment of Interior
(D01 entered inlo a memorandum of understanding (the MOU)} wheteby the (Governmenl agreed to use its
best efforts to undertake certain delicit reduction initiatives. As a condition Lo certain new and additional
federal financial and technical assistance included in or being proposed by federal appropriations or other
legislation, ccrtain financial performance and accountability standards were ugreed upon by the
Government, which the DI believes are necessary for the Government o achieve leng-term economic
recovery. Pursuant to the MOU, the relcasc of such new and additional federal funds to the Government is
subject to compliance with such pecformance and verifiable objectives agreed upon in such agreement. The
accountability and financial performance standards agreed upon in the MON) include: (i) preparation of
five-year financial recovery plan Lo be provided to DOI within 90 days of the dute of the MO (ii) a fiscal
year 2000 budget mandating substantial reductions in departmental budgets and overall General Fund
fiscal year 2000 cxpenditures not 1o exceed S432.1 million; (iii) absent extraordinary circumstances to
maintain balanced hudgets aficr fiscal year 2003 with any generated surpluscs applied 1o the reduction of
the accumnlated deficit and unfunded obligations: (iv) annual preparation of financial reporls; and
(v) efforts to reduce the outstanding debl of the Government. On October 29, 1999, the DOI and the
Government entered into an amendment of the MOU, which amended the Government’s requirement to
seek change in the Virgin Islands public labor relations law to comply with federal labor law. Pursuant to
such amendment, the Government, in collaboration with unicn represcotatives, is encouraged to pursue
reform initiatives through collective bargaining to bring fiscal solvency to the Government. In addition 1o
the finaneial performance standards set forth in the MOU, the MOU further provides for the DOI and the
CGovemment to enter into a program of preservation and enhancemcnt of the natural, cultural, and historic
resources of the U.S. Virgin Islands to stimulate local economic growth through sustainable tourism. The
Government is discussing with DOI certain cvents of noncompliance. remedial actions necessary Lo
comply with the ptovisions of the MOU, and its effect on the Government’s {inancial condition and results
of operations.

In April 2000, the Economic Recovery Task Force submicted the five-year operating and strategic (inancial
plan te the Governor for action. The plan provides over 200 recommeandations that propose to reduce and
cventually eliminale the structural budget deficit by restructuring and reforming Government operations
and forging a partnership with the private sector intended to result in sustained growth.

In January 2003, the 1.8, Depawment of Interior issued an audit report concluding that all eriteria of the

(the proposed MOII) werc partially or substantially achieved except: (i) implementation of collective
bargaining reforns to assist the fiscal solvency of the Government and (i) completion of comprehensive
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annual reports within 120 days of year-end and single audits within nine months of year-end. As part of the
MOU, the Government has committed t¢ maintaining balanced budgets after the fiscal year ended
September 30, 2003, with any surpluses applied o liquidating outstanding det1. The U.S. Department of
Interior acknowledged that it had not achieved its objective of providing funding for the V.1 Conservation
Fund and committed to providing funds for capital improvements, iechnical assistance, and other
assistance ence the Governinent has achieved substantial compliance.

The DOI and the Government are currently negotiating a proposed memorandum of understanding (the
proposed MO} regarding the fiscal and economic recovery of the Government to supersede the existing
MOU. The proposed MOU iz expected to provide standards of financial performance and accountability to
guide the Government in developing and implementing its fiscal and economic recovery program and in
achieving a balanced budget. The proposed MO is expected to set forth the goals and commitments of the
DI with respect to additional federal tinancial and technical assistance that may be required to achieve
the fiscal and economic objectives under the proposed MOUL

Restatements of Net Assets and Fund Balances
(a) Adoption of New Accounting Standard

Effective October 1, 2003, the PG and its component unils adopted the provisions of GASB
Statement No. 39, Determining Whether Organizations Are Component Units. In adopting this
statement, UVI included the Reichhold Foundation for the Arts and the Vizrgin Islands Research and
Technology Park into its audited financial statcments. The beginning net assets of UV increased by
$3.2 million due 1o the inclusion of these entities. Beginning net asscts of the component units have
been restated as follows (expressed in thousands):

Begrianing net asscts, as previously reported 3 629,102
Restatement — UVI 3,221
Beginning nel assets as restated - 632,323
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Reclassificasion af the PFA Capital Projects Fund as a Major Fund

The following table illustrates the change to fund balances at the beginning of the year, as previously
reported, in the statement of revenue, expenditures, and changes in fund balances — governmental
funds. The change is due to the reclassification of the PFA capital projects fund as a major fund.
Previously, the PFA capital projects fimd was reported in other governmental funds as a nonmajor
governmental fund.

Other
govermmental PFA capilal
funds projects fund
Beginning fund balance, s previously reported 3 102,004 —
PFA capital projects fund (43.062) 43,062
Beginning fund balance, as restated $ 59.002 43,062

Inclusion of VI Lottery Financial Information

The following table summarizes the change in net asscts at the beginning of the year in the statement
of activities and statement of revenue, expenses, and changes in fund net assets — proprietary funds
from the amounts previously reported. The change resulted from the inclusion of the VI Lotery
{nonmajor enterprise fund) financial information as of and for the fiscal yeur ended September 30,
2004. Previously, this financial information had not been included because it was not available. 'The
beginning net assets of the business type-activities and the other enterprise funds have been restated
as follows {expressed in thousands):

Other
Business-type enterprise
activitics Tunds
Beginning net assets, as previously reported 3 69,608 13,308
Inclusion of VI Lottery [inancial information (3,138) (3,138)
Beginning net assets, as restated 3 46,470 10,170

{15) Subscquent Events

(2)

Primary Government

In October 2004, the excise 1ax on rum of 13.5 cents per gallon, which was scheduled to expire on
Diccember 31, 2003, was extendad to December 31, 2005,

In October 2004, the President of the United States signed the American Jobs Creation Act, which
changes the residency requirements and source of income requirements for U.S. territories and
possessions, including the T.S. Virgin Islands. The PG retained an independent consultant to
evaluate the ctfect of this legislation on the territorial economy and tax stoucture. The independent
consultant’s report was issued in February 2003 and concludes that the American Jobs Creation Act
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is detrimental to the economy of the U.S. Virgin Islands. In April 2005, the 11.5. Department of the
Treasury issved draft regulations for residency and sovrce of income requirements for U.S. texritories
and possessions. In July 2003, the U.S. Deparument of the Treasury accepted testimony regarding the
draft regulations. The PG provided testimony regarding the effect of the proposed regulations on the
economy of the ULS. Virgin Islands.

In December 2004, the PFA issued the Series 20044 Internal Revenue Matching Fund Bonds in the
amount of $94 million. The procceds of the bonds will be used te finance the construction of two
wastewater treatinent plants to be built on the islands of St. Thomas and St. Croix, the rehabilitation
of other wastewaler facilitics, and provide start-up capital for the newly created Virgin Islands’
WMA. The Government has pledged rum excise tax matching funds for the repayment of the bonds.

In July 2003, the PFA issued $7.5 million in revenue notes to finance the acquisition of a fleet of
police vehicles for the PG and to pay the costs of issuance of the notes.

In Seplember 2003, the U.S. Department of Lducation extended indcfinitely the (hree-year
compliance agreement entered into with the PG in 2002 to address problems in administering federal
education grants; and imposed the requirement that the PG designatc a third-parly fiduciary to
administer U.8. Deparument of Education grants.

Compoenent Units

In March 2003, UVT's board of trustees approved a resolution authorizing the issuance of a one-time
payout of 100% of merit eamed for fiscal years 2001 — 2004 and the balance of the mearit
accumulation through fiscal year 2000. The payout amount of $2.7 million was disbursed in April
2005.

As authorized with the passage of Act No. 6638 by the Govemment’s Legislature in January of
2004, WMA was created in June 2005 as a separate and independent corporation of the Government
for the purpose of meeting environmental requirements of waste treatinent in the U.S. Virgin Islands.
The responsibility for the operations of WMA is vested in a board of seven directors composed of
three Government officials including the Commissionet of the Department of Public Works, and four
private citizens appointed by the Govemnor. The activitics of WMA are limited to activities
conducted on behalf of the Government. In December 2004, PFA issued revenue bonds amounting to
$94 millien for the purpose of constructing and rehabilitating wastewater treatment plants, as
authorized by Act No. 6663. The bond proceeds will be administered by WMA.
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UG/ il KPMG LLP

American Internationel Flazs
Suite 1100

250 Murioz Rivera Avenus
San Juan, PR 00218-1819

Independent Aunditors® Report

The Honorable Governor of the Government of the

Elnited States Virgin Islands:

We have audited the accompanying financial statements of the governmental activities, the business-typc
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining find information of the Government of the United States Virgin Islands (the Government) as of
and for the ycar ended Scptember 34, 2003, which collectively comprise the Governtnent’s basic financial
statemenls, as listed in the table of contents. These (mancial stsiements are the responsibility of the
Government’s management. Our responsibility (s to express opinions on these financial statements hased
on our audit. We did not audit the inancial statements of the following component units:

The Virgin Islands Public Finance Authority (PFA}, a blended component unit, which represents
106% of the assets, fund balance, and revenuc of the PFA Dehi Service Fund {a major fund);, 100%
of the assets, net asscts, and revenue of the West Indian Compuny (a major fund); 3.73%, 4.36%,
and 0.24% of the assets, net assels’fund balance, and rcvenue of the aggregate remaining fund
information; 18.8%, 43.4%, and 15.3% of the assets, net assets, and revenue of the governmental
activities; and 51.1%, 35.9%, and 31.6% of the assets, net assets, and revenue of the business-type
activities, respectively.

The Tobacco Settlement Finanging Corporation, a blended compenent unit, which represents 0.99%,
1.22%, and 0.09%, respectively, of the assets, fund balance, and revenue of the aggregate remaining
fund information, and 1.4%, 4.6%, and 0.22% of the asscts, net assets, and revenue of the
govemmental activities,

The Virgin [slands Port Authority, Virgin Islands Water and Power Authority, Virgin Islands
Housing Authority {VIHA), University of the Virgin [slands, Virgin Islands Public Television
System, Virgin Islands Econemic Development Authority, Magens® Bay Authority, Viegin Islands
Govemnmeni Hospital and Iealth Facilities Corporation {Roy L. Schneider Hospital and Juan F. Luis
Hospital and Medical Center), and the Virgin lslands Housing Finance Authority (VIHEFA),
discretely presented component units, which collectively represent 100%  of the assets, net assets,
and revenue of the aggregate discretely presented component units.

These financial slatements were audited by other auditors whose reports thereon have been furnished te us,
and our opinions, insofar as they relate 1o the amounts included for the activities., funds, and component
units indicated above, are based on the reporis of the ether auditors.
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Except as discussed in the following seven paragraphs, we conducted our audit in accordance with auditing
standards generally accepted in the United States of Aunerica. Those sandards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statcments are free of material
misstaternent. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial stalements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the report of other auditors provide & reasonablc basis for our
opinions.

The Government did not maintain accounting records for corporate mcome 1ax receivables related to tax
year 2002. Corporate meome tax receivables amounting to $44.6 million in the general fund and
governmental uclivities as ol September 30, 2003, excludes rceeivables pertaining, to tax year 2002. It was
impracticable w0 extend our procedures sufficiently to deiermine the exteni Lo whiich the general fund and
the governmental activities as of and for the year ended September 30, 2003 may have been affected by
these conditions.

The report of the other audilors on the 2002 financial statements of VIHA, a discretely presented
component unit, was qualified because they were unable to ohtain sufficient audit cvidence as to the
proprietary of the reverue and expenses reported by VIHA, or to determine whether capital assets
amounting to $71 million were fairly stated. In addition, the reporl was also qualified hecause VIHA did
not report an equity interest (n a joint venture because it had not beent able to determine its canying value.
Tatal revenue and expenses reparted for the year ended December 31, 2002 amounted te $55.5 million and
$59.6 mullion, respectively.

The report of the other auditors on the 2003 financial statements of the VIHFA, a discretely presented
compoilent unit, was qualified hecause they were unable to obtain sufficient audil evidence to determine
whether land held for sale amounting to approximately $25 million was fairly stated.

The basic financial statements do not include a receivable for unemployment insurance contributions in the
unemployment insurance fund (a major fund) and the business-typc activities as of September 30, 2003
duc to inadequate records. The Government’s records do not permit, nor is it practicable to extend our
auditing procedures sufficicntly to determine the extent to which the unemployment insurance [und {a
major fund) and business-type activities as of and for the year ended Scptember 30, 2003 may have been
affected by this condition.

The Government has not included the Virgin Islands Loitery Fund (the Lottery) in the basic financial
statements. Accounting principles generally accepted in the United States of America require the ottery to
be prescnled as a nonmajor enterprise tund and financial information about the Lotlery to be part of the
business-type activities, thus increasing the asscts, liabilities, revenue, expenses, and changes in net asscts
of the aggregate remaining fund informatien and business-type activities. The amount by which this
omission would affeet the assets, liabilities, net assets, revenue, and expenses of the business-type
activities is not reasonably deierminable.

The basic financial staements do not include a liability for workers” compensation claims, The
Government’s records do not permit, nor is it practical te extend owr auditing procedures sufticiently to
determine the cxtent by which the business-type activities as of and for the year ended September 30, 2003
may have been affected by this condition.

The Employees’ Retircment System of the Government of the Virgin Islands (GERS), a fiduciary
camponent unit (pension trust fund), is not recording contributions pursuant to the Early Retirement Act of
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The Employees’ Retirement System of the Government of the Virgin Islands (GERS), a fiduciary
component unit (pension trust fund}, is not recording contributions pursuant to the Early Retirement Act of
1994, I these contributions were accrued, contributions receivable and plan net assets would be increased
by $9.8 million. Additionally, plan net assets would be increased by $1.4 million. During fiscal year 2003,
GERS reappraised its real cstale investments resulting in appreciation in value of approximately
$25.4 million. We were not able to determine the portion of such apprecialion that pertains to prior years.
Finally, we were unable to oblain sufticient audit evidence through independent confirmation or other
alternative procedures about (i) the bank overdraft balance reported by GERS with the Department of
Finance of approximately $19.5 million in specielly designated pooled accounts, and (if) the
reasonableness of amounts reported by GGERS as due from the Department of Finance amouniing to
$523,000.

The basic financial statements do not include a provision for landfill closure and postclosure costs as
requited by accounting principles generally accepted in the United States of America. The effects of this
departure from accounting principles generally accepted in the Uniled States of Amcrica on the
governmental activities have nol been determined.

Because of the metters discussed in the sixth, seventh, and eighth parapraphs of this repott, the scope of
our work was not sufficient to enable us to cxpress, and we do not express, an epinion on the business-type
aclivities as of September 30, 2003, and the chunges in financial positien for the year then ended.

In our opinion, bascd on our audit and the report of olher auditors, except for:

- the effects of not maintaining accounting records for corporate incomi: tax receivables relaied o tax
year 2002 in the general fund and governmental activities and nol secording & provision for landfill
closure and postclosure costs in governmentzl activities, as deseribed in paragraphs three and ten
above, the financial statements referred to above present fairly, in all material respects, the
respective [inancial position of the governmental activities and the general fund of the Government
as of September 30, 2003, and the respective changes in financial position thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of America;

. the effects of not heing able to determine the extent to which the unemployment insurance fund (a
major fund) may have been affected by the exclusion of a receivable for unemployment insurance
contributions due to inadequate records, as described in paragraph six above, the financial statements
referred to above present fairly, I all material respects, the respective financial position of the
unempleyment insurance fund (a major fund) of the Government as of September 30, 2003, and the
respective changes in financial pesition and cash flows, where applicable, thercof for the year then
ended in conformily with accounting principles generzlly accepted in the United States of America;

. the effects of VITIA not reporting an equity interest in & joint venture and the adjustments, if any, as
might have been determined to be ngcessary, had the other suditors been able 1o (i} satisfy
themselves as to the proprietary of the revenue and expenses of VIHA reporied in the statement of
activities for the year ended Seplember 30, 2003, and (ii) obtain sufficicent audit cvidence to
determine whether capital assets and land held for sale amounting to $71 million and $25 million in
the financial statements of VA and VIHFA, respectively, were fairly stated, as described in
paragraphs four and five above, the financial statements referred to above present fairly, in all
material respects, the financial posilion of the diseretely presented component wnits of the
Governmenl of the United States Virgin Islands as of September 30, 2003, and the respective
changes in [nancial position thereof for the year then endsd in conformity with accounting
principles generally accepted in the United States of America; and
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. the effects of GERS not accruing contributions pursuant to the Early Retircment Act of 1994 as
described in paragraph nine above and the adjustments, if any, as might have been deiermined 10 be
necessary, had we been able to (i) obtain satisfactory evidence with respect to the cash overdrall
with and amounts due frotn the Department of Finance, and (i1) aliocate the appreciation in real
cslate nvestments between this and prior years, the financial statements referred to above present
fairly, in all material respects, the financial position of the aggregate remaining fund information of
the Government of the United States Virgin Islands, as of September 30, 2003, and the respective
changes in financial position thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Finally, in our opinion, based on our audit and the reporis of other auditors, the financial statements
referrcd to above present fairly, in all material respects, the respective financial position of the PFA Debt
Service Fund and the West Indian Company of the Government of the United States Virgin Islands as of
September 340, 2003, and the tespective changes in financial position and cash flows, where appiicable,
thereof, and the respective budgetary comparison for the general fund for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis on pages 5 through 14 is not a required part of the basic
financial statements but is supplementary information required by accounting principles generally accepted
in the United States of America. We have applied certain limited proccdures, which consisted principally
of myuiries of management regarding the metheds of measurernent and presentation of the required
supplementary information, However, we did not audit the information and express no opinion on it.

KPMa UP

May 6, 2005

Stamp No. 2056044 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Biscussion and Analysis
Seplember 20, 2003

Tntroduction

The following discussion and analysis presents an overview of the financial position and activities of the
Government of the United States Virgin Islands {thc Government) as of and for the fiscal years ended
September 30, 2003 and 2002,

Government-wide Financial Statements

The government-wide financial statements are designed to present an overall picture of the financial position of
the Govemment. These statements consist of the statement of net asscts and the statement of activities, which are
preparcd using the coconomic resources measurcment focus and the acerual basis of accovnting. This means that
current year's revenue and expenses arc included regardless of when cash is received or paid, producing a view
of financial position similar to that presented by most private-sector companies,

The statement of net assets combines and consolidates the Government’s curvent linancial resources with capital
assets and long-terin obligations.

Both of the above financial statements have separate sections for three different types of the Government
programs or activities. These three types of activitics arc as follows:

Governmental Activities — The activities in this section are mostly supported by taxes and intergovernmental
revenue {federal grants}. Most services normally associated with ihe primary government {PG) fall into this
category, including general government, public safety, health, public housing and weltare, education,
transportation and communicatien, and culture and recreation.

Business-Type Activities — These functions normally are intended to vecover all or a significant portion of their
costs through user fees and charges 1o external users of goods and services. These business-type activities of the
Gevernment include the operations of the unemployment inswrance program and {ii) the West Indian Company
{WICQ). Both of these programs operate with minimal assistance from the govemmental activities of the
Government.

Discretely Presented Component Units — These are operations for which the Government has financial
accountability even though they have certain mdependent qualities as well. For the most part, these entities
operale similar to private sector businesses and the busincss-type activities described above. The Government's
discretely presented compenent units arc presenled in two categeries, major and nonmajor. This separation is
detcrmined by the relative size of the entitics’ assets, Liabilities, revenue, and expenses in relation to the total of
all component units.

Funrd Financial Statements

Fund financial statements focus on the most significant {or major} funds of the Government. A fund is a separate
accounting entily with a self-balancing sct of accounts. The Government uses funds to keep track of sources of
funding and spending related Lo specific activities. The Government uses fund accounting to ensure and
demonsirate compliance with tinance-related legal requirements.
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2003

A major fund is a fund whose revenue, cxpenditures or expense, assets, or liahilitics (excluding extraordinary
items) are at least 10% of the corresponding totals for all governmental or enterprise funds and at least 3% of the
aggregate amount for all govemnmental and enterprise funds for the same item. The general fund is always
considered a major fund. In addition to funds that meet the major fund criteria, any other governmental or
enterprise fund that the Govermument believes is particularly important to the financial statements may be reported
as a major fund.

All of the funds of the Government are divided into three categories: governmental lunds, proprictary funds, and
fiduciary funds.
Governmental Funds

Governmental funds are accounted for usings (he modified accrual basis of accounting, which measures cash and
other assets that can be readily converted to cash. The governmental fund statcments provide a detailed
short-term view of the PG’s gencral govemmental eoperalions and the basic services it provides. The
reconciliation fellowing the fund financial statements explains the differences between the governmental
activities, reported in the government-wide financial statements, and the governmental funds’ financial
statements. The general fund and the PFA debt service fund are reported as major governmental funds,

The general fund is the PG’s primary operating fund. It accounts for all financial resources of the PG, except
those required to be accounted for in anather fund.

The PFA Debt Service Fund accounts for the resources accumulated, and payments made, for principal and
interest on long-term gencral obligation debt issued by the Virgin Islands Public Finance Authority (PFA) on
behalf of the Government.

Proprictary Fundy

Setvices provided to outside (nongovernmental) customers are reported in enterprise funds. Enterprise funds are
aceounted for using the cconomic resourees measurement focus and the acerual basis of accounting. These arc
the same business-type activities reported in the government-wide financial statements.

The unemployment insurance fund and the West Indian Company {(WICQ) fund are major proprietary funds.
“The unemployment insurance fund is a federally mandated program to manage uncmployment insurance.

The WICO fund accounts for the activities of WICO, that owns a port facility mcluding a cruise ship pier, and
manages a shopping mall and  rental complex.

Fiduciary Funds

The Government is the trustee, or fiduciary, [or several agency funds.

The fiduciary activities are reported in a separale statement of fiduciary net assets and a statement of changes in
fiduciary net asscts.

6 (Conlinued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2003

Financial Analysis of the Government as a Whole

The primary government (PG) and its componenl vnits experienced an cconomic downturm following the
slowdown of the U.S. economy in fiscal year 2002, and the events of September 11, 2001, As explained in note
13 to the basic financial statements, the Government has initiated specific actions to improve its future cash flows
through the issuance of long-term debt, the devclopment of a series of detailed revenue enhancement and
expenditure reduction initiatives, and the enactment of certamn laws directed toward impreving the Government’s
financial situation. In fiscal year 2003, the PG reported the Community Disaster Loan {CDL) forgiveness of
$127.2 million of principal and $32.1 million of interest. Prior lo September 30, 2003, the Government had met
all the federal requirements for Administrative Loan Cancellation of the 1996 CDL related to Hurricane Marilyn
and had petitioned the Federal Emergency Management Agency (FEMA) for forgiveness of the principal and
related accrued interest, The PG was advised on October 25, 2004 that FEMA had granted full forgiveness ol the
1996 CDL.

Financial Analysis of the Primary Government

Total assets of the government as of September 30, 2003 and 2002 were $1.337 billion and $1.248 billion,
respectively, an increase of approximately $89 million. Total liabilities as of September 30, 2003 and 2002 were
$1.637 billior: and $1.680 billion, respectively, a decrease of approximately $43 million.

For the year ended September 30, 2003, the PG net deficit of $300 million consisted of $245 million invested in
capital assets, net of related debt; 5148 million restricted by slatule or other legal requitements and were not
available to finance day to day operations of the government; and an unrestricted net deficit as of $693 million.
For the year ended September 30, 2002, the I'G net asget deficit of $432 million consisted of 5201 millien
invested in capital assets, net of related debt; $225 million restricted by statute or other legal requirements and
were not available to finance day to day operations of the government; and an unrestricted net deficit of $857
million. The reduction in the PG net deficit was primarily cansed by the CDI. loan forgiveness.
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¢s-d

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis

Seplember 30, 2003

For the fiscal year ended September 30, 2003, the PG earned program and general revenue smounting to $854
million, and reported expenses of $888 million, resulting in an increase in the net deficit, before the special item
and transfers, of $34 million. During the fiscal vear ended Septernber 34, 2003, the Government reported a
special item of $159.3 million resulting from the forgiveness of the 1996 CDL resulting in an overall reduction in
the net deficit of $125 million. For the fiscal year ended September 30, 2602, the PG earned program and general
revenue amounting to $854 million, and reported expenses of $891 million, resulting in an increase in the net
asset deficit of $37 million. In overall, revernue and expenses remained fairly stable in fiscal year 2003 when
compared to fiscal year 2002, The change in net assets was primarily cavsed by the CDL loan forgiveness in
fiscal year 2003. A summary of net assets (deficit) and changes in net agsets (deficit) for the primary government
follows:

Net Assets (Deficit) — Primary Government
September 30, 2003 and 2002
({0 thousands)

Governmental activities Busi {ype aclivities Total
2403 2042 2003 2002 2003 2002
Assels
Current assets $ 626,829 542,653 54,979 72,856 681,808 615,509
Capitul assets 608,153 592,969 43,008 37,279 451,166 630,248
Other assets 3,211 1,975 353 497 1,704 2,472
Total assets 1,238,198 1,137,597 98,540 110,632 1,336,738 1,248,229
Liabilities
Current liabililies 393,313 260,259 7,652 13,096 400,965 273,355
Other liabilities 1,214,576 1,386,136 21,280 20,324 1,235,856 1,406,460
Tulal liabilities 1,607,889 1,646,395 28,912 13,420 1,636,821 1,679,815
Net Assets
Invested in capital assets, net of
related debt 224,189 183,746 20,993 16,955 245,182 200,701
Resiricted 105,633 166,257 42,464 58,786 148,097 225,042
Unrestricted (deficit) {699,511) (858,801} 6,151 1,471 (693,362} _ (857,330)

Total nct assets

(deficit) §_{369,691} 508,798) 69,608 77,212 (300,083} {431,586}
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Changes in Net Assets (Deficit) — Primary Government
September 30, 2003 and 2002

(In thousands)

Governmental acrivities Business—type activities Tatal
2003 1002 2003 2002 2003 g2
Revenue:
Program revemic
Charges fot services 3 26,988 11,469 29,390 43,690 36578 57,159
Operating prants and
contributions 143,295 132,636 — 143,295 132,686
Capital grants and
contributivus 20,564 18,636 — 20,564 18.636
General revenue:
Taxus 594616 399,315 — 594,616 599,315
[nterest and other 33,90 40,349 3,785 4,718 37,276 45,084
Gther general reveoue 1,577 1,263 — 1.577 1,263
Total revenae 821,031 03,718 33,375 50,405 854,406 854,121
Expenses:
General government 350,600 335,084 — — 350,600 335,084
Public salety 49,394 45,230 — 49.394 45,230
Health 97 243 96,471 — — 97,243 96,473
Public housing and weliare 63,874 62,440 — — 63,874 62,440
Education 186,293 16K 80O — 186,293 168,809
Transportaion and
communication 29240 38,534 — — 29,240 38,534
Culture and recreation 14,365 o410 - — 14,365 o410
Tntesest on long-termr dehi 449,633 TL,190 —_ — 49,633 71,190
Unemployment insurance — 19,664 22276 19,664 22,276
West Indian Company — — 8.432 8,671 8,432 8671
Lattery — — — 14,054 — 14,054
Woartkmen's Compensation — 8,922 7,426 8,922 7,426
Other business-type activitiey — .- 10,521 11,676 10,521 11,676
Total expenses 840,642 827,170 47,539 64,103 BEE,L81 £91,273
Deerease in et
asscls belore
special irem and
wransfers [19,611) (23.452) (14,164) (13,698) (33,775) (37,150
Special item 154,271 — — — 159,271 -
Translers 1,379) (1,294) 1,378 1,294 — —
157,892 {1,294) 1,379 1,294 159,271 -
£hange in net assefs 138,281 (24,746} {12,785) (12,404) 125,496 (37,150
Neat assets (deficit), beginning
of year, as previously reported {50%,798) {484,052) 77,212 89,016 {431,586) (394,436)
Adjustments o beginning net
asscts 826 — 5,181 .- 5,007 —
Net assets {deficit), end of yecar,
as adjusted S (369,681 {508,798) 69,608 77,212 (300.083) {431,586)
9 (Continued)
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2003

The Virgin Islands Office of Management and Budget of the PG prepares an annual cxccutive budget subjeet to
approval by the Governor and the Legislature of the Virgin Islands. The executive budget is prepared on a
budgetary basis similar to the cash basis of accounting. The executive budget includes only those funds that are
subject to appropriation by law. More information regarding budgetary procedures is provided in note 3 of the
basic financial statements. A summary of the budgetary report for the general fund of the PG, included on page
22 of the financial siatcments, follows:

Revenue and Expenditures — Budget and Actoal —~
Budgetary Basis — General Fund

Year cnded September 30, 2003
{In thousands)

Original Ancended

budget bixiget Actual Variance
Total reverue $ 480673 489,673 464,232 (25,441)
Total expenditures 581,367 630,022 564,050 65,972
Excess of expenditires
OVCT Tevenue (91,694) {140,349) (99,818) 40,531
Other financing sources (uses) 99,925 199,925 174,303 (25,122)
Excess of revenue and other
tinancing sources (uses) over
expenditures 3 8231 59,576 74.985 15,409

For fiscal year 2003, the PG realized a revenue variance ($25.4) million due to declining revenue following the
2002 reeession. The PG realized a $66 million variance in expenditures due to control spending imposed by
revenue shortfalls, The PG realized a $74.9 million variance in other financing sources due to the proceeds [rom
long-term debt issuance of $100 million and transfers to other funds of ($25.1) million.

Capital Assets

Capital assets additions during fiscal years 2003 and 2002 amounted to $34 million and $38.7 million,
respectively, for governmental activitics and $7.5 million and $4.5 million, respectively, for business-type
agtivities.

10 (Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Management’s Discussion and Analysis

Septemher 30, 2003

The Goverumeni’s capital assets include land, land improvements, buildings, building improvements, machinery,
equipment, infrastructure, and construction in progress as follows:

Capital Assets — Primary Government

(In thousands)
Covernmengal activities Business-type actlvities Total
2003 2002 2003 2002 2003 2002
Land and improvements 3 188,109 187,187 5,358 3,375 193,467 192,562
Building and improvements 400,309 390,630 46,490 38,839 446,799 429,489
Machinery and equipment 69,788 63438 2,585 3,310 72373 66,748
Infrustrucrure 121,413 103,170 -— 121,413 103,170
Construction in progress 4,046 5,544 722 1,119 4,768 6,603
Total assets 783,665 749,969 35,155 48,003 838820 798,632
Less accumulated deprecialion (175,507} (137,000} (12,147 {11,384) (187,654) {168,384)
Total capital assets s GO8,158 592,969 43,008 37,279 651,166 631,248

Debt Adainistration

The Government issues botl general obligation bonds and revenuc bonds. The Revised Organic Act [48 U.S.C.
Section 1574 (b)(ii)] restricts the principal amount of general obligation debt which the Government may issue to
no greater than 10% of the aggregate asscssed valuation of taxable real property in the U.S. Virgin Islands.
Following is a summary of bonds ouistanding as of September 30, 2003:
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLLANDS
Management’s Discussion and Analysis
September 30, 2003

Primary Government — Bonds Payable

(In thousands)
Final Interest
Bonds payable maturity rates Balance

1998 Series A, B, C, D, and E revenue
and refunding bonds 2023 550%t07.11% § 486,970
1999 Project revenue bonds 2003 6.25% 4,510
1999 Series A general obligation bonds 2010 6.50% 6,480
1999 Scrics A revenue bonds 2033 4.20% 10 6.40% 287,875
2001 Series A tobacco bordds 2031 5% 22,645
2002 Series revenue honds 2009 2.50% to 5.00% 18,645
Subteal 827,125
Deferred amount on refundings (3,0480)
Bond premium 1,299
Bond discount (10,061)
Bond accretion (1418}
Total 3 813,925

Naote 9 provides detailed information regardimg all bonds of the territory.

During fiscal year 2003, the 2002 Series revenue bonds amounting to $21 million were issued. During fiscal year
2002, the Tobacco Senlement Financing Corporation, a blended component unit, issued the 2001 Series A, Term,
and Sertal Bonds amounting to $24 million.

The PG made band prineipal payments on all outstanding general and special revenue bonds amounting to $24
million during fiscal year 2003, and $19 million during fiscal year 2002.

The Government's bonds carry insured ratings of “BBB* and “Asa” from Standard and Poor’s and Moody's
Investors Services, respectively. Ratings reflect only the respective views of the rating agencies and an
explanation of the significance of cach rating may be obtained from the respective rating agency.

At Sepiember 30, 2003, the P(r issued a bond anticipation note in the amount of $100 million in anticipation of
the issuance of the 2003 Series A Bonds, which were issued in December 2003.

At September 34, 2002, the PG had an outstanding Communtity Disaster Loan amounting to $127.2 million and
acerucd mterest of 5321 million. The PG received notification of full forgiveness of the loan principal and
interest on October 25, 2004, and reported the forgiveness in the fiscal year ended September 30, 2003 because
all requirements for Administrative Loan Cancellation had been met as of September 30, 2003,
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Other liabilitics of the P¢G include:

Primary Government — Other Liahilities
September 30, 2003 and 2403

(In millions})

2003 2002
Accrued compensated abscnces $ 52 54
Retroactive union arbitration lisbility 375 368
Accrued litigation 13 4
Accrucd federal cost disallowances 13 19
"I'otal ather liabilities S 453 445

FEconomic Condition and Qutloek

The PG cnded fiscal year 2003 with a deficit amounting to $300 million, of which $693 million relates Lo an
unrestricted deficil, The PG is cxperiencing the combined challenge of revenue decreases and cxpenditure
increases.

Revenue Decreases

The PG collects income tax revenuc undcer the “mirror” income tax system. The Government’s tax laws “mirror™
the U.S. Internal Revenue Service (IRS) Code, Rules and Regulations.

New Tax Acts passed by U.S. Cengress in [iscal year 2003 and 2002 had a negative impact on revenue due to
changes in sourcing of revenue rules as defined for the US Virgin Islands, restrictions on residency rules,
deereases in lax rates, expanded tax credits, and expanded tax deductions.

In conncction with a rezl property tax casc instituted against the PG in the U.S. District Couzt of the Virgin
Islands, the Gavernment was enjoined for a four-month peried in fiscal year 2043 from appraising and assessing
any real property taxes until it modified its system of appraisal to comply with certain court mandates. As a
result, effective August 2003, it has been using the 1998 assessment value to fssuc tax bills and collect taxes, and
expects to continue to do so until a new appraisal system is implemented which is intended to satisfy the court’s
decision, or the decision is reversed on appeal.

The Govemment is currently in litigation challenging the computation of its corporate franchise tax. Of the four
cases brought against the Govemment, onc is currently before the Virgin Islands Territorial Court, and the
remaining threc cascs are currently on appeal.

Coungress passed legislation in October 2004, which changes the source of income requirements and residency
requirements for tax reporting purposes m Uniled States terdtories. The PG is assessing the effect of this
legislation on the 1SS Virgin Islands ¢conomy.
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Expenditure Increases

The PG faces the challenge of carryforward expenditures from price fiscal years and increasing expenditures in
the current fiscal year. Carryforward expenditures consist mainly of retroactive salary increases, which
accumulated following Hurricancs Hugo, Marilyn, and Bertha in the years of 1990 through 1998,

Current increasing governmental expenditures include: increased health insurance premiums, pharmaccutical
premiums, unemployment insurance benefits, and salary expense.

In addition, the Goverament is still experiencing the impact of the general economic decline in the United States
and the impact of the terrorist attacks on September 11, 2001.

Deficit Reduction Measures

The PG has impletaenled a number of deficit reducing measures including: {i) increasing of local taxes including
the highway users tax and stamp tax; (i} implementation of new lacal taxes including an excise tax on
importation of personal goods and a petroleum tax; and (iii} exerting greater conirol of expenditures through the

budgetary process.
Contacting the Government’s Financial Management

This financial report is designed to provide the Government's citizens, taxpayers, customers, and investors and
creditors with a general overview of the Governnient’s finances. If you have questions abour this reporl, or need
additional finencial information, contucl the Government of the United States Virgin Islands, Department of
Finance, No. 2314 Kronprindsens Gade, St. Thomas, VI 00802,

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Assels:

Cash and cash equivalents
Investments
Receivables, net
Internal balances
Leoans and advances
Due from compenent units
Note receivable
Due from primary government
Due from federal government
Inventories
Other assets
Restricted:
Cash and cash equivalents
Investments
Other
Capital assets
Deferred cxpenses

Total assels

Liabilitics:

Current liabilities:
Accaus payable and accrued liabilities
Tax refunds payable
Unemployment insurance benefits
Custamer deposits
Due to primary governmeng
Due te componeut units
Due ta federal government
Interest payable
Deferred revenue
Other current liabilitics
Due within one year:
Loans payable
Bends payable
Other }iabilitics
Noncurrent liabilities:
Due in more than onc ycar:
Loans payable
Bonds payable
Other liabilitics

Taotal liabilitics

Statement of Net Assets (Deficit)

Sepiernber 30, 2003

{In thuusands)

Primary Government

Covernmental Business—type Component
activities activities Total wnits

3 109,327 5,954 115,281 46,247

298,634 — 298,634 26,530

169,216 3522 172,738 51,549

1.606 (1,6506) — —

— 5417 5417 2478

22,797 — 22,797 —

— — — 7,387

e — — 5,231

22,703 — 22,703 7,164

435 435 20,933

2,346 386 3432 21,927

— 40,371 40,371 24,966

- — e 116,432

— — — 119

608,158 43,0068 651,166 T22090

3211 553 3,764 12,5358

1,238,198 98,540 1,336,738 1,065,591

52,008 3,254 55,352 73,495

75,761 — 75,761 —

— 3,063 3,663 —

— — - 16,12

— — — 22,797

5,231 — 5,231 —

— - — 5,300

23,027 — 23,027 31,798

41987 81,987 6,502

1,903 — 1,903 3,197

100,000 735 160,735 1ole

22,694 — 22,694 7,994

30,612 — 30,612 —

— 21,280 21,280 4,384

791,231 791,231 261,850

423 345 = 423,345 27,244

§ 1,607,889 28,832 1,636,821 436,489
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GOVERNMENT OF THE UNITED STATES YIRGIN ISLANDS
Staternent of Net Assets (Deficit), continued

MNet assets:
Invested in capital assets, net of related debt
Restricted for:
Uncmployment insucance
Debt service
Capital projects
Other purposes
Unrestricted (deficit)

Total net assets (deficit)

See accomparnying notes to basic financial statements.

%

September 30, 2003
(In thousznds)

Primary Government

Governmental Business—type Component
activities activities Total units

224,189 20,993 245,182 534,190

— 35,068 15,068 —

102,782 102,782

2,851 — 2,851 —

— 7.396 7,396 60,038

{099,513) 6,151 (693,362) 28.874

(369,691 69,608 (300.083) 620,102
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GOVERNMENT GF THE UNITED STATES VIRGIN ISLANDS
Staternent ol Activities
Year ended Sepiemher 301, 2003
(In thousands)

Net {expense) revente and

Program reveuue changeys in bet assets
‘Operating Capltal Primary government
Charges for grants and granty andd Governmental Business-type Cotpunent
Expenses serviees contributions contributions activities ueivities Total units
Funoctions:
Primury government:
Governmenta] setivities:
General government k] 350,600 15,062 21,662 8,603 (305,270) — (305,270) —
Public safety 49,304 R6Y 10,868 —_ (37,660} —_ (37,660)
Health 97,243 1,508 30,046 — (65,689 {635,649 —
Fublic housing and wellare 63,874 2,132 42,787 — (1%,955) .- (18,953} —
Educalion 186,293 871 33,521 — (151,201) — (151,501) —
Transpertation and communication 29,240 6,531 4,094 11,950 (6,636) — (6,656) —
Culture and reurcation 14,365 15 319 — 14,031) — (14,631) —
intérvst on long-totm debt 49,633 — — — 49.633) — (49,633) —
T'otal governmental acvities 540,647 26,984 143295 20,564 {6549,793) — (549,795) —
Business-type aclivites:
Unemploviaent insurance 19,664 2223 — — - (17,441 (17,441) -
Weat Indian Company 8,432 9,950 — — - 1,518 1518 -
Workmen's compensation 8,922 7,275 — — — (1,647) (1,647 —
Other 10,521 10,142 — — — (375 (379)
Total business-type activides 47,539 29,590 — — — (17,943 (17,945 —-
Tatal primary govemment BHE, 181 36,578 143,295 20,554 (649.795) {17,949) (667,744} —
Compenenlt unils:
Virpin Islands Heusing Authority 59,607 3,258 46,395 5,885 — - — (4,069)
Virgin Islands Dot Authority 42,660 35,565 15,163 — - — — 7,068
Virgin Istands Water and Tower Anthority:
Electric system 129.994 134,459 —_ 349 —_ —_ -— 4,814
Water system 30,505 20,393 — 485 — — — (3,625)
University of the Virgin Islands 56,672 10,753 40,099 3,074 - — — (2,746)
Dther component units 118,999 56,359 47,271 7816 — — — (7,55%)
Tetal componetil units 3 439,427 266,789 148,328 17,609 - — — _ (61110
17 ({Continued)
GOYERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Activities, conlinned
Year vnded Seplember 3¢, 2003
{Tn thousands)
Net (expense) revenuc and
changcs tn net assets
Frimary governmeni
Crovernmentzl  Business-iype Cemponent
a etivitiex wetivities Tutal umits
‘T'otal primsry povernment and
eomponent ity ¥ (649,795) (17,249) (667,744) (6,111}
General pevenuc:
Taxes 504,616 — 594,616
lnterest and other 334991 3,745 37,776 10,299
'Tubseeo Sertlement Rigats 1,577 — 1,377 —
Special item - luan forgiveness 139,371 . 159,271 —
Transfers — internal activities of primary
government 1,379 1,379 — —
Total general tevenne, spevial
item, and tunsfery THELT6 5,164 793,240 10,299
Chenges in oot assels (deficit) 139281 {12,785) 123,496 4,188
Nt nseets (deficit), boginning of year
{hs udiusted) (307,972) 2,393 (425,579) 624014
et ugsets (defivit), und of year 3 (369,691) 59,508 (300,033} 629,102
L —————

See aecompanying nates ta hasic financial staletnents,
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS GOVERNMENT OF THE UNTTED STATES VIRGIN ISLANDS
Belance Sheet — Governmental Funds Statement of Revenue, Bapenditercs, and Changes in Fund Dalances

G il Fund:
Scpterber 30, 2003 sovernmenta] Fusds
Year endsd September 30, 2003
(In thousands)

{Tn thousands)
PFA Other Total
Debt governmental governmental PFA Other Total
Assets General Service funds funds Debt governmental - governmental
General Service funds funds
Cush and cash equivalents 3 72647 - 36,680 19,327 Revenue:
Envestments 102,201 128,571 57,362 298,634 Taxes 3 42137 141,442 28,204 591,017
R bles (net of all ¢ for uncollectibl . Federal grunts and contributions — 2.1 160,938 163 859
Taxes 150,976 11,969 — 162945 Charges for services 19,907 — 7081 26,988
Accrued interest and other 4,930 - 515 5,445 T abacco settlement rights — 1577 1,577
Due from: Interest and other 25599 4,683 23,704 33,991
Other funds 4,378 — 11,842 16,220 I . -
Component uits 277 — o 22,797 I'otal tevetive 466,877 149,046 201,509 817,432
Federal government — — 22,703 22,703 Expeaditures:
Oxther assels — — 2,546 2,546 Cuteent:
{icneral governmernt 254,110 — 83,666 337,776
Total assets § 357,929 140,540 142,148 640,617 Public safety 42291 _ 5742 48,033
g Health F,106 — 26,013 24,119
Liabilities aud Fund Balances Puhlic husing and welfire 11935 — 3110 63874
Accounts payable and acerued liabilities 3 38,512 — 13,586 52,098 Bducation 149,538 — 29,544 179,082
Tax refund payable 75,761 — — 75,761 Trensportation and communication 23,193 — 6,230 29,423
Due te: Cultere and recreation 5,554 — 3,745 9,299
Other funds 9,959 2,000 3,178 15,137 Capital cutlays — — 34,022 34,022
Cotriponent unils 5231 - — 523 Dbt service:
Deferred rovenuc 131,326 46214 21,940 199,480 Principal — 14,030 4,608 23,635
Other current liabilities — — 1,380 1,380 Inercat - 46,146 1,633 47913
. Bond issuance ensts 1,625 - 1,625
Total liabilities 2611, 789 48,214 40,084 349,087 “Tots! expendituses 576727 6941 127,139 70,407
Fund balances reserved for: Excess {deficimey) of woentie
g‘:{:l":c"rl::‘zz‘“ 44839 92926 10456 lég’ﬁg wver (under) cxpenditures (109,850} 82,105 (25,630) (53,375)
Uareserved fund balance, reported in: Other linamcing sources {uses):
General fund 52,301 — - 32,301 Bond anticipation note izsued LOg,000 — - 100,000
Special revenue funds — 47,586 47,586 Bonds issued — 2,145 18,500 20,845
Capital projects funds — — 44,022 44002 Trausfers from other funds 96,251 5,299 18,143 119,098
ofer 2
Total find balances 47,140 92,326 102,064 291,530 Pranefers o other finds (18148) B (L9 4ae
Total fiabilities and fund balances $ 357,929 140,540 142148 Total other finsncing sources (uses), et 178,103 (71341) 14220 120,982
Amounts reported for governmental activitics in the statoment of net assets {deficit) are difterent bocause: Net change in fund balances 68,253 10,764 {11410y 57,607
Capital assels used in governmental activities are nol linancial resources and, -
Eﬁreforc, arc not re%)r)rlad in the funds. 608,158 Fund balance, beginning of ysar 28,887 81,562 113,474 223,923
Borrd issue costs are not financial resources and, therefore, are not TFund bulunce, end of ysar 1 97,140 92,326 112,064 291,530
reported In the funds. 321
Becavse the focus of governmental funds is on short-term financing,
some assets, primarily tax receivables, will not be available to pay for current period Sec accompanying notes 10 basiv fnancial staternents,
expenditures. Those assets arc offset by deferred revenue in the funds, 118,319
Interest on long-term debt is not accrued in the funds, but rather is
recognized as an expenditure when dus, (23.027)

1L.ong-term liabilities, Including bonds payable, are not due and payable
in the cusrent period and therefore are not reported in the funds.

Deficit of governmenta) activities §

Sce accompanying notes t basic financial statcments.
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Reconciliation of the Statement of Revenue, Expenditures, and Changes in
Fund Balances to the Statement of Activities — Governmental Funds

Yeur cnded Septermber 30, 2003
(In thousands)

Wet change in fund balances — lolal governmental funds

Government fimds report capital outlays as expenditures. However, in the
statcment of activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation cxpense. This is the amount
by which capital outlays exceeded depreciation in the current period.

Tax revenue in the statement of activitics that do not provide current
financial resources are not reported as revenue in the funds.

The issuance of long-term debt provides current financial resources to governmental
funds, while the repayment of the principal of leng-term debt consumes the current
financial resources of the governmental! finds. These transactions have no effzct
on net assets. This is the amount by which bond and loan proceeds of $120,845
exceeded principal retirement of $23,635 in the current period.

Forgiveness of FEMA loan that did not provide current financial resources to the
governmental fonds and, as such, is not reported as revenue in the funds.

Some cxpenses reporied in the statement of activities do not require the use of current
{inancial resources and therefore are not reperted as expenditures in govermumental
funds. This is the amount by which the inerease in certain Habilitics reported in the
statement of net asscts of the previous year exceeded expenscs reported in the
staternent of activitics that do not require the use of current financial resources,

Bond issue costs are expended in the governmental funds when paid, and are
capitalized and amortized in the staternent of activities. This is the amount by which
current vear bond issue costs exceeded amortization expense in the current period.

Bond premiums and discounts arc reporied as other financing sources and uses in the
governimental funds when the bonds are issued, and are capitalized and amortized in
the government-wide financial statements. This amount represents the capitalization
of premiums on bonds issued during the current year of $1,516 and the additional net
interest expense of §1,653 reported in the slalement of activities related to the
amortization of premivms and discounts during the carrent year.

Certain interest reported in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the
governmental funds. This amount represents the decrease in interest payable
reported in the statement of net assets less the portion of acerued intcrest
forgiven by FEMA and included with the loan forgiveness amount above.

