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      11 January 2008 
 
 
Mr. Harry Boertzel, Esq. 
Guam Public Utilities Commission 
Suite 207, GCIC Building 
Hagatna, Guam  96932 
Email:  hboertzel@guampuc.com 
             lpalomo@guampuc.com 
 
SUBJECT:  Debt Service Coverage Ratio 
   REF:  Docket No.: 94-04 
 
Dear Mr. Boertzel:   
 

In a February 27, 2007 preliminary report investigating why the Guam Power 
Authority was not filing a petition for a base rate increase, the Georgetown Consulting 
Group raised the issue of whether or not the Public Utilities Commission (PUC) should 
revisit the long standing policy of utilizing a minimum debt service coverage ratio of 
1.75x and to revisit the formula used for calculating the ratio in light of an accounting 
change that took place at GPA in 2002.   
 

In the August 01, 2007 status conference meeting, I requested that if the debt 
service coverage targets and formulas are to be revisited, that the issue be resolved prior 
to the impending base rate petition filing from the Guam Power Authority. 
 

On October 09, 2007, GPA submitted its filing (Attachment 1)  setting forth its 
position that the minimum debt service coverage ratio target of 1.75x should remain in 
place and the formula used by the PUC to calculate the debt service coverage ratio should 
continue unchanged despite the accounting change made by the Authority.  In other 
words, GPA argued that the formula used by the PUC should be the same formula used 
by the rating agencies that evaluate GPA’s credit on a regular basis. 
 

GPA believed its filing was complete, clear, and justified by convincing evidence.  
However, the PUC determined that GPA’s filing was an insufficient basis on which to 
make a decision and denied GPA’s request to settle this issue in advance of GPA’s base 
rate petition.   
 

Because GPA’s previous filing was found to be insufficient upon which to base a 
decision on this matter, GPA determined that an independent professional should be 
sought who could provide independent analysis of the appropriate level of debt service 
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coverage for the Utility.  The Authority believes its previous filing cannot be significantly 
improved upon so GPA is submitting the analysis of the independent rate professional in 
the hope that the Commission will find this work to be compelling since it failed to 
persuade the Commission with what it believed to be clear and ample evidence in its 
October 09, 2007 filing. 
 

GPA’s position remains the same that a) the minimum debt service coverage 
target of 1.75x should remain in place and b) the formula for calculating debt service 
coverage should remain unchanged and should remain consistent with the formula 
utilized by the rating agencies that evaluate GPA’s credit profile. 
 

GPA’s independent professional has noted that the Authority’s equity levels are 
significantly below that of other comparable power utilities.  This situation is caused by 
an imbalance of revenue funded capital improvement projects versus bond funded capital 
improvement projects which results from an inadequate spread between funding available 
for debt service and the amount of debt service GPA is required to pay to its bondholders.   
 

The Georgetown Consulting Group has identified an error in the calculation GPA 
performed to calculate its debt service coverage ratio.  The result of the correction reveals 
that the minimum amount required by the Authority to continue its five year capital 
program is actually in excess of 1.75x.  GPA believes that any debt service coverage ratio 
below 1.75x would compromise its ability to complete its five year capital program and 
to ensure its equipment is replaced when it reaches the end of its useful life.   
 

Additionally, GPA currently has a non-investment grade credit rating.  Recent 
reports from credit rating agencies have indicated that the only remaining barrier to 
GPA’s return to an investment grade credit rating is the improvement in its cash flow.  
Based on the rating agency reports, it is presumed that an investment grade credit rating 
will be restored as soon as GPA’s debt service coverage exceeds the 1.75x target.  
Conversely, the credit rating will not be restored if a lower debt service coverage ratio is 
sought.   
 

GPA is attaching the testimony of its independent rate professional – Mr. Richard 
W. Cuthbert (Attachment 2) - in addition to the testimony previously submitted by the 
Authority (Attachment 3). 

 
 
     Yours truly, 
 
 
 
 
     Joaquin C. Flores, P.E. 
     General Manager 

Attachments 
 
Cc: Mr. Randall V. Wiegand, Chief Financial Officer 
 GPA Commission on Consolidated Utilities Board of Director 
 File CFO 054 08 
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Global Credit Research
Rating Update

27 AUG 2007

Rating Update: Guam Power Authority

MOODY'S AFFIRMS Ba1 RATING ON GUAM POWER AUTHORITY REVENUE BONDS; OUTLOOK POSITIVE

IMPROVED CREDIT OUTLOOK 

Electric Utilities
GU

Opinion

NEW YORK, Aug 27, 2007 -- Moody's Investors Service has affirmed the Ba1 credit rating on Guam Power
Authority's (GPA) $408,388,601 outstanding revenue bonds. Moody's has also changed the outlook from
stable to positive on the bonds. The improved outlook reflects management's success at meeting several of
its financial and operational objectives; the trending downward of the Guam government's receivables and
the stable debt service coverage margin despite significant volatility in fuel prices. GPA's financial plan
including a rate increase petition is also a positive factor. The rating also considers the existing weak internal
liquidity; fuel dominance; and potential future impact of major adverse weather events on GPA's financial
strength.

