
Fitch Rates West Virginia Excess Lottery Rev Bonds 'A+' 

Fitch Ratings-New York-10 August 2017: Fitch Ratings has assigned an 'A+' 
rating to the following issuance of the state of West Virginia Economic 
Development Authority (EDA): 

--$22.935 million excess lottery revenue bonds, series 2017 A (tax-exempt);
--$2.065 million excess lottery revenue bonds, series 2017 B (taxable). 

The bonds are expected to be sold via negotiation on Aug. 17, 2017.

The Rating Outlook is Stable.

SECURITY 
Excess lottery revenue bonds are secured by separate statutory allocations 
of net profits of the state excess lottery revenue fund; a special revenue fund 
of the state of West Virginia. Bonds hold successive lien positions against the 
pledged revenues. The EDA excess lottery revenue bonds currently offered 
are secured by a separate statutory allocation of $3 million from the state 
excess lottery revenue fund.

KEY RATING DRIVERS

REVENUE DECLINES CONTINUE: As Fitch anticipated, excess lottery 
pledged revenue collections continued to decline through fiscal 2017, and 
were down were down 5%. Based on the lottery's projections, Fitch expects 
ongoing revenue losses, fueled by regional gaming competition and the 
state's weakened economy. 

STRONG DEBT SERVICE COVERAGE: Well-managed lottery operations 
supported by conservative revenue forecasts have maintained strong debt 
service coverage despite ongoing revenue declines. Statutory limitations on 
leveraging and legislative action in 2014 to support the securities have also 



served to maintain ample coverage. Estimated debt service coverage on 
excess lottery revenue bonds in fiscal 2017 was 5.3x; down from 5.6x the 
prior year. Fitch believes the structure can adequately absorb an additional 
decline in revenues expected to result from a moderate recession scenario 
while maintaining ample coverage.

DISCRETIONARY REVENUE STREAM: Excess lottery revenues are derived 
from discretionary spending; are exposed to current and future competition; 
and are sensitive to population, personal income, and employment trends.

RELATIONSHIP TO STATE RATING: The rating is capped by Fitch's 
evaluation of the state's general credit, which is not currently a limiting factor 
for the rating given the state's Issuer Default Rating (IDR) of 'AA'/Negative 
Outlook. Various covenants and statutory provisions protect bondholders; 
however, the flow of pledged revenue is not independent of state operations.

RATING SENSITIVITIES

PLEDGED REVENUE AND DEBT SERVICE COVERAGE: The rating is 
sensitive to Fitch's expectation of pledged excess lottery revenue 
performance, additional leveraging for capital projects, and continued solid 
coverage levels.

CREDIT PROFILE
The 'A+' rating considers the likelihood of continued revenue declines and the 
discretionary nature of excess lottery revenues, which are sensitive to 
population, personal income, and employment trends, as well as to existing 
and future competition. Offsetting these inherent uncertainties is the ample 
coverage of debt service by excess lottery revenues, the success of the 
lottery commission to-date in adapting to an increasingly competitive 
environment, and the resilience of the security under a moderate recession 
scenario. 

Reflecting West Virginia's support for this security, the state enacted 
legislation in 2014 that expanded the revenue pledged to the repayment of 
the excess lottery revenue bonds. Lottery and excess lottery revenue, after 
respective payments of corresponding debt service, are available for payment 



of one another's bonds on a subordinate basis. 

The lottery operates a mix of six games, including: instant or scratch-off 
games (6.7% of fiscal 2017 lottery sales); online numbers games (8.7%); 
racetrack video lottery (48.4%); limited video lottery (32%); racetrack table 
games (3.6%); and casino gaming at the Greenbrier Resort (a modest 0.4% 
of fiscal 2017 lottery sales).

REVENUE DECLINES CONTINUE
With the addition and expansion of games, total lottery sales peaked at $1.56 
billion in fiscal 2007; gross sales have declined in most years since then due 
to the expansion of gaming in neighboring states, a weakened state 
economy, and the enactment of smoking bans at certain counties' gaming 
establishments. Lottery revenue has also been affected by a change in the 
demographic profile of participants, with younger partakers demonstrating a 
greater interest in social gaming offerings over traditional slot machines. 
Sales declined 5% in fiscal 2017 and a conservative 6.8% decline is 
projected by the lottery in fiscal 2018. 

