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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TESTIMONY OF PAUL SUTHERLAND 

DOCKET NO. 150171-EI 

September 4, 2015 

Q. Please state your name and business address. 

A. Paul R. Sutherland, Saber Partners, LLC (Saber or Saber Partners), 44 Wall Street, 

New York, New York 10005. 

8 Q. 

9 A. 

10 Q. 

By whom are you employed and what is your position? 

I am a member of Saber Pattners, LLC, and serve as a Senior Advisor. 

Please describe your duties and responsibilities in that position. 

II 

12 

13 

14 

15 

16 

17 

18 

A. My responsibilities with Saber include work in the area of data management, financial 

modeling, financial analysis, issuance cost aud iting, dea l structuring, pricing analysis with 

respect to relative value and review of issuance advice letters, all on behalf of public utility 

commission clients. I have performed these functions whi le advising the following regulatory 

bodies regarding utility securitizations: Public Util ity Commission of Texas, West Virginia 

Public Service Commission, New Jersey Board of Public Uti lities, Florida Public Service 

Commission (Commiss ion), and the Wisconsin Public Service Commission. 

Q. Please describe your educational background and professional experience. 

19 A. I have a bachelor's degree in electrical engineering from Corne ll Univers ity. I also 

20 have a master's degree in business administration from the University of Chicago. 

21 I began working with Florida Power & Light Company (FPL) in 1976 doing economtc 

22 analysis of new energy technologies in the Research and Development (R&D) Department. 

23 After several years, I moved to the Finance Department as a Financial Analyst. Over the next 

24 20 years I held various positions, including Coordinator of Financial Systems, Manager of 

25 Corporate Finance, Manager of Financial Analysis and Forecasting, and Assistant Treasurer of 



both the util ity and FPL Group Capital. Before leaving FPL in 1998, I was Director of 

2 Finance, Accounting & Systems fo r the FPL Energy Marketing and Trading Division. 

3 During my time with FPL I have testified as an expert witness on cost of capital and financial 

4 integrity. I have also taught classes on economic decision making and on quality 

5 improvement. It was during this time ( 1989) that FPL became the first non-Japanese company 

6 to win the Deming Prize for Total Quality Management. 

7 In 2000, after a year as adjunct professor of mathematics at Palm Beach Atlantic Co llege, I 

8 joined Saber Partners, LLC as a Senior Managing Director. I have been associated with Saber 

9 Partners since that time in various roles, including my current position as Senior Advisor. 

I 0 have been involved in 12 investor-owned utili ty securitization transactions since 2000. 

II Q. Can you provide some of your background and experience with utility financings 
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13 
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20 

while you were at FPL? 

A. Yes. While at FPL, as Manager of Corporate Finance and Assistant Treasurer, I 

helped FPL complete over $2 billion of debt and equity financings in the public capital 

markets. FPL executed both competitive and negotiated securities offering transactions. FPL 

was also among the first to issue long-term variable rate tax-exempt debt that could be (and 

was) later converted to a fixed rate. Part of my job was to prepare and, along with the 

Treasurer and Chief Financial Officer (CFO), de liver rating agency presentations to support 

the credit ratings from the three major rating agencies. 

Q. Are you sponsoring any exhibits in this case? 

21 A. Yes, I am sponsoring: 

22 Exhibit No. __ (PS-I ), Glossary; 

23 Exhibit No. __ (PS-I a), RRBs not ABS for Financial Reporting; 

24 Exhibit No. (PS- I c), FASB ASC 

25 Exhibit No. __ (PS-I b), Accountants Handbook 
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Exhibit No. __ (PS-2), Organization Chart; 

2 Exhibit No. __ (PS-3), New Issue Pricing Spreads, 4-6 Year Average Li fe; 

3 Exhibit No. __ (PS-4), New Issue Pricing Spreads, 9-10 Year Average Life ; 

4 Exhibit No. __ (PS-5), Excerpt from Independent Advisor Report; 

5 Exhibit No. __ (PS-5a), Merrill Lynch E-Mail ; 

6 Exhibit No. __ (PS-6), AAA Utility Securitization Spreads to AAA Credit Cards; 

7 Exhibit No. __ (PS-6a), Wells Fargo Research Report; 

8 Exhibit No. __ (PS-7), Centerpoint I I 11 /20 12 Securitization; 

9 Exhibit No. __ (PS-7a), 2003 Citigroup Study; 

I 0 Exhibit No. __ (PS-8), Citigroup Clarification; 

I I Exhibit No. (PS-9), CEHE Securitization; 

12 Exhibit No. (PS-I 0), AAA Rated Comparable Pricing; 

13 Exhibit No. (PS-11 ), Credit Spreads for Auto Loan ABS vs. Credit Card ABS; 

14 Exhibit No. __ (PS-12), Servicer Set-Up Fees; 

15 Exhibit No. __ (PS-13), Underwriting Spreads, 200 1-20 14; 

16 Exhibit No. (PS-14), Investment Dealers Digest Article; 

17 Exhibit No. __ (PS-15), Orders Crediting Costs Above Incremental to Ratepayers; 

18 Exhibit No. __ (PS-1 5a), Article Re: LA Public Faci li ties Authority; 

19 Exhibit No. __ (PS-16), Ordering Paragraphs; 

20 Exhibit No. (PS-17), Investor Participation Profi le; 

2 1 Exhibit No. (PS-18), Principal Amount of Utility Securitization Financing 

22 Issued by Year; 

23 Exhibit No. (PS-19), I 0-Year AAA Stranded Assets 20 I 0 to Present; and 

24 Exhibit No. __ (PS-20), Utility Securitization Transactions since 1997. 

25 

- 4-



2 

3 

4 

5 

6 

7 

8 

9 

Q. What is the purpose of your testimony? 

A. First, I will provide an overview of utility securitization financing to explain what it is, 

how it differs from other types of debt offerings and why it is advantageous to the ratepayers 

to use it in applications such as with the nuclear-asset recovery bonds. Then I will provide 

some hi storical context by describing how utility securitization bonds were used previously in 

Florida when, in 2006, FPL worked with the Commission to use this type of financ ing to 

recover storm-related costs. The main purpose of my test imony is to analyze the utility 

securitization market and describe certain securitization "Best Practices" that have developed 

over the past 15 years and from the 12 investor-owned utility securi tization transactions that I 

I 0 have participated in. I will provide an overview of the most signifi cant costs of util ity 

II securitization transactions and describe some specific areas where using Best Practices can 

12 result in substantial ratepayer savings. In add ition, I will discuss the procedure for pricing 

13 these transactions when selling them to underwriters and investors to show the differences that 

14 can occur due to the manner in which the transactions are structured and executed, again with 

15 reference to Best Practices. 

16 Q. What is securitiza tion? 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. I have included a glossary of terms as Exhibit No. __ (PS- I) to help tn 

understanding some technical financial terms in the language of the financial markets. In 

general, securitization is a process by which a pool of financial assets, such as loan, credit card 

or other receivables, is used as collateral for a bond offering. The financial asset generates a 

flow of cash that is used to pay principal and interest on the bonds. To give buyers of the 

bonds comfort that only they have a claim on the assets and will be repaid, the pool of assets is 

created and transferred to a special legal entity known as a trust, or in the case of uti lity 

securitization, to an entity owned by the utility but which is protected from any credit 

problems of the utility. This is known as a "bankruptcy remote" entity and is often cal led a 
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special purpose entity (SPE). This means it has only one purpose i.e. , to own the assets and 

2 pay the principal and interest on the bonds. When establishing this "special purpose entity" 

3 the entire right, title and interest in the assets are transferred at a "fair market" va lue to the 

4 SPE. The SPE pledges the assets to secure the bonds, and the cash flows from those assets are 

5 used to pay principal and interest on the bonds. Thus, the ri sk to the bondholder is just the risk 

6 assoc iated with the cash flows from the assets in the SPE. The assets can be physical (such as 

7 plant and equipment) or financial (such as a loan receivab le or the right to some other revenue 

8 stream). 

9 Q. 

10 A. 

Does a securitization have a specific maturity or time when bonds are paid? 

Securitization bonds usually have multi ple maturities such as 3, 5, I 0 or 15 years. 

II These maturities are also known as "tranches" or a series, part of a larger issue. Rather than 

12 pay bonds all at once at the maturity, the bonds pay off over time li ke a home mortgage. They 

13 pay principal and interest over a number of years. The schedule of principal payments is 

14 known as the amortization schedule. Each tranche will have its own amortization schedule. 

15 When one averages those payments over the time it takes to receive all payments for a specific 

16 tranche or series, one gets the weighted average li fe of the tranche. It is known by the 

17 acronym W AL. 

18 Q. How do investors judge the ability of the SPE to repay the bonds in order to 

19 decide what the risks are and the rate of interest they should receive? 

20 A. The securities so ld by the SPE are generall y evaluated by nationally recognized 

21 independent credit rating agencies such as Moody's and Standard & Poor's who evaluate the 

22 fi nancial and legal characteristics of the SPE and the bonds and give an opinion as to the 

23 likelihood of receiving principal and interest on the bonds on time. They eva luate or rate this 

24 likelihood on a sca le from highl y likely to be repaid on time to unlikely to be paid on ti me. As 

25 a short cut fo r investors to judge the credit of one bond to another, the rating agencies assign 
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letters to their opin ions. This scale is known as a "ratings scale" and usually is denoted by 

letters such as AAA - the best and strongest credit - to CCC - for very weak credit. This 

likelihood of repayment is also known as "default risk," or the likelihood that an issuer will 

not pay on time and defaults on its obligation. 

Q. What is the common name for these types of securities in a securitization? 

A. When the assets are intangible property rights or financia l assets, they are commonly 

referred to as asset-backed securities (ABS). Common types of asset-backed securities 

include those backed by corporate loans, credit card receivables or auto loan receivables. 

9 Q. What rating do most ABS securities receive? 

I 0 A. That always depends on the qual ity and amount of the assets, the legal structure, and a 

II host of other factors. Generally, the higher the rating, the lower the interest rate on the bonds. 

12 So issuers borrowing against the assets try to structure the transaction to receive a high rating, 

13 such as AAA, to make the most efficient use of the assets as collateral for the bonds. 

14 However, there are also lower rated ABS securities, and even within a single SPE there might 

15 be two or more classes of securities with different rights to the collateral in the pool, and thus 

16 diffe rent ratings. The market for asset-backed securities is very complex, and there are a wide 

17 variety of credit issues and concerns with asset-backed securities and while many ratings may 

18 be AAA, they are treated differently by investors even with the same high rating. 

19 Q. 

20 A. 

Are utility secu ritization bonds just another type of ABS? 

No. While they do have some things in common, there are several important 

21 differences that make utility securitization debt more secure than even the best AAA-rated 

22 ABS bonds. The common feature of a utility securitization with ABS securities is that they 

23 use an SPE to issue bonds based on a cash flow from the assets in the SPE. Some termino logy 

24 describing the SPE is also the same. However, on critical features relating to the credit-

25 
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worth iness of the bonds, utility securitizations are decided ly not like what ts commonly 

2 referred to as "asset-backed securities." 

3 For example, in each state where utili ty securitization bonds have been issued, these bonds 

4 were done so under specific enabling legislation passed by the state legislature. The 

5 legislation created a new type of intangible property which consists of the right to charge, bill 

6 and collect amounts from virtually all electric customers in a given service territory. Thus, 

7 securitized utility bonds are backed by an enforceable regulatory right, not by an enforceable 

8 contract right. As I discuss later in my testimony, impot1ant differences in investors' rights 

9 and remedies ari se by reason of this difference in the nature of the rights that back securitized 

I 0 utili ty bonds. For thi s reason, the Office of Chief Accountant of the United States Securities 

II and Exchange Commiss ion (SEC) has directed that securitized utility bonds not be treated as 

12 "asset-backed securities" for financial reporting purposes. See Exhibit No. __ (PS-I a), 

13 attached to my testimony.). 

14 Q. What are the key provisions of such legislation? 

15 A. Util ity securitization legislation allows the utility regulatory commiss ion tn the 

16 respective state to issue irrevocable financ ing orders that (i) segregate a specific component of 

17 the retail rate throughout the service territory, (ii) cause the right to receive this component to 

18 be treated as an interest in property that can be bought, sold or pledged, (iii) authorize the 

19 utility to sell such property to an SPE, (iv) authorize the SPE to issue debt secured by such 

20 property, and (v) require the utility which so ld the property to use the proceeds of the sa le fo r 

21 a specific purpose. 

22 The fact that the order is irrevocable is unique to securitized utility bonds. It means the 

23 regulatory commiss ion is giv ing up its traditional ongoing oversight and ability to revoke, 

24 revi se or issue new orders. It binds future commissions irrevocably. 

25 
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The state also pledges not to do certain th ings that might be detrimental to the bondholder. 

For example, Section 366.95( II )(b) states: 

"The state pledges to and agrees with bondholders, the owners of the nuclear asset­

recovery property, and other financing parties that the state will not: 

I. Alter the provisions of this section which make the nuclear asset-recovery 

charges imposed by a financing order irrevocable, bind ing, and non-bypassab le 

charges; 

2. Take or permit any action that impairs or would impair the value of nuclear 

asset-recovery property or revi ses the nuclear asset-recovery costs for which 

recovery is authorized; or 

3. Except as authorized under this section, reduce, alter, or impair nuc lear 

asset-recovery charges that are to be imposed, co llected, and remitted for the 

benefit of the bondholders and other financing parties unti l any and all 

principal, interest, premium, financing costs and other fees, expenses, or 

charges incurred, and any contracts to be performed, in connection with the 

related nuclear asset-recovery bonds have been paid and performed in fu ll." 

Q. What other characteristics of utility securitization debt tend to make it more 

creditworthy and less risky than ABS debt? 

A. First of all, and most importantl y, because the obligation to pay the securitized charge 

arises from state regulation, and not by contract, the obligation of the ratepayers is joint and 

several. This means that all the retail ratepayers are jointly responsible. If one ratepayer fai ls 

to pay his bill, the shortfall will be allocated among the remaining ratepayers. The regulatory 

commission guarantees that rates will be adjusted to make up for the shortfall so that there wil l 

be enough money to pay principal and interest on time. If any one ratepayer does not pay for 

any reason, then others ratepayers must pay. This is to be dist inguished from a credit card or 
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mortgage ABS where if one customer does not pay hi s or her credit card bill or mortgage for 

2 whatever reason, the remaining customers in the pool of credit card receivables or mortgages 

3 do not become responsible for the shortfall. As a consequence, thi s means that investors in 

4 conventional ABS debt might not receive all their principal and interest on time. This is a 

5 material difference. 

6 Second, the securitized charge is non-bypassable, meaning that as long as the ratepayer takes 

7 delivery of electricity by means of wires owned by the utility or its successor, there is no way 

8 the ratepayer can avoid the charge. In addition, as I said earlier, the financing order issued by 

9 the regulator is irrevocable and therefore cannot be rev isited at any time during the life of the 

I 0 bonds. This makes it very important for the Commiss ion to have a complete understand ing of 

II the transaction up front, which is a key reason for the Commission, when making irrevocable 

12 decisions, to have available experts and independent and experienced financ ia l adv isors to 

13 assist them in discharging their duties. 

14 Q. What do investors look at when evaluating a bond besides the interest rate and 

15 

16 

17 
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19 
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25 

the likelihood of repayment? 

A. Two investor concerns are re lated to uncertainty regarding the timing of principal 

repayment.. Investors ask, first, will I get my investment back sooner than expected? and 

second, wi II I get my investment back later than expected? These two types of uncertainty are 

known as "prepayment ri sk" and "extension ri sk," respectively. 

Usually a bond has a specific schedule of principal and interest payments. In vestors are 

lending money (by buying the bonds), and they want to earn a return over a specific time 

period. However, bonds could be so ld with the issuer's option (referred to as a "call option") 

to pay back the investor sooner than scheduled. The ex istence of a call option resul ts in 

prepayment risk. The bond issuers might want to pay back sooner for a variety of legal or 

managerial reasons, but usually it is because interest rates are lower so issuers can sell a new 
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bond at a lower rate to pay off the older bond at a higher rate. Investors who get their money 

2 back sooner might consider it a good thing but not if they can ' t reinvest at the same or better 

3 rate they are presently getting. The capital markets usually extract a premium for this 

4 "prepayment ri sk." 

5 Q . 

6 A. 

Do AAA-rated ABS bonds typically have prepayment risk? 

Yes. Many AAA-rated ABS flow through substantial ly all payments received in 

7 respect of the specific collateralized pool of financial assets, such as receivab les and 

8 mortgages, even though thi s might force investors to accept repayment of their principal 

9 investment earlier than scheduled and expected when they initial ly bought the security. 

10 Q. Do utility securitization bonds typically have prepayment risk?? 

II Most utility securitization bonds do not have prepayment risk, and Duke Energy Florida, LLC 

12 (DEF) has proposed that its nuclear asset-recovery bonds be structured so as to eliminate al l 

13 prepayment risk. I agree with thi s aspect of the transaction structure proposed by DEF based 

14 on current market conditions. With proper education of investors, I expect this to be a 

15 

16 

17 

18 

19 

significant marketing advantage for the proposed nuc lear asset-recovery bonds when 

compared to AAA-rated traditional ABS. I also expect this aspect of the transaction to make 

DEF's nuclear asset-recovery bonds more attractive to traditional corporate bond investors. 

Q. Can you provide additional examples of features of the proposed AAA-rated 

nuclear asset-recovery bonds that might distinguish them from traditional "AAA" ABS? 

20 A. Yes. Util ity securitization bonds also have an advantage compared to many AAA-

21 rated ABS with respect to extension ri sk. Rating agencies' stress-case studies of ABS often 

22 show there is significant risk that AAA-rated ABS wi ll return investors' principal later than 

23 scheduled due to a number of di fferent factors. Investors usually require additional yield to 

24 compensate for any risks like extension ri sk. I believe that the proposed nuclear asset-

25 recovery bonds wi ll be structured such that any "extension ri sk" wi ll be insignificant. Indeed, 

- I I -



2 

3 

we have in many stress-case scenarios seen that th is risk is stati stica ll y insignificant. That 

usuall y cannot be said of most ABS bonds because of how they are structured. 

Q . What makes utility securitization bonds have inherently less extension risk? 

4 A. As I have described, securitized utility bonds represent a joint and several liabil ity of 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

all ratepayers. In addition, such bonds are structured with a true-up mechanism contained in 

the financing order that adjusts the charge on consumers to whatever level is necessary to meet 

the schedule of principal and interest payments. This mechanism requires the nuclear asset­

recovery charge to be adjusted peri odically pursuant to a pre-approved formula, either semi­

annually or more frequently if desired to ensure the principal and interest is paid acco rding to 

schedul e. Thus, if there were an unexpected decline in energy sales for some period, the 

charge per KWH could be increased subsequently to make up for the lower co llections. The 

true up mechanism is very responsive to changes in collections. In other words, it is a robust 

adjustment mechanism to co llect from electricity ratepayers whatever is needed to meet the 

bond 's obligations. 

Q. How can the value of such favorable credit characteristics be captured for the 

bond issuer, or in this case, the utility ratepayer? 

17 A. The most important way to capture the value from investors is to describe accurate ly 

18 and present the characteri stics of the utility securitization in the di sclosure documents 

19 accompanying the sale of the bonds to investors. The SEC registration statements pursuant to 

20 which a number of prior securitized util ity bonds have been offered have provided detai l about 

21 the unusual and superior credit quality of the securities. For example, SEC registration 

22 statements for investor-owned utility securitized bonds issued in 2007 for the benefit of 

23 Monongahela Power Company and for the Potomac Edison Company inc lude the following 

24 language: 

25 Credit Risk: PSC-Guaranteed True-Up Mechanism and State Pledge Will 
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Limit Credit Risk. In the Financing Act, the State of West Virginia pledges to 

and agrees with the bondholders, any assignee and any financ ing parties that 

the state wi ll not take or permit any action that impairs the value of 

environmental control property or, except as part of the true-up process, reduce, 

alter or impair environmental control charges that are imposed, col lected and 

remitted for the benefit of the bondholders, any assignee, and any financing 

parties, until any principal, interest and redemption premium in respect of 

environmental control bonds, all financing costs and all amounts to be paid to 

an assignee or financing party under an ancillary agreement are paid or 

performed in full. 

The broad-based nature of the true-up mechanism and the State Pledge serve to 

effectively eliminate, for all practical purposes and circumstances, any credit 

risk to the payment of the bonds (i.e., that sufficient funds will be ava ilable and 

paid to discharge the principal and interest of each issue of bonds when due). 

If the full benefit of these features is to be captured for ratepayers, it is my professional 

judgment that marketing efforts beyond investor-owned utility securitization "bond transaction 

norms" (referred to on page 4 of witness Buckler's testimony) will be requi red. Precise, 

accurate and complete disclosure is required so that investors can be informed of and evaluate 

the special characteristics of the nuclear-asset recovery bonds. To do less, or to do only what 

was done in other selected transactions, without focusing on the unique characteristics of these 

bonds is likely to leave money on the table. 

Q. Please explain in more detail the proposed role of the SPE in this nuclear asset-

recovery bond financing. 

A. The SPE is structured so as to separate the nuclear asset-recovery bond credit from the 

credit of the sponsoring utility, in this case DEF. It is th is financial and legal separation that 
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allows the bonds to carry a AAA credit rating whi le the uti lity's corporate credit rating is 

2 single A minus. The activities of the SPE should be restricted by the fi nancing documents so 

3 that it cannot engage in any activities unrelated to th is financing without receiving a rating 

4 confi rmation from the rating agencies. 

5 The SPE will be owned by DEF and will be capitalized by DEF such that its equ ity capital is 

6 0.5 percent of the SPE's total assets. DEF has proposed that it be allowed to earn a return on 

7 this equity capital equal to the yield on the longest tranche of the nuclear asset-recovery 

8 bonds. Alternatively, DEF's return could be limited to the actual earnings on the capital. This 

9 is something that can be addressed in the financing order. 

10 Q. Can you summarize the roles of the various participants in a typical utility 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

securitization transaction? 

A. The easiest way to understand the various roles it to look at the organization chart in 

Exhibit No. __ (PS-2), attached to my testimony. _ (PS-2). The electric utility sponsors 

the transaction, sell s the intangible asset to the SPE and, at least initially, serv ices the bonds by 

billing the customer, co llecting the charge and remitting the funds to the trustee. The trustee 

pays the stated interest and principal to the bondholder. The Commission issues the financing 

order and checks proposed true-up adjustments to the nuclear asset-recovery charge for 

mathematical correctness. The electric retail customer pays the charge and bears all of the 

financial burden associated with the debt, once the bonds are sold. 