Change in net assets of governmental activities

See accompanying notes to basic financial statements.
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67,607

15,189

3,599

97.210)

159,271

(8,570}

1,237

(3,169

327

138,281

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Staternent of Revenue and Expenditures — Budgel and Acmal —
Budgetary Basis -- General Fund

Year emded Scplember 30, 2003

(In thousands)
Original Amended
“_Met_ budget Actual Variance
Revenue:
Taxes % 458 207 458,207 421,371 {36,835)
Charges for services 9,796 9,796 19,907 16,111
Interest and other 21,670 21,670 22,954 1,284
Total revenue 489.673 489,673 464,232 (25,441
Expenditures:
Current:
Greneral government 134,503 150,862 243,984 {93,122)
Public safety 55,548 56,143 41,779 14,369
Healtk 91,787 98,787 69,692 29,095
Public housing and welfare 42,224 44,324 31,935 12,389
Education 183,006 183,006 148,436 34,570
Transportation and communication 36,286 78,902 22,040 56,862
Cullure and recreation 17,613 17,993 6,184 11,809
Total expenditures 581,367 630,022 564,050 3,972
Excess of expenditures over revenue {91,694} {146,349) (99.818) 40,531
Oither financing sources (uses):
Bomd anlicipation note issucd — 100,000 100,000 —
Transfers from other fund 105,500 105,500 $2,951 (12,549}
I'ranster 10 other fund (5.575) {5,575) (18, 148) 12,573)
Total other financing sources (uses) 99,925 194,925 174,803 (25,122)
Excess of revenue and other
linancing sources (uses) over
cxpenditures 4 8,231 59,576 74,983 15,409
Sec accompanying notes w basic financial statements.
22
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GOVERNMENT OF TIIE UNITED STATES VIRGIN [SLANDS

Statement of Net Assets - Proprietary Funds

Assets:
Current assets:
Cash and cash equivalenis $
Receivables, net:
Loans and advances
Accrued interest and other
Due from other funds
Enventorics and nther current asscts

Total current assets

Noncurrent assets:
Restricted cash and cash cquivalents
Capital assets
Deferred expenses
Total noneutrent assets
Total assets
Liabilities:
Current liabilities;
Accounts payable and acorued liabilities
Due to other funds

Unemploymernt insuranee benefits
Louns payable related to capital assets

Total current liabilities

Noncurrent liabilities:
Loans payable related to capital assets

Total liabilitics
Net assets:
Invested in capital assets, net of
related debt
Restricted
Unrestricted

Total net assets 3

See accompanying notes to basic financial statements,

September 30, 2003
(In thousands}

Business-type activities — enterprise funds

West
Uncmployment Indian Other
insurance Company funds Totals
9% 5,007 759 5,954
— — 5417 5417
— 1,600 1,856 3,522
— — 300 300
— 886 433 1,331
98 7,649 8,767 16,514
33,633 1,738 — 40,371
— 35,851 7,157 43,008
— 553 — 333
38,632 38,142 7157 83,932
28,731 45,791 15,924 100,446
— 1,544 1,710 3,254
— 1,000 006 1,906
1,663 — e 3,663
735 — 735
3,663 3,279 2616 9,558
— 21.280 — 21,280
3,663 24,554 2616 30,838
— 13,836 7,157 20,993
35.068 7,390 — 42,464
— — 6,151 6,151
35,068 21,232 13.308 69,608

23

GOVERNMENT OF THE UNI'TED STATES VIRGIN TSLANDS

Starement of Revenue, Bapenses, and Changes in Fund Net Assets
Proprictary Funds

Year ended Scplember 30, 2003

Operating revenue:
Charges [or services

Total operating revenuc
Operaling expensea;
Cost of services
Depreciation and amortizalion
Total operaling expenses
Operaling (loss) incone

Nonoperating revenue (expensas):
Cain on sale of assuty
Tnterest income
Interest cupense

Tortal nonoperating revenuc
(expenses}, nel

(Loss) income before aperaling transttrs

Transfers from other fimds
Transters to other (unds

Changre in net agscls
Net assets, beglnning of year (as adjusted)
Net asscts, end of year

See accompanyiuy nles ko basic financial staterents.

(Tn. thousands)

Business-Lvpe activities — enterprise funds

West
Unemployment Indian Other
ilsurance Company funds Total
3 2,223 9,850 17,417 20,590
2,223 9,950 17,417 29,590
19,664 6,166 19,008 44,838
— 1,227 435 1,662
18,604 7,393 19,443 46,500
(17,441) 2,537 (2,026) (16,9100
— 218 — 218
2,933 158 476 3,567
— 1,039y — (1,039
2,033 (663) 476 2,746
(14,508) 1,894 (1,550} (14,164)
—_ — 2,37% 2,379
1,000} — (1,000}
(14,508) 894 829 (12,785)
49,576 20,338 12,479 82,393
$ 35,068 21,232 13208 69,608
24
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GOVERNMENT OF THE UNITED STATES VIRGIN 1ISLANDS
Satement of Cash Flows - Proprietary Funds
Year ended September 30, 2003

(In thousends)
Business-type activities — enterprise funds
West
Unemployment Indian Other
insurance Company tunds Total
Cash flows from operating activities:
Rucuipts [fom customers and users % — 9950 17,462 27412
Receipts from employers 2223 -- - 2223
Payments to henetictaries 24.611) — — (24611}
Payments to suppliers and employees — {3,866 (L3.088) (23,954)
Net cash {used in} provided by
operating activities (22,388) 4084 (626) (18,930)
Cash flows from noncapital financing activities:
Transfers {to) from other funds e (3003 2672 1,172
Net cash (used in) provided by noncapital
financing activities — {3004 2,672 2,172
Cash flows from capital and relared financing activities:
Acquisition and construction of capital assets — (6,021 (L,360) (7,881
Principul paid on long-term debt — (20,809 — {20.309)
Proceads trom issuance of long-term debt — 22,300 — 32500
Proceeds from sale of assets -— 4 — 614
Interest paid on long-term debt — (1,03%) — (1,039
Net cashnsed in capital and related
financing activities — 4,755) (1,860) (6,615)
Cash flows fronl investing activities:
Interest and dividends on investments 2,933 97 476 3,506
Net cash provided by investing activities 2933 97 476 3506
Net deercase {increase} in cash
and cash ccuivalants (19,455) {1,074) 662 (19,867)
Cash and cash eyuivalents, beginning of ycar
(as adjusted) 38,186 7.90% 97 66,192
Cash and cash equivalents, end of year b3 318,731 6,835 759 46,325
Reeonciliation of epetating income (loss) to nct cash
{used in) provided by opcrating aclivitics:
Operating { loss} income $ (17.441) 2,557 (2,026) (16.910)
Adjustments to reconcile operating income {l0ss) to
et cash {used in) provided by operating activitics:
Depreciation and amortization — 1.227 433 1,662
Change in asscls and Liabilitics:
Receivables, net — — 47 47
Deferred charges 71 — 71
Accounts payable and accrucd exponses — 229 918 1147
Other liabilities (4,947) e — 4,947y
Net cash {used in) provided by
aperating activities 1 (22,388) 4,084 (626) (18,930}
Reconciliation of cash and cash equivalents to the
slalcment of net asscts:
Cash and eash squivalents 5 98 5097 759 5,954
Restricted cash and cash equivalents 38,633 1,738 — 40,371
Cash and vash cquivalents at cnd of year on
statemen of cash flows % 38,731 46325

6,835 759

Sec accompanying notes to basic financial statements.

25

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Fiduciary Net Assets — Fiduciary Funds
September 30, 2003

(In thousands)
Pension
trust Agency
funds funds
Assets:
Cash and cash equivalents:
Unrestricted $ 138,175 —
Restricted L0 —
Tnvesiments 1,274,662 2,925
Receivables, net:
Loans and advances 105,500 —
Accrued interest 3,967 —
Other 34,993 —
Due from other funds 523 —
COther asseis 12,912 —
Total assets 1,570,842 2,925
Liabilities;
Aecounts payablc and accrued liabilities — 2925
Cash overdrafl with the Department of Finance 10,454 —
Cash overdraft with bank 5,593 —
Uunsettled securities purchased 91,827
Securities lending collateral 169,682 —
Line of credit 10,000 —
Other liabilitics 7,510 —
Total liabilities 295,066 2,925
Net assets held in trust for employecs™ pension benefits £ 1,275,776 —

See accompanying notes fo basic financial statements.
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Changes in Fiduciary Net Assets
Year ended September 30, 2003
(In thousands)

Additions:
Contributions:
Employer
Plan members

Total contributions

Investment income:
Net appreciation of fair value of investments
Agppreciation in Havensight Maill
Interest, dividends, and other, net
Real estate — rental income {net of related expenses)

Less investment expense
Net investment income
Other income
Total additions

Deductions:
Bencfits paid
Refunds of contributions
Administrative and operational expenses

Total deductions
Change in net assets
Net assets, beginning of year

Net assets, end of year

See accompanying netes to basic financial statements.
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3

b

(03]

Pension
trust
fundy

51,588
36,309

82097

131,112
25,398
37,460

3,096

197,066
5,000

192,066

2,598

276,761

126,797
2,894
8,268

137,959

138,802
1,136,974

1,275,776

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

Summary of Significant Accounting Policies

The Gevernmenl of the Uniled States Virgin Islands (the Government) is an unincorporated organized
territory of the United States of America (United States). The powers of the Government arc denived from
and set forth in the Revised Organic Act of 1934, as amended. The Government assumes responsibility for
public safety, health, public housing and welfare, education, transportation and commurication, and culture
and recreation.

The accompanying bagic financial stalements of lhe Government have been prepared in conformity with
accounting principles generally accepted in the United States of Amcrica {GAAP) as prescribed by the
Governmental Accounting Standards Board (GASB).

The accompanying basic financial statements have been prepared primarily from aceounts maintained by
the Department of Finance of the Government. Additional data has been derived from reports prepared by
other departments, agencies, and public corporations based on independent or subsidiary accoumting
syslems maintained by them.

fa)  Financial Reporting Entity

The Governmenl follows the provisions of GASB Statement No. 14, The Financial Reporting Fntity
{GASB No. 14). This standard requires that the Government’s financial reporting entity be defined
according to specific criteria. According to the standard for financial reporting purposes, the
Governinent 1s a primary government (PG). The PCT includes all Government departments, agencies,
boards, and organizations that are not legally separate. In addition to the PG, the financial reporting
entity includes blended and discretely presented compenent units. Component units include all
legally scparatc organizations for which the Government’s elected officials are [financially
accountable, and olher orgenizations for which the nature and significance of their relationship with
the Government arc such that exclusion would cause the basic financial statements to be misleading
or incomplele. The criteria used to define financial accountability include appointment of a voting
majority of an organization’s governing body and (i) the ability of the PG to impose its will on that
organization or (i) the potential for the erganization 1o provide specific financial benefits to, or
impose specific financial burdens on the PG. The financial stalements of the following component
units are included in the financial reperting entity cither as blended or as discretely presented
component units in accordance with GAAP.

1.  Blended Component Units

The following public benefit cotporations, while legally separate from the Government, meet
the eritcria to be reporled as part of the PG because they provide services entirely or almost
entirely to the Government:

Virgin Istands Public Finance Authority

The Virgin Islands Public Finance Authority (PFA) was created as a public corperation and
autonomous govermmental instrumentality by Act No. 33635, the Govemment Capital
Improvement Act of 1988, with the purpose of aiding the Government in the performance of
1is fiscal duties and in effectively carrying out its governmental responsibility of raising capital
for essential public projects. Under the enabling legislation, PFA has the power, among other

28 (Continued)
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GOVERNMENT OF THE UNITED STATES VIRGIN ISL.ANDS
Notes to Basic Financial Statements
September 30, 2003

matters, to borrow moeney and issue honds and to lend the proceeds of its bonds to the
Government or any governmental instrumentality. The powers of PFA are exercised by a
board of directors consisting of the Governor (Chajmperson), the Commissioner of Finance, the
Director of the Office of Management and Budget, and two representatives of the private
sector appointed by the Governor with the advice and consent of the Legislature. PFA
activities are blended within the PG because it is so intertwined with the Government that, in
subslance, they are the same.

PFA has a compencent unit, the West Indian Company (WICO) which is presented as an
enterprise fund in the Government’s basic financial statements as further described in note

(L)d).
Tobacco Settlement Financing Corporation

‘e Tobaceo Settlement Financing Corporation {TSFC) was created in Seplember 2001 under
Act No. 6428 as a separate and independent corporation of the Government to purchasc the
rights, title, and interest in tobacco settlement litigation awards and to issue revenug bonds
supported by the tobacco settlement rights. The respansibility for the operations of TSFC is
vested in a board of directors composed of thres Government officials appointed by the
Governor and two private citizens. The activities of TSFC are limited to activities conducted
on behalf of the Government.

Complete audited fimancial statements of the blended component units ean be obtained directly
by centacting their respective administrative oftices:

Administrative Offices of Blended Component Units

Virgin [slands Public Finance Authority
2400 Honduras, 2nd Floor
St. Thomas, V.1 00802

Tobacco Settlement Financing Corporation
2400 Honduras, 2nd Floor
St. Thomas, V.I. 005802

Discretely Presented Component Units

The fellowing component units, consistent with GASB No. 14, are discretely presented in the
basic fimancial statements because of the nature of the services they provide and the
Government’s ability to impose its will. The component units are reporled in a separate
column to emphasize that they are legally separate from the PG and governed by separate
boards.

Major Component Units
Virgin Islands Housing Authority

The Virgin [slands Iousing Authotty (VIHA)} was created as a body corporate and politic
constituting a public corporation and awtonomous governmental instrumentality by Act

29 {Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

No. 903 on June 18, 1962 with the purpose of providing housing for low-income families. Up
until August 2003, the powers of VIHA were exercised by a board of commissioners
consisting of seven members as follows: the Commissioner of Housing and Community
Renewal and six other members appeinted by the Governor.

I August 2003, the U.S. Department of Housing and Urban Development (HUD) determined
that because of the severity of compliance violations, VIHA was dcclared 1o be in substantial
default of its annual contributions ¢ontract (ACC) dated July 12, 1996 with HUD. The VIHA
was placed in receivership and HUD assumed possession of all asscts, prajects, and programs.

Given the nature of VIHA’s operations and the significance of its relationship with the
Government, management believes that its exclusien from the financial reporling entity would
cause the Govemment’s basic financial statements to be incomplete and mislcading.
Accordingly, VIHA continues to be reported as a major component unit of the Government
even though the Government no longer appoints its commissioners.

University of the Virgin Islands

The University of the Virgin Islands {the Universily) was organized as an instrumentality of
the Government under Act No. 852 of March 16, 1962, in accordance with Section 6(a) of the
Revised Organic Act of 1954, as amended. The purpose of the University is the stimulation
and utilization of the intellcctual resources of the people of the U.S. Virgin kslands and the
development of a center of higher education. The powers ol ithe University are exercised by a
board of trustees consisting of 17 members as follows: Chairman of the Board of Lducation,
Commissioner of Education, and the President of the University, all serving as members ex
officio, 10 other members appointed by the Governor with the advice and consent of the
Legislature, two other members elected by the board of trustees, one representative of the
student body, and anether of the teaching facully, The University was not organized as a
self-sustaining entity and therefore, receives substantial financial and other support from the
Govemnment,

Virgin Islandys Port Authority

The Virgin Islands Port Authority (VIPA) was created as a body corporate and politic
constituting a public corporation and autonomous government instnumentality by Act
No. 2375 of Decernber 23, 1968, with the purposes of owning, operating, and managing all
types of air and marine terminals. The powers of VIPA are exercised by a board of governors
consisting of the Commissioner of Economic Development and Agriculture (Chairperson), the
Altorney General, the Commissioner of Public Works, the Director of the Small Business
Developmenl Agency, and five other persons appointed by the Governor with the adviee and
censent of the Legislature,

Virgin Islands Water and Power Authority
The Virgin Islands Water and Power Authority (WAPA} was created as a body corporate and

politic constituting a public corporatien and autonemous governmental instrumentality by Act
No. 1248 of August 13, 1964, with the purpose of operating the water production and cleetric

30 (Continued)
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

generation plants in the U.S. Virgin Islands. The powers of WAPA are exercised by a
governing board consisting of nine members, all appointed by the Governor with the advice
and consent of the Legislature, frem which three are heads of cabinet-level exccutive
departments or agencies and six other persons, who shall not be employees of the Government.
WAPA is required by its bond resolutions to maintain separate audited financial statements for
each system (the Electric and Water Systems).

Nonmajor Component Units

Virgin Islands E: ic Develop Authority

The Virgin Islands Economic Development Authority (EDA) was created by Act No. 6390 of
December 21, 2000 as & body corporate and politic constituting a public cerporation and
semiautonomous instrumentality of the Government. EDA was created as an umbrella
authority to assume, integrate, and unify the functions of the Economic Development
Commisgion, the Small Business Development Administration, the Govermment Development
Bank, and the Virgin Islands Industrial Development Park Corporation. The powers of EDA
are exercised by a hoard of directors consisting of the members of the Virgin Islands
Economic Development Commission, the Director of the Virgin Islands’ Bureau of Internal
Revenue, and five members not employed by the Government, but appointed by the Governor
with the advice and consent of the Legislature. '

Magens® Bay Autlority

Magens’ Bay Authority {(MBA} was created as a corporate instrumentality by Act No. 2085 on
December 20, 1967, with the purpose of acquiring, improving, and operating parks and
beaches. The powers of MBA arc cxercised by a board of directors consisting of the Governor
and six members appointed by the board of directors.

Virgin fslands Government Hospital and Health Facilitics Corporation

The Virgin Islands Government Hospital and Health Facilities Corporation (VIGHHFC) was
created by Act No. 6012 on Augnst 23, 1994 and became active on May 1, 1999, s purpose {s
to provide healthcare services and hospital facilities to the people of the U. S. Virgin Islands.
The pewers of VIGHHFC arc cxerciscd by a board of directers consisting of 15 members as
follows: the Dircetor of the Office of Management and Budget, the Cemmissioner of Finance,
and 13 other members appointed by the Governor with the advice and consent of the
Legislature. The VIGHHTC is composed of the Roy L. Schneider Hospital located in
St. Thomas and the Juan ¥. Luis Hospital and Medical Center located in 5t. Croix. Both
entities issue separate audiled financial statements.

Virgin Islands Housing Finance Authority

The Virgin Islands Housing Finance Authority (VIHFA) was created as a bady corporatc and
politic constituting a public corporation and autonomous governmental instrumentality of the
Government by Act No. 4636 of October 20, 1981, with the purpose of stimulating low- and
moderate-income housing censtruction and home ownership through the 1ssuance of revenue
bonds to obtain funds to be used for low-interest mertgage loans o qualified purchasers of
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low- and moderate-income houvsing. The powers of VIHFA are exercised by & board of
directors consisting of the Cominissioner of the Department of Housing, Parks, and Recreation
(the Chairman), the Director of the Office of Management and Budget, and three persons not
employed by the Govermnment appointed by the Governor with advice and consent of the
Legislature.

Virgin Islands Public Television System

The Virgim Islands Public Television System (PTS) was created as a body corporate and
politic constituting a public corporation and autonomous instrumentality by Act No. 2364 on
November 15, 1968, with the purpose of advancing the general welfarc, cdueation, cultural
development, and awareness of public affairs of all the population of the UL3, Virgin Islands
and to provide an eftective supplement 1o the in-school education of children. The powers of
PTS are excrcised by a board of directors consisting of the Commissioner of Education, the
Chairman of the Board of Education, three members appointed by the President of the
Legislature, and four members, not more than twa of whom should be employed by the
Government and appointed by the Governor with the advice and consent of the Legislature. bn
addition, (he Directot of the Office of Management and Budget, the President of the University
of the Virgin Islands, and the General Manager of PI'S are ex-officio members of the board
who are not enlitled to vote.

Complete audited financial staterments of the discretely presented component units can be
obtained directly by contacting their administrative offices:

Administrative Offices

University of the Virgin Islands
2 John Brewer’s Bay
St. Thomas, V.1 00802

Virgin Islands Port Authority
PO Box 301767
St. Thomas, V.1, 00803

Virgin Islands Waler and Power Authority
PO Box 1450
St. Thomas, V.1. 00804

Virgin Islands Public Television System
PO Box 7879
$t. Thomas, V.1, 00801

Virgin Islands Economic Development Authority

1058 Norre Gade #5
St. Thomas, V.I. 00802
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Magens’ Bay Authority
PO Box 10583
St Thomas, V.1, 00802

Virgin Islands Government Hospital and Health Facilities Corporation
9048 Sugar Estate
St. Thomas, V.I 00802

Virgin Islands Housing Authority
42 Annas Retreat
St. Thomas, V.1 00802

Virgin Islands Housing Finance Authority
210-3A Altona

Frosteo Center Building

St. Thomas, V.I. 00802

All financial statements of the diseretely presented component units have a fiseal year-end of
September 30, 2003, cxcept for WAPA and VLA that have a year-end of June 30, 2003 and
"December 31, 2002, respectively.

{3) Fiduciary Component Units

The fellowing public benefit corporalion is legally separale from the Government, meets the
definition of a blended component unit, and is presented in the fund financial statements along
with other fiduciary funds of the Governmenl. Fiduciary funds arc not repocted in the
povernment-wide financial statements.

Employees’ Retirement System of the Government of the Virgin Islands

The Employees” Retirement System of the Government of the Wirgin Islands {known as
GLRS) was created as an independent and separate agency of the Governmenl with the
purposc of administering the Government employees’ defined henefit pension plan cstablished
as of October 1, 1959. The respensibility for the proper operation of GERS is vested in a board
of trustees composed of seven members appoitled by the Governor with the advice and
consent of the Legislature.

Complete audited financial statements of this componenl unit can be obtained directly by
contacting their administrative office:

Employees” Retirement System of the Government of the Virgin Islands
GERS Building, 3rd Floor
St. Thomas, V 1. 00802

(b} Government-wide and Fund Financial Statements

The government-wide financial statements (that is, the statement of net assets and the statcment of
activitics) report information on all of the nonfiduciary activitics of the PG and its component units,
For the mest part, the offcet of interfund activity has been removed from thesc statements.
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Governmental activities, which normally are supported by laxes and intergovernmental revenue, are
reported separately from business-type activities, which rely to a significant extent on fees and
charges for support. Likewise, the PG is reported separately from certain legally separate component
units for which the PG is financially accountable. The statement of net assets presents the reporting
entities’ nonfiduciary assets and liahilities, with the difference reported as net assets.

The statement of activities demonstrates the degree 1o which the direct expenses of a given function
or segment are offset by program revenue. Direct expenses are those that are clearly identifiable with
a speecific function or segment. Program revenue includes (1) charges to customers or applicants who
purchase, use, or directly benetit from goods, services, or privileges provided by a given function or
segment and (i) grants and contributions that are restricted to mecting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenuc are reporied instead as general revenuce.

Scparate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from the government-wide financial statements, Major
individual governmenltal funds and major individual enterprise funds arc reported as separate
columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statesnent Presentation

Government-wide Financial Statements

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenuc is rccorded when carned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenuc in the year for which they are levied. Grants and similar items are
recognized as revenug as soon as all eligibility requirements have been met.

Governmental Fund Financial Statcments

The governmental fund financial statements are reported using the current financial resources
mecasurcment focus and the modified-accrual basis of accounting. Revenue is recognized as soon as
it is buth measurable and available. Revenue is considered to be available when it is colleetible
within the current period or soon enough thereafter to pay liabilitics of the current period. For this
purpose, the Government considers most revenue to be available if collected within 90 days of the
cnd of the current fiseal year-end. Specifically, gross receipts taxes, property taxes, and income taxes
are cunsidered to be available if collected within 30, €0, and 9¢ days, respectively, afier the cnd of
the current fiscal year-end. Grant revenue is considered to be available if collected within the 12
maonths after the end of the current fiscal vear-end. Expenditures generally are rccorded when a
liability is incurrcd, as under accrual accounting. Howcever, debt service expenditures are recorded
only when payment is due.

Income taxes, gross receipts taxes, real property taxes, and grant funding are all considered to be
susceptible to accrual and so have been recognized as revenue of the current fiscal period to the
sxtent they are considered available. All other revenue items are comsidered to be measurable and
available only when cash is received by the Government.
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Proprietary Funds, Fiduciary Funds, and Discretely Pr d Comp Unity Fil ial
Statements — The financial statements of the proprietary funds, fiduciary funds, and discretely
presented component units arc reported using the economic resources measurement focus and the
accrual basis of accounting, sirmilar to the government-wide financial statements deseribed above.

Each proprietary fund has the option under GASB Statement No. 20, dccownting and Financial
Reporting for Proprictary Funds and Other Governmenial Entities that use Proprietary Fund
Acconnting, to clect and apply all Financial Accounting Standards Board (FASB) pronouncements
issued after November 30, 1989, unless these conflict with a GASB pronouncement. The PG and
most blended and discretely presented component unils have elected not to apply FASB
pronouncements issued after November 30, 1989 for its proprietary fund types. VIPA has elected to
{ollow the FASB's pronouncements issued after November 30, 1989,

Proprictary funds distinguish operating revenue and e¢xpenses frem nonoperaling items. Operating
revenue and expenses generally result from providing services and producing and delivering goods
in connection with a proprictary fund’s principal ongoing operations.

Fund Accounting

The Government reports its financial position and results of operations in funds, which are
considered separate accounting entities and discrels presentations of those component units, which
arc not required to be hlended. The operations of cach fund are accounted for within a set of
self-balancing accounts. Fund accounting segregates funds according to their intended purpose and is
used to aid management in demonstrating compliance with legal, financial, and contractoal
provisions. The new model as defined in GASB No. 34, Basic Firancial Statements - and
Management’s Discussions and Analysis  for State and Local Governments, establishes criteria
(percentage of the assets, liabilities, revenue, or expenditures/expenses of either fund calegory or the
governmental and enterprise [unds combined) for the determination of major fimds. The nonmagor
funds are corbined in a single eolumn in the fund financial statements. The Governnient reports the
following major funds:

Governmental Funds

The Government reporls the following major governmental funds:

. General Fund  The general fund is the government’s primary operating fund. It accounts for
all fmancial resources of the general government, excepl those required to be accounted for in
another fund.

. PFA Debr Service Fund — The PFA Debt Service Fund accounts for the resources
accumulated, and payments made, for principal and interest on long-term general obligation
debt issued by PFA on behalf of the Government.
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Proprietary Funds

These funds account for those activities for which the intent of management is to recover, primarily
through user charges, the cost of providing goods or services to the general public. The government
reports the following major proprietary funds:

. Unemployment Insurance Fund — ‘The unemployment insurance fund accounts for the
collection of unemployment assessments from employers in the 118, Virgin Islands, and the
payment of unemployment benefits to eligible unemployed recipients.

. West Indian Company — WICO, a component unit of PTA, accounts for the activities of a
cruise ship pier and shopping mall complex on the island of St. Thomas.

Fiduciary Funds
Tiduciary funds are used to account for assets held by the Gevernment in a ruslee capacity, or as an

agent for individuals, private organizations, and other governmental units. The following are the
Governiment’s fiduciary funds:

- Pension Trust Fund Accounts — The pension trust fund accounts for the activities of the
Employees’ Retirement System of the Government of the Virgin Islands, which accumulates
resources for pension benefit payments 1o qualified employees,

. Agency Fuwd — The agency fund is custodial in nature {assets equal liabilities) and does not
imvelve measurement of the resulis of operations,

Cash and Cash Equivalents

The Government follows the practice of pooling cash. The balance in the pooled cash accounts is
availahle to meet current operating requirements, and any cXcess is vested in various
interest-bearing accounts and time deposits with eligible depository institutions.

Cash equivalents of the discretely presented component units consist of demand accounts, money
market accounts, cettificates of deposit with maturities of not mote than 90 days from the date of
acquisition, short-term U.S. government and its agencies’ obligtions and repurchase agreements
with a U.S. commercial bank maturing within three months and collateralized by U.S. government
obligations. Cash and cash equivalents of the discretely presented component units are maintained in
separate bank accounts, from those of the PG, in their own names.

Investments

Title 33, Chapter 117 of the Virgin Islands Code (V1. Code) authonizes the Government to invest in
U5, Government and agencies’ obligations, morigage-backed securities, repurchase agreements,
commercial paper, local government obligations, and corperate debt and equity obligations.
Investments are reported at fair value.

Investments in marketable equity securities in the pension trust fund are carried at quoted market
valucs. Realized gains and losses on securities are determined by the average cost method.
Investments in real estate are carried at appraised value to the extent available. Investments without
appraisals are carried at cost.
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Recefvabies

Tax receivables represent amounts owed by taxpayers for individual and corporate income taxes,
gross receipts taxes and real property taxes. Tax revenue is recognized in the governmental fund
financial statements when they become both measurable and available based on actual collections
during the months subscquent to Scptember 30.

Federal government receivables represent amounts owed to the Govemment for reimbursement of
expenditures incurred pursuant to federally funded programs.

Accounts receivables are reported net of estimaled allowances for uncollectible amounts, which are
determined bascd upon past collection experience and current cconomic conditions.

Member loans in the pension trust fund are valued at the sutstanding loan principal balance less an
allowance for estimated loan losscs.

The accounts reeeivable from nongovermnental customers of the discretely presented component
units are net of estimated uncollectible amounts. Thesc receivables arisc primarily from service
charges te users. Accounts reccivable from the FG and other component units that arise from service
charges do not have significant allowances for uncollectible aceounts.

Inventories

In governmental fund types, the costs of inventories are recorded as expendimures when purchased.
The proprietary fund types and component units recognize an asset when the inventory is purchased
and an expense when it is consumed. Inventories in proprictary fund types are primarily valued at the
lower of cost or market using the first-in, first-out methaod.

Restricted Assets

Restricted assets in the PG and discretely presented component units are set aside primarily for the
payment of bonds, notes, construction funds, and other specific purposes (see note 7).

Capital Assets

Capital assets, which include land, land improvements, buildings, building improvements,
machinery and equipment, construction in progress, and infrastructure assets are reported in the
applicable governmental, business-type activities, and component unit columns in the government-
wide finaneial statements as well as in the applicable proprietary funds reported in the tund financial
statements.

The PG defines capital assets as asscts which have an initial, individual cost of and a useful life of:
(1) $5,000 for persenal property with a uscful life of five years; (1) $50,000 for buldings and
building improvements with an estimated useful life of 40 and 20 years, respeotively; (i1) $100,000
for land improvements; and (iv) $200,000 for infrastructire with an estimated usefol life of 30 years.
The value of land is capitalized.

Capital assets purchased or acquired are carried at historical cost or normal cost. The normal costing
method to estimate cost bascd on replacement cost indexed by a reciprocal factor of the price
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increase from the appraisal date to the actual or estimated acquisition date was used to estimate the
historical cost of certain land, buildings, and building improvements because invoiecs and similar
documentation was no longer available in certain instances, Donaled capital assets are recorded at
fait value at the time of donation. Major outlays for capital asscts and improvements are capitalized
as projects are constructed. Interest costs are capitalized during the construction period only for
business-type activities and various component units. The costs of routine maintenance and repairs
that do not add value to the assets or materially extend asset lives are not capitalized.

Capital assets utilized in the governmental [unds are recorded as expenditures in the governmental
fund financial statements. Depreciation expcnsc is recorded in the government-wide financial
stalements, as well as the proprietary funds and component units’ financial statements.

Capital assels of the PG are depreciated on the straight-line method over the assets estimated useful
lives. There is no depreciation recorded for land and construction in progress.

The capital assets of the component units are recorded in aceordance with the applicable GASB and
FASB statements and under their own individual capitalization thresholds. The estimated useful lives
of capital assets reported by the component units g (i) 7 to 50 years for buildings and building
improvements; (ii) 20 to 40 years for airports and marine terminals; and (iii) 3 to 20 years for
vehicles and equipment.

The Government chose the option available under GASB No. 34 to defer the recording of
wastewater treatrnent facilities as information for this network of infrastructure assets was not
available. These assets were desmed 1o be nonmajor relative to total infrastructure assets and are not
reported.

Tax Refunds Payabie

During the calendar year, the Government collects individual income laxes through withholdings and
paynients from taxpayers. At September 30, the Government estimates the amount owed to taxpayers
for overpayments during the first nine months of the calendar year. These estimated amounts and the
actual tax refunds claimed for prior years but not paid at year-end are recorded as tax rcfunds
payable and as a reductien of tax revenue.

Deferred Revenue

Deferred revenue at the governmental fund level arises when potential revenue does not meel both
the “measurable” and “available™ criteria for revenue recognition in the current period. Deferred
revenue also arises when resources are received before the Government has a legal claim to them, as
when grant moneys are received prier 1o incurring the qualifying, expenditures. In subsequent
periods, when the revenue recognition criteria is met, or when the Government has a legal claim to
the resources, the liability for deferred revenue is removed from the balance sheet and the revenue is
recognized. Deferred revenue at the government-wide and proprietary find levels arises only when
the Government receives resources before it has a legal claim to them.
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Long-Term Debi

The liahilities reported in the government-wide financial statements include the Government's
bonds, longterm notes, and other long-term liabilities including vacation, retroactive union
arbitration salaries, legal claims, and noncurrent federal fund cost disallowances related to
cxpenditures of federal grants. Bond premiums and discounts, losses incurred on bond refundings,
and debt issuance costs are deferred and amortized over the life of the bonds using the effective
interest method. Bonds payable are reported net of the applicable bond premiums or discounts and
deferred refunding losses. Bond issuance costs are reported as deferred charges and amortized over
the term of the related debt.

In the fund financial statements, government fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums reccived on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses, losses incutred on bond
refundings are not recognized in the fund financial statements as the corresponding liability for the
bonds is only recorded in the govemment-wide financial statements. Issuance costs, whether or not
withheld from the actual debt proceeds received, arc reported as debt service expenditures.

Fund Equity

In the fund financial stalements, governmental funds report reservations ol fund balance for amounts
that arc not available for appropriation or arc legally restricted by outside parties for usc for a
specific purpose. Designations of fund balance represent lentative management plans that are subject
to change.

Net Assets

Net asscts are reported in three categories:

o Invested in Capital Assets, Net of Related Debt— These consists of capital assets, net of
aceurmlated depreciation and amortization and reduced by outstanding balances for bonds,
notes, and other debt that are attributed to the acquisition, consiruction, or improvement of
thosc assels. Debt perfaming 1o significant unspent debl proceeds is not included in the
calculation of invested in capital asscts, net of related debt. The unspent portion of the debt is
presented, net of the related debt, as resiicted net assets for capital projcets.

e Restricted Net Assefs — These result when constramnts placed on net assets use are gither
cxternally imposed by creditors, grantors, contributors, and the like, or imposcd by law through
constitutional provisions or enabling legislation.

«  Unrestricted Net Assets — These consist of net asscts, which do not meet the defimtion of the
two preeeding categorics. Unrestricted net asscts often are designated to indicate that
management docs not consider them Lo be available for general operations. Unrestricted net
assets often have constraints on resources that are imposed by management, but can be removed
or modilTed.
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When both restricted and unrestricted resources are available for use, generally it is the
Government’s policy to use restricted resources first, then the vnrestricted resources as they are
needed.

Postemployment Benefits

In addition to the pension benefits in note 12, the Government provides pestretirement healthcare
benefits, in accordance with the V.I. Code to all employees who retire from the Government an or
after attaining age 55 with at least 30 years of service; except for policemen and firemen who can
retire with at least 20 years of service. Currently, 5,042 retirees meet those eligibility requircments,
Healthcare benefits are provided through insuwrance companies whose premiums are paid by the
retiree and the Government. The Government contributes three-fourths of the healtheare benefits’
premiums. During the year ended September 30, 2003, the cost of providing healthcare benefits
amounted to approximately $18.9 million.

Compensated Absences

The vacation policy of the Government provides for the accumulation of four, six, or eight hours for
each full biweekly pay period depending on the time of entry into government service, At the
beginning of each calendar year, vacation leave is limited to 480 hours (60 days). However, the
cxcess of 480 hours is considered by GERS for service credit towards the employees’ retirement.
This vacation policy does not apply io profcssional educafional personnel of the Virgin Islands
Department of Education, who reccive compensation during the school breaks. Upon retirement, an
employec receives compensation for unused vacation leave at the employce’s basc rate pay. As of
September 30, 2003, the Government had accrued compensated absences amounting fo $52.4
million, including related benefits, of which $30.6 million was included in current Jishilities in the
government-wide financial statcments.

Employees accumulate sick leave ai a rate of four hours for each full biweekly pay period up to a
maximum of 180 days. Separated cmployees do not receive payment for unused sick leave,
therefore, a provision for accumulated sick leave is not required.,

Compensated absences accumulaiion policics for the hlended component units, the public university
funds, and discretely presented component uniis vary from entity to entity, depending upon
negotiated hargaining agreements and other factors agrecd upon between the management of 1hese
entitics and its employees.

Interfund and Intra-entity Transactions

The Government has the following types of transactions among funds:

*  Interfund Transfers - Legally required transfers thal are reported when incurred as “operating
transfers from”™ by the recipient fund, and as “operating transfers to” by the dishursing fund.

*  Intra-entity Transactions — These are transactions between the TG and its component units,
and among the component units. Transfers between the PG and its blended component units are
reported as interfund transfers, cxcept for transfers within the same fund type. Similarly,
receivables and payables hetween the PG and its blended component units arc reparted as
amounts duc to, and due from other funds. Balances and transfers between the PG oand
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discretely presented component units {and among those compoment umits) are reported
separately.

Risk Management

With some exceptions, the Government does not carry general casualty or liabilily insurance
coverage on its properties or the acts of its employees, relying instead on self-insurance and/or
statutory liability limitations. However, as a result of an agreement with the Federal Emergency
Management Agency {FEMA), with respect to properties and structures damaged by Hurricane Hugo
and repaired with federal disaster assistance funds, the Government has obtained insurance for
cerlain hospitals, schools, and other insurable public buildings that were repaired with such federal
assistance. The Government purchases commercial msurance covering physical losses or damages
against its property. The limit of liability for all risks, excluding earthquake, windstorm, and flood, is
$1 million for each and every occurrence except for windstorm and flood losscs which has a $45
mullion limit. For physical losses arising from earthquake, the insurance policy has a limit of $100
millionn for each and every occurrence and in the annual aggregate. For workmen’s compensation,
the Government has an enterprise fund that provides workmen’s compensation to both public and
private employess.

The Government does not maintain accounting records in support of individual claim liabilities or
for claims incarred but not reported (IBNR). Accordingly, workers’ compensation claims are
accounted for on a cash basis. As such, the basic financial siatements do not include a liability for
workers” compensation claims outstanding, including related IBNR, as of September 30, 2003,

Certain component units are exposed to various risks of loss related to their specialized operations,
which are mitigated by purchasing commercial insurance.
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Future Adoption of Accounting Reguirements

GASB has issued the following statcments that the Government or ils compenent units have not yet
adopted:

Adoption
Statement required in
number fiscal year
39 Dietermining Whether Certain Organizations Are Component
Units — An Amendment of GASB Statement No. 14 2004
40 Deposit and Investment Risk Disclosures — An Amendment
of GASD Statement No. 3 2005
42 Accounting and Financial Reporting tor Impairment
of Capital Assets and for Insurance Recoveries 2006
43 Financial Reporting for Postemployment Benefit Plans
Other than Pension Plans 2007
45 Accounting and Financial Reporting by Employers for 2008
Postemployment Benefits Other Than Pensions
46 Net Asscts Restricted by Enabling Legislation-an 2006

ancndment of GASB Statement No. 34

The impact of these statements has not yct been determined.

Reclassifications

The presentation of the scparatcly issued financial statements of certain component unils have been
reclassified o conform o the account classifications used by the Government in the 2003 basic
financial statcments.

Use of Estimates

Management of the Government has made a number of estimates and assumptions relating to the
reported amounts ol assels and liabilities und disclosure of contingent assets and liabilities at the date
of the basic finmcial statements and the reported amounts of revenue and expenses during the
period. Actual results could differ from thosc estimates.

Component Units

The basic [inancial statements include the financial statements of the following discretely presented
COMPONCnt units:

University of the Virgin Islunds
Virgin [slands Port Authority
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Virgin Islands Water and Power Authority
Economic Development Authority

Virgin Islands Public Television System
Magens’ Bay Authority

¢ Virgin Islands Government Hospital and Health Faeilities Corporation

*  Virgin Islands ITousing Authority

»  Virgin Islands Housing Finance Auathority

Condensed [nancial infonmation of all discretely presented component units follows (expressed in

thousands):
Virgin Virgin Virgin Islands Water
Istands Istamds and Power Authority University Total
Housing Fort Electric Water of the Otler componcnt
Inforneation on bet assets Authorify Adthority System System Yirgin Islands entities unls
Assels:
Current assets 5,980 15,983 53,057 17,871 41,854 42,298 177,048
e from primary
‘government — 746 — — 4238 147 5,231
Tye from foderal povorement 4,000 788 — — 2,176 200 7,164
Restricted assets 278 29,66% 80,143 8,588 10942 11,300 141,517
Capital assers, net 7,021 251,033 170,143 50,132 42,596 127,121 711,086
Deferred expenses — 1,858 5,752 925 — — 12,335
Total assets. R1,279 300,081 313,145 77,514 101,906 191,666 L065,591
Liahilities and net assets:
Current lizbilities 9,133 10,806 44208 7277 10,174 24,306 103,904
Diue to primary government — — — — — 2197 22,797
Due to federal government — — 5,304 — - — 5300
Bonds payable — 35733 167.673 36,415 23533 6,485 269,341
Loans payable u13 — — 3,340 47 5406
Other noncurrent liabilities 5,938 — — — 132 21,57 2724
Totai lighilities 14,671 47,457 217,1¥1 43,692 37,379 76,103 436,489
Mt asscts:
Towested in capital asscts -
net of related debt 71,021 235320 64,371 14,642 22 986 125850 534,190
Restricted — 2,758 20,455 7.581 30,526 478 56,038
Uhrestricted (deficit) (4413 14,546 11,138 11,599 11015 HENT 28,874
Total net assets 66,608 252,621 95,964 33,822 4,527 115,557 629,102
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Irogram revenue

Operating Capital Total
Information on statements Charges for graats and grants and component
of activitics Expenscs services contributions  contributi umits
in Islands Housing Authoricy  § 59,607 3258 46,395 5,585 (4.069)
Virgin [slands Port Authority 43,660 35563 15,163 7.068
Virgin [slands Water and
Power Authority:
Eleclric system 129,994 134459 — 349 4,814
Water system 30,505 26,395 — 485 {3.625)
University of tha Viegin [slands 56,672 10,753 40,099 3,07 {2,746)
Other entitics 118,999 56,359 47,271 7816 {7,553)
Total activitics 3 439 437 266,759 145,928 17,609 @111
General revenue:
Interest and other 10,299
Changes in net assets 4188
Net assets, beginning of year 624,514
Net assets, end of year % 829,102

Stewardship, Compliance, and Accountability
(@)  Budgetary Process and Control

The V.I. Code requires the Governor 1o submit an annual balanced executive budget to be adopted
hy the Legislature for the ensuing fiscal vear. The Governor is required by law to submit to the
Legislature the annual executive budget no later than May 30. The annual executive budget is
prepared essentially on a cash basis hy the Virgin Islands Office of Management and Budget (OMR)
working in conjunction with other Government offices and agencies. If the annual executive hudget
has not been approved before the commencement ol any (iscal year, then the approprztions for the
preceding fiscal vear, insofar as they may be applicable, are automatically deemed reappropriated
item by item. The annual executive budget, which mcludes those funds of the Government subject to
appropriation pursuant to law, is composed of all proposed expenditures and estimated revenue for
the Government. The Legislature enacts the annual exceutive budget through passage of lump-sum
appropriations for each department. The Legislature may add, change, or delete any items in the
annual exccutive budget proposed by the Governor. Upon passage by the Legislature, the annual
executive budget 1s submitted to the CGiovernor, who may veto the budget partially or in its entircty
and return it to the Legislature with his objections. A vete by the Governer can be overridden only
by a two-third majority of all members of the Legislature. The Legislature is obligated by law to pass
a final sannual cxecutive budget no later than Seplember 30, the last day of the fiscal year.
Supplemental budgetary appropriations’ bifls that arc signed into law may be created during the vear
without the identitication of a specific revenue source to finance them. In August 1999, the
Legislature enacted the Financial Accountability Act (Act No. 6289). The purposc of the Financial
Accountability Act is to require by law that the budget of the Government be halanced cach vear,
and the appropriations in each fiscal year not exceed a verifiable revenue sourec.

44 {Continued)



T.-d

o)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

Act No. (6587, approved on July 24, 2003, authorized the issuance of debt to finance vendor
payments and tax refimds in an amount up to $100 millien. On September 4, 2003, the PG issued
$100 million in Bond Anticipation Notes to finance its working capital needs as provided in Act No.
6587 (see note 9).

Once the budget has been enacted, fiscal control over expenditures made pursuant thereto is
exercised by the Governor through the Director of OMB. During any fiscal year i which the
resources available to the Government are not sufficient to cover the appropriations approved for
such vear, the Governor, through the Director of OMB, may take administrative measures to reduce
expenditures. The Governor may also make recommendations to the Legislature for new taxes or any
other necessary action 1o meet the estimated deficiency.

Budgetary contrel is excrcised at the department level through an allottnent process. Encumbrances
and cxpenditures cannot exceed total allotment amounts. The Government’s department heads may
make fransfers of appropriations within the depariment. Appropriation transfers between depariments
and supplemental appropriations require executive and legislative branch approval. Uncncumbered
and unexpended appropriations, not designated, lapse at fiscal year-end. Also, encumbrances are
established at fiscal year-end to pay certain expenditires for travel and utility costs payable against
cutrent year appropriation anthority, but to be expended in the subseguent year.

Budget/GAAP Reconciliation

The following schedule presents comparisans of the general fimd legally adopted budget with actual
dala on a budgelary basis. Because accounting principles applied for purposes of developing data on
a hudgetary basis differ significantly from those used to present financial statements in cenfornnty
with GAAP, a reconciliation of timing and entity difference in the deficiency of revenue and other
financing sources over expenditures and other financing uses for the year ended Scptember 30, 2003
is presented below (expressed in thousands):

Excess of revenue and other financing sources (uses)

over expenditures — budget basis $ 74,985
Timing difference — change in encumbrances {10,080)
Entity difference — deficiency of revenue and other financing sources over

expenditures and other financing uses — activitics with budgets not

legally adopted 3,348
Excess of revenue and other financing sources (uses)
over expenditures — GAAP basis 5 08,253

Contrels over spending in special revenue funds and nonappropriated funds are maintained at the
Department of Finance by use of budgets and available resources {revenue). The Government makes
appropriations to authorize expenditures for various eapital projects. Budgets for capital projects
notimally remain available until completion of the project unless modified or rescinded.

45 {Continucd)

)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

{c) Deficit Fund Equity

As of Scptember 30, 2003, tund deficits exceeding 10% of the total assets were teported in the
following furds (expressed in thousands):

Nonmajor gavernmental fund:

Paternity and child support $ 11,649
Nonmajor proprietary fund:
Reciprocal insurance fund $ 9,673

Cash and Investments

By law, banks or trust companics designated as depository of publie funds of the Government and its
various agencies, authorities, and instrumentalities are to maintain corporate surety bond or pledge
collateral satisfactory to the Commissioner of Finance to secure all governmental funds deposited.

At September 30, 2003, the PG and the discretely presented component units carrying ameounts of cash and
cash equivalents were covered by federal deposit insurance, corporate surety bonds, or by collateral held
by the Government. -

Legally authorized invesiments vary by fund, but generally include obligations of the United States ar its
States, Commonwealth of Pucrto Rico, the Government of the 11.8. Virgin [slands, or of any agency
thereof, common and preferred stocks of any U.S. corporatiorn, common and preferred stocks of any
forcign corporation listed in any internationally recognized security exchange, certain bonds or other
indebtedness issued by foreign governments or foreign corporations, certificates of depwsit, collateralized
repurchase agreements, and certain corporate honds. Specific bond indentures alse provide investment
requirements,
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Tor the fiscal year ended Seplember 30, 2003, the PG, discretely presented component units and fiduciary
funds and has classified their investments into three risk categories, Category 1 includes investments that
were insured or registered or for which the securities were held by a government entity, or its agent, in the
enlily’s name and investments for which the entity has safekecping responsibililies but no equity or
ownership interest or control. Category 2 includes uninsured and unregistered investments for which the
seeurities were held by the counterparty’s trust department or agent in a government entily’s name.
Category 3 ncludes uninsured and wiregistered investments for which the securities are held by the
counterparty, or by its trust department or agent but not in a government entily’s name. The investments of
the PG and the discretely presented component units by custodial credit risk categories at September 30,
2003, were as follows (expressed in thousands):

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Notes to Basic Financial Statements
September 30, 2003

Discretely Presented Component Units — Tnvestments

Primary Government — Investments

Category Reported

T 2 amount
Commercial paper 107,752 — 107,752
Certificates of deposit 41,949 —_ 41,949
Federal Home Loan Bank 1,782 — 1,782
151,483 — 151.483

Investments not categorized:
Mutual funds 147,151
Total investments 208,634
47 {Continued)

Category Reported
1 2 3 amonnt
U.S5. government and agency
3 104,396 — — 104,396
Cormrmon stocks 1,433 — — 1,433
Corporate bonds 3,820 — — 3,829
Centificates of deposit 1,237 — 3,141 4,378
Mouey market funds 138 — 1338
Invesiment centracts 306 — — 06
Mortgage-backed scourities —_ 5,496 — 5,496
Othcer investments — 1,610 — 1,610
§ 111,339 7,106 3,141 121,586
Investments not subject to
classification:
Mutual funds 21376
Total investments ] 142 962
The investment balance consists of the following:
Unrestricted 3 260,530
Restricted 116,432
Total investments $ 142 962
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Fiduciary Funds — Investments

Category Reported
[ 2 3 amount
U.S. government and agency
securilies $ 66,787 — - - 66,787
Corporate obligations 61,132 -— — 61,132
Forcign bonds 81,953 — — 81,953
Certificates of deposit 2,925 — — 2,925
Common stocks — U.S. 578,223 - — 578,223
Commeon stocks — foreign 68,930 — 98,930
Collateralized debt obligations 142,535 — — 142,535
$ 1,032,485 — — 1,032,485
Invcstments not categorized:
lnvestments held by broker —
dealers under security loans:
U.5. government and
agency sceurities 120,945
Common stocks — U8, 30,730
Common stocks — foreign 18,008
Mutual funds 4,361
Real estate 71,058
Total investments 3 1,277,587
The investment balance consists of the following:
Pension Trust funds $ 1,274,662
Agency funds 2,925
Tolal investments $ 1,277,587
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The pension trust fund’s investments in marketable securities are administered by several professional
investment managers and are held in frust by a commercial bank in the name of GERS. The invesiments in
marketable securities generated interest and dividend income of $26.4 million, which is reported in
inierest. dividends, and other, net n the accompanying statement of change in the fiduciary net assets.
During the year ended September 30, 2003, GERS® investments {including gains and losses on investments
bought and sold, as well as held durtng the year) (depreciated} appreciated in value as follows
{expressed in thousands):

U.3. government and government-gruaranteed oblipations 5 (3.374)
Corporale bords - U.S. 2,920
Corporate bonds — foreign 14,795
Cemmon stocks — 1.5, 94,797
Commmon stocks — foereign 17,654
Collaterized debt obligations 2,493
Mutual funds 1,827
Net appreciation of fair value of investments 1S 131,112

The Government’s statates permit GERS to pariicipate in securities lending transactions, and GERS has,
via a Securities Lending Authorization Agreement (the Agreement), authorized State Street Bank and Trust
Company (the Custodian) to lend its securities to broker-dealers and banks pursuant to a form of loan
agreement. Lent securities arc collateralized with cash, securities issued or guaranteed by the U.S.
government, ot irrevocable bank letters of eredit. The Government does not have the ability to pledge or
scll collaleral securities delivered absent a borrower default. No restrictions were imposed during 2003 as
to the amount of leans the Custodian can make on behalf of the Government, and the Custedian
indemnified the Government for losses atiributable to violations by the Custodian of the “Standard of
Care” clause described in the Agreement. There were ne such violations during the fiscal year 2003. In
addition, there were ne losses during the fiscal year resulting from the default of the borowers or the
Custodian.

