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Report of Independent Auditors

To the Board of Directors of
The Virgin Islands Public Finance Authority

In our opinion, the accompanying statements of net assets and the related statements of revenues,
¢xpenses and changes in net assets, and of cash flows (collectively "the basic financial statements™)
present fairly, in all material respects, the financial position of The Virgin Islands Public Finance
Authority (a blended component of The Government of the United States Virgin Islands) (the
“Authority”) at September 30, 2005 and 2004 and the changes in its financial position and its cash
flows for the years then ended in conformity with accounting principles generally accepted in the
United States of America. These financial statements are the responsibility of the Authority’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits of these statements in accordance with anditing 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 statements are free of material misstatement,
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evalvating the overall financial statement presentation. We believe that our audits

provide a reasonable basis for our opinion.

The management’s discussion and analysis on pages 2 through 7 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Authority’s basic financial statements. The Condensed Information
Schedules included on Exhibit I, as of September 30, 2005 and for the year ended September 30, 2005
are presented for purposes of additional analysis and are not a required part of the basic financial
statements. Such information has been sub}ected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the

basic financial statements taken as a whole.

QWW \*’\‘{)

April 28, 2006

CERTIFIED PUBLIC ACCOUNTANTS
{OF PUERTQ RICQO)

License No. 216 Expires Dec. 1, 2007
Stemp 2126437 of the P.R. Society of
Certified Public Accountants has been
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Virgin Islands Public Finance Authority

(a blended component of the Government of the United States Virgin Islands)
‘Management’s Discussion and Analysis

September 30, 2005 and 2004

The Management and Board of Directors of the Virgin Islands Public Finance Authority (the “Authority”)
are pleased to present the following discussion and analysis of the Authority’s financial performance for -
the fiscal years ended September 30, 2005 and 2004.

Please read this information in conjunction with the Authority’s financial statements, which begin on
. page 8.

FINANCIAL HIGHLIGHTS

As indicated in table included on page 4, at September 30, 2005, the total assets of the Authority
amounted to $1.5 billion, of which $41 million were capital assets {2004 - $1.4 billion of which $40
million were capital assets). Total liabilities amounted to $1.5 billion of which $1.1 billion represent
bonds and loans outstanding, and $361 million represent other liabilities (2004 - $1.3 billion of which
$1.0 billion were for bonds and loans outstanding, and $288 million were for other liabilities) . The total
assets of the Authority exceeded its liabilities as of September 30, 2005 by $68.6 million (net assets)
(2004 - $64,1 million). Unrestricted net assets amounted to $10.6 million (2004 - $7.6 million), net assets
invested in capital assets, net of related debt amounted to $20.6 million (2004 - $18.5 million), and net
assets restricted to debt and investment purposes amounted to $37.5 million (2004- $38.0 million).

During the 2005 fiscal year, the Authority experienced an operating loss of $1.6 million (2004 — operating
income of $4.5 million). In addition, the Authority received principal and interest payments on loans to
the Government of the U.S. Virgin Islands of $29.9 million (2004 - $124.5 million) and $61.2 million
(2004 - $56.6 million), respectively. The Authority made debt service principal and interest payments on
bonds of $29.3 million (2004 - $24.5 million) and $61.2 million (2004 - $56.6 million). The Authority
made payments on behalf of the Government of the U.S.Virgin Islands during fiscal year 2005, from
restricted investments amounting to $5.0 million (2004 - $5.6 million).

The Authority’s net assets increased by $4.5 million or 7.0% in 2005 and increased by $5.2 million or
8.8% in 2004.

The activities of the West Indian Company {“WICO”) port facﬂity resulted in an increase in net assets of
$743 thousand (2004 - $549 thousand).

The activities of the King’s Alley Management, Inc. hotel facility resulted in an inérease in net assets of
$313 thousand in 2005, and a increase of $2.2 million in 2004.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Authority’s basic financial
statements. The Statements of Net Assets and the Statements of Revenues, Expenses and Changes in Net
Assets, and Notes to the Financial Statements presented on pages 8 through 32 provide information about
the activities of the Authority as a whole

The Statement of Net Assets presents information on all of the Authority’s assets and liabilities, with the
difference between the two reported as net asssts. The Statement of Revenues, Expenses and Changes in
Net Assets provides information showing how the Authority’s net assets changed during the most recent
fiscal year. The Notes to the Financial Statements provide additional information regarding the financial

statements.



Vlrgm Islands Public Finance Authority
(a blended component of the Government of the United States Virgin Islands)

Management’s Discussion and Analysis
September 30, 2005 and 2004

The Condensed Information presented on Exhibit I provide detailed information of the activities of the
Authority.

All financial statements have been presented using the accrual basis of accounting,

ACTIVITIES OF THE AUTHORITY

The Authority engages only in business-type activities. The Authority is a finance authority which aids
the Government .of the Virgin Islands in the performance of its fiscal duties, and in raising capital for
essential public projects. Upon issuance of bonds, the Authority manages debt service reserves, receives
pledged revenues and invests unused bond proceeds. In addition, the Authority has oversight of two

commercial complexes.

The net assets of the Authority increased by $4.5 million during fiscal year 2005 (2004 — increase of $5.2
million). This increase was due to an increase in investment income on funds invested by the Authority.
In 2004, the increase was due to (i) an increase in bond issuance fees collected for advisory services and

(ii) an increase in operating revenues from its port facility.

Non-current assets, excluding capital assets, increased from $1.3 billion in 2004 to $1.4 billion in 2005
(and increased from $968 miilion in 2003 to $1.3 billion in 2004). The increase was due to an increase in
investments from additional loans, and bonds floated by the Authority in both 2005 and 2004.

Current assets increased by $3.2 million (decreased by $93 million in 2004) due to an increase in the
current receivable from the Government of the U.S. Virgin Islands which in turn is due to the issuance of
the 2004 Series A Revenue Bonds and the issuance of the 2005 Series Notes, on December 2004 and
September 2005, respectively. During 2004, current assets decreased due to payments from the
Government of the U.S. Virgin Islands. Capital assets increased due to capital improvements at the

Authority’s two commercial complexes.

Current and non-current liabilities increased mainly due to the same reasons as the increase in current
assets and an increase in amount due to the Government for capital projects and working capital.

" In 2005, operating revenues experienced a decrease due to a decrease in the investment and bond
management fees charged to the Government of the U.S. Virgin Islands of $4 million as a result of fewer
bond issuances and a decrease in WICO charges to cruise lines of $1 million as a result of a decrease in
passenger arrivals. These decreases were offset by an increase in King’s Alley operating income of $639
thousand (please refer to the Commercial complexes section on this MD&A for discussion on WICO and
King’s Alley). Operating expenses in 2005 increased by approximately $1 million mainly due to ap
increase in legal fees incurred in conjunction with various improvement projects.

In 2004, operating revenues experienced an increase in the investment and bond management fees

charged to the Government of the U.S. Virgin Islands by approximately $3.1 million, and an increase in

WICO charges to cruise lines, which were partially offset by a decrease in King’s Alley revenues during

2004 (please refer to the Commercial complexes section on this MD&A for discussion on WICO and

King’s Alley). Operating expenses in 2004 increased by approximately $700 thousand mainly due to an

increase in the operating costs of WICO of approximately $1.5 million. Such increase in WICQO occurred

mainly due to higher traffic of cruises and depreciation- expense and it was offset by a decrease in
operating expenses of King's Alley of $800 thousand due to decreased operations during the renovation of

the hotel facilities completed during fiscal year 2005.

3



| Virgin Islands Public Finance Authority

{a blended component of the Government of the United States Virgin Islands)

Management’s Discussion and Analysis

September 30, 2005 and 2004

Following is condensed financial information of the business type activities of the Authority as of

(in thousands)

. 2005 2004 2003

Condensed information from Statement of Net Assets
Current assets i $ 53,812 % 50,585 3 143,712
Non-current assets excluding capital assets 1,447432 1,304,088 968,377
Capital assets (net of depreciation) 45,123 39,862 39,973

Total assefs 1,542,367 1,394,533 1,152,062
Current liabilities 37302 31318 128,745

" Long-term porticn of bonds outstanding, net 1,056,657 994,211 755,750

Other Lizbilities 379,777 304,860 208,608

Total liabilities 1,473,736 1,330,389 1,093,103
Net Assets

Invested in capital assets, net of debt 20,578 18,487 17,958

Restricted 37,502 38,038 32,918

Unrestricted 10,551 7,621 . 8,083
Total net assets $ 68,631 3 64,146 % 58,059
Condensed information from Statement of Revenue,

Expenses and Changes in Net Assets
Operating revenues ' 3 13,268 % 18073 % 14,806
Operating expenses (14,845) (13.550) (12,838)
Operating (loss) income {1,576) 4,523 1,968
Non-operating income (expenses) and other changes '

in net assets ' 6,061 664 {3,833)
Change in net assets : $ 4485 § 5187 % (1,867)

Investment Management Activities

During the current year, the Authority (i) managed the assets of five outstanding bond series, (ii) one

outstanding note series, and (iii) three defeased bond series.




Virgin Islands Public Finance Authority
(a blended component of the Government of the United States Virgin Islands)

Management’s Discussion and Analysis
September 30, 2005 and 2004 -

Investments under management for fiscal years 2005, 2004 and 2003 were as follows:

Restricted Cash, Cash Equivalents
and Investments
(in thousands)

2005 2004 2003
‘Outstanding bond-series _ 5 348,151 § 268,270 $§ 168962
Defeased bond series 18,355 18,889 22,606
366,506 287,159 191,568

Investments under management
Other restricted cash, cash equivalents and investments 9,630 10,210 8,733

$ 376136 $ 297369 $ 200,301

Commercial Complexes

The Authority managed two commercial complexes which were The West Indian Company (WICO) and
King’s Alley Management, Inc. (King’s Alley). WICO is a port facility including a cruise ship pier,
shopping mall and rental complex on the island of St. Thomas. King’s Alley is a shopping. mall and
hotel, on the island of St.Croix.