This is di fferent from normal utility debt, where the util ity company relies on its balance sheet 

or credit to issue debt. In the case of the nuclear asset-recovery bonds, once the bonds are 

sold, the utility has no more "skin in the game," so to speak. This makes it all the more 

important for the Commission to take a strong role upfro nt in protecting the interests of 

ratepayers, with whom the financial obligation remains. 

25 Q. What have utility securitization bonds been used for up until now? 
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A. Investor owned utilities, together with state legislatures and publ ic utilities, have used 

such bonds to fund, among other things, stranded costs from utility deregulation, 

environmental control costs and, in the case of Florida, in 2006, and most recently, New 

Orleans in 2015, storm recovery costs. 

Q. Earlier you referred to a "Best Practices" approach to utility securitization. 

Please. Can you please describe how these Best Practices were identified and what they 

7 are. 

8 A. Yes. Based on experience gained from past transactions and my professional 

9 experience and judgment, I have examined the pricings of previous investor-owned utility 

I 0 securitizations. This included the relevant regulatory commission financing order, offering 

II documents, and any post-pricing filings with the regulatory commission about the financing 

12 and relevant market information assoc iated with each financing. 

13 From this analysis my col leagues and I identified this set of specific steps that, in my 

14 professional judgment, a commiss ion can take to ensure that the interests of ratepayers are 

15 protected through a cost-effective and efficient issuance of utility securi tization bonds. These 

16 steps represent a set of what I consider to be "Best Practices." Most represent "Best Practices" 

17 prev iously have been put in place by certain state commissions and other top quality issuers 

18 including the Florida Public Service Comm iss ion. The West Virginia Public Service 

19 Commiss ion in financing orders issued in 2007 and 2009 identified many of these in their 

20 financing order. 

21 These steps are designed to be practical ways to use the expertise of profess ionals, as we ll as 

22 to apply market principles such as transparency and competition, to achieve a least cost 

23 transaction in a timely and efficient manner. These steps are summarized below. The primary 

24 themes of the "Best Practices" are I) Active Representation in the process by the Commission 

25 and those with a fiduciary relationship i.e., acting in the best interests of the ratepayers; 2) a 
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clear decision making standard regarding all items in the transaction to achieve the lowest 

2 overall cost of funds and the best value for any services; and 3) written representations as to 

3 the actions taken by participants in the transaction. 

4 The Commission, directly or through its advisors, in conjunction with the proposed Bond 

5 Team as adapted through submitted testimony, should: 

6 
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8 

9 

10 
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I ) 

2) 

3) 

Have an independent expert financial advisor to assist staff and the Commission in 

all aspects of the structuring, marketing and pricing of the nuclear asset-recovery 

bond transaction. The Commission should utilize experienced experts and 

independent financial advisors free of conflicts of interests with either DEF, DEF's 

underwriters and bankers who have a financial interest in pursuing other business 

with DEF, or DEF's parent or investors; 

Have access to independent legal counsel either directly or through the independent 

financial advisor; 

With this independent financial advisor and legal counsel as we ll as others, 

participate, up front, in the selection of all other transaction participants to be paid 

from bond proceeds or ratepayer funds, including underwriters, counsel, and other 

transaction participants. The financing order should define the responsibilities of 

each patticipant to the extent that each is to be paid from proceeds of nuclear asset­

recovery bonds or from nuclear asset-recovery charges. The Commission, through 

its staff and independent financial advisor, should play a key role and be an equal 

partner with DEF in structuring, marketing and pricing the nuclear asset-recovery 

bonds. The selection of the transaction's bond counsel as wel l as counsel for the 

underwriters should be done in a joint and collaborative manner since DEF 

proposes that such counsel will be paid from the bond proceeds; 
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4) 

5) 

6) 

7) 

8) 

Careful ly rev1ew and participate in negotiating al l transaction documents and 

contracts that could affect current and future ratepayer costs to ensure accuracy and 

compliance with all laws, rules, and regulations, as well as to maximize ratepayer 

sav ings; 

Ensure that all statutory and financing order provisions that benefit ratepayers are 

strictly enforced in im plementing the transaction and negotiating other transaction 

documents, including the Indenture, the Servicing Agreement, the Sale Agreement, 

the Administration Agreement For example, this would include providing that the 

Commission is to have the authority to enforce the provisions of the financ ing 

order and those transaction documents for the benefit of ratepayers; 

Review and approve procedures to ensure that the financing order and transaction 

documents provide self-executing mechanisms for the transfer or crediting to 

ratepayers of amounts needed to avoid windfal l gains to the utility; 

Ensure that the nuclear asset-recovery bonds are offered to the broadest market 

reasonably possible domestically and internationally to gain the lowest interest 

rates fo r the benefit of ratepayers through increased competition among and 

between underwriters and investors; 

Ensure the transparency and accountability in distribution of the nuclear asset-

19 recovery bonds, both in the initia l pricing and in the secondary market, to support 

20 the integrity of the process and ensure competition; 

2 1 Decision Making Standard: 

22 

23 

24 

25 

9) Di rect the Commission staff and its independent outside experts, such as its 

financial advisor, to participate fully, in advance, in all aspects of structuring, 

marketing and pricing the nuclear asset-recovery bonds and instruct them to 
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challenge any decision they believe might not result in the lowest overa ll cost of 

funds to ratepayers . This should include: 

a) 

b) 

c) 

d) 

e) 

f) 

g) 

Establishing and clearly communicating goals and objectives in cooperation 

with DEF and potential underwriters th roughout the process; 

Reviewing, ana lyzing, and proposing revisions to all documentation to 

better protect ratepayers, including specific certifications, representations, 

indemnities, and warranties to ensure that they are accurate, appropriate and 

comply with applicable laws, rules and regu lations; 

Evaluating and approving offering methods such as competiti ve bid, 

negotiated sa le or combinations thereof, to determine the most effective 

offering method with the least ri sk; 

Evaluating the performance of underwriters of prior utility securitization 

bond offerin gs; including in any offeri ng or bidding syndicate at least one 

underwriter without a prior relationship with DEF; and tying compensation 

in any negotiated underwriting to performance; 

If a negotiated underwriti ng process is selected, requiring underwriters to 

develop a written marketing plan and implement robust marketing efforts, 

emphasizing the need to broaden distribution and to attract both traditional 

and non-traditional investors in utility securitizations; 

Estab lishing a regularly scheduled (such as weekly) conference call 

between senior representatives of DEF, other transaction participants, 

Commission staff, and the Commission's independent financial advisor to 

update the Commiss ion on relevant information; 

Requiring DEF and potential underwriters or advisors to carefully monitor 

market conditions to minimize foreseeable pricing risks, such as year-end 
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pressures, economic announcements, or other outside events, and to 

2 document their marketing efforts and pricing reco mmendations; 

3 Written Certifi cations: 

4 

5 

6 

7 

8 

9 Q. 

I 0) Require accountable, written certifications from the underwriter, DEF, and the 

Commission's financial advisor as to actions taken to achieve the lowest overall 

cost of fu nds at the time of pricing under then-current market conditions, inc luding 

their opinion that the lowest overall cost of funds under then-current market 

conditions was in fact achieved. 

Can you demonstrate how the use of these "Best Practices" in other transactions 

I 0 has benefited utility ratepayers in the past? 

II A. Yes. Utility securitizations generally are priced by reference to an independent interest 

12 rate benchmark of either U.S. Treasuries or U.S. interest rate swaps (swap). For convenience, 

13 our analyses use pricings where there are relative comparable swaps, as most utility 

14 securitization bonds are priced off of thi s interest rate benchmark. The swap rate is the fi xed 

15 rate that an investor would be willing to exchange contractually for a variable rate of interest 

16 with the same given maturity. Exhibit Nos. _ _ (PS-3) and _ _ (PS-4), attached to my 

17 testimony, show how in the early years of utility securitizations, deals were priced 

18 substantially over the benchmark swap rate, not a good thing for ratepayers. This spread 

19 between the benchmark swap rate and the bond yield is called the "credit spread." The credit 

20 spread is the amount of interest or yield above a benchmark that compensates investors for all 

21 the risk factors those investors consider relevant to their investment in the bonds. This is the 

22 amount that is negotiated with underwriters and investors. 

23 Exhibit Nos. _ _ (PS-3) and __ (PS-4) quantify cred it spread in basis points (a basis 

24 point is one one-hundredth of one percent). At that time, since th is was a relatively new type 

25 of security offering and cred it, Exhibits Nos. __ (PS-3) and __ (PS-4) show that the 
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market was not particularly "efficient." "Market Effi ciency" in the capital markets is the 

2 degree to which security prices reflect accurately al l publicly availab le information about the 

3 security. If two securities with the same inherent value and the same disclosure requirements 

4 (or lack thereof) trade at signifi cantly different prices or yields, that means the market is not 

5 effi cient. This could be due to lack of price transparency (i.e. one investor cannot easi ly fi nd 

6 out what other investors are paying for the same, or similar securi ties), or it could be due to 

7 poor trade execution (e.g. , the broker just wanted to get the deal done and didn 't care how 

8 much his client had to pay; and the client just trusted the broker without having independent 

9 knowledge of the market). Other factors could be involved as we ll. 

10 Q. Have two utility securitization bonds issued at approximately the same time been 

II priced substantially differently, despite both having the same AAA rating and similar 

12 investor protections? 

13 A. Yes. In 200 I two di fferent AAA-rated utility securitizations came to market within 

14 two weeks of each other: (i) Reliant Energy, with an independent fi nancial adv isor to the 

15 Public Utility Commiss ion of Texas (PUCT), and with Merrill Lynch serv ing as lead 

16 underwriter; and (ii) Consumers Power, without an active, independent fi nancial advisor to the 

17 Michigan Public Service Commiss ion and no apparent commiss ion post-financing order 

18 invo lvement, and with Morgan Stanley as lead underwriter. Both securitizations had long 

19 tranches (an independent series of bond offerings within a total issuance amount) of 

20 approximately I 0 years weighted average li fe (W AL). The I 0-year tranche of the Re liant 

21 Energy transaction priced at + 37 basis points (bps) over the benchmark, whi le the I 0-year 

22 tranche of the Consumers Energy transaction priced at +55 bps over the same benchmark. 

23 The former deal was priced much better for the benefit of ratepayers than was the latter deal. 

24 See Exhibit No. __ (PS-5), attached to my testimony, an) excerpt from the independent 

25 advisor's report to the PUCT. Three months after the Consumers Power transaction priced at 
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+55, CPL Transition Funding priced its I 0-year tranche at just +24 bps over swaps. This 

persistent up and down pricing is an indication that all deals were not being marketed and 

priced equally effectively. 

Merrill Lynch delivered a " lowest cost" certifi cation in connection with securitized uti lity 

bonds issued by Reliant Energy to the Commiss ion's independent financial advisor at the 

time. My records do not show Morgan Stanley or any other partic ipant in the Consumers 

Power transaction hav ing delivered a "lowest cost" certifi cation. 

Q. Does your review of transaction documents, regulatory filin gs, correspondence 

and other credib le information collected by Saber with respect to that Consumers Power 

securitized utility bond transaction in Michigan indicate whether Merrill Lynch had a 

view on the pricing of that Consumers Power transaction? 

A. Yes. Attached as Exhibit __ (PS-5a) is an email dated November I, 2001 from 

Scott Soltas of Merrill Lynch who was the lead underwriter and head of the pricing synd icate 

on the Reliant utility securitization to the Commission's independent financ ial advisor, Saber 

Partners LLC Chief Executive Officer Joseph Fichera, the Chief Executive Officer. That 

emai l states in part: 

I thought you might appreciate the fina l print on Consumers Energy. Judging 

by the timeline of initial price guidance, restructuring, and fi nal pricing I'd 

have to assume that either (I ) Consumers was downgraded during the 

marketing process, (2) the RRB market widened out by 15 bps, or (3) MSDW 

[Morgan Stanley Dean Witter] does not have the marketing and distribution of 

the MLIGSIBS [Merrill Lynch I Goldman Sachs I Bear Stearns] team, nor do 

they have Saber Partners riding roughshod over the process. I' m pretty sure 

that the correct answer is (3) .... 

- 2 1 -



2 

I fee l even more comfortable sign ing that letter that says the ratepayers got the 

best deal available in the market at that point in time now! 

3 Q. Please describe the development of the market for securitized utility bonds. 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 
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24 
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A. As the identified transactions employing " Best Practices" came to market, Exh ibit Nos. 

_ _ (PS-3) and __ (PS-4) show credit spreads to the benchmark swap rates began to 

decline dramatically. This is cal led tightening and is a good thing for ratepayers. The resu lts of 

these transactions, in turn, caused other subsequent investor-owned uti I ity securitizations to be 

priced more aggressive ly, resul ting in a much more efficient market i.e., closer to the inherent 

value of the security in relation to other high quality credits. This occurred as other regulatory 

commissions and their independent financial adv isors began to adopt some, but genera lly not 

all, of the "Best Practices" described herein. It was not unti l the financial crisis began in 2008 

that investor-owned, uti I ity securitization credit spreads to benchmark swap rates widened 

dramaticall y. This is not a good thing for ratepayers. From available public information, most 

underwriters and issuers of securitized utility bonds appeared to stop mak ing concerted efforts 

to reduce this effect. 

Q. Can you tell us the approximate value of 1 basis point in pricing the proposed 

nuclear asset-recovery bonds? 

A. Yes. Assuming a principal amount of $1,3 12 mi llion that is assumed in DEF's 

petition, then a single basis point (one one hundredth of a percent) of additional interest 

equates to $ 13 1 ,200 of additional interest in revenue requirements each year. 

Mr. Collins' testimony assumes DEF's nuclear asset-recovery bonds will have a scheduled 

final maturity of 17 years and I 0 months, and a scheduled weighted average life of I 0. 1 years. 

$131 ,200 of additional interest cost each year would amount to $1 ,325, 120 over a l 0.1 year 

weighted average life of the bonds. However, as the example above indicated as well as 

examples to be discussed below will show, the differences between pric ings of AAA-rated 
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utility securitizations can vary dramatically in the tens of basis points and many millions of 

2 dollars over long periods of time. For tranches with longer amortization schedules, thi s 

3 additional cost becomes even more significant. So while a single basis point of interest 

4 sounds insignificant, it actually is very important in getting the bonds' pricing accomplished 

5 well. 

6 Q. Do you have evidence to show that subsequent to the 2008 financial crisis, issuers 

7 either have or have not generally adopted these "Best Practices" as regards to 

8 structuring, marketing and pricing securitized utility bonds relative to other high quality 

9 securities? 

10 A. Yes. Exhibit No. _ _ (PS-6) attached to my testimony shows there is still a wide 

II variation in pricing spreads across the entire range of maturities. In this exhibit, I have 

12 compared the pricing of utility securitizations issued between 2009 and 2014 to the pricing for 

13 AAA-rated credit card securitizations. Because credit card receivables-backed ABS are 

14 usually issued in tranches with only 2-, 3-, 5-, 7- and I 0-year W ALs, the compari son is made 

15 to interpolated or extrapolated spreads to credit card receivables-backed ABS to compare 

16 comparable maturiti es. This is a standard industry practice. AAA rated credit card 

17 securitizations genera lly are considered the top quality cred it in the ABS market into which 

18 DEF proposes to offer the nuclear asset-recovery bonds. Among other things, this chart shows 

19 that on average (as shown by the regression line) transactions in the 2012-2014 period priced 

20 approximately 13 basis points above credit card ABS securities. However, many priced with 

21 spreads substantially above 13 bps. 

22 Q. Why did you choose credit card receivable ABS transactions to compare with 

23 investor-owned utility securitizations? 

24 A. While I believe utility securitizations are not ABS and should appeal to a broader 

25 corporate securities fixed-income security investor base, I looked at the market into which 
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DEF proposes to sell the bonds. I believe there are also better comparables, like highly rated 

2 corporate bonds as we ll as U.S. Agency securities, as described below. However, AAA-rated 

3 credit card ABS debt and utility securitization debt should price fairly close together according 

4 to independent research produced by Citigroup and Wells Fargo and di scussed further below. 

5 The relationship between two securities is general ly referred in the industry as the "relative 

6 value.'' If two bonds of equal ri sk and structure (e.g. maturity, prepayment risk and extension 

7 risk) are priced differently in the market, the bond with the higher yield is said to have greater 

8 relative va lue. 

9 As an example of the variation in relative value, the Louisiana Uti lities/EGSL deal, I 0.40 year 

I 0 W AL tranche, which was issued on July 15, 20 I 0, priced 49 basis points above credit card 

II receivables-backed ABS, while the Entergy Texas utility securitization deal, I 0.86 year WAL 

12 tranche, which was issued on October 29, 2009, priced 19 basis points below credit card 

13 receivables-backed ABS. 

14 Even accounting for the difference in time between offerings, such a wide variation in spreads 

15 can be due to a number a factors, including how broadly the bonds are marketed, how much 

16 pricing authority is shared with the Commiss ion and its independent financial adv isor, how 

17 well the bonds are marketed by emphasizing their relative value, as well as how the deal is 

18 structured to take advantage of specific market demand. It is difficult to know the exact cause 

19 in the above comparison, but it is not difficult to see the result. The Entergy Texas deal 

20 seemed to be the superior of the two deals from the viewpoint of ratepayers. 

21 Q. Why did you not examine the 2015 New Orleans transaction? 

22 A. The 20 15 New Orleans transaction received a sp lit credit rating of Aa I by Moody's 

23 and AAA by Standard & Poor's (S&P). Therefore, the 20 15 New Orleans transaction would 

24 be expected to have a higher credit spread than the other transactions as a result of a lower 

25 credit rating, indicating more inherent ri sk. Only AAA/Aaa-rated investor-owned-utility 
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securitization transactions were analyzed. (S&P uses all capital letters, while Moody's uses a 

combination.) 

Q. Is there any other independent corroborating evidence to support an analysis that 

utility securitization bonds should trade close to AAA-rated credit card ABS debt? 

A. Wells Fargo Securities issued a research report on July 17,20 13 di scussing the relative 

value of Rate Reduction Bonds (RRB), which is another industry name for uti lity 

securitization bonds. A copy of this research report is attached as Exhibit No. __ (PS-6a). 

In thi s research report, Well s Fargo Securities said, "RRB spreads that trade at +4 bps or more 

to [above] benchmark credit card ABS (asset backed securities) represent better re lative value 

opportunities, in our opinion." If that is true, it is hard to understand how those responsible 

for pricing the CenterPoint utility securitizati on of January, 2012 could have priced the 

I 0.82 year W AL tranche (A-3) some 42 bps above AAA-rated credit cards ABS (see Exhibit 

No. __ (PS-7), unless it was due to poor execution. As can be seen from Exhibit No. __ 

(PS-7), the average spread to credit cards ABS (as judged by the regress ion line for all 

transactions in the 20 12-20 14 period) fo r a bond of the same WAL was about II bps above 

credit cards ABS. So CenterPoint priced some 31 bps (42 minus I I ) above the average. On 

the A-3 tranche principal amount of $681 ,262,000, that is an additiona l interest expense of 

$2, I I I ,9 12 per year of W AL in revenue requirements. That times a W AL of I 0.82 years 

amounts to over $22 million of excess cost for the ratepayer. 

20 Q. Have other underwriters made a similar comparison to credit card ABS using 

21 similar data? 

22 A. Yes. Citigroup has done it at least twice. The first time was in an analysis presented 

23 to the Texas Public Utility Commission's independent financia l advisor in 2003 concern ing 

24 the pricing of three Texas investor-owned utility securitizations. A copy of that Citigroup 

25 study is attached to Mr. Schoenblum's testimony as Exhib it No. __ (HS-1 ). The Citigroup 
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2003 study estimated that the three Texas transactions completed by the time of the study 

2 saved ratepayers $7.6 m illion in net present value interest savings based on spreads to cred it 

3 card ABS, (excluding util ity securit izat io n tranches over I 0 years where the re were no 

4 comparable credit card transactions) that Citigroup independently chose to rev iew. When 

5 compared with other investor-owned utili ty securitizations based on spreads to the swaps 

6 benchmark, inc luding a ll tranches, the amount of sav ings Cit igroup estimated in its study in 

7 regard to the three Texas securitizations was much higher than for the non-Texas offerings, or 

8 approx imately $ 18 mi ll ion in net present va lue ($23 mi llion und iscounted) revenue 

9 requirements over the life of the transactions. 

I 0 The second time was in connection w ith an offering for CenterPoint Energy Ho uston Electri c 

II (CEHE) in 2008. Using the same methodo logy, C itigroup's 2008 report (see Exh ibit No. __ 

12 (PS-9) entit led, "CenterPoint Energy Houston Electric (CEHE) Securitization," said: 

13 On Jan. 29, 2008, CEHE priced one of the most successful asset-backed 

14 securities (ABS) offering in many months, attracting both tradit iona l asset-

IS backed buyers and corporate "crossover" investo rs [i nvestors who normally 

16 buy only corpo rate bonds but can a lso by ABS] . . .. We estimate that each 

17 tranche o f the CEHE III offering priced approx imately 15-25 bps ins ide of[i .e. , 

18 less than] like-maturity credit card securi ties. 

19 T hat report even c ited as corroborating ev idence a Citigroup January 24, 2008 fi xed-income 

20 research report, circling the spreads for comparable securities, as shown in Exh ibit No. __ 

2 1 (PS-9), page 3 of 7. 

22 Indeed , the 2008 offering sold with a 5-year tranche at +64 bps over swaps and the I 0.5-year 

23 tranche at +94 bps over swaps (see Exhibi t No. _ _ (PS-4). The 5-year spread (+64 bps) was 

24 cons iderably narrower on a " re lat ive value" basis than both the 78 bps credit card ABS spread 

25 and the 83 bps " stranded asset" spread indicated by C itigroup Fixed Income Research. 
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("Stranded asset" is Citigroup's terminology for util ity securitization debt.) Likewise, the I 0-

year spread (+94 bps) was significantly narrower than both the II 0 bps credit card spread and 

the 11 5 bps stranded asset spread quoted by Citigroup. I used a similar credit card ABS 

indicative credit spread methodology as Citigroup did in preparing the analyses shown in 

Exhibit Nos. __ (PS-6) and __ (PS-7). 

Q. Do you look at other comparable securities besides credit cards when pricing 

utility securitization bonds? 

