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Factor 4: Ratings Mapping
The following table details the mapping for Key Credit Metrics:
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Observations and Outliers:
Positive outliers under this factor essentially include issuers that are located in developing countries (e.g. FGC
and MOESK in Russia, KEGOC in Kazakhstan, Transelectrica in Romania) and that mitigate weaker business
fundamentals than their European or Australian peers with stronger historical credit metrics.
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Appendix D: Impact on Credit Metrics of Different
Levels of Capital Charges
To illustrate the points discussed under Rating Factor #4: Key Credit Metrics, we consider two hypothetical
regulated networks - company A and company B, which have the same RAV. To maintain the existing level of
services over time, company A needs to spend on maintenance capex an average amount equal to 4% of its
RAV. Company B, however, despite having an asset base of similar value, needs to spend an average amount
equal to 8% of its RAV. The regulators factor these expenses into the revenue building block to determine the
minimum required revenue necessary to cover the operating and capital expenses as well as the cost of
capital for each company. In this example, for simplicity, we have assumed that operating costs are the same
for both companies, as a higher operating cost allowance would translate into a corresponding higher revenue
component. The cost of capital is assumed at 6% on a pre-tax debt post-tax equity basis.
As can be seen in the figure below, company A generates lower revenues due to lower charges set by its
regulator resulting from the lower maintenance capex required Because both companies show the same
amount of operating costs in absolute terms (and in relation to their RAV), company A therefore also realises a
lower operating cash flow than company B.
By comparing dynamic leverage ratios, company A would look weaker than company B with a FFO/Debt ratio
of 11.7% (compared to Company B with 18.3%), whilst the companies demonstrate identical leverage on a
Debt1RAV basis. Similarly, by comparing the F1=O-based interest cover ratio company A would look weaker
than company B with an interest cover ratio of 3.3x (compared to company B with 4.7x). If, however, we use
the FFO interest cover adjusted for the capital charges, the companies show exactly the same ability to cover
their interest payments from cash flow after "maintenance capex", i.e. 2.0x. Thus, by adjusting the FFO we
reverse the effect that the different proportion of the capital charges to the RAV have on revenues and
consequently on cash flows.
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Appendix E: Industry Overview
This rating methodology covers companies that are primarily engaged in (a) the transmission and/or (b) the
distribution of electricity and/or natural gas.
•

Transmission is the high-voltage and high-pressure transfer of electricity and gas, respectively, over long
distances from another transmission grid or directly from their sources (usually the location of a power
plant or a major gas field), to substations and delivery points closer to end-use customers in population or
industrial centres.

m

The distribution of electricity is the process whereby voltage is reduced and delivered from a high-voltage
transmission system through mid- to low-voltage wires to the end-users, which consist of industrial,
commercial, or retail customers. The distribution of natural gas entails the transport of gas from delivery
points along transmission pipelines to industrial, commercial or retail customers through mid- to lowpressure pipes.

The electric and gas networks rated by Moody's span the globe and range from issuers that own the entire
transmission grid of a large sovereign nation (e.g. Tema in Italy) to issuers that own a regional distribution grid
(e.g. Energy Partnership (Gas) Pty Ltd in Australia). Service areas correspondingly range from very large to
relatively small. Nevertheless, in all cases, the networks failing under this rating methodology share a common
set of characteristics:

n

They are de facto monopoly providers of essential transmission and/or distribution services within the
economic areas they serve (the risk of competing networks being built is very low due to the high cost
involved);

•

As such, they are regulated, i.e. their activity is supervised by a regulator that (i) defines the companies'
revenue entitlement (generally based on an assumption of efficient costs and a fair return on capital
employed which incorporates the required investments) at periodic reviews, and (ii) ensures that minimum
operational standards (mostly pertaining to network reliability and safety) are met;

n

Unlike issuers covered by the Rating Methodology for Regulated Electric and Gas Utilities (August 2009),
regulated networks have generally been separated from supply and generation activities ('unbundling').
As such, they are exposed neither to end-users nor to commodity price risk as they charge tariffs to
suppliers for the transportation of electricity and gas that are independent of the commodity price.

The sustainable level of cash flows afforded by these characteristics is common to other transport
infrastructure issuers rated by Moody's (e,g. toll roads, operational airports, etc). Moody's would therefore see
regulated electric and gas networks as exhibiting relatively low business risk, which can in turn translate into a
significant capacity to sustain high debt levels. In addition, the high level of future visibility typically associated
with the business model of a regulated network can make very long-term debt financing an attractive
proposition to leverage shareholder returns.