WICO King's Alley
2005 2004 2003 2005 2004 2003
Operating Revenues $ 11,358,478 $ 12,381,032 § 9,949,937 § 909,205 § 355241 § 1,038,506
Operating Expenses (8,816,670) (8,948.904) (7,392,533} (624,331) (909,081) {1,738,120)
Operating Income (Loss) 2,541,808 3,432,128 2,557,404 284,874 (353,840} (699,214)
Nonoperating Revenues 147,996 97,904 375,536 27,974 2,535,037 10,329
Nonoperating Expenses (1,947.057) (2,980,839) (2,039,385) : '
Nonoperating Revenues
{expenses}) (1,799,061) (2,882,935) (1,663,849) 27,974 2,535,037 10,329
Change in Net Assets $ 742,747 % 549,193 § 893,555 § 312,848 § 2,181,197 § (6B88,B85)

WICO operates a cruise ship port and shopping mall on the island of St. Thomas. Operating revenues
consist of agency fees charged to cruise lines and rental income. Operating income for WICO decreased
during fiscal year 2005 compared to fiscal year 2004 as a result of a decrease in passenger arrivals and
increased during fiscal year 2004 compared to fiscal year 2003 due to an increase in operating revenues

from an increase in fees from cruise ships.

King’s Alley is a hotel and shopping complex in Christiansted, St. Croix. The Authority assumed
management of King’s Alley in July 2001 after default on its collateral guarantee. King’s Alley operating
income increased during fiscal year 2005 compared to fiscal year 2004 due to $550 thousand in funds
transferred from the 1994 Series Bonds. The overall decrease in operating loss from $699 thousand in
2003 to $354 thousand in 2004 was due to decreased operations during the renovation of the hotel

facilities completed during fiscal year 2005.



Virgin Islands Public Finance Authority
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Management's Discussion and Analysis
September 30, 2005 and 2004

United States Virgin Islands)

DEBT ADMINISTRATION

At September 30, 2005, the Authority had approximately $1.088 billion in bonds outstanding as follows.

Bonds (in thousands) Bonds (in thousands) Bonds
Qutstanding New Debt Dutstanding New Debt Outstanding
- 9/30/2003 Issuances Payments - 9/30/2004 Issuances Paymenis 9/30/2005
2004 Series H ) - 8 - % -3 - 8 94,000 5§ (2295) % 91,705
2003 Settes - 268,020 L= 268,020 - (2,875} 265,145
2002 Series 18,645 - {2,805) 15,840 - (2,900) 12,940
1999 Series 283,335 - (4,765) 278,570 - (5,005} 273,565
1998 Series 473,745 - (13,955) 459,790 - (14,765) 445,025
Y2K Serigs 4,510 - (2,960) 1,550 - (1,550} -
Totat 3 780,235 % 268,020 % (24.485) % 1,023,770 % 94000 3 {29,390y 3 1,088,380

In December 2004, the Authority issued the 2004 Series A Bonds amounting to $94 million to finance

capital projects of the Virgin Islands Waste Management Authority (see Note 5).

Defeased bonds outstanding from prior years amounted to $153.4 million (1989 Series) ($160 million in
2004) and $171.4 million (1994, 1993, 1992 and 1991 Series} ($181 million in 2004) at year-end.

Loans and notes outstanding were as follows: .

Loans {in thousands) Loans . {in thousands) Loans
COutstanding New Debt Outstanding New Debt Outstanding
9/30/2003 Issuances Payments 973072004 Issuances Payments 973072005
Bond Anticipation $ 100,000 § - S5 (100800) S - 5 - 5 -3 -
WICO 22,015 (639) 21,376 (830) 20,546
2005 Series Notes - - - 6,350 (500) 5,850
Total £ 122015 % - % (100,639) 3 21,376 % 6,350 % ©(1330) 3 26,396

In September 2005, the PFA issued the Series 2005 Notes to finance the purchase of a fleet of vehicles for
the U.S. Virgin Islands Police Department (see Note 6).



Virgin Islands Public Finance Authority
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September 30, 2005 and 2004

Currently Known Facts Affecting Financial Posi_ﬁon or Results of Operations - Economic Factors

Tex Collections
Bonds issued by the Authority are supported by pledged rum excise tax revenues and gross receipts tax

revenues as more fully described in Note 5 of the accompanying financial statements. Rum excise taxes
are Federal excise tax collections from rum which are returned to the Government of the U.S. Virgin
 Islands from the Federal Government. Rum production occurs at one private facility. Gross receipts tax

revenues are a tax on gross professional services and sales. Debt service payments of principal and
interest from these revenue sources for the past three years are as follows:

Year ending September 30,
085 2004 2003

(in thousands)
Excise rum tax:

) $ 46,790 $ 40452 § 40402
Gross receipts tax: _ _ $ 383532 § 32,847_ $ 22358

The ability of the Government to meet its loan obligations to the Authority, is dependent upon the
collection of tax revenues.

Investment Performance and Agreements _
The Authority investments include Aaa rated money market funds and commercial paper. Due to
declining interest returns, the Authority entered into three debt service agreements during fiscal year
2002. The terms of the agreements provide a guaranteed return in exchange for the guaranty of Authority
debt service reserves. The Authority received $1.6 million in fees upon entering into the agreements and
a guaranteed average rate of return of 5% to 6% on investments subject to the agreements.
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(a blended component of the Government of the United States Virgin Islands)

Statements of Net Assets
September 30, 2005 and 2004

ASSETS

Current assets
Cash and cash equivalents
Receivables, net

Restricted loans receivable - Government of the U.S. Virgin Islands

Investments, at fair value
Prepaid expenses and other assets

Total current assets
Non-current assets

Restricted cash and cash equivalents
Restricted investments, at fair value

Restricted loans receivable - Government of the U.S. Virgin Islands

Bond discounts and issuance costs
Capital assets, net of depreciation

Total non-current assets
Total assets

LIABILITIES
Current liabilities _
Accrued expenses and other liabilities -
~ Loans payable related to capital assets
Notes payable .
Deferred income
‘Bonds payable

Total current liabilities

Non-current liabilities
Loans payable related to capital assets
Notes payable
Bonds payable (including a reduction of $1,848,10%
and $2,464,129 in 2005 and 2004, respectively, due to
a deferred amount on defeased bonds)

Restricted assets held for the Govemment of the US. Virgin Islands

Deferred income
Payable from restricied assets

Total non-current liabilities
Total liabilities
NET ASSETS
Invested in capital assets, net of related debt

Restricted
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements.

2005 2004
$ 19648067 $ 21336214
600,082 1,190,949
31,926,368 - 27,095,000
839,503 i
798,404 963,175
53,812,424 50,585,338
76,882,000 51,942,490
299.253,821 245,426,187
1,062,299,954 996,671,322
8,095,124 10,047,717
41,123,439 39,862,199
1,488,554,428 1,343,049,915
$1,542,366,852 § 1,394,535,253
$ 4330134 § 3,216,337
851,804 813,140
2,051,368 )
193,714 193,714
29,875,000 27,095,000
37,302,020 31,318,191
19,693,748 20,562,492
3,798,632 ;
1,056,656,891 994,210,871
242,932,137 180,978,418
774,859 968,572
112,577,339 102,350,518
1,436 433,606 1,299,070,871
1,473,735,626 1,330,389,062
20,577,887 18,486,567
37,502,369 38,038,430
10,550,970 7.621,194
$ 64,146,191

$ = 68,631,226



Vlrgln Islands Public Finance Authorlty
(a blended component of the Government of the United States V:rgln Islands)

Statements of Revenues, Expenses and Changes in Net Assets -
For the Years Ended September 30, 2005 and 2004

. 2005 2004
OPERATING REVENUES
Charges for services _ $ 11,717,683 $§ 14,936,273
Other : 1,551,594 3,136,506
Total operating revenues _ 13,269,277 18,073,179
OPERATING EXPENSES
' General and administrative 13,1 17,324 11,859,764
Depreciation and amortization 1,728,026 1,690,386
Total operating expenses 14,845,350 13,550,150
Operating (loss) income (1,576,073) © 4,523,029
NON-OPERATING REVENUES |
(EXPENSES)
Interest income
Cash, cash equivalents and investments 4,856,543 5,544,653
Loans reqeivable 61,154,678 56,542,582
Other investiment ncome 5,591,277 233,791
Amortization of bond discount and issuance costs (2,077,340) .(1,910,907)
Interest expense - (62,101,735) (57,523,136)
Gain on sale of capital assets 623 2,921
Total non-operating income 7,424,048 - 2,889,904
Income before transfers 5,847,975 7,412,933
TRANSFERS '
Operating transfer from Government of the U.8, Virgin Islands ' - 1,410,295
In lieu of taxes {1,000,000) (1,000,000)
Payments on behalf of Government of the U.S. Virgin Islands (362,940) (2,636,164)
Total transfers | (1,362,040)  (2.225,869)
Change in net assets . - 4,485,035 5,187,064
Total net assets at beginning of fiscal year 64,146,191 58,959,127
Total net assets at ending of fiscal year $ 68631226 § | 64,146,191

The accompanying notes are an integral part of these financial statements.




'Vlrgln Islands Public Fmance Authority

(a blended component of the Government of the Umted States Virgin Islands)

Statements of Cash Flows
For the Years Ended September 30, 2005 and 2004

Cash flows from operating activities

Cash received from customers

Cash paid to suppliers and employees for services
Other cash receipts

Net cash provided by operating activities

Cash flows from investing activities

Purchases of investments

Interest received on cash, cash equivalents and mvesmlents
Investment maturities and sales

Net cash used in investing activities -

Cash flows from capital and related financing activities
Proceeds from long-term debt issuance

Acquisition of capital assets

Interest paid on long-term debt related to capital assets
Principal paid on loans payable related to capital assets

Net cash provided in capital and related financing activities

Cash flows from non-capital financing activities

In lieu of taxes paid

Interest paid on bonds payable

Interest collected on loans receivable

Payment of bond issuance costs

Decrease in loan receivable

Principal payments on bonds payable

Payments on behalf of Government of the U.S. Virgin Islands
Increase in other non-operating assets

Net cash used in non-capital financing activities

Nét increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of fiscal year

Cash, cash equivalents and restricted cash at end of fiscal year

Reconciliation of operating (loss) income to net cash provided by
operating activities
Operating (loss) income
Adjustments to reconcile opeating (loss) income to net cash
provided by operating activities
-Depreciation and amortization
Provision for doubtful accounts
Changes in operating assets and liabilities that increase
{decrease) cash
Receivables
Accrued expenses and other liabilities
Prepaid expenses and other assets

Total adjustments
Net cash provided by operating activities

10

2005 2004
$ 12,902,585 $ 14,936,274
(9.450,811) (10,286,166)
1,001,594 3,136,906
4,453,368 7,787,014

{101,666,724)

(96,203,294)

14,749,568 5,428,095
30,254,899 39,031,288
(56,662,257)  (51,743,911)
100,350,000 268,020,000
(2,959.331) (2,047,034)

(947,057) (1,011,797)
(1,330,080)  (100,608,432)
95,113,532 164,352,737
(1,000,000) (1,000,000)

61,178,897y  (56,612,767)
61,178,897 56,613,052
(96,088) (2,367,118)
23,445,000 124,489,215
(29.295,000)  (24,485,000)
(48,830,747)  (168,060,892)
36,123,646 8,765,500
(19,653,189)  (62,638,010)
23,251,454 57,737,830

73,278,703

15,540,873

$ 96,530,157

$ 73,278,703

$ (1,576,073) § 4,523,029
1,728,026 1,690,386
150,593 -
484,306 17,490
3,569,370 513,710
07,146 1,042,399
6,029,441 3,263,985

$ 4,453,368

$ 7,787,014




Virgin Islands Public Finance Authority

(a blended component of the Government of the United States Virgin Islands)
Notes to Financial Statements '
September 30, 2005 and 2004

1. _-Réporﬁng Entity and Significant Accounting Policies

- Reporting Entity .

