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Unique Dynamics to Drive Stranded ABS Collateral Performance 
Utility cost recovery bonds or stranded asset ABS should continue to occupy 
a unique spot across securitized products, with collateral performance 
poised to be much less dependent on the interest rate or the economic 
environment. Rate-driven lending pullback or recession-driven rising 
delinquencies should not be key drivers of recovery bonds dynamics. Rather, we 
expect greater adoption of securitized financing to recover utility companies’ 
costs to determine issuance levels down the road. In turn, legislative and 
legal risks, as well as the structure of the recovery charges utility customers 
face, play a bigger role in impacting the collateral performance outlook in the segment. 

All told, investors may find stranded ABS performance uncorrelated to other securitized 
segments. Still, the sector typically offers very long-duration bonds, that may be less suitable for 
investors looking for shorter-duration, highly liquid exposures.

Issuance Rises Amid Range-bound Spreads
Recovery bonds issuance (aka rate-payer securitization) shot up to $18.2 billion in 2022 YTD, 
compared to $2.3 billion in 2021 (Figure 1). 

Figure 1. Recovery Bonds Issuance, 2018-2022

Source: Bloomberg and Academy Securities
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Issuance spreads widened over the year but remained range-bound (Figure 2). The recently issued 
PG&E Recovery Funding deal priced its 20.5-year WAL A3 bond at 140bp over Treasury benchmark. 
This compares to a 92bp spread on a similar WAL bond of the EIX deal issued back in February 
2022.

Increasing Natural Disaster Frequency to Stimulate Issuance
Recouping natural disaster-driven losses stood behind several of the recovery bond deals this 
year. For example, the PG&E Wildfire Recovery Funding deals are tied to loss recovery following 
the wildfires in California in 2017. Losses following Winter Storm Uri in 2021 drove deals such as 
ODFA 2022-ONG and ERCOTT 2022.

Rising incidence of natural disasters and the attendant costs may increasingly motivate the 
legislative framework that facilitates recovery bond deals. During the first nine months of 2022 
there have been fifteen separate billion-dollar weather and climate disaster events, according to 
the National Centers for Environmental Information (NCEI). These include ten severe storm events 
(tornado outbreaks, hailstorms and a derecho), two tropical cyclones (Ian and Fiona), the Kentucky/
Missouri flooding, the Western/Southern Plains drought/heatwave and Western wildfires (Figure 
3). A recent Academy ESG report discussed the broader implications of the increasing costs and 
frequency of billion-dollar Extreme Weather Related & Climate Events (EWRCE).1

1  “The Water-Energy Nexus Challenge, No Longer Just Venezuela”, Academy ESG Monthly, October 2022

Figure 2. Recovery Bonds Spread Levels

Source: Bloomberg and Academy Securities

https://academysecurities.com/wp-content/uploads/Academy_ESG_October_2022-2.pdf
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Aspects to Track on Recovery Bond Deals
We suggest investors track the following aspects on recovery bond deals:

•	 Fixed versus usage-based recovery charges. The special charges that the utility companies 
impose on customers’ monthly bills and back the securitization deals can be fixed or 
variable, based on the customer’s energy usage amount. As such, recovery bonds collateral 
can be sensitive to the number of customers, their usage levels, or both. Deals backed by 
fixed charges, such as ODFA 2022-ONG, could see adverse collateral impact if the number 
of customers dwindles over time, perhaps because of migration trends. Deals with usage-
driven charges, such as ODFA 2022-PSO, could be negatively impacted if customers reduce 
their power consumption, perhaps because they switch to alternative forms of energy.

•	 Recovery charge percentage of bills. Excessive recovery fees as a percentage of the 
monthly bills can jeopardize customers’ ability to pay, or it generate political pressure to 
reverse the imposition of the fees. To be sure, customers are much less likely to default 
on their energy bills compared to other obligations, given the necessity of the service. But 
amid rising energy fees (notably, New York City’s gas prices are >60% higher compared 
to a year ago, as reported this week), we would generally look for lower percentage fees 
on recovery deals’ collateral. Recent recovery deals varied in their fee percentage. For 
example, in ODFA 2022-ONG, the charges represent about 7.0% of the total natural gas bill 
by an average residential customer, according to rating agencies. In turn, in PG&E Wildfire 
Recovery Funding 2022-A the fixed charges are about 1.7% of the total electricity bill of an 
average residential customer. In ERCOTT 2022 the charges are about 0.4% of an average 
electricity bill.