A. Yes. We generally look at AAA-rated U.S. agency bonds such as the Tennessee 

Valley Authority, Fannie Mae (the Federal National Mortgage Association) and Freddie Mac 

(the Federal Home Loan Mortgage Association), and also AAA-rated corporate bonds of 

simi lar maturity and structure (e.g. non-callable prior to their maturity). Exhibit No. __ 

(PS- I 0) shows United States Agency and AAA-rated corporate comparable securities that I 

identified to judge the relative value of ONCOR/TXU securitization I 0.43 year WAL tranche 

that priced May 28, 2004. Comparables could also include AAA-rated corporate bonds such 

as for ExxonMobil , Microsoft and, to a lesser extent, investor-owned utility first mortgage or 

unsecured long-term debt. The reason the latter is useful but less valuable is the fact that, 

while utilities are the sponsors of ut ility securitization debt, there are no AAA-rated investor­

owned utility bonds. The highest rated investor-owned uti lities (i.e. not government sponsored 

like Tennessee Valley Authority, Bonnev ille Power Authority or municipal utilities), 

including DEF, are A-rated by Standard and Poor's. The reason it is useful is that, if we see 

AAA-rated utility securitization bonds that have credit spreads closer to much lower rated 

investor-owned utility bonds, it could be evidence of a severe mispricing and bad marketing. 

Q. Has such a case ever happened? 

A. Yes. In 2012, the CenterPoint Energy securitization bonds longest tranche ( I 0.82-year 

with a 3.0282 percent coupon) was priced similar to a Baa-rated util ity bond with a 2022, I 0-
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year maturity that came to market around the same time (Virgin ia Electric Power Company; 

coupon rate 2.95 percent; maturity January 15, 2022). 

Q. Is there a risk of using the wrong benchmark in pricing or looking at relative 

value? 

A. Yes. Some types of AAA-rated ABS securities are viewed by the market as more 

complex and higher ri sk than other AAA-rated securities despite their rating and consequently 

it would be disadvantageous to use in marketing or pricing utili ty securitization bonds. For 

example, securitized auto loans, auto floor lease loans ABS or collateral ized mortgage-backed 

securities (CMBS) carry a materially higher yield and spread to the swap benchmark 

compared to credit cards ABS. See Exhibit No. __ (PS-11 ) for a report by Saber Partners 

that analyzed the impact this may have had on the Ohio Phase-In Recovery issue of July 23, 

2013 . The table shows that in a matter of 12 days prior to the Ohio pricing on July 23, 201 3, 

the credit spread to 3-year auto loan ABS increased by 18 bps while the cred it spread to 3-year 

credit card ABS increased by just 12 bps. Thus, if the issuer was benchmarking offofthe auto 

loan ABS rather than the credit card ABS, that erroneous benchmark alone cost 6 bps. 

Q. Can you demonstrate how "Best Practices" influence cost to the ratepayer in 

terms of upfront issuance costs and ongoing financing costs? 

A. Yes. As is the case with pricing, there is a large disparity among issuers with respect 

to issuance costs in utility securitizations. In light of the direct testimony of witness Bryan 

Buckler, the most glari ng example would be servicer set-up fees. In his Exhibit No. _ 

(88-1 ), Mr. Buckler gives a range of set-up fees from $1,900,000 to $2,900,000. DEF does 

not have a financial incentive for charging the lowest poss ible fee for set-up as long as DEF is 

doing the set-up, and consequently some outside oversight is called for. In my Exhibit No. 

__ (PS- 12), I show the servicer set-up fees for over two dozen utility securitization 

transactions for which estimated costs were avai lab le at the time of issuance in the 
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transaction 's Issuance Advice Letter (IAL) or for which actual costs were disclosed in a 

2 subsequent regulatory filing. In no case have the costs been close to those estimated by DEF. 

3 For example, in the 2007 FPL storm recovery bond securitization, actual incremental set-up 

4 costs were reported to the Comm ission as only $40 I ,382 . Even in the case of the 20 13 First 

5 Energy securitization, where three separate operating companies were imposing and collecting 

6 charges independently, the combined set-up costs were estimated in the IAL to be just 

7 $300,000. 

8 Q. Are there other upfront financing costs that are of particular importance? 

9 A. Yes. Underwriting expense is one of the largest upfront financing costs. Witness 

I 0 Buckler g ives a range of 40 to 50 basis points as typical of recent deals (page 20 of Buckler 

II testimony). In hi s Exhibit No. __ (BB- 1 ), Mr. Buckler g ives a dollar range o f $4.8 to 

12 $6.6 million for upfront financing costs. 

13 My Exhibit No. __ (PS-13) shows underwriting spreads for utility securitizations between 

14 200 I and 2014. For example, in deals where I have been directly involved, I have observed 

15 performance-based fees that were designed to provide incentives to each o f the underwriters to 

16 market bonds aggressively to their customers and to reach out to a broad base of potential 

17 investors, including investors who have not previously purchased this type of security (see 

18 Exhibit No. __ (PS-14), arti cle from Investment Dealers Digest). To my knowledge, most 

19 other transactions have largely employed a "fixed economics" approach where each 

20 underwriter is pa id a specific amount regardless of its effo rts or the outcome of the pricing of 

21 the transaction for the benefit of ratepayers as reflected in the benchmark spreads for each 

22 tranche. These " fixed economics" transactions may have a small 5-1 0 percent incentive 

23 component, but not enough, in my opinion , to significantly affect the behavior of the 

24 underwriters for better pricing. Based on the data I have described above, predominantly 

25 performance-based underwriter compensation tends to provide better execution, while at the 
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same time keeping fees, on average, below what other deals have incurred. This experience 

2 strongly suggests that the ratepayer would benefit in this transaction if the Commission, acting 

3 through its designated experts and advisors, had at least an equal say with DEF regard ing (i) 

4 the so licitation and selection of underwriters in a negoti ated transaction, even if selected by 

5 means of an RFP, as DEF has suggested; and (ii) how selected underwriters will be 

6 compensated. This is consistent with Best Practice #3, and is an established precedent in other 

7 deals. 

8 Q. To the extent compensation for services of transaction participants will be paid 
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from bond proceeds or ratepayer funds, your Best Practice #3 also calls for the 

Commission ' s staff and the Commission's financial advisor to participate in the selection 

of those transaction participants, including legal counsel for the sponsoring utility and 

legal counsel for the underwriters. Is there market precedent for this approach? 

A. Yes, it is part of the collaborative and cooperative approach with the utility and the 

Commission to get the best value for ratepayers. For example, Ordering Paragraph 19 of the 

West Virginia Public Service Commission's Financing Order dated April 7, 2006, states: 

The Financial Advisor shall be provided timely information that is necessary to 

fulfill its obligation to the Commission, and shall have equal rights with the 

App licants to approve or disapprove the proposed pricing, marketing and 

structuring of the Certificates and Environmental Contro l Bonds, including 

(without li mitation) the selection of underwriter(s), counsel, trustee(s) and other 

parties necessary to the transaction, and to review and approve the terms of all 

transaction documents. 

Q. Are there similar risks to the ratepayers associated with ongoing financing costs? 

A. Yes, there are. Servicing fees (the amount paid to the util ity to bill, charge, collect and 

remit the nuclear asset recovery charge) provide a good example. DEF has proposed annual 
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servicing fees of .05 percent of the initial principal amount of the bonds (or approximately 

2 $650,000/year) for as long as any bonds remain outstanding and as long as DEF remains the 

3 servicer or up to 20 years. That is the industry standard, based primaril y on needs to satisfy 

4 bankruptcy counsel, although there are a few deals where the annual servic ing fee is less and a 

5 number of deals where it is more. However, in deals in which I have been involved as 

6 advisor, any servicer fees in excess of actual incremental costs have explicitly been rebated or 

7 credited to ratepayers. This is significant. Since DEF is already bill ing the ratepayers, the 

8 incremental cost to add the nuclear asset-recovery charge to the bill should be next to nothing. 

9 For example, Finding of Fact 114(b) in the Commission's Financing Order issued to FPL in 

I 0 connection with its storm recovery bonds states: 

II We find that the activities associated with the annua l fee for ongoing services -

12 bi lling and co llecting storm-recovery charges, remitting funds to the SPE, and 

13 developing storm-recovery charges - are tightly bound with operations already 

14 performed by FPL in the normal course of business. FPL has not justified that 

15 the annual fee is necessary to cover any incremental costs to be incurred by 

16 FPL in performing ongoing services as servicer. Thus, we find that FPL shall 

17 apply to the Reserve [essentially credit back to ratepayers] all amounts it will 

18 receive under the Servicing Agreement for ongoing services. 

19 Sim ilarly, in address ing annual fees FPL would receive for provid ing administration services 

20 to its SPE subsidiary issuer, Finding of Fact I 16 of the FPL Financing Order states: 

21 FPL's proposed form of Administration Agreement provides for a $125,000 

22 annual fee for performing the services required by the Administration 

23 Agreement. We find that FPL has not demonstrated that th is annual fee is 

24 necessary to cover any incremental costs to be incurred by FPL in performing 

25 serv ices as administrator. Thus, we find that FPL shall apply to the Reserve 
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[essentially credit back to ratepayers] al l amounts it wil l receive under the 

2 Administration Agreement for its services. 

3 In my opinion, any costs in excess of incremental costs to DEF, whether as servicer, for 

4 administration, to provide system set-up services or in any other role should be credited back 

5 to ratepayers. Besides being the appropriate policy, there is ample precedent for this from the 

6 earliest securitizations in 1997 to present and it is consistent with our Best Practice #6, to 

7 ensure that ratepayers get the full benefit of all realized sav ings and for the sponsoring utility, 

8 the principal beneficiary of the proceeds of the transaction, to demonstrate actual costs. A I ist 

9 of previous utility securitization transactions that have requ ired fees in excess of incremental 

I 0 costs is attached as Exhibit _ _ (PS- 12). 

11 Q. What is your opinion regarding how frequently collections by the servicer should 

12 be remitted to the bond trustee? 

13 A. On page II , lines 22-23 of hi s testimony, Mr. Covington states that, "Provisions within 

14 the servicing agreement may also permit DEF to remit Nuclear Asset-Recovery Charges 

15 monthly, instead of daily." I believe the servicer should be required to remit funds collected 

16 from the ratepayers on a daily basis. This has been required in the serv icing agreements of 

17 other transactions. In this way, it is more likely that the ratepayers will benefit from any 

18 earnings on cash held prior to its use in servicing the bonds. If DEF is permitted to remit its 

19 collection of nuclear asset-recovery charges monthly, then DEF should also be required to 

20 remit to the trustee DEF's actual earnings on those collections pending monthly remittance. 

21 But daily remittances would virtually eliminate the need for DEF to calculate the monthly 

22 earn ings and avoid thi s administrative task and expense. 

23 

24 

25 
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Q. Based on the data you have presented and your experience with utility 

securitizations, do you believe a Florida nuclear asset-recovery bond issue needs robust 

oversight by the Commission? 

A. Yes, I do. I believe there are too many potential conflicts of interest between DEF as 

servicer, as administrator, as owner of the SPE, as provider of system set-up services and as 

the owner of the CR3 assets. It is important to have participants in the transaction that have a 

fiduciary relationship with the Commission and ratepayers. By thi s I mean someone who is 

acting in the best interests the ratepayers. I also believe there are too many conflicts of interest 

between Morgan Stanley as adv isor to DEF and potentially an underwriter in thi s bond 

issuance, especially given the potential for inefficiencies and lack of transparency in the 

II market for utility securitization debt. There is precedent in prior investor-owned utility 

12 securitizations for avoiding such conflicts of interest. For example, in May, 2008, the 

13 Loui siana State Bond Commiss ion selected an underwriting team for a planned $1 billion 

14 bond issue by the Louisiana Public Faci lities Authority on behalf of Entergy Inc. The 

15 approval of the team, which included JP Morgan, carried the stipu lation that JP Morgan, 

16 which had served as Entergy's financial adv isor in the structuring the deal, must not serve as a 

17 financial advisor to Entergy for the next I 0 years. An article reporting on this decis ion of the 

18 Louisiana Public Fac ilities Authority is attached as Exh ibit No. __ (PS- 15a). 

19 Similar concerns arise in connection with the offering of municipa l securities, where 

20 individuals or firm s might have interests that do not align completely with those who 

21 ultimately will be required to bear the economic burden of repaying the municipal securi ties. 

22 The Dodd-Frank Act, which was passed by Congress in 20 10 ,added Section 15B(c)( l) to the 

23 Securities Exchange Act of 1934 ( 15 U.S .C. 78o-4(c)(l )): 

24 A municipal advisor and any person associated with such municipal advisor 

25 shall be deemed to have a fiduciary duty to any municipal entity for whom 
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such municipal adv isor acts as a municipal advisor, and no municipal advisor 

2 may engage in any act, practice, or course of business which is not consistent 

3 with a municipal advisor's fiduciary duty or that is in contravention of any 

4 rule of the [Municipal Securities Rulemaking] Board. 

5 A specific rule, Municipal Securities Rulemaking Board (MSRB) Rule G-23, applies in the 

6 offering of municipal securities. While nuclear asset-recovery bonds are not municipal 

7 securities, it is relevant to note the public po li cy issues and objectives articulated in explaining 

8 the need for the amended Rule G-23 regarding the sale of securities affecting taxpayers who 

9 are similar to ratepayers in thi s transaction. 

10 Q. Please explain MSRB Rule G-23 as it relates to the types of potential conflicts of 

I I interest that may exist in this financing. 

12 A. Rule G-23 specifically addresses the conflict of interest that can exist when a financial 

13 advisor also serves as an underwriter in a bond sale. While the rule has existed since 1977, it 

14 was materially strengthened as a result of the Dodd-Frank Act. The revi sed rule, which took 

15 effect in November 20 II , prevents a broker-dealer that serves as a financial advisor to a 

16 municipal issuer from switching to an underwriting role fo r a speci fi c transaction. Prior to the 

17 amendment's approval , in her remarks at the Investment Company Institute 20 I 0 General 

18 Membership Meeting on May 7, 20 I 0, Mary Schapiro, Chai rman of the SEC summarized the 

19 need for the rule change as follows: "Financial advisers should be prohibited from resigning as 

20 financial advisor to an issuer, and then underwriting that issuer's bonds, as they are currently 

21 allowed to do under MSRB ru le G-23. Right now, a financial profess ional advising a 

22 municipality can guide the municipal ity towards securities tai lored to his firm' s 

23 advantage, then res ign and act as underwriter. This is a classic example of conflict of 

24 interest." (Remarks by Mary Schapiro, Chairman of the Securities and Exchange Commiss ion 

25 at the In vestment Company Institute 2010 General Membership Meeting, May 7, 20 I 0.) 
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Q. Do you believe that the Bond Team concept, as described by Mr. Buckler in his 

testimony, provides for that robust oversight by the Commission through its advisor? 

A. To a large extent, yes. However, in certain respects, I believe the Bond Team 

approach described by witness Buckler does not provide suffic ient meaningful participation 

for the Commission in the structuring, marketing and pricing of the proposed nuclear asset­

recovery bonds. In addition, certain aspects of DEF's proposal may prove too unwieldy. If 

the Commiss ion, acting through its staff, experts and advisor, disagrees with DEF's proposed 

structuring, marketing or pricing, there might not be time to tile an appeal with notice to the 

designated Commissioner and/or the whole Commiss ion before the market opportunity sl ips 

away or causes confusion and uncertainty among investors. For example, during pricing, 

conflicting opinions generally wou ld need to be resolved within minutes. In prior transactions 

in other states, the financing orders have made clear that the commission, acting through its 

financial advisor, had equal rights with the utility to approve or disapprove the proposed 

pricing, marketing and structuring of the bonds before the decision is made. See my 

(Examples of such provisions in prior financing orders are attached as Exhibit No. _ (PS-

16). This is different from DEF's proposed financ ing order. For example, proposed Finding 

of Fact 38 states: " ... the bonds should be structured by DEF, in consultation with the other 

members of the bond team ... " Given that Saber has advised state regu latory comm issions on 

12 utility securitizations over the past 15 years (of which the Commission has overseen one), 

and DEF has not been involved in any utili ty securitizat ions, it seems the Commission, acting 

through its staff, experts and advisors, should at least have equal say with DEF in all matters 

related to structuring, marketing and pricing the proposed nuclear asset-recovery bonds. This 

is consistent with #9 of the Best Practices that I have described earl ier and has resulted in a 

collaborative and efficient process, as demonstrated by the pricing results also noted above. 
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Q. Do you agree with DEF witness Collins' description of the pricing process that 

will take place in order to sell the proposed nuclear asset-recovery bonds? 

A. In general, yes, with one exception as discussed by witnesses Brian Maher and Hyman 

Schoenblum concerning the absence of a fiduciary relationship between the underwriter and 

the issuer. Mr. Collins states that "At a certain point in time when the book has sufficient 

interest from investors, the underwriters will stop taking orders .. .. it wi ll obviously only occur 

when the book has at least an equal amount of orders on the bonds as the principal amount of 

bonds (generally referred to as being full y-subscribed)." This assumes that the underwriters 

themselves will never actually "underwrite" any of the bonds. "Underwriting" means an 

investment bank puts its capital at risk and owns some portion of the bonds with a specific 

order unti I those bonds can be re-so ld to investors. In fact, it is a customary and usual practice 

in the capital markets that at times underwriters will agree to underwrite one or more tranches 

that may be undersubscribed, thereby resulting in tighter (more favorable to the issuer) pricing 

than what witness Collins has described. In fact, I 0 percent or more of a large transaction 

may be unsubscribed, meaning held by the underwriters, at the time a large deal is priced (see 

Exhibit No. _ (PS-17). This is consistent with the idea that underwriters compensation is 

meant not only to compensate the investment bankers for the amount of work they do in 

sell ing the bonds, but also for any ri sk they assume if they have to hold some of the bonds in 

their trading inventory. If they are unwilling to assume any ri sk, then their compensation 

should refl ect that. 

Q. Do you believe there is still significant pricing inefficiency in the market for utility 

securitization bonds? 

A. Yes, 1 do. 
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Q. In your opinion, what accounts for the continued pricing inefficiencies in the 

2 market for these types of bonds? 

3 A. In recent years, the volume of securitized utili ty bond offerings has been significantly 

4 less than in earlier years. Exhibit No._ (PS- 18) shows the principal amount issued by year. 

5 Furthermore, since most tranches of securitized utility bonds have W ALs less than I 0 years, 

6 most bonds issued in the early years ( 1997-2005) are no longer outstanding. 

7 In addition, lack of market transparency is evident by the difficulty of finding secondary 

8 market trading data on Bloomberg or other commercial databases for these types of bonds. 

9 (Secondary trading occurs after the underwriters have so ld the bonds to the public, and the 

I 0 public begins to trade the bonds.) Indeed, the Financial Industry Regulatory Association 

II (FINRA), the corporate bond market's regulator, did not require secondary market price 

12 transparency for these types of bonds until 20 II. 

13 The lack of market efficiency can also be seen by the di sparity that ex ists for extended periods 

14 between the stranded asset (utility securitization) yield spreads that are reported by major 

15 investment banks who are active in the market for such bonds (see my Exhibit No. _ (PS-

16 19). In January, 2012, Citigroup was reporting stranded asset spreads to swaps as hi gh as +90 

17 bps at the same time that JP Morgan was reporting lower spreads of +60 bps, a 30 bp 

18 difference. Later, beginning in August of 2012, and continuing for three months, th is was 

19 reversed. Citigroup was reporting spreads of +40 bps, while JP Morgan quotes stayed at +60 

20 bps, for a 20 bp difference. These examples all demonstrate a lack of efficiency. 

2 1 Q. 

22 A. 

Do you keep track of all utility securitization transactions? 

I do. Exhibit No. _ (PS-20) shows a list of 64 distinct utility securitization 

23 transactions that have occurred since 1997. I maintain thi s list as part of Saber's database of 

24 documents and statistics from each of the 64 prior deals. 

25 
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Q. Does your list agree with DE F witness Collins' Exhibit No._ (PC-2)? 

2 A. No. In about a dozen cases, Mr. Collins has listed the "closing date" (when the bonds 

3 are issued to investors) in the column labeled "pricing date" (when the bond's interest rate is 

4 set). Generally those dates are about one to two weeks apart and therefore may be offered and 

5 so ld in different market conditions. Also, our li st does not include the tax-exempt portion of 

6 the Long Island Power Authority (LIPA) 20 13 securi tization transaction, since those bonds 

7 were priced and sold in the municipal market. Because the interest for bonds issued into that 

8 market is exempt from federal income taxes, the market for those LIPA bonds is di fferent 

9 from the market for all other investor-owned utility transactions, as the tax advantage gives 

I 0 those LIP A bonds an advantage in pricing over bonds without federal tax-exempt interest. 

II None of the nuclear asset-recovery bonds in this proceedi ng wi ll be tax-exempt municipal 

12 securit ies that have such a different investor base . 

13 Q . What is your opinion of the form of Issuance Advice Letter proposed by DEF? 

14 
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A. While generally I think it is consistent with most such documents I have rev iewed, I 

am not certain that the form of Attachment 7, "Estimated Savings," wi ll assure adequate 

transparency for ratepayers to have confidence that the promised sav ings have in fact been 

rea lized. For example, it is not clear if the savings are to be shown as present value savings 

(the time value adjusted calculation of sav ings), or nominal sav ings, or both. If present value 

is used, it is not clear what discount rate (to adjust the cash flow for the difference in time 

when it is received) will be used. 

Q. Do you have an opinion on whether savings should be shown as nominal or 

present value, and what discount rate to use, if a present value calculation is made 

according to general financial principles? 

A. Yes. Present va lue is the onl y meaningfu l way to ca lculate ratepayer sav ings. 

Accord ing to general fi nancial princ iples, present va lue calculations are (i) the accepted 
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method of financial analysis, (ii) the appropriate method to evaluate savings today, and (iii) 

the basis upon which financial decisions should be made. That was certainly the way it was 

done in all the years I worked in finance at FPL. The proper discount rate to use is somewhat 

more problematic. It should be a debt rate because this is a debt obl igation. According to 

financial principles, it should be a proxy for the obligor's alternative cost of borrowing. In 

this case, that should be the ratepayers' alternative cost of debt, especially because this will be 

a direct obligation of ratepayers and not of the utility and its shareholders. Thus, while one 

could use DEF embedded cost of debt as a proxy, that is most likely much lower than the 

ratepayers' alternative cost of debt. At least it would be a better rate to use (that is to say, 

closer to the ratepayers' cost of debt) than the (probably lower) rate on the nuclear asset­

recovery bonds. 

Q. Can the choice of a present value discount rate affect anything other than the 

Issuance Advice Letter? 

A. Yes. The higher the discount rate is above the bond rate, the more ratepayers are 

shown to benefit from extending the final maturity. If the discount rate is equal to the nuclear 

asset-recovery bond rate, there is no apparent present va lue benefit to a greater weighted 

average li fe. Consequently, the choice of discount rate might affect the dec ision regarding the 

best bond structure to use in order to max imize ratepayer benefits and make the correct 

structuring and pricing decisions according to generally accepted financial anal ysis principles. 