The Virgin Islands Public Finance Authority (the "Authority”), a blended component of the
Government of the US Virgin Islands, was created by the U.S. Virgin Islands Act No. 5365 (the
"Act"), "The Government Capital Improvement Act of 1988", for the purposes of aiding the
Government of the Virgin Islands (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 the 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, and to private entities, {iv) to e¢stablish 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 -and, (v) to invest its funds and to arrange for the
investment of the funds of the Government or any agency, authority or instrumentality thereof.
Pursuant to Section 8(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, without limitation
as to principal amount. The Authority also provides property management services as discussed
further below under Activities of the Authority. '

General Obligation Bonds _
Pursuant to Section 8(b)(ii) of the Revised Organic Act, the Government is authorized to issue

general obligation bonds for any public purpose provided that no such indebtedness be in excess of
ten (10%) of the aggregate assessed valuation of the taxable real property in the U.S. Virgin
Islarids. Pursuant to 48 U.S.C. section 1574a (Public Law 94-932), the U.S. Virgin Islands is
authorized to issue bonds or other obligations in anticipation of the matching funds to be received
from the Federal Government pursuant to 26 U.S.C. section 7652 (b) (3). There is no legal limit on
the value of bonds that the Government may issue pursuant to 48 U.S.C. section 1574a.

Debt Limits _ _
On August 23, 1999, the Legislature amended the Virgin Islands Code to add a Mandatory

" Balanced Budget Provision. Such provisions, specifically 2 V.1.C. section 256, provides that the
amount of debt of the Government of the U.S. Virgin Islands existing on October 1, 2000 shall be
the debt limit of the Government of the U.S. Virgin Islands, exclusive of bond principal and
interest that may become due. At the end of fiscal year 2005, the Authority was below the
Legislature imposed limit. The debt limit shall not include bonds authorized by law for which a
specific source of revenue is identified and committed to retiring those bonds.

The significant accounting policies used by management in the preparation of its financial
statements follow:

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Management believes that these estimates are adequate. Actual results

could differ from those estimates.
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Basis of Presentation and Accounting
The Authonty is a governmental enterprise fund. Accordingly, the financial statements have been

prepared vsing the accrual method of accounting.

The Authority prepares its financial statements in conformity with accounting principles generally
accepted in the United States of America for a governmental enterprise fund, which are similar to
those for private business enterprises: In accordance with Government Accounting Standard No. 20
issued by the Government Accounting Standard Board (GASB), the Authority follows all Financial
Accounting Standard Board pronouncements (FASB’s) and certain other pronouncements issued
prior to November 30, 1989 that do not conflict with GASB standards. In accordance with
paragraph 7 of GASB Statement No. 20, the Authority has elected to follow all non-conflicting
FASB and other pronouncements issued after November 30, 1989. Expenses are recorded when
incurred and revenues are recorded when eared.

The Authority accounts for refundings of debt under the provisions of GASB Statement No. 23,
Accounting and Financial Reporting for Refiunding of Debt by Proprietary Activities. This
Statement establishes standards of accounting and financial reporting for current and advance
refunding resultmg in defeasance of debt reported by proprietary activities. Refundings involve the
issuance of new debt whose proceeds are used to repay 1mrned1ately (current refunding) or at a
future time (advance refunding) of previously issued debt. This Statement requires for both current
and advance refundings, that the difference between the reacquisition price and the net carrying
amount of the old debt be deferred and amortized as a component of interest expense over the
remaining life of the old debt or the life of the new debt, whichever is shorter. The deferred
amount should be reported on the statement of condition (net assets) as an addition to or deduction
from the new debt. Effective October 1, 2001, the Authority implemented GASB Statement No.
34, Basic Financial Statemients-and Management s Discussion and Analysis-for State and Local
Governments, GASB Statement No. 37, Basic Financial Statements-and Management’s Discussion
and Analysis-for State and Local Governments: Omnibus, and GASB Statement No. 38, Cerfain
Financial Statement Note Disclosures. As a result of this implementation, a Management's
Discussion and Analysis section, which describes the overall financial condition of the Authority,
accompanies these financial statements as required supplementary information. The financial
statements are presented in a classified format, with separate presentation of operating and non-

operating revenues,

Statement of Cash Flows
The Authority considers all highly liquid investments with a maturity of three months or less when

purchased to be cash equivalents.

Activities of the Authority

The Authority performs a financial management function for the Government of the U.S.Virgin
Islands consisting of the folowing activities:

QOperations: Overall investment rnanagement and administrative activities of the Authority.
The West Indian Company: Property management activities related to the management of the

West Indian Company (“WICO”™), a wholly—owned subsidiary, consisting primarily of servicing
cruise ships owned by established shipping lines.
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September 30, 2005 and 2004

King’s Alley Management, Inc.: Property management activities related to King's Alley
Management, Inc., a wholly-owned subsidiary, formed on July 22, 2001, consisting primarily of

managing the King’s Alley Hotel and a shopping center in Frederiksted, St.Croix.

Receivables
Receivables are recorded at their gross value when earned and are reduced by the estimated portlon

that is expected to be uncollectible. The adequacy of the allowance for doubtful accounts is
evaluated by management based upon past collection experience and customers’ financial

condition.

Inﬁestments
Under GASB ‘Statement No. 31, Accounting and Financial Reporting for Certain Investments and

for Most External Investments Pools, the Authority reports investments at fair value in the
statement of net assets and changes in the fair value in the statement of revenues, expenses and

changes in net assets.

Under GASB Statement No. 40, Deposit and Investment Risk Disclosures—an amendment of
GASB Statement No. 3, common deposits and investment risks related to credit risk, concentration
of credit risk, interest rate risk, and foreign currency risk require certain disclosures of investments
that have fair values that are highly sensitive to changes in interest rates. The disclosures required
by this statement are included in Note 2.

Investments are restricted by various bond resolutions of the Authority and the Act, generally, to
direct obligations of the U.S. Government, the U.S. Virgin Islands, or any state, territory,
possession or Commonwealth “of the United States, specific bank obligations, investment
agreements or similar funding agreements, shares or other interests in mutual funds, trusts or
investment companies, corporate commercial paper, and money market portfolios consisting of any

of the foregoing,.

Bonds Payable
Bonds payable managed by the Authority are as follows: -

Series 2004 A Revenue Bonds: The proceeds of the bonds were used to: (i) finance the planning,
development, constructing, renovating and equipping of the wastewater treatment facilities and
collection systems on St. Thomas and St. Croix, (ii) finance the repairs, renovations and
construction of solid waste facilities in the Territory, (iii) finance the repair and construction of
public roads in the Territory, (iv) provide start-up capital for the newly created Virgin Islands
Waste Management Authority, (v) fund the Series 2004A Senior Lien Debt Service Reserve
Subaccount, and (vi} pay certain costs of issuing the Series 2004A Bonds.

Series 2003 A Revenue Bonds: The proceeds of the bonds were used to: (i) repay the Authority’s
outstanding principal on the Revenue Anticipation Notes, Series 2003, (i1) fund certain necessary
public safety and other public sector capital development projects, (iii) fund the Debt Service
Reserve Accounts in an amount necessary to satisfy debt service reserve requirements, and (iv)
pay certain costs of issuing the 2003 Series A Bonds. ' '
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September 30, 2005 and 2004

Revenue Bonds Series 2002: These bonds were issued to provide financing of certain federal-aid-
transportation projects. ' '

Series 1999 A Revenue Bonds: The proceeds of the 1999 bonds were used to: (i) pay certain
working capital obligations of the Government, (ii) pay the Government’s outstanding 1999 tax
and revenue anticipation note, (iii) fund the Series Debt Service Reserve Accounts, and (iv) pay
certain costs of issuing the Series 1999 A Bonds.' :

Series 1998 Revenue. & Refunding Bonds: Proceeds of the 1998 Bonds were used to: (i) advance
refund the outstanding prior debt of the Authority, (ii) repay the 1998 Revenue Anticipation Note,
(iif) finance the payment of various capital projects, (iv) fund the Series Debt Service Reserve
Accounts, and (v) pay certain costs of issuance of the 1998 Bonds.

Revenue Bonds Series 1992 A and 1992 B: The Series 1992 A and Series 1992 B bonds were
issued to advance refund of the previously outstanding Revenue Bonds Series 1989 A and Series
1989 B. The bonds were defeased on May 1, 1998, with the proceeds of the issuance of the 1998

Series Revenue & Refunding Bonds (“1998 Series Bonds™). '

Government Development Revenue Bonds Series 1994 A. 1994 B and 1994 C: These bonds were
issued to fund various capital improvements and economic development projects on the island of
St. Croix. The bonds were defeased May 1, 1998, with the proceeds of the 1998 Series Bonds.

Transportation Trust 1989 Series Bonds: These bonds were issued to provide funding for the
maintenance, improvement, repair and construction of the road and highway system in the U.S.
Virgin Islands. These bonds were defeased May 1, 1998 with the proceeds of the 1998 Series

Bonds.

Y2K: Activities related to funding the various upgrades, acquisitions, and improvements to the
computer information systems owned by the Government of the U.S. Virgin Islands as a result of

_ shortcomings in many electronic data processing systems, and other electronic equipment for
identifying, and/or processing, transactions with the Year 2000. '

During fiscal year 2005, the Authority charged the Government of the U.S. Virgin Islands and
other entities under the private activity bond program, fees amounting to $1,001,594 ($5,136,906
for 2004) for its investment and bond management services.

Péyments and Transfers on Behalf of Government
Transfers to the Government of the U.S. Virgin Islands include distributions from excess revenues

of tax collections, in lieu of taxes and interest earned on other funds.

During the year ended September 30, 2005, capital expenditures of $4.5 million were disbursed
from the restricted investments related to the Series 2005 notes. The disbursements are reported as
a reduction of Restricted Assets held for the Government of the U.S. Virgin Islands.

