
Credit FAQ:

The Rationale Behind U.S. Utility Securitization And
Reasons For Recent Growth
March 4, 2024

Historically, electric utility companies throughout the U.S. have used securitization as a means to
recover various costs, including, but not limited to, those related to the following:

- Stranded assets, defined as generating assets owned by a regulated utility that have become
uneconomical to operate due to deregulation;

- Storm damages;

- Wildfire damages and related risk mitigation expenses;

- Winterization/hardening of electrical grids; and

- Extraordinarily high fuel costs.

In certain U.S. states, the securitization of costs related to impactful events like those shown
above has been made possible by state statute. In general, such statutes provide that said costs,
along with debt service on the bonds and transaction fees and expenses, among others, will be
paid through a surcharge appearing on the monthly bill of the utility's retail customers. The state
statute and the related financing order, which is more prescriptive in nature than the statute,
issued by the public utility commission (i.e., regulator) mandate that the initial surcharge be
adjusted periodically through a true-up mechanism. Importantly, the true-up mechanism, which is
typically uncapped, ensures the collection of funds sufficient to provide for timely payment of debt
service and related fees and expenses.

Below, S&P Global Ratings answers some questions concerning: 1) the rationale behind a utility's
decision to employ securitization as financing tool; 2) the rapid increase in utility-related
securitization issuance levels that commenced in 2021; 3) the potential impact of securitization
on the credit rating of a utility acting as servicer for a transaction; 4) the outlook for future
issuance; 5) how utility-related securitizations can potentially achieve a higher rating than that of
its servicer; and 6) potential risks to the asset class.

In addition, table 1 in the Appendix section provides more detailed information on utility-related
securitizations at the individual transaction level, including information pertaining to the true-up
mechanism, among others.
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Frequently Asked Questions

Why do utility companies use securitization as a financing method?

Securitization is typically a cost-effective financing tool that diversifies a utility's sources of
funding. U.S. regulated electric utilities primarily utilize securitization for the following three
reasons:

- Following securitization, the utility immediately has cash to pay for expenses already incurred;

- Securitization modestly reduces regulatory risk; and

- A utility's credit measures usually improve.

Securitization allows utilities to recover sizable costs associated with impactful, and oftentimes
unexpected, events upfront through the receipt of cash upon issuance of the bonds. This cash can
be used to repay relatively expensive debt and equity financing traditionally used by utilities to
initially absorb costs.

A second reason why utilities choose to issue securitization bonds is that it modestly reduces
regulatory risk. Using securitization is usually less impactful on the customer bill than alternate
forms of financing that the utility may pursue, such as the issuance of equity and/or corporate
debt, which may be more costly. This typically results in less customer complaints, increasing the
likelihood that the utility can continue to manage its regulatory risks effectively.

Furthermore, securitization often results in improved credit measures for the utility. Because
securitization bonds are typically recovered through a dedicated source of revenue--in the form of
an irrevocable, non-bypassable charge on the customer's bill with full recovery mandated by
statute--S&P Global Ratings will often deconsolidate (i.e., remove) securitization debt from the
utility's balance sheet. Accordingly, this improves a utility's financial measures and credit quality.

However, to issue securitization bonds, a utility must operate in a state that has already passed a
law that allows for the use of securitization. Furthermore, the utility must also receive
authorization from its regulatory commission, which will usually request of the utility to submit a
net present value assessment. This includes demonstrating that securitization is in the best
interest of customers when compared to other forms of financing.

Why has issuance increased in the last few years?

The growth in issuance of utility-related securitizations since 2021 was driven by a combination of
factors, including to recover costs associated with natural disasters (e.g., catastrophic wildfires
and related mitigation efforts in California), severe weather events (e.g., hurricanes in Louisiana
and damaging storms in North Carolina), stranded assets (e.g., retirement of coal plants in Indiana
and Michigan), and excessive fuel costs (e.g., weather-induced spikes in the cost of fuel used by
utilities to produce electricity in Oklahoma), among others.
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Chart 1 below lists the transactions rated by S&P Global Ratings by number and issuance amount
from 2018-2023.

Chart 1
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Chart 2 below shows the use of proceeds for utility-related securitizations from 2022-2023.

Chart 2
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Chart 3 below shows the S&P Global Ratings-rated issuance of utility-related securitizations by
state from 2022-2023.

Chart 3

Why do securitization bonds typically have a higher rating than that of the
servicer?

The rating on the bonds in a utility-related transaction is based on the strength of the
transaction's structure, the necessity of the service provided (the distribution of electric power),
and the provisions in the enabling statute and financing order, which generally provide that a
successor servicer is authorized/required to impose and collect the charge in the event the
servicer can longer perform its duties.

Listed below are some of the key provisions we typically consider in the legislation:

- State's pledge to not impair the value of the property or charge to be imposed;

- State's public utility commission oversight (we note that this might not be the case for
cooperatives in certain states, such as Texas);

- True-up mechanism, which enables the servicer to increase or decrease the securitization
charge periodically to cover the timely payment of interest and scheduled principal as well as to
replenish any drawings on the reserve account and to cover fees and expenses paid in the
priority of payments; and

- Irrevocable financing order.

