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Volume 1, Section 3 – Finance 1 
 2 
Q. (page 55, footnote 37) 3 

 4 
a.  What are the minimum or lowest “investment grade ratings” assigned by 5 

Moody’s and DBRS?  6 
 7 
b.  Does Moody’s require a cash flow interest coverage of 2.5 times or higher, and a 8 

cash flow debt coverage of 15 percent or higher, for an electricity distribution 9 
utility to maintain its lowest investment grade rating. If the answer is “yes,” 10 
please provide the supporting evidence. 11 

 12 
c.  Does DBRS require a cash flow debt coverage of 10 percent or higher for an 13 

electricity distribution utility to maintain its lowest investment grade rating. If 14 
the answer is “yes,” please provide the supporting evidence. 15 

 16 
A. (a) The minimum or lowest “investment grade ratings” assigned by Moody’s and DBRS 17 

 are Baa3 and BBB(Low) respectively. 18 
 19 
(b) Moody’s may not require a cash flow to interest coverage of 2.5 times or higher, and 20 

a cash flow to debt coverage of 15 percent or higher in order for an electric 21 
distribution utility to maintain its lowest investment grade rating, depending on other 22 
quantitative and qualitative factors used by them in assigning their ratings.  However, 23 
an electric distribution utility with a Moody’s rating of Baa3 would have difficulty 24 
accessing capital markets in order to finance its capital expenditures as compared to 25 
Newfoundland Power given its Moody’s rating of Baa1.  A decline in Newfoundland 26 
Power’s rating from Baa1 to Baa3 would be expected to increase the cost of debt. 27 

 28 
As noted by Moody’s in its March 2007 Credit Opinion: Newfoundland Power1: 29 

 30 
NPI’s rating could be negatively impacted if by 2008 CFO Pre-W/C 31 
Interest Coverage has not met or exceeded 3.0x and (CFO Pre-32 
W/C)/Debt has not met or exceeded 15%.  33 
 34 

(c) DBRS may not require a cash flow to debt coverage of 10 percent or higher in order 35 
for an electric distribution utility to maintain its lowest investment grade rating, 36 
depending on other quantitative and qualitative factors used by them in assigning 37 
their ratings.  However, an electric distribution utility with a DBRS credit rating of 38 
BBB(Low) would have difficulty accessing capital markets in order to finance its 39 
capital expenditures as compared to Newfoundland Power given its DBRS rating of 40 
A.  A decline in Newfoundland Power’s rating from A to BBB(Low) would be 41 
expected to increase the cost of debt. 42 

 43 

                                                 
1  A copy of this credit opinion has been filed in Exhibit 6 of the Company’s Application. 
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A cash flow debt coverage ratio of 10 percent or higher is required in order for 1 
Newfoundland Power to maintain its A rating with DBRS. 2 