During the year ended September 30, 2005, there were $550 thousand and $297 thousand of capital
expenditures disbursed from the restricted investments related to the 1992 Revenue and 1994
Revenue bonds, respectively, and $137 thousand was disbursed from the 1998 bond investments.
The disbursements from the 1994 Revenue Bond Investments are recorded as a reduction of the
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Restricted Assets held for Government of the Virgin Islands. The disbursements from the 1992
Revenue bond investments are recorded as payments on behalf of the Government. The
dishursements from the 1998 Bond investments are recorded as payments from restricted
investments and payments on behalf of the Government for the disbursements paid from

reprogrammed interest earnings.

Taxes _ : . .
The Authority is a tax-exempt entity created by statute. The Authority shall not be required to pay

any taxes or assessments on any of the property acquired or to be acquired by it, or on any of its
_operations or activities, or on any income derived from any of its operations or activities, however,
ptior to June 2003, WICO was required, under a specific bill, to contribute the greater of ten
percent of net revenues, or $500,000 to the General Fund of the Government of the U.S. Virgin
Islands. In June 2003, the Legislature approved Bill No. 25-0038 to amend the annual payment in
lienw of taxes to the greater of ten percent of net revenues, as defined or $1,000,000. Such
amendment is effective for fiscal year 2003 and thereafter. '

Capital Assets ' _
Capital assets are recorded at cost and depreciated using the straight-line method over the estimated

useful life of the assets. Estimated useful lives of capital assets are as follows:

Years
Building and building improvements 5-40
Personal property and equipment ' 3-25

When assets are retired, the cost and related accumulated depreciation of the property is removed
from the accounts and any gain or loss is recognized as non-operating revenue or expense.
Expenditures for major renewals and betterments are capitalized, while maintenance and repairs
which do not extend the life of the assets are recorded as expenses.

Operating and Non-operating Revenues

Operating revenues of the Authority include revenues of the general operations of the Authority,
revenues from the WICO complex, and King’s Alley Management, Inc. complex. Non-operating
revenues consist of interest and dividend income generated from the restricted investments invested

in short-term investment instruments.

Bond Discounts_and Issuance Costs : :
Bond discounts and issnance cost are deferred and amortized over the life of the debt. Bonds

payable are reported net of the applicable bond discount. Bond issuance costs are reported as
deferred charges in other assets and are amortized over the term of the related debt.

Intra-account Transfers
Investment earnings not otherwise restricted are transferred between Authority accounts in

accordance with Board requests and Legislative acts and are offset in the accompanying financial
statements.

Fair Value of Financial Instruments | :
The Authority uses the following methods and assumptions in estimating its fair value disclosures:
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Investments (restricted and assets held in trust): valued at quoted market prices when available.
If quoted market prices ‘are not available, fair values are based on quoted market prices of
comparable instruments or values obtained from independent pricing services.

‘Cash and cash equivalents and due to/from the Government of U.S. Virgin Islands, receivables,
accounts payable and other accrued Habilities: the carrying amounts reported at cost or
amortized cost in the statement of net assets for these instruments which amounts approximate

their fair values.

Net Assets
Net assets are reported in three categories: a) invested in capital assets, b) restricted and c)

unrestricted.  Liabilities that relate to specific restricted assets which exceed those assets are
reported as a reduction of unrestricted net assets. Also, all assets and liabilities of bond reserve
accounts are considered to be part of restricted net assets.

Reclassiﬁcations
Certain amounts reflected in the 2004 financial statements have been reclassified to conform to the

2005 presentation.

Effect of Recent GASB Statements

In March 2003, the GASB issued its Statement No. 40, Deposit and Investment Risk Dzsclosures
an amendment of GASB Statement No. 3. This statement requires cettain disclosures of
investments that have fair values that are highly sensitive to changes in interest rates, focusing on
disclosure of credit and custodial risk regarding funds deposited with financial institutions. The
disclosures required by GASB Statement No. 40 are included in Note 2 to the financial statements.

Following are statements issued by GASB that are effective in future years. The impact of the
adoptlon of these statements has not been determined by management:

_ Adoption
Statement . Required in
Number _ - Fiscal Year
42- Accounting and Financial Reporting For Impairment
of Capital Assets and for Insurance Recoveries - 2006
43  Financial Reporting for Postemployment Benefit Plans
Other Than Pension Plans 2007
44 Economic Condition Reporting: The Statistical Section 2006
45 Accounting and F inancial Reporting by Employers for
' Postemployment Benefits Other Than Pensions 2008
46 Net Assets Restricted by Enabling Legislation — an
Amendment of GASB Statement No. 34 2006
47  Accounting for Termination Benefits _ 2006
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September 30, 2005 and 2004

2.

Cash, Cash Equivalents and Investments

Cash and cash equivalents, segregated by category at September 30, 2005 and 2004, are as follows:

. _ Bank ' .Carrying
2005 : - Balance Amount
Restricted $ 77,229,752  § 76,882,090
Unrestricted _ 19,761,417 19,648,067

$ 96,991,169 $ 96,530,157

Bank Carrying

2004 o Balance Amount
Restricted ' - $ 51,982,691 § 51,942,490
Unrestricted ' _ 19,376,413 21,336,214

§ 71,359,104 § 73,278,704

Restricted cash and cash equivalents represents cash segregated for debt service due under the
Authority's debt agreements. At September 30, 2005, restricted cash amounting to $1,792,264
(2004 - $1,764,956) represents cash segregated for debt service under loans payable related to
capital assets and is presented as part of net assets restricted in the Statement of Net Assets.

‘Unrestricted cash and cash equivalents may be used for operational purposes but may not be used

for payments of dividends which are restricted by loan covenants {see Note 6).

As of September 30, 2005; $95,801,497, or 99.2% of the Authority's deposits in banks were held at
Banco Popular de Puerto Rico. At September 30, 2004, $71,511,667, or 97.6%, of the Authority's
deposits in banks were held at Banco Popular de Puerto Rico. Uncollateralized deposits at Banco
Popular de Puerto Rico amounted to $92,109,335 in 2005 and $70,957,023 in 2004.

Investrments

Investments include investments restricted for specific purposes and investments held in trust.
Pursuant to the requirements of the Indenture of Trust, certain assets of the Government are
maintained in a reserve account controlled by the Authority, and may be used only for the payment
of principal and interest on the 2003 Bonds Series A, 2002 Bonds Series, 1999 Bonds Series A and
the 1998 Bonds Series A, B, C, D and E.

Pursuant to the requirements of the Loan Agreement, certain assets are maintained in a reserve
account controlled by the Authority for the payment of principal and interest on the long-term note

obtained to finance the acquisition of WICO, and to manage construction and project funds for the

defeased bonds.
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Investments in the reserve accounts at September 30, 2005 were as follows:

- 2604 2003 2002 1999 . 1998

2005 Series A Series A Series Series A Bonds Series

Series " Revenue Revenue Revenue Revenne A, B, C,

Notes Bonds Bonds Bonds Bonds Dand E Total
Restricted
Debt service reserve % 20910 § 10,735,054 § 17,676,698 § 2,284,786 3 27719680 § 60,647,266 $ 119,084,394
Construction Funds - 71,493,271 92,919,206 6,324,368 - - 170,736,845
Project Fund 1,191,394 - - - 8,241,188 - 9,432,582

% 1,212,304 § 82228325 § 110595904 § 8,609,154 § 35960,868 § 60,647,266 $ 299,253,821

Investments in the reserve accounts at September 30, 2004 were as follows:

2003 2002 1992 1998
Serfes A Series Series A Bonds Series
Revenue Revenue Revenue ABC,
Bonds Bonds Bonds Dand E Total
Restricted
Debt service reserve 3 16,603,732 3 2,391,215 $ 25856405 3 77,596,643 31 22,44‘?,995
Construction Funds 105,528,785 9,407,108 - - 114,935,893
Peoject Fund - - 8,042,299 - 8,042,299
' $ 122,132,517 5 17,596,643 $  245426,187 .

33,898,704 5

11,798,323 %

Restricted investments, categorized by investment type, and weighted average maturity, for 2005
and 2004, are as follows: ' '

2005 2004
Weighted Weighted
Average Average
~ Fair Maturity Fair Maturity
Value (Years) Value (Years)
Money Market Funds § 139911632 $ 162,253,947
Portfolio investments
Commercial Paper 128,737,996 0.36 80,929,811 0.01
U.S. government agencies notes 30,604,193 0.13 2,242,429 0.42
159,342,189 83,172,240
Portfolio weighted average
0.10 0.10

maturity

§ 299,253,821 $ 245,426,187

Total investments

During fiscal year 2005, the Authority recognized $5.4 million on gain on sale of investment
securities. This amount is presented as part of other investment income in the accompanying
Statement of Revenues, Expenses and Changes in Net Assets.
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Interest Rate Risk. Interest rate risk represents the exposure to fair market value losses arising
from increasing interest rates. The Authority does not have a formal investment policy that limits
investment maturities as a means of managing such exposure. As a means of keeping the interest
rate risk low, all investments held by the Authority are short term in nature.

Credit Risk. The authorizing legislation of the Authority does not limit investments by credit
rating categories. Authorizing legislation limits the investment choices of the Authority to: direct
obligations or obligations guaranteed by the United States, obligations of states, territories,
possessions and commonwealths of the United States, obligations™ of international banking
institutions, repurchase agreements, . investment contracts, certificates of deposits, guaranteed
investment contracts, shares in mutual funds, investment companies, corporate commercial paper,

money market portfolio and investment pools.

At September 30, 2005, the Authority's investment in money market funds were rated AAAm by
Standard & Poor's, and Aaa by Moody's Investor Service; the Authority’s investments in
commercial paper were rated A-1 or A-1+ by Standard & Poor's, and P-1 by Moody's Investor
Service; and the Authority's investments in U.S. government agencies were rated AAA by both
Standard & Poor's and Moody's Investor Services.

Concentration of Credit Risk. The Authority places no limit on the amount that may be invested
in one issuer. At September 30, 2005, more than 5% of the Authority's investments were invested
in: Fidelity Treasury Money Market No. 696, Class 3 (20.3%), General FElectric Capital
Corporation Commercial Paper (17.2%), Goldman Financial Square Money Market No. 474
(17.0%), AIM Short Term Investment Co. Treasury No. 2 (9.5%), F ederal Home I.oan Mortgage
Corporation (8.9%), Commoloco, Inc. Commercial Paper (8.7%), and Natexis Banques Populaires

Commerical Paper (6.3%).