Q. Do you agree with DEF's assumption that the maximum scheduled maturity 

would not likely be longer than 18 years? 

A. No, I do not. DEF witness Collins stated that, "Because transactions with fina l 

maturiti es of fi fteen years or longer have had at least a two year gap [between scheduled and 

final legal maturity], we are assuming that same two-year gap for the prel iminary structure." 

However, I believe Mr. Collins was onl y looking at transactions from 2010 to present. While 
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it is not uncommon for the difference between the scheduled maturity and the final legal 

2 maturity to be two years, in the Monongahela Power and Potomac Edison transaction in 2009, 

3 the weighted average life of the deal was 19 years, and the fina l legal maturity was only one 

4 year beyond the scheduled maturity. That bond issue had no difficulty achieving AAA rating 

5 from the three major rating agencies. More recently, the AEP Texas Central transaction of 

6 March 7, 20 12 has a final scheduled maturity of December I, 2024, and a fina l legal maturity 

7 of March I, 2026, for a gap of just 15 months. 

8 In any event, the amount of time between scheduled and final maturity is subject to discussion 

9 with the rating agencies and is most affected by the frequency of the true-up of charges and 

I 0 the presence of the equity-funded Capital Subaccount, which are part of the structuring 

II decisions I bel ieve the Commiss ion, acting through its experts and adv isors, should be 

I 2 involved with after issuance of the financing order. 

13 Q. Can you explain what is meant by Best Practice #7, "Require that the nuclear 

14 asset-recovery bonds be offered to the broadest market reasonably possible to gain a 

15 lower interest rate ... "? 

16 A. Yes. This is a basic business and economic principle. The larger the market fo r an 

17 enterprise's product (in this case, the bonds), the more product the enterprise wil l have an 

18 opportunity to sel l at any given price. This often is referred to as "breadth of distribution." 

19 For example, if only 80 percent of the proposed nuclear asset-recovery bonds could be so ld in 

20 the U.S. domestic market at a certain yield, by expanding the pool of potential investors to 

21 include international investors in Europe or China who are large buyers of US dollar-

22 denominated securities, it might be possible to sel l I 00 percent of the bonds without having to 

23 increase the yie ld on the bonds to attract add itional domestic buyers. In large transactions 

24 (e.g. over $1 billion), such market expansion can be very beneficial. There have only been 

25 four investor-owned utility transactions greater than $ 1 billion since 2005, out of 36 in all 
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(excluding the municipal tax-exempt LIPA bonds). The DEF nuclear asset-recovery bonds 

will be the fifth. One of those four was the CenterPoint 2012 deal that appeared to price so 

poorly, a possible result of lack of a serious effort to expand the market for those securitized 

bonds. 

Market expansion can occur in at least three ways. The first is by location. While the largest 

portion of the proposed nuclear asset-recovery bonds probably will be sold to United States 

investors, it is not uncommon to sell 25 percent or more of an issue of securitized utility bonds 

in Europe, and some amounts in Asia as well. The second is by investor type. Banks, pension 

funds, insurance companies and money managers can all be large purchasers of utility 

securitization bonds. The third is based upon the types of securities particular investors 

traditionally buy. For example, investors who typical ly purchase AAA-rated U.S. age ncy debt 

might be persuaded to buy AAA-rated utility securitization debt, even though they may not 

have done so in the past. The same is true of investors in AAA-rated traditional corporate 

debt. My Exhibit No. _ (PS-17) shows the investor breakdown for a $1.8 billion utility 

securitization for which I was part of the regulator's advisor team. 

Q. What can be done to ensure broad market distribution? 

17 A. An active advisor can do several things to ensure broad market distribution. One is to 

18 insist that the underwriters communicate the deal to more than just one specialty area within 

19 their bond trading operation. If underwriters limit communications to just the ABS specialists 

20 and ignore the corporate bond buyers or the US agency traders, underwriters wi ll be ignoring 

21 potential investors. The second thing that can be done is to work with the Bond Team to 

22 develop a roadshow presentation that addresses the questions and concerns of a broad market. 

23 The roadshow can be either electronic or physical or both. If it is physical, it must visit the 

24 cities where the biggest potential investors are concentrated, possibly including visits to major 

25 financial centers in Europe or elsewhere outside the U.S. 
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Q. On pages 40 and 41 of his testimony, Mr. Collins appears to say that DEF plans to 

2 treat the proposed nuclear asset-recovery bonds as "asset-backed securities." Do you 

3 believe that proposed approach is likely to result in the most effective marketing and 

4 pricing of the bonds? 

5 A. No. Many large investors in debt securities are hesitant to purchase debt instruments which 

6 are categorized by the SEC or rating agencies as "asset-backed securities" (ABS). The 

7 charters of some large investors in debt securities specifically limit permitted investments in 

8 ABS. In the marketing of 12 prior utility securitization bond offerings, I have found it has 

9 been helpful to present the bonds as not ABS. 

10 Q. Has it been possible to avoid treating prior securitized utility bonds as ABS for 

II 
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some or all of these purposes? 

A. Yes. As described earlier in my testimony, securitized utility bonds are not treated as ABS 

for financial reporting purposes. See my Exhibit No. __ (PS-I a). In addition, in 2007 and 

again in 2009, AAA-rated securitized utility bonds issued for the benefit of Monongahela 

Power Company and by Potomac Edison Company in West Virginia were offered to investors 

as non-ABS. The prospectuses from the 2009 West Virginia transactions include the following 

language: "The bonds are not asset-backed securities within the meaning of Regulation AB. 

However, we will tile with the SEC required periodic reports related to the bonds consistent 

with the disclosure and reporting regime established in Regulation AB and wi ll also post those 

periodic reports at our web address." I believe this was a material factor in achieving record 

low credit spreads over benchmark securiti es for those securitized uti lity bonds. 

Q. Are there any other factors of importance in a well-executed utility securitization 

financing that are in the best interest of the ratepayer? 

A. Yes. There is what I described in Best Practice #I 0, which is the requirement for 

accountable written certifications from the underwriter, DEF and the Commission 's financial 

-42-



advisor as to actions taken to achieve the lowest overall cost of funds at the time of pricing 

2 under then-current market conditions and certifying that, in their opinion, the lowest overall 

3 cost of funds under then-current market conditions was achieved. There are two important 

4 parts to thi s requirement. The first is the requirement to put into writing fo r all the world to 

5 see exactly what steps were taken to achieve the required results. This is a very strong 

6 incentive to not leave any important steps out or perform them only halfway. The second is to 

7 certify to having achieved the "lowest overall cost" objective. In my opin ion, th is is also a 

8 powerful incentive to resist doing just a "reasonable" job or anyth ing other than the best. This 

9 certification was required of FPL in the 2006 Storm Recovery Financing Order and was 

I 0 provided in FPL's Issuance Advice Letter. In my estimation, that 2006 financing achieved a 

II successful result for ratepayers, and I recommend requiring the same certifications in the 

12 financing order currently under consideration. 

13 Q. Can you provide an example of a state regulatory commission adopting a " lowest 

14 cost" standard even though a " lowest cost" standard was not specifically mandated in 

15 the state securitization legis lation? 

16 A. Yes. The enabling legislation for securitized utility bonds in Ohio does not specify a 

17 " lowest cost" standard. (See 129th General Assembly, Amended Substitute House Bill 

18 Number 364.) Nevert heless, the Ohio Commission's financ ing order issued in PUC Ohio 

19 Case Nos. 12-1969-EL-A TS and 12-2999-EL-UNC states (at page II ): "The bond structuring 

20 and pricing review test is intended to ensure that the structuring and pricing of the PIR Bonds 

21 results in the lowest PIR Charges consistent with market conditions and the terms of the 

22 Financing Order." And, at page 18 it states: "Finally, Staff concludes that the proposed 

23 securitization financing appears to have been designed and structured to ensure that the PIR 

24 Bonds receive the highest bond rating possible, consistent with the objective of obtain ing the 

25 lowest overall cost of financing through securitized PIR Bonds." 
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Q. Does your review of transaction documents, regulatory filings, correspondence 

2 and other credible information collected by Saber with respect to that Ohio securitized 

3 utility bond transaction indicate whether the sponsoring utility and its advisors agreed 

4 that the state regulatory commission had authority to impose a " lowest cost" s tandard, 

5 even though a " lowest cost" standard was not specifically mandated in the state 

6 securitization legislation? 

7 A. Yes. From Saber Partners' files, I am attaching as Exhibit _ (PS-19), a copy of an 

8 email string dated November 21 - 23, 20 II. Saber Partners' CEO has advised me that this 

9 email string was forwarded to Saber Partners by one of the Ohio State Senators to whom the 

I 0 email was addressed. Several Ohio State legislators had followed up on a request from the 

I I Office o f the Ohio Consumers Counsel that language be added to the Ohio securitization 

12 statute expressly add ing a " Least Cost Standard." In thi s email string, the sponsoring utility 

13 argued that such language was not needed in the Ohio securitization statute. In support of that 

14 argument, the sponsoring utility's email forwarded an emai l dated November 22, 20 I I from 

15 its outside legal counsel , Eric Tashman of Sidley Austin, with the following advice: 

16 I don ' t think it will be possible to argue (persuasively) that a lowest cost 

17 certification (in one form or another) in a financing order is either inappropriate 

18 or uncommon. I think the argument is merely about whether the lowest cost 

19 standard needs to be in the statute, or whether it is best to leave it to the 

20 di scretion of the Commission to implement it in the financing order. 

2 1 Q. Do you believe it is important that all required Commission approvals with 

22 respect to securitized utility bond approvals (save those relating to confirming arithmetic 

23 accuracy of calculations) be given before pricing? 

24 A. No. So long as any post-pricing approvals are g iven with in two or three business days after 

25 pricing, and so long as approvals are limited to confirming that requirements of the enabling 
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statute and financ ing order are met, I do not believe that post-pricing Commission approvals 

should adverse ly affect the price investors are willing to pay for the bonds. 

Q . Do you believe there is a benefit to ratepayers from some Commission approvals 

being delayed until after pricing, giving the Commission and its financial advisor a 

r easonable oppor tunity to evaluate the actual marketing and pricing efforts and the 

results of those efforts? 

A. Yes. I be lieve that the very existence of that post-pricing rev iew and approval process 

is an important aspect of achiev ing the lowest overall costs for ratepayers. 

Q. Do you believe it might be possible for the fees of a robust Commission advisor to 

outweigh the benefits? 

A. Acknowledging that the Commissioner's financia l adv isor has a clear and 

uncompromised incentive to achieve the lowest possible cost of funds at the time of pricing in 

order to enhance its opportunity for future business, some utility sponsors and underwriters 

have argued that thi s goal is not constrained by any limi ts on time and expense, because these 

are at the cost of the utility or their ratepayers and do not show up in pricing spreads. If given 

any authority in the process, whether directly or indirectly, these sponsoring utilities and 

underwriters argue that the financ ial advisor can zealously pursue its goa l without taking into 

account these other interests of the sponsoring utility. I believe such arguments are misplaced 

and not supported by any quantitative ev idence and are simply arguments against oversight 

and against possible add itional effort on the part of transaction participants necessary to 

2 1 maximize ratepayer savings. It is certainly true that an acti ve financ ial advisor to the 

22 Commission is li kely to cause the sponsoring uti lity and underwriters to spend more time and 

23 focused efforts on an effecti ve structuring, marketing and pricing of securitized util ity bonds 

24 than would a passive financial adv isor. The proper question is whether those additional efforts 

25 reasonably can be expected to result in present value ratepayer savings in excess of the costs 
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of those incremental efforts. I believe my testimony shows that ratepayer savings from having 

2 robust regulatory oversight through an active financial advisor in prior securitized utili ty bond 

3 transactions have significantly exceeded the costs of the associated incremental efforts. 

4 Q. Mr. Sutherland, can you very briefly summarize your testimony? 

5 A. Yes. The market for securitized utility bonds continues to be inefficient, lacking in 

6 transparency with a great dea l of variability in pricing as well as other terms and conditions 

7 that affect the amount of savings captured for the benefit of ratepayers. A robust and active 

8 independent financial advisor to the Commission acting on behalf of ratepayers is necessary in 

9 order to maximize ratepayer sav ings for any given transaction. 

10 Q. Can you list your recommendations to the Commission? 

II A. Yes. In genera l, the Commission should modify the proposed fi nancing order to allow for 

12 the "Best Practices" outlined in my testimony. Specifica lly, the financing order should 

13 prov ide that DEF and the Commission' s independent financia l advisor have equal authority 

14 with respect to major decisions invo lving structuring, marketing and pricing of the proposed 

15 nuclear asset-recovery bonds and selection of underwriters and other transaction participants. 

16 Further, the financing order should specify that DEF may not receive fees in excess of 

17 incremental costs incurred and not recovered by any other means. Fina lly, the financing order 

18 should require certifications of actions taken to achieve the lowest overal l cost, similar to 

19 those required by the Commission in the 2006 FPL Storm Recovery financing. 

20 Q . Does this conclude your testimony? 

2 1 A. Yes it does . 

22 

23 

24 

25 
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Glossary of Finance Terms for Nuclear Asset-Recovery 

Bonds 

Asset-backed security (ABS) - A debt security issued by a special purpose entity, the payment 
of which is backed by a fixed pool of physical assets (e.g., rail cars or airplanes) or a financial assets 
(e.g., a mortgage or the value of a portfolio of credit card receivables). Utility securitization bonds 
are not asset-backed securities but often have historically been treated as such to the detriment of 
ratepayers. 

Bankruptcy-remote - A bankruptcy remote entity that is designed in such a way that (i) the 
likelihood of it going into bankruptcy is extremely small, and (ii) it would experience as little 
economic impact as possible in the event of a bankruptcy of other related legal entities. 

Basis point (bp) -One one-hundredth of a percentage point, often referred to in writing as 
"bp" (or "bps" in the plural). Traders refer casually to this as "bps.". 

Benchmark - When pricing a bond, the benchmark is a security with lot s of price transparency 
that is agreed upon by all parties so that the yield on the new issue can be set relative to the yield on 
the benchmark. In that way, if yields in the market move after agreeing on the spread to 
benchmark but before final pricing, the parties do not have to renegotiate the final price/yield. A 
benchmark can also be a similar security used to determine relative value when talking to investors. 

Callable/non-callable bonds/pre-payment risk - In many cases bonds are offered for sale 
with a "call provision." For example, a company may want the right to retire a given bond issuance 
in five years even though it carries a 25-year maturity. That bond issuance would be said to carry a 
five-year call option. Investors who worry their bonds might be called away from them in a 
relatively sh011 period of time will not pay a high price for those bonds because they can't rely on 
earning the bonds' stated interest rate through maturity. Also known as "pre-payment risk. 
Non-callable bonds cannot be called away from the investor until the final maturity date. Nuclear 
Asset-Recovery Bonds typically are non-callable and therefore have no pre-payment risk. 

Final scheduled maturity date - The date by which it is expected the final principal payment 
on a bond or on a group of substantially identical bonds will be made. If this date is missed, it is 
not an event of default. 

Final legal maturity date -The date by which, if the principal is not fully paid, the bonds will be 
considered to be in default. Usually, the final legal maturity date is one to two years after the final 
scheduled maturity date. Somewhat confusing, but the scheduled versus legal final maturity is 
meant to account for potential uncertainty in receiving cash from assets supporting debt service. 

Irrevocable financing order - A finance order issued by state regulators that cannot be 
changed or revoked at a later date as long as the securitization bonds are outstanding, and which (i) 
segregates a specific component of the retail rate or charge which is imposed through out the 
service territory, (ii) causes the right to receive this rate component to be treated as an interest in 
property that can be bought, sold or pledged, (iii) authorizes the utility to sell such property 
to an SPE, (iv) 
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authorizes the SPE to issue debt secured by such property, and (v) requires the utility which sold 
the property to use the proceeds of the sale for a specific purpose. 

Maturity - The length of time the bond issuer has to repay specified amounts to the 
lender/ investor. after which time, an event of default would occur and the investor would get 
creditor rights to sue for repayment. 

Nominal Dollars or Nominal Savings -This type of measure reflects the current situation, 
not adjusted for the opportunity cost of funds over time. Nominal dollars treat all dollars the 
same whether received today or 10 years from today. See "present value" for the way to look at 
dollars over time. 

Present value - The amount of cash today that is equivalent in value to a payment, or to a stream 
of payments, to be received in the future. To determine the present value, each future cash flow is 
multiplied by a present value factor. For example, if the opportunity cost of funds is 10%, the 
present value of $100 to be received in one year is $100 x [1/ (1 + 0.10)] = $91. Opportunity cost 
means what a dollar today could earn over a specific period of time. 

Regression Line - Regression takes a group of data points and tries to find a mathematical 
relationship between them. This relationship is typically in the form of a straight line (linear 
regression) that best approximates all the individual data points. 

Relative value - The relationship between two securities' value in the market place. In pricing a 
new bond issue, for example, it is useful to compare the spread over swaps (see these definition 
below) of the proposed bond yield to the spread over swaps of a AAA-rated US agency bond. If the 
two securities were judged equal in risk with identical terms (not callable, same weighted average 
life, etc.), but one had a higher spread, it would be said to have greater relative value to the buyer. 

Road show - A formal presentation to potential investors/ purchasers of a security, typically 
organized by underwriters with the involvement of the issuer and the financial advisor. A team 
sometimes travels around the U.S. to discuss the features of the security, resulting in the 
term "Road Show." Sometimes the team travels to foreign financial centers to make these 
presentations. In recent years, most Road Shows have been conducted using elect ronic media over 
the Internet, reducing or eliminating the need for travel though in person presentations are can be 
more effective. 

Secondary market - The market in which stocks or bonds are traded after their initial issuance. 
The primary market is when the underwriters purchase the bonds from the issuer (i.e., the initial 
issuance ment ioned above), and then sell the bonds into the market place. When a bond trades at a 
substantially higher price (lower yield) in the secondary market immediately following its issuance, 
this is an indication it was mispriced (priced too low) by the underwriters. 

Securitization- The process by which a specific pool of assets, such as loan receivables, is used as 
a basis for issuing highly-rated (often AAA) bonds. The finite pool of assets is usually created and 
transferred to a trust or, in a utility securitization, to a bankruptcy remote entity, known as a 
special purpose entity (SPE). The entire right, title and interest in the assets is transferred at a fair 
market value to the SPE. The SPE pledges the assets to secure the bonds, and the cash flows 
from those assets are used to pay principal and interest on the bonds. Thus, the risk to the 
bondholder is just the risk associated with the cash flows from the assets in the SPE. The assets 
can be physical 
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(such as plant and equipment) or intangible (such as a loan receivable or the right to some other 
revenue stream). 

Special purpose entity (SPE) - A bankruptcy remote (see bankruptcy remote definition, 
above) legal entity set up for the express purpose of owning the right, title and interest in the assets 
used to secure the bonds and provide the cash flows to pay interest and principal on the bonds. 

Spread - The difference between the market yields of different fixed income securities of 
similar maturities, usually expressed in basis points. If a Treasury bond maturing in seven years is 
trading to yield 3.87%, and a AAA- rated corporate bond maturing in seven years is trading to 
yield 4.25%, the corporate bond is said to trade at a 38 basis point spread to the Treasury bond 
(4.25 - 3-87 = -38). 

Spread is the easiest way to compare the cost of funds represented by different debt securities 
with similar structural characteristics. Participants usually will refer to the spread "relative to 
Treasuries" or "relative to swaps" as the most meaningful way to compare a given debt 
security to the most liquid, most secure, and most easily available benchmark for a given 
maturity. Spreads are often referred to as either "tight" or "wide" to the benchmark. (See Tight 
spread/ Wide spread definition below.) 

Interest Rate % 

Bid 
.. . ..... f •• • •• • s d •• 

• • • • • • . • • • • ., • prf!a •• • • • • • .. • • •• •• • .. • "• •• • .l 

Trea5ury Bond ("Risk rrfle') 
-A Benchmark 

Also can be LIBORJSwap equivalent to 
a Bank rate like the Pnme rate 

•. ..• • T 
• ·• Sp.ad 

1 Basis point = 
1/ 100 of 1% 

Jan Dec 

Swaps, or interest rate swap agreements -An interest rate swap exchanges a floating rate for 
a fixed rate on bonds. Under certain market conditions, a combination of floating-rate bonds and 
fixed-rate swaps could produce a lower overall "synthetic" fixed interest rate for ratepayers. 
Certain investors prefer a floating rate, while other investors prefer a fixed rate. For example, 
many European investors prefer a floating rate. There may be an opportunity to lower overall 
ratepayer costs by issuing floating-rate nuclear asset-recovery bonds and swapping them to a 
synthetic fixed rate. 

Tranche - A tranche is a piece of a larger bond offering with its own cash flows, i.e. principal 
amount, maturity and interest rate, but governed by the same documents as the larger bond 
offering, i.e. prospectus, trust agreement, servicing agreement, etc. 

Tight spread/Wide spread - If a spread is considered "tight," it is low and closer to the 
benchmark rate. If it is "wide," the interest rate is much higher than the benchmark rate. Interest 
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rates are composed of the benchmark plus the spread. Thus, a tight spread means a lower interest 
rate. Issuers want a tight spread, while buyers prefer a wide spread. 

True-Up Period - The t ime in which nuclear asset-recovery charges and costs involved in an 
agreement are revised after the commencement of the contract. For instance, within 180 days 
after the commencement date, the parties will agree to revise the nuclear asset-recovery 
charges based on actual experience over the past 180 days . In this example, this will be done at the 
end of every future 180-day period. 

Underwrite - This refers to the actions of an investment bank when it initially purchases newly 
issued bonds with the intention of re-offering or re-selling them to the ultimate investors in the 
secondary market; thus the investment bank is hoping to assume the market risk for a short period 
of time. In order to actually underwrite bonds, underwriters need to have capital at risk, 

Underwriters - Investment banks that initially purchase the bonds and re-offer the bonds in 
the secondary market to the ultimate investors and put their capital at risk in doing so. A lead 
underwriter (sometimes called the "book-running" manager and most often called a "lead 
manager") is responsible for assembling and leading a syndicate that generally includes 
additional investment banks in an effort to reach the widest audience of buyers. A "co­
lead underwriter" (or "co-manager") is another firm that also assumes responsibility to 
purchase the bonds from the issuer. Nowadays, in practice, the underwriters of a bond issue 
often have orders for 100% of a new issue before it is sold to anyone, and consequently the 
underwriters do not hold the bonds or take any appreciable market risk. This enables the 
underwriters to be rid of the risk they would otherwise assume. Underwriters are paid for taking 
risk, so when they price the bonds to "fly out the door," (i .e., little or no risk to the underwriter, 
many times oversubscribed) this is not a good thing for ratepayers. Example: If one puts his home 
up for sale, and it sells the first day, he can be relatively certain he did not receive the best price 
for his home even though his real-estate broker was paid handsomely. 