LEGAL SECURITY: First lien and pledge on net revenues of electric system; rate covenant requires net
revenues equal 1.30 times debt service; fully-funded at bond issuance a debt service reserve at maximum
annual debt service; and additional bonds test which requires 1.30 times debt service coverage as adjusted
by estimated new revenue from rates.

INTEREST RATE DERIVATIVES: None.

RECENT DEVELOPMENTS: The most significant recent development is GPA's rate petition which is
expected to be presented in late 2007 to the Public Utilities Commission of Guam (PUC). If approved, this
would be the first base rate increase in ten years and improve internal financial liquidity. Debt service
coverage in 2006 was 2.11 which was calculated based on bond covenant requirements. Moody's calculation
of debt service coverage on a cash flow basis showed debt service coverage at 1.31 times. FY 2007 debt
service coverage is forecasted to be in same range.

GPA has begun development of an Integrated Resource Plan to evaluate fuel diversity opportunities. Major
announcements regarding U.S. military expansion plans have been made with 2010-2014 as the potential
date of new investment. No definitive dates or plans have been finalized which creates some uncertainty
about when GPA will need to meet the projected new growth in demand.

STRENGTHS:

*Governing board is relatively independent from Guam Government allowing more direct focus on business
risks.

*Improved energy production from baseload units and hedging program has moderated high cost of fuel

*Monopoly position as essential service provider on island

*Stabilizing presence of U.S. military

*Transmission and distribution system through key load centers being constructed underground is expected
to provide protection from severe weather impacts

CHALLENGES:

*Typhoons in the past significantly impacted reliability of the electric system and resulted in lingering financial
effects

*Fuel dominance subjects utility to commodity market volatility
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*Unlike other public power utilities, GPA's rates are externally regulated

*High level (but trending downward) of government receivables

*Limited liquidity compared to ongoing potential risks

*Meeting potential new demand from U.S. military expansion on island

MARKET POSITION; COMPETITIVE STRATEGY: Guam Power Authority (GPA) has an essential role in the
economy of Guam as the sole provider of electricity to the island's171,000 population. Guam, as a U.S.
territory, is an important strategic U.S. military location which provides a stabilizing presence. As an electric
utility that serves the island with no transmission interconnections, it has some unique challenges including
the need to ensure its has significant power supply surplus capacity and strong system reliability to manage
generation outages or adverse weather events. GPA maintains a 96% reserve margin which is equal to the
loss of two of its largest generation units on the island. GPA has shifted a significant amount of its generation
to base load units which has helped to moderate fuel costs. GPA has privatized the operations of some of its
generating units and set performance standards. But the utility remains subject to the volatility of commodity
markets which has resulted in significant annual increases in operating expenses. The fuel component of
O&M has more than doubled between 2002-2007 to $175.7 million. While GPA has a hedging program in
place and it has operationally shifted to less expensive fuel, the fuel budget remains a pressure on liquidity.
GPA has a weak liquidity position.

GPA is owned by the Government of Guam, and is governed by the Consolidated Commission on Utilities
(CCU), which is an elected five-member board. GPA is regulated by the Guam PUC. This is a relatively new
governance arrangement which seems to have allowed management to better focus on business risks with
the enterprise. An important test of the relationship with the regulatory board is the upcoming rate petition
that GPA is putting forward. A constructive relationship has thus far been in place including GPA getting
sound support for the levelized energy adjustment charge (LEAC). The LEAC is reviewed and adjusted by
the PUC on a bi-annual basis. The PUC has to consider the rate covenant in any new rate decision.

While the U.S. military has a stabilizing presence, there remains uncertainty regarding timing and degree of
the impact of an announced expansion of the U.S. Navy and Marine activities on Guam. Should the
expansion be as announced, increased economic activity and electrical demand are expected to be a
positive development. Tourism and private and public investment also show positive trends in the past year.

Since 1962, the U.S. Federal Government has made 12 Federal Disaster Declarations for Guam, from
typhoons to earthquakes. GPA has been implementing a plan to mitigate the impacts of severe weather
events including undergrounding lines in the major load centers. GPA has also been building a self-insurance
fund and continues to work with the Federal Emergency Management Agency (FEMA) response to such
events.

FINANCIAL PERFORMANCE/FINANCIAL POSITION:GPA has been significantly pressured by fuel prices
and the lingering slowness of the Guam government to pay its electric bills. GPA's working capital fund has
been at its lowest levels due to the fuel price pressure. While substantial progress has been made in
improving the receivable situation, it remains a potential pressure on cash flow. Debt service coverage has
averaged 1.31 times between 2001-2006. The debt service coverage ratio is below the median debt service
coverage ratio of the largest 20 U.S. public power utilities. FY 2007 debt service coverage is forecasted to be
in the same range as the prior six-year period.

The proposed base rate increase has the objective of maintaining sound debt service coverage; improving
financial liquidity; and to continue to make improvements to the system's reliability.

GPA's debt ratio has ranged in the high 80% range between 2001-2006. The debt ratio is above average for
a integrated public power utility.