At September 30, 2004, more than 5% of the Authority's investments were invested in: Goldman
Financial Square Money Market No. 474 (41.7%), Morgan Stanley Dean Witter Commerical Paper
(16.9%), Fidelity Treasury Money Market No. 696, Class 3 (15.6%), Bear Stearns Co. Commercial
Paper (9.4%), Eurohypo Ag Commercial Paper (6.8%), and AIM Short Term Investment Co.

Treasury No. 2 (5.1%).

Custodial Credit Risk. The Authority does not have a custodial risk policy. This is the risk that
the Government will not be able to recover the value of its investments that are in the possession of
an outside party. At September 30, 2005 and 2004, all investments of the Authority were held in
the name of The Bank of New York Trust Company, N.A., as Trustee for the Authority.
Investments in the trust accounts are limited to the investments permitted by the trust indenture.

3. Loans Receivable

The Authority loaned the proceeds of the Series 2005 Notes, 2003 Revenue Bonds Series A, 2003
Revenue Bond Anticipation Loan Note and the 1999 Bonds Series A Bonds to the Government.
The loan, which is secured with pledged gross receipts taxes collected pursuant to Title 3, Section
43 of the Virgin Islands Code, bear the same interest rate, maturities and repayment terms as the

notes payable (see Note 5).
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The Authority loaned the proceeds of the 2004 Bonds Series A and the 1998 Ronds Series A, B, C,
D and E to the Government. The loans, which are secured with pledged matching fund revenues
pursuant to Section 28(b) of the Revised Organic Act of the Virgin [slands, bear the same interest
rates, maturities, and repayment terms as the bonds payable (see Note 5).

" The Authority loaned the proceeds of the 2002 Revenue Bonds to the Government. The loan,
which is secured with US Department of Transportation, Federal Highway Administration
reimbursement revenues, bear the same interest rate, maturities, and repayment terms as the bonds

payable (see Note 5).

The Authority loaned the proceeds of an April 1999 $13.5 million project revenue bond issuance to
the Government. The loan is secured by lease payments made by the Government to the Authority -
pursuant to a municipal lease purchase agreement dated April 13, 1999 and bears interest of 6.25%
with a maturity date of January 1, 2005.

4. Capital Assets

Capital aésets_ at September 30, 2005 and 2004 and changes during both fiscal years follows: '

Additions

Balance Net of Disposal Balance

9/30/04 transfers 9/30/05
Land . ' ' §5 ,020,006 $ - % (40,000) § 4,980,006
Construction in progress 808,939 1,044,988 (96,941) 1,756,986
Buildings and building improvements 41,957,998 1,593,028 (30,970} 43,520,056
Personal property and equipment 1,869,906 507,144 - (138,506) 2,238,544
Total 49,656,849 3,145,160 (306,417} 52,495,592

Less accumulated depreciation (9,794,650} (1,577,503) - (11,372,153)

Total capifal assets, net $39,862,199 § 1,567,657 § (306417) § 41,123,439

Balance Additions Disposal Balance

9/30/03 Net of transfers _ 9/30/04
Land ~§ 5,020,006 $ - § - § 5,020,006
Construction in progress ' 721,801 87,138 - 808,939
Buildings and building improvements 40,873,570 1,084,428 : - 41,957,998
Personal property and equipment 1,561,658 308,248 - 1,869,906
Total 48,177,035 1,479,814 - 49,656,849
Less accumulated dépreciation (3,203,709) (1,590,941) - (9,794,650}

Total capital assets, net $39,973,326 8§ (111L,127) § 5 39,862,199
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5.

Bonds Payable

On December 1, 2004 Authority issued the 2004 Series A Bonds, the proceeds of which amounted

to $94,000,000. The Government has pledged the Matching Fund Revenues to the timely payment

of principal and interest on the 2004 Series A Bonds. The bonds bear interest at 4.00% to 5.25%
and mature from 2005 to 2024. The proceeds of the bonds were issued to: (i) finance the planning,

" development; constructing, renovating and equipping of wastewater treatment facilities and

collection systems on St. Thomas and St. Croix, (ii) finance the repairs, renovations and
construction of solid waste facilities in the Territory, (iii} finance the repair and construction of
public roads in the Territory, (iv) provide start-up capital for the newly created Virgin Islands
Waste Management Authority, (v) fund the Series 2004A Senior Lien Debt Service Reserve
Subaccount, and (vi) pay certain costs of issuing the Series 2004A Bonds. The Series A Bonds are

not subject to optional redemption prior to October 1, 2014.

On December 17, 2003, the Aﬁthority issued the 2003 Revenue Bonds Serie.s A the proceeds of
which amounted to $268,020,000. These bonds are secured by a pledge of the Trust estate, which
includes certain funds established under the original Indenture, the Fourth Supplemental Indenture

‘and the 2003 Gross Receipts Taxes Loan Note, Serjes A issued by the Government. The bonds bear

interest at 4.00% to 5.25% and mature from 2005 to 2022. The proceeds were loaned to the
Government of the United States Virgin Islands under the same terms as the Bonds. The bonds are
limited special obligations of the Authority. The bonds were issued to: (i) repay the Authority’s
outstanding Revenue Bond Anticipation Notes, Series 2003, (ii) fund certain necessary public
safety and other public sector capital development projects, (iii) fund the Debt Service Reserve
Accounts, and (iv) pay certain costs of issuing the Series 2003A Bonds.  The 2003 Series A
Bonds are not subject to optional redemptions prior to October 1, 2014,

‘On February 28, 2003, the Authority entered into a swaption contract that provided the Authority

 with an up-front payment of $8.3 million. The Authority has outstanding $273,565,000 Series of

1999A. Bonds with maturities from 2011 to 2029. The 1999A Bonds are callable by the Authority
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, the Authority sold a LIBOR based swaption to Lehman Brothers Special Financing, Inc. on
the 2024 and 2029 maturities, totaling $162,870,000. Lehman purchased the swaption for
$8,367,000 and it is exercisable on July 1, 2010 only. The objective of the Authority was to
monetize the economies of the Series of 1999 A 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 to the Authority to effect savings from the Series of
1999 A Bonds at that time. As a synthetic refunding of its 1999 Series A Bonds, this payment
represents the risk-adjusted, present-value savings of a refunding as of October 1, 2010, without
issuing refunding bonds at February 2003. The swaption gave the counterparty the option to make
the Authority enter into a pay-fixed, receive-variable interest rate swap. If the option is exercised,
the Authority would then expect to issue variable-rate refunding bonds.

The up-front pajrment of $8.3 million was received by the Authority on behalf of the primary
Government., The amount is restricted for capital projects. As of September 30, 2005, the
Authority had allocated $2 million for the Micro Loan Financing Program, and had expended $640

~ thousand of that amount as of September 30, 2605 ($78 thousand it 2004}.
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The $8.3 million payment was based on a notional amount of $174.9 million: The counterparty has
the option to exercise the agreement on October 1, 2010—the Authority’s 1999 bonds’ first call
date. If the swap is exercised, the swap will also commence October 1, 2010. The fixed swap rate
(5.27 percent) was set at a rate that, when added to an assumption for remarketing and liquidity
costs, will approximate the coupon rates of the “refunded” bonds. The swap’s variable payment
would be 64 percent of the London Interbank Offered Rate (USD-LIBOR-BBA). -

As of September 30, 2005, the swap had a negative fair value of $29.3 million ($21.8 million in

2004) in favor of the counterparty estimated using the zero-coupon method. This method

calculates the future net settlement payments required by the swap, assuming that the current

forward rates implied by the yleld curve correctly anticipate future spot interest rates. These

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 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 the Authority would make net swap payments as required by the terms of the
contract—that is, making a fixed payment to the counterparty for the term of the swap at 5.27
percent and receiving a variable payment of 64 percent of LIBOR. If the option is exercised and
the variable-rate bonds issued, the actual savings ultimately recognized by the fransaction will be
affected by the relationship between the interest rate terms of the to-be-issued variable-rate bonds
versus the variable payment on the swap (64 percent of LIBOR). If the option is not exercised, the

Authority is not obligated to repay the up-front payment.

On October 1, 2002, the Authority issued the Series 2002 Revenue Bonds (“Garvey Bonds™) , the
proceeds of w}nch amounted to $20,845,000. The bonds are special, limited obhgatwns secured
solely by the pledge and assignment of the Government’s security interest in Federal Highway
Reimbursement Revenues. The bonds were issued to (i) fund construction costs related to
renovation and construction of two sea docks, (ii) fund the Debt Service Reserve Accounis, and
(iti) pay certain costs of issuing the bonds The Ser1es 2002 Bonds are not subject to redemption

prior to maturity.

On November 1, 1999, the Authority issued the 1999 Series A Bonds, the proceeds of which
amounted to $299,880,000. These bonds are secured by the pledge of gross receipts tax revenues,
subject to the annual moderate income housing fund deposit as well as any prior liens or pledges.
The bonds were issued to (i) pay certain working capital obligations of the Government, (i1) repay
the Governmeént’s outstanding 1999 tax and revenue anticipation note, (iii) fund the Series Debt
Service Reserve Accounts, and (iv) pay certain costs of issuing the bonds.

On April 13, 1999, the Authority borrowed under a project revenue bond $13.55 million, with an
interest rate of 6.25%, to finance a portion of the Government’s Year 2000 (Y2K) compliance
effort 1nclud1ng the costs related to transportation, installation and related hardware, software,
consulting services and related expenses. The bond is payable in ten semi-annual payments of
principal and interest with the first payment of interest only due January 1, 2000. The Government
is responsible for all principal and. interest payments on the 1999 Project Revenue Bond. The
principal and interest payments are funded by periodic lease payments. The maturity date of the
bonds was January 1, 2005.
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On May 1, 1998, the Authority issued the 1998 Series A, B, C, D, and E Bonds, which proceeds-
amounted to $541,820,000. These bonds are not guaranteed by the Government, however, the
Government has pledged the Matching Fund Revenues to the timely payment of prmmpal and
interest on the 1998 Series Bonds. .

These bonds were issued for the purpose of, among others, the advance refunding of previously
issued bonds. . The advance refunding was made 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 service. This refunding resulted in 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 future debt service payments on the Highway Revenue Bonds Series 1989, Series
1991, Series 1992, Series 1993 and Series 1994 Bonds. Approximately $304,520,000 in funds was
deposited into the Escrow Fund accounts. At September 30, 2005, $171,395,000 of defeased bonds
were outstandmg 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 on the 1998 Revenue Antlc1pat1on
Note. The balance of the 1998 Series D Bond financed approximately $11,600,000 in additional
working capital. The 1998 Series E Bonds were designated to fund the construction of certain

capital projects.

