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Wealth of Information in Post-Issuance Utility-fee Deal Disclosures

Utility-fee backed deal reporting shows how issuers implement the sector’s
unique true-up mechanism over the transaction’s life. The reporting, which
facilitates detailed deal surveillance, underscores how true-up adjustments
provide what can be viewed as unlimited credit enhancement to outstanding
bonds, essentially ensuring their full payment. Utility firms continuously
adjust the securitized charges they impose on utility payers to make up for  Headquarters Address:

. . . . . . . Academy Securities, Inc.
any under-collections in a remittance period. Over-collections will drive the = . Avenue, 12th Fl

charges lower. New York, NY 10017
The true up reporting also shows how firms deal with unexpected

circumstances, in a way that does not disturb bond payments. For example,

Duke Energy triggered an interim true up adjustment on its $1.3 billion

Duke Energy Florida Project Finance LLC deal because of milder than forecasted weather, which
decreased electric consumption. The utility increased its nuclear asset-recovery charge (NARC)
to $3.04 per KWh from $2.07 because under-collections in a remittance period reached $20.4
million on a revenue requirement of $43.1 million (Figure 1). The NARC charges have remained
relatively stable since the 2017 event, even showing a downward trend that supports ratepayer
economics.
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Figure 1. Duke Energy Florida Project Finance LLC Ratepayer Charges, 2016-2024
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Reporting Addresses Key Collateral Surveillance Aspects

The true up filings we reviewed are part of a comprehensive set of reporting packages that
utility firms release on recovery bond deals per requirements in servicing agreements, Utility
Commissions’ Financing Orders, and SEC regulations. The firms may post the reporting on
dedicated external websites, provide disclosures to deal trustees, or submit filings to the U.S.
Securities and Exchange Commission (SEC) if required. As such, investors can review the reporting
packages via a variety of platforms, including SEC’s EDGAR database.

Beyond the true up adjustments, we found that the reporting packages provide a wealth of
information that may be of interest to bondholders. The disclosures address several aspects we
suggested investors examine as they analyze recovery bonds collateral:!

Collection variance and utility charge volatility. True up calculations reveal the difference
between deal revenue requirements and collections over time. The revenue requirement
is comprised of bond principal and interest payments, and various deal expenses, including
servicing costs. Deal collections include not only the utility charges but also revenues from
capital reserve accounts, or previous over-collections. Anecdotally, we see under collections
ranging from 1.46% to 7.76% on a few utility-fee deals we reviewed. The under- or over-
collections lead to true up adjustments that servicers implement on an upcoming remittance
period.

Charge adjustment frequency. We find that deals vary in the scheduled frequency of true-
up adjustments, as well as in the number of interim adjustments issuers/servicers triggered.
For example, PSNH Funding LLC 3 makes annual adjustments. The deal has not seen interim
adjustments since its issuance in May 2018. In turn, deals such as Duke Energy Carolinas NC
Storm Funding and Duke Energy Progress NC Storm Funding make semi-annual adjustments.
Both deals saw several interim true-up adjustments since their November 2021 issuance. In
turn, servicers sometimes may also trigger “non-standard” true-up adjustments. For example,
Entergy Texas triggers such adjustments when the forecasted billing units for one or more of
the transition charge customer classes for an upcoming period decreases by more than 10%
compared to the billing units (known as the threshold billing units), as deal filings note.

1 “Recovery Bonds: Diversifying Exposure Moves Beyond Disasters,” Securitized Products Special Topics, Academy Securities, February 7, 2024
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Charges vary by rate class. The reports we reviewed show that the fee payer charges can vary
across different customer types. In fact, rather than one uniform charge that deal issuance
documents or rating agencies presales sometimes allude to, we see a wide range of charges.
For example, in PSNH the initial charges range from $3.71/MWh on large-usage non-residential
customers to $14.3/MWh on outdoor lighting usage. True-up implementations over the deal’s
life appear to adjust the specific charges of each customer class. Issuers/servicers may make
those adjustments based on the composition of their customer base. True-up forms show the
revenue requirements for each class based on their size. This may be particularly relevant for
charges on residential customers. While there is limited concern over customers’ motivation
to make timely payments on their utility bills, onerous fees can drive performance issues,
and potentially lead to political backlash, as we noted in a previous report. We see that the
residential class charges sometimes fall in the middle of the charges range, but on some deals
can represent the highest charge across classes (Figure 2).

Figure 2. Ratepayer Charges Across Customer Classes, S/MWh

Ratepayer Charges Across Customer Classes ($/MWh)
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Note: DEF - Duke Energy Florida Project Finance; DEP - Duke Energy Progress NC Storm Funding LLC; DEC - Duke Energy Carolinas NC Storm
Funding LLC; PSNH - PSNH Funding LLC 3
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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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