Weighted average life (WAL) - The amount of time (in years), on average, the principal 
amount 'Arill remain outstanding. It is calculated by weighting the time each component of the 
principal is outstanding times the principal amount. Thus, for a bond that pays back all its 
principal at final maturity, the WAL is the same as the final maturity. However, utility 
securitization bonds amortize principal over a number of years, so the WAL is always less than the 
final maturity of the bond. 

Yield, current - The annual coupon amount of interest on a bond, divided by the selling price 
(expressed as a percentage). A $1,000 principal amount bond that sells for $1,000 with a $so 
annual interest coupon has a 5% yield. The lower the price, the higher the yield; the higher 
the price, the lower the yield. 

Yield to maturity -Yield to maturity is the discount rate at which the sum of all future cash flows 
from the bond (coupons and principal) is equal to the price of the bond. This measure of yield 
takes into account the difference between the current price and the principal value at redemption. 
This is the yield referred to when pricing a bond and comparing to the yield on benchmark 
securities . It is more reflective of true value because it accounts for the t ime value of money. 

\vww.sabcrnartners.com Page 4 of 4 



Docket No. 150 171-El 
Witness: Sutherland 

Exhibit No. __ (PS-I a) 
RRBs not ABS for Financial Reponing 

Page I of 4 



Docket No. 15017 1-EI 
---~----- ·-'-·-· -----··-- - -------·----- - -· ---- -------~- - ----- - - -------- '------ - ------ Wttn=-Sutherhmd 

Exhibit No. _(PS-I a) 
RRBs not ABS for Financial Reporting 

Page 2 of4 

Qq.estiou: Is a transfer ol trade rearivables lor which the related 
goods or services have been provided, but foe which the related 
receivables- have not been billed, a tran:sfer ol .financial &ISds lhat 
is~ for under ~t 140? 

4-12. Seauitiution of Regulatory Assets 

S1tt'DIIli1'J: Regulatory asaets {often called stranded CC$15) are not 
Bnandal assets and therefore are not covered by Statement 140. The 
SBC staff belJeves ElTF Issue No. ~ 18. "'SaJes of Future Revenues, • 
CO'Wers them. 
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casts cons)dered to be financial ~ the transfer of 
which would be within the scope ol Statemmt 140? 

Commentary: We discussed this is5ue wilh the SEC staff before 
the issuance of the FASB Staff hnplementation Guide on Statement 
12.5 (which preceded the Statement 140 PASB Staff .Implementation 
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Guide). The SEC 8ta.ff concluded that regula_tory assetS are not finan­
cial assets. The staff believes the legis~tkin. fhat provides lor the 
.teduitiza.tio.n oi regu1a1or:y aBets simply allows the utility's regu­
.latory authority to impose a tariff on eJectricity sold in the future. 
The law, however, does not transfonn regulatory assets into fin.an.. 
clal ~since they generally do not qualify to be acmunted. for .as 
revenue until they ue ~Ulable· to the customer. The bam for tbe 
SEC staffs conclusion is that the resulting Jaw creates an en.fotteable 
right (which is a right imposed en one party by anod\er, such u a pro51· · tax), but not a amtractu.al right. The SBC staff, after con­
sul · with the F ASB staff, concluded tllat the PASO &pedficaUy 
limi financial as8eiS to contradu.al r:ight.s to ash or other financial 
__., whid1 are ~a subset of~ rights. Thus, 
such an enfo.rceable right d~ not meet the deftnition of a financial 
asset.. 

The SEC staff also conduded that the proceeds reo!ived by the 
utility do not represent ca;h for QiSets sOld, bQt cash rec:eived for 
.futuie services. This approach e.ffidvely precludes accounting for 
thls type· of a transaction as a sale outside 01 Statement 140. 1he SEC 
staff believes the proceeds ~t debt. E1Tf lssu~ No. 88-18, 
""Sales of Future Revenues,• provides tbe most relevant gui.d.a:nce 
to make that detemaination (see Interpretation .f-9). 

4-13. Transfem of Minimum Lease Payments Under 
anOpe.-ating~ 

StlflltNIJ: Transfers of contractual paymenb receivable under an 
operating lease are not within the scope of Statement 140. 

Quatlon (from FASB SWflmpJementation Guide, Question 1); 

Response (from FASB SWf bnplemmtation Guide, Question 1): 

No. A right to receive the minimum 1.ea3e payments to be 
receivecf' under an ~ti:ng Jeue is an ~ 
financial uset. A$ stated in paragraph 4, StateD~ 140 
""does not address ... transfers of \tniecognized ftnandaJ 
assets, fur ~. minimum Ieue payments to be 
m:eived under operating ~ .. 
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Securitized stranded costs are not financial assets, and therefore 
transfers of securitized stranded costs are not within the scope of this 
Subtopic. Securitized stranded costs are not financial assets because 
they are imposed on ratepayers by a state government or its regulatory 
commission and, thus, while an enforceable right for the utility, they are 
not a contractual right to receive payments from another party. To 
elaborate, while a right to collect cash flows exists, it is not the result of 
a contract and, thus, not a financial asset. 
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Landmark Pricing 

• Reliant spreads to UST lowest of all 2001 RRB deals 

• At 0 to 5 basis points, Salomon Brothers Research Dept. also 
notes "[Reliant] achieved the tightest spreads relative to [credit card 
ABS]'11-- the most relevant RRB benchmark 

• Careful market evaluation and judicious timing prevented "rush to 
market" 

Decision to 11time the market" estimated to have saved Reliant 
ratepayers approximately $8-10 million (PV) 
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Pricing Comparison 
Reliant Energy vs. Consumers Power 

• Spreads 15-20 basis points lower than comparable Consumers 
bonds priced just 3 weeks later: 

Reliant Energy Consumers Power 

•, 

Pricing Date: 10/17/01 Pricing Date: 11/8J01 

-'-30 

2. 7 1 - 16 3.'JO - 3J 17 

" 1 q - 17 "\ fl(J -,.1 1\ 19 

7.19 .,.22 7.00 -40 18 

10.29 •37 1C•.OO .;.55 18 
12..85 -'-55 

Compared to Consumers, narrower spreads saved Reliant 
ratepayers an additional estimated $7-9 million (PV) 
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Solt <1 s. Scott = =: ==: : or1g<1ges: IIT:: I I : I I :on~umers : nergy _j"!Clllg 

X-From_: SSoltas@exchange.ml.com Thu Nov 1 07:50:15 2001 
X-Server-Uuid : 3789b954-9c4e-11 d3-af68-0008c73b0911 
From: "Soltas, Scott (CICG- NY Mortgages)" <SSoltas@exchange.ml.com> 
To: "'jfichera@saberpartners.com'" <jfichera@saberpartners .com> 
Subject: Consumers Energy Pricing 
Date : Thu, 1 Nov 2001 07:47:27 -0500 
X-Mailer: Internet Mail Service (5.5.2654.52) 
X-WSS-ID: 17FF98741128164-01-01 

Joe-

I thought you might appreciate the final print on Consumers Energy. Judging by the timeline of 
initial price guidance, restructuring , and final pricing I'd have to assume that either (1) 
Consumers 
was downgraded during the marketing process, (2) The RRB market widened out by 15 bps, or 
(3) MSDW does not have the marketing and distribution of the MLIGS/BS team, nor do they 
have Saber Partners 
riding roughshod over the process. I'm pretty sure that the correct answer is (3). 

As I recall , Reliant priced 3yrs at +16, 5yrs at +17, 7yrs at +22, and a whole lot more 10.29yrs 
at +37. 

By the way, those spreads are still indicative of the Reliant RRB markets. 

1 feel even more comfortable signing that letter that says the rate payers got the best deal 
available in the market at that point in time now! 

Congratulations on a great execution, again. 

Best regards, 

Scott 

"Consumers Funding 2001 -1" (Consumers Energy) $469mm rate reduction bond ASS has 
priced via Morgan Stanley. 

Size Cl Mdy/S&P/Ftch Avg Life Cpn Price Yld Pxng Spread 
-$ 26mm A-1 Aaa/AAAJAAA 1.0yrs 2.59% 99.99590 2.592% +30bp/synth Li 
- $ 84 A-2 Aaa/AAA/AAA 3.0yrs 3.80 99.99182 3.813 swaps +33bp 
- $ 31 A-3 Aaa/AAA/AAA 5.0yrs 4.55 99.95901 4 .578 swaps +36bp 
- $ 95 A-4 Aaa/AAAIAAA 7.0yrs 4.98 99.96793 5.010 swaps +40bp 
-$117 A-5 Aaa/AAA/AAA 10.0yrs 5.43 99.97673 5.464 swaps +55bp 
-$115.6 A-4 Aaa/AAA/AAA 12.8yrs 5.76 99.98053 5.798 swaps +65bp 
Co-mgrs are BarCap, BOCM, JPM, Loop. Del Nov 8 flat. 
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.John 1\lcEira vcy, CFA, ScniOJ- Analyst 
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Bee Sirn Koh, A.<i!.Ociatc Analyst 
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ABSolute Value: Rate Reduction Bond ABS Primer 
An Overview of Utility Receivables Securitization 

Executive Summary 

• Seruritizations of utility receivables have heen known by sevPral names: s tranded -asset, 
rate-reduction and s torm-recovery bonds. The market convention is to refer to all bonds 
in this secto r as ra te-reduction bonds or RRBs. We follow that convention in this report, 
which surveys the structural features of and conditions in the market for RRBs. 

• RRBs are securitiza tions backed by the future collectio ns of special charges applied to 
electric util ity bills. The amount of the collection is based on power usage, which can va1y 
from year to year based on weather or eco nomic conditions. 

• The bonds issued in this secto r are structured with robust legal and regulatory 
pro tections to mitigate the po tential politieal risks that may. tern from the introduction of 
the utili ty tariff on ratepayer bills. 

• Internal credit enhancement tends to be relatiYely low compared to bench mark cons umer 
ABS due to these legal safeguards as well as the presence of the ~true-up mechanism." 
This procedure allows the utility tariff to be adjusted, either up o r down, in the event that 
tariff collections are significantly different than what would be needed to meet the 
scheduled amortization of the bonds. It has been used successfully in se,·eral cases. 

• RRB issuance has been relatively light in recent years, although outs tanding bonds s tood 
at $ 11.3 billion as of Q2 2 011 due to the relat ively long average lives of the bonds. RRBs 
repay principal hased on a scheduled amortization , which limits the prepayment risk and 
may make payments qua1terly o r semiannually, s imilar to corporate bonds. 

• RRBs have s imilarities to secured utili ty bonds, s uch as first-mortgage bonds, and have 
found an audience from corporate crossover buyers, in our opinion. However, RRBs have 
significant legal and regulatory protections not normally found in corporate bonds. 

• In our opinion, RRBs offer some of the best relative value in the consumer ABS market 
for the credit risk taken. Spreads of rate-reduction bond ABS have remained relatively 
wide throughout the pos t-crisis period. RRB spreads that trade at +4 bps or more to 
benchmark credit card ABS re present better relative value op portunities, in our opinion . 

P lca !-.C see the disclo:-.u •·e appl'ndi.x of th i!-. puhlkation 
f<H' ce•·tifieat ion and di-.do«m·<.• informatio n . 
. \lll·~ti matc«/ fo•·cca1'> l '< ar·c a« of 0 7 I 17 I 1:~ u nlc«« ot h <:' l'\1 i!-.C <;lal<.•d . 

·ntis report is availahle on wellsfargoresearch.com and on Bloomberg WFRE 
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Utility Receivables - What's in a Name? 

Rate-reduction bond ABS are secmitizations backed by the future collections of special charges 
applied to elect tic utility bills. TI1e amount of the collection is based on power usage. TI1ese utility 
receivables deals ha,·e been identified by different names since first coming on the ABS scene in 
1997. TI1e earliest deals were called ·'stranded assets" because the charges applied to ratepayer 
bills were meant to defray the costs of nuclear power plants that would no longer be economic in a 
deregulated power-generation market. TI1e investments were economically "sh·anded·· under the 
pre,ious regulatoty regime and could not be recovered under ordinmy market conditions. 

Later deals were termed '·rate-reduction·· bonds because electtic utilities were allowed to recover 
the costs of certain infrastructure invesh11ents and, in turn, pass along lower utility rates to 
customers. Again, a deregulated power-generation market was intended to bting lower costs to 
end users. More recent deals have been christened '·storm-recovety" bonds because utilities in 
various states have been allo,,·ed to apply a surcharge to bills to help pay for reconstruction and 
repairs to power networks damaged by hurricanes or other storms. 

Despite the different names and reasons for implementation of the utility tatiffs, the structural 
featmes and credit protections are generally the same. TI1e market convention is to refer to all 
bonds in this sector rate-reduction bonds, or RRBs. v\'e follow that convention in this report , 
which surveys the structural features of and conditions in the market for RRBs. 

Issuance- and Outstanding 

The amount of RRB issuance in the early years was substantial, and many market participants 
expected considerable upside from the sector. Indeed, $27.5 billion of RRBs were issued in the 
five years from 1997- 2001. Howewr, in the following 1:! years, including YTD 2013, the market 
has a\·eraged just $1.6 billion per year, and only 2005 exceeded $5 billion (Exhibit t ). RRBs have 
become a smaller niche sector than many would have anticipated, but we believe RRBs offer 
cett ain characte1i stics that may not be found in other .ABS sectors. 

Exhibit 1 : Rate Reduction Bond ABS Issuance 
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RRBs repay principal based on a scheduled amortization, which limits the prepayment risk found 
in many other ABS backed by consumer receivables. Furthermore, the bonds may pay interest 
and principal quarterly or semiannually, similar to corporate bonds. This feature is one reason 
that RRBs have found an audience from corporate crossover bu~·ers, in our opinion. RRBs have 
similarities to secured utility bonds such as first-mortgage bonds. 

However, RRBs have significant legal and regulatory protections not normally found in a secured 
corporate bond. In addition, RRBs, in most cases, offer longer average li\·es than the typical auto 
or credit card ABS, with many bonds reaching seven years or more. Bonds with a,·erage lives of 10 

years or more are not unusual. The longer a\·erage lives, combined with fixed-rate coupons offer 
ABS investors access to longer duration bonds. 

Exhibit 2 : RRB ABS Outstanding 
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Those longer principal windows and average lives are the reasons that the amount of RRBs 
outstanding is much higher than might have been expected given the dearth of new-issue volume 
over the past few years. Total RRBs outstanding fell to the $ 11 billion- $12 billion range from 
2011- 2013 from the most recent peak of $21 billion in 2005 (Exhibit 2). The RRB sector 
accounted for about 2% of total consumer ABS outstanding as of Q2 2013. A modest amount of 
issuance should keep the amount of ABS backed by utility receivables stable. 

However, it can be difficult to forecast new-issue Yolume of RRBs because of the long legislative 
and regulatory lead times required to complete these deals. The utilities may also find it more 
advantageous to issue corporate debt instead of ABS. The history of RRB deals and their utility 
sponsors are listed in Exhibit 3· Deal sizes averaged approximately $1.1 billion from 1997-2005, 
but declined to $575 million after 2005. This average amount was boosted by two deals that 
weighed in at $1.7 billion each. Excluding those two deals, the a\'erage deal size since :!005 has 
been $433 million. 

3 
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Exhibit 3 : Rate Reduction Bond ABS Deals and Utility Sponsors 

Original 
Deal Name Pricing Date Balance Trust Name Utility Sponsor 

(MM$) 

CIPGE 1997-1 11/25/97 2,901 California Infrastructure PG&E Pacific Gas and Electric Company 
CISDG 1997-1 12/4/97 658 California Infrastructure SDG&E San Diego Gas and Electric Cofr4)any 
CISCE 1997- 1 12/ 4/97 2,463 California Infrastructure SCE Southern California Edison Cofr4)any 

COMED 1998- 1 12/ 7/98 3,400 COMED Transitional Funding Trust Comnonwealth Edison Cofr4)any 
IPSPT 1998- 1 12/10/98 864 Illinois Power Special Purpose Trust Illinois Power Company 

PECO 1999-A 3/18/99 4,000 Peco Energy Transition Trust Peco Energy Cofr4)any 

SPPC 1999- 1 3/30/99 24 Sierra Pacif ic Power Cofr4)any Sierra Pacific Power Company 

BECO 1999- 1 7/14/99 725 Massachusetts RRB Special Purpose Trust Boston Edison Company 

PPL 1999- 1 7/29/99 2,420 PP&L Transition Bond Cofr4)any LLC PPL Electric Utilities Corp. 

WPP 1999- A 11/3/99 600 West Penn Funding LLC Transition Bonds West Penn Power 

PECO 2000-A 4/27/00 1,000 Peco Energy Transition Trust Peco Energy Cofr4)any 

PEGTF 2001·1 1/25/01 2,525 PSE&G Transition Funding LLC Public Service Elect ric & Gas Co . 

PECO 2001 -A 2/15/01 805 Peco Energy Transition Trust Peco Energy Co 

DESF 2001·1 3/2/01 1, 750 Detroit Edison Securitization Funding LLC Detriot Edison Company 

CTRRB 2001 - 1 3/27/01 1,438 Connecticut RRB Special Purpose Trust Connecticut Light & Power 

PSNH 2001·1 4/20/01 525 Public Service New Hampshire Funding LLC Public Serv ice Cofr4)any of New Hafr4)shire 

WMECO 2001·1 5/14/01 155 Massachusetts RRB Special Purpose Trust Western Massachusetts Electric Company 

CNP 2001-1 10/17/01 749 CenterPoint Energy Transition Bond Company IV CenterPoint Energy Houston Electric LLC 

CONFD 200 1· 1 10/31/01 469 Consumers Funding LLC Consumers Energy Co 

PSNH 2002- 1 1/16/02 so Public Service New Hampshire Funding LLC Public Service Company of New Hampshire 

AEPTC 2002-1 1/31/02 797 AEP Texas Central Transition Funding Cent ral Power and Light Company 

JCPL 2002- A 6/4/02 320 JCP&L Transition Funding LLC Jersey Central Power & Light 

ACETF 2002- 1 12/ 11/02 440 Atlantic City Electric Transition Funding LLC Atlantic City Electric Company 

ONCOR 2003- 1 8/14/03 500 Oncor Electric Delivery Transit ion Bond LLC Oncor Electric Delivery Co. 

ACETF 2003- 1 12/18/03 152 Atlantic City Electric Transition Funding LLC Atla ntic City Electric Corrpany 

ONCOR 2004- 1 5/28/04 790 Oncor Electric Delivery Transit ion Bond LLC Oncor Electric Delivery Co. 

RCTF 2004·1A 7/28/04 46 Rockland Electric Co Transition Funding LLC Orange and Rockland Utilities, Inc. 

PERF 2005-1 2/3/05 1,888 PG&E Energy Recovery Funding LLC Pacif ic Gas & Electric Co. 

BECO 2005· 1 2/15/05 675 Massachusetts RRB Special Purpose Trust Boston Edison Co.; Comnonwealth Electric Co. 

PEGTF 2005- 1 9/9/05 103 PSE&G Transition Funding LLC Public Service Electric and Gas Co. 

WPP 2005-A 9/22/05 115 West Penn Funding LLC Transition Bonds West Penn Power 

PERF 2005- 2 11/9/05 844 PG&E Energy Recovery Funding L Pa cific Gas & Electric Co 

CNP 2005-A 12/9/05 1,851 CenterPoint Energy Transition Bond Company IV CenterPoint Energy 

JCPL 2006-A 8/ 4/06 182 JCP&L Transition Funding LLC Jersey Central Power & Light 

AEPTC 2006-A 9/26/06 1,740 AEP Texas Central Transition Funding AEP Texas Central Co. 

FPL 2007-A 5/17/07 652 FPL Recovery Funding LLC Florida Power & Light Co 

EGSI 2007- A 6/22/07 330 Entergy Gulf Stat es Reconstruction Funding LLC Entergy Texas Inc 

RSBBC 2007-A 6/29/07 623 RSB Bondc o LLC Balt imore Gas & Electric Co 

CNP 2008- A 1/29/08 488 CenterPoint Energy Transition Bond Cofr4)any IV CenterPoint Energy 

CLECO 2008- A 2/28/08 181 Cleco Katrina/Rita Hurricane Recovery Funding LLC Cleco Power LLC 

LPF A 2008- ELL 7/22/08 688 Louisiana Utilities Restoration Corp./ELL Entergy Louisiana LLC 

LPF A 2008- EGSL 8/20/08 278 Louisiana Utilities Restoration Corp ./EGSL Entergy Gulf States Louisiana 

ETI 2009-A 10/29/09 546 Entergy Texas Restoration Funding LLC Entergy Texas Inc 

CNP 2009-1 11/ 18/09 665 CenterPoint Energy Transition Bond Cofr4)any IV CenterPoint Energy 

LCDA 2010- EGSL 7/16/10 244 
Louisiana Local Gov't Environmental Facilities and 

Entergy Gulf States Louisiana 
Community_ Develooment Authority 

LCDA 2010-ELL 7/16/10 469 
Louisiana Local Gov't Environmental Facilities and 

Entergy Louisiana LLC 
Community Development Authority 

EAI 2010-A 8/ 11/10 124 Entergy Arkansas Restoration F Entergy Arkansas Inc 

ELL 2011- A 9/15/11 207 Entergy Louisiana Investment R Entergy Louisiana LLC 

CNP 2012·1 1/11/12 1,695 CenterPoint Energy Transition Bond Company IV CenterPoint Energy 

AEPTC 2012· 1 3/7/12 800 AEP Texas Central Transition Funding AEP Texas Centra l Co. 

FEOH 2013· 1 6/12/ 13 445 First Energy Ohio PIRB Special Purpose Trust FirstEnergy Corp. 

Source: Asset-Backed Alert, Bloomberg, Wells Fargo Secunties, LLC. 
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Relative Value Analysis to Benchmark Cards 

Spreads of rate-reduction bond ABS have remained relatively ,,-ide throughout the post-ctisis 
petiod and have exhibited some '"ide S\\ings over the past few years. Since hitting their post-ctisis 
lows in September 2012, spreads have "idened by about 30 bps through July 12, 2013 (Exhibit 4). 
We believe that this trend has been influenced by a general widening of spreads in the ABS 
market during 2012, and increased volatility brought on by the market's reaction to Federal 
Reserve policy communications. In our opinion, RRBs offer some of the best relative value in the 
consumer ABS market for the credit tisk taken . 

