FINANCIAL INSTITUTIONS

Assured Guaranty Ltd. and MBIA Inc.

ISSUER COMMENT
11 January 2016

PREPA Restructuring Agreement is Credit Positive for Assured
Guaranty and National Public Finance Guarantee Corporation

RATINGS

Assured Guaranty Ltd.
Assured Guaranty
Municipal Corp.
Assured Guaranty Corp.

A2 Stable
A3 Negative

MBIA Inc.
National Public Finance
Guarantee Corporation

A3 Negative

MBIA Insurance
Corporation

B2 Negative

Source: Moody's Investors Service

Contacts
James Eck
VP-Sr Credit Officer
james.eck@moodys.com

On 24 December 2015, Assured Guaranty Ltd. and MBIA Inc. announced that certain of
their insurance subsidiaries had entered into a restructuring support agreement with a group
of Puerto Rico Electric Power Authority (“PREPA”) bondholders (the “Ad Hoc Group”) and
PREPA to provide a framework for the consensual restructuring of PREPA’s outstanding debt
obligations. The Ad Hoc Group holds approximately 37% of PREPA’s outstanding debt, with
financial guarantors providing insurance (and thereby having control rights) on an additional
29% of PREPA’s outstanding debt.
The agreement, which requires the enactment of related legislation by the Puerto Rico
legislature and certain other conditions, is credit positive for Assured Guaranty and MBIA
Inc. subsidiary National Public Finance Guarantee Corporation (“National”), since it does not
result in an impairment of insured PREPA bonds and provides for a much improved credit
profile on their PREPA exposures going forward due to the planned securitization of PREPA’s
cash flows to service debt.
Key provisions of the restructuring agreement include:
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»

Creation of special purpose corporation to issue new bonds. A core component of
the restructuring agreement is the formation of a bankruptcy remote special purpose
entity (“SPE”) to issue new bonds (the “Securitization Bonds”) backed by a special
assessment charged by PREPA to its customers and paid directly to the SPE to make
interest and principal payments on the newly issued bonds. To facilitate the formation
of the SPE and create the right for the SPE to impose and collect the special assessment
and issue the Securitization Bonds backed by those charges, the restructuring agreement
requires the enactment of special legislation by the Puerto Rico legislature by 22
January 2016. An additional provision of the restructuring agreement requires that the
Securitization Bonds be rated investment grade at issuance by at least one rating agency.

»

Uninsured bondholders agree to 15% principal reduction, providing some debt
relief. Consistent with the agreement PREPA reached with the Ad Hoc Group in
November 2015, existing uninsured PREPA bonds owned by the Ad Hoc Group will be
exchanged for the new Securitization Bonds issued by the SPE at an exchange ratio of
85%. Uninsured PREPA bondholders that are not part of the Ad Hoc Group will be able
to exchange their existing PREPA bonds for Securitization Bonds on the same terms as
the Ad Hoc Group.
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»

Financial guarantors avoid impairment on insured PREPA bonds. With respect to insured PREPA bonds, the restructuring
agreement stipulates that the SPE will issue Securitization Bonds in a principal amount equal to the outstanding principal amount
of the PREPA Bonds currently insured by the financial guarantors at the same interest rate and amortization schedule as the
currently outstanding insured PREPA bonds. These new bonds will be held in an irrevocable escrow account to effectively defease
the legacy PREPA bonds insured by the financial guarantors.

»

Debt service reserve fund and special assessment adjustment mechanism support debt service payments on new bonds.
A debt service reserve fund (“DSRF”) held by the bond trustee will be established to provide support to the Securitization Bonds.
The DSRF will be funded by a cash deposit by PREPA (approximately $65 million) and by the issuance of surety bonds by the bond
insurers (approximately $462 million). The DSRF will be used to make debt service payments on the Securitization Bonds if the
special assessments collected are insufficient to pay principal and interest when due. Importantly, to the extent the DSRF is utilized,
the special assessment on PREPA customers will be adjusted upward to provide the funds necessary to timely pay debt service, as
well as replenish the DSRF and reimburse the bond insurers for any draws on the surety bonds. This adjustment mechanism for the
special assessment is a key feature supporting the prospective credit profile of the Securitization Bonds.

»

PREPA restructuring would stabilize a large portion of guarantors’ Puerto Rico exposure, improving capital adequacy.
While Assured Guaranty and National will increase their exposure to PREPA by providing the surety wrap on the DSRF, their PREPA
exposure would migrate from deeply speculative grade (Caa3/negative) to low investment grade (by at least one rating agency)
upon the completion of the contemplated restructuring, greatly reducing the prospect of future claims payments and improving
risk-adjusted capital adequacy. Notably, a successful restructuring would also stabilize a substantial portion of their total Puerto
Rico par exposure, where PREPA represents approximately 32% and 15% of National’s and Assured Guaranty’s Puerto Rico par
exposure, respectively.

»

Restructuring agreement highlights financial guarantors’ role in reaching a solution. We believe the ability of the financial
guarantors to facilitate PREPA’s restructuring by providing the surety wrap on the DSRF and interim bridge liquidity financing to
PREPA highlights the value that financial guarantors can provide in restructuring troubled credits, as well as the leverage they
hold during the negotiation process. The fact that the guarantors appear likely to avoid impairment on their PREPA exposures and
reverse any related loss reserves is clear evidence of their importance in reaching a viable restructuring solution. This is likely to also
be a factor in future negotiations on the restructuring of other Puerto Rico debt obligations in the coming months.

Exhibit 1

Assured Guaranty and National PREPA Exposure at 3Q2015 (USD Mil.)
Assured Guaranty
Municipal Corp.

Assured
Guranty Corp.

Assured
Guaranty Re Ltd.

A2
Stable

A3
Negative

Not Rated

Net Par
Outstanding

Net Par
Outstanding

Net Par
Outstanding

Net Par
Outstanding

PREPA Exposure
Other Puerto Rico Related Exposures
Total Puerto Rico Exposure [1]

$431
$1,709
$2,140

$74
$1,617
$1,691

$239
$1,101
$1,340

$744
$4,347
$5,091

Gross Par Outstanding
+ Accreted Interest on
Capital Appreciation Bonds
$1,372
$2,894
$4,266

PREPA as % Total Puerto Rico Exposure
New DSRF Surety Bonds
Bridge Financing Loan

20.1%

4.4%

17.8%

14.6%
$113 million
$15 million

32.2%
$344 million
$35 million

Moody's IFS Rating
Rating Outlook
Exposure Basis

Assured Guaranty
(Consolidated)

National Public Finance
Guarantee Corp.

A3
Negative

[1] National's exposure is adjusted to reflect termination of $155 million of exposure in November 2015 and maturity of $267 million of exposure in December
Source: Moody's Investors Service, Company Reports, MBIA SEC form 8-K (December 24, 2015), Assured Guaranty SEC form 8-K (December 24, 2015)

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Peer Group:
»

Assured Guaranty Corp.

»

Assured Guaranty Municipal Corp.

»

National Public Finance Guarantee Corporation

»

MBIA Insurance Corporation

»

Berkshire Hathaway Assurance Corporation

Rating Methodology:
»

Financial Guarantors, January 2015 (178227)

Moody's Related Research
»

2016 Outlook: Financial Guaranty Insurance - Negative, Reflecting Weak Demand and Puerto Rico Risk, December 2015 (1010268)

»

Key Considerations of PREPA’s Planned Utility Charge Bonds Would Be Similar To Those of Other Deals in the Sector, November 2015 (1009163)

»

PREPA’s Challenges Increase as Negotiations Continue, December 2015 (1010641)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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