Loans are generally terminable on demand. The systemn may be exposed to nfi-balance shect risk in the
event 2 borrower is unable to meet its contractual obligation. The Custedian must receive collateral at a
minimum of 142% of the market valus of the securily for domestic borrowers and 103% for foreign
borrowers at the inception of the securitics lending transaction. Such collateral should be kept at a
minimum of 100% of the market value of the security for all borrowers throughout the cutstanding period
of the transaction. At September 30, 2003, approximately $165.7 million of U.8. government and agency
securiies, fixed income, and equily corporate securities were on loan. The cash collateral received with a
corvegponding liability of an cqual amount, is recorded in the statement of [duciary net assets. The cash
collateral received on each loan was invested, tegether with the cash collateral of other lenders, in a
collective mvestment pool. As of September 30, 2003, such investment puol had an average duration of 68
days and an average weighted maturity of 482 days. Because the loans were terminable at will, their
duration did not generally match the duration of the mvestments made with cash cellateral.
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Receivables

Receivables at September 30, 2003 consist of the following (expressed in thousands):

Other
General PFA dcbt governmental
fund service fund funds Tatal
Income taxes 5 102,058 — — 102,058
Real property taxes 48,918 — — 43,918
Gross receipts taxes — 11,969 — 11,969
Tax receivables 5 130,976 11,969 — 162,945
Accrued interest and other
current receivables $ 4,930 — 515 5,445
Other long-term receivables —
tobaceo taxes 8%
Total receivables —
govemment-wide $ 169216

The Naval Appropriations Act created a separate tax structure for the U.S. Virgin Islands that mirrors the
Internal Revenue Cede of 1986, as amended. Income taxes are due from every corporation, partnership,
individual, association, estate, or trust that meets the filing requirements of the 11.5. Internal Revenue
Code. A U.8. taxpayer who is a permanent resident of the U.S. Virgin Islands satisfies his Virgin Islands
income tax obligations by filing his retum with and paying income taxes to the Government. Virgin Islands
residents arc taxed by the Virgin Islands on their world-wide income. A nonresident of the U.S. Virgin
Islands pays income taxes an his U.S. Virgia Islands source income to the Government. The revenue is
recognized in the general Nund in the fiscal period for which the income tax return was filed. The revenue
trom income tax withboiding and estimated payments arc recognized in the general fund as collected, net
of estimated tax refunds.

Corporate income taxcs are due by the 15™ day of the third month following the close of the fisval year and
become delinquent if not paid on or before the dus date.

Partnership and trust income taxes are duc by April 15 of the following year for which the income tax was
levied. Trust income 1axes must be paid by the tax filing datc.

Property taxes arc levied each calendar year on all taxable rcal property located in the U.S, Virgin Islands.
The revenue is recognized in the general fund and in the fiscal period for which the property tax was
levied, provided the tax is collected within 60 days subsequent to fiscal year-cnd, unless the facts justify a
perigd greater than 6{ days.

The Officc of the Tax Assessor is responsible for the assessment of all taxable real property.

Noncommercial real property subject 1o taxation is reasscssed once every five years and commercial real
property subject to taxation is reassessed biannually. The Tax Assessor prepares an annual assessment roll
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and schedule of collections for each parcel of real property that is used by the Department of Finance, as
the basis [or issuing tax bills to all taxpayers in the 1.8, Virgin Islands.

Property taxes are to be levied by May 15 of each year in the name of the record owner on January 15 of
the same year. The taxes are due on Seplember 30 and become delinquent if not paid by October 30.

For fiscal year 2003, property tax assessmenis were not issued vntil August 20, 2003, were due on or
before October 31, 2003, and penalties were assessed if not paid by November 30, 2003. The delay in
assessment was due to a District Court injunction imposed in connection with a preperty fax lawsuit.
Assessments for 2003 were made at the 1998 level to comply with a District Court order.

For businesses with gruss receipts of $120,000 per annum or less, gross receipts taxes are levied on an
annual basis, based on 4% of gross receipts in excess of $5,000. Businesses with annual gross receipts
greater than $120,000 and up 10 $150,000 are levied on a monthly basis, bascd on 4% of gross receipts in
excess of $5,000 per month. Businesses with annual gross receipts of mote than $130,000 lose the $5,000
monthly exemption and are levied on a monthly basis of 4% of gross receipts. The gross receipts tax is due
within 30 calendar days following the last day of the calendar month collected.

Component unit receivables ut September 30, 2003, consist of the following {(expressed in thousands):

Utility receivable 5 28,541
Port fees 2,634
Students 2,960
Patients 17,022
Other 392
Total b 51,549

Loans and advances receivable at Scptember 30, 2003, consist of the following {expressed in thousands):

Primary
government Fiduciary

business-type funds Component

activities pension trpst units
Morigage loans $ 9,625 24,250 —
Personal loans — 83,040 —
Other loans and advances 963 1,210 2475
Subtotal 10,588 108,500 2475
Less allowance for uncollectible accounts (5,171) (3,000) —
I.oans and advances, net ¥ 5417 105,500 2,475
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(6) Intertund Transactions

()

Operating Transfers

Operating transfers consliiute the transfer of resources from the fund that receives the resources to
the fund that utilizes them. The most significant transfers to the general fund from other
governmental funds include a $80.5 million tansfer from the debt service fund representing tax
revenue in excess of bond service requircments and a $14.8 million transfer from the nonmajor
gavernmental funds primarily representing $12.0 miltion of property tax revenue in excess of debt
service Tequirements and $2.0 million of transfers from the land bank fund, and $1 million from
WICO related to payment in lieu of tax. Transfers to nonmajor governmental funds consisted of $11
million from the general fund to the VI Wastewater Fund to be used for the construction of a water
treatment plant and $3.5 million 1o the Emergency Molasses Fund to be used for molasses subsidies
provided to local rum producers.

Interfund transfers for the year ended Septetber 30, 2003 consisted of the following {expressed in
thousands):

PFA Enterprise
Debt Nonmajer fund — Wist Nonmajar
Generat Service governmeatal Tndian enterprisc
Transfer to fund fund Tunds Campany funds Total
General fund ¥ - 80,501 14,750 1,000 — 96,251
PEA Debt Service fund - — 5,299 — — 5,299
Nenmajor govenmental 18,143 -— w— — 18,148
Nenmajer enterprise - — 2379 - — 2,379
Total ] 18,148 &0,501 22,428 1,000 — 122,077
Transier from
Cieneral find ¥ — — 18,148 — — 18,148
PFA Dbt Service fund 80,501 — — — — £0,501
Nonmajor govermmentat 14,750 5,200 — — 2378 22428
Enterprise fimd — West
Indian Company 1,006 — — — — 1,000
Tatal ¥ 9,251 529% 18,148 2373 122,007
53 {Continued)
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Due From/To Other Funds

The following table summarizes interfund receivables and payables at September 30, 2003
{expressed in thousands):

Enterpwise
PFA Nomajor fund—
Deix overn- West  Nonnmjor  Pension
General Serviee mental Ifian  enterprise trust

Dueto [ furd funds  Company  funds fund
Geteral fimd $ — — 3,178 1,600 200 —
Pormigior governmemial 9,136 2000 — 706 _
Total govenimental finds 9,136 2000 EAN: 1,000 Ko —
Proprietary fimvd — nommgor enterprise 300 — — — —
Fiduciaty funds — pension trust fimd 5B — — —
Toral $ 9959 2000 ERY:) 1,006 906
Due: from
General fimd § - - 4136 — 300 e
PHA Febt Service tund — — 2,000 - — —
Nunmajor governmental 3,178 - — — — —
Total governtrental fimds 3178 — 11,136 — 360 523
Fnterprise find — West Indian Cormrpany 1,000 — — — —
Nommnzior enterprise 200 706 — — _
Totul proprietary fimds 1,200 706 — — —
Total $ 4,378 — 11,842 — 3060 523
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The due from/to other funds include $4.9 million due from the general fund to the Emergency
Molasses Fund (nonmajor govemmental fund) from unpaid appropriations. Other balances
composing the due from/to other funds include §2.7 million from the Bond Praceeds Fund {nonmajor
pevernmental fund) to the general fund, $1 million from WICO (nonmajor enterprise fimd) to the
general fund and $2 million from the PFA Debt Service Fund to PFA Operating Fund (nonmajor
governmental fund).

The due to PG balance reported by the discrctely presented component units is composed of $18.6
million duc from VIGHHF(C and $4.2 million due from VIHFA, both discretely presented
component units. These receivables exist because a portion of payroll expenditures that the
Government processes are ulumately the respensibility of these component units. The due from PG
reported by the discretely presented component units is mainly composed of $4.3 million and $746
thousand due to the University and VIPA, respectively.

(7)) Restricted Assets

(@)

Primary Government

Restricted assets of proprietary funds and business-type activities include cash and cash equivalents
as follows (expressed in thousands):

Restricted Assets — Proprietary Funds
and Business-type Activities

Unemployment insurance funds $ 38,633
WICO debt service funds 1,738

Total restricted assets of proprietary funds
and business-type activities 2 40,371
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(b)) Component Units

Restricted assets of component units include cash and cash equivalents, investiments, and reccivables
as follows {expressed in thousands):

Restricted Assets - Component Units

Debt service and sinking fund requirements $ 14,935
Construction funds 84
Endowment funds 4,958
HUD praoject funds 278
Revolving loan funds 4,560
Other 151
Total cash and cash equivalents 24,966
Investments:
Debt serviee and sinking fund requirements 42,694
Caonstruction funds 54,765
Endowment funds 5,984
Renewal and replacement funds 5,883
Revalving loan funds 7,106
Total investments 116,432
Other:
Accrued interest receivable 119
Total restricted asscts of component units b3 141,517
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(8} Capital Assets Capiial assets activity for the business-type activities for the year ended as of September 30, 2003, is

(@)  Primary Government summarized as follows (expressed in thousands):

The capital assets activity for thc govemmental-type activities fueds for the year ended

h - s . X Beginning
Seplember 30, 2003, is summarized as follows (expressed in thousands): balagce Ending
dius Additi N
Beginting Ending _{as adjusted Additions Reductiens balance
balance Additi Reducth bral Capital assets, not being
Capital assets, net being depreciatod:
dopreciated: Land and land
Land 3 183,630 295 _ 184,525 improvements 3 3,375 — 17 5,358
Construction in progress 5,544 408 1,906 4,046 Construction in progress 1,119 — W7 722
Total capital asscts, Total capital assets,
Tat depraciated 189,174 1,303 1,906 188,571 not depreciated 5,494 — 414 6,080
Capilal assets, being Capital assels, being depreciated:
depreciated: Buildings and improvemenis IB.H50 7,631 — 46,490
Land improvements 3,557 27 — 3,584 Machinery and equipment 2,451 245 115 2,585
Infrastructure 103,170 18,241 - 121,413 .
Buildings and improvements 390,630 9,679 — 400,309 Totalvcnpna] ass_ets, }
Machinery and squipment 63,438 6,676 326 69,783 being depreciated 41,310 7,880 113 49,075
Total capital assels, Less accumulated depreciation for:
being depreviated 560,795 4625 326 595,094 Buildings and improvements 1430 1,104 - 8,534
Machinery and equipment 3,189 558 134 3,613
Less accumulated depreciation for: s ¥ and equp
Land improvemerits 1,307 187 — 1,494 Total accumulated depreciation 10,619 1,662 134 12,147
Tnirastructure 8,990 4,468 — 13,458 » .
Buildings and improvements 114,487 6,653 — 121,140 [owl‘cap:lul assfels,
Machincry and equipment 2,216 7,420 221 39,415 being depreciated,
net 30,691 6,218 (19) 36,928
Total accumulated
depreciation 157,000 18,728 221 175,507 Business-type
R activities capital
T“‘S‘Fﬁ"‘“‘ assets, assets, net $ 37,185 6218 95 43,008
eing
depreciated, nct 403,795 15,897 105 419,587
Goveminental-type
activities capital
asscts, net $ 592,969 17,200 2,011 608,158
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Bepreciation and amortization expense was charged to Tunctions/programs of the PG for the year

ended September 30, 2003, as follows (expressed in thousands):

CGovernmental activities:
General government
Public safety
Lealth
Education
Transportation and communication

Total depreciation expense  governmental activities

Rusiness-type activities:
WICO (major enterprise fund) — depreciation and amortization
Nonmajor enterprisc funds — depreciation

Total depreciation and amortization- business-type activities

39

4,255
1,361
1,124
7211
4777

18,728
1,227

435
1,662
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The capital assels activity for the discretely presented compencnt units for the
September 30, 2003, js summerized as follows (cxpressed in thousands):

Lapital assets, not being
depreciated:
Land
Construction in progress

Total capital assets,
not depreciated

Capital assets being depreciated:
Buildings and improvemcnts
Airport and marine terminal

facilities
Personal properly and
equipment

“Fotal capital assets
being depreciated

Less accurmlated depreciation:
Buildings and improvemenis
Airport and marine terininal

facilities
Personal property and
cquipment
Fotal accurmulated
depreciation
Tetal capital assets being
depreciated, net

Compouent unit
capital assets, net

September 30, 2003

year ecnded
Beginning Ending
balance Additions Reduetions halance
77,677 16,112 — 93,789
32,7135 45,550 26,171 52,114
110,412 61,662 26,171 145,903
1,109,609 27,293 14,067 1,122,835
84,487 12,427 — 96914
85,145 6,015 857 90,303
1,279,241 45,735 14,924 1,310.052
(579,793) 39,642 2407 {617,030)
{57,195) 3612 — (60,807)
(48,283) 8,496 757 (56,022)
{685,273) 51,750 3,164 (733,859}
393,968 {6,015} 11,760 576,193
704,380 55,647 37,931 722,096
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Depreciation expense charged to each compoenent unit for the year ended Septemher 30, 2003 was as (9) Long-Term Liabilities

follows (expressed in thonsands): Long-term liabilities activities for the year ended September 30, 2003, were as follows (expressed in

Virgin Eslands Housing Authority $ 9,365 thousands):
Virgin [slands Port Authority 12,947 Amounts Amaumts
Virgin lslands Water and Power Authorily: "“5:"""‘3 n . Pebt :":i"g due witlin ‘““n
) balunce Additions eductions urgiveness alance  _ ome year hereatter
Llectrie system 13,644 .
Governmental activitics:
Water system 2,566 Bands payabk:
University of the Virgin Lslands 3,707 1958 Seres Revens and
Other o ¢ units 9,521 Refunding Bonds 3 499,493 — (12525) - 486,670 13,225 473,745
ther component usil PO ) U 1999 Projest Revenue Bonds 7,295 - @,785) — 4,510 2,960 1,550
- 1599 General Obligation Bonds,
Todal depreciation - $ S0 Serles A 2260 - (7%0) 6.4%0 816 5,650
component units 1999 Serics A Revenue Bonuds 202180 — (4,305) — 187875 4,540 283,335
2001 Series A. Tobacco
Ponds 23,685 - (1,040} —_ 22645 — 22,645
2002 Series Garver Romds — 20,845 (2.200) . 18,645 2,805 15,840
Sublotat bonds payalile 820915 20,345 (23,635) 27,125 24360 802765
Less:
Defitral on rofimdings {3,696 — 616 — (2.080) (816) (2.464)
Bouds premium — 1,516 217 — 1,299 217 1,082
Bands discount (10.049) - 948 — (10,001} (948) 0.053)
Bords aceretion (1.723) — 305 (1,218} 319 (1,009
Tolal bonds payable, net____ 13,547 22361 (21,983 - 413,925 22694 1211
Tomns payable:
Bend Anticipation Note 100,000 — 100,000 100,000 —
Marilyn €DL 127,200 — 127,200) — — —
“Total loans payable 127,200 100,000 — (127,200) 100,000 100,000 —
Other Labilities:
Actriad compensated ahse nccs 54,002 5,424 (2.068) — 52,358 30,561 21,797
Rctroactive union arbiration 368,512 6740 — — 375,252 - 375,252
Litigation 4,171 9,064 — — 13,235 31 13,184
Accrued disallowed costs 18,704 — (5,392) - 13,112 - 13,112
Totud othe lisbilities 445,389 21228 (12,660) — 453,957 30,612 423,343
Toial governmental
wetivitics §__ 138636 143,589 (34843) _ (122.208) 1,367,882 153,306
Business-type activities:
Notes payable:
WICO H 20324 21,500 {20.809) — 22015 135 21980
Fidueiary actvities:
Line of creabit
GERS Fension Trust 5 - 10,000 - — 10,008 10,000 —
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Accrued compensated absences, retroactive unien arbitration liabilities, and litigation reserves are
generally expected to be liquidated with resources derived from the general fund. Accrued disallowed costs
are generally expected to be liquidated with resources derived frem either the general fund or the grant
lunds.

(a)  Debt Margin

Pursuant to 48 17.S.C. Section 1574(b){i) of the Revised Organic Act, the Government may issue
revenue bonds for public improvements or undertakings authorized by an act of the Legislature,
wilhout limitation as to principal amount. Such revenue bonds are payable solcly from the revenue
directly derived from and attributable to such public improvements or undertakings. Pursuant to 48
U.5.C. Section 1574b)ii), the Government is authorized to issue general obligation bonds for any
public purpose provided that no such indebtedness is in excess of 10% of the agpregate assessed
valuation of the taxable real property in the U.S. Virgin [slands. In addition, pursuant to 48 U.S.C.
Section 1574a (Public Law 94-932), the U.S. Virgin Islands is authorized to cause to be issued bonds
or other obligaticns in anticipation of the matching funds to be received trom the federal govermment
pursuant to 26 [1.S.C. Sectien 7652(b)(3). There is no legal limit on the value of bonds that the
Government may issue pursuant to 48 U.S.C. Scotion 1574a. The Legislature of the TLS. Virgin
Islands must authorize all bond issuances. PFA is authorized to issue bonds for the purpose of
financing any project or for the purpese authorized by the Legislature. Given that PFA’s powers to
issue bonds are derived from 48 11.5.C. Section 1574(b), the bonds issued by PEA are subject to the
limitations of said 48 U.5.C, Section 1574(b). On August 23, 1999, the Legislature amended the
V.I Code o add a Mandatory Balanced Budget Provision, Such provisions, specifically Title 2 of
the V.I. Code Section 256, provide that the amount of debt of the Government existing on October 1,
2000 shall be the debt limit of the Government, cxelusive of bond principal and interest that may
become due. The debe limit specified under Title 2 of the V.I. Code Section 256 does not include
bonds authorized by law for which a specific source of revenue is identilied and committed to
retiring those bonds. As used in Title 2 of the V I Code Section 236, the ferm “dcbt” means the total
accumulated unpaid obligations that are due and payable, including unpaid income tax refunds,
amounts owed to vendors, and current year unpaid debt service obligations, if any. As used in the
statute, the term “debt” does not include that portion of principal or interest on bonds that is not yet
due and payable.
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(b)  Bonds Payable

Bonds payable outstanding at September 30, 2003, arc comprised of the [ollowing (expressed in
thousands):

Primary Government — Bonds Payable

Final Interest
Bonds payable maturity rates Balance
1998 Series A, B, C, D, and E revenue
and refunding bonds 2023 5.50%t0 7.11% § 486,970
1999 Project ravenue bonds 2005 6.25% 4,510
1999 Series A general obligation bonds 2010 6.50% 6,480
1999 Serics A revenue bonds 2033 4.20% o 6.40% 287,875
2001 Series A tobaceo bonds 2031 5% 22,645
2002 Series revenue bonds 2009 2.50% to 5.00% 18,645
Subtotal 827,125
Less:
Deferred amount on refundings (3,080)
Bonds premium 1,299
Ronds discount (10,001}
Bonds accrelion (1,418)
Total 3 813,925

On May 1, 1998, PFA issued the revenue and refunding bonds series 1998 A, B, C, D, and E
amounting te $541.8 million, secured by general obligation notes issued by the Government. These
bonds were issued for the purpose of, among other things, advance refunding of previously issued
honds in order to oblain lower interest rates, The economic gain obtained by this advance refunding
is the difference between the present value of old debt service requirements and the new debt service.
This refunding resulted in a debt servics saving of appreximately $40 million and an ¢conomic gain
of approximately $19 million.

The proceeds of the 1998 Series A and B Bonds were placed in an {rrevocable trust account to
provide for all futore debt service payments on the Highway Revenue Bonds Series 1989, Series
1991, Series 1992, Series 1993, and Series 1994 Bonds. At September 30, 2003, $205.6 million of
the above-mentioned defeased bonds were oulstanding.

The proceeds of the Series 1992 Revenue Bonds were placed in an mrevocable trust (o provide for all
futare debt service payments on the Series 1989 Revenue Bonds. At Scptember 30, 2003,
$171.6 miltion of defeased bonds were outstanding. AN asscts held by imevocable trusts for
refunding of prior outstanding debt and the cowresponding liabilities are not included in the
Governmen1’s basic financial sialements.

The 1998 Series C Bonds and the 1998 Series D Bonds were issued to pay, on behalf of the
Government, the full principal balance and interest due and payable on the Revenie Anticipation
Note, issued in February 1998. The remaining balance of the 1998 Series D Bonds amounting to
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approximately $11.0 million was primarily provided to the Govoernment for additional working
capital. The net proceeds of the 1998 Series E Bonds amounting to $144 million were primarily
designated to fund the construction of certain capital projects amounting to $94 million. The
remaining $10 million was deposited in a debt service reserve account.

The U.S, Department of the Treasury makes certain transfers to the Govemnment of substantially all’
excisc taxes imposed and collected under the Internal Revenue laws of the United States in any fiscal

year on certain products produced in the U.8. Virgin Islands (primarily rum) and exported to the

United States from the Virgin Islands. The amount required to be remitied to the Government by the

U.8. Depariment of the Treasury is an amount po greater than the total amount of local revenue

(primarily taxes) collected by the Government in each fiscal year, As a result, the term “matching

fund revenue” is used to denote these payments. The Government has pledged the matching fund -
Tevenue, as described abave, to the timely payment of principal and interest on the 1998 Serics A, B,

C, It, and E Bonds. Thus, amounts to be received by the Government from federal excise taxes,

riesily in rium, are deposited dircetly in a trust acconnt until the 1998 Bonds are paid in accordance

with the Indenture of Trust.

Estimated prepayments of matching fond revenue are made to the Governwent prior te the begiming
of cach fiscal year, subject to adjustment for the amount of local revenue actually cellected by the
U.S. Department of the Treasury during such year. Prepayments of matching fund revenue are
recorded as deferred revenue in the accompanying statement of net assets and the balance sheet of
the governmental funds and reversed against revenue in the following year. The adjustments for
actual collections made te the estimated prepayments are recorded in the year determined.

In Novemnber 1999, the V.S, Congress approved an increasc in the rate of federal excise taxes on rum
transferred to the Government from $10.50 to $13.25 per proof gallon. The increase was retroactive
to July 1999 and effective through December 31, 2003, In October 2004, Congress extended Lhe
$13.25 per proof gallon rate to December 31, 2005,

Interest on the revenue and refunding bonds series 1998 A, B, C, I, and E and 1999 bonds are
payable scmiannually on April 1 and Oetober 1, and prineipal is payable annually on October 1. The
Government is responsible for all principal and interest payments on the 1998 Series bonds. The
principal due on October 1 and interest payments due on Qctober 1 and April 1, are funded by the
matching fund revenue and deposited into the debt service reserve accounts.

On April 13, 1999, a loan agreement was made between and among the Government, the PFA,
Tniernational Business Machine Corporation (JBM), Banco Popular de Puerto Rico, and U.S. Trust
Comparty of New York (Y2K Loan). The purpose of this loan was to finance certain costs of
compliance by the Government with Year 2000 computer system issues. The loan was evidenced by
the Government’s issuance of General Obligation Bonds Series 1999 A amounting to $18 million.
Principal and interest are payable semiannually on January 1 and July 1. On July %, 20401, the
Government paid the outstanding IBM portion of the bonds amounting to $7.4 million.

The Bonds are secured by the full faith and credit and taxing power of the Government, including a
pledge on annual real property tax revenue from its taxation of the Hovensa (il Refinery
(the Refinery), which revenuc is deposited in the Hovensa Property Tax Fund, ard a contingent
pledge of all franchise taxes on foreign sales corporations collected by the (Government
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(Franchise Tax Revenue}). Pursuant to the Hovensa Oil Contract, the Refinery agreed to pay
$14 million annually of real property taxes on the Refinery properties. Forcign sales corporations
qualified to do business in the Virgin Islands must pay a franchise tax of $1.50 for each thousand
dollars of capital stock issued (Franchise Tax). .

On April 13, 1999, PFA also issued Project Revenue Bonds (the 1999 Project Revenue Bonds),
amounting to $13.5 million on behalf of the Government, to finance a portion of the Government’s
Year 2000 (Y2K) compliance cfforts, including the costs related to transportation, installation, and
related hardware, sofiware, consulting services, and related expenses. The 1999 Project Revenue
Bonds arc sccured by lease payments made by the Government to PFA pursuant to a municipal lease
purchase agreement, dated April 13, 1999, Such lease payments shall be funded by appropriation
from the real property taxes deposited in the Hovensa Praperty Tax Fund and all franchise taxcs on a
suhordinated basis and subject to any superior rights of the Series 1999 A Gencral Obligation Bonds.
The 1999 Project Revenue Bonds mature on Fanuary 1, 2005 with interest payable semiannuaily on
January 1 and July 1.

On November 16, 1999, PFA issucd the 1999 Serics A Revenue Bonds amounting to $296.% million,
These bonds were issued to (i) pay certain working capital obligations of the Government, (i) repay
the Goverament omstanding tax and rcvenue anticipation notes, (iii) fund the Series debt scrvice
accounts, and (iv) pay certain costs of issuing the bonds.

The Goverrunent pledged gross receipts taxes for the timely payment of the principal and interest on
the 1959 Series A Bonds. Intercst is payable semiannually on April 1 and October 1, and principal is
payable annually on October 1. Gross receipts revenue amounted to $107.8 million for the year
ended September 30, 2003.

On November 20, 2001, TSFC issued Tobacco Settlement Asset-Backed Bonds amounting to
$21.7 million of the aggregate principal. The procecds were used for the purpose of (i) purchasing all
rights, title, and interest in certain litigation awards under the Master Settlement Agreement (MSA)
entered into by participating cigarette manufacturers, {ii) issuance of Tobacco Setflement
Asset-Backed Bonds to pay the purchase price for the rights, and (iii) to provide funds for hospital
and healtheare projects in the U.S. Virgin Islands.

Intercst on the 2001 bonds is payable semiannually on each May and November 13, beginning with
May 2002 for the term bonds amounting to $15.5 miilion and convertible capital appreciation bonds
amounting to $8.2 million, with a nominal value of $6.2 million.

The convertible capital appreciation bonds accrete interest prior to November 15, 2007 and accrue
interest subsequent to that date. Interest on the capital approciation bonds will compound on
May 15" and November 15®,

Bonds payable at Scpterber 30, 2003, amounted to $23 million with accumulated accrction of
$1.4 million. Under carly redemption provisions, any MSA payments ¢xceeding annual debt service
requirements of the 2001 Scrics A Tobacco Bonds must be applied io early redemption of principal.
MSA payments and interest earnings on the trust funds during the year ended September 30, 2003,
resulted in early redemption of $1.04 million during fiscal year 2403,
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On October 1, 2002, PEA issued the Series 2002 Revenue Bonds (Garvee Bonds), the proceeds of
which amounted to $20.8 million. The Garvee Bonds are special, limited obligations, secured solely
by the pledge and assignment of the Government’s security interest in Federal Highway
Reimbursement Revenues. The bends were issued to (i) fund construction costs related to renovation
and constructien of two sca docks, (ii) fund the Bebt Service Reserve Accounts, and (iii) pay certain
costs of issuing the bonds. The Series 2002 Bonds are not subject to redemption prior to maturity.

Interest and principal on the Series 2002 Revenue Bonds are payahle semiannually on March | and
September 1. As of September 30, 2003, the outstanding 2002 Revenue Bonds amounted to $18.6
million.

On February 28, 2003, PFA entered into a swaplion contract that provided PFA with an up-front
payment of $8.3 mullion. PFA has outstanding $243,985,000 Series of 1999A Bonds with maturities
from 2¢11 to 2029. The 1999A Bonds are callable by PFA on October 1, 2010 at 101%. Having
been advised by its underwriters and financial advisor that there were no net present value savings
available to it by issuing conventional advance refunding bonds, PFA sold a LIBOR-based swaption
to Lehman Brothers Special Finaneing, Ine. on the 2024 and 2029 maturities, totaling $162,870,000.
Lehman purchased the swaption for $8.3 million and it is exercisable on July 1, 2010 only. The
objective of PFA was 1o monetize the economics of the Series of 1999A Bonds call option-and lock
in the favorable interest ratcs prevailing on Tebruary 28, 2003 without currently issuing refunding
bonds. The swaption was the most efficient mechaniumn available to FFA 1w effect savings from the
Series 1999A Bonds at that time. As a synthetic refunding of its 1999 Series A Bonds, this payment
represents the risk-adjusted, present-value savings of the refunding as of October 1, 2010, without
issuing refunding funds at February 2003. The swaption gave the counterparty the option to make
PFA enter into a pay-fixed, receive-variable interest rate swap. Il the option is exercised, PFA would
then expect to issue variable-rate refunding bonds.

The up-front payment of $8.3 million was received by PFA on hehalf of the pimary Government.
The Government has deferred the recogaition of revenue from the $8.3 million received in advance,
and 1s amertizing it into income using the straight-line method which approximates the effective-
interest method through October 1, 2010 which is the exercise date of the swaption. The proceeds
received in advance is resiricied for capital projects. As of September 30, 2003, PFA had expended
$1.4 million of the up-front payment.

The $8.3 million payment was based on a notional amount of $174.9 million. The counterpariy has
the option to exercise Lhe agreement on October 1, 2010 -PTFA’s 1999 honds’ first call date. If the
swap is excreised, it will also commence October 1, 2010, The fixed swap rate (5.27%) was setata
rate thal, when added to an asswnption for remarketing and liquidity costs, will approximate the
coupans of the “refunded” bonds. The swap’s variable payment would be 64% of the LIBOR.

As of Scptember 30, 2003, the swap had a negative fair value of approximately $18,960,000 in favor
of the counterparty estimated using the zero-coupon method. This method calculated the future net
seltlement payments required by the swap, assuming that the current forward rates implied by the
yield curve correctly anticipated future spot interest rates. Thesc payments were then discounted
using the spot rates implied by the current yield curve for the hypothetical zero-coupon bonds due on
the date of cach future net settlement on the swap.
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If the option is exercised and refunding bonds are not issued, the 1999 bonds would not be refunded
and PFA would make net swap payments as required by the terms of the contract — that is, making a
fixed payment to the counterparty for Lhe termn of the swap at 5.27% and receiving a vartable
payment of 64% of LIBOR. If the option is exercised and the variable rate bonds issued, the actual
savings ultimately recognized by the transaction will be affected by the relationship between the
interest rate lerms of the to-be issued variable-rate bonds versus the variable payment on the swap
(64% of LIBOR). If the option is not exervised, PFA is not abligated to repay the up-front payment.
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Debt service requircments at September 30, 2003, were as follows (expressed in thousands):

Govermmental Activities - Bonds

Revenue Bonds Revenue Bonds Keveme Bonds Revenue Bonds Reveanm: Bunds
Series 1998 & Serics 1998 C Series 1998 D Series IWA F, Series 1993 Total
I'l‘lnc'm:l Interest Principal Mmierest Principal interest Priweipal Interest Principal Rmierest
Year:
2004 8 — 15,821 9430 3 3,745 1,442 — 4441 13,225 25017
2003 — 13,821 099 2501 3965 1,220 — 6261 13,955 26,103
2006 — 15,821 10,353 2,236 4210 974 — 6,261 14,765 25,202
2007 — 15,821 1L 150 L 4470 T4 . 6,261 15,620 24436
2008 — 13,821 11,780 1,009 4750 437 — 6,261 16,530 23,528
2009-2013 56,930 7343 12,455 343 4515 7 30,095 28713 104,305 102,348
20142018 51,545 34,260 — — - — 0,335 19,362 127,880 73,621
20192023 142,495 2610 — — — - 6,581 142,495 an
HR42028 8,105 5359 — — — — 245 %, 105 5,604
20292033 — — — - — — — —
Toal § 289075 24,677 63410 11,342 26055 4,934 106,430 B4.388 436,570 345,341
General Odigativn Project Revenuz
Bonds Houds Revemre Bonds Tubacco Bonds Carvee Bomds
Series 1959 A Series 1999 Series & 1999 Series A 2001 Series 2002
Principal Iuterest Prineipal Tnterest Principal Imterest Princijal [nierest Principal Interest
Near:
2004 3 80 408 2960 236 4,546 17,7 715 2,805 L)
205 B85 333 1,550 48 4765 17,470 705 2900 2
2006 945 295 — 5,008 17,210 — 705 3,000 647
2007 1005 232 — — 5285 16,521 — ms 3155 357
2008 1075 166 — 3,585 16,615 o1 05 3,310 339
2005-2013 L4 M — = 33055 T7,745 5895 3525 3475 (&
20142018 — — — - 44,063 45,689 1,405 3528 — —
20192023 — - — — 60,8835 48,920 6,350 2,50 - —
20242028 — — - — 83,175 26,004 — 201 -
2029-2033 — - — — 40915 2,543 8045 1,056 — —
Total §__ 0480 1,568 4310 234 2R7ETS 306,820 2645 16,438 18,645 3703
Total governmental
activitips
_Principal _nterest
Yeur
2004 5 24,360 44965
2005 24,055 43471
2006 23,715 44,149
007 25,065 43,151
2008 27,410 41,333

2009-1043 148,560 184,110
20142018 173,950 142,836
20192023 209,770 20,526
0242028 121,280 33619
2029-2003 48,950 ER

$_827,125 674,183
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Notes Payable

The Government and FEMA entered inte 2 Community Disaster Loan Agreement (CDL) on June 14,
1996. The purpose of the 1996 CIIL was to enable the Government 1o centinue to provide vital
rmunicipal services such as public health and safety, police and fire protection, and the operation of
public schools, among other things, after the Government had suffered a substantial loss of tax and
other revenue as a result of Hurricane Marilyn, which ocourred in 1995. The loan proceeds were not
intended to provide funds to finance capital projects nor the vepair or restoration of public property
damaged by Hurricanc Marilyn. The CDL, by its terms, was secured by a pledge of the full faith,
credit, and waxing power of the Government.

Pursuant to 44 Code of Federal Regulations (CFR) Seetion 206.366, Subpart K, the Government
submitted an Application for Admunistrative Loan Cancellalion in connection with the Hurricane
Marilyn 1067-60 CDL in June 20¢1. By this application, the Government reguested cancellation of
$127.2 million in prineipal drawdowns and the comesponding accumulated interest to date.

In QOctober 2004, FEMA notified the Government the results of its review of the Application for
Administrative Loan Cancellation in connection with Hurricane Marilyn. As a result of such review,
FEMA concluded that all principal and associated interest was eligible for cancellation.

The 1996 CDL accrued interest at the annual ratc of 6.35%.

Given that the requirements for Administrative Loan Cancellation were effectively met prior to
September 30, X3 and nefification of FEMA’s decision was received prior to the rclease of the
basic financial statements, the Government reported the forgiveness of the 1996 CDL in the amount
of $127.2 million and related acerued interest of $32.1 million as a special item in the statement of
activities for the year ended September 30, 2003,

On September 4, 2003, the PG issued $100 million Bond Anticipation Notes (BANs) in anticipation
of the issuance of the 2003 Scries A Bonds. Interest accrued quarterly ar a rate of 3.25%. The
proceeds of the BANs were used for the purpose of {i} funding vendor payments and tax refunds, (ii)
funding capitalized interest, and (iif) paying the cost of issuance of the BANs. On December 17,
2003, the 2003 Series A Bonds were issued, and the BANs were repaid.

On November 20, 2002, WICO consolidated and refinanced the 1993 and 2000 loans, and obtained
an additional $2 million in financing for infrastructure improvements. The consolidated loan
amounts to $22.5 million, to be repaid in 239 monthly installments of $142 thousand, and a final
payment of outstanding principal balance plus any unpaid interest accrued to the date of the final
payment. The consolidated loan has & fixed interest rate of 4.3% for the first four vears of the loan.
After Lhe first four years, WICO will have the option 1o adjust the interest rate to one of the
following: (i) prime rate plus 75 basis points, (i) one-year LIBOR rate plus 200 basis poinis, or (iii)
three-year treasary note rate plus 125 basis points. Lhe revenue of WICO and lease agreements are
pledged for the payment of principal and interest on the loan. WICO paid approximately $1 million
in interest expense during fiscal year 2003,
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Debt service requirements for the WiCO loan at September 30, 2003 were as follows {expressed
in thousunds):

Year:
2004 3 735
2005 768
2006 804
2007 840
2008 879
Thereafter 17,989

Total $ 22,015

Fiduciary Funds — Line of Credit

On December 30, 2002, the GERS entered into a loan agreement with a bauk to provide working
capital. GERS obtained a line of credit of $10 million which accrues interest at a fixed inlerest rate of
4.8% calculated on a 360-ay basis and is due and payable quarterly in arrears commencing on the
first day of the fourth calendar month following the closing of the loan. The terms of the line of
eredit require (GERS to repay the line of credit in a period of 30 consecutive days during cach 12-
month period. The bank rctains z certificate of deposit in the amount of $10 million as security on
the loan. As of September 30, 2003, the outstanding balance on the line of ¢redit was $10 million.
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Component Units — Bonds Payable

Bonds payable of diseretely presented component units are those liabilities that are paid out of
resowces pledped by such entities. These revenue bonds do not coustitute a liability or debt of the
PG. Bonds payable outstanding at September 30, 2003, azc as follows (expressed in thousands):

Final Interest
Bonds payable maturity rates Balance
Eniversity of the Virgin Islands: .
General obligation bonds of 1999 2029 6.50% 10 7.75% 23,740
Various building bonds 2004 3.00% 10 7.50% 224
Virgin Islands Water and Power
Authority (Electric System)
Revenue bonds of 2003 2023 4.00% ta 5.00% 69,960
Revente bonds of 1999 2022 425% 10 5.30% 96,490
Virgin Islands Water and Power
Authority (Water System)
Revenue bonds of 1999 2017 4.90% t0 5.50% 39,260
Virgin Jslands Port Authority
Revenuc bonds of 2003 2023 3.73% to 5.43% 34,520
Revenue bonds of 1998 2005 3.45% to 4.50% 971
Virgin Islands Ilousing Finance
Authority:
Revenue bonds of 1995 2027 5.530% to 6.50% 3,785
Revenue honds of 1998 2028 4.10% 1o 5.25% 2,700
Subtotal 271,650
Plus unarnortized premium 5812
Less unamortized discount {738)
Less deferred amount on debt
refunding and reacquisition costs (6.830)
Bonds payable, net 269,844
Less amount due wilhin one year (7,994}
Bonds payable, due in more than one year 261,850
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Following is a schedule of changes in long-term debt for discretely presented component units for
Niscal year 2003 (expressed in thousands):

Anounts Amouats

Beginning Ending  due within due
halance Additions _Reductions  balance _ eneyear  _thereafter
Bonds payable:
University of the Virgin [slands 5 24,701 — (1,168) 23,533 369 23,164
¥itgin Islhnds Water and Power Authority:
Electric System 95,108 74,996 3,431) 167,673 4,140 163,533
Water System 37,836 — 1,421) 36,415 1,810 34,605
Virgin Islands Port Antharity 10,163 35,815 {10,240} 33738 L5355 34,183
Virgin Islands Housing l'inance Authoity EALE) — (630, 6,485 120 6,365
Total bonds payable, nct 175,923 110,811 (16,890 269,844 7,004 261,850
Loans payahla:
Roy L. Schngider Hospital 82 — #2) - - —
Virgin Islands Economic Development 342 671 (66] 47 53 R94
Authority
Virgin Islands Port Authority 2,000 (1,087) a2 913 —
University of the ¥igin Istands 3,585 - 45) 3,540 50 3,490
Total loans payahle 4008 2,671 (1,280) 3,400 Lota 4,384
Othet long-icrm Kabilities:
University of the Virgin slands 132 — — 132 —. 132
Virgin Istands Housing Awthority 6,781 — (i,243) 5538 — 5,538
Virgin Islands Econoaric Duvelopment 2380 — (274) 8,106 — Rido
Authorily
Juan Luis Hospital 812 — {251} 561 — 561
Roy L Schneider Hospital 407 a7 — 474 — 474
Virgin Islands Industrial Development Fark 42 — {42) — — —
Virgin Istands Housing Finance Authority 8856 3,850 279 12,433 - 12,433
Total other long-testn
liabilitics k] 25410 3,917 (2,083) 27,244 o 27,244

The University issued general obligation honds m 1994 for the financing or refinancing of the
construction of the 5t. Croix and St. Thomas residence halls and ancillary facilities. These bonds
have sinking fund requirements whereby principal payments and interest are being deposited
quarterly into a debt service account held by the trustee. These bonds are general obligations of the
University and are collateralized by gross revenue, excluding the rcquired appropriations for debl
service made by the Government.

On December 29, 1994, the University issued additional general obligation boads totaling $5 million
to be uscd for the refinancing of certain equipment. These bonds also require the University to
establish a debt service reserve fund, which is to be maintained at a sum equal 10 5% of the bond
proceeds. These bonds are secured by the refinanced equipment and are being paid in semiannual
installments of approximately $413,000, including interest.

During fiscal year 2000, the University issued the 1999 Series A Bonds. The University issued these
bonds to finanee a portion of the construction, furnishing, and equipping of various facilities of the
University, to refund the $14.1 million outstanding principal amount of general obligation bends
1994 Series A issued by the University, to fund a debt service rescrve fund for the 1999 Series A

73 (Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2003

Bonds, and to pay certain costs issued wunder and sectwred by an indenture of trust dated as of
December 1, 1999, between the University and the trustee. The 1999 Series A Bonds maturing on or
after December L, 2010, are subject to redemption prior to maturity at the eption of the University, as
a whole or in part of any date, on and after December P, 2009, at the redemplion prices ranging

between 100% and 102% of their principal amount plus accrued interest to the date fixed for

redemption. At Seplember 30, 2003, $14.1 million of 1994 Bonds are considered defeased and
outstanding,

The various building bonds payable of the University as of September 30, 2003, are collateralized by
morttgages on its property, by a pledge of the gross revenue derived from the operation of certain
student and faculty housing and service facilities, a lien and pledge of funds available to the
University for general operation purposes as required under the bond indenture agreements, and by
annual grant payments that the U.S. governiment has agreed to fund as a debt subsidy. The bonds are
subject to redemption at predetermined arnounts, which may include penalties, as provided in the
indentures’ agreements. These indentures require the University to meet certain funding
requirements for repair and replacement reserves, and bond sinking funds.

The bonds payable of the Virgin Islands Water and Power Authority (Electric System) consist of
Eleciric System Revenue and Refunding Bonds. In June 2003, the Authority issued $75 millien in
Eleclrie System Revenuc Bonds, Series 2003, The proceeds from the bonds were used to finance
capital improvements, repay the $18 million outstanding lines of credit, underwriters’ costs, and
establish a debt service fund.

In June 1998, the Electric System issued Revenue and Refunding Bonds of $110.9 million. The
proceeds from the bonds, and approximately $14 million in funds from the existing debt service and
debt service funds, were used to repay the lines of credit of the Electric System in the amount of
$18 mullion, to provide for approximately $30 millien in funds for the construction of certain capital
projects, and to pay underwriters discount and issuance costs of approximately $1.7 million. The
remaining prececds were used to purchase direct obligations of the 17.8. government which were
placed in an irevocable trust with an escrow agent to provide all futurc debt service on the
remaining $69 million principal amount of the 1991 Series A Electric System Revenue Bonds.

Under the terms of the Bond Resolution relating to the Electric System Revenue and Refunding
Bonds, payment of the principal and interest is secured by an irrevocable lien on the Electric
System’s net revenue, (exclusive of any funds which may be established pursuant to the Bond
Resolution for certain specified purposes), including the investments and income, if any, thereof.

The Bond Resolution containg certain restrictions and commitments, including the Electric System’s
covenant to establish and maintain reasonable rates, fees, rentals, and other charges to produce net
electric revenue, as defined, that will be at least 125% of aggregate annual principal and interest. The
Lilectric System’s net electric revenue for the fiscal year ended June 30, 2303, was 199% of the
aggregate debt service.

The Series 2003 Bonds maturing en or afier July 1, 2013, shall be subject to redemption prior to their
staicd maturity date, at the option of the Authority, on or after July 1, 2413, as a whelc or in part at
any time, at a redemption price equal to the principal amount thereof plug accrued interest thereon Lo
the date fixed for redemption.
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The 1998 Series Electric System Revenue and Refunding Bonds are subject to redemption on or after
July 1, 2008, as a whole or in part at any time, at a redemption price of 101% in 2008, 100.3% in
2009 and 100% thereafter. The Electric System Revenue Bonds are subject to mandatory redemption
if (i) any significant part of the Electric System was damaged, destroyed, taken, or condemned, or
(11) any for-profit, nongovernmental investor shall acquire an ownership interest in some or all of the
asscts of the Autherity.

The bonds payable of the Virgin Islands Water and Power Authority (Water System) consist of
Water System Revenue and Refunding Bonds amounting to $42.6 million, issued in December 1998,
The proceeds from the bonds and approximately $750,000 in funds from the existing debt service
reserve fund were used to repay the lines of credit balances of the Water Systern in the amount of
32 million; to pay underwriters” discount and issuance costs of approximately $865,000; and o
provide for $750,000 in funding for a renewal and replacement rescrve find. The remaining
proceeds were used to refund the 1990 Series A Bonds at a redemption price of 100% of the
principal amount and to purchase obligations of the U.S. government which were placed in an
irrevocable trust with an escrow agent to provide all future debt service on the remaining $17 million
principal amount of the 1992 Series B Bonds.

Paymenl of principal and intérest of the 1998 Series Bonds is secured by an irrevocable lien on the
Water System's net revenue (exclusive of any funds which may be established pursuant to the Bond
Resolution for certain other specified purposes) and funds established under the Bond Resclution,
including investment securities. To pruvide additional security, the Water System has conveyed to
the bond trustee, a subordinate lien and security interesl in the Water System’s general fund. The
Water System is also required to make deposits in a debt service reserve fund in accardance with the
Bond Resolution.

The Bond Resolution contains certain resirictions and comrmitiments, including the Water System’s
covenant to establish and maintain reasonable rates, fecs, rentals, and ofher charges to produce net
water revenue, as defmed, that will be at least 125% of aggregate annual principal and interest
payments. The Water System’s net waler revenue for the year ended June 30, 2003 was 141% of the
aggregate debt service.

The 1998 Series Bonds maturing on or after July 1, 2010, are subject to redemption prior to their
stated maturity date, at the option of the Water System, 43 a whole or in part at any time, at a
redemption price of 111 % during July 1, 2009 through June 30, 2010 and 100%, thereafter,

fn October 1998, the VIPA issucd the 1998 Airport Revenue Bonds Refunding Series A, the 1998
Rohlsen Terminal Airport Revenuc Bonds Series A, and the 1998 Marine Revenue Bonds Refunding
Series A with principal amounts of $19.3 million, $3.1 million, and $2.7 million, respectively. The
bonds were issued for the advance refinding of previously issued bonds. The refunding resulted in a
debt service savings of approximately $3.2 million and an economic gain of $2.4 million.

The Airport Revenue Bonds constitute special obligations payable solely from, and secured by a
pledge of, net revenue of VIPA derived from its Airport System which consists of the airside and
fandside operations at the Cyril E. King Airport in $t. Themas and airside operations at the Henry E.
Rohlsen Adrpart i St. Croix, The Rohlsen Terminal Bonds constitute special obligations payable
solely from, and secured by a pledge of, net revenue of VIPA derived from the Rohlsen Terminal. In
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addition, net marine revenue is pledped for payment of the Rohlsen Terminal Bonds if revenue from
the Rohlsen Terminal is not enough to meet the debt service requirements. The Marine Revenue
Bonds are sccurcd solely by the net available revenue of VIPA's Marine Division.

On Januvary 16, 2003 VIPA issued the Manne Revenue Bonds Series 2003A (AMT) and 20030
{fedcrally taxable) with principal amounts of approximately $18.4 million and 317.4 mllion,
respectively. VIPA plans to usc the bond procceds to finance the dredging, rehabilitation, and
canstruction of berthing piers for cruise and seageing vessels on the island of St. Thomas and the
construction of mixed used commercial facilities.

The Airport Revenue Bonds, the Marine Revenue Bonds, and the Rohlsen Terminal Bonds do not
constitutc general obligations of VIPA, the Aviation Statute or Marine Division, the Government, or
the United Statcs. The revenues of the Airport System are nol available for the payment of principal
ot interest on the Marine Revenuc Bonds or Rohlsen Terminal Bonds; likewise, the revenue of the
Marine Division and the Rohlsen Terminal is not available to pay the principal and interest of the
Alrport Revenuc Bonds except for any surplus of marine revenue which is available for any lawful
purpose desigmated by VIPA. Neither the credit of the U.S. Virgin Islands nor that of its political
subdivisions is plediged or available for the paymeat of principal or interest on the bonds. VIPA has
no taxing power,

The bonds™ indentures contain certain account restrictions and funding covenants to cover interest,
debt service, maintenance, and other costs as specified in the corresponding bend indentures.
Management of VIPA believes that VIUA has cstablished the afurementioned required accounts and
has complicd with the contribution requirements with respect to the bonds, In addition, it is VIPA's
management’s opinion that VIPA has complied with limitations and restrictions imposed by the
bonds’ indentures,

The bonds” indentures also specify certain debt service coverage requirements determined from net
available revenue of VIPA’s Airport System, the Rohlsen Terminal, and the Marme Division. The
provisions of cach of the bonds’ mdenturcs require that rates and fees charged for the use of each
facility should be sufficient to penerate enough revenue to pay all operation and maintenance
expenses, exclusive of depreciation and certain noncash charges, of the respective facilitics, plus:
(i)at least 123% of the principal and interest and redemption account siking fund deposit
requirement of each of the bonds becorning due during such year; (ii) the amount of the debt service
reserve fund deposit requirement for such period; (iii) the deposit required to (he Renewal and
Replacement Fund; and (iv) the amount of the Capital Improvements Appropriations for such period.