CAPITAL PROGRAM: GPA's five-year capital improvement plan amounts to $477 million, with the bulk of the
cost, over $400 million, related to possible new generation projects that might be considered should there be
a major expansion by the military. While GPA believes it can serve projected new load from its existing
generation units, studies on how to achieve more fuel diversity and reliability are part of GPA's IRP
evaluation. Otherwise, GPA's major capital spending is to continue to underground its transmission and
distribution system.

Outlook

The positive outlook reflects GPA's management meeting several key financial and operational objectives
and its current plan to improve financial flexibility and to further mitigate several operational risks.

What Could Change the Rating UP: The rating could be upgraded should GPA be successful at getting its
base rate increase approved in the next six-month period by the regulatory board and demonstrating
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improved financial liquidity. Continued progress towards improvements to system reliability from under
grounding transmission and distribution lines and fuel diversity plans are also key factors.

What Could Change the Rating DOWN: The rating could be lowered should fuel price volatility cause further
erosion of liquidity; that FEMA fails to be in position to assist in future weather-related events or should the
Government of Guam accounts payable to GPA increase.

KEY FACTS:

Peak Demand, 2006: 275 MW

Installed Capacity, 2006: 552.2 MW

Department of Defense as %GPA Revenues, 2006: 17%

Fuel Expense, 2002: $74,820,000

2007: $175,752,000

Debt Service Coverage, 2006: 1.31X (Moody's Calculation)

Debt Service Coverage, 2007 Forecasted According to Bond Covenant): 2.31

Debt Ratio, 2006: 88.3%

DEBT STATEMENT as of 6/30/07 ($000)

Series 1999 $325,824

Series 1993 $76,085

KEY CONTACT: Randall Wiegand, Chief Financial Officer, Guam Power Authority (671) 648-3066

Analysts

Dan Aschenbach
Analyst
Public Finance Group
Moody's Investors Service

Joshua Schaff
Backup Analyst
Public Finance Group
Moody's Investors Service

Mark Tenenhaus
Senior Credit Officer
Public Finance Group
Moody's Investors Service

Contacts

Journalists: (212) 553-0376
Research Clients: (212) 553-1653

© Copyright 2007, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE 
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY 
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All 
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the 
possibility of human or mechanical error as well as other factors, however, such information is provided "as is" without warranty 
of any kind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, 
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall 
MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or 
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relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or 
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, 
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential, 
compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in 
advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings 
and financial reporting analysis observations, if any, constituting part of the information contained herein are, and must be 
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any 
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR 
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY 
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any 
investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly 
make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, 
each security that it may consider purchasing, holding or selling. 

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for 
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation (MCO) 
and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to 
address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist 
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to 
the SEC an ownership interest in MCO of more than 5%, is posted annually on Moody's website at www.moodys.com under the 
heading "Shareholder Relations - Corporate Governance - Director and Shareholder Affiliation Policy." 
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Fitch Downgrades Guam Power Authority to 
'BB+'; Placed On Rating Watch Negative. 

Business Editors

SAN FRANCISCO--(BUSINESS WIRE)--Aug. 1, 2003

Fitch Ratings downgrades the outstanding $395 million of Guam Power Authority's (GPA) 
electric revenue bonds to 'BB+' from 'BBB'. In addition, Fitch places the electric revenue 
bonds on Rating Watch Negative. The downgrade reflects the deterioration of GPA's 
financial margins, severe liquidity pressures, and limited information from management.

GPA's current credit deterioration stems from delinquent accounts including large account 
receivables due from the Government of Guam (totaling over $30 million) and system 
damages attributable to the 2002 super typhoon Pongsona and typhoon Chataan (which 
combined caused approximately $38 million in damage to GPA facilities). Consequently, 
current cash flows, cash reserves, and other sources of liquidity are very low placing 
pressure on GPA's financial measures. Although GPA claims to be generating sufficient 
revenues to pay normal operating expenses (including debt service payments), Fitch can 
not substantiate this claim.

Additionally, GPA has not been able to acquire rate relief from the public utility 
commission, raising concerns about GPA's ability to generate adequate operating margins 
going forward. Furthermore, given GPA's current financial situation, an event such as 
another typhoon, would place considerable strain on GPA's ability to pay debt service.  

While GPA expects to receive payment on over $30 million of arrears from the 
Government of Guam, this is subject to the timing and ability of the government to access 
the general obligation bond market. Fitch will be meeting with GPA management within the 
next few weeks to acquire additional information, after which we expect to finalize our 
review of GPA's credit worthiness, and resolve the rating watch negative. 

COPYRIGHT 2003 Business Wire 
Copyright 2003, Gale Group. All rights reserved. Gale Group is a Thomson Corporation Company. 

Date: Aug 1, 2003
Words: 265
Publication: Business Wire
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GUAM PUBLIC UTILITIES COMMISSION 

DOCKET NO. 07-10 

Exhibit RWC-5 

Moody’s Investors Service, Standard & Poor’s, and Fitch Ratings 
Rating Reports for Virgin Islands WAPA 
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