E.xhibit 4: RRB Spre-ads 
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Wells Fargo Securities has collected genetic spreads on the RRB sector back to 2001. In our 
opinion, assessing relative value in rate-reduction bond ABS can be best accomplished by 
reviewing the spread differential between RRBs and benchmark credit card ABS. This 
relationship from 2001 to just before the market dislocation in July 2007 is charted in Exhibit 5· 
The average weekly difference was +-t bps to +6 bps, depending on the tenor of the bonds from 
2001 to June 2003. However, the range of the spread differential was a wider +2 bps to +9 bps for 
three-year and five-year average life bonds. 

After June 2003, the spread differential narrowed to an average weekly level of just about + 1 bp, 
and this difference was stable across the benchmark tenors in RRBs (three-year, five-year and 10-

year average lives). We believe that an increase in the amount of bonds outstanding and the 
number of issuers, as well as increasing investor acceptance, helped push the spread differential 
tighter. The week-to-week vatiability was relatively low, and this pattern was consistent with the 
bencluuark auto and credit card ABS sectors. It indicated a meaningful increase in transparency 
and liquidity, in our view. 

Exhibit 6: RRB / Credit Card ABS Spread Diffe•·ential - 2.010- 2.013 
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Source: Wells Fargo Secunties, LLC. 

RRBs traded well inside credit card ABS during the depths of the financial crisis in late 2008 and 
early 2009 (spreads 200 bps- 300 bps inside) because investors placed a higher tisk premium on 
large commercial banks and their credit card portfolios dming this period. However, it took 
almost another two years for the spread relationship to nonnalize by early 2011. 

The average weekly spread differential has returned to pre-crisis levels of +2 bps to +3 bps from 
July 2010 to July 2013. The average is closer to +..:t bps, though, if all of 2010 is excluded. 
Neve1theless, secondary trading levels for RRBs have experienced large excursions away from this 
long-run a\·erage level, and these excursions have had a tendency to persist for a number of 
weeks. 

\Ve view RRB spreads trading at +4 bps or more to bE>nchmark credit card ABS as representing 
better relath·e value. In general, RRBs involve less credit 1isk than credit card ABS, although the 
smaller size of the RRB sector, wider p1incipal payment windows and somewhat less transparency 
due to the regulatory nature of the collateral require some spread concession, in our view. 
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Structural Considerations 

Unlike most asset-backed securities, rate-reduction bond ABS are characterized primarily by their 
legal and regulatory framework. To a large extent, the credit analysis of the underlying obligors, 
which are the ratepayers in the utility's service area, is a secondary consideration, in our view. The 
securitization structure of most RRBs is relatively straightforward. The utility would transfer its 
ownership of the utility charges to a bankruptcy-remote special purpose vehicle (SPV) that would 
issue the ABS to investors. 

The ABS may be issued as a single pass-through security, or there may be several tranches of 
bonds issued that pay in sequential order. Principal is repaid according to a scheduled 
amortization that would be consistent with the forecast for power usage and cash flows. Interest 
payments may be made quarterly or semiannually. The cash flows are stressed in the rating 
process to determine how much forecast error the deal can withstand and still make payments to 
investors in a timely manner. 

Credit enhancement is provided, in most cases, by a small amount (generally 0.5%-1%) of 
overcollateralization, reserve fund, or some form of capital account to provide liquidity in the 
event of short-run cash flow shortfalls. However, the primary form of credit enhancement is a 
regulatory-mandated "true-up mechanism" that can adjust the amount of the utility tariff charged 
to the customer. The robust legal and regulatory nature of the true-up mechanism, along with the 
fundamental character of power usage, allows for the relatively low level of internal credit 
enhancement in RRBs. 

A Regulatory Future Flow Receivable 
One of the key considerations in the RRB sector is that the asset securitized is a future flow rather 
than an existing loan or receivable. The utility tariff is established by a law passed by a state 
legislature and further put into practice by a financing order from the state's utility regulators. 
The charge added to the utility bill is established as a property right of the utility that can be 
transferred or sold and pledged as a security interest similar to other kinds of receivables 
securitized in the ABS market. 

In the event that a utility is subject to a merger or files for bankruptcy, the order to collect the 
utility tariff remains in place with the successor utility. This provision helps avoid any disruption 
in billing and collections of the tariff and, therefore, for bondholders. Although the utility has a 
target amount to be raised from the utility tariff, the periodic amount of the cash flows can only be 
estimated at origination based on the expectations for usage. Actual utility usage and cash flows 
may deviate from the forecast amount. 

Irrevocability and State Pledge 
One of the key legal features of an RRB is that the utility tariff is irrevocable. As noted above, the 
receivables have been created by legal and regulatory actions and are collected over time based on 
electricity usage. The receivable does not already exist, unlike an auto loan or lease. There is a risk 
that a future legislature or regulator could act to alter or rescind the utility tariff. In order to 
mitigate this risk, there is irrevocability language inserted in the legislation to prevent the 
impairment of the value of the utility tariff without adequate compensation. 

The RRBs are not obligations of the state, nor do they carry the full faith and credit of any 
government or agency. However, the legislation creating the utility tariffs will generally contain a 
state pledge not to limit, alter, or impair the property rights created. There may be challenges 
from other constituencies over time that oppose the creation of the utility tariff, either through 
new legislation or ballot initiatives. The state pledges not to make any changes to the law or 
regulatory environment until the bonds are paid in full to mitigate the potential political risks to 
an asset created through the political process 

7 
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Non-bypassability 
The utility receivables generated would be collected based on a customer's usage and the fact that 
the customer is connected to the utility's deliver system. This delivery, or network, charge should 
not be avoided, or bypassed, just because a customer contracts with another generator of the 
power. The utility can collect the charges from existing customers as well as future customers 
from its service area. 

In some states or markets, third-party energy providers may be allowed by regulators to bill 
customers directly. In these cases, the tariff is collected by the third-party provider and the 
charges are passed along to the utility. Customers can reduce their exposure to the charge by 
using less power, or by disconnecting from the service grid entirely. However, they should not be 
able to avoid paying the utility tariff as long as they are connected to the utility's network. 

Bankruptcy Remoteness 
Like other types of securitized assets , the utility tariff is established as a property right that can 
be sold or transferred to another party. The right to the future receivables is sold by the utility to a 
bankruptcy-remote special purpose vehicle (SPV), which is the issuer of the ABS. This "true sale" 
of the receivables to the SPV should isolate the payments from being consolidated with the utility 
in the event that it files for bankruptcy. 

The transfer of the utility tariff is a sale, not a pledge or a secured fin ancing. Legal counsel would 
normally provide a nonconsolidation opinion that a bankruptcy court would not consolidate the 
SPV with the bankruptcy estate of the utility. This bankruptcy-remote nature of ABS is the 
standard in the market to provide a separation between the ABS and any potential bankruptcy of 
the seller/servicer. 

True-Up Mechanism 
The key credit enhancement feature of RRB deals is the true-up mechanism. This procedure 
allows the utility tariff to be adjusted, either up or down, in the event that tariff collections are 
significantly different than what would be needed to meet the scheduled amortization of the 
bonds, including any fees and replacement of credit-enhancement reserves. The true-up can occur 
at least annually, as needed, but some deals allow for more frequent changes in the charges, such 
as semiannually. Regulators cannot alter the true-up, nor do they need to approve its use. 

The strength of the legal and structural safeguards, along with the robust nature of the protection 
provided by the true-up mechanism, affords substantial credit enhancement for ABS investors. 
Indeed, Fitch Rat ings indicated in its "Outlook and Performance Review for U.S. Utility Tariff 
ABS" (Feb. 1, 2013 ) that several RRB transactions have successfully used their true-up 
mechanisms to offset revenue shortfalls. 

Weather-related variations in collections have occurred due to system outages from hurricane 
damage and warmer-than-normal winter temperatures. In addition, six transactions suffered 
shortfalls from 2008- 2010 due to the recession's effects on customers reducing their power 
usage. Some were residential customers trying to save on monthly expenses, wheras others were 
commercial and industrial customers cutting production or going out of business, according to 
the Fitch Ratings report. 

Credit Analysis 

When rating a new RRB deal and determining the potential variability in cash flows, the rating 
agencies typically perform a credit analysis of the utility and the service area that is subject to the 
utility tariff. The major areas of inquiry include the energy usage level and trends of the customer 
base and its composition, the size of the tariff in relation to the entire utility bill, customer 
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delinquency and loss trends, national and local economic factors affecting energy usage, and 
seasonality due to weather conditions. 

The rating agencies incorporate various stresses in their cash-flow models to take account of 
forecast errors or variations in usage based on changing credit conditions. Although the credit 
analysis of the utility, its customer base and servicer area are important, they tend to take a 
position of secondary importance, in our opinion, to the legal and regulatory structure of the 
utility tariffs and the ability to true-up the charges when collections vary from the forecast. 

Customer Base 
A utility's customer base typically can be divided into four segments: Residential, Commercial, 
Industrial, and Government. The most important segments tend to be Residential and 
Commercial/Industrial. Most service areas have a low concentration of government obligor 
exposure, although some areas may include state or federal government offices or military bases. 

Residential customers offer the most diversification because each household is just a small 
portion of the overall pool of residential customers. They should also represent the most stable 
cash flows because households (and smaller commercial customers) tend to be less sensitive to 
economic cycles in their power usage. It could be assumed that new residents would replace those 
who move away, providing additional long-run stability. However, reduced demand for housing 
during recessions may present a potential risk to power usage and the generation of cash flows 
backing the RRBs. 

Commercial and industrial customers are likely to be more concentrated as a group, and the size 
of individual firms could mean an increase in risk to cash flows in the event of reduced usage from 
less production, self-generation of power, or the possibility of ceasing business in that service 
area. For that reason, the rating agencies analyze the power-usage patterns of areas with cyclical 
industries and emphasize periods of recession in their analysis. This process provides an estimate 
of the potential variability of cash flows from the amortization schedule of the bonds. 

Usage Patterns and Seasonality 
Residential and smaller commercial customers normally show greater changes in power usage 
due to changes in weather patterns. An unusually hot summer or colder-than-normal winter 
would likely drive power demand higher, and these seasonal patterns tend to be more important 
for short-run variations in power usage. In the long run, conservation measures, increased use of 
energy-efficient appliances and technological advances are more likely to play a role in energy­
usage patterns. Larger commercial and industrial customers would also be affected by these 
weather-related and technological advances, although in the near term, they tend to be affected 
more by fluctuations in economic activity. 

Size of Utility Tariff 
The rating agencies also consider the size of the utility tariff relative to the overall customer bill. 
This relationship becomes more important if the true-up mechanism must be used to increase the 
charge due to variability in the receivables generated. An increase in the overall price of power 
could be large enough to reduce demand for power if the tariff is a relatively large portion of the 
bill. This incentive may become particularly intense for larger industrial customers who have 
more energy alternatives. 

9 
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Regression Analysis of Texas Transition Bond Spreads 

SPREAD TO SWAPS REGRESSION LINE (USED IN SAVINGS ANALYSIS): Y = 2.9021X + 5.7598 

Reliant Energy 2001-1 

A-1 A·2 A-3 A-4 

Size (in millions) $ 115.0 $1 1 X.O ) 130.0 $_,g5_l) 

WAL 2.7 1 5.21J 7. 11J 10.29 

Implied Y Value 1-f 21 27 :>n 
Actual Pricing 16 17 22 37 

Dill'c•·cncc in bps (2) 4 5 ( I ) 

Central Power and Light 2002-1 

A-1 A-2 A-3 A-4 A-5 

SiLl' S 12lJ.O $ 154.5 $ 107. 1 S2 1-4.9 S. I 9 I .9 

WAL 1.90 4.70 DO I tl.OO 13.00 

Implied Y Value II I IJ 27 35 43 

Actual Pricing 7 II 14 24 34 
Difference in hps 4 s 13 ll 9 

Oncor Electric Delivery Transition Bond 2003-1 

A-1 A-2 A-3 A-4 

SiLC $ 104.0 $122.0 $ 130 .0 $ 144.0 

WAL 2.00 5.00 R.OO I OK~ 

Implied Y Value 12 20 29 '_17 

Actual Pricing 7 7 16 19 

Difference in hps 5 13 B IS 
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Economic Savings Captured by Texas Transition Bonds 

Reliant Energy 2001-1 
Tranche Size WAL Coupon Bp Difference Implied Coupon 

A-I 115 .0 2.7 1 .1.X4% (2) 3.!l21k 

A -2 11 8.0 5.29 4.76"/r. -I 4 .XO'k 

A-3 130.0 7. 19 5.1 (J<_ii 5 5.2 1% 

A--l 3X5.Y I 0.29 5.n:Wr ( I ) 5.62% 

$748.9 7.7'6 

• Savings: $213,045 
• Bps: 0.37/ycar 

Central Power and Light 2002-1 
Tranche Size WAL Coupon Bps Difference Implied Coupon 

A - I 129 .0 1.90 3.54'/1 4 3 . .'\X';( 

/1. -2 15-l.S 4.70 5.01 'i( 8 5.1 O(!t 

A-3 107.1 no 5.56'7r- I _I :i.69'lr 
A---1 214 .9 10.00 5.96'}! II 6.07'k 

A-5 191.Y ll_()() 6.25'k 9 6.3--lo/.' 

~7<.J7.J X_02 

• Savings: $3,949,077 

• Bps: 6. 18/year 

Oncor Electric Deliverv Transition Bond 2003-1 
Tranche Size WAL Coupon Bps Difference Implied Coupon 

/I. - I 104.0 2.00 2.2Mi 5 2.31 ?l 
A-2 122.0 5-()() 4.0 .VIi' 13 4 .16'k 

A-3 130.0 8.00 4.959'n 13 5.0W1o 
A-4 144.0 10.83 5.42",1, IX 5.60'.1 

$.'\00.0 6 .85 

• Savings: $3,371,354 

• Bps: 9.84/ycar 
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Pricing Differential to Credit Card Spreads: Texas Advantage 
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Differential to CC Pricing on Appropriate Benchmark 
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Regression Analysis: Spread to Swaps 

5 

Tranche Average Life vs. Spread to Swaps 
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Regression Analysis: Spread to Treasuries 
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Tranche Average Life vs. Spread to Treasuries 
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Methodology 

SPREAD TO SWAPS (USED IN SAVINGS ANALYSIS) 

~ Includes stranded cost transacti nns completed from November 1997 to year-to-elate. 

~ Transactions priced against Treasuries (prior to April 2000) were converted to spreads to Swaps using the 

follm~ ing forrnula: 

Spread TO Slntps = Spread ro Treasury + Treasury Yield- Smtp Rare 

~ For all transac tion~. except f0 r Texas RRB transactions. swap pricing was pl01ted on Y-axis against 
cl\-crage life (X-ax is) by tranche. 

~ Regression line generated calculates a representative spread at a given average life. 

~ Texas transactions are specific:.illy identified to untlerscorc whether they fall h~ l ow the regression line. 

SPREAD TO TREASURIES 

~ Includes stranded cost transact ions completed from November 1997 to year-tn-dare. 

~ Transact inns priced aga inst Swaps (post Apri l ~000) were converted to spreads to Treasuries w-,ing the 

following formula: 

Spread ro Treasury = Spread to S11·aps + S1n 1p Rate - Treusury Yield 

~ For all transactions. except for Texas RRB transactions. trea:-:.ury pricing was plotted on Y -axis against 

average life (X-axis) by tranche. 

~ Regression line generated calcu lates a representati ve spread at a gi ven average li fe. 

~ Texas transactions are speci fi ca ll y identified to undcr~corc whether they fall below the regression line . 
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Methodology (Continued) 

DIFFERENTIAL TO GENERIC CREDIT CARD SPREADS 

..,.. Includes stranded cost transactions completed from Novcmher 1997 to year-to-date. Trans<lct ions priced 

to Tre<.lsuries were compared to generic cred it card :-.pn.:ads also priced to Trea:-.uries. Transactions priced 

to Swaps were comparee! to generic cred it card spreads also priced to Swaps . 

..,.. Ploued the differential between credit card spreads and stranded cost transaction spreads (other than 

Texas RRB transactions) on the Y-axi:-. agai nst the average liiC (X-axis) by tranche . 

..,.. Tranches with average li fe less than 2 years and over 10 years were not used in this analysi s due to the 
lack of reliable cred it card spread-; for those tails . 

..,.. Regression line generat ed calculates a representative spread different ial at a given average life. 

SAVINGS CALCULATIONS 

..,.. By generating spread to Swaps regress illn' lines, we were able to find a represcntat iw spread at a gi,·cn 

average life . 

..,.. By using such spread. we calculated implied coupon (hy tranche ) for Texas transactions . 

..,. Savings m!re calculated by suhtracting PV of actual cash llm.vs from PV of cash fl ows built ba:-.cd nn 

implied coupons. 

PV actual = PV (actual weighted average yield, actual cash flows) 

PV implied= PV (actual we ighted average yield, implied cash tlows) 

..,.. Savings in bps per an num were calculated hy diYi di ng savings by deal size hy weighted average life . 
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X -Origi nell-To: j fi chera@saberpartners.com 
Delivered-To: j fichera@saberpartncrs.com 
Subject: TX savings summary (re vised) 
Date: Fri, 19 Sep 2003 17:44:00 -0400 
X-MS-Has-Attach: yes 
X-M S-Tl'\ EF-Correlator: 
Thread-Topic: condensed tx summary 
Thread-Index: 
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AcN+zmscxn2mV2xHRPiWg+ijmPYVIvlAAFJJIRgAAi\IMvGAAA/.4J8k--= 
r rom: "Donskaya, Marina [F il" <marina.donskayatg'cit igroup.com> 
To: "Joseph Fichera (l-mail )" <j ficherarr~!sa bcrpanners.com> 

Cc: "llumphrey, Paul G I Fl l" <paul.g..humphre) ·1iJcitigroup.com>. 
"II ill er, Howard I, I Fl l" <howarJ.I.hillcr17 citigroup.com>. 
"Mclaugh lin. Ish lFI]" <ish.mc laughl in@citigroup.com>. 

"l.ou. Wendy I rll" <\\·endy.louu1 citigroup.com> 
X-ScanneJ-By: MIMEDefang 2.36 

Joe. please u~c this version (i nstead of the one sent at 5 pm) as we rev ised cc savin gs per 
year (excluded trancl1es past I 0 years) and added a paragraph on mcthodology used. 

-----Ori ginal Message-----

Joe. 

As discussed. we've revised our analys is to usc actual coupons (instead of implied 
coupons) a.;; a discount rate. I a lso '"anted to note that we used average life (in:.tead of 
duration) when ca lcu lating savings per year. Fina lly, we included both savings against 
other RRL3s and agai nst credit cards in the attached fi le (both including and excluding 
WMCC'O and PSN H). 

In our methodology, we looked at the average spread to S\\·aps for all trans ition bonds 
other than Texas deals in ditlerenr average lite buckets. The savings tor each Texas deal s 
arc based on the difference between the average spread to swap and thc Texas deal's 
spread to swap. The bps savings vvas then used to increase the coupon of the Texas bonds 
("implied coupon") and calcu late a nc'' set of interest payments. T he difference between 
the new interest payments and the original interest payments yield the doll ar :.~wi ngs. 
These savings were then PV'ed back using th e actual coupon as the discount rate. 

'I he analysis look ing at cred it caru differential s used the same methodology. Except, 
instead of looking at the awragc spread to swap. we looked nt the average di rterence in 
spread to cred it cards. 

To summarize. the difference in total avings vs other transition bonds (excludes 
WMECO and PS~H ) arc as fol io \\ ~: 

Rd iant: $3,773,775 or 6.5 bps/yr (nom inal). $2.955.295 or 5.1 bp~/yr (PV) 
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CPL: $ 12,95 1,663 or 20.3 bps/yr (nomina l). $9.748.976 or 15.3 bps/yr (PV) 
Oncor: $6,629,694 or 19.4 bsy,: {nllmirral), $5.278,669 or 15.4 bps/yr (PV) 
Total : 23.355. 132 (nomina l). 17.982,94 1 (PV) '·,, 

The differe nce in total sav ings vs ~f'-c!iffc~~ v,en:: (excl ud ing any tranches over I 0 
years): 

Reliant: $2,009,392 or I 0.8 bps/yr (nomi na l). $ 1.717.547 or 9.2 bps/yr (PV) 
CPL: $5 , 167,226 or 13 .2 bps/)~SJ.!l9.!2~]_n~J)<'"$4:t3.~ . 597 or I 0.6 bps/yr (PV) 
Oncor: $2,0 18.920 or I 0.9r bps/yr (nomiiTal). $ 1,725.982 or 9.3 bps/yr (PV) 
Tota l: 9.195.546 (nom ina ), 7.5 77, I '27 (PV) 

The savi ngs, using credit car nethoclology, comparable to the sav ings on the 
transition bonds as calculated usu ::.,_the-t erage spread to swaps tor all transition bonds 
for the tranches I 0 yr and under. 

At1achcd is an updated version or our analys is. 

Please let us know il'you have any additional questions. 

!'hank you. 