The VIHFA issued the 1995 A and 1998 A Revenue Bonds for the purpose of building single-family
housing. As ol September 30, 2003, the [995 A Revenue Bond Scries amount was $3.8 million and
the 1998 A Revenue Bond Serics amount was $2.7 million,

The VIHFA has agreed in the indenture agrecments for the bonds to depasit with the trustee the full
amount of the bond proceeds. The funds will be used to purchaze Government National Mortgage
Association (GNMA) certificates acquired by the bond servicer. The servicer is obligated to pay the
principal and intercst due on the GNMA certificates io the trustee in an amount cqual to the
scheduled principal and interest payments of the underlying mortgages. All mortgage loans issued by
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the Authority must be originated by the participants and sceured by a first priority mortgage licn on
the applicable single-family residences.

Fixed maturities required to pay principal and interest on discretely presented component units’
bonds payable with fixed maturities at September 30, 2003, are as follows (expressed in thousands):

Principat Tnterest Total
Year:
2004 5 7,994 10,574 18,568
2005 8,381 13,596 21977
2006 8285 13,045 21,330
2007 10,420 12,634 23,056
2008 10,940 12,119 23,059
2009-2013 63,710 49,022 112,732
2014-2018 65,580 34,409 99,980
2019-2023 57,150 20,184 77,334
2024-2028 35,560 6,540 42,100
2029 3,630 230 3,860
Tolal 271,650 3 172,355 444,005
Plus mmamortized premiwm 5812 '
Less unamortized discount (738)

Less deferred amount on debt
refunding and reacquisition costs

(6.880)

Bonds payable, net 3 269,844
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(10) General Tax Revenue

an

For the year ended September 30, 2003, general tax revenue of the PG consisted of the following
(expressed in thousands):

Other
General PFA Debt governmental

fund Service fund fands Total

Income taxes b3 270,554 — — 270,554
Real property taxes 40,184 — 15,500 55,684
Gross receipts taxes — 101,387 250 101,637
Other taxes 110,633 40,055 12,454 163,142
Tax receivables 5 421,371 141,442 28,204 591,017
Tax revenue not recognized on the modified accrual basis 3,599

Total tax revenue — government-wide $ 594616

Commitments and Contingencies

{a}

Primary Goverttment

The current labor relations environment of the Government is defined by 13 distinct labor
organizations subject to approximalely 23 collective bargaining apreements, 5 bargaining units are
without collective bargaining agreemetits, As specilic disciplines are not grouped under a single pay
plan, it is common to have clerical and nonprofessional workers in different departments throughout
the Government represented by different unions. Of the approximately 9,871 zovernment waorkers,
including employees of the executive branch of the Government, approximately 6,943 belong to
unions. The present collective bargaining statutc requires binding arbitration for certain classified
employees in the event of an impasse during salary negotiations between the Government and any
union. Under this process, each side chooses an arbitrator and a third impartial arbitrator is selected
by the chosen arbitrators. The arbitration panel investigates and reviews the issues in dispule and
renders a fmal and binding decision. For uther classified employees, the Government must decide to
go 10 impassc or to enjoin any strike. The Government has contractnal liabilities for retroactive union
arbitration salary increascs aggregating $375 millien accruing from fiscal years 1993 through 2003.
Pursuant to Title 24 of the VL Code Section 374(h), no such contract is binding until appropriation
of funds is made by the Legislature. Upon action of the Legislature, the general fund will have the
tesponsibility to satisfy the obligations arising from the retroactive wages. Until such time, the
liability is recorded as a long-term debt in the governmental activities column in the govemnment-
wide fimancial statements. Retroactive union arbitration salaries account increased by $6.7 million
from fiscal year 2002 to fiscal year 2003,

The Government receives financial assistance from the federal government in the form of loans,
grants, and entilemments. Loans received are described in note 9(c). Noncash federal financigl
assistance prograins regeived by the Government during fiscal year ended September 30, 2003,
amounted to approximately $19 million,
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Receipt of grants is generally condirioned upon compliance with terms and conditions of the grant
agreements and applicable federal regulations, including the expenditure of resources for eligible
purposes. Substantially, all grants arc subject to audit under OMB Circular A-133. Disallowances as
a result of these audits may become liabilities of the Govermment. At September 30, 2003, based on
an evaluation of pending disallowances, the Government has recorded approximately $13.1 million
a3 other long-term liabilities in (he governmental activities coluron of the government-wide financial
statements.

Management of the Government believes that the future outcome of any changes in fedceral financial
assistance programs will not have a material effect on the basic financial statements.

On September 23, 2002, the Government entered into a three-year compliance agreement with the
U.S. Department of Education requiring that the Government develop integrated and systemic
solutions to problems in managing its federally funded education programs. The compliance
agreement focuses on the areus of program design and evalvation, financial managerent, human
capital, and property management and procurement. In the event of noncompliance, the
1.8, Department of Education may impose additional conditions or enforcement actions against the
Government as authorized by the compliance agreement or by law.

The Government is a defendant in numerous legal proceedings pertaining to matiers incidental to the
performance of routine governmental operations. Under Title 33, Section 3411{c) of the V.I. Code,
no judgment shall be awarded against the Government n cxecss of $25,000 for tort claims filed
under Government statutes. In cases involving several survivors, each award must be construed
separately for purposes of applying the limitation upon recovery imposed by the Tort Claims Act.
Under Title 27, Section 166(c) of the V.L Cede, the Government’s waiver of immunity is expanded
to $250.000 for medical malpractice actions, including actions for wrongful death based on
malpractice. Under certain ¢ircumstances, as provided in Title 33, Section 3414 of the V.1 Code, the
Government may assume the payment of a judgment entered against an officer or employee acted
reasonably and within the scope of his employment. The Government may pay up to & maximum
amount of §100,000 of the scillernenl. With respect to pending and threcatened litigation, the
Government has accrucd a provision for legal claims and judgments of approximately $13.2 million
for awarded and anticipated unfavorable judgments as of September 30, 2003, Management believes
that the ultimate liability in excess of amounts provided would not be significant.

As of September 2002, the Government was a defendant in a lawsuit regarding the assessment of
property taxes. Under the lawsuit, taxpayers asserted that propertics should be assessed at actual
value in accordance with the Organic Act of 1933. The 1.8, District Court agreed with (he plaintiffs
and, in May 2003, imposed an injunction on the collection of real property taxes for vears
subsequent to 1998, The Government complied with the Court erder to develop a plan to implement
the new valuation method, and the injunction was lifted in August 2003, Assessments will continue
at the 1998 level until the new assessment method is in place, which is scheduled for fiscal year
2005,

State and federal laws and regulations require the Government to place a final cover on the
Government landfill site when it stops accepting waste and to perform certain maintenance and
monitoring functions at the site until compliance is achieved. In accordance with GASB Statement
No. 18, Accounting for Municipal Solid Waste Landfill Closure and Posiclosure Care Cost (GASB
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No. 18), the Government should perform a study of the activitics that need to be implemented at the
Governiment landfill to guarantee the maximum yield of available space and to comply with
applicable state and federal regulations. In addition, GASB No. 18 requires that estimated landfill
closure and postclosure care costs be accrued as 2 liability in the basic financial statements. The
Governrment has not conducted the study needed to comply with the requirements of GASE No. 18;
therefore, no liability has been acerucd as of September 30, 2003.

Since 1983, the Government has been subject to a consent decree issued by the Virgin Islands
District Court, governing the operation of its wastewater trcatment plants. The consent decree was
amended in 1996 and further modified in 2002 (the “2002 Stipulation to thc Amended Consent
Decree”) to establish deadlines for the construction of new secondary treatment facilitics, including
the replacement of the existing St. Croix and Adfrport Lagoon {Charlotte Amalic) wastewater
treatment plants. The 2002 Stipulation te the Amended Consent Decree requires that the new St
Croix wastewater treatment plants be completed by the end of 2005 aud the new Charlotte Amalie
wastewater treatment plants be completed by the end of 2006, The cost of both tacilities is estimated
at approximately $50 million. The 2002 Stipulation to the Amended Consent Decree also establishes
eertain interim deadlines and performance standards that must be met by the Govemment pending
cornpletion of the new facilities. In addition, the 2002 Siipulation to the Amended Consent Decrec
cstablishes stipulated penalties for violation of any of the deadlines or performance standards set
forth in the 2002 Stipulation to the Amended Consent Docree. As of the date of the basic financial
statements, the Government is current on all of its outstanding obligations pursuant to the 2002
Stipulation 10 the Amended Cousent Decree. In January 2004, the Government created the Waste
Management Authority, a nonprofit, public corporation for the purpose of mecting envitonmental
requirements of waste treatment in the Territory. In December 2004, the PFA issued revenue bonds
amounting to $94 million for the purpose of constructing and rehabilitating wastewnter treatiment
plants noted above, The bond proceeds will be administered by the Waste Management Authority.

On August 21, 2002, the Governinent and the United States Environmental Prolection Agency
(EPA) entered into a Memorandum of Understanding documenting the EPA’s agreement Lo support
the renewal of the Territorial Pollutant Discharge Elimination System permit for its St. Croix
distillery operations provided that the Government make certain funding available to (i} conduct
treatability studies regarding the Virgin Islands Rum Industries, Lid. effluent and the means to
mitigate its potential environmental effects in the vicinity of the discharge, (i1} identify practicable,
availablc, reliable, and cost-effective potential mitigation measures, and (iii} implement {or assist in
the iruplementation of) such mitigation measures in the event such measures are determined by the
V.1 Department of Planning and Natural Resources after consultation with EPA to be necessary and
appropriate. Pursuant to the Memorandum of Understanding, the Government’s obligation to fund
such activities is limited to $6,000,000 per year, commencing on October 13, 2003,

As of Septemmber 2003, the Government was a defendant in a lawsuit regarding the assessment of
franchise taxes. Under the lawsuit, taxpavers asserted that franchise taxes shonld be assessed in
accordance with Title 13 Virgin Islands Cede Section 331(a). The plaintiff taxpayers interpret the
definition of “capital stocks used in conducting business in the Virgin Islands” in the V.1 Code as
tax collected oniy on the par value of the stock, while the Government’s position {s that the amount
allocated should be over the par value and additional paid-in capital upon a subscquent
reorganization. The Government alse imposes a six-year statule of limitations of six years on tax
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refund claims against the Government. Management believes that the ultimate lability of this case
would not have a material impact on the Government’s overall financial posiiion as reported in the
povernment-wide financial statements.

Discretely Presented Component Units

WAPA cstimates that capital expenditures in conncetion with continuing capital improvements will
be approximalely $58.7 million for the Electric System and $16.6 million for the Water System
during the year ended June 3¢, 2004, WAPA iz presently a defendant or codefendant in various
lawsuits; however, any adverse outcome involving a material claim is expected to be substantially
covered by the insurance. WAPA facilities were damaged by Hurricane Hugo in September 1989.
WAPA reconstructed its system with proceeds from insurance and FEMA. On March 23, 1998,
FEMA issued an audit report concluding that WAPA should refund approximately $7.9 million
aggregated yuestioned costs. Approximately $2.6 million of these questioned costs are related to an
il spill that was subsequently setiled with FEMA. During 1998, WAPA submitted a second appeal
for $4.4 mullion of the remaining questioned costs and agreed to refund approximately $9001000 of
questioned costs to FEMA. During 1999, FEMA denied WAPA’s second appeal and formally closed
the 1lurricane Hugo disaster. At June 36, 2003, WAPA has recorded a liability of $5.3 million for
amounts owed to FEMA for overpayments related to these questioned costs. FEMA has not made a
fermal request for repayment of these funds.

In September 1995, WAPAs facilities suffered extensive damage from Uurricane Manlyn. During
1996, WAPA reconstructed its system with proceeds from ingurance and FEMA. In March 1999,
FEMA denied WAPA’s c¢laim for $8.9 million of remaining expenditures related to the
reconstruction. WAPA has subsequently reduced its claim to $5.7 mullion and is currently
negotiating with FEMA regarding reimbursement of these remaining expenditures. Although
management of WAPA believes the ultimate resolution of this matter will result in WAPA receiving
additional reimbursement for prior expenditures, WAPA has not recorded any amounts to reflect
these potential recoveries in the accompanying financial statements.

In cennection with federal grant programs, VIPA is obligaied 1o administer and spend the grant
money in accordance with regulatory restrictions, and is subject to audit by the grantor agencics. In
cases of noncompliance, the agencies involved may require VIPA to refiund programs’ moneys.
During the normal course of business, VIPA 1s 2 defendant in various lawsuits. In the opinion of
management and legal counsel, the outcome of these cases and resulting liabilily, if any, is either
adequately covered by insurance or should not materially affect VIPA’s financial posilion.

The Federal Aviation Administration (FAA) has conducted an on-site wildlife evaluation of the
landfill, airport, and surrounding area of the Anguilla Landfill at St. Croix. The landfill, which is
adjacent to SL. Croix airport (Henry E. Rohlsen), caused envirenmental and navigational problems to
the airport. The landfill attracts flocks of birds and there have heen plane crashes clsewhere when
birds have flown into jet engmes, The FAA is threatening to force VIPA to repay $9.3 mullion in
grants and to refuse further grants for the airporl unless VIPA and the Government show rapid
progress toward closing the landfill.
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(12) Retirement Systems

(@)

{b)

Plan Description

GERS is thc administrator of a costsharing multiple-employer defined benefit pension plan
established as of October 1, 1959 by the Government to provide retirement, death, and disability
benefits to its ernplayees. The foltewing description of the plan is provided for general information
purpeses only. Refer to the actual text of the retirement law in the V1. Code, Title 3, Chapter 27 for
more complete information. Regular employees are eligible for a full-service retirement annuity
when they have completed 30 years of credited service or have attained the age of 60 with at least
10 years of credited service. Members who are considered “Safesy Eruployees,” as defined in the
VI Code, arc cligible for full retirement benefits when they have earned at least 20 years of
government service or have reached the age of 55 with at least 10 years of credited service. Regular
employees who have attained the age of 50 with at least 10 years of credited service can clect 1o
retire early with a reduced benefit. Senators and members of the I .cgislature may receive a retirement
annuity when they have attained the age of 50 and completed six years of credited serviec or eamed
at least six years of credited service as 2 member of the Legislatire. GERS is a blended component
unit included in the financial reporting entity and is presented as a pension trust fund of the PG.
GERS issues & publicly available financial report that includes financial statements and required
supplementary information, That report may be obtained by writing 1o Employees® Retirement
System of the Government of the Virgin Islands, GERS Complex, Veterans Drive, St. Thomas, V.L
00802,

Funding Policy

The Government's required conlribution for the year ended Septermber 30, 2003 was 14.5% of the
member’s anntal salary. Since April 1, 1991, required member contributions are 8% of annual salary
for regular cmployees, 9% for senators, and 10% for Act 3226 eligible cmployees. Through
September 30, 2000, member contributions were refundable without interest upon withdrawal from
employment before retirement. Subscquent to September 30, 2000, legislation was passed that
provided for 4% annual interest on refunded contributions, The Govermment’s annual required
conlributions, actual contributions made, and percentage contributed to the plan for the years ended
September 38, 2003, 2002, and 2001, are as follows (expressed in thousands):

Annual
required Contributions Percentage
contributions made contributed
2001 5 64,179 43,387 67.60%
2002 95,186 50,593 53.15%
2003 117,125 51,588 44.03%

In August 1994, legislation providing an carly retirement incentive was passed. The legislation was
subsequently amended on October 13, 1954, December 30, 1994, and December 5, 19%5. Among
ather matters, the legislation allows a member of GERS who has a combined aggregate number of
years of credited service plus number of years of age, equal 1o at least 75 years as of the date of the
legislation, to retire without reduction of annuity. Members, who have attained the age of 30 with at
least 10 but less than 30 years of eredited service, may add an additional three years to their age for
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this computation. Members with 30 years ol service or whe can retire without penalty under the V.1
Code shall have their average compensation increased by four percentage points.

For each employee electing to retire pursuant 1o Section 8(a) of the Early Retirement Act of 1994
{the Act), the Government contributes to GERS, on a quarterly basis, an amount equal to the
emplover and employee contributions that would have been made until the employee reached the age
of 62 had the employee not elected to retire under this provision.

For employees electing to retire under Section 8(b} of the Act, the Government contributes to (GERS
a sum equal to the additional contribution the employer and employee would have made had the
employee received a salary 4% higher during the (hree years used to compute the employee’s
“average cornpensation” figure plus a sum of $5,000. Based on the calculation, this amount was
$17.8 million as of September 30, 2003. As of September 30, 2003, GERS has received $7.9 million
of such amount.

The actaries of GERS have determined that the specific funding provided under the Early
Retirement Act of 1994 is inadequale to cover the costs of the program. GERS is secking to recover
any unfinded costs of the program under a newly enacted provision of the retirement law, which
provides that the employer will compensate GERS for the costs of any special early retiremcnt
program.

The University has two retirement plans in which all cligible employees are required 1o participate.
The Teachers Insurance and Annuity Association-College Retirement Equities Fund {TIAA-CREF)
is a defined centribution pension plan covering participating, full-time faculty members and other
exerapt employees, under which the contributions, including employees’ contributions, are used to
purchase arnuities. There are no unfunded past service costs, and vested benefits are equal to the
atmuities purchased under TIAA-CREN. As of September 30, 2003, 232 faculty members and other
employees were TIAA-CREF participants. The number of active participants from the University
partizipating in GERS as of September 30, 2003 was 275. Total contributions made by the
University to TIAA-CREF participant accounts amounted to $1.7 million.

(13) Liquidity

At September 30, 2003, the Government had an unrestricted deficit in the governmental activilies
amounting to $700 million mostly altributed appreximately $500 million in long-term debt that was issued
to provide resources for working capital and other noncapital related purposes. The Government has
initiated specific actions to improve its filure cash Hows through the issuance of long-term debt, engaging
a consuldng firm to assist it in its cfforts to develop a series of detailed revenue enhancement and
expenditure reduction initiatives and the enactment of certain laws directed toward improving the
Government’s financial situation. In October 1999, the Government and the U.S. Department of Interior
{DOI) entered iuto a Memorandum of Understanding {the MO} whereby the Government agreed to use
its best efforts to undertake certain deficit reduction initiatives. As a condition to certain new and
additional federal financial and technical assistance included in or being proposed by federal
appropriations or other legislation, certain financial performance and accountability standards were agreed
upon by the Govemment, which the DOI believes are necessary for the Government to achieve long-term
economic recovery. Pursuant to the MOU, the release of such new and additional federal funds to the
Government is subject 1o compliance with such performance and verifiable objectives agreed upon in such
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agreement. The accountability and financial performance standards agreed upon in the MOU include:
(1) preparation of five-year financial recovery plan to be provided to DOL within 90 days of the date of the
MOU, i) a fiscal year 2000 budget mandaring substantial reductions in departrnental budgets and overall
general fund fiscal year 2000 expenditures not to exceed $432.1 million; {ii) absent extraordinary
circumstances, to maintain balanced budgets afier fiscal year 2003 with any generated surpluscs applied to
the reduction of the accumulated deficit and unfunded eobligations; (iv) annual preparation of financial
reports; and (v) efforts to reduce the outstanding debt of the Government. On October 29, 1999, the DOI
and the Government entered into an amendment of the MOU, which amended the Government's
requirement to seek change in the Virgin Islands public labor rclations law to comply with federal labor
Iaw. Pursuant to such amendment, the Government, in collaboration with union representatives, is
encouraged to pursue reform initiatives through collective bargaining to bring fiscal solvency to the
Government. In addition to the financial performance standards set forth in the MOU, the MOU further
provides for the DOT and the Government to enter into a program of preservation and enhancernent of the
natural, cultural, and historic resourccs of the [J.8. Virgin Islands to stimulate local economic growth
through sustainable tourism. The Government is discussing with DO certain events of noncompliance,
remedial actions necessary Lo comply with the provisions of the MOU, and its effect on the Government’s
financial condition and results ol operations.

In April 2000, the Economic Recovery Task Force submilted the five-year operating and strategic financial
plan to the Governor for action. The plan provides over 200 recommendations that propose to reduce and
eventually eliminate the strueturat budget deficit by restructuring and refonming Governient operations
and [orging a partnership with the private sector mtended to result in sustained growth.

In Janwary 2403, the T.S. Department of Interjor issued an Audit Report concluding that all criteria of the
MOU were partially or substantially achieved except: (i) implementation of collective hargaining reforms
to assist the fiscal solvency of the Government and (if) completion of comprehensive annual reports within
120 days of ycar-end and single audits within nine months of year-end. As part of the MOU, the
Government has comumitted to maintaining balanced budgets after the fiscal year ended September 30,
2003, with any surpluses applied to liquidating outstanding debt. The U.S. Department of Interior
acknowledged that it had not achieved its objective of providing tunding for the V.I. Conservation Fund
and commmitted to providing funds for capital improvements, technical assistance, and other assistance once
the Government has achieved substantial compliance.

The DOI and the Governmenl are cwrrently negotiating a proposed Memorandum of Understanding
(MOU) regarding the fiscal and economic recovery of the Government to supersede the existing MOU.
The proposed MOU is expecied to provide standards of financial performance and accountability to guide
the Goveroment in developing and implementing its fiscal and sconomic recevery program and in
achieving a balanced budget. The proposcd MOU is expected to set forth the goals and commitments of the
DOI with respect to additional federal financial and technical assistance that may be required to achieve
the fiscal and economic objectives under the proposed MOU.

Restatements and Other Changes to Net Assets

(@} Restatement
The following table illustrates the change to net assets at the beginning of the year as previcusly
reported in the governmental activities' statement of net assets. The change is due to the early
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adoption of GASE Technical Dulletin 2004-1, Tobacee Setfement Reperting and Financial
Reporting Entity Issues, by the TSFC in which they accrued an estimate of the fiscal year 2003
tobaceo settlement revenues as of September 30, 2003, based on the payments received subsequent
to September 30, 2003, The beginning net assets of the governmental activities have been restated as
follows (expressed in theusands):

Beginning net assets, as previously reported % {508,798)
Restatement -
Tobaceo Scttlement Financing Corporation 826

Beginning net assets as restated

$ (507,97%)

Qther Changes to Beginning Net Assefs

The following table summarizes the change in net assets at the beginning of the year in the statement
of net assets and statement of net assets—proprietary funds as previously reported in the statement of
net agsets, The change resulted from the exclusion of the VI Lottery (nonmajor enterprise [und)
financial slatements as of and for the fiscal year ended Scptcmber 30, 2003 due to their
unavailability. The beginning net assets of the business-type aetivities and the other cnterprise funds
have been adjusted as follows {expressed in thousands):

Enterprise
Business-type funds
activities Other funds
Beginning net assets,
as previously reported 3 77,212 7,298
Exclusion of VI Lottery financial statcments 5,181 3,181
Beginning net assets, as adjusted $ 82,393 12,479

(15) Subseqnent Events

(@)  Primary Government

Tn December 2003, the PFA issued $257.9 million in Series 2003 A Revenue Bonds. The proceeds of
the bonds will be used to: {ijrepay the Revenuc Bond Anticipation Note, Series 2003 of
$100 million mentioned above, (ii) fund cerfain necessary public safety and other public sector
capital development projects, (iii) fund the Debt Service Reserve Account, and (iv) pay the costs of
issuing the Series 2003A Bonds. The bonds are supported by pledged gross receipts taxes.

In ebruary 2004, the PFA issued private activity bonds amounting to $50.6 million to finance costs
of construction of a coker plant for a refinery on the island of St. Croix, The refinery is responsible
for all debt service payments of the private activity bonds.

In October 2004, the excise tax on nmm of 13.5 cents per gallon, which was scheduled to expire on
December 31, 2003, was extended to December 31, 2005.

85 (Continued)
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In October 2004, FEMA notificd the PG that it had received full forgiveness of the Hurricane
Marilyn Community Disaster Loan of $127.2 million and accrued interest of $32.1 million. Under
FEMA guidelines, the loan became a capital grant at the date in which the requirements for
Administrative Loan Cancellation were met and notification of forgivencss was received from
FEMA. The loan lorgiveness is recognized as a special item in the statement of activities for the
fiscal year ended September 30, 2003,

in October 2004, the President signed the American Jobs Creation Act which changes the residency
requirements and source of income requirements for U.S. territories and possessions, including the
11.8. Virgin Islands. The Government has retained an independent consultunt to evaluate the effect of
this legislation on the Territerial economy and tax structure.

In December 2004, the PFA issued the Serics 2004A Intemal Revenue Matching Fund bonds in the
amount of $94 million. The proceeds of the bonds will be used to finance the construction of two
wastewater treatment plants to be built on the islands of St. Thomas and St. Croix, the rehabilitation
of other wastewater facilities, and provide start-up capital for the newly crcated Virgin Islands
‘Waste Management Authority, The Government has pledged rum excise tax matching funds for the
repayment of the bonds.

Component Units

In October 2003, VIPA issued the Series 2003C Marine Revenue Bends amounting to $10.8 million.
Bond proceeds will he used to finance the rehabilitation and construction of berthing piers on the
island of 8t. Thomas.

In January 2004, the Virgin Islands” Waste Management Authority was created by Act No. 6638 as a
nonprofit, public body corporate and politic of the Govemment with the purpose of providing
environmentally sound management for the collection and disposal of solid waste, including
operation and closure of landfills, and wastewater collection, transport, treatment, and disposal in the
Territory. A board of directors consisting of seven members will be appointed by the Governor.

On July 2004, the University of Virgin Islands issued $21.1 million in Series 2004A (eneral
Obligation Improvement Bends. The proceeds of the bonds will be used to (i} finance a portion of
the costs of the construction, furnishing and equipment of the 2004 progect, (i) fund the Debt Service
Reserve Requirement, and (iii} pay certain cost of issuance of the 2004 Series A Bonds.
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KPMG LLP

American International Plaza
Suite 1100

250 Mufioz Rivera Avenue
San Juan, PR 00918-1818

Independent Auditors’ Report

The Honorabic Governor of the Government of the
United States Virgin Istands:

We have audited the accompanying financial stalements of the governmental activities, the business-type
aclivities, the aggregate discretely presented compouent wvnits, each major {und, and the aggregat:
remaining fund information of the Government of the Uniled States Virgin Islands (the Gavernment) as of
and for the year ended September 30, 2002, which collectively comprise the Government's basic financial
statements as listed in the table of contcms. These financial statenwents are the responsibility of the
Governnient’s management. Our responsibilily is to express opinions on these lnancial statements hased
on our audit. We dtd not audit the financial staternents of the following component units:

. The Virgin Islands Public Finance Authority (PFAJ, a bicnded compenent unii, which represents
100% of the asgets, fund balance, and revenue of the PEA Debi Scrvice Fund {2 major fund); 100%
of assets, nel assets, and rcvenue of the West Indian Company (a2 major fund); 3.07%, 2.86%, and
B.50% of the assets, nel assers/tund balance, and revenuve of the aggrcgate remaining fund
information; 14.84%, 23.10%, and 18.20% of the assels, net assets, and revenue of the governmental
activities; and 41%, 29%, and 28% of the assels, net assels, and revenue of the bustness-type
activitics.

. The Tobacco Seldement Financing Corporation, a blended component unit, which represents 1.12%,
0.22%, and 0.75%, respectively, of the assety, net assets/fund balance, and revenue of the aggregate
remaining fund inforwation, and [.63%, 0.56%, and 0.18% of the assets, per assets, and revenee of
the governmental activities.

. The Viegio Islands Port Authority, Virgin Islands Heusing Authority, University of the Virgin
Islands, Viegin Bslands Public Television System, Virgin Islands Economic Development Authority,
Magens’ Bay Authority, Virgin Islands Government Hospital and Health Facifities Corporation {Roy
L. Schneider Hospital and Juan F. Luis [Tospital and Medical Center), anil the Viegin Islands
Housing Finance Authority, discrelely preseunted component units, which collectively represent 66%,
B0%, and 67%, respectively, of the assets, net assets, and revenue of Lthe aggregate discretely
prescnted compongcnt units,

These financial statements were audited by other auditors whose reperts 1hereon have been furmshed to us,
and cur opinions, insofac as they relate to the amounts included for the activities, funds, and component
units indicated above, are based on the ceports of the other auditocs.

Execcpt as discussed n the following six paragraphs, we conducted our audit in accordanice with auditing
standards generally accepted in the United States of Amenca, Those standards require that we plan and
pecform the audit to oblain reasenable assurance about whether the inancial stalements are free of material
raisstatement. An audit inclndes examining, on a test basis, evidence supporting the amounts and

. KFWG LR, 9 WS, ImAge kil gannachip, 15 the J 5
rreeions D £f FRUS Inteimal i 4 s ananaidima

disclosures in the financial statements. An audit also includes assessing Lhe accounting principles used and
the significant estimates made by management, as well as evalvating the overall financial statement
presentation. We believe that our audit and the reports of uther auditors provide a reasonable basis for our
opuions.

The Government did not roaintain accounting recerds for income tax receivahles stated at $87 million in
the peneral fund and governmental activities as of Seplembcr 3¢, 2002, Tt was impracticable 1o cxtend our
pracedures sufficiently to delermine the extent to which the general fund and the governmenial activilies as
of and for the year cnded September 30, 2002 may have been aftected by these conditions.

The financtal statements of the Virgin islands Lottery {the Lottery) have not been audiled, apd we were not
engaged to audit the Lottery’s financial statements as part of our audit of the Government’s basic financial
statements. The Lottery’s financial activities are recorded in the Government’s basic financial statements
as a nonmajor enterprise fund and rcpresent 0.10%, 0.41%, and 6.81%,. respectively, of the assets, net
assets, and revenve of the aggregate remaining fund information, and 2%, 7%, and 28% of the assets, net
assets, and ravenue of the business-Lype activities.

We were unable 0 obtain sufficient competent evidential matier supporting the Government’s receivable
for unemployment insorance contributions in the Unemployment Inswrance Fund {a major furd) and the
busingss-type activities as of September 30, 2002 due te inadequale records. The Government’s records dao
not permit, nor is it praclicable to extend our anditing procedures sufficiently o determine the extent to
which the Unemployment Insurance Fund (a majoer fund} and business-type activities as of and for the year
eaded Seplember 30, 2002 may have been affected by these conditions.

The report of the other auditors on the 2002 financial slatements of the Virgin Islands Government
Hospital and Health Facilities Corporation (Roy L. Schneider [Hospital), a discretely presented coraponent
unit, was qualified becanse they were unable to oblain sufficient audit evidence as 1o the propricty of
transactions recorded in the statement of net assets as of September 30, 2001, Total assets and nct assels as
of September 30, 2001 amouated to $78 million and $68 million, respectively. Such amounts may affect
the determiration of results of oparations for the year ended September 30, 2002,

The report of the other audilors on the 2001 financial stalements of the Vicgin [slunds HMousing Authority
(VIHA), a discretely presented component unit, was qualificd because they weee unable to obtain sufficient
aundit evidence to determine whether capital asscts amounting Lo 374 million werc fairly stated.

The repost of the other auditors on the 2002 tinancial statements of the Virgin Istands Housing Finance
Anthority (VIHFA), a discretely presented component unit, was qualified because they were unable to
obtain sufficient audit cvidence Lo determine whether land held for sale amounting o approximatety
$25 million was fairly stated. .

The Government did noi record a receivable for gross eceipts luxes. Accounting principles generally
accepted 1n the United States of America require the Govemnment to record a receivable tor taxes levied on
pross receipts in periods prior to September 30, 2002 estimated w be collectible. The amount by which this
departure would affect the assets, net assets, and revenue of the generat fund and governmental activities is
not reasonably determinable.

The basic financial slatements do aov inchide a provision for landFil} closure and posiclosure costs in long-
term liabilities as required by accounting principles generally accepted in the Uniwed States of America.
The effcets of this deparmuze from accounting principles generally accepted o the United States of America
on the governmental activities have not been derermined.
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In our apinton, based on our audit and the reports of the other auditors, except for:

- the effects of not niintaining accounting records lor income tax receivables stated at $87 milfion nor
recording a reccivable for gross receipts taxes in the general fund and governrenial activities and
not recording a provision for fandfill closure and posiclosure costs in governmeatal activities, as
described in paragraphs three, nine, and tea above, the basic financial statements referred 1o above
present fairly, in all material respects, the respective financial position of the governmental activities
and the general fund of the Government ai of September 30, 2002, and the respective changes in
financial pasition thereol for the year then ended in conformity with accounting principles generally
accepted in the United States of America;

. the effeets of the adjustments, i any, as might have been determined 10 be necessary had the Lottery
been andited for the business-type aclivities and had we been able to examine evidence regarding the
receivable for unemployment insurance in the bustress-type activities and the Unemployment
Insurance Fund (a major fund), as descibed in paragraphs four and five above, the financial
statements referred to above present fairly, in all material respects, the respective financial position
of the business-type activities and the Uncmployment [osurance Fund {a major fund) of the
Gavernmnent as of Scptember 30, 2002, and the respective changes in financial position and cash
flows, where applicable, thereof For the year then ended in conformity with accounting principles
gencrally acuepted in the United States of America; and

. ihe effccts of the adjustments, 1 any, as might have been determined 1w be necessary, had the other
auditors been able to: () satisfy themselves as to the propriety of certain transactions af the Virgin
Islands Government Hospital and Health Faciities Cosporation (Roy L. Schoeider Hospital)
recorded in Lthe statement of net assets as of September 30, 2001, (i1) obtaln sufficient audit evidence
1o detcrmine whether capital assets and land held for sale amounting to $74 million and $25 million
in the financial statements of VIHA and VIHFA, respectively, were fairly stated, as described in
paragraphs six, seven, and cight above, the financial statements eferred to above present faicly, i all
mafcrial respects, the financial position of Lhe aggregate discretely presented component units of the
Government of the Uniled States Virgin Islands, as of September 30, 2002, and the respective
changes tn financial position thereof for the year then snded in conformity with accounling
principles generally aceepted in the United States ol America.

Finally, in our opinion, the financial statements referred to above present fairly, in all materal respects, 1l
respective financial position of the PFA Debt Service Fund, the West [ndian Company, and the aggregate
remaining fund information of the Government of the United States Virgin Islands as of Septernber 30,
2002, and the respective ckanges in financial position and cash flows, where applicable, (hereof, and the
respective budgetary comparison for the general fund for the year then ended in conformity with
accounting principles generally accepled in the United States of Ainerica.

As described in notes § and 15, the Government has implemented a new (inancial reporting madel, as
required by GASB Statement No. 34, Rasic Financial Statements—and Management's Discussion and
Analysis -for State and Local Governments, GASE Statement No. 35, fasic Financial Statemenis—ond
Maragement's Discussion and Anralysis—for Public Colleges and Universities, GASR No. 37, Basic
Financial Statement and Management’s Discussion and Analysis—for State and Local Governments:
Omnibus, GAST Statement No. 38, Cerssin  Finaacial Staterment Note Disclosures, and GASE
Interpretation Na. 6, Recogrition and Meoswrement of Certam Liobiliies and  Expenditures in
Governmental Fund Financial Statements, as of Qctoher 1, 2001,

3 {Continucd)

The manageruent’s discussion and analysis on pages 5 through 14 js not a required part of the basic
financial statements bul is supplementary isformation required by accounting principles generally accepied
in the United States of America. We have applied certain limired procedures, which consisted princjpally
of ingquiries of management regarding the methods of measurement and presentation of lhe required
supplcmentary information. However, we did ot sudit the information and express no opinion on it

KPr e LP

April 23, 2004

Stamp No. 1987942 of the Puerto Rico
Society of Cenified Pablic Accountants
was affixed Lo the record copy of this report.



GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
Scptember 30, 2002

Introduction

The following diseussion and analysis presents an overview of the financial position and activities of the
Government of the Uniled States Virgin Islands (the Government) as of and for the fiscal year ended
September 3(k, 2002, Since this is the first year that the Government is required to present this formal, only onc
year of financial data is presented. In future years, a comparative analysis will be presented.

Changes in Financial Reporting

The Government’s financial reporting for this fiscal year uses a substantially revised format as compared to
previous years. The new reporting focus is on the Government as a whole, and on the major individual funds of
the Government. This is due to the implementation of Governmental Accounting Standards Board (GASB)
Statement No. 34, Basic Financial Statements—and Management Discussion and Analysis—for State and Local
Governments, and GASB Statement No. 35, Basic Financial Statements—and Management’s Discussion and
Analysis—for Public Colleges and Universities, as amended for GASB Statement No. 37, Basie Financial
Statements—and Manag ‘s Discussion and Analysis for State and Local Governments: Omnibus, GASB
Statement No. 38, Certain Financial Statement Note Disclosures, and Interpretation No. 6, Recagnition and
Measurement of Certain Linbifities and Expenditures in Governmental Fund Financial Statements.

The basic financial statements include govemment-wide financial statements, fund financial statements, and
dmlcs thal provide more detailed information to supplement the basic financial statements.
1

Uu;IGovernment-wide Financial Statements

The government-wide financial statements are designed to present an overall picture of the financial position of
the Government. These statements consist of the statement of nct assets and the statement of activities, which are
prepared using the economic resources measurement focus and the accrual basis of accounting. This means that
current year’s revenue and expenscs are included regardless of whern cash is received or paid, producing a view
of financial position similar to that presented by most private-scotor companies,

The statement of net assets combines and consolidates the Government’s current financial resources with capital
assets and long-term obligations.

Both of the above financial statements have separate sections for three different types of the Government
prograins or acfivifies. These three types ol activilies are as follows:

Governmental Activities — The activities m this section are mostly supported by taxes and intergovernmental
revenue (federal grants). Most services normally associated with the primary government (PG) fall into this
category, including general government, public safety, health, public housing and welfare, education.
transportation and communication and culture and recreation.

Business-Type Activities — These functions normally are intended to recover all or a significant portion of their
costs through user fees and charges to exfernal users of goods and scrvices, These business-type activities of the
Government include the operations of the following major funds: (i} the unemployment insurance fund and
(1) the West Indian Company {(WICO}. Both of these programs operate with minimal assistance from the
governmental activities of the Government.
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Discretely Presented Component Units — These are operations for which the Government has financial
accountability even though they have certain independeni qualities as well, For the most part, these entitics
operate similar to private sector businesses and the business-type activities described above. The Government’s
discretely presented component units are presented in two categories, major and nonmajor. This separation is
determined by the relative size of the entilies’ assets, liabilities, revenue, and expenses in relation 1o the total of
all component units.

Fund Financial Statements

Fund financial statements focus on the most significant (or major) finds of the Government. A fund is a separate
accounting entity with a self-balancing set of accounts. The Government uses funds to keep track of sources of
funding and spending related to specific activities. The Government uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements.

A major fund is a find whose revenues, expenditures or expense, assets, or liabilities (excluding extraordinary
ilems) are at lcast 10% of corresponding totals for all governmental or enterprisc funds and at least 5% of the
aggregate amount for all governmental and cnterprise funds for the same item. The general fund is always
considered a major fund. In addition to funds that meet the major fund criteria, any other governmental or
enterprise fund that the Government believes is particularly important to the financial statements may be reported
as a major fund.

All of the furkds of the government arc divided into three categories: governmental funds, proprictary [unds, and
fiduciary funds.

Governmental Funds

Governmental funds are accounted for using the modified accrual basis of accounting, which measures cash and
other asscts that can be readily converted to cash. The governmental fund statements provide a defailed
short-terrm view of the PG’s general governmental operations and the basic services it provides. The
reconciliation following the fund financial statements explains the differences between the governmental
activities, reported in the government-wide financial statements and the governmental funds financial statements.
The general fund and the debt service fund are reporied as major governmental finds,

The general fund is the PG™s primary operating fund. Tt accounts for all financial resources of the PG, except
those required to be accounted for in another fund.

The PFA Debt Service Fund accounts for the resources aceumulated, and payments made, for principal and
interest on long-term general otligation debt issued by PFA on behalf of the Government.

Proprietary Funds

Services provided 1o outside (nongovernmental) customers are reported in enterprise funds. Enterprise funds are
accounted for using the economic resources measurement focus and the accrual basis of accounting. These are
the same business-type activities reported in the government-wide financial statcments,

The unemployment insurance fund and the WICC fund are major proprietary funds.

The unemployment insurance fiund is a federally mandated program o manage imemploymeni insurance.
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The WICO fund accounts for the activities of WICO, that awns a port facility including a cruise ship pier, and
manages 2 shopping mall and rental complex.

Fiduciary Funds
The Government is the trustee, or fiduciary, for several agency funds.

The fiduciary activities are reported in a separate statement of fiduciary nct assets and a statement of changes in
fiduciary net asscts.

Financial Annlysis of the Government As a Whale

Since comparable numbers are el available for prior years, the analysis of the Government’s overall financial
posilion under the accrual basis of accounting, will be limited to an analysis of the current year. A comparative
analysis will be provided in fiscal year 2043,

Financial Analysis of the Primary Government (PG)

The total deficit of the PG amounted to $431 million as of Seplember 30, 2002, It represents the net cffect of
$201 million invested in capital assets, net of related debt; $225 million restricted by statule or other legal
requirements, not available to finance day fo day operations of the government; and $857 million representing an
Um:restricted deficit of the PG, For the fiscal year ended Scptember 30, 2002, the PG eamed program and general
T revene amounting to $854 million, and reported expenses of $891 million, resulting in a change in the deficit of
37 million. As explained in note 14 to the basic financial statements, the Government has initiated specific
actions 1o improve its future cash flows through the issuance of long-term debt, the development of a series of
detailed revenue enhanccment and expendihire reduction initiatives and the enactment of certzin laws directed
toward improving the Government’s financial siluation.

7 (Continued)
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A summary of tiet assets (deficit} and changes in net assets (deficil) for the primary government follows:

Summary Schedule of Nct Asscts (Deficit) — Primary Government

Assets:
Current asscts
Capital assets
Orther assets

Total assets

Liabilitics:
Current liabilities
Noncurrent liabilities

Total liabilities
Net assels:
Invested in capital assets, net of
velated debt

Restricted
Unrestricted (deficity

Total net assets (deficit)

September 30, 2002
(In thousands)
Governmental Busincss-type
activities activities Total
$ 542,653 72,856 615,509
592,969 37,279 630,248
1,975 497 2,472
1,137,597 110,632 1,248,229
260,259 13,096 273,335
1,386,136 20,324 1,406,460
1,646,395 33,420 1,679,813
183,746 16,955 200,701
166,257 58,786 225,043
(838,801) 1471 (857.330)
% (508,798) 77.212 (431,586)
8 (Continued)
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Summary Schedule of Changes in Net Assets (Deficit) - Primary Government
Year ended September 30, 2002

{In thousands)

Governmental Business-type

activities activities Total
Revenue:

Program revenue:
Charges [or scrvices 5 11,469 45,690 57,159
Operating grants and contributions 132,686 — 132,686
Capital grants and contributions 18,636 — 18,636

General revenue:
Taxes 590,315 — 599,315
Transfers {1,294) 1,294 —
Other general revenue 41,612 4,715 46,327
Total revenue 802,424 51,699 854,123

,UExpenses:

O  General government 335,084 —_ 335,084
Public safety 43,230 — 45,230
Health 96,473 — 96,473
Public housing and welfare 62,440 — 62,440
Education 168,300 — 168,809
Transportation and communication 38,534 — 38,534
Cuiture and recreation 9,410 — 92,410
Inieresl on long-term debt 71,190 —_— 71,190
Unemployment insurance — 22,276 22,276
West Indian Company — 8,671 8.671
Lottery — 14,054 14,054
Workimen’s compensation — 7426 7,426
Other business-type activities — 11,676 11,676

Total expenses 827,170 64,103 891,273
Change in net assets (deficit) (24,746) (12,404) (37.1530)
Net assets (deficit), heginning
of year (484,052) 89,616 (394.436)
Wet assets {deficit), end of year 5 (508.798) 77,212 {431,586)
9 (Continned)
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Budgetary Highlights

The Office of Management and Budget ol the PG prepares an annual executive budget subject to approval by the
Governor and the Legislature of the Virgin Islands. The executive budget is prepared on a budgetary basis similar
10 the cash basis of accounting, The executive budget includes only those funds that are subject to appropriation
by law. More information regarding budgetary procedures is provided i note 3 of the financial staterents.

A summary of the budgetary report for the general fund of the PG, included on page 22 of the financial
statements, follows:

Summary Statement of Revenue and Expenditures — Budget and Actual —
Budgetary Basis — General Fund
Year ended September 30, 2002

(In thousands)
Original Amended
budget hudget Artual Variance

Total revenue 3 477,026 477,026 416,970 (60,056)
Total expenditures 601,021 604,061 548,425 55,636
Excess of expenditures

gver revenue (123,995) (127,035) (131.455) (4,420)
Other fmancing sources {uses) 81,245 81,245 87,666 6,421
Excess of cxpenditures and other

uses over revenue and other

sources 5 (42,750) {45,790y (43,789 2,001

The PG realized a revenue variance of (560 million} due to declining tax revenue. The PG realized a $55.6
millicn variance in expenditures, due to controlled spending imposed by revenue shortfalls.

For more information regarding the financial condition of the PG, see the Economic Cendition and Outlook
section of this report.

Capital Assets

During fiscal ycar 2002, the PG contracted with an independent national appraisal firm to develop a schedule of
capital assets, The PG also devcloped standard capitalization thresholds and majer classes of asscts for all
government entities.

Capital asset additions during the fiscal year amounted to $38.7million for govertunental activities and
$4.5 mllion for business-type activities.

10 {Continued}



GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2002

The Govemnment's capital assets include land, land improvements, buildings, building improvements, machinery,
equipment, infrastructure, and construction in progress as follows:

Capital Assets — P'rimary Government

{In thousands)
Governmental Rusiness-type
activities activitics Total

Land and improvements $ 187,187 5,375 192,562
Buildings and improvements 390,630 38,859 420,489
Machinery and equipment 63,438 3310 66,748
Infrastructure 103,170 — 103,170
Construction in progress 5,544 1,119 6,663
749 959 48,663 798,632

Less aceumulated depreciation (157,000) (11,384) (168,384)
Total capital assets 5 592,969 37,279 630,248

86-d

11 (Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2002

Debt Administration

The Government issues both general oblipation bonds and revenuc bonds. The Revised Organic Act (48 U.S.C.
Section 1574 (b){ii) restricts the principal amount of general obligation debt which the Government may issue to
no greater than 10% of the aggregate assessed valuation of taxable real property in the 1.5, Virgin Islands.
Following is a summary of bonds outstanding as of September 30, 2002:

Primary Government — Bonds Payable

(In thousands)
Final Interest
Bonds puyable maturity rates Balance
1998 Serics A, B, C, I, and E revenue
and refunding bonds 2022 350%t07.11% § 490 495
1999 Projoct revenue bonds 2003 6.25% 7,295
1999 Series A general obligation bonds 2010 6.50% 7,260
1999 Beries A revenue honds 2029 4.2% to 6.40% 292,180
2001 Series A tobaceo bonds 2031 5% 23,685
Subtotal 829,915
Less:
Deferred amount on relindings (3,696)
Bonds discount (10,949
Bonds accretion (1,723)
Total 5 813,547

The 1998 Bonds are nonrecowrse bonds sceured by rum excise taxes remitted by the U.S. Treasury. The 1969
Serics A Revenue Bonds are secured by the pledge of gross reccipts, and along with the 1999 Series A General
Obligation and Project Revenuc Bonds are general obligations of the PG. Note 9 provides detailed information
regarding all bonds of the territory.

During fiscal year 2002, the Tobacco Settlement Financing Corporation, a blended componcnt unit, issued the
2001 Series A, Term and Serial Bonds amounting to $23.7 million.

The MG made bond principal payments on all outstanding general and special revetiue bonds amounting to
$19.3 million during tiscal year 2002.

Standard & Poor’s and Moody's have given the Government’s bonds ratings of “BBB” and “AAA”, respectively.
Ratings reflect only the respective views of the rating agencics and an explanation of the significance of each
rating may be oblained only from the respective rating agency.

At September 30, 2002, the PG had an ovtstanding Community Disaster Loan amounting to $127.2 million and
had accrued interest of $32 mullion related to this loan,

12 (Continucd)



GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
Scptember 30, 2002

The P(3 also had an unrecerded actuarial valuation of unfunded pension plan liability cstimated at $815.9 million
at September 30, 2002.

Other liahilities of the PG include:

Primary Government — (ither Liabhilities

{In millions)
Accrued compensated absences $ 54
Retroaclive union arbitration liability 368
Accrued litigation 4
Accrued disallowed costs 19
Total other liabilitics $ 445

Economic Condition and Outlook

The PG ended fiscal year 2002 with a deficit amounting to $431 million, of which $857 million relates 1o an
unrestricted deficit. The PG is expetiencing the combined challenge of revenue decreases and expenditure
increases.

Q'Jievenue Decreases

©rhe PG collects income tax revenue under the “mirror” income tax system. The Government’s tax laws “mirror™
the U.S. Internal Revenue Service {IRS) Code, Rules and Regulations.

New Tax Acts passed by ULS. Congress in fiscal year 2003 will have a negative impact on revenue due lo
decreases in tax rates, expanded tax credits, and expanded tax deductions.

In connection with a real property tax case instituted against the PG in the T8, District Cowrt of the Virgin
Islands, the Government was enjoincd for a four-month period in fiscal year 20413 from appraising and assessing
any teal property taxes until it modified its system of appraisal to comply with certain court mandatcs. As a
result, effective Augusl 2003, it has been using the 1998 assessment value 10 issue tax bills and collect taxes, aml
expects to centinue to do so until a new appraisal system is implemented which is intended to satisfy the court’s
decision, or the decision is reversed on appeal. The PG i3 asscssing the effect of this order on fiscal year 2003
revenue.

The Government is currently in litigation challenging the computation of its corporate franchisc tax. Of the four
cascs broupghl against the Government, one is currenily before the Virgin Islands Territorial Court, and the
remaining three cascs are currenlly on appeal.