‘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 September 30, 2005,

$153,400,000 of defeased bonds was outstanding.

All assets held by irrevocable trusts for the refunding of 'prior outsténding debt and the
corresponding liabilities are not included in the Authority’s financial statements.

Pledged Funds

The Government has pledged and assigned Federal Highway Reimbursement Revenues to the
timely payment of the principal and interest on the 2002 Series Revenue Bonds.

The Government has pledged Gross Receipts Taxes subject to the annual moderate income houvsing

fund deposit, as well as any prior lien or pledge, to the timely payment of the principal and interest
on the Series 2005 Notes, the Series 2003 A Bonds and the 1999 Series A Bonds. The Government

has contracted an independent certified public accounting firm to provide quarterly verification of
gross receipts deposits made to the collecting agent, in accordance with bond covenants.

The Government has pledged the Matching Fund Revenues, as described below, to the timely
payment of principal and interest on the 2004 Series A Bonds and the 1998 Series A, B,C,Dand E
Bonds. Thus, all amounts to be received by the Government from federal excise tax, mostly for
rum, are deposited directly in a trust account from which the 1998 Bonds are paid in accordance

with the Indenture of Trust.

The Secretary of the United States Department of Treasury makes annually, certain transfers to the
Government of substantially all excise taxes imposed and collected under the internal revenue laws
of the United States in any fiscal year on certain products produced in the U.S. Virgin Islands
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(primarily rum), and exported to the United States from the U.S. Virgin Islands. The amount
required to be remitted to the. Government by the Secretary of the Treasury is an amount no greater
than the total amount of local revenues (primarily taxes) collected by the Government in each fiscal
year. As a result, the term "matching fund revenues" is used to denote these payments.

Estimated prepayments of matching fund revenues 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 United States Department of Treasury during such year. Such adjustments are
made to the estimated prepayments for a subsequent fiscal year. .

A summary of Bonds activity-(gross) for the period ended September 30, 2005 follows (in

thousands):
Y2K 1999 2003 2004
Project Series A ©2002 Series A Series A

1998 Revenue Revenue Garvey Revenue Revenue

Bonds Bonds Bonds " Bonds Bonds Bonds Total
Ralance at 9/30/03 5 473,745 % 4,510 § 283,335 5 18,645 § - % - 8 783,235
Bond Issuance - - - - 268,020 - 268,020
Principal payments (13,855) (2,960} (4,765) (2,805) - - (24.485) .
Balance at 9/30/04 459,790 1,550 278,570 15,840 268,020 - 1,023,770
Bond Issuance - - - - - 04,000 94,000
Principal payments (14,765) {1,350) {5,005) (2,900} - (2,875) (2,295) (29,350)
Balance at 09/30/05 - § 445025 % - % 273,565 3 12940 § 265,145 8§ 91,705 § 1,088,380

Bonds payable at September 30, 2005 are comprised of the following (in thousands):

. 2005 2004

2004 Series A Revenue Bonds;

Interest at 4.00% 10 5.25% S 91,705 % -
2003 Series A Revenue Bonds; ' _

Interest at 4.00% to 5.25% 265,145 268,020
2002 Garvey Bonds; '

Interest at 2.50% to 5.00% 12,940 15,840
1999 Series A Revenue Bonds;

‘Interest at 4.20% to 6.50% : 273,565 278,570
1999 Y2K Project Revenue Bonds; :

Interest at 6.25% - 1,550
1998 Series A, B, C, D and E Revenue and

Refunding Bonds; Interest at 5.50% to 7.11% ' 445,025 - 459,790
Total bonds payable 1,088,380 1,023,770
Less: Current portion _ : _ {29,875) (27,095)

Deferred amount on defeased bonds (1,848) (2,464)

Long-term portion of bonds payable $ 1,056,657 § 994211
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Interest on the 2004 Series A bonds is payable semi-annually on April ! and October 1, and
principal is payable annually on October 1. The Government is responsible for all principal and
interest payments on the 2004 Series A bonds. The principal and interest payments on October 1
are funded by the Matching Fund Revenues, and the required investment to meet the April 1
interest payment is determined and deposited into the debt service reserve accounts, which is also

funded by the Matching Fund Revenues.

Interest on the 2003 Series A bonds is payable semi-annually on April 1 and October 1, and the
principal is payable annually on October 1. The Government is responsible for all principal and
interest payments on the 2003 Series A Bonds. The principal and interest payments on October 1
are funded by the Gross Receipts Taxes, and the required investment to meet the April 1 interest
payment is determined and deposited into the debt service reserve accounts, which is also funded

by Gross Receipts Taxes.

Interest on the 2002 bonds is payable semi-annually on March 1 and September 1, and the principal
is payable annually on September 1. '

Tnterest on the 1999 bonds is payable semi-annually on April 1 and October 1, and the principal is
payable annually on October 1. The Government is responsible for all principal and interest
payments on the 1999 Series Bonds. The principal and interest payments on October 1 are funded
by the Gross Receipts Taxes, and the required investment to meet the April 1 interest payment is
determined and deposited into the debt service reserve accounts, which is also fonded by Gross

Receipts Taxes.

Interest on the 1998 bonds is payable semi-annually on April 1 and October 1, and principal is
payable annually on October 1. The Government is responsible for all principal and interest
payments on the 1998 Series bonds. The principal and interest payments on October 1 are funded
by the Matching Fund Revenues, and the required investment to meet the April 1 interest payment
is determined and deposited into the debt service reserve accounts, which is also funded by the

Matching Fund Revenues.

Interest expense related to bonds payable during'the period ended September 30, 2005 and 2004
was as follows:

2005 2004

2004 Series Revenue Bonds § 4,020 % -
2003 Series A Revenue Bonds 13,301 10,493
2002 Series Revenue Bonds _ , 749 847
1999 Series Bonds 17,351 17,589
Y2K Bonds . _ 24 190
1998 Revenue & Refimding Bonds . 25,710 26,497

61,155 55,616

Other interest expense mainly related to loans and notes :
payable outstanding 947 1,907
$ 62,102 § 57,523
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Maturity dates and debt service requirements as of September 30, 2005 for the Series A 2004 Revenue
~Bonds is as follows (in thousands):

. Series 2004 A

October 1 Principal Interest Total

2006 - ' 5 2980 5 4,732 5 7,712
2007 3,130 4,583 7.713
2008 , 3,285 4,427 7,712
2009 3.450 4,263 7,713
2010 ' 3,625 4,090 - 7,715
2011-2015 _ 21,025 17,544 38,569
2016-2020 27,020 11,538 38,558
2021-2025 27,190 3,660 - 30,850

$ 91,705 § 54,837 § 146,542

Maturity dates and debt service requirements as of September 30, 2005 for the Series A 2003 Revenue
Bonds s as follows (in thousands):

: Series 2003 A

October ¥ Principal Interest Total

2006 $ 299 5 13,186 $ 16,176
2007 3,110 13,066 16,176
2008 3,230 12,942 16,172
2009 3,360 12,813 16,173
2010 : 3,495 o 12,678 16,173
2011-2015 20,090 60,783 80,873
2016-2020 25,840 50,041 75,881
2021-2025 33,270 47,609 80,879
2026-2030 64,830 38,400 103,230
2031-2033 104,930 10,664 115,584

$ 265145 § 272,182 $ 537327

Maturity dates and debt service requirements as of September 30, 2005 for the Series 2002 Revenue
Bonds is as follows (in thousands):

- Series 2002 Garvey Revenue Bonds

October 1 Principal Interest Total
12006 3 3,000 % 647 % 3,647

2007 : T 3,155 497 3,652

2008 3,310 339 3,649

2009 3,475 174 3,649

5 12540 § 1,657 8§ 14,557
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Maturity dates and debt service requirements as of September 30, 2005 for the Series 1999 A Revenue
Bonds is as follows (in thousands):

Series 1999 A

October 1 : Principal Interest Total

2006 : P 5285 $ 17,070 $ 22355
2007 : 5,585 16,772 22,357
2008 5,900 16,458 - 22,358
2009 o 6,230 16,126 22,356
2010 6,580 16,126 22,706
2011-2015 ' 30,575 74,625 105,200
2016-2020 50,540 61,236 111,776
2021-2025 69,015 42,765 111,780
2026-2030 93,855 17,928 111,783

$ 273565 § 279,106 § 552,671

- Maturity dates and debt service requirements as of September 30, 2005 for the 1998 bonds are as fo]iows
(in thousands):

Series 1998 A Series 1998 C Series 1998 T¥

October 1 Principal Interest Principal Interest~  Principal Interest

2006 b - % 15821 % 11,150 $ 1946 § 4470 % 848
2007 - 15,821 11,780 . 1,333 4,750 580
2008 - 15,821 12,455 685 4,915 295
2009 13,135 15,821 - - - -
2010 - 13,835 15,138 - - - -
2011-2015 81,505 63,781 - : - - -
2016-2020G 107,270 38,752 - - - -
2021-2025 73,330 11,482 - - - -

$ 289,075 $ 192437 § 35385 § 3964 § 14,135 % 1,723

Series 1998 E Total 1598 Bonds :

October 1 Principal Interest Principal Interest Total
2006 5 - 8 6,261 '§ 15620 § 24876 § 40496
2007 - 6,261 16,530 23,995 40,525
2008 .- 6,261 17,376 23,062 40,432
2009 3,345 6,261 18,480 22,082 40,562
2010 3,665 5,954 19,500 21,092 40,592
2011-20615 33,605 24,480 115,110 88,261 203,371
2016-2020 42,950 13,458 150,260 52,210 202,470
2021-2025 18,825 1,620 92,155 13,102 105,257

5 106430 § 70,556 § 445025 - § 268,680 § 713,705
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‘Total debt service payments for all bonds payable are summarized below (in thousands):

Principal Interest Total
2006 ' $ 29875 $ 60,511 - $ 90,386
2007 31,510 58,913 90,423
2008 33,095 57,228 90,323
2009 ' 34,995 35,458 90,453
2010 : 33,200 33,986 87,186
2011-2015 186,800 241,213 428,013
2016-2020 253,660 175,025 428,685
2021-2025 221,630 107,136 328,766
2026-2030 158,685 56,328 215,013
2031-2033 104,930 10,664 115,594

' $1,088380 § 876,462  $1,964,842

~ The 2004 Series A Bonds maturing after the dates below are redeemable at the option of the
Authority, at prescribed redemption. prices expressed as a percentage of the principal amount, as
follows: :