Marina Donskaya, CF /\ 
As~oc iatc 

1\s:,et Backed Fi nance 
Citigroup Global Markets Inc. 
PH : 2 12-723-9561 
J~'X : 212-723-8591 
Cmai l: marina.donskaya@.citigrou p.com 



I SAVINGS ANALYSIS VS. AVERAGE RRB PRICI~ . --·· ) 

Amount (in MM) WAL 

A I 115.00 2.71 

A2 11 8.00 5.29 
A3 130.00 7.19 
A4 385.90 10.29 

Tot al 7-'8.90 7.80 

S Savings l)(!r year: 
Savings In bps per year: 

Amount (in MM) WAL 

A I 128 .95 1.90 
A2 154.5 I 4.70 
A3 107.09 7.25 
A4 214.93 IO.OO 
AS I 9 1.86 I3.00 

Tota l 797 .. B 8.02 

S Savings per year: 
Savings in bps: 

Amount (in MM) WAL 

A I 103.00 2.00 

A2 122.00 5 .00 

A3 130.00 8.00 
A4 145.00 10.83 

T o ta l 500.00 6.85 
S Savings l)(!r year : 
Savings in bps: 

iotal Dollar SaHngs a ll Deals 
Weighted Avco age S Savong:. 
W~ighte r1 AverageS Savlnos per Yr.1r 
Wciqhtc d Avcraqe Sav1nqs on bp'l P<H Y<lM 

Reliant 

Excludes WMECO and PSNH 
Vs. RRB Spreads to Swaps Vs. RRB Spreads to Swaps 

Nominal PV 

$93.434.51 

$550,673.49 

$747 .619.79 

2,361.647.26 

$3,773,775.05 

$483,812.88 
6.46 

CP&L 

$87.051 .59 

$479.878.49 

$614.359.56 

$1 ,774.005.84 

$2,955,295.48 

$37 8,880.56 
5.06 

Excludes WMECO and PSNH 
Vs. RRB Spreads to Swaps 

Nominal 

297 .435.44 

1.109 ,556.19 

$1,241 .870.88 

$4.082 .635.27 

6,220 ,165.30 

$12,951 ,663.08 

$1 ,61 5,830.24 
20.27 

Vs. RRB Spreads to Swaps 
PV 

Oncor 

$287.022.66 

$993,018.42 

$1 .032.507.52 

$3.110.906.97 

$4,325.520.62 

$9,748,976.19 

$1 ,216,267.78 
15.25 

Excludes WMECO and PSNH 
Vs. RRB Spreads to Swaps Vs. RRB Spreads to Swaps 

Nominal PV 

$247,108.47 $239,226.15 

$1 .156,120.15 $1 .035,695.99 

$1.455.157.29 

$3.769.308.37 

$6,629 ,694.28 

$967 ,457.25 
19.35 

Total 

$ 1.186.576.28 

$2.8 17, 170.86 

$5,278,669.28 

$770.305.0 3 
15.41 

Excludes WMECO and PSNH 
Vs. RRB Spreads to SWaps Vs. RRB Spreads to Swaps 

Nominal PV 

!123,355,132.41 
S8,04 i 873.13 
s 1.04 3.093.32 

14.99 

~17.982.940.95 

$6.17 0.736.69 
$800.821.5-1 

11.56 

Includes WMECO and PSNH 
Vs. RRB Spreads to Swaps Vs. RRB Spreads t o Swaps 

Nominal PV 

$93.434.51 

$734,231.32 

$1 .215.207.16 

2,361.647.26 

$4,424,720.25 

$567. 266.63 
7.57 

$87.051.59 

$639,837.99 

$996.334.29 

$1 ,774 .005.64 

$3,499 .229.71 

$448 ,615.08 
5.99 

Includes WMECO and PSNH 
Vs. RRB Spreads to Swaps 

Nominal 

$297.435.44 

$1.313,948.12 

$1 ,629.955.53 

$4.062.635.27 

6,220, 165.30 

s 13,544,139.65 

$1,689,746.74 
21.19 

Vs. RRB Spreads to Swaps 
PV 

$287 .022.66 

$1 ,175 .942.87 

$1 .355.166.11 

$3.110,906.97 

$4.325,520.62 

$10,254,559.23 

$1 ,279 ,343.57 
16.05 

Includes WMECO and PSNH 
Vs. RRB Spread s to Swaps Vs. RRB Spreads to Swaps 

Nominal PV 

$247, 108.47 $239 ,226.15 

$1 ,340.981.22 $ 1,199.226.94 

$1,974,856.33 

$3.769.308.37 

$7,332,254.39 

$1 ,069,980.36 
21.40 

$1,61 0 ,353.53 

$2.817.170.66 

$5.865,977.47 

$856,009.67 
17.12 

Includes WMECO and PSNH 
VS ·RRB"Spreads to Swaps-- VS. RRB Spreads to Swaps 

Nominal PV 

$25,301,114.30 
ss.6sa.o.:7.69 
~1.127, -190.42 

16. 26 

~1 9.619,766.41 

$6,709,825.53 
5871.863.75 

12 .63 
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I SAVINGS ANALYSIS vs. CREDIT CARD PRICING DIFFERENTIALS 111 I 

Amount (in MM) WAL 

A I 11500 2.71 
A2 118.00 5.29 
A3 130.00 7. 19 
A4 385.90 10.29 

Total 748.90 7.80 

$ Savings per year 
Savings in bps per year 

Amount (in MM) WAL 

A I 128.95 1.90 
A2 154.51 4.70 
A3 107.09 7.25 
A4 214.93 10.00 
A5 191.86 13.00 

Total 797.33 8.02 

S Savings per year 
Savings in bps 

Amount (1n MM) WAL 

A I 103.00 2.00 
A2 122.00 5.00 
A3 130.00 8.00 
A4 145.00 10.83 

Total 500.00 6.85 
$ Savings per year 
Savings in bps 

Total Dollar Sii\111QS all Deats 
Weighted Av<rage S Savings 
;Weighted AverageS Savings per Ye,r 
Weighted Average Savinqs in bps per Year 

Reliant 
Exc ludes WMECO and PSNH 

Vs. CC Spread D1fferentoal Vs. CC Spread Differential 
Nominal PV 

$218,013.85 $203,120.39 

$856,603.21 $746,477.65 

$934,774.74 $767,949.45 

NA NA 

$2,009,391.80 $1 ' 717,547.49 

$392,459.34 $335,458.49 
10.81 9.24 

CP&L 
Excludes WMECO and PSNH 

Vs. CC Spread Differential Vs. CC Spread Differential 
Nomnal PV 

$223,076.58 $215,266.99 

$729,971.18 $653,301.59 

$776,169.30 $645,317.20 

$3,438,008.65 $2,619,711 .13 

NA NA 

$5,167,225.70 $4,133,596.92 

$801,120.26 $640,867.74 
13.23 10.58 

Oncor 
Excludes WMECO and PSNH 

Vs. CC Spread D1fferent1al Vs. CC Spread D1fferent1al 
Nominal PV 

$144,146.61 $139,548.59 

$731 ,444.30 $654,1 23.79 

$1' 143,337.87 $932,309.94 

NA NA 

$2,018,928.78 51 ' 725,982.31 

$386,028.45 $330,015.74 
10.87 9.30 

Total 
Excludes WMECO and PSNH 

Vs. CC Spread Differential 
Nominal 

59.195,546.29 
53,456,624.90 
$577,6~2.33 

11.94 

Vs. CC Spread Differential 
PV 

$1.577.126.72 
$2,825,126.55 

$473,720.00 
9.87 

(1) Tranches beyond 10 years did not have a comparable credit card pr1c1ng. 

Includes WMECO and PSNH 
Vs. CC Spread Differential Vs. CC Spread Differential 

Nominal PV 

5218,013.85 $203,120 39 

$1 ,101 ,346.99 $959,75698 

$1,402,162.11 $1,151,924.18 

NA NA 

$2,721 ,522.95 $2,314,801 55 

$531,547.45 $452,109.68 
14.64 12.45 

Includes WMECO and PSNH 
Vs. CC Spread Differential 

Nominal 

$223,076.58 

$1 ,021 ,959.65 

$1,241,870.88 

$3,438,008.65 

NA 

55,924,915.75 

$918,591.59 
15.17 

Vs. CC Spread Differential 
PV 

$215.266 99 

$914,622 23 

$1 ,032,507 52 

$2,619,711.13 

NA 

$4,782,107 87 

$741,412.07 
12.25 

Includes WMECO and PSNH 
Vs. CC Spread Differential 

Nominal 

$144,146.61 

$975.259.07 

s 1 ,663,036.91 

NA 

52,782,442.58 

$532,015.79 
14.99 

Vs. CC Spread Differential 
PV 

$139,548 59 

$872,165.05 

$1 ,356,087.18 

NA 

52,367,800 81 

$452,734.38 
12.75 

Inc ludes WMECO and PSNH 
Vs. CC Spread Differential 

Nominal 

$11,428.881.29 
$4,203,381.26 

$708,7.:1.60 
14.98 

Vs. CC Spread Differential 
PV 

$!\.464,710.24 
53,457,703.74 

$584,629.97 
12.44 
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CenterPoint Energy Houston Electric (C EHE) Securitization 

On .Jal; }Q 2~. r EHE pnceo one of the most :..tiCCE:S:.f'll -.b~et-btirk~d ',€.•curittes <ABS) off,o.nnsi 1n mnny 
month~. ,-,arr!c:tng l)ntl1 traGtttoPc:d asse•·b8Ck8·j buyr..r:. and •:orpomte ctosscwer" mve:;nr 

CenterPoint Energy Transition Bond Company Ill. LLC (CEHE Ill) 

Tranche 

A- ~ 

A-2 

Balance 

$301,427.0!}1) 

187.045.000 

$488,412.000 

Overview of CEHE Ill Offering 

Coupon 

4.192% 

5.234% 

Yield 

4 .1a2% 

5234% 

~ . 

Prie<! 

QQ_Q6161% 

QQ.Q4{)74'll> 

• The credit quality of utility securitizntion bonds came into sharp focus in 
today's environment of volatile credit markets and a weakening consumer 

• We estimate that ench tranche of the CEHE Ill offering priced npproximately 
15-25 bp inside of like-maturity credit card securities 

• In fact, Citi priced a 1 0-year credit card transaction at +118 bp on Jan. 31 , a 
premium of 24 bp to CEHE Ill's A-2 tranche 

Precedent T exns Securitizations 
Size WAL Tome-Wei~hted 
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01 .13 1/02 Central Power & Ught S7f<7 .335 802 5.!170% 
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Press on CEHE Ill Offering: IFR Article and PUCT Release 
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AB S MARKET: Investors Take Shine to CNP·s Transitio n 
Bonds New York. January 30. 

CenterPoint's (CNP) $488 mil lion offering of utility transition 
bonds was granted a hearty receptJon by Investors. A s1mple two 
maturit'/ structure in f ive-year and 10-1.'2 yr tenors proved to be 
the right formula for the Houston-based energy company. 

Citigroup and Credit Suisse teamed up as joint bookrunners with 
Morgan Stanley as a non-books co-lead. The $300m class A-1 
opened with official guidance o f Swaps p lus h igh 60s BP to 
Swaps+70bp and the $188.3m class A-2 began marketing at 
Swaps+high 90s to p lus 100bp. Whisper chatter prior to the 
guidance announcement was+ 75bp for the 5s and +100bp on 
the longer piece. 

With the book building in a short period to several times 
oversubscribed, the shorter bond priced at Swaps+64bp to yield 
4.192% ana the 10+YR stamped at interpolated Swaps+94bp for 
a 5.234% yield. 

PUCT News Release: Thursday, January 31. 2008 

Lower Costs for CenterPomt area Customers 

Securitization Reduces T ransition to Competition Costs 

Electric customers in the CenterPoint Energy service area in and 
around Houston will save more than S109 million in costs over the 
next 12 years as a result of the lowest securitized bond rates since 
retail electtic competition began in Texas. 

·securitization will reduce electricity costs by millions of dollars in 
the CenterPoint service area," said PUC Chairman Barry 
Smitherman. "These savings are possible through the efforts of 
Gov. Rick Perry and the leadership of the Texas Legislature in 
making necessary changes in the law to help electric customers ." 

House Bill 624 approved by the 80th Texas legislature in 2007 
extended securttization to competitive transition costs beyond 
limits imposed in the original 1999 Texas Electnc restructuring 
law. The law allows securi1ization only if there is a benefit for 
customers. 

This week's pricing of approximately $488 m11fion in CenterPoint 
securitization bonds resulted in very favorable interest rates of 
4.19 percen~ for $300 million in five-year bonds and 5.23 percent 
for $188 million in ten-year bonds. This is a sul)stantial reduction 
from what would have been an 8.06 percent interest rate without 
securitization. CenterPoint is expected to close on these bonds 1n 
a few weeks. 

Securitized debt provides funding at a lower cost than traditional 
utility funding because of the risk reduction that securitization 
gives to bondholders. 
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ABS Market Spread Monitor: Cards and "Stranded" 

5-Yem AAA ABS Spreads 
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5-Year Utility Spreads - 5-Year Credit Card Spreads 
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CitJ Bond Market Roundup: Strat'1l)'- Dab J\ppl>ndi><. January 25, 2008 
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Overview of Texas Securitization Framework 
I ECOVE.fV bOPd C•ifellllQ 

oftl:•m•~lS tota!1ng S!.fi btlhor, 

• The Restructuring Act (SB 7} bec<Jme effective on September 1, 1999 

- Authorized competition in the retail electric market and the electricity generation market beginning in 2002 

- Required a rate freeze for all ret<.lil electric customers until 2002. and access to certain reduced rates for residential and small 
commercial retail electric customers for up to five years thereaner 

- Required certain integrated electric utilities to separate their business into the following units: a power generation company: a retail 
electric provider (REP): a transmission and distribution utility 

- Provided for recovery of qualified costs and for the 2004 proceedtng to determine CEHE's recoverable true-up balance 

- Provided for securttization of a portion of the true-up balance though i:ransition charges: including a framework for a financing 
order and the state pledge to adjust transition ch<xges to ensure expected transition charge revenues are sufficient to make timely 
payment of transition bonds 

• In offerings in Oct. 2001 and Dec. 2005, CEHE issued $2.6 billion of Transition Bonds in aggregate pursuant to 
th is securitization framework 

• In June 2007. the Restructuring Act was amended to allow securitization of true-up balance mnounts being 
collected through the Competition Transition Charge (CTC) 

- This amendment provides a framework for CEHE to securitize the remainder of the amounts determined in the Dec. 2004 order 

• On September 18, 2007, the Public Utility Commission of Texas {PUCT) issued a Fin<Jncing Order to CEHE 
authorizing the issuance of approximately $500 million of transition bonds 

• Th.:. :ransnton ClldfQ€5 tn ihe LEfiE Il l .. •lt'::'fii1.J CJPlp%e an eollmai:E-d O. c~ 
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Recent Precedent Texas Securitizations 
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Expected Principal Balance 
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AAA Rated Co1nparal£ Pricing 

Spread 
Over 

Issue Interpolated 
Size WAL Treasuries 

Symbol Coupon Maturity ($ MM) (yrs.) (bps) 

MRK 4.375 2/15/2013 $500 8.8 52 

JNJ 3.800 5/15/2013 500 9.1 44 

TVA 4.750 8/01 /2013 1,500 9.3 61 

FHLB 4.500 9116/2013 3,000 9.4 60 

FHLMC 4.500 1/15/2014 6,000 9.7 59 

PFE 4.500 2/15/2014 750 9.8 50 

FNMA 4.125 4/15/2014 4,000 10.0 59 

Yield spreads from Bloomberg BGN (or, if not available, BFV) prices as of s/ •s/ o4. 
Source: Bloomberg 

Docker ~o 15017 1-El 
\Virnr.s Surh•rland 

Ex.lub.r ~o _ (PS- I 0) 
AAA Rm•d Comparable Pn cwg 

P.tge 1 of 1 

Spread 
Over 

Interpolated 
Swaps 
(bps) 

-2 

-9 

+9 

+10 

+11 

+3 

+9 



June 6 , 2013 

July 18, 2013 

Increase 
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Credit Spreads for Auto Loan ABS vs. Credit Card ABS 
Spread to Swaps (bps) 

Table 2 

AAA Auto Loan ABS AAA Credit Cards 

2-year 3-year 2-year 3-year s -year 

12 17 10 13 25 

28 35 20 25 35 

16 18 10 12 10 

Source: "Consumer ABS Weekly," Citigroup Research, July 18, 2013 
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Servicer Set-up Costs Estimates ($) 

R£>port£>d 

Dt-al ~nmt-
Dat£> of 

D£>a1Siz~.> 
St-n ·icH 

) SSII:lUCt' St.>t-up F t.>t.>S 
St-t-up ft.>t.>S 

Reliant Energy 10/24/0 1 748,897,000 14,880 t 
Central Powtr & Light 1\ 217102 797,334,897 43 717 t 
Oncor E lectric DelintT 1\ 8/1!103 500,000 000 0 t 
TXt' Electric De linn 1\ 617/04 789,777,000 0 t 
Cente1·point Energy A 12116/05 1.85 1,000,000 315,200 
.UP TCC 1\ 10/ 11106 1,739,700 000 30,000 
PI: Em·imnmental Funding w 4/1!.07 I 14,825,000 ~/A 

:\IP En1·ironmental Fuucling • '· -VI !107 344 475 000 NIA 
FPL RtC0\'1'1')' ... 512?.107 652.000,000 401 38~ t 
Ente1·gy Gulf State~ 6129.'07 329,500,000 402,116 
Centrrpoiut 1\ ~ 1 1 2/08 488,472 000 149 3:27 
E ntergy Texa~ " 11/6/09 545,900,000 50,000 
Centupoint Energy 1\ I 1125/09 664,859.000 45 ,000 
PE Enlii'Onmeutal Funding • ·' 12123/09 21 ,510,000 ~/A 

:\IP Emironmenta l Funcling • " 12/23/09 6-U80,000 NIA 
Loui~iana t:tititie~ 7/22/10 468,900,000 50,000 

Entergy Arkansas •• 8/ 18/ 10 124,100,000 140,000 
E ntergy Lousiana 9/2~ 11 ~07, 1 56,000 100,000 
Centrrpoiut Eucq~v 1119/ 12 1,695.000 000 PA 
. .U:PTCC 1\ 3/14/ 12 800,000.000 NIA 
Flr~tEntrg~· 6/20il3 444,922,000 300,000 
OhioPowrr 1\ 811113 267,408,000 ~lA 

APCo 1\ 11 /15/ 13 380,300,000 50 .000 
LIPA 17) 18/ 13 2,022,324,000 50,000 
Con~umrr Energ)' Compau1· A 7/12/ 14 378,000 000 ~lA 

State of Hawaii 1\ IJ/13/ 14 150,000 000 353 907 
Entergy :'\ew Orlean~ 7/22/15 98,730.000 50,000 
ELL & EGSL "*• 7/ 15/ 10 244.000,000 50,000 t 
ELL & LPSC ... 7/15/ 10 468,900.000 !00,000 t 
DEF low estimate 1/1/16 1 ,3 11 .800,000 1,900 ,000 
DEF high e~timate 111/16 1,311.800,000 2,900.000 

+ Senicrr set-up actual co~t, i'\'/A :'\ot !1\·ailable, PA Paid by Applicant. 
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(" ) Indicate~ expeme~ wrre capped. 
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Reprinted from Investment Dealers' Digest , February 11, 2002: 

!l. 

A $1Mil Carrot For Co-Managers 

.... 
I 

'-hllSCDDh rO'Ll1nry(chrr-.ruun roltarv tfn.con1) 
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F b l1, .2002 

A recent $797 million stranded utility asset securitization had extremely tight pricing in part because of a dea l 
structure that gave underwriters greater initiative to expand their selling efforts beyond the norm and offered the 
chance for co-managers to divvy up an additional $1 million bonus based on how well they priced and sold the 
bonds. 

At first glance, the deal seemed like an investor's nightmare-a first-time issue for a Texas power utility, Central 
Power and Light Co., securitizing assets it received as part of a state power deregulation agreement, the likes of 
which have been tarred due to the California energy crisis. What is more, the deal was pricing soon after the fall of 
Enron Corp., which likely would have been a major player in the just-deregulated Texas energy market 1f it hadn't 
imploded. Finally, the deal's lead manager, Goldman Sachs, was a marginal player in asset-backed securities, 
having ranked just fourteenth in global ABS last year. 

Yet Goldman and the dea l's co-managers pulled off a pricing coup . Prices on most of the deal's tra nches were 
substantially tightened, by more than 10 basis points for some tranches, so that the stranded-asset deal priced in 
the same range as a typical credit-card securitization, which is considered the ABS market's "gold standard." The 
deal's pricing range was seven to 34 bps, while comparable stranded-asset deals have had ranges of nine to 67 
bps. 

What appears to be market prestidigitation can be explained quite simply. The dea l's arrangers-issuers CPL 
Transition Funding LLC (a subsidiary of CPL Co.) and the Public Utility Commission of Texas, along with the latter 's 
adviser, Saber Partners LLC-put together a unique type of structure that made the dea l's co-managers a much 
more integral part of the game. It also offered a $1 million bonus pool to be awarded solely at its discretion to the 
co-managers based on their performance. The result: pricing so tight that future deals from Texas' deregulation 
program wi ll likely have a similar carrot-and-stick structure, officials involved with the deal said. 

Consider it a reversal of recent fortune. The co-manager slot on a debt financing deal is now generally more 
political than effectual. Because the lead manager of a deal has become more dominant in how a deal gets 
allocated and priced, some co-managers wind up essentially serving face time in deals. Also, because of the 
growing interlinking between lending and debt underwriting, issuers frequently dole out co-manager slots to banks 
with whom they seek to curry favor, or with which they have done recent business, regardless of such banks' 
expertise. 

This deal turned all that thinking on its ear. What CPL, the PUC and Saber were after was the best performance 
possible out of their underwriters. Already, by choosing Goldman as a lead manager, the issuers had a hu ngry 
underwriter with something to prove. "Goldman did a great job overall," said Joseph Fichera, chief executive officer 
of Saber Partners. 

The real meat, however, was reserved for the co-manager roles. Bear, Stearns & Co., Credit Suisse First Boston, 
Citigroup/Salomon Smith Barney and Merrill Lynch & Co. were all brought in to the fold, and given much greater 
incentive than normal for such a role. First, the issuers split up the deal's allocation S0/50: Goldman handled 50% 
of the deal's allocation, while the four co-managers and Goldman divvied up the remainder, a generous allowance, 
to say the least. 

Also, all the underwriters were competing to win a slice of the $1 million prize. "We would judge their 
performances; it was completely discretionary based upon the decision of the company, the Commission and us," 
sa id Saber Partners' Fichera. Top honors for co-managers went to Bear and Merrill . 

Copyright 2002 by Thomson Financial. All rights reserved. 
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Orders Crediting Costs above Incremental Costs to Ratepayers 

I. California PUC's 2004 Financing Order issued to Pacific Gas and Electric Company 

(PG&E) (Decision 04 11-01 5 and 41 ("To the extent PG&E's incremental costs to 

provide this service are less than the servicing fee revenue from the Bond Trustee, 

PG&E will return that excess revenue to consumers through the ERBBA."); 

2. New Jersey BPU's 2005 Financing Order issued to Public Service Electric &Gas 

Company (BPU Docket No. EF03070532), Ordering Paragraph 22 ("However, if the 

Servicing Fee is greater than the actual incremental costs to service the BGS Transition 

Property, other rates of the Petitioner shall be adjusted to reflect the difference between 

actual servicing costs and the Servicing Fee."); 

3. Montana PSC's 1998 Financing Order issued to Montana Power Company (Docket 

No. D97 .11.2 19; Order No. 6035a), pages 6 and 7 ("The ful l amount of the market-

based servicing fee will be inc luded in theFT A charges. However, as long as Applicant 

is servicer, Applicant proposes a ratemaking mechanism that will provide a credit to 

ratepayers equal in value to any amounts it receives as compensation, since these 

servicing costs will generally be included in the Applicant' s overall cost of 

service."); 

4. California PUC ' s 1997 and 1998 Financing Orders issued to PG&E (Decision 97-09-

055 September 3, 1997), Southern California Edi son Company (Decision 97-09-056 

September 3, 1997), San Diego Gas &Electric Company (Decision 97-09-057 

September 3, 1997) and Sie rra Paci fie Power Company (Decision 98-1 0-02 1 June 24, 
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1998), page 6 ("The full amount of the market-based servicing fee will be included in 

the FTA charges. However, as long as PG&E is servicer, PG&E proposes a ratemaking 

mechanism which will provide a credit, after the rate-freeze period, to residential and 

small commercial ratepayers in PG&E' s Rate Reduction Bonds Memorandum Account 

equal tin value to any amounts it receives as compensation, excepting only amounts 

needed to cover incremental, out-of-pocket costs and expenses incurred by PG&E to 

service the RRBs. These types of expenses would include required audits related to 

PG&E's role as servicer, and legal and accounting fees related to the servicing 

obligation. Thus, the only net ratemaking impact will be such incremental expenses.") . 
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Louisiana Commission Picks Citi for $1 B Sale 
JIM WATTS 
MAY 16. 2008 1:00am ET 

DALLAS - The Louisiana State Bond Commission on Thursday selected Citi as senior underwriter 

and book-runner on $1 .01 billion of taxable utility system revenue bonds to be issued by the 

Louisiana Public Facilities Authority on behalf of two units of Entergy Inc. 