Expenditnre Increases

‘The PG faces the challengc of carryforward expenditures from prior fiscal years and increasing expenditures in
the current fiscal year. Carryforward expenditures consist mainly of retroactive salary increases, which
accurnulated following Hurricanes Hugo, Marilyn, and Bertha in the years of 1990 through 1998.

13 {Continued}

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Management’s Discussion and Analysis
September 30, 2002

Current increasing governmental expenditures include: increased health insurance premiuvms, pharmaceutical
premiums, wiemployment insurance benefits, and salary expense.

In addition, the Government is still cxperiencing the impact of the general economic decline in the United States
and the impact of the terrorist attacks on September 11, 2001,

Deficit Reduction Measnres

The PG is implementing a number of deficit reducing measures including: (1) inerease of local taxes including
the highway users tax and stamp tax; (i) itoplementation of new local taxes including an excise tex on
importation of personal goods and a petroletnn tax; and (iif} exerting preater control of expenditures through the
budgetary process.

Contacting the Gevernment’s Financial Management

This financial report is designed to provide the Government's citizens, taxpayers, customers, and investors and
creditors with a general overview of the Gevernment’s finances. If you have questions about this report, or need
additienal financial information, contact the Government of the UL, Virgin Islands, Department of Finance,
No. 2314 Kronprindsens Gade, St. Thomas, VI 00802,

14



GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Asgels:

Cash and cash equivalents
Investments
Receivables, net
Internal balances
Loans and advances
Due from component units
Note receivable
Due {rom primary government
Due from federal government
Inventories
Food stamp coupens
Other assels
Restricted:
Cash and cash equivalents
Investments
Other
Capital assets
Deferred expenses

‘l'otal assets

IDLiabﬂﬂies:

=
Q
o

Current liabilities:
Acecounts payable and accrued labilities
Tax refimd payable
Uncmployment insurance benefits
Customer deposits
Due to primary government
Due to companent units
Due to federal government
Lines of credit
Interest payable
Deferred revenue
Other current liabilities
Due within one yeur:
Loans payable
Boniis payable
Other liabilities
Moncurrent liabilities:
Due in more than one year:
Loans payable
Bonds payable
Othier liabilities

Total liabilities

Statement of Net Asscts (Deficily
September 30, 2002
(In thousands)

Primary Government

Governmental Business-type Compounent
activities activities Total units

s 96,869 7,133 104,002 52,615
227,693 — 227,693 24,442
133,959 4,126 138,085 45,684
5,282 (5:282) — -_—
— 5417 5417 2,369
15,365 — 15,363 -

— — — 15,689

— — — 4,382

24,929 —_ 24,929 5,673

— 435 435 18,501

4,740 — 4,740 -
1,121 1,012 2,133 4,911
32,695 60,015 §2.710 29,767

- —_— — 49,301

—_ — — 195
592,969 37279 630,248 704,380
1975 497 2,472 3,344
1,137,597 110,632 1,248,229 976,253
35,722 4,486 60,208 69,695
53,134 — 53,134 —

— 8,610 8,610 —

— — — 16,282

— — — 15,365

4382 — 4,382 —

— — — 5,300

— — — 20,000

35,425 — 55425 3,803
89,703 — 89,703 3,546
1,893 — 1,893 12,006

— 1,030 1,030 152

18,580 —_ 18,580 10,270
29,325 — 29,325 36
127,200 19,294 146,494 3,857
794,967 — 794,967 165,653
416,064 — 416,064 25354

3 1,646,398 33,420 1,679,815 351,330

15 {Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Net Asscts (Deficit), continued

Net assets:
Tnveated in capital assets, net of related debt
Restricted for:
Unemployment insurance
Debt service
Capital projects
Other purposes
Unrestricted (deficit)

Tuastal net assets (deficit)

See aceompunying notes to basic financial statements.

$

September 30, 2002
(In thousands)

Primary Government

Governmental Business-type Component
activities activities Total units

183,746 16,955 200,701 523,889

— 49.576 49,376 —

132,637 — 132,637 —

33,620 — 33,620 —

— 9210 9,210 53,320

(858,801) 1,471 (B57,330) 47,705

(508,798) 77.212 (431,586} 624,914
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Staternent of Activifies
Yeur ended September 30, 2002
(In thousands)

Nei (expense) revenue und

Program revenue changes {11 net psvets

Operafing Capital FPrinmry government
Charges for grants and prants and Guverninental Busipess-fype Component
Expenses Services contrihutions cuntribmiions artivities activities Total units
Functions:
Primury government;
Governments] activitics:
General puvemmoenl g 335,084 2,488 22,249 11,575 (298,772) - (298,772)
Public satety 45,230 2,375 14916 — (27,939} — (27,939 —
Health 96,473 LALS 26,105 - (68,552 - {68,552)
Tublic housing and welfare 62,440 1,114 45,037 — (16,289} — (16,239 —
Education 168,800 1,552 22,431 —_ (144,825) —- {144,323) —
Transporiation and commugication 38,534 1,827 1,266 7,061 (28,380) — (28,380) —
Cultupe and recrestion 5,410 206 82 - (3,432} — (8,432) —
‘Imtsrest om Tong-tsmm debt 71,190 — — — (71,190} — FL100) —
Total governmental activities 827,170 11,489 132,686 18,636 (664,379) — (664,379) —
Business-lype activites:
Unemployment jnsurance 22,276 6,152 — — — {18,124) {16,124 —
West Indian Company &,671 5,955 —- — — 1,324 1324 -
T.ottery 14,054 14,061 — — - 7 T —
Waorkinen’s compensation 7,426 7,652 —_ — — 226 228 —_
Qther 11,676 7,830 — — - (3,848} (3,846) —
Tolal business-type activities 64,103 43,690 — — {18,413} (18,413) —
Total primary govermment 801,273 57,159 132,68¢ 18,636 (664.379) {18,413) (6R2.792) —
Companent anits:
Virgin Island= Honsing Authority 64,504 3,717 31,826 13,963 — — — (13,008)
Vitgin [slunds Port Authority 47,232 33,951 19,844 — — — _ 6,563
Virgin Islands Water and Power Anthority:
Eleetric System 111,260 111,496 1,993 — — — - 2,229
Water Byslem 24,817 25,832 1,605 — — — — 2,620
University of the Virgin lslands 57,352 10,402 30,606 4,758 -_ — (2,996)
Qther componcnt wiits 139,903 67,111 48313 5476 — — — (LE,003)
Total component units 3 445,668 254,509 144,277 24,197 — — (22,685}
17 {Coalinued)
GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Aclivities, continued
Year ended Scptember 30, 2002
(In thansands)
Net (expenss) ravenue and
Frogram peveuue changes in het assets
Operuling Capital Frimacy goverument
Cliukyes for grants a4 grants and Governmental Fusiness-type Cumponent
Expenses services contributions contributlons activilier activities Total units
Total primary government and companent units (654,379) (13412) (682,702 (22,685)
Goneral revenae:
Thstes 3 300,315 — 599,315 —
‘I'mnskers (1,294) 1,204 — .
Interest end other 40,349 4715 45,064 3,801
‘Lobaceo Settlement Rights 1,263 — 1,263 —
Cthcr general revenue — -— — 3,482
Tatal penesal revenne
and trangfers G38,633 6,009 645,642 9,283
Changes in net assets (defial) (24,746) (12,404) (37,1500 (13,402)
Mol asscty (deficit), beginning of vear, as restated (424,052) 89,616 (394,436) 638,316
Net asscts (deficit), end of year § (508,798) 77,212 (431,586) 624,014

See accompanying notes ta basic financial statements,
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Balance Sheet — Govemmental Funds

Scptember 30, 2002
{In thousands)
PFA Orther Total
Deht gover ful
Assets Genceral Service funds funds
Cash and cash equivalents 3 56.61% - 40,250 96,869
Investnents 73,376 121,611 32,706 227,693
Receivables (net of allowance for uncellectible):
Taxes 127471 — 5013 132.484
Lederal poveniment — — 24,929 24,929
Accrucd Interest and other 741 - 637 1,378
Due from:
Other funds 3346 — 0,861 18,207
Component units 15,365 — — 15,365
Food stamp coupons — — 4,740 4,740
Restricted cash — — 32,695 32,695
Oiher assels — — 1,121 1,121
Total assets 3 281,918 121,611 151,952 555,481
Liabilities and Fund Balances
Accounts payable and accrued Liabilitics H 38,321 — 17,401 55,722
Tax refund payable 53,134 — — 53,134
Due to:
Other funds 10,173 — 3,178 13,351
Componen| units 4382 - — 4,382
Deferred revenue 147,021 40,049 16,529 203,599
: Other current liabilities — — 1,370 1,370
ls Total lizbilities 253,031 40,049 38,478 331,558
NOFund balances reserved ffor:
Lincumbrances 53,419 — — 53,419
Debi service — 81,562 15,926 07,488
Unreserved fund balance (deficif), reported in:
General fund (24.532) — — (24,537
Special revenue funds — — 58,568 58,568
Capital projects funds — — 38,980 38,930
Total fund balance 28,887 §1,562 113,474 223,923
‘T'otal liabilities 2nd fund halances 13 281918 121,611 151,952
Amaunts reported for governmental activities in the statement ol net assets (deficif) are different because:
Capital asscts used in povernmental activiries are not financial resources and,
therefore, are not reported in the fiunds. % 542,969
Drebt issued by the Government has associated costa that arc paid from current
available rescurces in the funds. Howeve, Lhese costs are deferred
on the statement of net assets, 1,975
Defarred tevene in governmental funds are recognized as revenue in
governmental activities. 113,8%
Other kmg-term liabilities not available to pay for cusrent-period expendinres
and therefore, not reported in the funds (55,425)

Long-term liabilities, including bonds payable, are not due and payable
inthe current period and therefore ure not reported in the funds.

Deficil of govemmental activities

See aceompanying notcs to basic financial statements.

(1,386,135)
H (508,798)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Slatement of Revenue, [ixpenditures, and Chanpes in Fund Balances

Govemmental Funds
Year ended Septeroher 0, 2002
(In tbousands)
PFA Other Total
Debt governmenta]  governmental
General Bervice funds funds
Revenue:
‘l'axes % 387,803 137,076 30,485 555,454
Fuderal grants and contributions — — 151,322 151,322
Charges for services 4,923 — 6,346 11,460
Tabaceo Settletnent Rights — 1,263 1,263
Interest and other 24,865 4,258 11,226 40,349
Total revenue 417,681 141,334 200,542 759 857
Expenditures:
Current:
Genernl govenument 266,409 — 73,255 330,664
Public safety 37,718 — 6,180 43,898
Health 47,150 — 2R ATD 05,020
Fublic housing and wolfare 30,178 — 31,948 62,126
Tducation 136,784 — 26,374 163,158
“T'ransportation and commumication 37,080 — 1,218 33,308
Culture and recreativn 6,759 —_ 2,365 9,124
Capital outliys — — 33,710 38,710
Deht service:
Prinuipal — 15,935 7,827 21762
Interest — 45,369 1,643 48,052
Bond issuance costs - — 3,311 331
Total expenditures 582,088 62,304 221,341 BG5,733
Excess (deficiency)
of revenue over (under) expenditures (164,407) 79,030 (20,495) (105,875)
COther financing sources (usos):
[3onds issued — -- 23,685 23,685
Transfers from other funds 99,326 — 21,287 120,613
Transfors to other funds (10,360) (83.339) (28,20%) (121,907)
Dizcount on bonds issued — e (124) {124)
Total other financing sources (uses), net BE,966 (83,339 16,640 22,267
Deficisucy of revenne and other
financing sonrces under expenditires
and other financing uses (75,441) (4,309) (3,859) (83,600)
Fund halance, beginning of year (as restated) 104,328 35,871 117,333 307,532
Fund balance, end of year 3 283,387 81,562 112,474 223,923
3ee accomnpanying notes to basic financial statenyents,
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Reconciliation of the Statement of Revenue, Expenditures, and Changes in

Fund Balances to the Statement of Activities — Governmental Funds
Year ended September 30, 2002
(In thousands)

Net change in fund halances — total governmental funds

Government funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which capital outlays ($38,719) exceeded depreciation
($14,669) in the current period.

Revenue in the statement of activities that do not provide current
financial resources are not reported as revenue in the funds.

Bond proceeds provide current financial resources to governmental
Tunds, but issuing debt increases long-term liabilities in the statement
of net assets. Repayment of bond principal is an expenditure in the
governmental funds, but the repayment reduces Jong-term liabilitics
in the statement of net asscts. This is the amount by which proceeds ($23,762)
exceeded repayments ($23,685).

Some expenses reported in the statement of activities do nol require
the use of current financial resources and therefore are not reported
O asexpendilures in governmental funds.

1
I=Debt issuance costs, bond aceretion, and hond discount are expenditures to governmental
Tunds, but are deferred in the statements of net assets. This is the amount of debt issue
costs, bond accretion, and bond discount for the vear,

Certain interest and other costs reported in the statement of activities do not
require the use of current financial resources and therefore are not reported as
expenditures in the governmental funds. This is the amount equivalent to the
increase in interest payable, combined with the amertization of" debt
issue costs, bond discount, and the net accretion of debt issue discounl.

Changes in net assels (deficit) of governmental activities

See accompanying notes to basic financial statements.
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(83,609)

24,041

43,360

77

10,588

3435

(23,138)
(24,746}

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statement of Revenue und Expenditures — Budget and Actual —

Revenue:
Taxes
Charges for services
Interest and other
Total revenue
Expenditures:
Current:
General government
Public safety
Health
Public housing and wellare
Education
Transportation and communication
Cuiture and recreation

Total expenditures
Excess of expenditurcs over revenne

Orther finmeing sources (ngesk
Transfers from ather find
Transfer o other fund

Total ather financing sources (uses)

Excess of expenditures and other uses
over revenue and other sources

Sue accompanying notes to basic financial statements.

Dudgetary Basis General Fund
Year ended September 36, 2002
(T thousunds)
Original Amended
budget hudget Actual Variance

$ 432,714 452714 387,893 (64,821)
7100 7.100 4.23¢ (2,561)

17,212 12,212 24,838 7.626
477,026 471,026 416,970 (60,056)
162,728 162,728 243237 (80,509)

56,497 59,537 37404 22,133

96,493 96,493 48,168 18,325

41,017 41,017 28,999 12,018

183,578 183,578 136,058 47,520

44,376 44,376 28,905 15471

16,352 16,332 5,654 10,678

601,021 504,061 548,425 33,636
(123,995} (127,035) (131,455) 4,920
97,010 97,010 98,026 1,016

(15,765) (15.765) (10.360} 35,403

81,245 81,245 87,666 6421

$ (42,750) 45,790) (43,7%9) 2,001
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS GOVERNMENT OF THE UNITED 5TATES VIRGIN ISLANDS

Stalement of Nel Assets — Proprietary Funds Statement of Revenue, Expenses, and Chanres in Net Assets
September 30, 2002 Froprictary Funds
(In thousands) Year ended September 30, 2002
(In thousands)
Busi type activities — enterprise funds
West Business-type activities — enterprise funds
Unemployment Indian Other West
insurance Company funds Totals Unemployment Indian Other
Assets: insuranee Cumpany funds Tatul
Current assets: o :
. perating revenue:

3250213231?’;?”“&‘““ $ 353 5,728 1.051 7132 Charges for servicss $ 6,152 9,995 29,543 45,690
Loans anél advances — — 5417 5417 Total operating revenue 6,152 8,995 29,543 45,690
Accrued interest and other — 1,606 2,521 4,127 : .

Toue from other funds - = 3 300 e o oot 22,276 6,157 32722 61,155
Inventories and ather current assets 1,013 434 1,447 Depreciation and aortization o 1.227 434 1661
Tetal current assets 353 8,347 9,723 18423 Total operating expenses 22,276 7,384 33,156 62,816
Noncurrent assets: : : 16 2611 3.613 5
Restricled cash and cash equivalents 57.833 2,181 — 60,014 . Operating {loss) income (16,124) X (3,613) {17,126)
Capital assets — 31,452 5,827 37,279 Nonoperating revenute {expenses):
Deferred expenscs — 497 — 497 Interest income 3,974 . ;820 521 ;l-,z’.fals
Interest expense — — ;
Total nencurrent assets 57,833 34,130 5427 97,790 " er o _ 0287 (1.287)
otal nonoperating revenue
Toral assels 58,186 42477 15,550 116213 (expensegy et 3,074 (07} - 1428
! iarﬂi“ﬁﬂ; - (Loss) icoine before operating frausfors (12,150} 1,544 (3,002) {13,698)
“urcent liabilities:
o Accounts payable and accrued liabilities — 1,315 3,170 4,485 Transfers from other funds — — 2,594 2,504
; Due w other funds — 500 5,082 5,582 Transfors to other fands = {1,300) = (1,300
[ Tnemployment insurance benefits 8,010 — — 8,510 Change in net asscts {12,150) 244 (498) (12,404)
Loans paysblc rclated to capital assets — 1,030 — 1,036
Total ¢ ligbilii 8610 2845 5252 19.707 Net assels, beginning of year {as retated) 61,726 20,054 7,796 84,616
‘otal current liabilitics X X :
Jiabil Met assets, end of year $ 49,576 20,338 7298 77,212
Noncurrent liabilities:
Loans payable related to capital assets — 19,294 — 19,294
Total ligbilities 8,610 22,139 2.252 19,001 See accompanying notes to basic fnancial statcroents,
Net assets:
Invested in capital assets, net of
related debt — 11,128 5,827 16,955
Restricted 49,576 9210 —_ 58,786
Unrestricted - — 1,471 1,471
Total net asscts 3 49,576 20,338 7,268 77,212

See accompanying notes to basic financiai statements.
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GOYERNMENT OF THE UNFIED STATES VIRGIN ISLANDS GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

Statement of Cash Flows — Proprietary Funds Statement of Fiduciary Net Assets — Fiduciary Funds
Year ended Seprember 39, 2002
i Septcmber 30, 2002
(In thousands)
(In thousands)
Business-type activities — enterprise funds
West
Unemployment Indian Other Pension
insurance Company funds Total trust Agency
Cash [lows from operating activities: funds funds
Receipts from customers and users % 6,152 10,051 29,442 45,645 Assets:
Payments 1o beneliciaries (16,561) — — (16,561} Cash and cash cgnivalenis:
Payments #a suppliers and employezs — 8,248} 38,329) (4H4,577) Unrestricted 4 % 132.814 15.875
Met cash (used in) provided by Restric 126 —
operating activities {10,409 3,803 (8.887) 15,493} I]'lv%;ml!nttid 1.194.001 11,079
L1749, B
Cash flows from noncapital finincing activities: Receivables, net:
Transfers (lo) from other funds (1,300} 2,594 1,294 Loans and advances 94,480 _
Py
Wet cash (used in) provided by noncapital Accrued inlerest 6,676 —
financing aclivities — {1,300) 2,594 1,294 Other 12,445 _
¥
Cash flows from capital and related financing activities: Due from other funds 523 —
Acquisition and construction of capilal assets — (1,578) — (1,578) . .
Principal paid on long-term debt — {957} — (957) gitl}?lta] assets, net }é’;g;‘
Interest paid on long-term debt — 1.287) — 1,287y T assets .. —
Net cash used in capital and related Total assets 1,469,500 27,854
financing activities — (3,822) — (3,822) S
Cash flows fromm investing activities: Liabilities: . perees
Toterest and dividends 03 Evostments 3,974 20 361 4,555 QGCDI}I}'S l?ﬂS':Plﬁ amlil aﬁcﬂ;ed liabilities ;gé,gg(() 27,593
. . . . ccurities lending collatera 596 —
|D Net cash provided by investing activilies 3,574 220 351 4,555 Due to other fands o 97
B Net decrease in cash and cash squivalents (6,435) (1,099 (5932) (13,466 Other lighilities 5,550 164
Cash and cash equivalents, beginning of year Sy
O e estated) 64621 9,008 6983 80612 Tote] liabilities § 332,526 27,854
Cash and cash equivalents, end of year 5 58,186 7.909 1,051 67,146 Net assets:
Reconciliation of operating incowe (loss) 1o net cush Held in trust for employees” pension bencfits 1,136,974
provided by (used in) cperating activities:
Operating (loss) income $ {16,124 2611 (3.613) (17,128) Total net assets $__ 1136974
Adjust 5 1o reconcile ing income (loss) to
net cash (used in) previded by eperating activitics:
Depreciation and amottization — 1,227 434 1,661 . " :
Change in assets and liabililics: See gccompanying noles to basic financial statements.
Receivables, net — a7 (5,551} (5,514)
Other asscls — (220) [e73) @92)
Agcoynts payable and sccrued expenses — 148 (106} 42
Due to other fonds — — 21 21
Other liabilities 5,715 — — 5,715
Met cash (used in) provided by
operating activities $ {10.409) 3,803 (8.887) 15,493)

See accompanying notes to basic financial statements.
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Statemenlt of Changes in Fiduciary Net Assets
Year ended September 30, 2002
(In thousands)

Additions:
Contributions:
Employer
Plan members

Total contributions

Investment income:
Net depreciation of fair value of investments
Tnterest and dividends
Real sslate - rental income {net of related expenses)

Less investment expense
Net investment loss
Other income
O
! Total additions

=
8Dcductions:

Benefits paid

Refunds of contributions

Administrative and operational cxpenses

Total deductions
Change in net assets
Net assets, beginning of year

Net assets, end of year

See souompanying notes to basic financial statements.

27

Pension
trust
funds

$ 50,595
29,510

80,105

(72.038)
47,206
4370

(20,372
4231
(24,603)
264
55,766

123,025
3,199
6,751

132,975
(77,209)
1,214,183

$ 1,136,974
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GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2002

Summary of Significant Acconnting Policies

The Government of the United States Virgin Islands (the Government) is an unincorporated organized
territory of the United States of America (United States). The powers of the Government are derived from
and set forth in the Revised Organic Act of 1954, as amended. The Government assumes responsibility for
public safcty, health, public housing and welfare, education, transportation and communication, and culture
and recreation.

The accompanying basic financial statements of the Government have been prepared in conformity with
accounting principles generally accepled (GAAP) in the United States of America as prescribed by the
Governmental Accounting Standards Board (GASB). In June 1999, the GASB issued Statement Mo. 34,
Buasic Financial Statements—and Management’s Discussion and Analysis—for State and Local
Governments (GASB No. 34). This statement cstablishes new financial reporting requirements for state
and local governments. The Government adopted the provisions of GASB No. 34 as well as other
starements referred to helow as of October 1, 2001 (see note 135). They require new information and
regtructure much of the information that governments have presenled in the past. Comparability with
reports issued in prior vears is affected. With the implementation of GASB No. 34, (he Government has
prepared required supplementary information titled Management’s Discussion and Analysis, which
precedes the basic financial statements.

As previously mentioned, other GASB Statements and Inlerpretations were required to be implemented in
conjunction with GASB No. 34. Therefore, the Government has implemented the following GASB
Statements in the current fiscal year: GASB Statememt No. 35, Basic Financial Statemenis—and
Management's Discussion and dAnalysis—for Public Colleges and Universities (GASB No. 35), GASB
Statcrnent No. 37, Busic Financial Statements—aond Management’s Discussion and Analysis—for State
and Local Governmtents: Omnibus (GASB No. 37), GASB Statement No. 38, Certain Financial Siatement
Note Disclosures (GASB No. 38), and Interpretation No. 6, Recognition und Measurement of Certain
Liabilities and Expenditures in Gover: tal Fund Fi farf St His.

The accompanying basic financial statements have been prepared primarily from accounts maintained by
the Nepartment of Finance of the Government. Additional data has been derived from reports prepared by
other departments, agencies, and public corporations based on independent or subsidiary accounting
systems maintained by them.

(@) Financial Reporting Entity

The Government follows the provisions of GASB Statement No. 14, The Financial Reporting Entity
(GASB No. 14). This standard requires that the Government’s financial reporting entity be defined
according to specific criteria, According to the standard for financial reporting purposcs, the
Government 15 a primary government {PG). The PG includes all Government departiments, agencies,
boards, and organizations that are not legally separate. In addition to the PG, the financial reporting
entity includes blended and discretely presemted component units. Component units include all
legally separate organizations for which the Governmenl’s elected officials are financially
accourtable, and other organizations for which the nature and significance of their relationship with
the Government are such that cxclusion would cause the basic financial statements to be misleading
or incomplete, The eriteria used te define financial accoumntability mclude appointment of a voting
majority of an organization’s governing body and (1) the ability o the PG to impose its will on that
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organization or (i) the petential for the organization to provide specific financial benefits to, or
impose specific financial burdens on the PG, The financial statements of the following component
units are included in the financial reporting entity cither as blended or as discretely presented
component umits in accordance with GAAP.

0

Blended Contpoment Units

The following public bencfit corporations, while legally separate from the Government, meet
the criteria to be reported as part of the PG because they provide services enfirely or almest
entircly to the Government:

Virgin Istands Public Finance Authority

The Virgin Islands Public Finance Authority (PFA) was crealed as a public corporation and
autonomous governmental mstrumentality by Act No, 5365, the Government Capital
Improvement Act of 1988, with the purposes of aiding the Govemment in the performance of
its fiscal duties and in effectively carrying out its governmental responsibility of raising capital
for essential public projects. Under the enabling leyislation, PFA has the power, among other
matters, to borrow money and issue bonds and to lend the precesds of its bonds to the
Government or any governmental instrumentality. The powers of PFA are excrcised by a
board of directors consisting of the Governor (Chairpersen), the Commissioner of Finance, the
Director of the Office of Management and Budget and two representatives of the private sector
appointed by the Governor with the advice and consent of the Legislature. PFA activities are
blended within the PG because it is so intertwined with the Government that, in substance,
they are the same.

Tobacco Settlement Financing Corporation

The Tobacco Settlement Finaneing Corporation {TSFC) was created in September 2001 under
Acl No_ 6428 as a separate and independent corporation of the Goevernment to purchase the
rights, title, and interest in (obhacco settlement litigation awards and to issus revenue bends
supported by the tobacco settlement rights. The responsibility for the operations of TSFC is
vested in a board of directors compoesed of three Government officials appointed by the
Governor and two private citizens. The activities of TSFC are limited to activitics conducted
on behalf of the Government.

Complete financial statements of the blended compenent unils can be obtained directly by
contacting their respective administrative offices:

Administrative Offices of Blended Component Units

Virgin Islands Public Finance Authority
2400 Honduras, 2nd Floor
St. Thomas, V.1 00802

Tebacco Settlement Financing Corporation

2400 Honduras, 2nd Floor
St. Thomas, V1. 00802
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Discretely Presented Componcnt Units

The following component units, consistent with GASD Ne. 14, are discretely presented in the
basic financial statements because of the nature of the services they provide and the
Government’s ability to impose its will. The compenent units are reported in a scparate
colutmn to emphasize that they are legally scparale from the PG and governed by separate
boards.

Major Component Units
University of the Virgin Istands

The University of the ¥irgin Islands (the University) was organized as an instrumentality of
the Government under Act No. B52 of March 16, 1962, in accordance with Scction 6{a) of the
Revised Organic Acl of 1954, as amended. The purpose of the University is the stimulation
and utilization of the intellectual resources of the people of the 1.8, Virgin Islands and the
developmeni of a center of higher education. The powers of the University are exercized by a
board ef trustees consisting of 17 members as follows: Chairman of the Board of Education,
Commissioner of Education, and the President of the University, all serving as mcmbers ex
officio, 10 olher members appointed by the Governor with the advice and consent of the
Legislature, two other members elected by the board of trusiees, one reprosentative of the
student bedy, and ancither of the teaching faculty. The University was not organized as a
self-sustaining entity and therefore, reccives substantial financial and other suppert from the
Government.

Virgin Islands Port Authority

The Virgin Islands Port Authority (VIPA) was created as a body corporate and politic
constituting a public corporalion amd autonomous government instrumentality by Act
No. 2375 of Decernber 23, 1968, with the purposes of owning, operating, and managing all
types of air and marine lerminals. The powers of VIPA are exercised by 2 board of governors
censisting of the Commissioncr of Economic Development and Agriculture (Chairperson), the
Attorney General, the Commissioner of Public Works, the Director of the Small Business
Development Agency, and five other persons appointed by the Governor with the advice and
consent of the Legislature.

Virgin Islands Water and Power Authority

‘The Virgin Islands Water and Power Authority (WAPA) was created as a body corporate and
politic constituting a public corporation and aulonomous governmental instumentality by Act
No. 1248 of August 13, 1964, with the purpese of operating the water production and cleetric
gencration plants in the U8 Virgin Islands. The powers of WAPA are exercised by a
governing hoard consisting of ninc mermnbers, all appointed by the Governor with the advice
and consent of the Legislature, from which three are heads of cabinet-level excculive
departments or agencics and six, who shall not be employvees of the Government. WAPA 15
required by its bond resolutions to maintain separate audited financial statements for each
system (the Clectric and Water Systems).
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Nonmajor Component Units

Econontic Development Authority

The Feonomic Development Authorily (EDA) was created by Act Ne, 6390 of December 21,
2000 az a body corporate and politic constituting a public corporation and semimonomous
instrumentality of the Government. LDA was created as an umbrella authority to assume,
integrate, and unify the functions of thc Economic Development Commission, the Small
Business Development Administration, the Goverement Development Bank, and the Virgin
Islands Tndustrial Development Park Corporation. The powers of EDA are exercised by a
beard of directors censisting of the members of the Virgin Islands Economic Development
Commission, the Director of the Virgin Islands’ Rureau of Internal Revenue and five members
not employed by the Government, but appointed by the Governar with the advice and consent
of the Legislature.

Virgin Islands Public Television System

The Virgin Islunds Public Television System (PTS) was created as a bedy corporatc and
politic constituting a public corporation and autonomeus instrumentality by Act No. 2364 en
November 15, 1968, with the purpose of advancing the general welfare, education, cultural
development, and awarcness of public affairs of all the population of the U.S, Virgin lslands
and to provide an effective supplement to the in-school education of children. The powers of
PTS arc exercised by a board of directors consisting of the Comtnissioner of Education, the
Chairman of the Board of Education, three members appointed by the President of the
Legislature, and four members, not morc than two of whom should be employed by the
Government angd appointed by the Governor with the adviee and consent of the Legislature. In
addition, the Director of the Office of Management and Budget, the President of (he University
of the Virgin [slands, and the General Manager of PTS arc ex-officic members of the board
who are not entitled to vote.

Magens’ Bay Authority

MBA was created as a corporate instrumentality by Act No. 2085 on December 20, 1967, with
the purpose of acquiring, improving, and operating parks and beaches. The powers of MBA
are exercised by a board of directors consisting of the Governor and six mermbers appointed by
the board of directors,

Firgin Islands Government Hospital and Health Facilities Corporation

The Virgin Islands Government Hospital and Health Facilities Corporation (VIGHHFC) was
created by Act Wo. 6012 on August 23, 1994 and became active on May 1, 1999. Its purpose is
to provide healthcare services and bospital facilities to the people of the U. S. Virgin Islands.
The powers of VIGHHFC are exercised by a board of dircctors consisting of 15 members as
follaws: the Director of the Office of Management and Budget, the Commissioner of Finance,
and 13 other members appointed by the Governor with the advice and consent of the
Lepislature. The VIGIIIFC is composed of the Roy L, Sclmeider Hospital localed in
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5t. Thomas and the Juan F. Luis Ilospital and Medical Center located in St, Croix. Both
entities issue separate audited financial statements.

Virgin Islands Honsing Authority

The Virgin Tslands Housing Authority (VIHA) was created as a body corporate and politic
constituting a public corporation and autonomous povernmental instrumentality by Act
Na. 903 on June 18, 1962 with the purpose of providing housing for low-income families. The
powers of VIHA are cxereised by a board of comenissioners consisting of seven members as
follows: the Commissioner of Housing and Community Renewal and six other members
appointed by the Governor.

Virgin Islands Housing Finance Authority

The Virgin Islands Housing Finance Authority (VIHFA) was created as a body corporate and
politic constititing a public corporation and autonomeus governmental instrumentality of the
Government by the Act No. 4636 of October 20, 1981, with the purpose of stimulating low-
and moderate-income housing construction and home ownership through the issvance of
revenue bonds to obtain funds to be used for low-interest mortgage loans to qualified
purchasers of low- and modcrate-income housing, The powers of VIHFA are exercised by a
board of directors consisting of the Commissiener of the Department of Housing, Parks, and
Recreation (the Chairman), the Director of the Office of Management and Budget, and three
persons not employed by the Government appointed by the Governor with advice and consent
of the Legislature.

Comnplete financial statements of the discretely prescnted component units can be obtained
directly by contacting their administrative offices:

Administrative Offices

University of the Virgin Islands
2 John Brewer’s Bay

St. Thomas, V.1 00802

Virgin Islands Port Authority
PO Box 301707

5t. Thomas, V.1. 00803

Virgin Islands Water and Power Authority
PO Box 1450
5t. Thomas, V.I. 00804

Virgin Islands Public Television System
PO Box 7879
St. Thomas, V.I, 00801

Economic Development Authority
1050 Norre Gade #5
St. Thomas, V.I. 00802
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Magens’ Bay Authority
PO Box 10583
5t. Thomas, V.1. 00802

Virgin Tslands Government Hospital and Ilealth Facilities Corporation
9048 Sugar Estate
St Thomas, V.I. 00802

Virgin Islands Housing Authority
42 Annas Retreat
St. Thomas, V.1, 00802

Virgin Islands Housing Finance Authority
210-3A Altona

Frostco Center Building

Si. Thomas, V.I. 00802

All fmancial statements of the discretely presented component units have a fiscal vear-end of
September 30, 2002, except for WAPA and VIHA that have a year-end of June 30, 2002 and
December 31, 2001, respectively.

(33 Fiduciary Component Units

The following public benefit corporation is legally separate from the Government, meets the
definition of a blended component unit and is presented in the fund financial stalements along
with other fiduciary fimds of the Government. Fiduciary funds are not reported in the
government-wide financial staterments.

Employees’ Retivement System of the Government of the Virgin Islands

The Employces’ Retirement System of the Government of the Virgin Islands (known as
GERS) was created as an independent and separate agency of the Government with the
purpose of administering the Government employees” defined-benefit pension plan established
as of October 1, 1259, The responsibility for the proper operation of GERS is vested in a board
of trustees composed of seven members appointed by the Governor with the advice and
consent of the Legislature.

Complete financial statements of this component unit can be obtained directly by contacting
their administrative officc:

Employees” Retirement System of the Government of the Virgin Islands
GERS Building, 3rd Floor
St. Thomas, V.I. 00802

Government-wide and Fund Financial Statements

The government-wide financial slalements (that is, the statement of net assets and the statemen) of
activilies) report information on all of the nonfiduciary activities of the PG and its component units,
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For the most part, the effect of interfund aclivity has boen removed from these statements.
Governmental activities, which normally are supported by taxes and intcrgovernmental revenue, are
reported separately from busincss-type activities, which rely to a significant extent on fecs and
charges for support. Likewise, the PG is reported scparately from certain legally separate cotmponent
units for which the PG is financially accountable. The statement ol net asscts presents the reporting
entities’ nonfiduciary assets and labilities, with the difference reported as net assets.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment are ¢fTsel by program revenue. Direct expenses are those that are clearly identifiable with
a specific function or segment. Program revenuc includes (i} charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and (i) grants and coniributions that are restricted to mecting the operational or capital
requirements of a particular fiunction ot segment. Taxcs and other ilems not properly included among
program revenue arc reportod instead as general revenue.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, cven though the latter are excluded from the governmeni-wide financial statcments. Major
individual govemmental finds and major individual enterprise funds are reported as separale
colurmms in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statemens Presentation

Government-wide Financial Statements

The government-wide financial statements are reported using the cconomic resources measureinent
focus and the accrual basis of accounting. Revenuve is recorded when carmed and cxpenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenve in the year for which they are levied. Grants and similar items are
recoguized as revenue as saon as all eligibility requirements have been met.

Governmental Fund Financia] Statements

The govermmenial find financial statements are reported using the current financial resources
measuremment focus and the modified accrual basis of accounting. Revenue is recognized as soon as it
is both measurable and available. Revenue is considered to he available when it is collectible within
the current period or soon engugh thereafter to pay liabilities of the current period. For this purpose,
the Government considers maost revenue to be available il collecled within 90 days of the end of the
current fiscal year-end, Grant revenue is considered to be available if collected within the 12 months
after the end of the current fiscal year-end. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, are recorded only when
payment is due.

Income taxes, gross reecipts, franchise taxes, licenses, and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as revenue of the
current fiscal period. All other revenue items are considered to be measurable and available only
when cash is received by the Government.
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Proprietary Funds, Fiduciary Funds, and Discretely Presepted Component Units Financial
Statements - The financial statements of the proprietary funds, fiduciary funds, and discretely
presented component units arc reported using the economic measurement focus and the acerual basis
of accounting, similar to the government-wide financial statcments described above.

Each proprictary fund has the oplion under GASB Statement No. 20 to elect and apply all Financial
Accounting Standards Board (FASB) pronouncements issued after November 30, 1989, unless those
conflict with a GASB pronoutcement. The PG and most blended and discretely presented
component units have elecled nol to apply FASB pronouncements issued after November 30, 1989
Tor s proprietary fund types. VIPA has elecied to follow the FASB’s pronouncements issucd aftor
November 30, 1989.

Proprietary funds distinguish operating revenuc and expenses from nonoperating items. Operaling
revenue and expenscs gencrally result from providing services and producing and delivering goods
in comection with a proprietary fund’s principal ongeing operations.

Fund Accounting

The Govemment reports its financial posilion and rcsults of operations in funds, which arc
considered scparale accounting entities and discrete presentations of those component units, which
are not required to be blended. The operations of each fimd are accounted for within a set of
sel-halancing accounts. Fund accounting segregates funds according 1o their intended purpose and is
used to aid management in demonstrating compliance with legal, financial, and contractual
provisions. The new model as defined in GASB No. 34 establishes criteria (percentage of the asscts,
liahilities, revenue, or expenditures’expenses of either find calegory or the governmental and
entetprise funds combined} for the determination of major funds. The nonmajor funds are combined
in a single column in the fund financial stateroents. The Government reports the following major
funds:

Govermmental Funds

The Government reporis the ollowing major governmental funds:

. General Fund — The general fund is the government’s primary operating fund. It accounts for
all financial resources of the general government, cxcept those required to be accounted for in
another fund.

. PFA Debt Service Fund — The PFA Dcbt Service Fund accounts for the rcsources
accumulated, and payments made, for principal and inlercst on long-term general obligation
debt issued by PFA on behalf of the Government.
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Proprietary Funds

These funds account for those activities for which the intent of management is to recover, primarily
through uscr charges the cost of providing goods or services to the general publiz, The government
reports the following major proprictary funds:

. Unemployment Insurance Fund — The uncmployment insurance fund accounts for the
collection of unemployment assessments from employers in the U.S. Virgin Islands, and the
payment of unemployment benefits to eligible unemployed recipients.

. West Indian Company — The West Indian Company (WICO) accounts for the activitics of a
cruisc ship picr and shopping mall complex on the island of St. Thomas.

Fidueiary Funds

Fiduciary funds are used to account for assets held by the Government in a trustee capacity, or as an
agent for individuals, private organizations, and other governmental units. The following arc the
Government’s fiduciary funds:

. Pension Trust Fund Accounts - The pension trust fimd accounts for the activities of the
Employees® Retirement Systermn of the Government of the Virgin Islands, which accumulates
resources for pension benefit payments to qualified employees.

*  Agency Fund — The agency fund is custodial in nature (assets equal liabilities) and do not
involve meagurement of the results of operations.

Cask and Cash Equivalents

The Government follows the practice of puoling cash. The balance in the pooled cash accounts is
avuilable to meet current opcrating requirements and any excess i invested in various
interest-bearing accounts and time deposits with eligible depository institutions.

Cash equivalents of the discretely presented cormponent units consist of demand accounts, money
market accounts, certificates of deposit with maturities of not more than 90 days from the date of
acquisition, short-term U.S. government and ils agencies obligations and repurchase agreements with
a U.S. commercial bank matwring within three months and collateralized by U.S. government
obligations. Cash and cash equivalents of the discretely presented component units are maintained in
separate bank accounts, frorm thosc of the PG, in their own names.

Investments

Title 33, Chapter 117 of the Virgin Islands Code (V.1 Code) authorizes the Government to invest in
U.8. Government and agencies’ obligations, mortgage-backed scourities, repurchase agreements,
commereial paper, local government obligations, and corperate debt and cquity obligations.
Investments are reporied at fair valuc.

Investrnents in marketable equity securities in the pension trust fund are carried at quoted market

valucs. Realized gains and losses on securides are determined by the average cost method.
Investment in real estate is carried at fair valuc. Management has determined the fair value based
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upon an appraisal and a capitalizatorn of net rental income. Member loans are valued at the
outstanding loan principal balance less an allowance for estimated loan losses. Management believes
that, based upon interest rate and risk factors, this valuation approximatcs fair value.

Receivables

Tax receivables represcnt amounts owed by taxpayers for individual and corporale income taxes,
gross receipts taxes and real property taxes. Tax revenue is recognized in the governmental fund
financial statements when they become both measurable and available based on actual collections
during the months subscquent to September 30.

Individual and corporate income tax receivables are comprised of actual collections during the next
90 days following the fiscal year-end related to tax veturns due before year-end. Gross receipts tax
receivables are comprised of actual collections during the month after year-end. Real property tax
receivables are comprised of actual collections during the next 60 days afier year-end.

Federal govemnment receivables represent amounts owed to the Government for reimbursement of
expenditures incurred pursuant to federally funded programs.

Accounts receivables are reported net of cstimated allowances for uncollectible amounts, which arc
determined based upon past collection experience and eurrent economic conditions.

The accounts receivable fromn nonporvernmental customers of the discretely presented component
units are nct of estimated uncollectible amounts. These receivables arise primarily from service
charges to users. Accounts reccivable from the PG and other component units that arise from service
charges do not have significant allowances lor uncollectible accounts.

Inventories

In povernmental fund types, the costs of inventories are recorded as expenditures when purchased.
The proprictary fund types and component units recognize an asset when the inventory is purchased
angd an expense when it is consumed. Inventories in proprietary fimd types are primarily valued at the
Tower of cost or market using the first-in, first-out method.

Restricted Assets

Restricted assets in the PG and discretely presented component units arc sct aside primarily for the
payment of bonds, notes, construction funds and other specific purposes (see noe 7).

Capital Assets

Capital assets, which include land, land improvements, buildings, building improvements,
machinery and equipment, eonstruction in progress, and infrastueture assets are reparied in the
applicable governmental, business-type activities, and component unit cohmmns in the government-
wide financial statements.

The PG defines capital assets as assets which have an initial, individual cost of and & useful life of:
(i) $5,000 for personal property with a useful life of five years; (i) $50,000 for buildings and
building impravements with an estimated useful life of 40 and 20 years, respectively; (i) $100,000
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for land improvements; and {iv) $200,000 for infrastructure with an estimated useful life of 30 years.
The value of land is capitalized.

Capital assets purchased or acquired are carried at historical cost or normal cost. The normal costing
method to cstimate cost based on replacement cost indexed by a reciprocal factor of the price
increase from the appraisal date to the actual o estimated acquisition date was used to estimate the
historical cest of certain land, buildings, and building improvements because inveices und similar
documentation was no longer available in certain instances. Donated capital assets are recorded at
fair market value at the time of donation, Major outlays for capital assets and improvements ars
capitalized as projects are constructed. Interest costs are capitalized during the construstion peried
only for husiness-fype activities und various cempenent units. The costs of routine maintenance and
repairs that do not add value to the assets or materially extend asset lives are not capitalized.

Capital assets utilized in the governmental finds are recorded as expenditures in the governmental
fund financial statements. Depreciation expense is recorded in the government-wide financial
stalements, as well as the proprietary funds and component units’ financial statements.

Capital assets of the PG are depreciated on the straight-line method over the assels estimaled uscful
lives. There is no depreciation recorded for land and construction in progress.

The capital assets of the comporent units are recorded in accordance with the upplicable GASB and
FASB statements and under their own individual capitalization thresholds, The estimated useful lives
of capital assews reported by the component units are: (1) 7 to 50 years for buildings and building
improvements; (i) 20 to 40 years for airports and marine terminals; and (i) 3 to 20 ycars for
vehicles and equipment,

The Government chose the option available under GASB 34 of not recording wastewater treairnent
facilitics as information for this network of infrastructurs asset was not available, These assets were
deemed to be nonmajor relative to total infrastructure assets and are not reported.

Tax Refunds Payable

During the calendar year, the Government collects individual income taxes through withholdings and
paymnents from taxpayers, At September 30, the Government estimates the amount owed to taxpaycrs
for overpayments during the first ninc months of the calendar year, These estimated amounts and the
actual tax refunds claimed for prior years but not paid at year-end are rocorded as tax refunds
payable and as a reduction of tax revenue.

Deferred Revenue

Deferred revenue at the governmental fund level arises when potential revenue does not mect both
the “measurable™ and “available™ crileria for revenue recognition in the current period. Deferred
revenue also arises when resources arc reccived before the Government has a legal claim to them, as
when grant moneys are received prior to incurring the qualifying cxpenditures. In subsequent
periods, when the revenuc recognition criteria is mef, or when the Government has a legal claim to
the resources, the liability for deferred revenue is removed from the halance sheet and the revenue is
recogmized. Deferred revenue at the government-wide and proprietary fund levels arises only when
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the Government receives resources before it has a legal claim to them. Also included in deferred
revenue af all levels are the undistributed food stamp coupons.

Long-Term Debt

‘The liabilities reported in the government-wide financial statements include the Government’s
bonds, long-term notes, and other long-term liabilities including vacation, retroactive umicn
arbitration salaries, legal claims, and noncurrent federal fund cost disallowances related to
expenditures of federal grants. Bond premivms and discounts, as well as issuance costs, are deferred
and amortized over the life of the honds using the effective intorest method. Bonds payable are
reported net of the applicable bond premium or discount. Bond issuance cosls arc reported as
deferred charges and amortized over the term of the related debt.

In the fund firancial stalements, government fund types recognize hond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reparted as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance cests, whether or not
wilhheld from the actual debt proceeds received, are Teported as debt service expenditures.

Fund FEquity

In the und Mnancial statements, governmental funds report reservations of fimd balance for amounts
that are not available for appropriation or are legally restricted by outside partics for use for a
specific purpese. Designations of fund balance represent lentative management plans that are subject
o change,

Net Assets

Net assets are reported in three categories:

s fnvested in Cupital Assers, Net of Related Debtf — These consists of capital assets, net of
accumnulated depreciation and amortization and reduced by outstanding balances for bonds,
notes, and ather debt that are attributed to the acquisition, construction, or improvement of
those assets. Significant unspent related debt proceeds are not included in the caleulation of
invested in capitzl assets, net of related debt. The unspent portion of the debt is presented as
restricled net assets for capital projects.

»  Restricted Net Assets — These result when constraints placed on net assets use are either
cxternally imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provisions or ¢nabling legislation.

»  Unrestricted Net Assets — These consist of net assets, which do not meet the definition of the
two preceding calegories. Unrestricted net assets often are designated, to indicate that
management does not consider them to be available for general operations. Unrestricted net
asscts often have constraints on resources that arc imposed by management, but can be removed
or modilied.
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When hoth resiricted and unrestricted resources are available for use, gemerally it is the
Government’s policy to use restricted resources first, then the unrestricted resources, as they are
needed.

Postemployment Benefity

In addition to the pension benefits in note 12, the Government provides postretirement healthcare
benefits, in accordance with the V.I. Code to all employees who retirc from the Government on or
after attaining age 35 with at least 30 years of service; except for policemen and firemen who can
retire with at least 15 years of service. Currently 5,343 retirces mect those eligibility requirements.
Healthcare benefits are provided through insurance companies whose premiums are paid by the
retiree and the Government. The Government contributes two-thirds of the of the healthcare benefits
premiums. During the year cnded September 30, 2002, the cost of providing healtheare benefits
amounted 1o approximately $11.4 million.

Compensated Absences

The vacation policy of the Government provides for the accumulation of four, six, or cight hours for
each full biweckly pay petiod depending on the time of entry inle government service. At the
beginning of cach calendar year, vacation leave is limited to 480 hours (60 days). However, the
excess of 480 hours is considered by GERS for service credit towards the employees® retirement.
This vacation policy does not apply to professional educational persorncl of the Virgin Islands
Department of Education, who are entitled to pay for schoo] vacations. Upon retirement, an
employee receives compensation for unpaid vacation leave at the employce’s base rate pay. As of
September 30, 2002, the Government had accrued compensated absences amounting to $52 million,
including related benefits, of which $28.4 million was included in nencurrent linbilities in the
government-wide financial statements.

Employces accumulate sick leave at a rate of four hours for each full biweekly pay period up to a
maximum of 180 days. Tenminated ermployees do not reccive payment for vnused sick leave,
therefore, a provision for accumulated sick leave is not required.

Compensated absences accumulation policies for the blended component units, the public university
fimds, and discretely presented component units vary from entity to entity, depending upon
negotiated bargaining agreements and other factors agreed upon between the management of these
entities and its employees.

Interfund and Intra-Entity Transactions
The Government has the following types of transactions among funds:

¢ [Tnterfund Transfers — Legally required transfors that are reported when incurred as “operating
transfers from” by the recipient fund, and as “operating transfers to” by the disbursing fund.

¢ Intra-Entity Transactions — These arc transactions between the PG and its component units,
and among (he component units. Transfers between the PG and its blended component units are
reported as interfund transfers, except for transfers within the samec fund 1ype. Similarly,
receivables and payables between the PG and 11 blended component units are reported as
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amounts due to, and due from other funds. Balances and transfers between the PG and
discretely presented component units (and among those component units) are reported
separately.