2004 Series A _Price

October 1, 2014 and thereafter 100%

The 2003 Series A Bonds are not subject to optional redemption prior to October 1, 2014. The
Series 2002 Revenue Bonds are not subject fo redemption prior to maturity. The Series 1999 A
Bonds are not subject to optional redemption prior to October 1, 2010. On February 28, 2003, the
Authority entered into a Swaption contract that provided a synthetic refunding of the 1999 bonds.
If the Swap is exercised, the Swap will commence October 1, 2010 and the Authority will pay a
fixed rate of 5.27% and issue variable-rate refunding bonds. If the option is not exercised, the
Authority may redeem the bonds at the respective redemption prices, expressed as a percentage of
the principal amount redeemed as follows: :

2003 Series A Price
October 1, 2014 and thereafter - 100%
1999 Series A | ' | Pr.ice
October 1, 2010 through September 30, 2011 101%
October 1, 2011 and thereafter : }OO%
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The 1998 Series A and E Bonds maturing after the dates below are redeemable at the option of the
Authority, at prescribed redemption prices expressed as a percentage of the prmmpa] amount, as

follows:

1998 Series A Price
October 1, 2008 through September 30, 2009 . 101 %
October 1, 2009 through September 30, 2010 100.5%
QOctober I, 2010 and thereafter 100 %

1998 Series E - Price
October 1, 2008 through September 30, 2009 101 %
October 1, 2009 through September 30, 2010 100.5%
October 1, 2010 and thereafter 100 %

1998 Series C and D are not redeemable at the option of the Authority.

6. Long—Term Loans and Notes

Long-term loans and notes outstanding were as follows:

Loans and Loans and Loans and
Notes (in housands) Notes (in thousands) Notes

Qufstanding New Prebt Outstanding New Debt Outstanding

9/30/2003 Issuances Payments 9/30/2004 Issuances Payments 9/30/2005

Bond Anticipation $ 100,000 % - 3 (100000) 3 - % - 3 - g

WICO 22,015 (639) 21,376 (830) 20,546
2605 Series Notes - - - 6,350 (500) 5,850
Total 3 122015 3§ - 5 (100,639) % 21,376 % 6,350 $ (1,330 % 26,396

On September 7, 2005, the Authority issued the Subordinate Lien Revenue Notes, Series 2005
(Virgin Islands Gross Receipts Taxes Loan Note) in the aggregate amount of $6,350,000 (the
“Series 2005 Notes™). The Series 2005 Notes accrue interest monthiy at a rate of 4% for 36
months. The proceeds of the Series 2005 Notes were loaned to the Government under the same
terms, for the purposes of (i) financing the acquisition of a fleet of vehicles for the Virgin Islands
Police Department, and (ii} paying certain costs of issuing the Series 2005 Notes. On September
22, 2005, the Authority made a prepayment on the loan balance in the amount of $500,000 from
unexpended loan proceeds

On September 4, 2003, the Authority issued $100,000,000 Bond Anticipation Notes (BANs), in
anticipation of the issuance of the 2003 Series A Bonds. Interest accrued quarterly at a rate of
3.25%. The proceeds of the BANs were loaned to the Government under the same terms, for the
purposes of (i) funding vendor payments and tax refunds, (ii) funding capitalized interest, and (iit}
paying the cost. of issuance of the Bond Anticipation Notes. On December 17, 2003, the 2003
Series A Bonds were issued, and the Bond Anticipation Notes were repaid.
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On November 20, 2002, WICO consolidated and refinanced existing loan balances. Under the
terms of the refinancing, the Authority entered into a 20 year loan with a commerciai bank at a
fixed rate of 4.5% for the first four years of the twenty-year term of the loan. Interest rate after the
four-year fixed interest period will be set at one of the following three options: a) prime rate plus
- 75 basis peints, b) 1 year-Libor plus 200 basis points, or ¢} 3-year Treasury notes plus 125 basis
points. The remaining balance at the end of the four-year period will be repaid in 240 consecutive

monthly instaliments.

Future minimum payments of principal for the five yéars subsequent to September 30, 2005 and
thereafter are as follows: ' . :

Series 2005

WICO Notes Total
2006 . $ 85 1,804 $ 2,051,368 § 2903172
2007 : 870,169 2,136,672 3,006,841
2008 379,076 1,661,960 2,541,036
2009 919,700 - 919,700
2010 _ 951,533 - 951,533
Thereafter _ 16,073,270 - 16,073,270
- 20,545,552 5,850,000 26,395,552
Less-current portion 851,804 2,051,368 2,903,172
Total $19,693,748 3§ 3,798,632 $23,492,380

The Authority has pledged WICO revenues to the timely payment of principal and interest of the
loan. Interest paid during the period ended September 30, 2005 amounted to $947 thousand ($981

thousand in 2004) for WICO. |

. As part of the loan agreements of WICO, no dividends may be declared and no additional equity
interest may be granted during the term of the loans.

7. Commitments
Future Minimum Lease Payments

The Authority entered into a twenty-year lease for a .property in St. Croix from February 15, 1996
through February 15, 2016. Future minimum lease payments for the remaining periods are as

follows:
2006 $ 51,250
2007 ' : © 55,000
2008 55,000
2009 . 55,000
2010 ' 64,400
Thereafter : 376,250

s 656900
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8. Contingencies

- The Authority has a loan receivable amounting to ‘approximately $1.094 billion ($1.024 billion in
2004) from the Government (see Note 3). The principal and interest to be paid by the Government
to the Authority on the loans receivable is mainly derived from excise taxes on exported rum
received by the Government and gross receipts taxes, as more fully described in Note 5 under
Pledged Funds. The principal and interest is subsequently passed-through for payment of the 2004,
2003, 2002, 1999 and 1998 Bonds and the Series 2005 Notes.

The Government maintains a program, established pursuant to law, in which it provides a subsidy
to stabilize the cost of molasses to the only U.S. Virgin Islands rum producer to ensure the
competitive pricing of rum produced in the U.S. Virgin Islands. The effect of the molasses
payments is to maintain the competitive position of the U.S. Virgin Islands rum producer relative to
the rum producers in other countries in which local molasses supplies are readily available. The
molasses subsidy is administered by the Commissioner of Finance through the establishment of a
legislatively mandated Molasses Subsidy Fund. In the event of a deficiency in the Molasses
Subsidy Fund, the Commissioner of Finance could seek legislative appropriation of additional
funds, as required, from the Legislature of the U.S. Virgin Islands. The Legislature, however is

not obligated to appropriate such amounts.

Notwithstanding the Government’s past financial difficulties, the Legislature of the U.S. Virgin
Islands has not yet waived or reduced the Molasses subsidy. If such an event should occur, the rum
producer could experience a decrease in its operations, and therefore result in a reduction of the
federal excise taxes returned to the Government by the United States Government. As a result, the
collectibility of the loans receivable from the Government is highly dependent on the ability of the

government in collecting such taxes.

The Authority is managing the operations related to King’s Alley Hotel through King’s Alley
Management, Inc., a wholly-owned subsidiary. The hotel was received in foreclosure by Marshall’s
sale, upon default of the loan guarantee given by the Authority to the developer of the property. In
December 2003, the Authority relinquished possession of the King’s Alley Walk to the Inglovstad
Family Trust. Legal title of the King’s Alley Hotel, remains with King’s Alley Management Inc.

The Series 2002 Bonds are secured by pledged revenues under the Federal Highway
Reimbursement Program under the Transportation Equity Act for the 21% Century (TEA-21) which
was scheduled to expire on September 30, 2003. On October 1, 2003, President Bush signed a 5
month extension of the Act to fund transportation activities through February 29, 2004 and a
second extension was granted until May 31, 2005. On August 10, 2005 The Safe, Accountable,
Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU) was enacted for
a 5 year period expiring on September 30,2009.

During the normal cburse of business, the Authority is a defendant in various lawsuits. In the
opinion of management and legal counsel, the outcome of these cases and resulting liability, if any,
is either adequately covered by insurance or should not materially affect the Authontys financial

position.
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9.

10.

Concentration of Risk

All of the matching fund revenues are derived from federal excise taxation of the sale of rum
produced in the U.S. Virgin Islands. All the rum production in the U.S. Virgin Islands is by a

single producer. -

Pension Plan

Substantially all of the Authority's employees are covered by the Employee Retirement System of
the Government of the U.S. Virgin Islands (the "System™), a cost sharing multiple-employer
defined benefit pension plan. The System is a public employee retirement plan sponsored by the

Government .of the U.S. Virgin Islands that was created by Act No. 479, approved on June 24,

1959. The System became operative on October 1, 1939, at which date contributions by employees

and the Government commenced. Substantially all full-time employees of the Government and its

related agencies are covered by the System.

The System provides for retirement, death and disability benefits for employees and their
dependents. The administrator of the System is responsible for its proper operation, subject to
orders, resolutions and directives of a Board of Trustees. The governor of the U.S. Virgin Islands,
with the approval of the Legislature, could change the required contributions from the employers
and employees. Although the Government has not cxpressed any intent to terminate the Plan, it
may do so at any time. In the event of termination of the Plan, the rights of all affected participants
and beneficiaries to whom benefits have accrued under the Plan shall be non-forfeitable to the |

extent funded. B

Government and members  contributions are set by statute. The Government’s required

- contribution is 14.5%. Required member contributions are 8% of the annual salary for regular

employees, 9% for senators and 10% for certain employees covered by Act 5226. The
Government’s contributions, together with the members’ contributions and the income of the
System should theoretically be sufficient to provide adequate actuarially determined reserves to
cover the payment of the annuities and benefits provided by the System. The latest actuarial
valuation as of September 30, 2001, indicates that the current combined statutory employer and
employee contribution rates are not sufficient to meet the cost of the System on an actuarial
reserve, as required by law. The System issues a publicly available financial report that includes
financial statements and required supplementary information for the Plan. That report may be
obtained from the System’s Administrator. The Authority’s contribution to the System is 14.5% of
each employee’s regular salary. The Authority’s contributions for the years ended September 30,
2005 and 2004 were approximately $46 thousand and $42 thousand, respectively, which
represented the Authority’s required contribution for those years.
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Descrlgtion
ASSETS
Current Assots:

Cash and e:sh equivalems
Reccivables, net
Rastrtted loan reeaivable Govemment of the
U.S Virgin Islandsy
Invastments ot fair value
. Prepaid expenscs and other assets
Total current assels

TNon-curmnl assets;
Restristed eash wid cash equivalems
Resticted invesoments
Restrleted loan reecivable Goveramicnt of the
U S. Virgin lslande
Bond discaunt and issuance tosts
Capital agsets:
Land ond improvements
Construstion in progrest.
Buildings snd building fmprovements
Perzonal propery and ¢quipment
Lesy: accumulated depreciation
Total non-cunent assoy
Total asscts