The excess lottery fund receives a share of net profits from racetrack table 
games, gaming at the Greenbrier resort and from a portion of net terminal 
income derived from racetrack video lottery and limited video lottery. Net 
excess lottery revenue was $321.1 million in fiscal 2017, down from $337.9 
million in fiscal 2016.

The lottery's forecast of a continued decline in gross lottery revenues for 
fiscal 2018 results in a 7.3% projected decline in deposits to the excess 
lottery revenue fund. Fitch notes that the lottery chooses to forecast fairly 
conservatively, although Fitch likewise expects a reduction in revenues in 
fiscal 2018. 

AMPLE DEBT SERVICE COVERAGE
The forecast decline in pledged revenues is expected to lower debt service 
coverage on excess lottery revenue bonds in fiscal 2018. Coverage in fiscal 
2017 was also lower than the prior year. Fitch expects limited future 
borrowing as pledged revenues after paying debt service requirements are 
available to fund general state operations, which have been affected by weak 



revenues. While the excess lottery revenue bonds occupy successive lien 
positions, actual transfers into the various debt service funds are all made on 
the same day, the 28th day of each month.

First revenues received into the excess lottery fund are applied to funding a 
senior citizen property tax credit (refundable credit), which is statutorily limited 
to $10 million. The EDA and SBA excess lottery bonds are secured by 
separate statutory allocations of $19 million each from the state excess 
lottery revenue fund. The WDA debt service transfer of $6 million, a higher 
education policy commission transfer of $15 million, and the $3 million EDA 
parks transfer in support of the current offering, are on parity with the SBA 
transfer; all transfers are subsequent to the EDA excess lottery fund transfer. 
Coverage on statutorily permitted debt service in fiscal 2017 was 5.3x (5x 
when permitted debt service on the parks bonds is considered), down from 
5.6x in fiscal 2016. The current borrowing has been factored into the lottery's 
forecasts for several years and limited future excess lottery borrowing is 
currently expected. Bondholders have no lien or other security interest in the 
projects funded by bond proceeds.

RESILIENCE OF PLEDGED REVENUE
Excess lottery revenues are derived from discretionary consumer spending; 
are exposed to current and future competition; and are sensitive to 
population, personal income, and employment trends. West Virginia's lottery 
and gaming market is expected to continue on its downward trajectory over 
the medium term, largely fueled by a weakened state economy which has 
been affected by structural changes in natural resource markets. Ongoing 
regional competition continues, with MGM's opening of a new casino in 
December 2016 at the National Harbor site in Maryland negatively affecting 
the Hollywood Charles Town property in West Virginia. The mid-Atlantic 
region has reached a gaming saturation point, in Fitch's view. The state 
projects excess lottery bond debt service coverage to decline to a still 
comfortable level of 4.6x in fiscal 2018. 

Assuming full leveraging up to the current statutory limits, projected pledged 
excess lottery revenues stressed in a 1% national GDP decline scenario 
indicate a 6% decline in the revenue stream. Pledged revenues would 
continue to provide ample coverage of maximum allowed debt service in this 



scenario. Ample cushion also remains when considering the longest 
consecutive period of historical revenue declines. 
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS 
AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND 
DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https://www.fitchratings.com/understandingcreditratings). IN ADDITION, 
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS 
ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT 
WWW.FITCHRATINGS.COM (https://www.fitchratings.com). PUBLISHED 
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COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES 
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THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS 
ARE AVAILABLE AT 
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY
(https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE PROVIDED 
ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS 
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS 
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED 
ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS 
ISSUER ON THE FITCH WEBSITE.
Copyright © 2017 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its 
subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission 
in whole or in part is prohibited except by permission. All rights reserved. In 
issuing and maintaining its ratings and in making other reports (including 
forecast information), Fitch relies on factual information it receives from 
issuers and underwriters and from other sources Fitch believes to be 
credible. Fitch conducts a reasonable investigation of the factual information 
relied upon by it in accordance with its ratings methodology, and obtains 
reasonable verification of that information from independent sources, to the 
extent such sources are available for a given security or in a given 
jurisdiction. The manner of Fitch’s factual investigation and the scope of the 
third-party verification it obtains will vary depending on the nature of the rated 