Lottery Revenue and Prizes

The revenue, expenses, and prizes awarded by the Virgin Islands Loticry (the Lottery) are reported
within the enterprise funds and are recognized as drawings are held. Moneys collected prior 10
Scptember 30 for fickets related lo drawings to be conducted subsequent to September 30 are
reported as deferred revenue. Unpaid prizes awarded as of Scptember 30 are reporled as a fund
liability,

Risk Maragement

With somc cxccptions, the Government does not carry general casualty or liability insurance
coverage on its properties or the acts of its employees, relying instcad on self-insurance and/or
statutory lability limitations. However, as a result of an agreement with the Federal Emergency
Management Agency (FEMA), wilh respect to properties and structurcs damaged by Hurricane Hugo
and repaired with federal disaster assistance funds, the Government has obtained insurance for
certain hospitals, schools, and other insurable public buildings that were repaired with such federal
assistance. The Goverrmment purchases commercial msurance covering physical losses or damages
againsi its property. The limit of liability for all risks excluding earthquake and tlood is $10 million
for each and cvery eccurrence excepl for windstorm losses which has a $5 million limit. For physical
losses arising from earthquake or flood, the insurance policy shall pay the difference between
$5 million and $25 million for each and every oceurrence. If the ammual aggregate amount of the
losses arising frem such types of peril excesds $40 million, the insurance covers an additional annual
aggregale of $10 million for carthquake and $5 million for flood. For workmen’s compensation, the
Government has an enterprise fund that provides workmen’s compensation to both public and private
employees.

Cerlain component units arc cxposcd to various risks of loss related to thelr specialized operations,
which are mitigated by purchasing commercial insurance.
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Future Adeption of Accounting Reguirements

GASD has issued the following statcments that (he Government or its comporent unils have not yet
adopled;

Adoption
Statement required in
number fiscal year
39 Determining Whether Certain Organizations Are Component
Uhits — An Amendment of GASB Statement No. 14 2004
40 Deposit and Investment Risk Disclosures — An Amendrent
of GASB Starement Wo. 3 2008
41 Budgetary Compatison Schedules — Perspective Differences
— an amendment of GASB Staternent No. 34 2003
42 Agcounting and Financial Reporting for Impairment
of Capital Assets and for Insurance Recoverics 2006
43 Financial Reporting for Posterployment Benefil Plans
Cther than Pension Plans 2006

The impact of these statements has not yet been determined.

Reclassifications

The prescntation of the separately issued financial statements of certain component units have been
reclagsified to conform to the account classifications used by the Government in the 2002 basic
financial statements,

Use af Estinurtes

Management of the Government has made 2 number of cstimates and assumptions reiating to the
reported amounts of assets and liabilities and disclosure of contingent asscts and liabilities at the date
of the basic finaneial statcments and the reported amounts of revenue and expenscs during the
prriod. Actual results could differ from thosc cstimates.

Component Units

The basic financial statements include the financial stalements of the following discretely prescnied
component units:

-

Univetsity of the Virgin Islands

Virgin Islands Port Authority

Virgin [slands Water and Power Authority
Economic Development Authority
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Virgin Islands Public Television System

Magens’ Bay Authority

Virgin Islands Government Hospital and Health Facilities Corporation
Virgin Islands Housing Authority

Virgin Tslands Housing Finance Authority

thousands):
Virgin Virgin Virgin Islands Water
Islanis Islandls and Power Authority TUniversity Tutal
Huusing Port Electric ater of the Other compupent
Tnformation on net asscts Authority _ Authorify Systeo System _ Virgin Islands entities units
Assets:
Current asscts $ 7,926 20,747 45,047 25,766 40,229 35,496 179211
Due from primury
govermnent _— 695 — — 3568 119 4,382
Dwe from federal govemment — 362 - — 3,469 1,842 5673
Restricted assels 4,527 11,852 26918 8,558 12,382 15,026 79,263
Capital assets, net 74,168 231,753 176,375 51,425 42,161 134,404 704,380
Onher asset: — 30 2.203 on] — — 3,344
Total asscts 86,622 285,559 248,546 36,740 101,808 186,977 976,253
Lishilities and net assets:
Current Linbilitics 9,690 12,095 56,693 11,810 10,712 24,332 125332
Due io primary goverament — — —_— — —_ 15,365 15,363
Due o federal government — — 5,300 — — — 5,300
Bonds payable — 10163 96,107 37,837 24,701 kAR 175623
Motes payable — — — — 3,585 424 4,009
Orther noneurrent liabilitiey 6,781 — — — 132 18,457 25410
Total liabilities 16471 22,258 158,100 49,647 39,130 65,733 351,332
Net agsets:
Invested in capital assets —
net of related debt 74,169 221,590 65,275 12,580 24,995 125,280 523,889
Restricted — 3,804 13,578 7510 27,790 148 53,320
Unrestricted (deficit) {$.018) 17,817 11,183 17,003 0,854 (4,184) 47,705
Total nel asvels  § 70,151 243,301 90,446 37,003 62,679 121,244 624,914
———
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Program revenue

Operating Capiial Total
Information on statements Charges far grants and grants and component
of activities Expeases services contributi contri units
Virgin lstands Housing Authority $ 64,604 5717 31,826 13,963 (13,098)
Virgin Islands Port Aythority 47,232 33.951 19,844 —_ 6,563
Virgin Islands Water and
Power Authority:
Electric sysiem 111,260 111,459 1,593 — 2,228
‘Water systcm 24,817 25,832 1,608 — 2,620
University of the Virgin Islands 57,852 10,402 39,696 4,758 {2,%96)
Other entities 139,503 67,111 49,313 5476 (18.003)
Total activities 3 445,668 254,500 144,277 24,197 (22 685)
General revenue:
Tnterest and other 3,501
Other peneral revenue 5,482
Total general revenue 9,283
Change in net assets {13402}
Net assets, beginning of year _ 38316
Net assets, end of vear b 624,914

Stewardship, Compliance, and Accountability
fa)  Budgetary Process and Contral

The V.1, Code requires the Governor to submit an annual balanced excentive budget to be adopted
by the Legislature for the ensumg (iscal year. The Governor is required by law to submit to the
Legislature the annual executive budget no later than May 30. The annual executive budget is
prepared essentially on a cash basis by the Virgin Islands Office of Management and Budget (OMB)
working in conjunction with other Government offices and agencies. If the annual executive budget
has not been approved before the commencement of any fiscal year, then the appropriations for the
preceding fiscal year, insofar as they may be applicable, are automatically deemed reappropriated
item by item. The annual executive budget, which includes those funds of the Government subject to
appropriation pursuant to law, is composed of all proposed expenditures and estimated revenue for
the Government. The Legislature cnacts the annual executive budget through passage of lump-sum
appropriations for each department. The Legislature may add, change, or deletc any ilems in the
annual cxecutive budget proposed by the Governor. Upon passage by the Legislature, the annual
executive hudgel is submitted to the Governor, whe may veto the budpel partially or in its entirety
and return it to the Legistature with his objections. A gubemnatorial veto can be overridden only by a
two-third majority of all members of the Legislature. The Legislature is obligated by law to pass a
final annual exccutive budget no later than September 30, the last day of the fiscal year.
Supplemental budgetary appropriations’ bills that are signed into law, may be created during the year
without the identification of a specific revenue source to finance them. Tn August 1999, the
Legislature cnacted the Financial Accountability Act {Act No. 6289). The purpose of the Financial
Accountability Act is 1o require by law, that the budget of the Government be balanced each year,
and the appropriations in each fiscal year not excced a verifiable revenue received.
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Once the budget has been enacied, fiscal control over expenditures made pursuant thereto is
exercised by the Governor through the Ditector of OMB. During any fiscal year in which the
resaurces available to the Government are not sufficient to cover the appropriations approved for
such year, the Governor, through the Director of OMDB, may take administrative measures to reduce
expenditures, The Governor may also make recommendations to the Legislature for new taxes or any
other nccessary action to meet the estimated deficiency.

Budgetary control is exercised at the department level through an allotment proeess. Encumbrances
and expenditures cannot exceed total allotment amounts. The Government’s deparément heads may
make transfers of appropriations within the department. Appropriation transfers between departments
and supplemental appropriations require executive and legislative branch approval. Unencumbered
and uncxpended appropriations, not designated, lapse at fiscal year-end. Also, encumbrances are
established at fiscal year-end to pay ccrtain expenditures for salaries and wages, travel and utility
cosls payable against current year appropriation avtharity but to be expended in the subsequent year.

(b)  Budget/GAAP Reconciliativn

The following schedule presents comparisons of the general fund legally adopted budget with actual
data on a budgetary basis. Because accounting principles applied for purposes of developing data on
a budgetary basis differ significantly from those used 1o present financial statements in conformity
with (GAAFP, a reconciliation of timinyg and entity difference in the deficiency of revenue and other
financing sources over expenditures and other financing uses for the year ended September 30, 2002,
is presented helow (cxpressed in thousands):

Excess of expenditurcs and other uses over revenue and other

financing sources — non-GAAP budgetary basis 3 {43,789
Timing difference — change in encumbrances (7,985)
Entity difference — deficiency of revenue and other finuncing sources over

expenditures and other financing uscs — activitics with budgets not

legally adopted (23,667)

Excess of expenditures and other financing uses over revenue and other
financing sources — GAAP basis 3 (75.241)

Controls over spending in special revenue funds not subject to appropriation are maintained at the
Departiment of Finance by use of budgets and available resources {revenue), The Gavernment makes
appropriations to authorize expenditures for various capital projects. Budgels for capital projects
normally remain available until completion of the project unless modified or rescinded.

Cash and Investments

By law, banks or frust companies designated as depository of public funds of the Government and its
various agencies, authorities and instrumentalitics, are 10 mainlain corporate surety bond or pledge
collateral satisfactory to the Commissioner of Finanee to secure all governmental funds deposited,
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At September 30, 2002, the PG and the discretely presented cormponent imits carrying amounts of cash and
cash equivalents were covered by federal deposit insurance, corporate surety honds, or by collateral held
by the Government.

Legally authorized investments vary by fund, but generally include obligations of the United States or its
States, Commonwealth of Puerto Rico, he Government of the U.S. Virgin Islands, or of any agency
thereof, common and preferred stocks of any U.S. corporalion, common and preferred stocks of any
foreign corporation listed In any internationally recognized security exchange, cerlain bonds or other
indebtedness issued by foreipn governments or foreign corporations, certificates of deposit, collateralized
repurchase agroements and certain corporate bonds. Specific bond indentures also provide investment
requirements.

For the fiscal year ended September 3¢, 2002, the PG, discretely presented component units and fiduciary
funds has classified their investments into three risk categories. Category | includes investments that were
insured or registered or for which the securities werc held by a government entity, or its agent, in the
entity’s name and investments for which the entity has safekeeping responsibilities but no equity or
ownership interest or control. Category 2 includes uninsured and unregistered investments (or which the
securitics were held by the counterparty’s trust department or agent in a government entity’s name.
Category 3 includes uninsurcd and unregistered investments for which the securitics are held by the
counterparty, or by its trust department or agent but not in a government entity’s name. The investments of
the PG, discretely presented component units by custodial eredit risk categorics at September 30, 2002,
were as follows (expressed in thousands):

Primary Government — Investments

Category Reported
1 2 3 amount

Comimercial paper $ 99,997 — — 99,997
Certificates of deposit 61,996 — — 61,996
Federal Home Loan Bank 1,782 — — 1,782
3 163,775 — — 163,775

Investments not calegorized:
Pooled investments 63,918
Total investments % 227,693
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Discretely Presented Component Units — Investments

Category Reported
1 2 3 amount
U.S. government and agency
securities 19,068 — — 19,068
Common stocks 896 —_ - 896
Corporate borkls 3,401 — — 3,401
Certificates of deposit 4,314 — — 4314
Money market finds 1,471 — — 1,471
Investment contracts 2234 — — 2234
Mortgape-backed securities B 6,608 — 6,608
Other investments — 1,083 — 1,083
3 31,384 7,691 — 39,075
Investrments not subject to
classification:
Mutual funds 22,479
Other 12,189
Total mvestments 5 73,743

The investinent balance consists of the following:

GOYERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
Seplember 30, 2002

Fiduciary Funds — Investments

Category Reported
1 2 3 amount
TJ.5. goverrument end agency
securities $ 182,160 — — 182,160
Corporate obligations 97,015 — — 97,015
Foreign bonds 88,503 — — 88,503
Conmmon stocks — 1.8, 368,392 — —_— 368,392
Conmmon steeks — foreign 38,731 — — 38,731
Collateralized debt obligations 145,907 — — 145,907
b3 920,708 — — 920,708
Investments not categorized:
Investments held by broker —
dealers under seeurity loans:
U.S. government and
agency securities 180,354
Common stocks — 39,723
U.S. Common stocks —
foreigm 5,320
Mutual fimds 14,896
Pooled investments 11,979
Real estate 33,000
Total investiments b 1,205,980

Unrestricted % 24,442
Restricted 49,301
Total invesiments 3 73,743

The pension trust fund’s investments in marketable securities are adminisiered by scveral professional
investment managers and are held in irust by a commercial bank in the name of GERS. The investments in
marketable sccurities generated interest and dividend income of $36.4 million. During the vear ended
September 30, 2002, GERS’ investments {including gains and losses on investments hought and sold, as
well as held during the year) (depreciated) appreciated in value as follows {expressed in thousands):

U.8. government and governmment-guaranteed obligations 3 2,316
Corporate bonds— [.S. 2,469
Corporute bonds — foreign 10,644
Common stocks ~11.5. (83,977
Comrmon stocks — foreign (9,823)
Collaterized debt obligations 10,150
Ml funds G817

Net depreciation of fair value of investments

$ (72,038)
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GERS participates in securities lending program administered by State Street Bank & Trust
{the Custodian). T.oans are generally terminable on demand. The system may be exposed to off-balance
sheet risk in the event a borrower is unable to meet its contractual obligation, The Custodian must receive
collateral at a minimum of 102% of the market value of the security for domestic borrowers, and 105% for
foreign borrowers. The securities are marked-to-market, and settlements are made with the borrowers on a
daily basis by the Custodian, At September 30, 2002, approximately $225.4 million of securities were on
Joan.

Receivables

Taxes receivable at September 30, 2002 consist of the following (expressed in thousands):

Income 3 94,444
Real property 33,027
Gross receipts 5,013

M 132,484

The Naval Appropriations Act, 1922, and Section 28(a) of the Revised Crganic Act created a separate tax
struchure for the U.S. Virgin Tslands that mirrors the Internal Revenue Code of 1986, as amended. Income
taxes are due from every corporation, partnership, individual, association, estate, or trust that meets the
filing requirements of the U.S. Internal Revenue Code. A U.S. taxpayer who is a permanent resident of the
T1.5. Virgin Islands satisfies his Virgin Islands income tax obligations by filing his return with and paying
income taxcs to the Government. Virgin Islands residents arc taxed by the Virgin Islands on their
world-wide income. A nonresident of the U.S. Virgin Islands pays income taxes on his U.S. Virgin Islands
source income to the Government, The revenue is recognized in the general fund in the fiscal period for
which the income tax return was filed. The revenue from income tax withholding and estimated payments
are recognized in the general Tund as collected, net of estimated tax refinds.

Corporate income taxes are due by the 15% day of the third month following the close of the fiscal year and
become delinguent if not paid on or before the due date.

Partncrship and trust income taxes are due by April 15 of the following year for which the income tax was
levied. Trust income taxcs must be paid by the tax filing date.

Property taxes are levied each calendar year on all taxable real property located in the U.S. Virgin Islands.
The revenue is recognized in the general fund and in the fiscal period for which the property tax was
levied, provided the tax is collected within 60 days subsequent to fiscal year-end, unless the facts justify a
period greater than 60 days.

The Office of the Tax Assessor is responsible for the assessment of all taxable real property.
Noncomuncreial real property subject to taxation is reassessed biannually and commercial real property
subject to taxation i3 reassessed annually. The Tax Assessor prepares an annual assessment roll and
schedule of collectiong for each parcel of real property that is used by the Department of Finance, as the
basis for issuing tax bills to all taxpayers in the U.S. Virgin Islands.
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Property taxes are to be levied by May 15 of each year in the name of the record owner on January 15 of
the same year. The taxes are due on September 30 and become delinquent if not paid by October 30. The
taxes assessed become an cnforceable first lien against the real property as of the levy date.

For businesses with gross receipts of less than $130,000 per annum, gross receipds taxes are levied on a
monthly basis, based on a 4% of gross receipts in excess of $35,000. Businesses with annual gross receipts
of more than $150,000, losc the $5,000 monthly exemption. The gross receipts tax is due within 30
calendar days following the last day of the calendar month collected.

Receivables in the government-wide financial statements also include acerued interest and other amounling
0 $1,378,000 and $97,000 of armounts due from the agency fund o the governmental activities.

Loans and advances reccivable at September 30, 2002, consist of the following (expressed in thousands):

Primary Fiduciary Component
government funds units

Mortgage loans $ 9,625 26,373 —
Personal loans —_ 69,872 -
Crher loans and advances 963 1,235 2,369
Subtotal 10,588 97,480 2,369

Less allowance for uncollectible accounts (5,171) {3,000) —
Loans and advances, net b 5417 94,480 2.369

Interfund Transactions
(@) Operating Transfers

Operating transfers constitute the transfer of resources from the fund that rcceives the resources to
the find that ulilizes them. The most significant transfers to the general fund from other
governmental funds include a $73.2 million transfer from the debt service fund representing tax
revenue in excess of bonds debt service requirements and a $23.6 million transfer from the nonmajor
governmental funds, $3.6 million from the PFA Blended Capital Projects Fund for reimbursement of
capital outlays made by the gencral fund and $20 million from the Government’s debt service fund
representing tax revenue in excess of bonds debt scrvice requirements. Transfers to nonmajor
pgovernmental finds consisted primarily of $10.1 million transferred from the debt service fund and
$10.3 million from the general fund. Other significant transfers include a transfer of $2.6 million
from PFA Blended Capital Projects Fund 1o the King's Alley Management Fund (3 nonmajor
cnterprise [und),
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Tnterfund transfers for the year ended Seplember 30, 2002 consisted of the following {cxpressed in (h)  Due From/To Other Funds
thousands):
e following table summarizes inf reccivables and payables at Sep er 30,
The folk tabl terfund bl d payabl t September 50, 2002
PFA Enterprise : -
Debt Nonmajar fund — West Nonmajor (Bxpressed m lhousands) )
Geoeral Service governmental Indian Enterprise E N
Transfer to Tund Fund funds Comp_an! funds Total . mierprise "
——— _——— Nonmajor fumd— Discretely
General find H — 73212 25614 500 — 99326 gavern- West Noomajor  Pension presented
Nonmajor governmental 10,360 10,127 — 800 — 21,287 General mental Indian enterprise trust Apency  component
Nenmajor — - 2,594 — — 2,594 Due to fund funds Company funds fund fund wiits Total
Tortal 13 10,360 £3,339 28,208 1,300 — 123,207 General fund $ 3,178 500 4,668 — — 15,365 23,711
- - i - 5 -
‘Transfer from Nonmajor governmental 350 414 7 0861
T -
General fimd s — - 10360 - ~ 10360 otal govem
Dbt service fund 73212 — 10,127 — — 83,339
- . g 0 5,082 A
Monmajor governmental 25614 — - _ 2,594 28208 finds O [ v Bp—. E il 15365 3572
Tnterphise find — West Proprietary fimd  nonmsjor
Indian Company 500 — 800 — — 1,300 eniTprisc 3 300 — _ — — — — 300
Total $ 99,326 — 21,287 — 2,594 123,207 Fidugiary fomds ~ pemsion
frust tund 5 523 - — — — — — 523
Discretcly presented
COMPONEDE UNits 5 4382 — — — — — — 4382
Tue from
General fund — 9,350 — 300 523 — 4382 14,533
Nonmzjor g ! 3,178 — — — — — _ gt
Tolal govern-
mental
tinds $_3.178 9,350 — 300 323 — 4,382 17,733
Enterprise fund  Wesl
Indian Company 500 — — — — — 500
Noamajor just 4,668 414 — — —_ — — 5,082
Total
proprietary
funds $ 5,168 A14 — — — — — 5,582
Fiducizry fimds - agency
fimd — 97 — — — — — o7
Diiscretely presented
COmponEILt Uits S 15365 — — — — — 15,365
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The due from/to other fimds inelude $4.9 million due from the general fund to the Emergency
Molasses Fund (nonmajor governmental fund) from unpaid appropriations. Other balances
composing the due from/to other funds, include $2.7 million from the Bond Proceeds Fund
(nonmajor povernmenial fund) to the general fund and §500,000, from WICO (nonmajor enterprise
fund) to the general fund. In addition, $4.4 million from the Lottery, (nonmajor enterprisc fund) o
the general fund consisting primarily of 8% of the total Lottery revenue that is required to he
transterred to the gencral fund.

The due to PG balance is composed of $10.8 million duc from VIGHIIFC, a discretely presented
component wnit. This liability exists because a portion of payroll expenditurcs that the Government
processes are ultimately the responsibility of the Medical Center. The due from PG is mainly
caomposed of $3.5 million and $695,000 due to the University and VIPA, respectively,

(7} Restricted Assets

611-d

fa)

i)

Primary Govermment

Restricted assets of the PG inelude cash and cash equivalents for debt service and sinking fund
requirements.

Component Units

Restricted assets of component unils mclude cash and cash equivalents, investments, and receivables
as follows (expressed in thousands):

Restricted Asscts — Component Units

Debt service and sinking fund requirements $ 14,174
Construction funds 4,604
Renewal and replacement funds 834
Endowment funds 3,830
HUD project funds 4,527
Revolving loan fund 1,708
Total cash and cash equivalents 29,767
Tnvestments:
Debt service and sinking fund requirements 16,950
Construction funds 14,494
Renewal and replacement [unds 3,481
Endowment funds 8,552
Qther 5,824
Total investments 49,301
Other:
Accrued inlerest receivable 195
Total restricted assets of component units b 79,263
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Capital Asscts
(a}  Primary Government

The capital assets activity for the governmental-type activities funds for the vear ended
September 30, 2002 is suminarized as follows (expressed in thousands):

Beginping
balance Ending
{as restated) Additions Reductions. balance

Capital assets, not being

depreciated:
Land $ 172,907 10,723 — 183,630
Congtrietion in progress 11,311 8,158 13925 5,544
Total capital assets,
not depreciated 184,218 18,881 13,925 189,174
Capital assets, being
depreciated:
Land improvements 3,557 — — 3,557
Tnfrastrycture 84,818 18,352 — 103,170
Buildings and improvemens 390,099 531 — 390,630
MWachinery and equipment 48,566 14,872 — 63438
Total capital assets,
being depreciated 527,040 33,758 — 560,795
Less accumulated depreciation for:
Land improvements 1,158 149 — 1,307
Infrastructure 5821 3,169 — 8,990
Buildings and improvements 108,708 5,779 — 114,487
Machinery and equipment 26,644 5,572 — 32,216
Total accurmulated
deprrectation 142,331 14,663 — 157,000
Total capital assets,
being
depreciated, net 384,709 12,086 — 403,795
Governmental-type
activities capital
assets, net $ 568,927 37,967 13,925 592,969
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GOVERNMENT OF THE UNITED STATES YIRGIN ISLANDS

Capital assets activity for the enterprise funds for the year ended as of September 30, 2002, is

summarized as follows (expressed in thousands):

Beginning
balance Ending
(as restated) Additions Reductions balance
Capital assets, not being
depreciated:
Land and land
improverments % 5375 — — 5,375
Censtruction in progress 526 593 — 1,119
Total capital asscts,
not depreciated 5,901 593 — 6,454
Capital asses, being depreciated:
Buildings and improventknts 35491 3,368 — 38,859
Machinery and equipment 2,842 5315 67 3310
Total capilal assets,
being depreciated 38,333 3,503 67 42,169
Less accunmlated depreciation 9,820 1,631 47 11,384
Total copital assets,
being depreciated,
net 28,513 2,272 — 30,785
Business-type
nctivities capilal
assets, net k3 34,414 2,865 — 37279
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Depreciation expense was charged to fimetions/programs of the PG for the year cnded Seplember 30,

2002 was as follows (expressed in thousands):

Governmental activities:
General government
Dublic safety
Health
Public housing and welfare
Education
Transportation and communication

Total depreciation expense — governmental activitiey $

Business-type activities:
wICO
Lottery
Qther

Total depreciation business-type activities $

6,008
1,332
53
314
5,651
511

14,669

1,197
67
367

1,631

The capital asscis activity for the fiduciary funds for the year ended September 30, 2002, is

summarized as follows {(expressed in thousands):

Beginning
halance Ending
(us restated) Additions Reductions halance
Capital assets, not being
depreciated:
Land 3 2,245 — — 2,245
Total capital assets,
pot depreciated 2,245 -— — 2,245
Capital assets being depreciated:
Buildings and improvernents 10,947 — — 10,947
Total capital assets
being depreciated 10,947 - — 10,947
Less accurmulated depreciation 943 95 —_ 1,038
Total capital assets
being
depreciated, net 10,004 (95) — 9,909
Capital assets, net  § 12,249 (95) —- 12,154
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Component Units

Capital asset activity for the discretely presented component units for the year cnded September 30,

2002 is suminarized as follows (expressed in thousands):

Beginning

balasce Ending

{as restated) Addditiens R ' balanee
Land § 74,607 3,248 178 77677
Buildings and improvements. 1,046,692 159,861 96,944 1,109,609

Infrastructure — airport and
matine terminal facilities 70,452 14,035 — 84,487
Personal property and equipment 75,596 11,203 1,654 85,145
Construction in progress 64,111 43,979 75,355 32,735
Capital assets 1,331,458 232,326 174,131 1,389,653
Less accumulated depreciation 630,235 59,215 4,177 685,273
Capital ussets, net % 701,223 173,111 169,954 704,380
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(9) Long-Term Liabilities
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Tong-lerm ligbilities activities for the year ended September 30, 2002, were as follows (expressed in

thousands):

Governmuntal activities:
Bonds pavable:

1598 Series revenue and
refunding hands 5

1998 Project revenue bunds

1999 general obligation bonds,
Surics A

1999 Series A revenue bonds

2001 Series A, tobaceo
bonds

Subtotal bonds payable

Detetred amount on
refendings

Bonds discount

Ronds accretion

Total bonds payahle

Leans payable:
FEMA State Sharc
Marilyn CDL

Total boans payzble

Other linbilities:
Averued compensated absences
Retrouclive union arbitration
Litigation
Accrued disallowed costs

Total ather lizhilities

Tokl governmental
activities s

Business-type aclivitizs:
Notes payable;
WICO {see note 13d) 5

Total notes payzable

Totul business-type
activities &

Amounts Amwunnts
Beginning Ending due within dwe
balance dditi Redustions balancc DHig year thereafter
511,340 — {11,845) 499,495 12,525 486,970
9015 — (2,620) 7295 2,785 4510
7,990 — (730) 7,260 T80 6,480
266,270 — (&,090) 262,180 4305 287375
— 23,685 — 21,685 — 23,685
825,515 23,685 (19,285} 829,915 20,395 809,520
4312 — 516 £3,696) (616) (3,080
(11,772 (124) 947 (10,949) (©47) £10,002)
— {1,975) 252 (1,723) 232) (1471
BN9.A431 21,586 {17,470 813.547 18,580 794,567
4477 — 4477 — - —
127,200 — -— 127,200 —_ 127,200
131,677 — AT 127,500 — 127,200
49,559 4,443 — 34002 28402 25,600
68,512 — — 368,512 — 368,512
11,045 2,217 (2.091) 4,171 923 3,248
26,286 — (7.585) 13,704 — 18,704
435,405 6,660 (16,676) 445,389 28,325 416,064
1,396513 28,246 (33,623 1,386,136 47,9035 1,338,231
21,281 — (957 20,324 1,030 19204
21,281 — (957 20,324 1,030 19,294
21,281 — 937 20,324 1036 19,294
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(@) Debf Margin

Pursuant to 48 U.S.C. Section 1574(b)(i) of the Revised Organic Act, the Government may issue
tevenue bonds for public improvements or undertakings authorized by an act of the Legislature,
without limitalion as to principal amount, Such revenue bonds are payable solely from the revenue
directly derived from and attributable to such public improvements or undertakings. Pursuant to 48
U.S.C. Section 1574(b)(11), the Government is authorized to issue general obligation bonds for any
public purposc provided that no such indebtedness is in excess of 10% of the agyrepate assessed
valuation of the taxable real property in the U.S. Virgin Islands. In addition, pursuant to 48 U.S.C.
Seciion 1574a (Public Law 94-932), the U.S. Virgin Islands is authorized to cause to be issued bonds
or other abligations in anticipation of the matching funds to be received from the federal govermnment
pursvant to 26 U.S.C. Section 7632(b)(3). There is no legal limit on the value of bonds that the
Government may issue pursuant to 48 U.S.C. Sectlon 1574a, The Legislabure of the US. Virgin
Islands mwust authorize all bond issvances. PFA is authorized to issue bonds for the purpose of
linancing any project or for the purpose authorized by the Legislature. Given that PFA’s powers to
issue bonds are derived from 48 U.S.C. Section 1574(b), the bonds issued by PFA arc subject to the
limitations of said 48 U.S.C. Section 1574(b). On August 23, 1999, the Legislature amended (he
V.I. Code to add a Mandatory Balanced Budget Provision. Such provisions, specifically Title 2 of
the V1. Code Section 256, provide (hat the ameunt of debt of the Government existing on October 1,
2000 shall be the debt limit of the Government, exclusive of bond principal and interest that may
became due. The debt limit specified under Title 2 of the V.L Code Section 256 docs not melude
bonds authorized by law for which a specific source of revenue is identified and committed to
reliring ihose bonds. As used in Title 2 of the V.1 Code Section 256, the term “debt™ means the total
accumulated unpaid obligations that are due and payable, including unpaid mcome tax refinds,
amounts owed to vendors, and cwrrent year unpaid debl service obligations, if any. As used in the
statute, the term “debt” does not include that portion of principal or intercst on bonds that is not yet
due and payable.
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(B)  Bonds Payable

Bends payable outstanding at September 30, 2002 are eomprized of the following (expressed in
thousands):

Primary Government — Bonds Payable

Final Interest
Bonds payable maturity rates Balance
1998 Series A, B, C, D, and E revenuc
and relunding bonds 2023 550%t07.11% $ 499,495
1999 Project revenue bonds 2005 6.25% 7,295
199% Series A general obligation bands 2010 6.50% 7,260
1999 Series A revenue bonds 2029 4.2% 1o 6.40% 292 180
2001 Series A tobacco bonds 2031 5% 23,683
Subtlotal 829915
Less:
Deferred amount en refundings (3,696)
Bonds discount (10,94%)
Bonds aceretion (1,723)
Total § 813,547

On May 1, 1998, PFA issued the revenue and refunding bonds series 1998 A, B, C, DY, and E
amounting to $541.8 million, sccured by general obligation notes issued by the Government. Thesc
bonds were issued for the purpese of, among other things, advance refunding of previously issued
bonds in order to obtain lower interest rates. The economic gain obtained by this advance refunding
is the difference between the present value of old debt service requirements and the new debt servicc.
This refunding resulted m a debt service saving of approximately $40 million and an economic gain
of approximately $19 million.

The proceeds of the 1998 Series A and B Bonds were placed in an irrevocable trust account to
provide for all futurc debt service payments on the Highway Revenuc Bonds Series 1989, Senes
1991, Series 1992, Series 1993, and Scrics 1994 Bonds. At September 30, 2002, $220.7 million of
the above-mentioned defeased bonds were outstanding,

The proceeds of the Series 1992 Revenue Bonds were placed in an irrevocable trust to provide for all
future debt service payments on the Series 1989 Revenue Bonds. At Sepiember 30, 2002,
$176.9 million of defeased bonds were oufstanding. All assets held by irrevocable trusts for
refunding of prior outstanding debr and the corresponding liabilitics are not included in the
Governinent’s basic financial statements.

The 1998 Series C Bonds and the 1998 Series I Bonds were issued to pay, on behalf of the
Government, the full principal balance and interest due and payable on the Revenus Anticipation
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Note, issued in February 1998, The remaining balance of the 1998 Series D Bonds amounting to
approximately $11.6 million was primarily provided to the Governmenl for additional working
capital. The net proceeds of the 1998 Scries E Bonds amounting to $104 million were primarily
designaled o fund the construction of certain capilal projects amounting to $94 million. The
remaining $10 million was deposited in a debt service reserve account,

The 1.5, Department of the Treasury makes certain transfers to the Governinent of substantially all
excise (axes imposed and collected under the Internal Revenue laws of the United States in any fiscal
year on certain produets produced i the U.S. Virgin Islands (primarily rum), and cxported 1o the
Uniled States from the Virgin Islands. The amount vequired to be remitted to the Government by the
U.S. Department of the Treasury is an amount no greater than the total amount of local revenue
(primarily taxes} collected by the Government in each fiscal year, As a result, the term “matching
fund revenuce” is used fo denote these payments. The Governmeni has pledged the matching fund
revenue, as described above, to the timely payment of principal and interest on the 1998 Serics A, B,
C, D, and E Bonds. Thus, amounts to be received by the Government from federal excise tax, mostly
inn rum, are deposited directly in a trust account until the 1998 Bonds are paid in accordance with the
Indenture of Trust.

Estimated prepayments of malching fund revenue are made to the Government prior (o the heginning
of each fiscal year, subject to adjustment [or the amount of local revenue actually collected by the
U.8. Dicpartment of the Treasury during such year, Prepaymenls of matching fund revenue are
tecorded as deferred revenue in the accompanying statement of net assets and the balance sheet of
the governmenta! fimds and reversed against revenue in the following vear. The adjustments for
actual collections made to the estimated prepayments are recorded in (he year determined.

In November 1999, the U.S. Congress approved an increase in the rate of federal excise taxes on rum
transferred Lo the Goverument from $10.50 to $13.25 per proof gallon. The increase was retroactive
to Tuly 1999 and will be effective through December 31, 2003,

Intcrest on the revenue and refimding bonds series 1998 A, B, C, D, and E and 1999 bonds are
payable semiannually on April 1 and Oclober 1, and principal is payable annually on October 1, The
Government is responsible for all principal and inlerest payments on the 1998 Series bonds, The
principal due em October 1, and interest payments due on (etober 1 and April 1 are funded by the
matching fund revenue and deposiled into the debt service reserve accounts.

On April 13, 1999, a loan agreement was made between and amaong the Government, the PFA,
International Business Machine Corporation (IBM), Banco Popular de Pucrto Rico, and ULS. Trust
Company of New York (Y2K Loan). The purpose of this loan was to finance certain costs of
compliance by the Government with Year 2000 compuler systems issues. The loan was evidenced by
the Government’s issuance of General Obligation Bonds Series 1999 A amounting to $18 million.
Principal and interest is payable semianmually on January | and July 1. On Fuly 9, 2001, the
Government paid the outstanding IBM portion of the bonds amounting to $7.4 million.

The Bonds are securcd by the full faith and credit and taxing powcr of the Government, including a
pledge on annual real properly lax rcvenue from its taxation of the Hovensa Oil Refinery
(the Refinery} which revenue is deposited in the Hovensa Property Tax Fund and a contingent pledge
of all franchisc taxes on Foreign Sales Corporations collected by the Government (Franchise Tax
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Revenuc). Pursuant to the Hovensa Oil Contract, the Refinery agreed to pay $12 million annually of
real property taxes on the refinery propetties. Foreign sales corporations qualified to do business in
the Virgin Islands must pay a franchise tax of $1.50 for each thousand dollars of capital stock issued
{Franchise Tax).

On April 13, 1999, PFA also issucd Project Revenue Bonds (the 1999 Project Revenuc Bonds),
amounting to $13.5 million on behalf of the Government, to finance a portion of the Government’s
Year 2000 (Y2K} compliancc efforts, including the costs related to transportation, installation, and
related hardware, software, and consulting scrvices and related expenses. The 1999 Project Revenue
Ronds are secured by lease payments made by the Government to PFA pursuant to a municipal lease
purchase agreement, dated April 13, 1999. Such lease payments shall be funded by appropriation
from the real property taxes deposited in the Hovensa Property Tax Fumd and all franchise taxes ona
subordinated basis and subject to any superior rights of the Series 1999 A General Obligation Bonds.
The 1999 Project Revenue Bonds malure on January 1, 2005 with interest payable semiannually on
January 1 and July 1.

On November 16, 1999, PFA issucd the 1999 Serics A Revenue Bonds amounting to $299.9 million.
These bonds were 1ssued to: (i} pay certain working capital obligation of the Government; (i) repay
the Government outstanding tax and revenue anticipation notes; (iii} fund the Scries debt service
accounts; and (iv) pay certain costs of issuing the bonds.

The Government pledged gross receipts taxes for the timely payment of the principal and interest on
the 1999 Series A Bonds. Interest {s payahle semiannually on April 1 and October L, and principal is
payable annuzally on October 1. Gross receipts revenue amounted to $97.2 million for the year ended
September 30, 2002,

On November 20, 2001, TSFC issued Tobacpo Settlement Asset-Backed Bonds amounting to
$21.7 million aggregate principal. The proceeds were used for the purpose of (i} purchasing all
rights, title, and interest in certain litigation awards under the Master Settlement Agreement {MSA)
entered into by parlicipating cigarette manufacturers, (ii} issuanee of Tobacco Setflement
Asset-Backed Bonds to pay the purchase price for the rights, and (jii} to provide funds for hospital
and hcalthcare projects in the U.S. Virgin Islands. As of September 30, 2002, the outstanding debt
amounted $23.7 million.

Interest on the 2001 bonds is payable semiannually on cach May and November 13, heginning with
May 2002 for the term bonds amounting to $15.5 million and convertible capital appreciation bonds
amounting to $8.2 million, with 2 nominal value of $6.2 million.

The convertible capital appreciation bonds acerete intcrest prior to November 15, 2007 and accrue
interest subsequent to that date, Interest on the capital appreciation bonds will compound on May
15" and November 15™.

Bonds payable at September 3¢, 2002, amounted to $22 million with accunmlated accretion of
$1.7 million. Under carly redemption provisions any M3A payments exceeding annual debt service
requirements of the 2001 Series A Tobacco Bonds must be applied 1o early redemption of principal.
MSA payments and Interest earmnings on the trust funds during the year ended September 30, 2002,
resulted in redemption of $520,000 on November 15, 2002,
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Debt service requirements at Septemnber 30, 2002 were as follows (expressed in thousands):

Governmental Actlvities — Bonds

Revenue Bomxls Revenve Bonds Revenoe Bonds Revenue Bonds. Revenue Donds
Serics LMB A Series 1908 B Series 1998 C Serkes 19941 Series 1983 £

Principal Interest _Primvipal _ Tnferest Principal Interest _Principal Intercst _Prineipal _ Tnferest

Yeur:
2003 5 — 13821 2410 26 6,575 374 3,540 1,642 — 6,261
2004 15,821 - — 9,480 3313 3,745 1441 —_ 6261
2005 — 15821 — — 060 2,801 3,963 1,220 — 6,061
2006 — 15,821 — - 10,555 2236 4210 Y — 6,261
2007 - 15,821 — — 11,150 1.640 2,470 714 — €261
200%-2012 56,930 89,164 — — 24,235 1.351 9,665 B 23,365 4976
20132017 90,950 52,122 — — — — — - 37520 19362
201820z W0 23,762 — — — — — 45,535 6,527
20232027 28,105 3,636 — — — - — —
20282032 — - — — — — _ — — —
Totd §_ 289,075 247,810 2410 86 71983 15,055 29.595 5,576 106,430 52,470

General Didigation Project Revenue
Bonds Rmis Revenye Bonds Tobaceo Bonds Tutal gevernmeniat
Serles 1999 & Serles 1999 Series A 1999 Series A 2HH1 activities

¥ringipal Interest Frincipal Interest Principal Interest Principal Interest Privcipat TInierest

Year:
2003 S A0 459 2,785 43 4305 17,933 - 50 20395 47,201
2004 820 408 2,960 236 4,540 17,703 - 74 21,555 45,957
2005 885 353 1,550 48 4765 17470 — ™ 21,135 44,748
2006 945 298 — — — 17,351 — 774 15710 42,72
2007 1,005 232 — — 17,351 -— TH 16,625 42,793
2008-2012 2815 280 — — 34,585 99,243 5,470 3,869 157,063 229,468
20132017 — — — — — 77,008 7,700 2,869 136180 152,381
20182022 — — — 81115 58.920 3150 32 232,870 n2852
2023-2027 — — — — 69,015 35472 3,735 2011 110,875 41,119
2028-2012 — - — — 93,855 8,623 3630 1408 97,483 10,031
Towal § 1,260 2,027 7,205 697 292,180 367,106 23,685 18,435 $20.915 750,262

Notes Payable

The Government and FEMA, entered into a Commumnity Disaster Loan Agreement (CDL) on June 14,
1996, The purposc of the 1996 CDL was to enable the Government to continue to provide vital
municipal services such as public health and safety, police and fire protection and the operation of
puhlic schools, among other things, after the Government had suffered a substantial loss of tax and
other revenue a3 a resuit of Hirricane Marilyn which occurred in 1995. The loan proceeds were not
intended to provide funds 1o financc capital projects, nor the repair or restoration of public property
damaged by Hurricane Marilyn, The CDL, hy its tcrms, is secured by a pledge of the full faith, credit
and taxing power of the Government,

Pursuant to 44 Code of Federal Regulations {CFR), Section 206,366, Subpart K, the Government
submitted un Application for Administrative Loan Cancellation in Cemnection with Hurricanc
Marilyn 1067-60 CDL in June 2001. By this application the Governmenl requested cancellation of
$127 2 million in principal drawdowns and the attendant accumulated interest to date.
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In November 2003, FEMA notified the Government the results of its review of the Application for
Administrative Loan Cancellalion i commection with ITurricane Marilyn. As a result of such review,
FEMA concluded that only $19.7 million of principal and associated interest was eligible for
caneellation, The Government continues to pursue its request for cancellation.

The 1996 CDL accrues interest at the annual ratc of 6.35% and was scheduled to be paid in 40
quartcrly payments starting on June 26, 2001. The Government plans to pursue its rights under
TEMA rules and regulations for administrative cancellation of all or part of the Hurricane Marilyn
CDL. The Government alse intends to pursue relief through federal legislation, if neccssary,
following administrative proceedings before FEMA, The 1996 CDL loan outstanding principal
balance as of September 30, 2002 amounted to $127 million.

Tn addition to the 1996 CDL, FEMA provided the Government a statc share Joan on May 3, 1996,
The loan provides the Government with funds to be used for the matching portion of FEMA
programs. The loan accrues interest at an avmual rate of 6.35% with final maturity in August 2002,
As of September 30, 2002, the outstanding principal balance of this loan had been paid.

In the event of a default by the Government, FEMA is entitled to recover the delinquent outstanding
principel, plus any accrucd and umpaid interest, under federal debt collection procedures, including
administrative offset against other federal funds due to the Government, which may include
malching fund revenue.

Debt service requiremnents for notcs payable outstanding at September 30, 2002 were as follows
{cxpressed in thousands):

Principal Interest Total

Year:

2003 5 — 42,365 42,365
2004 14,047 7,730 21,777
2005 14,540 6,841 21,381
2006 15,485 5,895 21,380
2007 16,492 4,889 21,381
2008-2012 66,636 3197 74,833

Total $ 127,200 75917 203,117
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{d) Component Units — Bonds Payable

Bonds payable of discrelely presented component units are those liabilities that are paid out of
resources pledged by such entities. These revenue bonds do nol constitute a liability or debt of the
PG. Bonds payable outstanding at September 30, 2002 arc as follows (expressed in thousands):

Final Interest
Bonds payable maturity rates Balance
Tniversily of the Virgin Islands:
General abligation bonds of 1995 2003 6.12% to 7.82% § 399
General obligation bonds of 1999 2029 6.50% 10 7.75% 24390
Various building bonds 2004 3.00% to 7.50% 359
Virgin Islands Water and Power
Authority (Electric System)
Revenue bonds of 1999 02 425% 10 5.30% 100,435
Virgin Islands Water and Power
Authority (Water System)
Revenue bonds of 1999 2018 4.90% 0 5.50% 40,985
Virgin Islands Port Authoriy
Revenue bonds of 1998 2005 3.45% to 4.50% 10,301
Virgin Tslands Iousing Finance
Antheority:
Revenue bonds of 1995 2027 5.50% to 6.50% 4365
Revenue bonds of 1998 2028 4.10% to 5.25% 2,750
Subtotal 183,954
Plus unamortized premium 558
T.css unamortized discount (776)
Less deferred amount on debt
refunding and reacquisition costs (7,843)
Bonds payable, net £ 175,923
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Following is a schedule of changes in long-term debt for discretely presented component units for
fiscal year 2002 {expressed in thousends):

Amounis Amounts
Reginning rre— Ending due within dug
balanee Additigns _Reductions balance  _ omeyear _ thereafier
Bonds payahle:
University of the Virgin Tslands 5 26,188 — (1,487 24,701 1,185 23516
Virgin Blands Water and Power Auvthority:
Flectric System 94,349 (3.241) 26,108 3,945 92,163
Waler Systern 39,172 (1,338} 37.836 1,725 36,111
Virgen Islands Porl Authority 13,486 — (3,323} 10,163 3,285 6,378
Virgin Islands Housing Fiuance Authurity 7910 — (795) 2115 130 6,935
Total bonds payable, net 186,105 — (10,182) 175,923 10,270 165,653
Notes payable:
Roy L. Schneider Hospital 269 — (187} 82 82 —
Economic Devclopment Authority 365 — 23} 342 24 318
Uiniversity of the Virgin Istamds 3433 — {498y 3,585 45 3,538
Total notes payable 4,267 (25%) 4,009 152 3,857
Other long-term ligbilities:
University of the Virgin lslands 132 — - 132 — 132
Virgin Islands Houslng Authority 13,599 — (7.118) 6,781 — 6,781
Economic Beveloprent Authority SRS 8.579 — 8380 56 8324
Juan {ais Hospital — 812 — 812 — 812
Roy L. Schneider [Tospital — a7 — 407 - 407
Virgin islands Indnstriel Development Park 40 2 — 42 - 42
Virgin Islands Housing Finance Aulhority 6,765 2,081 — 8,856 B,B5&
“Total other long-lerm
liabilities $ 21,421 11,391 (%118} 25410 36 25,354

The University issued general obligation bonds in 1994 for the financing o refinancing of the
construction of the Si. Croix and St, Thomas residence halls and ancillary facilities. These bonds
have sinking fund requirements whereby principal payments and interest is being deposited quarterly
into a debt service account held by the trustee, Thesc bonds are general obligations of the Universily
and are collateralized by gross revenue, excluding the required appropriations for debt service made
by the Government.

On December 29, 1994, the University issued additional general obligation bonds lotaling $5 million
to be used for the refinancing of certain equipment. These bonds also require the University to
catablish a debt service reserve fund, which is 1o be maintained at a sum equal to 5% of the bond
proceeds. These bonds are secured by the refinanced equipment and are being paid in sertannual
installments of approximately $413,000, including intetest.

During fiscal year 2000, the University issued the 1999 Series A Bonds. The Universily issucd these
bonds to finance a portion of the construction, furnishing, and equipping of various facilities of the
Universily, to refund $14.1 million outstanding prineipal amount of gencral ebligation bonds 1994
Series A issucd by the University, to fund a debt service reserve lund for the 1999 Series A Bonds,
and to pay certain cost issued under and secured by an indenture of trust dated as of December 1,
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1999 hetween the University and the trustee, The 1999 Series A Bonds maturing on or after
Dcecember 1, 2010 are subject to redemption prior to maturity al the option of the University, as a
whole or in part of any date, on and after Deecmber 1, 2009 at the redemption prices ranging
between 100% and 102% of their principal amount, plus accrued interest to the date fixed for
redemption. Al Seplember 30, 2002, $14.1 million of 1994 Bonds are considered defeased and
outstanding,

The various building bonds payable of the University as of September 30, 2002, are collatcralized by
mortgages on its property, by a pledge of the gross revenue derived trom the operation of certain
student and faculty housing and service facilitics, a lien and pledge of funds available to the
University for general operation purposes as required under the bond indenture agreements, and by
annual grant payments that the U.S. government has agreed to fund as a debt subsidy. The bonds are
subject to redemption at predelermincd amounts, which may include penalties, as provided in the
indentures agreements. These indentures require the University to meet certain funding requiremenits
for repair and replacement reserves, and bond sinking funds,

The bonds pavable of the Virgin Islands Water and Power Authority (Electric System) congist of
Electric System Revenue and Refunding Bonds. The Tlectric System Revenue and Refunding Bonds
of $110.9 million were issued in June 1998. The proceeds from the bonds, and approximately
$14 million in funds from the existing debt service and debt service funds, were used to repay the
lines of credit of the Electric System in the amount of $18 million, te provide for approximately
$30 millien in funds for the construction of certuin capital projects, and to pay underwriters discount
and issuance costs of approximately $1.7 million. The remaining proceeds were used to purchase
direct obligations of the 11.S. government which were placed in an irrevacable lrust with an escrow
agent 1o provide all fihire debt service on the remaining $69 million prineipal amount of the 1991
Series A Fleetric System Revenue Bonds. At June 30, 2002, $55.9 million of the original principal
amount of the defeased 1991 bonds remained outstanding.

The advance refinding of (he 1991 Series A Electric System Revenue Bonds resulted in a difference
hetween the reacquisition price and the net carrving amount of the bonds of $7.1 milhon. This
amount is recorded as a reduction of the new honds and is being amortized as a component of
interest expense through 2011. The Electric System completed the refunding to reduce the interest
rate component of its bonds, to pay down its outstanding variable rate lines of credil, and to provide
for additional funds to finance certain capital prejects. The transaction decrcascd debt service
payments telated to the refunded debt by $5.2 million over the life of the new bonds and resulted in
an economic gain of $3,1 million.

Under the terms of the Bond Resolution relating 1o the Electric System Revenue and Refunding
Bonds, payment of the principal and interest is sceured by an irrevocable lien on the Elcctric
System’s net revenue (exclusive of any finds which may be established pursuant to the Bend
Resolution for certain specified purposes), including the investments and income, if any, thereof.

The Bond Resolution contains certain restrictions and commitiments, including the Eleciric System’s
covenanl to cstablish and maintain reasonable rates, fees, rentals, and other charges to produce net
¢leetric revenue, as defined, that will be at least 125% of agpremale annual principal and interest. The
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Elcctric System’s net electric revenue for the fiscal ycar cnded June 30, 2002, was 183% of
aggregate debt service,

The 1998 Scrics Electric System Revenue and Refunding Bonds are subject to redemption on or after
July 1, 2008, as a whole or in part at any timc at a redemption price of 101% in 2008, 100.5% in
2009 and 100% thereafter. The Electric System Revenue Bonds are subject to mandatory redemption
if any significant part of the Elcotric System was damaged, destroyed, taken, or condenmed, or any
for-profit, nongovernmental investor shall acquire an ownership interest in some or all of the assets
of the authority.