LIABILITIES
Cunent Liabilities:
Accrucd axpenses
Loans payable rekiued to eaplial asscts
Bonds payablc
Motes payable
Deferred mvenuc
Due to (frem) ather PEA funds
Tatal currgnt dlabifities

Non-current Fobikitites
Loans payable refated to eapitaf asseu
Bonds payable
Nates payable
Peferred amount on defeased bonds
Resiiicted assers fold for the Govemumnt of
WL$ Vimgin lslands
Payable from resiriceed nssels
Deferred mvenuc
Total non-cerrent abiltles
Tatal Lizbllities

NET ASSETS

Invested in capial assers, net of rohted debr
Restricted

Unrestriceed

Tow! net assets

Revenue Bandr

1998 Series Revenue Bonds  Series 1994 A Tranaportation Total Fram
The West King's Alley Tatal 2005 2604 Series A 2003 Series A 2002 Swap 1999 Series A Revenue & Series 1993 A Serier 1994 B Trust Hond oad
. - Indian Management Fram Series Revenue Reyenue Garvey Gption Revenue Refunding and and Series 198% Secles Investment
—Operating Compamy Inc. Aclivities Nates Bonds Bonds Baonds Agreement Honds Series Bords Seriey 1992 B 1994 C Bonds YiK Manapemant i Total
o204 5 £132426 5 L6042 5 19845067 S - % H -5 - s - s LR 1 - s - s P -5 .8 .8 |94:;g,g:;
92,555 453,743 61,783 - 600,082 - - - - - R - . . - . 052
- - - 2,051,368 2,950,000 2,990,000 3,000,000 - 5,285,000 15,620,000 . - . 31,926,368 !l.:;:.;g:
- 839,503 339,503 - - - - - Co. - - - - - : mn.s0
; Teans 5 Tt i 3 A 3 5 ] ] - : - - 31.326.368 EIEYN
12.272.053 5.226,075 1.337.025 21.886.056 2051.388 7,580,400 2590600 3,000,008 - 3,283,000 13,620,000 - - - - X HFX
. 1,792,264 - 1,792,264 . 4,408,978 . 7,837,928 . 42,209,985 5,156,943 2730449 10,267,222 2378320 25,089,826 76,382,000
- - - 1,202,305 2,228,315 110,563,504 4,609,154 - 35,960,868 60,647,265 . - . - 299,253,821 299,253,821
- - - 3,798,632 88,725,000 262,135,000 9936322 - 268,250,000 425,405,000 . - - 1,062,209,954 1 06:;:?7::
. 406,563 408,963 - - - 62113 - 5.160,170 3,363,778 . 2,588,161 993,
- . - 4,980,006
- 4,980,006 - 4,920,006 - - - - - - - . 756 038
- 221,296 1,535,690 1,756,386 - - - - - - - - : 41'510'056
38,741,747 4,768,309 43,520,056 - - - - - - i . ) . 2,238,344
1,120,264 118,280 2,238,544 - . - - - - . - - m.m.m)
. 110,553.049) (779.104) {L372153) - - - - - - . - - . - 322,
- 32625491 1,643,175 43,372,666 5.010937 i 377.158.882 13,607,689 7.337.928 309.401.038 535 678 070 5356943 2.710.449 10,367,272 2,278,320 1.443.231.702 1.488, 350,438
5 12.272.055 5 d45.905.587 H 7.031.100 § 85208713 H 1.062.303 5 173.932.325 5 380.14%.882 3 216074689 § 7.831.928 I _314,686.038 5 $31.243.009 § 5356943 § 1730448 $10.262.223 3 22130 5 1.4717.158.130 § 1542366352
3 143312 2,838627  § 007§ 431,156 5 - 5 1297 S - 5 - 3 -3 $ -8 ] - 5 - 8 + 17971 % 4,:;111.;;:
- B31,804 - 851,504 - . . - - . . . - . - . §!
' - - - - 2,980,000 2,990,000 3,000,000 . 5,285,000 13,620,000 - - - . 20,875,000 19,873,000,
- - - - 2,031,368 - - - - - . - - - - 2,051,368 2,051,368
. . . . [ . . . . 105,306 33,408 . . . . 193,714 193,714
“n.nn - 236,186 312959 - - - - - . - {12,847} (312.939) 12342 - B12.955) -
1,032,285 3,688,431 138.203 3476919 2,051 368 3997578 - 2,990,008 3,006,000 - . 3390305 13,708.408 (13.842) (12.939) 12842 - 31,825,101 11.30z.020
- . . 653,
- 19,693,748 - 19,693,248 L - - - - . ) 01,000 ! o;: su; u;ns)
- - - - - 88,725,000 262,155,000 5,940,000 - 268,280,000 429,405,000 . - 1.05;‘:9!.5]2 A 3'793'532
. . : - s oo : ) ! : (1.845.109) . - . (1,842,109) (1.848,109)
4,581,914 - . 4,581,914 . - 71,493,272 91,328 135 6,324,388 - 10,215,752 47,410,218 5.578,428 - - 23%,340,223 ?41,9::,;:;
- - - : 1,212,383 10,717,075 12,676,697 2284786 7,610,311 18,416,228 53,325,949 - - . 1,239,988 12,571,359 12,577,
- . . . - N b - - 421.276 353,633 . - - . 124,859 774,258
3.3581.914 19.583.748 - 28.275.662 5.010.937 170.925,347 377.139,882 13,549,154 7610311 297,427.206 528 646.691 - 5.578.428 - 1.219.988 2 |s’l.9s: ::3’:::::0:
5614195 23352179 756,203 29.752.381 7.062.303 173,931,373 380.149.887 31,345,154 7610311 302817512 344.355.05% (zpD 5.265.469 |2.347 1.239.98¢8 583,04 ,472,75.62
. . . . 20,577,887
14,934,712 5,643,175 20,577,287 - - . . - - - . - o w3
- 1,792,264 - 1,792,264 . - 55,535 227,617 11,868,526 5,392,510 5,369,785 - 10,254,380 1,038,332 Jl,zgs,m) 22,902, 4o
8.637.356 5795412 631.722 13.083.990 . - . - - - - i} - 2,335,000 - - 2. R o
5 6,657,456 S 22521388 5 §.274.597 5 35.436,141 3 - 3 - 5 - ] 58335 5 237617 S 11,863,326 $ 6,892,930 5 3369785 3 (2,335.020) 510,254,230 ¥ 1033332 § 3317508 6] 1.
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Virgin Islands Public Finance Authority
Statement of Revenuct, Expeases

and Changes In Net Assets
For the fiyeal year ended Septembor 30, 2iNS

Revenue Bonds

1998 Series Revenue Bondy Series 199 A Tranportztion Total Fram
The West King's Alley Total 700 Series A 203 Sertes A 2002 Swap : Rescaue & Serics 1992 A Serics 1994 B Trust lm‘m.l and
Indian Management From Revenve Revenue Garver Option 1999 Serles A Refunding . amd and Serles 1989 Seriey " Aenment ratal
Descripinn Operatin Company Ine. Activities Bands Bonds Bonds o dprooment 0 RevonusBeads | SericsBonds  _ Serier13R 1934 C Honds Yz e I
—_—— Descdpin | Operang | _ Compuny —Notes
OPERATING REVENUES ) 5 s s - s PRt TP
Charges for sorvices H - 5 N34 5 2308 8§ nmre s . -8 ¥ -3 -3 - N . 1.551.594
Other agctating revenses 1,001,594 . 550,000 1351503 : : - - . A 13205477
Totul vperating revenues 1661554 11358478, 505265 13265277 . B - - . . 5
OPERATING EXPENSES
. 10258 2150 80,134 [ERIEEED
General and hdministrative 5344215 73514 101,651 13,052,190 . . - 10532 12200 ) 3 . . LIRA2
Deprecintion . 1,505 336 22670 1728026 . : - - : T - EFTH Tis w0134 14843350
Total operating expenses 54313 5816670 247 L7518 - . : - - '“-”i e o500 A 60,134 TTATE ATy
Qperuting income (loas} G 342,620 2341808 234,574 01.515939] - - - {10.532) {12 *
NONOPERATING REVENUES
(EXPENSES) :
Interest income: 473,680 4,856,54)
Cash and Intesiments 207,508 M7 7IM 382,853 190,602 RHRE ] 216,816 126,290 1557809 1.543,070 208,541 48,407 4|6.0l9_ ;:3; o:'l i Py
Loans reczivable . - - B 2,030,115 13,301,075 745,500 - 17,331,081 25,708 683 . - " ' 5'591'171 5,501,277
Orherinvesioent inconta . . . - - - - 2075320 31312257 . : @ 61,1547 w017
Intcrost expense (947,05%) . (947,057) (4,020,115) (13,301,075 (748,500) - (17,331,081 (5,709,028) * ) o (1,461,320} (1,461,320}
Amarzation of band dircounthisiusnca cors - - - {199,602} (31,449} (232,143) - (568,092) (39,0143 - ) . 516,620) (016,00}
Amortization of deferrod amount - . - - . . . - - a0 )
Tranilers {to) from Govermment of th U 5. . -
Virgin Lylondy . . . - . - - . N 18,778) .
Imisafund transfers 18,173 . - 13,178 - - - {15718) ‘ N N . . . ¢ . 415
Cain on sale of lived capiial asstis . 625 - 625 - - - - L ' . 041
o . prvRTY preym pr— il . - WD \ors1z 3060037 aioms T T sl 48407 115019 34793 7960310 7424
Incorme (lo1s) bofore centribution 47375
and torafers - (4.116335) 142,97 12488 Zoc0 T - . {15,553} 07512 3088007 409046} 196,441 48,407 85,767 7,643 2508,715 5
Paymeats on behall of I
US Vit ! . : i i . - ) aonan : : B neonam
In fiew eFtaxes . 1,500,600 . 12,009,005} : - : - - - - B T
— (100000, : . 03.65) 572 B : h 262
Tatr imnafers - €1.000.000) - £1,000.600) hd bl - (65, 4,485,015
Change In ney el (4,016,335 742,741 2,548 (3,060,749) . B 15,557 107512 3,008,037 4,024,309 (100,551 407 285,767 mf:"s;: 2:':45';:; 6151
Tounl net assats-begining 10,774,191 21.780,64 3562049 38516881 - - 0w 120,105 L0048 L8617 ST PET 9,;55,413 |'o;g':3z s nsos 3 e
Total net assels-ending $ .0 GOSTAS6 . 5 2333388 5 6234897 5 35AS6I6l S - : 58435 8 A 3 DAgENG 5 g 3 S6OTH 3 (SS00 S iofas 5oL — —
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