Chart 4 below shows S&P Global Ratings' issuer credit ratings (ICR) for the various utilities that
utilized utility-related securitizations as a financing tool in 2022-2023. It should be noted that
Denton County Electric Cooperative Inc. and Long Island Lighting Co. (d/b/a LIPA) do not have a ICR
from S&P Global Ratings and, therefore, have been omitted from this chart. The chart
demonstrates how utility-related securitizations consistently achieve higher ratings than that of
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the related utility/servicer. To date, all utility-related securitizations rated by S&P Global Ratings
have been assigned 'AAA (sf)' ratings.

Chart 4

What are potential risks for the asset class?

Some of the key areas of focus in terms of risk include:

- The securitization charge as a percentage of the average bill for a residential customer: If the
charge becomes excessive, it increases the possibility of politically driven challenges to the
enabling legislation and financing order (i.e., customer revolt). When modeling the cash flows
associated with a transaction, we observe how high the projected securitization charge
becomes as a percentage of a residential customer's bill and how long the charge remains at
such elevated levels, to assess this risk.

- Potential population migration out of the territory: Utilities with customer bases that have
material exposure to the residential customer class are considered to be relatively more stable
than those with higher exposure to industrial customers given their inherit cyclicality.

- Increases in self-generation (e.g., rooftop solar system): Self-generation could potentially allow
customers to disconnect entirely from the electric grid and, therefore, bypass the securitization
charge altogether. However, from a practical standpoint, currently, customers still likely need
to be connected to the electric grid to draw power when they aren't able to use power produced
by solar. And, as a mitigant, certain states with high exposure to this risk have opted to use
customer count as opposed to electricity consumption when designing the true-up mechanism.
In this case, the true-up would be based on the number of customers in the service territory as
opposed to customer usage.
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- Ballot initiatives or referenda: States that have ballot initiates or referenda could allow voters,
through enactment of future legislative changes, to weaken the statute authorizing
securitizations. In these situations, we typically focus on how these processes can potentially
impact the irrevocability language and the state pledge included in the enabling statute and
financing order. Furthermore, we expect the issuer's counsel to provide an analysis of the
constitutional protections that may serve as a mitigant for additional clarity.

- Servicer bankruptcy: The enabling statute typically addresses this problem by requiring any
successor to the utility, whether through bankruptcy, merger, or sale, to perform all of the
utility's obligations in connection with the securitization. Additionally, in the case of Pacific Gas
and Electric Co., the servicer continued to operate throughout the Chapter 11 bankruptcy
process due to the essential nature of the service provided.

- It is possible that receivables generation could be interrupted due to natural disasters or
reduced due to a decline in the customer base. There are typically various levels of liquidity
support to address these risks. First and foremost is the true-up mechanism. However, the
true-up is not quite the same thing as an unlimited cash collateral account. Because the
true-up will only be as good as collections in the following year, the amount of a current year's
shortfall might not be fully recovered in the next year due to charge-offs and forecast errors in
that year. The amount will decrease over time, however, as successive true-ups are
implemented. Also, there is typically a buffer between the scheduled maturity and the legal
final. This buffer allows for further true-ups as necessary to reduce the shortfalls that cannot
be collected because they occur in what might have been originally contemplated as the final
year of the transaction. Second, typically scheduled principal can be used to pay interest
without a default on the basis that the true-up would recoup this amount.

How does securitization affect the issuer credit rating on the servicer, which
is typically the utility?

S&P Global Ratings views securitization as positive for the corporate credit rating on the
originator. Absent securitization, a utility would typically recover the associated expenses over a
longer timeframe, leveraging the utility's balance sheet and weakening its financial performance
and credit quality. Furthermore, S&P Global Ratings typically makes an analytical adjustment to
the financial statements of the sponsoring utility that effectively removes utility-related
securitization bonds from its balance sheet, thereby improving the utility's credit metrics. In
addition, since a utility's risk of default is usually higher than the risk of recovering costs through a
non-bypassable charge on the customer's bill, the interest rate for securitization is usually lower
than a utility independently financing these costs. As such, the impact to the customer bill is less,
modestly reducing regulatory risk for the utility.

What is our outlook for issuance over the next few years?

We believe that costs associated with natural disasters and severe weather events, driven by
climate change and efforts to decarbonize the energy sector, are just some examples of the
factors that could potentially continue to drive the need for securitization, which is typically a
more cost-effective alternative source of funding .

Based on regulatory filings, certain states appear to be in the process of preparing to issue
utility-related securitizations. Recent examples include Kentucky Power and Hawaiian Electric
Industries. Kentucky Power received approval in January 2024 from the local public utility
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commission to potentially use securitization as a financial tool to recover costs related to major
storm outages. Regarding Hawaiian Electric Industries Inc., in January 2024, state lawmakers
introduced a bill that would allow the company's electric utility to potentially securitize costs
related to damages caused by wildfires.

Appendix

Table 1 below displays the true-up as a percentage of the customer's bill, among other useful
information, for those transactions rated by S&P Global Ratings during 2022-2023.