The bonds pavable of the Virgin Islands Water and Power Authority (Waler System) consist of
Water Sysiem Revenue and Refunding Bonds. The Water System Revenue and Refunding Bonds
amounting to $42.6 million were issued in December 1998, The proceeds from the bonds and
approXimately $750,000 in funds from the existing debt service reserve fund were used to repay the
lines of credit balances of the Waler System in the amount of $2 million; to pay underwriters
discount and issuance costs of approximately $865,000; and to provide for $750,000 in funding for a
renewal and replacement reserve fund. The remaining proceeds were used to refund the 1990 Series
A Bonds al a redetnption price of 100% of the principal amount outstanding of $20.4 million, and to
purchase obligations of the U.8. government which were placed in an itrevocable trust with an
escrow agent to provide all future debt service on the remaining $17 million principal amount of the
1992 Series B Bonds. At June 30, 2002, $15.2 million of the original principal amount of the
defeased 1992 bonds remained outstanding.

The refunding of the 1990 Series A and 1992 Series B Bonds resulted in a difference betwecn the
reacquisition price and the net carrying amount of the bonds of $3.8 million. The transaction
increased debt service relaled to the refunded debt by $9.8 mullion over the life of the new bonds as a
result of extending the maturity date, and resulted in an economic gain of $2.4 million.

Tayment of principal and interest of the 1998 Scrics Bonds is secured by an irrevocablc lien on the
Water System’s net revenue (exclusive of any fimds which may be established pursuant to the Bond
Resolution for certain other specified purposes), and funds established under the Bond Resolution,
including investment securities, To provide additional security, the Water System has conveyed to
the bond trustee, a subordinate lien and sceurity interest in the Water System’s general fund. The
‘Water System is also required to makc deposits in a debt service reserve fund in accordance with the
Bond Reselution,

The Bond Resolution contains cerlain resirictions and commitments, including the Water System’s
covenant to establish and maintain reasonable rates, fees, rentals, and other charges lo produce net
water revenue, as defined, that will be at least 125% of agyuregatc annual prineipal and interest
payments. The Water System’s net water revenue for the year ended June 30, 2002 was 164% of
aggregate debt service.

The 1998 Series Bonds maturing on or after July 1, 2010, are subject to redemption prior to their
stated maturity date, at the option of the Water System, as a whole or in part at any time at a
redemption price of 101% during July 1, 2009 through June 30, 2010 and 100%, thereafter,
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In Qctober 1998, the VIPA issued the 1998 Airport Revenuc Bonds Refunding Series A, the 1998
Rohlsen Terminal Airport Revenuc Bonds Series A, and the 1998 Marine Revenue Bonds Refunding
Seties A, with principal amounts of $19.3 million, $3.1 million, and $2.7 million, respectively. The
bonds were issued for the advance refunding of previously issued bonds, The refinding resulted in a
debt service savings of approximately $3.2 million and an ceonormic gain of $2.4 million.

The Airport Revenue Bomds constitute special obligations payable solely from, and secured by a
pledge of, nct revenue of VIPA derived from its Airport System which consists of the airside and
landsidc operations at the Cyril E. King Airport in 8t. Thomas and airside operations at the Henry E.
Rohlsen Adrport in St. Croix. The Rohlsen Terrminal Bonds constitute special obligations payable
solely from, and secured by a pledge of, net revenue of VIPA derived from the Rohlsen Terminal. In
addition, net marine revenuc are pledged for payment of the Rohlsen Terminal Bonds if revenue
from the Rohlsen Terminal are not enough to meet the debt service requirements, The Marine
Revenue Bonds are sceured solely by the net available revenue of VIPA’s Marine Division.

The Airport Reverme Bonds, the Marine Revenue Bonds, and the Rohlsen Terminal Bonds, do not
constitute general obligations of VIPA, the Aviation or Marine Division, the Government, or the
United States, The revenue of the Airport System is not available for the payment of principal or
interest on the Marine Revenue Bonds or Rohlsen Terminal Bonds; likewise, the revenue of the
Marine Division and the Rohlsen Terminal is not available to pay the principal and interest of the
Airport Revenue Bonds except for any surplus of marine revenue which is available for any lawful
purpose designated by VIPA, Neither the credit of the U.S. Virgin Islands nor that of its political
subdivisions is pledged or available for the payment of principal or intercst on the bonds. VIPA has
no taxing powcr.

The bonds’ indentures conlain certain account restrictions and funding covenants 1o cover interest,
debt service, mainlenance, and other costs as specified in the corresponding bond indentures.
Management of VIPA believes that VIPA has established the aforementioned required accounts and
has complied with the contribution requirements with respect to the bonds. In addition, it is VIPA’s
management’s opinion that VIPA has complied with limitations and restrictions imposed by the
bonds indentures.

The bonds’ indentures also specify certain debt service coverage requirements determined from nct
available revenue of VIPA's Airport System, the Rohlsen Terminal, and from the Marine Division,
The provisions of each of the bonds’ indentures require that rates and fees charged for the use of
cach facility should be sufficient to generate enough revenuc to pay all operation and maintenance
expenses, exclusive of depreciation and cerlain noncash charges, of the respective facilities, plus:
(i) at least 125% of the principal and interest and redemption account sinking fund deposit
requirement of each of the bonds beecoming due during such year; (ii) the amount of the debt service
reserve fund deposit requirement for such period; (iii) the deposit required to the Rencwal and
Replacement Fund; and (iv) the amount of the Capital Improvements Appropriations for such period.

In fiscal year 2002, VIPA did not meet the debt service coverage requircment of the Airport Revenue
Bonds. As required by the bond indenture, effective February 1, 2003, VIPA increased the landing
and passenger fees of the Airport System by approximately 25%. Management belicves that the
revenue resulting from the increase in rates will not be sufficient to comply with the debt service
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coverage requircment of the Afrport System in fiscal year 2003 and that VIPA will have to usc
certain funds deposited in the sinking funds to meel the requirement.

VIPA entered into usc agrecments with certain airlines servicing the Adrport Systern which provided
the basis for determining landing fee rates and olher charges to those airlines for the use of the
Airport System facilities for as long as any of the Airport Revenue Bonds outstanding.

The proceeds of the 1998 Airport Revenue Bonds and the 1998 Marine Revenue Bonds were used,
together with cerfain other funds of VIPA, to: (i) advance refund the outstanding aggrepale principal
amount of the 1989 Bonds and Marine notes, respectively; (1) fund a required deposit to the debt
service reserve fund; and (jii) pay ccrtain costs of issuance of the respective bonds,

The Rohlsen Terminal Bonds were used to: (i) pay, in part, the cost of construction of certain
improvements, extensions, bettenments, and additions to the HERA airport in St Croix; (ii) find a
required deposit to the Debt Service Reserve Fund; and {iii) pay certain cost of issuance of the
Rohlsen Terminal Bonds.

The YIHGA issued the 1995 A and 1998 A Revenue Bonds for the purpose of building single-family
housing. As of September 30, 2002, (he 1995 A Reverue Bond Series amount was $4.4 million and
the 1998 A Revenue Bord Series amount was $2.7 million.

The Autherity has agreed in the indenture agrecments for the bonds to deposit with the trustce the
full amount of the bond proceeds. The funds will be used to purchase Government National
Mortgage Association (GNMA) certificates acquired by the bond servicer. The servicer is obligated
to pay the principal and inlerest due on the GINMA certificates Lo the trustee in an amount equal to
the scheduled principal and interest payments of the underlying mortgages. All mortgage loans
issued by thc Authority must be originated by the participants and secured by a first priorily
mortgage lien on the applicable single family residences.

The bonds payable of the VIFLA consist of several bonds issued in prior years for construction of the
Low Renl Ilousing Program. The outstanding balance of the bonds at December 31, 2001 was
$18.3 million. Under the provisions of the contract, HUD serviced all guarantccd debt for the
Authority during the year. HUD has affirmed that the guaranteed debt is no longer the liability of the
Authority. The bonds payable of the VIHA are not included in the schedule below.,

70 {Continued)



8¢1-d

GOVERNMENT OF THE UNITED STATES YIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2002

Fixed malurities tequired to pay principal and interest on discretely presented component units’
bonds payable with fixed maturities at September 30, 2002, arc as follows {expressed in thousands):

Principal Interest Total
Year:
2003 $ 10,270 9,288 19,558
2004 9,975 8,839 18,814
2005 10,262 8,371 18,633
2006 7,125 7.877 15,002
2007 7,485 7,519 15,004
2008-2012 42,990 31471 74,461
2013-2017 43,840 19,928 63,768
2018-2022 35,725 9,060 44,785
2023-2027 9,425 2,761 12,186
2028-2029 6,887 507 7,394
Total $ 183,984 105,621 289,605
Plus unamortized premivum 558
Less unamortized discount (776)
Less deferred amount on debt
refunding and reacquisition costs (7.843)
Bonds payable, nct $ 175,923

(10) General Tax Revenue

For the year ended September 30, 2002, general tax revenue of the PG consisted of the following

(expressed in thousands):
Income taxes 3 304,748
Gross receipts taxes 97,273
Property taxes 69,341
Other taxes 127,953

b 599,315

{11) Commitmenés and Contingencies

()

Primary Government

The current labor relations environment of the Government is defined by 13 distinet labor
organizations subject to spproximatcly 30 coliective hargaining agreements. As specitic disciplines
are not grouped under a single pay plan, it is common to have clerical and nonprofessional workers,
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in different departments throughout the Government represenied by different unions, Of the
approximalely 9,534 government workers, including employees of the executive branch of the
Government, approximately 6,620 belong to umicns. The present collective bargaining statute
requires binding arbitration for certain classified employees in the event of an impasse during salary
negotiations between the Government and any union, Under this process, each side chooses an
arbitrator and a third imparlial arbitrator is selected by the choscn arbitrators. The arbitration panel
investigates and reviews the issues in dispute and renders a final and binding decision. For other
classified employees, the Government must decide to go to impasse or to enjoin any sirike. The
Government has contractual liabilities for retroactive union arbitration selary increases agpregating
$369 million accruing from fiscal years 1993 through 2001. Pursuant to Title 24 of the V.L Code
Section 374(h), no such contract is binding until appropriation of funds is made by the Legislature.
Upon action of the Legislatre, retroactive wages become a current liability of the Government
payable from the general fund. Until such time, the lability is recorded as a long-term debt in the
governmental activities column, in the government-wide financial staternents. Retroactive union
arbitration salaries account has no\ changed from fiscal year 2001, This is due 1o the fact that there
was no retroactive salary inerease in fiscal year 2002 because all unionized employees were brought
to step according to their last negotiated wage agreement that went into effect September 1, 2001 for
the fiscal year ending Seprember 30, 2002,

The Government receives financial assistance from the federal government in the form of loans,
grants and entitlermnents, Loans received are described in notc 9{c). Noncash federal finaneial
assistance programs teccived by the Government during fiscal year ended September 30, 2002,
amounted to approximately $17.9 million.

Receipt of grants is generally conditioned upon compliance with terms and conditions of the grant
ngreements and applicable federal regulations, including the expenditure of resources for eligible
purposes. Substantially, all grants are subject to audit under OMB Circular A-133. Disallowances as
a resull of these audits may become liahilities of the Government. At September 30, 2002, based on
an evaluation of pending disallowances, the Government has recorded approximalely $18.7 million
as other long-term liabilities in the governmental activities column of the government-wide financial
statements.

Management of the Governmcnt believes that the futiure outcome of any changes in federal financial
agsistance programs will not have a material effect on the basic financial statements.

On September 23, 2002, the Government entered into a three-year compliance agreement with the
U.5. Department of Education requiring that the Government develop integrated and systemic
solutions to problems in managing its federally funded cducation programs. The compliance
agreement focuses on the arcas of program design and evaluation, financial management, hurman
capital, and property management and procurement. In the event of noncompliance, the
U.8, Department of Educalion may impose additional conditiens or enforcement actions against the
Government as authorized by the compliance apreement or by law,

The Governmenl 1s a defendant in numerous legal proceedings pertaining to matters incidental to the
performance of routine governmental operations. Under the Title 33, Section 3211{z) of the
V.I. Code, no judgment shall be awarded against the Government in excess of $25,000 for tort
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claims filed under Government statules. In cases invelving several survivors, cach award must be
construed separately for purposes of applying the limitation upon recovery imposed by the Tort
Claims Act. Under the Title 27, Section 166(e) of the V.I. Code, the Government’s waiver of
immunity is expanded to $100,000 for medical malpractice actions, including actions for wrongful
death based on malpractice. Under certain circumstances, as provided in Title 33, Section 3414 of
the V.IL Code, the Govermment may assume the payment of a judgment entered against an officer or
employee acted reasonably and within the scope of his employment, The Governiment may pay up to
a maximum amount of $100,000 of the settlement. With respect (o pending and threatened litigation,
the Government has accrued a provigion for lepal claims and judgments of approximatcly
$4.2 million for awarded and anticipated unfavorable judgments as of September 30, 2002,
Management believes that (he ultimatc liability in excess of amounts provided would not be
significant.

As of September 2002, the Government was a defendant in a lawsuit regarding the asscssment of
property taxes. Under the lawsuit, taxpayers asserfed that properties should be assessed at actual
value in accordance with the Organic Act of 1933. The ULS. District Courl agreed with the plaintiffs
and in May 2003, imposcd an injunction on the collection of real property taxes for years subsequent
to 1998. The Government complied with the Court order to develop a plan to implement the new
valuation method, and the injunction was lifted in August 2003, Assessments will continue al ihe
1998 level until the new assessment method is in place, scheduled for fiscal year 2005.

Btate and fedcral laws and regulations require the Government to place a final cover on the
Government landfill site when it stops accepting waste and to perform certain maintenance and
moniloring functions at the site until compliance is achieved. Tn accordance with GASR Siatcment
No. 18, Accounting for Municipal Solid Waste Landfill Closure and Postclosure Care Cost (GASB
No. 18), the Government should perform a study of the activities that need to be implemented at the
Government landfill 1o guarantee the maximum yield of available space and to comply with
applicablc state and federal regulations. In addition, GASE No. 18 requires that estimated landfll
closurc and postclosure care costs be accrued as o liability in the basic financial statements. The
Government has not conducted the study needed to comply with the requirements of GASB No. 18;
therefore, no lability has becn accrued as of September 30, 2002.

Approximately $94 million of the proceeds of the Series 1998 T Bonds, together with certain federal
finds amounting to approximalely $61 million and other funding sources of approximately
$15 million are inlendsd, 1o finance certain capital projects with eslimated total costs of
approximately $170 million. The nature of the capital projects include the constrocton and
improvements to wastewater treatment facilitics, pursuant to a Consent Decree entered by the
Governtment and the U.S. Environmental Protection Agency {EPA) in September 1995, with an
estimated cost of approximately 541 million,

Under the Consent Decree with EPA, the Government has committed to: (i) construct two regional
wastewater treatment facilities in St. Thomas and St. John; {ii) construct an outfzll extension for the
wastewater trcatment plant in St. Croix; (iii) veplacc the Anguilla Force Main in St, Croix; and
{iv) implement plant-by-plant operational improvements and pump station rehabilitation throughout
the Territory, including the replaccment of equiprnent, repairs, and maintenance at 37 wastewater
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facilities. These projects are currently funded by EPA and the bond procecds (seenote 9). As of
September 30, 2002, $7.7 million of ihe proceeds of the Series 1998 E Bonds remained mmexpended.

In fiscal year 2002, the EPA levied a finc of $25 million against the Government for failure to
comply with mandates pertaining to the management of solid waste disposal. In October 2002, the
Government negotiated with EPA to pay $1.6million of this fine and in December 2002
appropriated $8.4 million for the start-up costs associated with the Wastewater Treatrnent Facility on
the island of 5t. Croix.

GERS filed a lawsuit in District Court, in April 2001, to recover approximately $42.6 million in
administrative payments, as weil as $23 million for breach of contract, from the general fund of the
Government, No liability has been accrucd as of September 30, 2002,

Diycretely Presented Component Units

WAPA estimates that capital expenditures in connection with continuing capital improvements will
be approximately $40 million for the Eleciric System and $12.5 miliion for the Water System during
the year ended June 30, 2002. WAPA is presently a defendant or codefendant in various lawsuits;
however, any adverse outcorne involving a maicrial claim is expected to be substantially covered by
the insurance, WAPA facilities werc damaged by IIurricane Hugo in September 1989. WAPA
reconstructed its gystem with proceeds from insurance and FEMA. On March 23, 1998, FEMA
issued an audit report concluding that WAPA shouid refund approximatcly $7.9 miliion aggregated
questioned costs. Approximately $2.6 million of these questioned costs are related to an oil spill that
was subsequently settled with FEMA. During 1998, WAPA subimitted a second appeal for
$4.4 million of the remaining questioncd costs and agreed to refund approximately $900.000 of
questioned costs to FEMA. During 1999, FEMA denied WAPA’s second appeai and formally closed
the Hurricane Hugo disaster. At June 30, 2002, WAPA has recorded a liability of $5.3 million for
amounts owed to FEMA for overpayments related to these questioned costs. FEMA has not made a
formal request lor repayment of these funds.

It September 1995, WAPA’s facilities suffered extensive damage from Hurricane Marityn. During
1996, WAPA rcconstructed its system with proceeds from insurance and FEMA. In March 1999,
FEMA denicd WAPA™s clam for $8.9 miillion of temaining expenditures related to the
reconstruction. WAPA has subsequently reduced its claim to $5.7 million and is currently
negotiating with FEMA rcgarding reimbursement of these remaining expenditures, Although
management of WAPA believes the ultimate resolution of this matter will result in WAPA receiving
additional reimbursement for prior expenditures, WAPA has not recorded any amounts to teflect
these potential recaveries in the accompanying financial statements.

At June 30, 2002, there was $20 million outstanding under the lines of credit for the Electric amd
Water Systems, respectively, and no funds were available for borrowing under these lines. The lines
of ¢credit expire in April 2003, subject lo annual renewal,

T commection with federal grants programs, VIPA is cbligated to administer and spend the grant
money in accordance with regulatory restrictions, and is subject to audit by the grantor agencies. In
cages of noncompliance, the agencies involved may require VIPA to refund programs’ moneys.
During the normal course of business, VIPA is a defendant in various lawsuaits. In the opinion of
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management and legal counsel, the outcomne of these cases and resulting liability, if any, is either
adequately covered by insurance or shonld not materially affect VIPA's financial position.

{12) Retirement Systems
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Plan Description

GERS is the adrministrator of a costsharing multiple-employer defined-benefit pension plan
established as of October 1, 1959 by the Government to provide retirement, death, and disability
benefits to its employees, The following description of the plan is provided for general information
purposes only. Refer to the actual text of the retirement law in the V1. Code, Title 3, Chapter 27 for
more complete information. Regular employees are eligible for a full service retircment annuity
when they have completed 30 years of credited service or have attained the age of 60 with at least
10 years of credited service, Members who are considered “Safety Employees,™ as defined in the
V.I. Code, arc eligible for full retirement benefits when they have eamed at least 20 years of
government service or have reached the age of 55 with at least 10 years of credited service. Regular
employees who have attained the age of 30 with at least 10 years of credited service can elect to
retire early with a reduced benefit. Senators and members of the Legislature may rcceive a retirement
annuity when they have attained the age of 50 and completed six years of credited service or earned
at least six ycars of credited service as a member of the Legislature. GERS is a blended component
unit included in the financial reporting entity and js presenied as a pension trust fund of the PG.
GERS issues a publicly available financial report thal includes financial statements and required
supplementary information. That report may be obtained by writing to Employees’ Retirement
System of the Government of the Virgin Islands, GRS Complex, Veterans Drive, 81, Thomas, V.I
00802,

Funding Policy

The Governmenl's required contribution for the year ended Scptember 30, 2002 was 14.5% of the
memiber’s amual salary. Since April 1, 1991, requited member contributions are 8% of annual salary
for regular employees, 9% for senators, and 10% for Act 5226 eligible employees. Through
September 30, 2000, member contributions were refundable without interest upon withdrawal from
employment before retiremenl. Subsequent to September 30, 2000, lcgislation was passed that
provided for 4% annual interest on refimded contributions. The Goverment’s conttibutions to the
plan for the years ended September 30, 2002 amounted to $50.5 million that represented 53.15%, of
the annual required contributions. In August 1994, legislation providing an early retirement incentive
was passed. The legislation was subsequently amended on October 13, 1994, December 30, 1994,
and December 5, 1995, Among other matters, the legislation allows a member of GERS who has a
combined aggregate number of years of credited service plus pumbcer of years of age, squal to at
least 75 years as of the date of the lcgislation Lo retire without reduction of annuily, Membcrs, who
have attzined the age of 50 with at Jeast 10 but less than 30 years of credited service, may add an
additional three years to their age for this computation. Members with 30 years of service or who can
retire without penalty under the ¥.I. Code shall have their average compensation increased by four
percentage points.

75 (Continued)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic l'inancial Statements
September 30, 2002

Vor each employee electing to retire pursuant to Scction 8{a) of the Eatly Retirement Act of 1994
(the Act), the Government contributes to GERS, on a quarterly basis, an amount cqual to the
employcr and employee contributions that would have been made until the employce reached the age
of 62 had the employee not elected to retire under this provision.

For employees electing to retire under Section 8(b) of the Act, the Government contributes to GERS
a sum equal to the additional contribution the employer and employee would have made had the
employee Teceived a salary 4% higher during the three years used to compute the eraplovee’s
“average compensation” figure, plus a sum of $3,000. Based on the caleulation, this amount was
$16.1 million as of September 30, 2002. As of September 30, 2002, GERS has received $6.9 million
of such amonnt.

The actuaries of GERS have determined that the specific funding provided under the Early
Retirement Act of 1994 is inadequate to cover the costs of the program. GERS is seeking to recover
any unfunded costs of the program under a newly enacted provision of the retirement law, which
provides that the employer will compensate GERS for the costs of any special early retirement
program.

The Universify has two rctirement plans in which all eligible employees are required to participate.
The Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA-CREF)
is a defined contribution pension plan covering participating, full-time faculty mcmbers and other
exempt cmplovees, under which the contributions, including employees” contributions, are used to
purchase annuities. There are no unfimded past service costs, and vested benefits are equal to the
annuities purchased under TIAA-CRFF. As of Scptember 30, 2002, 232 faculty members and other
employees were TIAA-CREF participants. The number of active participants from the University
participating in GERS as of Scptember 30, 2002 was 280. Total contributions made by the
University to TIAA-CRET participant accounts amounted to $738,822.

(13) Additional Information — Enterprise Funds

The enterprise funds are composed of approximately 47 funds and two entities that provide a variety of
services to commercial and government entities as well as individuals. It includes the operation of health
facilities, dock facilities, a shopping mall, lottery services, loan programs, insurance, housing facilities,
commercial services, and others.

The significant funds and entities are as follows:

fa)

Virgin Islands Lottery

The Lottery was created as an nstrutnentality of the Government by Act No. 3055 of May 28, 1971.
The revenue is generated from the sale of tickets to pay adininistrative expenses and prizes and
increase general fund revenue, The Lottery is required to transfer to the general fund not less than
8% of total revenuc and the surplus, if any, from its operation in accordance with Title 32 of the VI
Code. The prize money of a drawing for which the winning ticket is not sold, is carried over and
added to the prize money of the next drawing. Amy unclaimed prizes, after six months of being
awarded, are retained by the Lottery for the payment of future prizes.
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Government Insurance Fund

The Government Insurance Fund accounis for the operating results of the administration of the
Workmen Compensation Taw, The law was created on July 1, 1941, to insure workers in the event
of work-related accidents. Revenue consists of premiums collected from all employers in the Virgin
Islands. Expenses are mainly administrative and benefits provided to covered employees. Temporary
benefits provided include medical rebabililation, restoration of a portion of lost wages and vocational
rehabilitation, when necessary continuous income benefits are paid for permanent tolal disability,
lapsing upon death of the recipient,

Uremplayment Insurance Fund

The Unemployment Insurance Fund is a federally mandated program to assess employers for
unemployment insurance. The assessments are remitled to the TU.8, Treasury and drawdowns are
ade to pay eligible unemployed recipients. During the fiscal year ended September 30, 2002, the
Torritory collected $4 million in insurance assessments and paid $16.8 million in benefits, Of the
amount paid in benefits, $1.8 million was funded throngh the Temporary Fxtended Unemployment
Benefits (TEUCAY) of the Federal Reed Act Distribution of March 13, 2002, The Virgin Islands share
of the Reed Act Distribution was $1.95 million. As of September 30, 2002, the Governument had a
restricted balance of $57.8 million with the U.S. Treasury to fund unemployment insurance claims.

The West Indian Company

WICO is engaged in the operation of a dock facility and shopping mall in St. Thomas. The
Government acquired all of the outstanding stock of WICO, on July 1, 1993, for a purchase price of
$54 million. In connection with the purchase, the Government obtained a short-term note payable
amounting to $18 million. On December 21, 1993, the note payable was refinanced with a long-term
loan amounting to $18.2 million with interest rate of 5.75% payable in monthly installments of
$127.000, including interest and a final payment comprised of the principal sum outstanding and all
accrued unpaid interest to the date of the final payment.

I 2000, WICO ohtained an additional Jong-term loan in the amount of $8 million, bearing interest at
7.48%. Effective October 1, 2001, the loan is payable in 23% monthly installments of $64,000, and a
fmal payment of principal and interest oulstanding. The revenue of WICO is pledged for the
payment of prineipal and interest on the loans.
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Debt service requirements for loans payable outstanding at September 30, 2002 were as follows
(expressed in thousands):

Principal Interest Total
Year:

2003 $ 1,050 1,272 2,302
2004 1,093 1.209 2,302
2005 1,161 1,140 2,301
2006 1,234 1,067 2,301
2007 1,312 990 2,302
2008-2012 7.804 3,706 11,510
2013-2017 4,073 1,703 5,776
20182022 2,617 669 3,286
Total b3 20,324 11,756 32,080
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(e) Condensed Financial Information of Significant Enterprise Funds

Condensed financial information of significant enterprise funds as of September 34, 2002 and for the
year then ended is presented below (expressed in thousands):

Current assels g
Due from other funds
Other assets
Capital assels
Total asscls
Comrent labilities
Due 1o other funds
Other lLiubilities
“T'otal Labilities
Ncrassets:
Invested io capital assets,
net of related debt
Restricied
Unrestricted
Net assets
(deficit)  §

Schedule of Net Assets

September 30, 2002
West Government Other Total
Unemployment Indian insuranee enierprise enterprise
insurance Company Lottery fund funds funds
333 8,347 1573 6,839 1,011 18,123
- — -_— — el 300
57,833 2,678 — — — 60,511
— 31.452 94 — 5,733 37,279
58,186 42477 1,667 6,832 7044 115,213
8,610 2,345 2,380 367 423 14,125
— 500 4,468 — 614 5,582
- 19294 - — — 19,294
8,610 22,138 6,848 367 1,037 35,001
— 11,128 04 —_ 5713 16,955
49,576 9210 — — —_ 58,786
— — (3,275) 6472 274 1471
49,576 20,338 (5,181} 6472 6,007 77212
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Schedule of Changes in Net Assets

Year ended September 30, 2002

West Government Other Total
Unemployment Indian insurance enterprise enterprise
ingurance Company Luttery fund Tundy fonds.
Operating revenue:
Total operating revenme  § 6,152 9,495 14.061 7,652 7.830 45,690
Operating expenses:
Opetating expenses 22276 6,157 13,910 TA26 11,386 61,155
Depreciation and
amortization — 1,227 57 _ 357 1,661
Tolal Operating
expenses 22,276 7,384 13,077 7486 11,753 62316
Operating
income (lass) (16,124) 2,611 &4 226 {3.923) (17,126)
Nenoperuing revenue
{expenses):
Total noneperaling
Tevenx {expenses) 3,974 {1.067) — — 521 3428
Ineome (loss)
before ransters (12,1500 1,544 84 225 (3,402} {13,648)
‘Imms fers trom other funds - — — — 2,594 2,594
Transfers 1 other funds - (1,300) — — — _ (1,300
Change in net
assets (12,15 244 84 26 (308) (12,404)
Net agscts, beginning of year
{as restated) 61,726 20,094 {8,265) 6,246 6,815 89,616
Net assets, end of yoar § 49,576 20,338 (3.181) 6,472 6,007 77212
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Schedule of Cash Flows

Year ended September 30, 2002

Wist Telal
Thenployment Todian Government Other enterprise
insurance Company Lottery insorance funds funds

Net cash provided by

(used in) operating

activities § (10,4409) 3,803 (115) {31) (8,741) (15.493)
-Net cash provided by

{used in) noncapital

financing activities — (1,300 — — 2,594 1,294
Net cash used in cupital

and related finencing

activities — {3,822) — — — (3,822
Met cash provided by

investing activitivs 3,974 220 — 361 4 555
et decrease in cash and cash

equivalents (6,435) (1,099} {115) Gn (5.786) (13,456)
Cash and cash cquivalents,

beginning of ycar

{8 Teslated) 64,621 5,008 1,070 5205 708 £0.612
Cash and cash equivalents,

cnd vfyear 5 58,186 7800 U35 5,174 (5,078) 67,146

(14) Liguidity

At September 30, 2002, the Government had an unrestricted deficit in the governmental activities
amounting to $859 million mostly attributed to long-term debt amounting to approximately $1.39 billion,
which wus required to be recognized in the statement of vet assets pursnant to the adoption of GASB
Wo. 34. The Government has initiated specific actions to improve its future cash flows through the issuance
of long-term debt, engaging a consulting firm to assist them in their efforts to develop a serics of detailed
revenue enhancement and cxpenditure reduction initiatives and the enactment of certan laws directed
toward improving the Government’s financial situation. In October 1999, the Government and the
1.8, Department of Interior (DOI) entered inky a Memorandum of Understanding (the MOU) whereby the
Government agreed to use its best efforts 1o undertake certain deficit reduction initiatives. As a condition to
certain new and additional federal financial and technical assistance included in or being proposed by
federal appropriations or other legislation, certain financial performance and aceountability standards were
agreed upon by the Government, which the DOT helieves are necessary for the Government to achieve
long-term economic recovery. Pursuant Lo the MOU, the release of such new and additional federal funds
to the Government is subject to compliance with such performance and verifiable objectives agreed upon
in such agreement, The accountability and financial performance standards agreed upen m the MOU
include: (i) preparation of five-year financial recovery plan to be provided to DOI within 90 days of the
date of the MOU, (ii) a fiscal ycar 2000 budget mandating substantial reductions in departmental budgets
and overall general find fiscal year 2000 expenditures not to exceed $432.1 million; (iii) absent
extraordinary ecircumstances to maintain balanced budgets after fiscal year 2003 with any generated
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surpluses applied to the reduction of the accumulated deficit and unfunded obligations; {iv) annual
preparation of finaneial reports; and (v} cfforts to reduce the outstanding debt of the Government. On
October 29, 1999, the DOT and the Government entered into an amendment of the MQU, which amended
the Government’s tequirement to seek change in the Virgin Islands public labor relations law to comply
with federal labor law, Pursuant to such amendment, thc Government, in collaboration with union
representatives, is encouraged to pursue reform initiative through collective bargaining to bring fiscal
solvency to the Government. In addition 1o the financial performance standards set forth in the MOU, the
MOU further provides for the DOI and the Government to enter into a program of preservation and
enhancement of the natural, cultural, and historic resources of the U.S. Virgin Islands to stimulate local
coonomic growth through sustainable tourism. The Government is discussing with DOI certain events of
noncompliance, remedial action necessary to comply with the provisions of the MOU and its effect on the
Government’s financial condition and results of operations.

Fn April 2000, the Economic Recovery Task Force subimitted the five-ycar operating and strategic financial
plan to the Governor for action. The plan provides over 200 recommendations that propose to reduce and
eventually eliminate the structural budget deficit by restructuring and reforming Government operations
and forging a partnership with the private sector intended to result in sustained growth,

In January 2003, the U.S, Department of Interior {ssued an Audit Report concluding that all criteria of the
MOU were partially or substantially achieved except: (1) implementation of collective bargaining reforms
1o assist the fiscal solvency of the Government, and (ii) completion of comprehensive annual reports within
120 days of year-cnd and single audits within nine months of year-end, As part of the MOU, the
Government has committed to maintaining balanced budgets after the fiscal year ended September 30,
2003, with any surpluses applied to liquidating outstanding debl. The U.S. Department of Tnterior
acknowledged that it had not achieved its objective of providing funding for the V.1 Conservation Fund,
and committed to providing finds for capilal improvements, technical assistance, and other assistance once
the Government has achieved substantial compliance.

As mentioned in note 16, in September 2003, the Government received a $100 million Revenue Bond
Antieipation Note for the payment of income tax refunds and operating expenses.

Restatements

During the year cnded September 30, 2002, the Government implemented several new accounting
standards and an interpretation issued by GASB, as previously stated in note 1.

GASB No. 34, as amended by GASB No. 37, establishes new financial reporting standards for state and
local governuments. This statement’s requirements represent a siynificant change in the finaneial reperting
model used by state and local governments, including statement formats and changes in fund types and
elimination of account groups, In addition to fund financial statements, governments are required to report
government-wide financial statements, prepared using the acerual basis of accounting and the economic
resources measurement focus, As a result, fund reclassifications and adjustments to the fund equitics
reported in the prior financial statement balances were required,

GASB No. 35 establishes accounting and financial reporting standards for public colleges and universities
within the financial reporfing puidelines of GASB No.34. The University reported as a discretely
presented component unit adopted the requirements of GASB No. 35.
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(FASB No. 18 requires certain note disclosures when GASB No. 34 is implemented. The provisions of
these new standards have been incorporated into the basic financial statements and notes,

GASB Interpretation No. 6 clarifies the application of existing standurds for distinguishing the respective
portions of certain types of liabilities that should be reported as (i) governmental fund liabilities and
(ii} general long-lerm liabilities of thc Government. The provisions of this interpretation have been
incorporaled into the basic financial statements and notes,

These new accounting standards caused most of the accounting changes, changes in reporting entity, and
restatements described in the ensuing discussions below, Changes and restatements for reasons other than
the adoption of the ahave pronouncements are also explained below.

The following schedule reconciles the September 30, 2001 fund balance/met assets as previously reported
by the primary government to beginning fimd balance/net assets, as restated (expressed in thousands).

September 34,
2001 fund September 30,
balance/net 2001 fund
assets, as Change balance/net
previonsly Fund in basis of assets, as
reported reclassifications accounting T ]
Gencral $ 71,052 (24,835) 57,511 104,328
Debt service % 110,262 {24,391) — 85,871
Nonmajor governmental funds:
Special revenue $ 13,837 49,001 (3.6435) 59,233
Capital projccts 57,566 7,744 (7,210 58,100
Total $ 71,403 56,745 (10,815} 117,333
Enterprise funds:
Unemployment insurarice b — 64,621 (2,895) 61,726
West Indian Company 20,094 — — 20,094
Nonmajor enterprise funds (2,626) 8,900 922 7,796
Total 3 18,068 73,521 (1,973 89,616
Trust and agency funds:
Pension trust $ 1,214,183 — — 1,214,183
Unemployment insirance 64,621 {64,621) — —
Other expendable trust 16,419 {16,419} — —
Total $ 1,295223 (81,0400 — 1,214,183

83 (Continucd)

GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS
Notes to Basic Financial Statements
September 30, 2002

The most significant changes in fund structure occurring between fiscal year 2001 and 2002 include the
following:

*  Major funds were identified and separately reported based on criteria specified in GASB No. 34 and
other qualitative factors. In prior years, all funds were reported by fund typc, as defined by accounting
principles generally accepted in the United States of America, without respect to whether the fund type
was significant.

s A number of finds reperted in agency funds were reclassified to the general fund.
= The expendable trust funds were eliminated and reclassified to the special revenue, enterprise, general,
capital projects.

The following table summarizes changes to fund equities as previously reported in the balance sheet by
certain discretely prescnted component units. The changes resulted primarily from implementation of these
GASE statements and reclassifications in the manner of presentation of certain component units (expressed
in thousands);

Beginning net assets, as previously reperted % 715,436
Restatements:
Virgin Jslands Housing Authority (29,792)
Roy L. Schneider Hospital 2,215
Magens” Bay Authority 24
Feonomic Development Authority (868)
University of the Virgin Islands (48,699)
Beginning net assets, as restated 3 638.316

The heginning net assets’ restatement noted in the VIHA was attributed to a change in 2000 depreciation
expense and an overstatement of debt amortization fund in 2000. Beginning of vear net assets were
reduced by $12 millien for prior years depreciation and by $17 million for debt amortization fund.

The beginning net assets’ restatement noted in the Roy .. Schneider Hespital, the Econemic Develupment
Authority, and MBA was attributed Lo prior period adjustments.

The University was reported in previous years as a public university fund. With the implementation of
GASD No. 34 and N, 35, the Universily is now rcported within the same coluim as all other discretely
presented component units. Changes in the beginning net assets of the University rclates to the adoption of
GASB No. 35, attributed to the depreciation of capital assets, reporting tuition and fee revenue net of
certain scholarship allowances and reporting revenue from auxiliary enterprises net of cost of goods sold
and scholarships and allowances. Beginning of year net assets was reduced by $27 million for prior years
infrastructure depreciation and by $21 million for property, plant, and equipment adjustments.
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(16} Subsequent Events

GET-d

fa}

(8)

Primary Govermmnent

In November 2002, the Refinery entered into a resolution with the PG allowing the issuance of
$25.7 million private activity bonds to repay costs incurred in the construction of a coker plant
completed in June 2002, All debt service amounts related to the bonds are paid by the Refinery.

In November 2002, the PG issued GARVEE bends amounting to $18.5 million under an agreement
with the U.S. Federal Ilighway Administration. The bond proceeds are ¢ be used for commercial
port facilities. Federal highway funds arc utilized for debt servicing requirements.

In September 2003, the PG received a $100 million Revenuc Bond Anticipation Note, Series 2003
from a local bank for the payment of income tax refunds and eperating expenses of the Government.
Interest on the loan is 3.25% for the first six months outstanding, and 3.5% thereafter.

In November 20103, the excise tax on rum of 13.5 cents per gallon was extended to December 2004
The amount had been set to expire on December 31, 2003.

In December 2003, the PFA issued $257.9 million in Series 2003 A Revenue Bonds. The proceeds of
the bonds will be used to: (i)repay the Revenuc Bond Anticipation Notw, Series 2003 of
$100 million mentioned above, (ii) fimd certain necessary public safety and other public scctor
capital development projects, (i) fund the Debt Service Reserve Account, and {iv) pay the costs of
issuing the Series 2003A Bonds. The bonds arc supported by pledged gross receipts taxes.

Component Units

In June 2003, WAPA issued $70 million in electric revenue honds, The bonds will be used to pay off
an existing ling of credit and to fund capital projects.

In August 2003, the VIHA wenl into federal receivership due to default of the agreement that allows
it to receive federal funding.

On January 16, 2003, the VIPA issued the Marine Revenue Bonds Series 2003A {AMT) and 2003B
{federally taxable), with principal amounts of $18,005,000 and $17,425,000, respectively. VIPA
plans to use the proceeds of the bonds to finance the dredging, rehabilitation, and construction of
berthing piers for cruise and seagoing vesscls at Crown Bay in St. Thomas, and the construction of
certain buildings to be used for commercial, retail, and cultural purposcs at the dock facilittes.

Tn August 2003, the U.S. Department of Housing and Urban Development (HUD) declared VIHA to
be in substantial defaull of its annual contributions contract with HUD and placed VIHA in
receivership. HUTD assumed possession of all assets, projects, and programs,

On January 23, 2004, the Wasle Management Authority was created by Act No. 6638 as a nonprolit,
publi¢ body corporate and politic of the Government with the purpese of providing environmentally
sound management for the collection and disposal of solid waste, including operation and closure of
landfills, and wastewater collcction, transport, treatment and disposal in the Territory. A board of
directors consisting of scven member who will be appointed by the Governor will govern the
authority.
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APPENDIX E

UNITED STATES VIRGIN ISLANDS
ECONOMIC AND DEMOGRAPHIC INFORMATION

Economic and Demographic Information
Geography, Landscape and Climate

The United States Virgin Islands — also known as the U.S. Virgin Islands or more commonly the Virgin
Islands — is located some 1,600 miles southeast of New York City, about 1,075 miles from Miami, and 60 miles
east of Puerto Rico. Approximately 70 small islands, islets and cays make up the Virgin Islands.

The principal islands are St. Croix, St. Thomas, St. John and Water Island. St. Croix, the largest of the four
islands, has an area of 84 square miles and lies entirely in the Caribbean Sea. It is marked by undulating hills that
rise gently to the north and lagoons that lie on the south coast. It has two main urban centers — Christiansted to the
north and Frederiksted to the west — which both lie on a broad central plain. St. Thomas, which lies approximately
35 miles north of St. Croix, is 32 square miles in area. It is distinguished by a ridge of east-west hills that rise
abruptly from the sea. It is marked by numerous sandy beaches along the shoreline, including Magens Bay. The
main urban center, Charlotte Amalie, which also is the capital of the Virgin Islands, is surrounded by a protected
deep water harbor. St. John is a 20-mile square area located approximately three miles east of St. Thomas. Its
topography is similar to St. Thomas with steep, rugged hills and white-sandy beaches. About two-thirds of the
island is preserved as the Virgin Islands National Park. Water Island is located approximately one-half mile from
the harbor in Charlotte Amalie. Water Island was transferred to the Virgin Islands in December 1996 from the
exclusive jurisdiction of the Department of Interior.

The Virgin Islands has temperatures ranging between 70°F and 90°F with an average of 78°F. Humidity is
low and annual rainfall averages 40 inches. However, three hurricanes since 1989 — Hugo, Marilyn and Bertha — did
cause considerable damage.

Population

In 2005, the population of the Virgin Islands was estimated at 112,128. St. Thomas has a population of
52,838. There are 54,957 people on St. Croix and 4,333 people in St. John. In 2005, the population of the Virgin
Islands increased by 0.6% from 2004.

[remainder of page intentionally left blank]
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Table 1
Comparative United States Virgin Islands
and United States Population Growth

1950-2005
Annual
United States Virgin  Percentage Increase United States Annual Percentage
Year Islands Population (Decrease) Population Increase (Decrease)
1950 26,665 - 152,271,417 -
1960 32,099 2.0% 180,671,158 1.9%
1970 62,468 9.5 205,052,174 1.3
1980 96,569 5.5 227,224,681 1.0
1990 101,809 0.5 249,464,396 1.0
1999 116,770 1.0 279,040,168 1.2
2000 108,612 (7.0) 282,177,754 1.1
2001 109,344 0.7 285,093,813 1.0
2002 110,026 0.6 287,973,924 1.0
2003 110,740 0.6 290,809,777 1.0
2004 111,459 0.6 293,655,404 0.9
2005 112,128 0.6 297,821,175 1.4

Sources:  U.S. Census Bureau and United States Virgin Islands Bureau of Economic Research.

Per Capita Income

In 2005, per capita income of the Virgin Islands was $18,652, an increase of approximately 3.0% from
2004. In comparison, the per capita income in the United States was $34,586, an increase of approximately 4.6%
for the same period.

Table 2
Comparative Per Capita Income
United States Virgin Islands and United States
1980-2005
(current dollars)

Annual Annual
United States Percentage Increase Percent Increase

Year Virgin Islands (Decrease) United States (Decrease)
1980 6,230 - 10,183 -
1990 12,799 10.5% 19,572 9.2%
1999 16,242 2.8 27,843 3.5
2000 16,567 2.0 29,469 5.8
2001 16,898 2.0 30,271 2.7
2002 17,236 2.0 31,039 2.5
2003 17,581 2.0 31,632 2.4
2004 18,108 3.0 33,050 4.5
2005 18,652 3.0 34,586 4.6

Sources:  U.S. Bureau of Economic Analysis and United States Virgin Islands Bureau of Economic Research.
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Employment

Civilian employment grew during 2003, 2004 and 2005. Modest growth in employment is expected due to
tourism-related development activity, and construction through Government capital improvement programs is
anticipated to continue through 2006. The improvement in the job market was largely a result of an increase in
private sector jobs, particularly in construction and financial services.

The Virgin Islands’ unemployment rate decreased to 7.1% in 2005 from 7.8% in 2004. The
unemployment rate rose to 9.4% in 2003, primarily as a result of the completion of construction of the coker plant
by Hovensa, which left approximately 2,000 construction workers unemployed.

Table 3
United States Virgin Islands Labor Force,
Employment and Unemployment Rates and
United States Unemployment Rates

2001-2005
Unemployment Rate
Labor United States Unemployment Rate

Year Force Employment Virgin Islands United States
2001 49,900 46,370 7.1% 4.7%

2002 49,457 44,975 8.7 5.8

2003 48,170 43,640 94 6.0

2004 50,066 46,295 7.8 5.5

2005 50,906 47,301 7.1 5.1

Sources:  United States Virgin Islands Department of Labor, Bureau of Labor Studies Reports, and the U.S. Department of Labor, Bureau of
Labor Statistics.

About 71% of the Virgin Islands’ jobs are provided by the private sector. Private sector employment
growth is fueled by tourism and related services. The services sector experienced positive growth during 2005, and
currently accounts for 25% of private employment. Wholesale and retail trade accounted for 23%, while
construction, mining and manufacturing accounted for 13%.

Total public sector employment, which accounts for approximately 29% of jobs in the Virgin Islands,
remained virtually at the same level for 2004 and 2005. In 2005, there were 12,318 public sector jobs compared to
12,368 in 2004. Federal and local government are the largest employers in the public sector, with local government
as the source of over 90% of all public sector jobs. The number of local government jobs was 11,445 in 2005
compared to 11,796 local government jobs in 2002. This trend of decreases in local government employment is due
to certain of the Government’s cost-cutting measures. The decline is likely to continue at a decreasing rate and then
flatten. The number of United States federal government jobs was 873 in 2005, up slightly from 860 in 2004.
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Table 4
Annual Wage and Salary Employment
United States Virgin Islands

2001-2005
2001 2002 2003 2004 2005
Private sector:
Construction & mining ............ceeceevveenene 3,697 3,017 1,666 1,709 1,901
Manufacturing.........ccceeeveveeeeiecncnenne 2,191 2,148 2,019 2,084 2,208
Transportation, communication & public
UHIHES oo 2,507 2,446 1,429 1,518 1,549
Wholesale & retail trade ......................... 9,602 9,787 6,845 6,886 6,938
Finance, insurance & real estate ............. 1,931 1,918 2,370 2,517 2,536
Leisure and Hospitality - - 6,836 7,131 7,023
Information - - 873 893 890
Services (professional, business,
education, health)...........cccoveviieniennnnnnns 12,113 11,195 10,733 7.446 7.732
Total Private Sector .......cceevererercserscnees 32,041 30,511 29.095 30,184 30,777
U.S. federal government... 905 905 905 860 873
Territorial government............cccccecereruenene. 11.438 11,796 11,657 11,508 11.445
Total Government 12.343 12,701 12.562 12.368 12,318
Total _44,384 43,212 41,657 42.552 43.095

Source:  United States Virgin Islands Department of Labor, Bureau of Labor Statistics. Some figures may not add due to rounding.
Nonagricultural wage and salary employment 2003 series have been converted from the 1987 Standard Classification (SIC) system to the North
American Industry Classification System (NAICS).

In 2002, hotels and other lodging places accounted for 44.1% of the total tourism-related employment,
eating and drinking places accounted for 25.8%, gift shops and other retail stores accounted for 23.9% and
transportation accounted for 6.2%.

Table 5
Selected Tourism-Related Employment
United States Virgin Islands

2001-2005
2001 2002 2003 2004 2005
Hotels & Other Lodging Places......... 4,060 3,930 4,020 4,260 4,054
Gifts Shops & Other Retail Stores* .. 2,110 2,130
Eating & Drinking Places ................. 2,290 2,300 2.230 2.360 2.476
Transportation™..........ccccceevereenuennenne 560 550
Total 9,020 8,910 6,250 6,620 6,530

Source:  United States Virgin Islands Department of Labor, Bureau of Labor Statistics. Some figures may not add due to rounding.
*Nonagricultural wage and salary employment 2003 series have been converted from the 1987 Standard Classification (SIC) system to the North
American Industry Classification System (NAICS), and thus are no longer reported.
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Presented below are the ten largest private sector employers in the Virgin Islands as of July 2006.

Table 6
United States Virgin Islands
Ten Largest Employers
Private Sector

(July 2006)

Name of Employer Principal Business
1. Hovensa LL.C......ccoocvvniennnnnene Oil Refining
2. Turner St. Croix Maintenance...... Maintenance
3. Ritz-Carlton Hotel VI Inc. ........... Resort Hotel
4. Triangle Construction and Maintenance Corp. Construction
5. Innovative Telephone Corporation Utility
6. CBI Acquisition, LLC.................. Resort Hotel
7. Westin St. John Hotel, Inc. Resort Hotel
8. Plaza Extra Supermarket, St. Croix Grocery Store
9. K-Mart Corporation...................... Department Store
10. Frenchman’s Reef Beach Resort Resort Hotel

Source:  United States Virgin Islands Department of Labor, Bureau of Labor Statistics.

Hovensa L.L.C. (“Hovensa”), a limited liability joint venture between Amerada Hess and Petroleos de
Venezuela, is the largest manufacturer in the Virgin Islands and the industry’s strongest performer. The company
owns and operates one of the largest crude oil refineries in the world located in St. Croix. In July 2002, the
company completed the construction of a new 58,000 barrels per day delayed coking unit at the refinery. This coker
unit began commercial operations in August 2002, and integration and performance testing was completed in
September 2003. The Authority and the Government have issued bonds to provide reimbursement to Hovensa for
certain costs of the construction of the new coking unit. See “UNITED STATES VIRGIN ISLANDS — Outstanding
Indebtedness of the Government.”