The bonds wi ll provide $721 million of proceeds to Entergy Louisiana LLC and $291 mill ion of 

proceeds to Entergy Gulf States Inc. The money will reimburse the utilit ies for the cost of restoring 

electrical delivery systems in Louisiana after hurricanes Katrina and Rita in 2005, and fund a 

restoration reserve of $250 million to repair damages from future storms. 

The debt wi ll be supported by a 1 0-year surcharge on electric customers in the state. 

Other members of the underwriting team include co-senior manager Morgan Stan ley and co­

managers JPMorgan , Loop Capital Markets LLC, Stephens Inc, Ooley Securities, and Dorsey & Co. 

Morgan Stanley served as Entergy's financial adviser as the deal was structured, but said it would 

resign immediately if picked as part of the underwriting team. However the commission added the 

stipulation that Morgan Stanley must not serve as a financial adviser to Entergy for 10 years. 

If Morgan Stanley does not agree to that provision, JPMorgan would move up to become co-sen ior 

underwriter with investment bank Barclays Capita l substituted as the fifth co-manager. 

The commission gave its preliminary or final approval to $1.3 billion of Gulf Opportunity Zone bonds, 

including $1.05 billion for projects in parishes located with in the competitive capacity pool and $298 

million from the capacity dedicated for parishes most affected by the two storms in 2005. 

With the approvals, there is $861 million in capacity dedicated to the most affected areas, and only 

$12 million in the competitive capacity pool. 

The drawdown on the dedicated pool included an allocation of $200 million for an ethanol project 

located in St. James Parish, which is not one of the most affected parishes. 

Sponsors of the Tiger State Ethanol LLC project filed suit against the commission two weeks ago in 

state district court contending they were promised an allocation at the commission's meeting on Dec. 

20, 2007. The plaintiffs agreed to drop the suit if the project received a hearing at Thursday's 

commission meeting. 
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Whitman Kling Jr. , director of the Bond Commission, said it was not unprecedented to take capacity 
from one pool and allocate it to projects outside the area. 

"This isn't the first time this has happened," Kling said. "Some of the GO Zone projects approved 

today were charged against the competitive pool but they are located in parishes within the 

dedicated pool. Even though there is money in the dedicated pool there just was no remaining 

capacity for that specific parish." 

Projects that receive final approval for an allocation of GO Zone bonds have 120 days to sell the 

bonds or the capacity is returned to the appropriate pool. Kling said all the bonds with allocations set 

to expi re June 9 have closed, as has a $250 million allocation set to expire June 22 . 

Projects receiving an allocation of GO Zone bonds at the meeting included $50 million for a new 

research and technology facility at Louisiana State University in Baton Rouge, $135 million for 
Dynamic Fuels LLC to develop a renewable synthetic fuel manufacturing facility in Geismar; $100 

million for Cleco Power LLC to rebui ld damaged utility property in Iberia , St. Mary, and St. Tammany 

parishes; and $100 million for REG Destrehan LLC to build a bio-diesel production facility in St. 

Rose. 

The bond commission also approved a proposal by the Orleans Pari sh School Board to issues 

$134.2 million of general obligation bonds to refunds GO bonds issued in 1995, 1996, 1997, and 

1998. 
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The following Ordering Paragraphs specify that the commission, acting through its 

financial advisor, had equal rights with the utility to approve or disapprove the proposed 

pricing, marketing and structuring of the bonds before the decision was made: 

1. Ordering Paragraph 26 of the Texas PUC's 2005 Financing Order issued to 

CenterPoint (PUC Docket No. 30485); 

2. Ordering Paragraph 21 of the Texas PUC's 2002 Financing Order issued to Central 

Power & Light (Docket No. 21528); 

3. Ordering Paragraph 21 of the Texas PUC's 2002 Financing Order issued to TXU 

Electric (Docket No. 21528); 

4. Ordering Paragraph 21 of the Texas PUC's 2002 Financing Order issued to Reliant 

Energy (Docket No. 21665); 

5. Ordering Paragraph 17 of the New Jersey BPU's 2005 Financing Order issued to 

PSE&G (BPU Docket No. EF03070532); 

6. Ordering Paragraph 7 of the Wisconsin PSC's 2004 Financing Order issued to 

Wisconsin Electric Power Company (Docket No. 6630-ET -1 00). 
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Saber Panners, LLC 

Util ity Securitization Transactions 
Weighted 

Deal# Deal Name Tranche Amount Average Life 

64 Entergy New Orleans Storm Recovery Funding I A-I $ 98,730,000 4.98 
(7/1411 5) 

63 Dept of Business, Econ De vel. & Tourism (Hawaii) A-I $ 50,000,000 3.05 
(11 /04/2014) A-2 $ I 00,000,000 10.2 1 
Taxable muni Total $ I 50,000,000 7.82 

62 Louisiana Local Government System Restoration/ELL A-I $ 91 ,700,000 3.00 
(7129/20 I 4) A-2 $ I 52, I 50,000 8.90 

Taxable muni Total $ 243,850,000 

61 Louisiana Local Government System Restorati on/EGSL A- I $ 7 I ,000,000 6.72 
(7/29/20 14) (Taxable munis) 

60 Consumers 20 I 4 Securiti zation Funding LLC A-I $ I 24,500,000 3.00 
(7/ 14/2014) A-2 $ I 39,000,000 8.00 

A-3 $ I 14,500,000 12.26 
Total $ 378,000,000 7.64 

59 Utility Debt Securitzation Authority [LIP A] T-1 $ I 00,000,000 4.91 
( 12/12/201 3) T-2 $ I 00,000,000 5.92 

T-3 $ I 00,000,000 6.70 
T-4 $ 182,934,000 8.77 

NB Total includes taxable debt on ly. An additional $1.58 
of tax exempt debt was issued Total $ 482,934,000 6.95 

58 Appalachian Consumer Rate Relief Funding LLC A- I $ 215,800,000 5.00 
( 11 /6/2013) A-2 $ 164,500,000 12.24 

Total $ 380,300,000 8.1 3 

57 Ohio Phase-In-Recovery Funding LLC A-I $ I 64,900,000 2.25 
(7/23/20 13) A-2 $ I 02,508,000 5.08 

Total $ 267,408,000 3.33 

56 FirstEnergy Ohio PIRB Special Purpose Trust A- I $ I 11 ,971 ,000 1.60 
(6/12/20 13) A-2 $ 70,468,000 5.07 

(Issued as pass-through certificates, backed by bonds A-3 $ 262,483,000 13.70 
issued by CEI, OE and TE) Total $ 444,922,000 9.29 

55 AEP Texas Central Transition Funding Ill (3/7/20 12) A-I $ 307,900,000 3.00 
A-2 $ I 80,200,000 7.00 
A-3 $ 311,900,000 10.76 

Total $ 800,000,000 6.93 

54 CenterPoint Energy Transition Bond Co. IV A-I $ 606,222,000 3.00 
(1/ 11 /2012) A-2 $ 407,516,000 7.00 

A 3 $ 68 I ,262,000 10.82 
Total $ I ,695,000,000 7. 10 

53 Entergy Louisiana Investment Recovery Funding l, LLC A-I $ 207, 156,000 5.27 
(9115120 I I) Total $ 207,156,000 5.27 
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52 Entergy Arkansas Energy Restoration Funding LLC A-I $ 124 , I 00,000 5.44 

(811 1/20 10) Tota l $ 124, l 00,000 5.44 

5 1 Louisiana Utilities Restoration Corporation Project/ELL A-I $ 112,000,000 2.00 
(7/ 15/20 l 0) A-2 $ Ill ,000,000 5.00 

[taxable munis] A-3 $ 121 ,000,000 8.00 
A-4 $ 124,900,000 10.90 

Total $ 468,900,000 6.63 

50 Louisiana Utilities Restoration Corporation Project/EGSL A-I $ 97,000,000 3.00 
7/ 15/20 l 0 [taxable munis] A-2 $ 60,000,000 7.00 

A-3 $ 87, 100,000 10.40 
Total $ 244, l 00,000 6.62 

49 MP Environmental Fundi ng LLC A-I $ 64,380,000 19.02 

( 12/16/2009) Total $ 64,380,000 19.02 

48 PE Environmental Funding LLC A-I $ 21,510,000 1902 

( 12/ 16/2009) Total $ 2 1,5 10,000 19.02 

47 CenterPoint Energy Restoration Bond A-1 $ 224,788,000 3.00 

( 11/1 8/2009) A-2 $ 160,152,000 7.00 
A-3 $ 279,9 19,000 10.82 

Total $ 664,859,000 7.26 

46 Entergy Texas Restoration Funding A- 1 $ 182,500,000 3.00 

( 10/29/09) A-2 $ 144,800,000 7.00 

A-3 $ 218,600,000 10.86 

Total $ 545,900,000 7.2 1 

45 Louis iana Public Faci lities Authority A-I $ l 03,000,000 2.66 

(8120/2008) A-2 $ 90,000,000 6.24 

A-3 $ 85,400,000 8.97 

Total $ 278,400,000 5.75 

44 Louis iana Public Facilities Authority A- I $ 160,000,000 1.99 

(7/22/2008) A-2 $ 367,000,000 5.97 
A-3 $ 160,700,000 9.32 

Total $ 687,700,000 5.83 

43 Cleco Katrina/Rita Hurricane Recovery Funding LLC 2008 A- I $ 11 3,000,000 5.00 

(2/28/2008) A-2 $ 67,600,000 l 0.58 

Total $ 180,600,000 7.09 

42 CenterPoint Energy Transition Bond Company III A-I $ 301,427,000 5.00 

( l /2912008) A-2 $ 187,045,000 l 0.52 
Total $ 488,472,000 7. 11 

41 Entergy Gulf States Reconstruction Funding I, LLC A-I $ 93,500,000 2.99 

( 6/22/2007) A-2 $ I 21,600,000 7.99 

[N/B. These securities were sold with variable pricing] A-3 $ 11 4,400,000 12.24 

Tota l $ 329,500,000 8.05 

40 RSB BondCo LLC (BG&E sponsor) A-I $ 284,000,000 2.99 

( 6/2212007) A-2 $ 220,000,000 6.99 
A-3 $ 11 9,200,000 9.27 

Total $ 623,200,000 5.60 
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39 FPL Recovery Funding LLC AI $ 124,000,000 1.97 
(5115/07) A2 $ 140,000,000 4.98 

A3 $ I 00,000,000 7.31 

A4 $ 288,000,000 10.38 
Total $ 652,000,000 7. 15 

38 MP Environmental Funding LLC A-I $ 86,200,000 4.00 

(4/3/2007) A-2 $ 76,000,000 10.00 

A-3 $ 153,250,000 16.00 
A-4 $ 29,025 ,000 20.00 

Total $ 344,475 ,000 12.01 

37 PE Environmental Funding, LLC A-I $ 28,450,000 4.00 

( 4/3/2007) A-2 $ 25 ,700,000 10.00 
A-3 $ 50,700,000 16.10 

A-4 $ 9,975,000 19.94 

Total $ 114,825,000 12.07 

36 AEP Texas Central Transition Funding II A-I $ 217,000,000 2.00 

( I 0/4/2006) A-2 $ 341,000,000 5.00 

A-3 $ 250,000,000 7.58 

A-4 $ 437,000,000 10.00 

A-5 $ 494,700,000 12.68 

Total $ 1,739,700,000 8.44 

35 JCP&L Transition Funding II A- I $ 56,348,000 3.00 

(8/4/2006) A-2 $ 25,693,000 7.00 

A-3 $ 49,220,000 10.00 

A-4 $ 51,139,000 13.40 

Total $ 182,400,000 8.37 

34 Centerpoint Energy Series A A-I $ 250,000,000 2.02 

( 12/9/2005) A-2 $ 368,000,000 5.00 

A-3 $ 252,000,000 7.47 
A-4 $ 519,000,000 10.0 1 

A-5 $ 462,000,000 12.71 

Total $ 1,85 1,000,000 8.26 

33 PG&E Energy Recovery Funding LLC Series 2005-2 A- I $ 35 1,000,000 2.00 

( 11/3/2005) A-2 $ 372,000,000 5.00 

A-3 $ 12 1,461 ,000 6.83 
Total $ &44,46 1 ,000 4.02 

32 West Penn Power A- I $ 11 5,000,000 4.24 

(9/22/2005) Total $ 115,000,000 4.24 

31 PSE&G 2005-1 A- I $ 25,200,000 2.00 

(9/9/2005) A-2 $ 35,000,000 5.00 
A-3 $ 20,000,000 7.47 

A-4 $ 22,500,000 9.16 

Total $ I 02,700,000 5.66 

30 Massachusetts RRB Special Purpose Trust 2005-1 A-I $ 109,200,000 1.00 

(BEC Funding II, LLC $265.5M and CEC Funding, LLC $41 A-2 $ 154,000,000 2.50 

15/02/2005 A-3 $ 266,500,000 5.00 

(Nstar (FKA Boston Edison)) A-4 $ 144,800,000 7.40 

Total $ 674,500,000 4.30 
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29 PG&E Energy Recovery Funding LLC Series 2005-1 A-I $ 268,000,000 1.00 
(21312005) A-2 $ 647,000,000 3.00 

A-3 $ 320,000,000 5.00 
A-4 $ 468,000,000 6.50 
A-5 $ 184,864,000 7.68 

Total $ I ,887,864,000 4.38 

28 Rockland Electric Company A-I $ 46,300,000 8.70 
(7/28104) Total $ 46,300,000 8.70 

27 Oncor (TXU) 2004- 1 A- I $ 279,000,000 3.00 
(5/28/2004) A-2 $ 221,000,000 7.00 

A-3 $ 289,777,000 10.43 

Total $ 789,777,000 6 .85 

26 Atlantic City Electric A-I $ 46,000,000 2.97 
( 12/ 18/2003) A-2 $ 52,000,000 8.24 

A-3 $ 54,000,000 12.90 

Total $ 152,000,000 8.30 

25 Oncor 2003-1 A- I $ I 03,000,000 2.00 

(8/ 14/2003) A-2 $ 122,000,000 5.00 
A-3 $ 130,000,000 8.00 
A-4 $ 145,000,000 10.83 

Total $ 500,000,000 6.85 

24 Atlantic City Electric A-I $ I 09,000,000 3.00 

( 12/ 1112002) A-2 $ 66,000,000 7.00 
A-3 $ 11 8,000,000 10.50 

A-4 $ 147,000,000 15.39 

Total $ 440,000,000 9.75 

23 JCP&L Transition Funding LLC A- I $ 9 1, 111 ,000 3.00 

(614/2002) A-2 $ 52,297,000 7.00 

A-3 $ 77,075,000 10.00 

A-4 $ 99,517,000 13.40 

Total $ 320,000,000 8.57 

22 CPL Transition Funding LLC A- I $ 128,950,233 1.90 

( 1/3 1/2002) A-2 $ 154,506,810 4.70 

A-3 $ I 07,094,258 7.20 
A-4 $ 2 14,926,738 10.00 

A-5 $ 19 1,856,858 13.00 

Total $ 797,334,897 8.01 

2 1 PSN H Funding LLC 2 A-I $ 50,000,000 3.50 

( 1/ 16/2002) Total $ 50,000,000 3.50 

20 Consumers Funding LLC A-I $ 26,000,000 1.00 
( 10/31/200 I) A-2 $ 84,000,000 3.00 

A-3 $ 3 1,000,000 5.00 

A-4 $ 95,000,000 7.00 

A-5 $ 11 7,000,000 10.00 

A-6 $ 11 5,592,000 12.80 
Total $ 468,592,000 8.00 
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19 Rel iant Energy200 1-l A- I $ 11 5,000,000 2.7 1 

( 10117/2001) A-2 $ 11 8,000,000 5. 19 

A-3 $ 130,000,000 7. 19 
A-4 $ 385,987,000 10.29 

Total $ 748,987,000 7.78 

18 Western Mass Electric A- 1 $ 155,000,000 7.00 

(5/ 14/200 1) Total $ 155,000,000 7.00 

17 PSN H Funding LLC A- 1 $ 75,2 11 ,483 1.09 

( 4/2 0/200 I ) A-2 $ 214,649,395 5.04 

A-3 $ 235, 139, 122 9.99 

Total $ 525,000,000 6.69 

16 CL&P Funding LLC A- 1 $ 224,858,822 1.1 8 

(3/27/200 I) A-2 $ 255,056,333 3. 16 

A-3 $ 292,38 1,624 5. 16 

A-4 $ 287,907,878 7.02 

A-5 $ 378,195,343 8.89 

Total $ I ,438,400,000 5.54 

15 Detroit Edison 200 1-1 A- 1 $ 124,540,305 1.50 

(3/2/200 I) A-2 $ 179,037,8 15 3.30 

A-3 $ 322,79 1,421 5.80 

A-4 $ 406,722,4 16 8.80 

A-5 $ 326,236,780 11.30 

A-6 $ 390,67 1,263 13.30 

Total $ I, 750,000,000 8.64 

14 PECO 200 1-A A-I $ 805,500,000 9.25 

(2/ 15/200 I ) Total $ 805,500,000 9.25 

13 PSE&G 200 1-A A-I $ 105,249,914 1.00 

( 1/25/ 200 I) A-2 $ 368,980,380 2.90 

A-3 $ 182,62 1,909 4.88 

A-4 $ 496,606,425 7 .02 

A-5 $ 328,032,965 9.38 

A-6 $ 453,559,632 11.39 

A-7 $ 2 19,688,870 12.99 

A-8 $ 370 ,259,905 14.27 

Total $ 2,525,000,000 8.69 

12 PECO 2000-A A-1 $ 110,000,000 1.11 

(4/27/2000) A-2 $ 140,000,000 2.08 

A-3 $ 398,900,000 8.74 

A-4 $ 35 1, I 00,000 9.33 

Total $ I ,000,000,000 7.18 

II West Penn Power A-1 $ 74,000,000 1.00 

( 11/3/ 1999) A-2 $ 172,000,000 3.00 

A-3 $ 198,000,000 5.50 
A-4 $ 156,000,000 7.80 

Total $ 600,000,000 4 .83 
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10 Pennsylvan ia Power & Light A-I $ 293,000,000 1.00 
(7/29/1999) A-2 $ 178,000,000 2.00 

A-3 $ 303,000,000 3.00 
A-4 $ 20 1,000,000 4.00 
A-5 $ 313,000,000 5.00 
A-6 $ 223,000,000 6.00 
A-7 $ 455,000,000 7.22 
A-8 $ 454,000,000 8.75 

Total $ 2,420,000,000 5 .1 7 

9 Boston Edison A-I $ I 08 ,500,000 1.09 
(7/27/ 1999) A-2 $ 170,600,000 3 .1 3 

A-3 $ I 03 ,400,000 5 .1 3 

A-4 $ 170,900,000 7 .1 3 
A-5 $ 171 ,600,000 9.63 

Total $ 725,000,000 5.59 

8 Sierra Pacific Power A-I $ 24,000,000 

(4/8/ 1999) Total $ 24,000,000 

7 PECO Energy A-I $ 244,500,000 1.30 

(3/ 18/ 1999) A-2 $ 275,400,000 3.27 
A-3 $ 667,000,000 4.04 

A-4 $ 458,500,000 5.38 
A-5 $ 464,600,000 6 .29 

A-6 $ 993,400,000 7.28 
A-7 $ 896,700,000 8.92 

Total $ 4,000, 100,000 6.13 

6 Montana Power A-I $ 64,000,000 

( 12/22/ 1998) Total $ 64,000,000 

5 Illinois Power A-I $ 110,000,000 0.79 

( 12/1 0/1998) A-2 $ I 00,000,000 1.79 

A-3 $ 80,000,000 2.93 

A-4 $ 85,000,000 3.93 

A-5 $ 175,000,000 5. 17 

A-6 $ 175,000,000 7.40 

A-7 $ 139,000,000 9.54 
Total $ 864,000,000 5.05 

4 Commonwealth Edison A-I $ 426,600,000 0.88 

( 1217/1998) A-2 $ 423,400,000 2 .04 

A-3 $ 259,300,000 3.04 

A-4 $ 420,700,000 4.04 

A-5 $ 598,700,000 5.54 

A-6 $ 76 1,300,000 7.54 

A-7 $ 510,000,000 9.41 

Total $ 3,400,000,000 5.17 
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3 San Diego Gas & Electric A-I $ 65,800,000 0.77 
( 12/4/ 1997) A-2 $ 82,600,000 1.78 

A-3 $ 66,200,000 2.92 

A-4 $ 65,700,000 3.92 
A-5 $ 96,500,000 5.15 
A-6 $ 197,600,000 7.29 
A-7 $ 83,500,000 9.52 

Total $ 657,900,000 5.14 

2 Southern California Edison A-I $ 246,000,000 0.79 
( 12/4/ 1997) A-2 $ 307,000,000 1.79 

A-3 $ 248,000,000 2.93 

A-4 $ 246,000,000 3.93 
A-5 $ 36 1,000,000 5. 17 

A-6 $ 740,000,000 7.40 
A-7 $ 3 15,000,000 9.54 

Total $ 2,463,000,000 5.19 

Paci fic Gas & Electric A-1 $ 125,000,000 0.56 
(11 /25/ 1997) A-2 $ 265,000,000 1.09 

A-3 $ 280,000,000 1.99 
A-4 $ 300,000,000 3.01 

A-5 $ 290,000,000 4.02 

A-6 $ 375,000,000 5. 17 

A-7 $ 866,000,000 7.3 1 

A-8 $ 400,000,000 9.48 

Tota l $ 2,90 I ,000,000 5. 19 

Total All Utility Securitization Deals $ 49,080,736,897 
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