Figure 3. Billion-Dollar Disaster Events in the US, 2000-2022

Source: NOAA National Centers for Environmental Information (NCEI) and Academy Securities 
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•	 Accumulation of recovery charges. Successive natural disasters, and the need to recover 
accumulating losses, may lead utility companies to impose different fees on customers’ 
bills. This may also call into question the ratepayers’ ability to pay. For example, the PG&E 
2022-A deal, which had a relatively low charge percentage compared to similar deals, was 
backed by a new recovery charge tacked on top of and earlier charge tied to a 2021-vintage 
deal. Still, the combined charges still resulted in a relatively low 2.1% of the total electricity 
bill of an average customer, according to presale reports. 

•	 Commercial vs. residential customer breakdown. A higher exposure to residential 
customers should be supportive of collateral performance. Commercial and industrial 
customers are more likely to switch energy sources, according to presales. For example, in 
ODFA 2022-ONG 80% of the charges will be collected from residential customers. 

•	 Check the strength of charges special legislation and financing orders. The strength of 
the collateral in recovery bond deals critically depends on the legislative and regulatory 
framework that established the right to impose charges on customers’ bills. This is the 
aspect that clearly detaches recovery bonds’ collateral from standard economic drivers 
that impact collateral performance in other securitized segments. But it also poses a 
challenge to investors that may not be well-versed in the nuances of state legislation 
and state utility regulatory bodies. Key aspects to analyze are the irrevocability of the 
financing order and the inclusion of pledges in the legislation not to impair the right to 
impose the recovery charges until the bonds’ maturity. Separately, investors should also 
assess the utility and the issuer bankruptcy risks, which are more familiar legal risks of 
securitizations. PG&E near collapse in 2018 and the subsequent bankruptcy filing of the 
utility company spotlights such bankruptcy considerations on recovery bonds. PG&E exited 
bankruptcy in 2020.

•	 Analyze charges “non-bypassability.” Charges that cannot be bypassed, or avoided by 
certain type of customers, should be more supportive of deals’ collateral stability. For 
example, in the recent PG&E deal customers participating in the so-called CARE and FERA 
programs in PG&E’s service area are exempt from the recovery charges. Such exempted 
customers accounted for only 12% of PG&E’s total deliveries in 2021, according to deal 
documents.
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Academy Securitized Products Research Recent Reports

Hotel Receiverships: Palmer House Hilton Spotlights Stabilization Efforts

Affordable Mortgages: Fee Elimination Spotlights Convexity Profile

Office Modifications: 285 Madison May Offer a Blueprint for More to Come

Investor Non-QM: Rental Exposure with Some Structural Twists

Data Centers: A Strong Segment Juggles ABS and CMBS

Triple-A Shortfalls: Destiny Spotlights Delayed ASERs Impact

Small Balance Multifamily: Value Ahead of Slow Prepays

Future Funding: Potential Key Performance Driver as CRE CLO Pipeline Builds Up

Multifamily Prepays: Property Sales Trigger Paydowns

Manufactured Housing: Resilient Segment Amid Potential Multifamily Softness

Tender Offers: Expect More to Come, Though Not on a Predictable Schedule

NYC Multifamily: Rent Increases to Support Cashflows Amid Regulatory Restrictions

Inflation-Resistant Leases: Rent Steps Offer Some Revenue Protection, though Not Much

Industrial Delinquencies: Don’t Happen Often, but Watch Closely When They Do

Housing at a Crossroads: Single-family and Multifamily Exposures

Senior Housing: Focus on Segment Selection Amid Pandemic Impact

Hotel Reserves: Key Performance Driver after Pandemic-Driven Depletion

Disaster Performance: Pandemic Forbearance Resolutions Bode Well for Future Stresses

Government Tenants: Short Termination Notices and Specialized Properties

Russian Sanctions Impact: Lease Terminations and Forced Property Sales

Mall Foreclosures: What to Track as Servicers May Shift Away from Modifications

https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_PalmerHouse.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_HR_HP.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_285Madison.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_InvestorNonQM.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DataCenters.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_DestinyUSA.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_FRESB.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_CRE_CLO_FF.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_PC_Prepay.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_DUS__MHC.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit_Focus_Tender_Offers.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics_Rent_Regulation.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Special_Topics_Rent_Steps.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_Industrial_DQ.pdf
https://academysecurities.com/wp-content/uploads/Securitized_Special_Topics.pdf
https://academysecurities.com/wp-content/uploads/SP_Special_Topics_SeniorHousing.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Credit_Focus_Reserves.pdf
https://academysecurities.com/wp-content/uploads/CRT_Credit-Focus_20220412.pdf
https://academysecurities.com/wp-content/uploads/CMBS_Credit_Focus_GSA.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS_Special_Topics_Sanctions-1.pdf
https://academysecurities.com/wp-content/uploads/Academy_CMBS-Credit-Focus_2022-03-01.pdf
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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 verification, 
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.

©Academy Securities, Inc.