Tax Incentives Programs
Economic Development Commission

The Government offers various tax incentives that promote industrial and economic development in the
Virgin Islands. The most notable incentive program was created by the Legislature in October 1975. The
Government of the Virgin Islands Industrial Development Commission, subsequently renamed as the Economic
Development Commission (the “Commission” or the “EDC”), was created to promote the growth, development and
diversification of the economy of the Virgin Islands. Qualifying businesses—corporations, partnerships or sole
proprietorships—receive various benefits if they meet certain criteria set forth in the legislation. Gross Receipts
Taxes are eligible for abatement by the Commission that could result in a reduction of Gross Receipts Taxes payable
to the Government.

To qualify for tax incentives, investors must invest at least $100,000, exclusive of inventory, in an eligible
business and employ at least ten Virgin Islands residents full-time. Small, locally-owned manufacturers of import
substitutes or tourist souvenirs may receive EDC benefits for up to five years if they invest at least $20,000 and have
two employees. A beneficiary receives a substantial reduction in, or an exemption from, all taxes imposed on
businesses, including the Gross Receipts Taxes. Most importantly, the industrial development legislation permits a
90% income tax reduction, resulting in a maximum tax rate of less than 4% on income for approved operations. Tax
benefits also extend to passive income from certain qualifying investments, such as the Virgin Islands government
obligations. The 90% reduction extends to dividends received by a beneficiary’s Virgin Islands resident
shareholders. Currently, 112 enterprises are operating with incentive benefits granted pursuant to the EDC Program,
80 enterprises have been approved for benefits but have not elected to commence receipt of benefits and an
additional 29 enterprises are awaiting final certification to the Commission. Investors receiving tax benefits under
this program include hotels and other tourism-related businesses, goods-producing enterprises, and businesses
serving customers outside the Territory. See “GROSS RECEIPTS TAXES.”
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The American Jobs Creation Act of 2004 (“Jobs Act”) made significant changes to the federal tax rules
affecting the EDC benefits. Specifically, the Jobs Act created a strict 183 day residency requirement instead of the
previous facts and circumstances test for Virgin Islands residency and changed the rules regarding Virgin Islands’
sourced income. As a result of the changes brought about by the Jobs Act, the EDC has seen a reduction in the
number of applications submitted for EDC benefits from a high of 78 in fiscal year 2003 to 27 applications
submitted in fiscal year 2005. There has been a reduction in the number of applicants seeking benefits as
Designated Services Companies, which are mainly financial services and consulting companies and which are
required to have clients or customers outside of the Virgin Islands. The EDC has not seen a material decline in the
number of non-Designated Service Company applicants. As a result of the changes caused by the Jobs Act the EDC
has implemented a mitigation program to assist EDC beneficiaries who can document economic harm or loss. To
date 23 EDC beneficiaries have filed formal requests pursuant to the mitigation program. Six (6) EDC beneficiaries
have requested waivers of the employment and charitable giving requirements for the benefits; ten (10) beneficiaries
have sought six (6) month suspension of their certificate of benefits, and; seven (7) beneficiaries have sought
termination of their benefits and discontinued operations in the Virgin Islands.

While in the past the Commission had certain compliance monitoring requirements, it lacked adequate
personnel to fully enforce compliance with the Commission program requirements. The Commission now has six
(6) compliance officers which it feels is adequate to monitor the current 112 EDC beneficiaries. The Commission
developed more effective compliance monitoring mechanisms, including revocation and suspensions hearings which
allow the Commission to collect retroactive taxes owed by beneficiaries who have failed to comply with
Commission conditions. Such revocation and suspensions hearings typically occur three times in each Fiscal Year.

The following is a table setting forth the Commission’s historical applicant information:

Table 7
Economic Development Commission
Historical Applicant Information

2001-2005
2001 2002 2003 2004 2005

Number of Applications Received.... 24 48 78 40 19
Number of Applications Approved... 19 45 53 9 12
Number of Applications Denied....... 2 0 3 0 0
Applications Pending...........cccceueuee 3 3 6 7 5
New Job Opportunities ..................... 619 1,202 1,097 1,498 605
Approximate Wages by New

Applicants........coceceveireenireinnenes $18,321,940 $36,955,860 $43,285,393 $40,684,988 $25,806,713
Minimum Potential Investment of

New Applicants .......c.cccceeereenennn $199,676,900  $162,022,016 $25,617,699 $59,380,321 $79,827,000

Source:  Government of the Virgin Islands Economic Development Commission.

The EDC Program allows some qualifying investors to receive limited extensions or renewals of tax
benefits, provided such investors fulfill certain criteria, including the ability to continue to promote economic
development in the Virgin Islands. The Commission is currently trying to limit the numbers of extensions or
renewals of benefits in favor of granting benefits to new businesses in growing industries such as financial services
industries, tourism, marine and medical technology-based enterprises, which will further stimulate the economy of
the Virgin Islands by providing positions for skilled labor and college educated personnel. The decrease in the
minimum potential investment of new applicants since 2002 to 2003 was due to the absence of a major hotel
operator application in 2003.

Section 934 Tax Incentives

Pursuant to 26 U.S.C. § 934 (“Section 934 Tax Incentives”), the Government, through the EDC, may
provide certain tax reductions in income tax liability incurred to the Virgin Islands. See “Economic Development
Commission.” Such income tax reductions are permitted for (i) income derived from sources within the Virgin
Islands or income effectively connected with the conduct of a trade or business within the Virgin Islands, (ii) income
tax liability paid by citizens or residents of the United States, and (iii) income derived by qualified foreign
corporations from sources outside the United States and which is not effectively connected with the conduct of a
trade or business within the United States.
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Section 934 Tax Incentives may have the effect of reducing the amount of income tax paid to the
Government. However, such tax incentives may increase the conduct of business in the Virgin Islands.

Transportation

The Virgin Islands are accessible by air from around the world. The Cyril E. King Airport Terminal on St.
Thomas was completed and opened in October 1990. The expansion of the runway to 7,000 feet was completed and
opened in December 1992.

The Henry E. Rohlsen Airport Terminal on St. Croix has undergone major renovation and expansion. The
terminal’s square footage has doubled its previous size to 181,000 square feet. The runway has been further
expanded to 10,000 feet.

Approximately 80 flights per week during the off-tourist season and 90 flights per week during the peak
tourist season travel between the Virgin Islands and the United States mainland on six major airlines.

Over a dozen flights per day travel between St. Thomas and St. Croix, taking approximately 30 minutes, as
well as regular ferry service. The island of St. John can be reached by seaplane and private ferry boat. Inter-island
ferry service provides, several times daily, passenger service between St. Thomas and the nearby British Virgin
Islands.

The Virgin Islands’ internal transportation needs are served by a large number of taxis, taxivans, open-air
buses, the public transit system (VITRAN) and rental cars.

Utilities and Energy Use

The Virgin Islands Water and Power Authority, an instrumentality of the Government (“WAPA”), owns
and operates electric power generation and distribution facilities on St. Thomas and St. Croix and currently is the
sole provider of electricity in the Virgin Islands with the exception of a limited number of commercial entities that
produce electricity for their own use. WAPA provides electricity to approximately 50,000 customers. WAPA also
operates a water production and distribution system and provides water service to approximately 10,000 customers.
Gas is available from various companies throughout the Virgin Islands.

Electricity sales in 2005 increased by 3.5% from 2004 electricity sales, with sales to industrial users
representing 47% of such sales, sales to residential users representing 36% of such sales and the remaining sales
being to commercial users. Fuel consumption in 2005 decreased by 5.5% from 2004.

Tourism
Tourism is the Virgin Islands’ largest industry and represents the largest segment in the private sector.
Visitor Arrivals

In 2005, the Virgin Islands recorded 2.605 million visitor arrivals. A slight decrease from the record 2.619
million visitor arrivals recorded in 2004. Visitor arrivals increased in each of 2003 and 2004.

After a decrease in tourism during 2001 and 2002, the performance in the tourism sector during 2003, 2004
and 2005 indicates that the sector is recovering. Total visitors in 2005 increased by 10% from 2002. Cruise
passenger arrivals in St. John increased by 8% as compared to 2002. The number of cruise ship arrivals on St. Croix
increased from 11 in 2004 to 48 in 2005 which helped account for a 118% increase in the number of cruise
passengers arriving on St. Croix between those two years. In 2005, air visitors to St. Thomas and St. John increased
by 9% as compared to 2002.
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Table 8
United States Virgin Islands
Visitor Arrivals

2001-2005
(000’s)
2001 2002 2003 2004 2005

St. Thomas/St. John:
AIr VISItOIS .o.eeeeeeieeiieieeieeeee, 469.6 471.2 505.9 524.2 543.0
Cruise Passengers ..........cccceveenee. 1,790.5 1,671.3 1,751.9 1,960.9 1.910.2

Total Visitors .......cccceceevevennnn 2,259.9 2,145.8 2,256.5 2,485.1 2,453.2
Number of Cruise Ship Visits" ... 909 812 878 922 814
St. Croix:
AIr VISItOTS ..o 136.4 126.8 114.9 130.8 149.6
Cruise Passengers ...........c.ccc....... 237.4 120.5 23.0 25.0 54.5

Total Visitors ........ccceceevvenenne. 377.6 243.8 137.1 155.8 204.1
Number of Cruise Ship Visits" ... 138 71 25 11 48
Total U.S. Virgin Islands:
AIr VISItOTS .coeeeeveiiieniecieciciene 606.0 598.0 620.8 655.0 692.6
Cruise Passengers ...........ccceeueee.. 1.891.4 1,738.7 1,773.9 1,.964.7 1.912.5

Total Visitors .......cccceceeereeneene 2,500.8 2,336.5 2,392.6 2,619.7 2,605.1
Number of Cruise Ship Visits" ... 976 845 888 924 818

*Actual, not thousands. Totals by island include first and second port of entry arrivals. Total arrivals for the U.S.V.I. include
first territorial port of entry only; passengers visiting more than one U.S. Virgin Island during the same cruise are only counted
once in the U.S.V 1. total. Consequently, the U.S.V.I. total will always be less than or equal to the sum of the two island totals as
indicated.

Source:  United States Virgin Islands Bureau of Economic Research.

Hotel Occupancy

Hotel occupancy increased slightly in 2005 to 63.8%, from 61.3% in 2004 although the number of hotel
and condominium rooms decreased to 4,761 in 2005, down slightly from 4,959 in 2004. The decrease in rooms was
a result of the closure of the Renaissance Hotel.

[remainder of page intentionally left blank]
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Table 9
United States Virgin Islands
Hotel and Other Tourist Accommodations

2001-2005

2001 2002 2003 2004 2005
St. Thomas/St. John:
Total FOOMS/UNILS .......cvovvevievereeeeeeeeeeeeseeeeeeeeeennen 3,840 3,940 3,864 3,787 3,612
Number of hotels ........cccoeveviirievienieieiieieiens 30 30 29 31 30
Hotel TOOMS .....voviviieieieiieeiecee e 3,099 3,168 3,119 3,034 2,830
Condominium/other units .................c.ccocvevenene.. 741 773 745 753 782
Occupancy rate (PErcent) .............ceevveveveverennn. 59.3 61.0 62.3 65.2 66.1
St. Croix:
Total TOOMS/UNILS ....evevveeeeieeiereceeeeeeeeeeeeee e 1,213 1,197 1,180 1,172 1,149
Number of hotels .........c.coeeviieriviereieeeeeeene 18 17 17 17 17
Hotel roomsS ......cccoeverveieieieieiieieienan 888 868 866 872 856
Condominium/other units 325 329 314 299 293
Occupancy rate (PErcent) ..........oceeveeerervrvererenns 46.0 42.8 40.5 49.2 56.7
Total U.S. Virgin Islands:
Total FOOMS/UNILS ......vveeeeeeeeeeeeeeeeeeeeeeeeeae 5,053 5,138 5,044 4,959 4,761
Number 0f hotels .........ocoeveeviveieeeieieceeeeeeene. 48 47 46 48 47
HOtel TOOMS ... 3,987 4,036 3,985 3,906 3,686
Condominium/other units ...........ococeevevrerreverenen. 1,066 1,102 1,059 1,052 1,075
Occupancy rate (PErcent) .............ceeveeevevererennn. 56.6 57.0 57.2 61.3 63.8

Source:  United States Virgin Islands Bureau of Economic Research.

Visitor Expenditures

Total expenditures by all visitors (tourists, cruise passengers and other excursionists) to the Virgin Islands
totaled $1.493 billion in 2005, an annual increase of 10.1% from 2004.

Table 10
United States Virgin Islands
Visitor Expenditures

2001-2005
(in millions)
2001 2002 2003 2004 2005
TOULISES .t $722.1 $723.5 $765.4 $789.8 $863.8
Excursionists:

Day-trip by air.....ccooeeveenieiens 18.6 18.5 20.3 27.6 30.0
Cruise passengers......ccceeeveeerveennne 493.4 453.4 470.8 538.6 599.2
Total..oeooiiiiiieeeeeee 512.0 471.9 491.1 566.2 629.2
Total Expenditures ........ccceueeuneenee $1,234.1 $1,1954 $1,256.5 $1,356.0 $1,493.0

Source:  United States Virgin Islands Bureau of Economic Research.

The Virgin Islands benefits from a $1,600 duty-free exemption for articles purchased in the Virgin Islands
and either mailed or brought back to the United States mainland from the Virgin Islands once each 30 days without
regard to the length of stay abroad while other countries in the Caribbean basin only have a $600 duty-free
exemption (a two-to-one advantage). In addition, each adult is permitted to return with up to one gallon of duty-free
liquor as compared to one quart from other areas. In response to falling U.S. tariff rates and increased competition
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from Caribbean neighbors, local customs duties and excise taxes were removed from selected tourist-oriented
merchandise in 1982. As a result, prices of various luxury items, such as jewelry, china, cameras, leather goods,
perfumes, watches and clocks, can be significantly below average United States mainland prices.

Construction and Real Estate

The construction sector averaged 1,834 in 2005 or 8.2% growth over 2004. First quarter fiscal year 2006
showed a 15.8 percent job growth over the same period in fiscal year 2005. Construction is expected to be strong
during 2006, supported by major hotel construction, the upgrade and expansion of roads, housing and seaports and
the development of commercial and residential properties. The construction of Hovensa’s desulphurization unit,
which began in September 2005, is expected to create 400 construction jobs. Additionally, the Yacht Haven Hotel
and Marina is expected to add another 120 jobs.

The total value of approved building construction permits for all of the Virgin Islands, an indicator of
current and future industry activity, rose 15.0% due to increases in private residential and non-residential
construction from 2004 to 2005, particularly hotel and time share related construction on St. Thomas. Private
residential construction increased by 22% on St. Thomas and St. John between 2004 and 2005 but was down by
23% on St. Croix during the same period. Private non-residential construction increased by 24% on St. Thomas and
St. John from 2004 to 2005 but only increased by 7% on St. Croix.

Table 11
United States Virgin Islands
Value of Construction Permits

2001-2005

Total Percent St. Thomas/ Percent Percent

USVI Increase St. John Increase St. Croix Increase
Year (millions) (Decrease) (millions) (Decrease) (millions) (Decrease)
2001 164.3 (18.7) 106.6 (26.0) 39.9 (31.2)
2002 258.6 57.5 189.9 78.1 68.8 72.5
2003 255.6 1.2 174.7 (8.0) 80.9 17.6
2004 3394 32.8 210.2 20.3 129.2 59.7
2005 390.2 15.0 2743 30.4 115.9 (10.2)

Source:  United States Virgin Islands Bureau of Economic Research.

[remainder of page intentionally left blank]
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Table 12
United States Virgin Islands
Residential Real Estate Market Sales Analysis

2001-2005
2001 2002 2003 2004 2005

St. Thomas/ St. John:
Number of Homes Sold .................. 218 224 249 304 244
Average Home Sales Price ($)........ 365,879 408,219 546,488 509,879 649,655
No. of Condominium Sales............. 168 218 295 318 277
Average Condominium

Sales Price ($) ..c.cccovvvverrererieiennns 117,210 133,435 144,333 184,498 234,233
St. Croix:
Number of Homes Sold .................. 180 197 256 283 267
Average. Home Sales Price ($)....... 181,335 230,244 330,557 302,278 302,874
No. of Condominium Sales............. 125 151 188 233 261
Average Condominium

Sales Price ($) ...ocovvvvereeeerinrnnnn 126,155 116,186 132,633 120,440 151,361
Total U.S. Virgin Islands:
Number of Homes Sold .................. 398 421 505 587 511
Average Home Sales (8)......... 282,417 324,939 437,026 409,792 468,460
No. of Condominium Sales 293 369 485 551 538
Average Condominium

Sales Price ($) ...ccovveverrererieiennns 121,026 126,376 139,203 157,410 194,029

Source:  United States Virgin Islands Bureau of Economic Research.
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The table below presents the largest real property taxpayers in the United States Virgin Islands in 2004.

Name
Hovensa

Lockhart Family
(St. Thomas/St. Croix)

Topa Equities
(St. Thomas/St. Croix)

Innovative Telephone
(St. Thomas/St. Croix)

Palace Resorts
Hartman (Family)

Sunny Isles Shopping Center
(De Chabert Family)

Ginn-LA Fund IV Magohany, LLC
(Ginn-LA USVI Golf, LLP)
(Ginn-LA Fund Sanctuary, LLC)
Cabrita Grand Estates, LLC

Banco Popular De Puerto Rico
Boschulte Family

St. Thomas Liquor Co.

B & W Realty Investment, Ltd
Davis Bay (Carambola)

Isidore Paiewonsky

V.I. Inns, Ltd/Circa 1675, LLP

K.R. Development (Joe Hodge/Bellevista)

Buccaneer & Armstrong Group

*
Assessments are at 100%.

Table 13

Largest Real Property Taxpayers of the

United States Virgin Islands
2004

Assessment

$1,880,452,628.66

E-12

84,543,702.00

57,470,604.00

37,706,989.00

32,523,301.00
40,924,979.00

21,144,125.00

22,306,324.00

16,895,890.00
16,083,370.00
16,270,908.00
12,303,597.00
11,655,551.00
11,099,013.00
8,927,526.00
6,496,789.00
5,269,922.00

12,638,523.00

Taxes
$14,068,288.79

516,588.72

437,529.55

280,781.61

243,924.82
220,701.75

156,832.40

142,593.55

129,703.85
120,625.28
94,785.44
94,327.00
93,066.64
83,242.60
67,512.05
51,375.88
22,353.17

2,696.26



Source:

Capital Program

United States Virgin Islands Office of the Tax Assessor.

Since 1998, the significant capital projects funded by the Government are summarized below:

Funded
Amount Source of
Project ($ millions) Funding

Hazard Mitigation.........ccccceevecenvcrcncnnennee $42.0 Bond proceeds and Federal funds
Wastewater Treatment Facilities 40.8 Bond proceeds, Federal funds, General Fund and

other funding
School Construction..........ccceeevevvereeeruennenne 40.2 Bond proceeds
Crown Bay Cruise Ship Terminal.............. 35.0 Bond proceeds
Road and Other Repairs...........cccccvevevernnnen. 333 Federal funds
Correctional Facilities...........cccecerirennnee. 244 Bond proceeds
Enighed Pond Port.........ccccovvviueverrierinenn 16.0 Bond proceeds
Government House Renovation 12.0 Bond proceeds and other funding
WAPA Infrastructure Project St. Croix .... 10.7 Bond proceeds
Flood Control.........ccccevevenieieeeinincene. 10.3 Bond proceeds, Federal funds and other funding
Frederiksted Waterfront Development....... 6.0 Bond proceeds
Red Hook Ferry Terminal Improvement.... 6.0 Bond proceeds
Henry E. Rohlsen FAA Tower................... 4.5 Federal funds
Charles Harwood Phase L..........ccc.cccvuenenne. 4.0 Bond proceeds
Cruz Bay Parking Facility...........cccccoeeuenn. 2.1 Other funding
Sugar Estate Head Star 2.1 Federal funds
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Appendix F
DTC BOOK-ENTRY-ONLY SYSTEM

The Depository Trust Company (“DTC”), New York, New York will act as securities depository for the
Series 2006 Bonds. The Series 2006 Bonds will be issued as fully-registered securities registered in the name of
Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative
of DTC. One fully-registered Series 2006 Bond certificate will be issued for each series and maturity, and will be
deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of New York Banking Law, a member of the Federal Reserve System, a “clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered
pursuant to the provision of Section 17A of the Securities Exchange Act of 1934. DTC holds securities that its
participants (“Direct Participants™) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities through electronic computerized book-
entry transfer and pledges between Direct Participants’ accounts. This eliminates the need for physical movement of
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of The
Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of Direct Participants
of DTC and Members of the National Securities Clearing Corporation, Government Securities, clearing Corporation,
MBS Clearing Corporation and Emerging Markets Clearing Corporation, also subsidiaries of DTCC, as well as by
the New York Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities
Dealers, Inc. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (“Indirect Participants”). The DTC Rules applicable to
Participants are on file with the Securities and Exchange Commission.

Purchases of Series 2006 Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for such Series 2006 Bonds on DTC’s records. The ownership interest of each actual
purchaser of each Series 2006 Bond (“Beneficial Owner™) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase, but
Beneficial Owners are expected to receive written confirmations providing details of the transaction, as well as
periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner
entered into the transaction. Transfers or ownership interests in the Series 2006 Bonds are to be accomplished by
entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial
Owners will not receive certificates representing their ownership interests in the Series 2006 Bonds, except in the
event that use of the book-entry system for the Series 2006 Bonds is discontinued.

To facilitate subsequent transfers, all Series 2006 Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of Series 2006 Bonds with DTC and their registration in the name of
Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Series 2006 Bonds; DTC’s records reflect only the identity of the Direct
Participants to whose accounts such Series 2006 Bonds are credited, which may or may not be the Beneficial
Owners. The Direct and Indirect Participants will remain responsible for keeping account of their holdings on
behalf of their customers.

Conveyance of notices and other communications by DTC to Direct participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participant to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Series 2006 Bonds may wish to take certain steps to augment to transmission to them to
notices of significant events with respect to the Series 2006 Bonds, such as redemptions, tenders, defaults and
proposed amendments to the Series 2006 bond documents. For example, Beneficial Owners of Series 2006 Bonds
may wish to ascertain that the nominee holding the Series 2006 bonds for their benefits has agreed to obtain and
transmit notices to Beneficial Owners.
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Redemption notices shall be sent to DTC. If less than all the Series 2006 Bonds within a maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
maturity to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the series
2006 Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the Authority as soon as possible after the record date. The Omnibus
Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participant to whose accounts the Series
2006 Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal, redemption premium, if any, and interest payments on the Series 2006 Bonds will be made to
Cede & Co. or such other nominee as may be requested by an authorized representative of DTC. DTC’s practice is
to credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding detailed information from
the Authority or the Trustee, on the payable date in accordance with their respective holdings shown on DTC’s
records. Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC, the Trustee, or the Authority, subject to
any statutory or regulatory requirements as may be in effect from time to time. Payment of principal, redemption
premium, if any, and interest to Cede & Co. (or such other nominee as may be requested by an authorized
representative of DTC) is the responsibility of the Authority or the Trustee, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be
the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Series 2006 Bonds
at any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the event that
a successor securities depository is not obtained, such Series 2006 Bond certificates will be printed and delivered.
The Authority may decide to discontinue use of the system of book-entry transfers through DTC (or a successor
securities depository). In that event, Series 2006 Bond certificates will be printed and delivered.

The above information concerning DTC and DTC’s book-entry system has been obtained from sources that
the Authority and Underwriter believe to be reliable, but none of the Authority or the Underwriter take responsibility
for the accuracy thereof. The Beneficial Owners should confirm the foregoing information with DTC, the Direct
Participants or the Indirect Participants.

So long as Cede & Co. is the registered owner of the Series 2006 Bonds of a series, as nominee for DTC,
references herein to Bondholders or registered owners of the Series 2006 Bonds of such series (bother than under the
caption “TAX MATTERS”) shall mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners of such
Series 2006 Bonds.

When reference is made to any action which is required or permitted to be taken by the Beneficial Owners,
such reference shall only relate to those permitted to act (by statute, regulation or otherwise) on behalf o such
Beneficial Owners for such purposes. When notices are given, they shall be sent by the Trustee to DTC only.

NONE OF THE AUTHORITY, THE UNDERWRITER NOR THE TRUSTEE WILL HAVE ANY
RESPONSIBILITY OR OBLIGATION TO DIRECT PARTICIPANTS, TO INDIRECT PARTICIPANTS, OR TO
ANY BENEFICIAL OWNER WITH RESPECT TO (1) THE ACCURACY OF ANY RECORDS MAINTAINED
BY DTC, ANY DIRECT PARTICIPANT, OR ANY INDIRECT PARTICIPANT; (II) ANY NOTICE THAT IS
PERMITTED OR REQUIRED TO BE GIVEN TO THE OWNERS OF THE SERIES 2006 BONDS UNDER THE
RESOLUTIONS; (III) THE SELECTION BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT
PARTICIPANT OF ANY PERSON TO RECEIVE PAYMENT IN THE EVENT OF A PARTIAL REDEMPTION
OF THE SERIES 2006 BONDS; (IV) THE PAYMENT BY DTC OR ANY DIRECT PARTICIPANT OR
INDIRECT PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OR REDEMPTION
PREMIUM, IF ANY, OR INTEREST DUE WITH RESPECT TO THE SERIES 2006 BONDS; (V) ANY
CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS THE OWNER OF THE SERIES 2006 BONDS;
OR (VI) ANY OTHER MATTER.
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APPENDIX G-1
FORM OF AUTHORITY CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement (the “Disclosure Agreement”), dated September , 2006, is
executed and delivered by and between the Virgin Islands Public Finance Authority (the “Authority”) and The Bank
of New York Trust Company, N.A., a national banking association (the “Trustee”), in connection with the issuance
by the Authority of its $219,490,000 original principal amount of Virgin Islands Public Finance Authority Revenue
Bonds (Virgin Islands Gross Receipts Taxes Loan Notes) Series 2006 (the “Series 2006 Bonds”). Capitalized terms
used in this Disclosure Agreement which are not defined herein shall have the respective meanings specified in the
Indenture of Trust, dated as of November 1, 1999, between the Authority and the Trustee and, as to each Series of
Bonds, the Supplemental Indenture pertaining thereto, as the Indenture or any Supplemental Indenture may from

time to time be amended or supplemented in accordance with the terms thereof.
The Undertaking

1. Purpose of this Disclosure Agreement. This Disclosure Agreement is being executed and delivered
for the benefit of the holders of the Series 2006 Bonds and delivered in order to assist the underwriter of the Series
2006 Bonds (the “Underwriter”) in complying with the provisions of Section (b)(5)(i) of Rule 15¢2-12 (the “Rule”)
promulgated by the Securities and Exchange Commission (the “SEC”) under the Securities Exchange Act of 1934,
as the same may be amended from time to time.

2. Disclosure. (a) The Authority shall provide certain financial and operating information in
accordance with the provisions of Section (b)(5)(i) of the Rule as follows:

(i) Annual Financial Information with respect to each Fiscal Year of the Authority. ‘“Annual
Financial Information” means, collectively: (A) financial statements for the Authority prepared in
accordance with government accounting standards and audited by an independent firm of certified public
accountants in accordance with auditing standards generally accepted in the United States; (B) an update of
the tabular information presented in the Official Statement dated September 19, 2006 with respect to the
Series 2006 Bonds under the headings “GROSS RECEIPTS TAXES,” “UNITED STATES VIRGIN
ISLANDS” and APPENDIX E - “United States Virgin Islands Economic and Demographic Information”;
(C) updated information with respect to the percentage of Gross Receipts Tax collections from the top 5
and the top 10 taxpayers; (D) the information regarding amendments to this Disclosure Agreement required
pursuant to this Disclosure Agreement; together with (E) such narrative explanation as may be necessary to
avoid misunderstanding and to assist the reader in understanding the presentation of financial and operating
data concerning the Gross Receipts Taxes, the Authority and the United States Virgin Islands; and

(i) the Authority shall provide summaries of the information provided by the Virgin Islands
Bureau of Internal Revenue on Gross Receipts Taxes collected as reported by the Bureau of Internal
Revenue and the quarterly review of Gross Receipts Taxes transferred to the Collecting Agent for deposit
into the Special Escrow Account by the certified public accounting firm in accordance with the terms of the
Loan Agreement, dated as of September 1, 2006, among the Government, the Trustee and the Authority.

The descriptions contained in clause 2(a)(i)(B) above constituting Annual Financial Information are of
general categories of financial information and operating data. When such descriptions include information that no
longer can be generated because the operations to which it related have been materially changed or discontinued, a
statement to that effect shall be provided in lieu of such information.

The financial information described in clause 2(a)(i) and 2(a)(ii) above are hereinafter referred to
collectively as the “Continuing Disclosure.”

(b) The Authority will provide annually the financial information described in clause (2) above as

follows: (i) with respect to the Annual Financial Information described in clause 2(a)(i)(A) above, within 180 days
after the end of the Authority’s Fiscal Year, (ii) with respect to the Annual Financial Information described in clause
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2(a)(1)(B), (C) and (D) above, within 180 days after the end of the Authority’s Fiscal Year, commencing not later
than March 31, 2008 for the Authority’s Fiscal Year ending September 30, 2007, and (iii) with respect to the
information described in clause 2(a)(ii) above, within sixty (60) days after the end of each fiscal quarter during the
Authority’s Fiscal Year, commencing not later than November 30, 2006 for the fiscal quarter ending September 30,
2006. The Continuing Disclosure will be provided to each nationally recognized municipal securities information
repository (“NRMSIR”) and to the appropriate state information depository (“SID”), if any is hereafter created.

(c) Any of the Continuing Disclosure may be included by specific reference to other documents
previously provided to each NRMSIR and to the appropriate SID, if any is hereafter created, or filed with the SEC;
provided, however, that any final official statement incorporated by reference must be available from the Municipal
Securities Rulemaking Board (the “MSRB”).

(d) The Authority will provide in a timely manner to each NRMSIR or the MSRB and with the
appropriate SID, if any is hereafter created, notice of the occurrence of any of the following events with respect to
the Series 2006 Bonds, if material:

(1) principal and interest payment delinquencies;

(2) non-payment related defaults;

(3) unscheduled draws on debt service reserves reflecting financial difficulties;

(4) unscheduled draws on any credit enhancement reflecting financial difficulties;
(5) substitution of credit or liquidity providers, or their failure to perform;

(6) adverse tax opinions or events affecting the tax-exempt status of the Series 2006
Bonds;

(7) modifications to the rights of Series 2006 Bondowners;

(8) Series 2006 Bond calls, other than mandatory sinking fund redemptions;

(9) defeasance of all or any portion of the Series 2006 Bonds;

(10) release, substitution or sale of property securing repayment of the Series 2006
Bonds; and

(11) rating changes.

() The Authority will provide in a timely manner to each NRMSIR or the MSRB and to the
appropriate SID, if any is hereafter created, notice specifying any failure of the Authority to provide the Continuing
Disclosure by the date specified.

3. Remedies. The sole and exclusive remedy for breach or default under this Disclosure Agreement to
provide the Continuing Disclosure is an action to compel specific performance of the undertakings contained herein,
and no person or entity may recover monetary damages hereunder under any circumstances; provided, however, that
the Trustee shall not be required to take any enforcement action except at the written direction of the holders of not
less than 51% in aggregate principal amount of Series 2006 Bonds then outstanding. Failure by any party to perform
its obligations hereunder shall not constitute an Event of Default under the Indenture or any other agreement
executed and delivered in connection with the issuance of the Series 2006 Bonds.

4, Amendments. (a) Without the consent of any of the holders of the Series 2006 Bonds, the
Authority, the Government and the Trustee at any time and from time to time may enter into amendments or
changes to this Disclosure Agreement for any purposes if:

(1) (A) the amendment is made in connection with a change in circumstances that arises from a
change in legal requirements, a change in law, or a change in the identity, nature or status of the Authority,
the Government or the Trustee or any type of business or affairs conducted by either of the Authority, the
Government or the Trustee; (B) the undertakings set forth herein, as amended, would have complied with
the requirements of the Rule on the date hereof, after taking into account any amendments to, or former
authoritative interpretation by the staff of the SEC of, the Rule; (C) the amendment adds to the covenants of
the Authority for the benefit, of the holders of the Series 2006 Bonds, or surrenders any right or power
herein conferred upon the Authority; and (D) the amendment does not materially impair the interests of the
holders of the Series 2006 Bonds, as determined by the Trustee or by nationally recognized bond counsel.
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(In determining whether or not the interest of the holders of the Series 2006 Bonds are materially impaired,
the Trustee may rely upon an opinion of nationally recognized bond counsel); or

(i) the amendment adds or changes a dissemination agent for the information required to be
provided hereby and to make any necessary or desirable provisions with respect thereto.

(b) Annual Financial Information of the Authority for any fiscal year containing any amended
operating data or financial information for such fiscal year shall explain, in narrative form, the reasons for such
amendment and the impact of the change on the type of operating data or financial information in the Annual
Financial Information being provided for such fiscal year. If a change in accounting standards is included in any
such amendment, such Annual Financial Information shall present a comparison between the financial statements or
information prepared on the basis of the amended accounting standards and those prepared on the basis of the
former accounting standards for the fiscal year in which such change is made. Such comparison shall include a
qualitative discussion of the differences in the accounting standards and the impact of the change in the accounting
standards on the presentation of the financial information. To the extent reasonably feasible, the comparison also
should be quantitative. A notice of the change in accounting standards shall be sent by the Authority to each
NRMSIR or the MSRB, and to the appropriate SID, if any is hereafter created.

IN WITNESS WHEREOF, the undersigned have duly executed and delivered this Disclosure Agreement
on September __, 2006.
VIRGIN ISLANDS PUBLIC FINANCE
AUTHORITY

By:
Authorized Officer

THE BANK OF NEW YORK TRUST COMPANY,
N.A.

By:
Authorized Officer

Acknowledged and Accepted:
GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

By:

Dated: September __, 2006
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APPENDIX G-2
FORM OF GOVERNMENT CONTINUING DISCLOSURE AGREEMENT

This Continuing Disclosure Agreement (the “Disclosure Agreement”), dated September , 2006, is
executed and delivered by the Government of the United States Virgin Islands (the “Government”) and The Bank of
New York Trust Company, N.A., a national banking association (the “Trustee”), in connection with the issuance by
the Virgin Islands Public Finance Authority (the “Authority”) of its $219,490,000 original principal amount of
Virgin Islands Public Finance Authority Revenue Bonds (Virgin Islands Gross Receipts Taxes Loan Notes) Series
2006 (the “Series 2006 Bonds™). Capitalized terms used in this Disclosure Agreement which are not defined herein
shall have the respective meanings specified in the Indenture of Trust, dated as of November 1, 1999, between the
Authority and the Trustee and, as to each Series of Bonds, the Supplemental Indenture pertaining thereto, as the
Indenture or any Supplemental Indenture may from time to time be amended or supplemented in accordance with

the terms thereof.

The Undertaking

1. Purpose of this Disclosure Agreement. This Disclosure Agreement is being executed and delivered
for the benefit of the holders of the Series 2006 Bonds and delivered in order to assist the underwriter of the Series
2006 Bonds (the “Underwriter”) in complying with the provisions of Section (b)(5)(i) of Rule 15¢2-12 (the “Rule”)
promulgated by the Securities and Exchange Commission (the “SEC”) under the Securities Exchange Act of 1934,
as the same may be amended from time to time.

2. Disclosure. (a) The Government shall provide certain financial and operating information in
accordance with the provisions of Section (b)(5)(i) of the Rule as follows:

(1) Annual Financial Information with respect to each Fiscal Year of the Government.
“Annual Financial Information” means, collectively: (A) financial statements for the Government prepared
in accordance with accounting principles generally accepted in the United States and audited by an
independent firm of certified public accountants in accordance with auditing standards generally accepted
in the United States when available and, until such time, statements of revenues and expenditures prepared
by the Commissioner of Finance; (B) an update of the tabular information presented in the Official
Statement dated September 19, 2006 with respect to the Series 2006 Bonds under the headings “GROSS
RECEIPTS TAXES,” “UNITED STATES VIRGIN ISLANDS” and APPENDIX E - “United States Virgin
Islands Economic and Demographic Information;” (C) updated information with respect to the percentage
of Gross Receipts Tax collections from the top 5 and the top 10 taxpayers; and (D) the information
regarding amendments to this Disclosure Agreement required pursuant to this Disclosure Agreement;
together with (E) such narrative explanation as may be necessary to avoid misunderstanding and to assist
the reader in understanding the presentation of financial and operating data concerning the Gross Receipts
Taxes and the United States Virgin Islands; and

(ii) the Government shall provide quarterly summaries of the information provided by the
Virgin Islands Bureau of Internal Revenue on Gross Receipts Taxes collected as reported by the Bureau of
Internal Revenue.

The descriptions contained in clause 2(a)(i)(B) above constituting Annual Financial Information are of
general categories of financial information and operating data. When such descriptions include information that no
longer can be generated because the operations to which it related have been materially changed or discontinued, a
statement to that effect shall be provided in lieu of such information.

The financial information described in clause 2(a)(i) and 2(a)(ii) above are hereinafter referred to
collectively as the “Continuing Disclosure.”

(b) The Government will provide annually the financial information described in clause (2) above
as follows: (i) with respect to the Annual Financial Information described in clause 2(a)(i)(A) above, within 365
days after the end of the Government’s Fiscal Year, commencing with the Government’s Fiscal Year ending
September 30, 2007, (ii) with respect to the Annual Financial Information described in clause 2(a)(i)(B), (C) and (D)
above, within 180 days after the end of the Government’s Fiscal Year, commencing not later than March 31, 2008
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for the Government’s Fiscal Year ended September 30, 2007, and (iii) with respect to the information described in
clause 2(a)(ii) above, within sixty (60) days after the end of each fiscal quarter during the Government’s Fiscal Year,
commencing not later than February 28, 2007 for the fiscal quarter ending December 31, 2006. The Continuing
Disclosure will be provided to each nationally recognized municipal securities information repository (“NRMSIR”)
and to the appropriate state information depository (“SID”), if any is hereafter created.

(c) Any of the Continuing Disclosure may be included by specific reference to other documents
previously provided to each NRMSIR and to the appropriate SID, if any is hereafter created, or filed with the SEC;
provided, however, that any final official statement incorporated by reference must be available from the Municipal
Securities Rulemaking Board (the “MSRB”).

(d) The Government will provide in a timely manner to each NRMSIR or the MSRB and to the
appropriate SID, if any is hereafter created, notice specifying any failure of the Government to provide the
Continuing Disclosure by the date specified.

3. Remedies. The sole and exclusive remedy for breach or default under this Disclosure Agreement
to provide the Continuing Disclosure is an action to compel specific performance of the undertakings contained
herein, and no person or entity may recover monetary damages hereunder under any circumstances; provided,
however, that the Trustee shall not be required to take any enforcement action except at the written direction of the
holders of not less than 51 % in aggregate principal amount of Series 2006 Bonds then outstanding. Failure by any
party to perform its obligations hereunder shall not constitute an Event of Default under the Indenture or any other
agreement executed and delivered in connection with the issuance of the Series 2006 Bonds.

4. Amendments. (a) Without the consent of any of the holders of the Series 2006 Bonds, the
Government and the Trustee at any time and from time to time may enter into amendments or changes to this
Disclosure Agreement for any purposes if:

(1) (A) the amendment is made in connection with a change in circumstances that arises from a
change in legal requirements, a change in law, or a change in the identity, nature or status of the
Government or the Trustee or any type of business or affairs conducted by either of the Government or the
Trustee; (B) the undertakings set forth herein, as amended, would have complied with the requirements of
the Rule on the date hereof, after taking into account any amendments to, or former authoritative
interpretation by the staff of the SEC of, the Rule; (C) the amendment adds to the covenants of the
Government for the benefit of the holders of the Series 2006 Bonds, or surrenders any right or power herein
confirmed upon the Government; and (D) the amendment does not materially impair the interests of the
holders of the Series 2006 Bonds, as determined by the Trustee or by nationally recognized bond counsel.
(In determining whether or not the interest of the holders of the Series 2006 Bonds are materially impaired,
the Trustee may rely upon an opinion of nationally recognized bond counsel); or

(i) the amendment adds or changes a dissemination agent for the information required to be
provided hereby and to make any necessary or desirable provisions with respect thereto.

(b) Annual Financial Information of the Government for any fiscal year containing any amended
operating data or financial information for such fiscal year shall explain, in narrative form, the reasons for such
amendment and the impact of the change on the type of operating data or financial information in the Annual
Financial Information being provided for such fiscal year. If a change in accounting standards is included in any
such amendment, such Annual Financial Information shall present a comparison between the financial statements or
information prepared on the basis of the amended accounting standards and those prepared on the basis of the
former accounting standards for the fiscal year in which such change is made. Such comparison shall include a
qualitative discussion of the differences in the accounting standards and the impact of the change in the accounting
standards on the presentation of the financial information. To the extent reasonably feasible, the comparison also
should be quantitative. A notice of the change in accounting standards shall be sent by the Government to each
NRMSIR or the MSRB, and to the appropriate SID, if any is hereafter created.
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IN WITNESS WHEREOF, the undersigned have duly executed and delivered this Disclosure Agreement

on September __, 2006.

G-2-3

GOVERNMENT OF THE UNITED STATES
VIRGIN ISLANDS

By:
Authorized Officer

THE BANK OF NEW YORK TRUST COMPANY,
N.A.

By:
Authorized Officer




APPENDIX H

PROPOSED FORM OF BOND COUNSEL OPINION

$219,490,000
Virgin Islands Public Finance Authority
Revenue Bonds, Series 2006
(Virgin Islands Gross Receipts Taxes Loan Note)

September __, 2006

Virgin Islands Public Finance Authority
Director of Finance and Administration
P.O. Box 430

St. Thomas, U.S. Virgin Islands 00802

Ladies and Gentleman:

We have served as bond counsel to the Virgin Islands Public Finance Authority (the “Authority”) in
connection with the issuance by the Authority of its Revenue Bonds, Series 2006 (Virgin Islands Gross Receipts
Taxes Loan Note) in the aggregate principal amount of $219,490,000 (the “Series 2006 Bonds™). The Series 2006
Bonds are issued under and pursuant to (i) United States Virgin Islands Revised Organic Act of 1954, as amended
(48 U.S.C.A. § 1574(b)(ii)(A) (the “Revised Organic Act”), (ii) the laws of the Virgin Islands including Title 29 of
the Virgin Islands Code 2002 V.I. Act No. 6514, as amended by Act. No. 6533 (collectively with the Revised
Organic Act, the “Act”), (iii) Resolution No. 06-006, dated June 7, 2006 (the “Bonds Resolution”), and (iv) an
Indenture of Trust, as supplemented by the First Supplemental Indenture of Trust, each dated as of November 1,
1999, as further amended and supplemented by the Second Supplemental Indenture of Trust, dated as of February
28, 2003, the Third Supplemental Indenture of Trust, dated as of September 4, 2003, the Fourth Supplemental
Indenture of Trust, dated as of December 1, 2003, the Fifth Supplemental Indenture of Trust, dated as of September
7, 2005, the Sixth Supplemental Indenture of Trust, dated as of August 31, 2006, and the Seventh Supplemental
Indenture of Trust, dated as of September 1, 2006 (collectively, the “Indenture”), each by and between the Authority
and The Bank of New York Trust Company, N.A., Jacksonville, Florida, successor to United States Trust Company
of New York, as trustee (the “Trustee”). All terms not otherwise defined herein shall have the meanings set forth in
the Indenture.

Under the Act, the Series 2006 Bonds are being issued for the purpose of providing funds to (i) refund a
portion of the Authority’s Revenue Bonds, Series 1999A (Virgin Islands Gross Receipts Taxes Loan Note) (the
“Series 1999A Bonds”), (ii) pay the cost of a termination fee in connection with an outstanding swap option
agreement, (iii) fund certain necessary public sector capital development projects of the Government of the United
States Virgin Islands (the “Government”), (iv) fund the Debt Service Reserve Account in an amount necessary to
meet the Debt Service Reserve Requirement, (v) pay the premium in connection with the Series 2006 Bond
Insurance Policy, (vi) fund a reserve for interest rate swap payments and (vii) pay the costs of issuing the Series
2006 Bonds.

The proceeds of the Series 2006 Bonds are being loaned by the Authority to the Government pursuant to a
Loan Agreement, dated as of September 1, 2006, by and among the Authority, the Government and the Trustee,
against delivery by the Government of its $219,490,000 principal amount 2006 Gross Receipts Taxes Loan Note
(the “Loan Note”).

The Series 2006 Bonds are dated the date of their issuance, bear interest from that date on the unpaid

principal amount thereof, at the rates set forth therein and in the Indenture, and mature on the dates set forth therein
and in the Indenture. The Series 2006 Bonds are subject to redemption prior to maturity, in the manner and upon the
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terms and conditions set forth in the Indenture and the Series 2006 Bonds. The Series 2006 Bonds are equally and
ratably secured by the Indenture, which pledges and assigns to the Trustee the Trust Estate (as defined in the
Indenture).

The Internal Revenue Code of 1986, as amended, and the regulations and rulings of the United States
Treasury Department thereunder (collectively, the “Code”) establish certain requirements which must be met at and
subsequent to the date of issuance and delivery of the Series 2006 Bonds in order that interest on the Series 2006
Bonds will be and remain excludable from gross income for federal income tax purposes. Included among these
continuing requirements are certain restrictions and prohibitions on the use of bond proceeds, restrictions on the
investment of bond proceeds and other moneys or properties and the rebate to the United States of certain earnings
in respect of investments. Failure to comply with the continuing requirements may cause the interest on the Series
2006 Bonds to be includable in gross income for federal income tax purposes retroactive to the date of their issuance
irrespective of the date on which such noncompliance occurs. The Authority and the Government have covenanted
in the Indenture and the Loan Agreement, respectively, and in documents relating to federal tax matters delivered at
the time of delivery of the Series 2006 Bonds (collectively, the “Tax Certificates”) to comply with certain
procedures, and have made certain representations and certifications, designed to assure satisfaction of the
requirements of the Code.

We have examined and relied on the record of proceedings of the Authority and the Government in
connection with the authorization and issuance of the Series 2006 Bonds and have made such investigation of law
and such further review, inquiry or examination as we deemed necessary or desirable in rendering the opinions set
forth herein. Further, we have examined originals or copies, certified or otherwise identified to our satisfaction, of
such instruments, certificates and documents as we have deemed necessary or appropriate for the purposes of the
opinions rendered below. In such examination, we have assumed the genuineness of all signatures, the authenticity
and due execution of all documents submitted to us as originals and the conformity to the original documents of all
documents submitted to us as copies. As to any facts material to our opinion, we have relied upon, and assumed the
accuracy and truthfulness of, the aforesaid instruments, certificates and documents, without having conducted any
independent investigation.

We have not undertaken to verify the factual accuracy of any matter set forth in the official statement or
other disclosure material delivered in connection with the issuance of the Series 2006 Bonds and we express no
opinion herein with respect thereto.

Based upon and subject to the foregoing, we are of the opinion that:
1. The Authority is duly created and validly existing under provisions of the Act.

2. The Series 2006 Bonds have been duly authorized and issued in accordance with the Act, and
constitute valid and binding special limited obligations of the Authority payable solely from the Trust Estate.

3. The Indenture has been duly authorized, executed and delivered by the Authority and, assuming
the due authorization, execution and delivery thereof by the Trustee, constitutes a legally binding agreement of the
Authority and is enforceable against the Authority in accordance with its terms.

4. Under existing statutes, regulations, administrative interpretations and court decisions as of the
date hereof, interest on the Series 2006 Bonds is excluded from gross income for federal income tax purposes and is
not an item of tax preference for purposes of computing the federal alternative minimum tax imposed on individuals
and corporations. However, interest on the Series 2006 Bonds held by a corporate taxpayer is included in the
adjusted current earnings for purposes of calculating certain taxes including the federal alternative minimum tax
imposed on corporations.

5. Under existing statues, interest on the Series 2006 Bonds is exempt from personal income taxes

imposed by the United States Virgin Islands, any state, other territory or possession on the United States or any
political subdivision thereof, or by the District of Columbia.
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In rendering the opinion set forth in paragraph 4 above, we have assumed the accuracy of certain factual
certifications made by the Authority and by the Government in the Tax Certificates and the continuing compliance
by the Authority and the Government with the covenants, provisions and procedures set forth in the Indenture, the
Loan Agreement and the Tax Certificates. In the event of the inaccuracy or incompleteness of any of the
certifications made by the Authority or the Government, or of the failure by the Authority or the Government to
comply with certain covenants, provisions and procedures set forth in the Indenture, the Loan Agreement or the Tax
Certificates, the interest on the Series 2006 Bonds could become includable in gross income for federal income tax
purposes retroactive to the date of the original execution and delivery of the Series 2006 Bonds, regardless of the
date on which the event causing such inclusion occurs. We render no opinion as to the exclusion from gross income
of interest on the Series 2006 Bonds for federal, territorial, state or local income tax purposes on or after the date on
which any change occurs in or action is taken or omitted under the Indenture, the Loan Agreement or the Tax
Certificates by the Authority or the Government, or under any other relevant documents without the advice or
approval of, or upon the advice or approval of any bond counsel other than, Buchanan Ingersoll & Rooney PC. We
have not undertaken to determine in the future (or to inform any person) whether any actions taken or not taken or
events occurring or not occurring after the date of issuance and delivery of the Series 2006 Bonds may affect the tax
status of interest on the Series 2006 Bonds. No assurance can be given that future legislation or amendments to the
Code, if enacted into law, will not contain provisions which could directly or indirectly reduce the benefit of the
exclusion of the interest on the Series 2006 Bonds from gross income for federal income tax purposes.

The opinions contained in paragraphs 2 and 3 above are qualified to the extent that the enforceability of the
Indenture and the Series 2006 Bonds may be limited by applicable bankruptcy, insolvency, moratorium,
reorganization or other laws affecting creditors' rights generally or as to the availability of any particular remedy.
Except as stated in paragraphs 4 and 5 above, we express no opinion as to the federal, territorial, state or local tax
consequences caused by the receipt or accrual of interest on the Series 2006 Bonds and holders of the Series 2006
Bonds should consult their tax advisors with respect thereto. We undertake no obligation to update this opinion.

Truly yours,

BUCHANAN INGERSOLL & ROONEY PC
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