security and its issuer, the requirements and practices in the jurisdiction in 
which the rated security is offered and sold and/or the issuer is located, the 
availability and nature of relevant public information, access to the 
management of the issuer and its advisers, the availability of pre-existing 
third-party verifications such as audit reports, agreed-upon procedures 
letters, appraisals, actuarial reports, engineering reports, legal opinions and 
other reports provided by third parties, the availability of independent and 
competent third- party verification sources with respect to the particular 
security or in the particular jurisdiction of the issuer, and a variety of other 
factors. Users of Fitch’s ratings and reports should understand that neither an 
enhanced factual investigation nor any third-party verification can ensure that 
all of the information Fitch relies on in connection with a rating or a report will 
be accurate and complete. Ultimately, the issuer and its advisers are 
responsible for the accuracy of the information they provide to Fitch and to 
the market in offering documents and other reports. In issuing its ratings and 
its reports, Fitch must rely on the work of experts, including independent 
auditors with respect to financial statements and attorneys with respect to 
legal and tax matters. Further, ratings and forecasts of financial and other 
information are inherently forward-looking and embody assumptions and 
predictions about future events that by their nature cannot be verified as 
facts. As a result, despite any verification of current facts, ratings and 
forecasts can be affected by future events or conditions that were not 
anticipated at the time a rating or forecast was issued or affirmed. 
The information in this report is provided “as is” without any representation or 
warranty of any kind, and Fitch does not represent or warrant that the report 
or any of its contents will meet any of the requirements of a recipient of the 
report. A Fitch rating is an opinion as to the creditworthiness of a security. 
This opinion and reports made by Fitch are based on established criteria and 
methodologies that Fitch is continuously evaluating and updating. Therefore, 
ratings and reports are the collective work product of Fitch and no individual, 
or group of individuals, is solely responsible for a rating or a report. The rating 
does not address the risk of loss due to risks other than credit risk, unless 
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of 
any security. All Fitch reports have shared authorship. Individuals identified in 
a Fitch report were involved in, but are not solely responsible for, the opinions 
stated therein. The individuals are named for contact purposes only. A report 
providing a Fitch rating is neither a prospectus nor a substitute for the 



information assembled, verified and presented to investors by the issuer and 
its agents in connection with the sale of the securities. Ratings may be 
changed or withdrawn at any time for any reason in the sole discretion of 
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a 
recommendation to buy, sell, or hold any security. Ratings do not comment 
on the adequacy of market price, the suitability of any security for a particular 
investor, or the tax-exempt nature or taxability of payments made in respect 
to any security. Fitch receives fees from issuers, insurers, guarantors, other 
obligors, and underwriters for rating securities. Such fees generally vary from 
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In 
certain cases, Fitch will rate all or a number of issues issued by a particular 
issuer, or insured or guaranteed by a particular insurer or guarantor, for a 
single annual fee. Such fees are expected to vary from US$10,000 to 
US$1,500,000 (or the applicable currency equivalent). The assignment, 
publication, or dissemination of a rating by Fitch shall not constitute a consent 
by Fitch to use its name as an expert in connection with any registration 
statement filed under the United States securities laws, the Financial 
Services and Markets Act of 2000 of the United Kingdom, or the securities 
laws of any particular jurisdiction. Due to the relative efficiency of electronic 
publishing and distribution, Fitch research may be available to electronic 
subscribers up to three days earlier than to print subscribers. 
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia 
Pty Ltd holds an Australian financial services license (AFS license no. 
337123) which authorizes it to provide credit ratings to wholesale clients only. 
Credit ratings information published by Fitch is not intended to be used by 
persons who are retail clients within the meaning of the Corporations Act 
2001 

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this 
Rating Action Commentary (RAC) by the obligatory being rated or the issuer, 
underwriter, depositor, or sponsor of the security or money market instrument 
being rated, except for the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that 
ratings produced outside the EU may be used by regulated entities within the 
EU for regulatory purposes, pursuant to the terms of the EU Regulation with 
respect to credit rating agencies, can be found on the EU Regulatory 



Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement 
status of all International ratings is provided within the entity summary page 
for each rated entity and in the transaction detail pages for all structured 
finance transactions on the Fitch website. These disclosures are updated on 
a daily basis.


