FINANCE

Bonds Got Relabeled. Now Millions of
Americans Get Higher Electric Bills.

After Bloomberg reclassified certain utility bonds, borrowing costs rose

By Andrew Ackerman

March 28, 2024 8:00 am ET

Linemen worked on utility poles last summer after a deadly wildfire devastated Lahaina, on Maui.
PHOTO: RICK BOWMER/ASSOCIATED PRESS

They might not notice it, but millions of Americans are paying a little more each
month for their electricity.

The cause: a seemingly insignificant decision in an arcane corner of Wall Street
that rippled out to the real world. A new label for a set of utility bonds spurred a
fight with state utility regulators and crept into home electricity bills.

The amplification comes from the rise of passive investing, where money is held
in funds that track an index of stocks or bonds. Trillions of dollars are invested in
these funds, making the indexes underpinning them more important than ever.

Those indexes are created by private companies and there is little U.S. regulation
on how investment securities are categorized to fit them into, or leave them out

of, the indexes.

It was just such a decision that has led to some higher power bills. In the summer
of 2022, financial-data giant Bloomberg decided that certain bonds sold by
utilities would no longer be classified as corporate bonds.

Instead, the bonds—sold by utilities to repair their systems following natural
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disasters—would be considered asset-backed securities.

The reclassification of these so-called recovery bonds altered their placement in
Bloomberg’s widely followed bond indexes. That, in turn, restricted the pool of
potential buyers for these bonds since many institutional and individual
investors are prohibited from buying asset-backed instruments.

The upshot? The utility companies end up paying more interest on new
issuances of this type of debt, a cost that is passed on to customers in the form of
higher monthly electricity bills.

Utilities increasingly issue recovery bonds to finance repairs following natural disasters. PHOTO:
DAVID PARDO/ASSOCIATED PRESS

While often small on a household level, collectively the pricing changes will run
to roughly $3 billion in additional costs over the life of the bonds, according to
Joseph Fichera, chief executive of Saber Partners, which advises state
governments on these kinds of financial deals. That translates to roughly $150
million annually.

“This unexplained reversal and massive mispricing may be great for Wall Street
but is not fair to electricity customers,” said Fichera, who has asked Bloomberg
to reconsider the change on behalf of several clients.

Some state electricity regulators say the move is a mistake that forces customers
to overpay for debt that’s safer and less complex than what’s typically used in
asset-backed offerings. Critics say it ignores regulatory precedent in treating the
bonds like corporate securities.

“This is against the public interest,” said Andrew Maurey, director of the
division of accounting and finance at the Florida Public Service Commission, the
state’s utility regulator. He filed a complaint to Bloomberg about the change. It
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went unanswered, he said.

The utilities’ concerns “appeared to carry little weight in the decision,” said Bob
Boada, a former treasurer of Southern California Edison and its parent, Edison
International.

These types of bonds have been growing rapidly. There are about $31 billion in
recovery bonds outstanding in 2024, according to Saber Partners. That’s up from
roughly $8.5 billion in 2016, according to a Duke Energy Florida filing. Hawaiian
Electric could soon offer billions of dollars of them to help it rebuild after last
year’s Maui wildfires.

A Bloomberg spokesman said the decision “was made through a robust
governance process, public consultation and reflected broad market feedback,
and we strongly believe it serves the public interest with a more accurate and
transparent market.”

“We stand by the decision,” he added.

The Thomas wildfire in late 2017 caused extensive damage in southern California. PHOTO: MARK
RALSTON/AGENCE FRANCE-PRESSE/GETTY IMAGES

Best known for its news service and data terminals, Bloomberg is especially
important to the recovery bonds because it is a leading index provider for
corporate debt. (Editors of The Wall Street Journal help select the components
of a stock market index, the Dow Jones Industrial Average, of 30 large “blue
chip” stocks listed in the U.S.)

Bloomberg receives fees from firms, such as asset-management companies, large
banks and pension funds, which use the indexes as benchmarks or to create
investment securities.
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Some advocates have already called for more regulation of the index firms and
the Securities and Exchange Commission has sought public comment on
whether to do so.

The recovery bond fight started after a May 2022 bond offering from California’s
PG&E. Bloomberg said it reconsidered the recovery bonds due to their rising
popularity and investor calls to do so.

Since the reclassification, recovery bonds have come with higher borrowing
costs than other triple-A-rated corporate securities, according to a Journal
review of transaction data. The review took into account the difference, or
spread, between different bond issues and comparable U.S. Treasurys.
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in April 2023, after Bloomberg’s
change, the bonds’ spread to Treasurys had jumped to about 1.2 percentage
points. The spreads for top-rated corporate bonds were essentially unchanged.

One of the biggest effects appeared to be at PG&E, which went to market twice in
the middle of 2022, both before and after Bloomberg announced it was
considering the change.

In the May offering that started the fight, PG&E got a spread of about 1.60
percentage points above corresponding U.S. Treasury rates, while triple-A-rated
corporate bonds issued by Johnson & Johnson were trading at a spread of 0.88
percentage point. On a similar offering in July, the utility’s borrowing costs shot
up to 1.95 percentage points above Treasurys, while the spread of Johnson &



Johnson bonds to Treasurys narrowed to 0.69 percentage point.
Write to Andrew Ackerman at andrew.ackerman@wsj.com

Corrections & Amplifications

Southern California Edison services five million customers in California. An
earlier version of this article incorrectly said its customers were only in Los
Angeles. (Corrected on March 28)

Appeared in the March 29, 2024, print edition as 'Electric Bills Rise After Utility Bonds Are
Reclassified’.





