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Utility Fee Gas Sub-Segment Features Some Unique Characteristics

Utility fee securitizations backed by natural gas charges offer an alternative

to deals with electricity fee collateral. The two recovery bond sub-segments  Stav Gaon

share many similarities, especially around their legal structure and credit  +1(646) 768-9173
enhancement mechanisms. But gas and electric charges do have some  sgaon@academysecurities.com
d|st|n.c'F differences, putting a sp.otllght.on collf'ateral analy5|s: For gxample, the Headquarters Address:
securitized gas charges are typically fixed, with mostly residential customer  academy Securities, Inc.
base. In contrast, electric charges would be usage-driven, with growing 622 Third Avenue, 12th Fi
exposure to commercial and industrial customers.® Such differences could ~ New York, NY 10017
have implications for customer base shifts and cashflow stability. Still, both

gas and electric securitizations should benefit from true-up adjustments.

The adjustments work as nearly unlimited credit enhancement mechanism to outstanding bonds,
essentially ensuring their full payment, as we previously discussed.?

Recent Developments Accentuate Gas and Electric Charge Differences

We see several recent developments accentuating the differences between gas and electric fee
collateral.

e Long-term electric payment commitments. Utility firms are increasingly demanding data
centers and other commercial users make long-term commitments to pay for the electricity
they request, even if they use less. Examples of electric providers that have put payment
commitment structures in place or are about to do so include Duke Energy and American
Electric Power (AEP). Specifically, AEP could require new data centers using its Ohio grid to
make a 10-year commitment to pay for a minimum of 90% of the electricity they request, even
if they use less, according to press reports. Data centers are fast becoming dominant users
of electricity across several regions, including AEP’s central Ohio region. Such arrangements
could bolster electric charges predictability, especially across commercial users prone to usage
variability or shifts to other energy sources, as we discussed in previous reports.

1 “Recovery Bonds: Diversifying Exposure Moves Beyond Disasters,” Securitized Products Special Topics, Academy Securities, February 7, 2024
2 “Recovery Bonds: Deal Reporting Shows the Potency of True-Up Adjustments,” Securitized Products Special Topics, Academy Securities, March
18,2024
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e Regulatory gas limitations. Gas collateral appears more susceptible to state and/or federal
legislation that limits natural gas usage. Local governments, especially in California, as well as
statessuch as New York, haveimposed various restrictions on natural gas usage. Such regulatory
risk further supports preference for electric charges, all else being equal. Still, the regulatory
risk can vary by state. For example, there could be low likelihood for restrictive measures on
gas usage in state such as Oklahoma, supporting gas deals from the states including Summit
2022 or ONG 2022. Other gas deals came from states such as Texas and Kansas. Interestingly,
the State of Texas passed legislature that aims to prevent local authorities from restricting
customers’ energy sources, such as mandating electric power only.

e Natural disasters and rising utility costs. Accumulation of electric charges, especially if they
are usage-driven, may lead to political backlash on the heels of customer complaints. As firms
impose a variety of new fees on their customers, future natural events, and their attendant
costs, can present firms with a political or economic challenge to introduce additional fees
to recover disaster costs. Issuers may be getting closer to maximizing the viable charges on
their customers, with some deals featuring elevated securitization charges as percentage
of residential customer bills (Figure 1). In contrast, fixed gas charges should lead to more
limited customer resistance. If gas prices increase or consumption flows, the recovery charge
becomes a smaller percentage of the overall bill. If prices decrease or consumption ebbs, the
overall bill is lower in any event. Most recent gas securitizations featured fixed charges. Some
exceptions do exist. The $3.5 billion Texas Natural Gas deal is backed by consumption-based
charges, similar to other electric securitizations.

Figure 1. Gas vs Electric Securitization Charges (% of an Average Residential Customer’s Bill)
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Shorter WAL Bonds

Gas securitizations have been a bit spotty in recent years, compared to electric charge
securitizations. But the deals also offered shorter WAL bonds that can become attractive as a
wider spectrum of investors takes interest in the recovery bonds segment (Figure 2). For example,
the Texas Natural Gas deal and the $1.35 billion ODFA 2022-ONG deals featured 5.9- and 5.3-year
classes, respectively. Texas Natural Gas also includes a limited make-whole redemption provision,
which could lead to bond repayment on or before April 2026.

Figure 2. Recovery Bonds Issuance and WAL, 2018-2024 YTD
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Disclaimer

Although certain information has been obtained from sources believed to be reliable, we do not guarantee
its accuracy, completeness or fairness. We have relied upon and assumed without independent verifica-
tion, the accuracy and completeness of all information available from public sources.

Views and opinions expressed are for informational purposes only and do not constitute a recommenda-
tion by Academy Securities for any purpose including buying, selling, or holding any security. Views and
opinions are current as of the date of this presentation and may be subject to change, they should not be
construed as investment advice.

This information discusses general market activity, industry or sector trends, or other broad-based busi-
ness, economic, market or political conditions and should not be construed as operational, research or
investment advice. This material has been prepared by Academy Securities and is not financial research
nor a product of Academy Securities. It was not prepared in compliance with applicable provisions of law
designed to promote the independence of financial analysis and is not subject to a prohibition on trading
following the distribution of financial research. The views and opinions expressed may differ from those
of Academy Securities. Investors are urged to consult with their financial advisors before buying or selling
any securities. This information may not be current and Academy Securities has no obligation to provide
any updates or changes.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of
the date of this presentation and are subject to change without notice. These forecasts do not take into
account the specific investment objectives, restrictions, tax and financial situation or other needs of any
specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high
levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed
as merely representative of a broad range of possible outcomes. These forecasts are estimated, based on
assumptions, and are subject to significant revision and may change materially as economic and market
conditions change. Academy Securities has no obligation to provide updates or changes to these forecasts.
Case studies and examples are for illustrative purposes only.

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as
applicable, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors
cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by inves-
tors, and reflect those indices that the Investment Manager believes, in part based on industry practice,
provide a suitable benchmark against which to evaluate the investment or broader market described here-
in. The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance
of hedge funds generally.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO
ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.
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