Table 1

S&P Global Ratings-rated utility-related securitizations (2022-2023)

Transaction name
Issuance
year

Original
issuance

amount (000s
$) Servicer

True-up as % of the
residential customers' bill(i)

Cleco Securitization I LLC 2022 425,000 Cleco Power LLC 5.3% of the total bill of a 1,000
kWh customer.

Consumers 2023 Securitization
Funding LLC

2023 646,000 Consumers
Energy Co.

1.9% of the total bill of a 659
kWh customer; 2.5%
cumulatively considering prior
securitizations.

CoServ Securitization 2022 LLC 2022 460,000 Denton County
Electric
Cooperative Inc.

4.2% of the total bill of a 1,000
kWh customer.

DTE Electric Securitization Funding I
LLC

2022 235,800 DTE Electric Co. 1.3% of the total bill of a 650
kWh customer.

DTE Electric Securitization Funding II
LLC

2023 601,600 DTE Electric Co. 0.98% of the total bill of a 650
kWh customer; 2.1%
cumulatively considering prior
securitizations.

Entergy Texas Restoration Funding II
LLC

2022 290,850 Entergy Texas Inc. 1.8% of the total bill of a 1,000
kWh customer; 5.5%
cumulatively considering prior
securitizations.

Louisiana Local Government
Environmental Facilities and
Community Development Authority's
(Louisiana Utilities Restoration Corp.
Project/ELL) series 2022A

2022 3,193,505 Entergy Louisiana
LLC

7.6% of the total bill of a 1,000
kWh customer; 10.35%
cumulatively considering prior
securitizations.

Louisiana Local Government
Environmental Facilities and
Community Development Authority's
(Louisiana Utilities Restoration Corp.
Project/ENO) series 2022.

2022 209,300 Entergy New
Orleans LLC

3% of the total bill of a 1,000
kWh customer; 5%
cumulatively considering prior
securitizations.

Louisiana Local Government
Environmental Facilities and
Community Development Authority's
(Louisiana Utilities Restoration Corp.
Project/ELL) series 2023

2023 1,491,485 Entergy Louisiana
LLC

4% of the total bill of a 1,000
kWh customer; 10%
cumulatively considering prior
securitizations.

Oklahoma Development Finance
Authority

2022 761,650 Oklahoma Gas
and Electric, Co.

2.6% of the total bill of a 1,100
kWh customer.
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Table 1

S&P Global Ratings-rated utility-related securitizations (2022-2023) (cont.)

Transaction name
Issuance
year

Original
issuance

amount (000s
$) Servicer

True-up as % of the
residential customers' bill(i)

Oklahoma Development Finance
Authority

2022 696,920 The Public Service
Co. of Oklahoma

3.3% of the total bill of a 1,100
kWh customer.

PG&E Recovery Funding LLC 2022 983,362 Pacific Gas and
Electric, Co.

0.40% of the total bill of a 500
kWh customer.

PG&E Wildfire Recovery Funding LLC
(Series 2022-A)

2022 3,600,000 Pacific Gas and
Electric, Co.

1.2% of the total bill of a 500
kWh customer.

PG&E Wildfire Recovery Funding LLC
(Series 2022-B)

2022 3,900,000 Pacific Gas and
Electric Co.

1.4% of the total bill of a 500
kWh customer; 3.5%
cumulatively considering prior
securitizations.

PNM Energy Transition Bond Co. I LLC 2023 343,200 Public Service Co.
of New Mexico

3% of the total bill of a 600
kWh customer.

SCE Recovery Funding LLC 2022 533,265 Southern
California Edison
Co.

0.2% of the total bill of a 500
kWh customer.

SCE Recovery Funding LLC 2023 775,419 Southern
California Edison
Co.

0.4% of the total bill of a 500
kWh customer; 0.7%
cumulatively considering prior
securitizations.

SIGECO Securitization I LLC 2023 341,450 Southern Indiana
Gas and Electric
Co.

5.4% of the total bill of a 1,000
kWh customer.

Utility Debt Securitization Authority 2022 935,655 Long Island
Lighting Co., d/b/a
LIPA

2.3% of the total bill of a 1,000
kWh customer; 12.6%
cumulatively considering prior
securitizations.

Utility Debt Securitization Authority 2023 833,215 Long Island
Lighting Co., d/b/a
LIPA

2% of the total bill of a 762
kWh customer; 10%
cumulatively considering prior
securitizations.

(i)This information, which is estimated and subject to change, was provided by the utility on or about the closing date of the transaction.
kWh--Kilowatt hour.

This report does not constitute a rating action.

www.spglobal.com/ratingsdirect March 4, 2024       9

Credit FAQ: The Rationale Behind U.S. Utility Securitization And Reasons For Recent Growth



www.spglobal.com/ratingsdirect March 4, 2024       10

Credit FAQ: The Rationale Behind U.S. Utility Securitization And Reasons For Recent Growth

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.spglobal.com/ratings (free of charge),
and www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors.
Additional information about our ratings fees is available at www.spglobal.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities.
As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory
purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty
whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been
suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any
securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following
publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment
advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do
not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The
Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In
no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2024 by Standard & Poor’s Financial Services LLC. All rights reserved.