rJ9
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Appendix F: Key Rating Issues over the Intermediate
Term
The main rating issues faced by regulated electric and gas networks are as foiiows:
Corporate Activity & Re-Leveraging: a number of European regulated networks rated by Moody's (e.g.
EDF Energy Networks, Central Networks, SP, SHEPD, SHET, SEPD, etc.) are part of wider groups, which
are generally the large verticaliy-integrated pan-European utilities. As such, their ratings factor in some
degree of constraint or support from the group they belong to. Therefore, their ratings will generally move
in sync with the rating of their shareholder, which may be impacted by corporate activity. In addition, some
of these networks may have low strategic importance to the group they belong to, and thus they could be
candidates for disposal should their owner need to raise funds in support of investments in other
businesses (e.g. generation) or debt reduction. Regulated networks that have been acquired in the last
few years have generally been leveraged materially to re-finance acquisition debt. In some rare instances,
the buyer of such assets may actually be another regulated network (as was the case of Netherlands'
Gasunie, which purchased the gas transmission grid of BEBIEMGTG in Germany in 2008).
Large Capital Expenditures: many of the transmission companies, such as Fingrid of Finland, Statnett of
Norway and REE of Spain have large capital investment programmes to upgrade and expand their
networks to connect new generation capacity, and to improve interconnections so as to strengthen the
overall security of the system and introduce effective competition across borders. In addition, many
network companies, such as Tema of Italy and National Grid, Scottish and Southern Energy and Scottish
Power of the UK have substantial replacement needs for ageing networks. Finally, electricity transmission
and distribution grids will require growing investments to accommodate rising intermittent generation in the
form of renewables (e.g. wind)23 and distributed generation.24 Despite current unsettled economic and
financial market conditions, Moody's believes that it is unlikely that such investments will be delayed as, in
most developed regulatory regimes, network companies tend to earn a fair return - generally with limited
or no linkage to demand volume - on new and replacement investments.
Funding: as a result of the large capital programmes required to meet new capacity, as explained above,
most regulated electric and gas networks rated by Moody's experience negative free cash flows that are
covered by additional debt funding. Whilst regulated networks have so far demonstrated relatively good
access to debt markets even in difficult market conditions (examples include Netherlands' Gasunie which
raised EUR1 billion in October 2008; UK's National Grid Electricity Transmission which issued GBP350
million notes in January 2009; and Australian regulated network companies that have been accessing the
bank debt market), they may face a mismatch (to their detriment) between the pricing of funding and the
return they earn on their asset base. However, Moody's notes that a number of Western European
regulators are likely to allow network companies a higher return on capital in future price reviews if there is
a long-term shift in capital costs.
Political and Regulatory Risk: Moody's notes that the cost associated with regulated activities of
transporting electricity or gas generally remains a small proportion of the final price paid by customers,
thereby limiting the incentive for political interference and considerations in the regulatory process.
Moody's therefore does not expect European grids to be materially affected by regulatory or political action
given the ongoing need to replace and reinforce ageing infrastructure in Europe. Upcoming regulatory
reviews in Europe include the UK electricity distribution price control review for the 2010-15 period
(DPCR5). Moody's nevertheless cautions that the growing convergence of the various European
regulatory regimes towards an incentive-based framework similar to that in the UK (e.g. gas transmission
networks in Germany from 2010) could result in more challenging efficiency targets. In Australia, the
recent review of parameters for the weighted average cost of capital - whilst not material enough to
adversely affect ratings - highlights the risk of further tightening in regulatory approach over time.

23 In Europe, growth in renewable generation is driven by an EU directive which has established an overall binding target of a 20% share of energy from
renewable sources in final consumption of energy by 2020.

24 Distributed generation (sometimes called embedded generation) is power generation which is connected to the distribution network rather than the highvoltage network. It typically encompasses small-capacity units such as combined heat and power. Distributed generation requires networks that allow
electricity to flow In two directions - to the end-user for consumption and on to the network when the user is exporting excess production.
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Low Inflation/Deflation: a number of regulatory models across the world (e.g. the UK, Ireland, etc) are
designed in real terms (as opposed to nominal terms), where allowed revenues are computed in real terms
and subsequently inflated by the Retail Price Index or Consumer Price Index. This is aimed at protecting
networks against inflation, which is effectively passed through to customers. However, Moody's notes that
networks governed by this type of regulatory model generally need to raise a materiai, if not predominant
portion of their debt on a conventional basis (i.e. debt instruments whose coupon is based on nominal
interest rates). This may cause a timing mismatch of cash flows and debt service, as well as a potentially
higher reliance on continued market access to raise debt.25 Moody's adds that, given their often
aggressive dividend policy and tendency to maintain leverage at constant levels on the RAV close to the
guidelines supporting their rating category, lower-than-expected inflation or deflation could lead certain
networks to breach such parameters. Nevertheless, Moody's would expect managements to take actions
(e.g. in the form of temporary reduction in shareholder distributions) to ensure that such breaches, if any,
are of a temporary nature only. `6

n At the same time, this allows companies that have the vast majority of their debt funding in the form of conventional Instruments to mechanically deleverage
over time (n net debt / RAV terms, all other things being equal) as long as inflation is positive. Conversely, companies that have a material portion of their
debt funding in the form of index-finked debt (or have achieved a similar position through swap arrangements) will see little impact of inflation on their
leverage, as both their debt position and asset base will evolve in sync.

25 For further discussion on this topic, see our Special Comment: UK Water Sector Stable Outlook, But Sustained Deflation Could Cause Negative rating
Pressure, June 2009.
V August 2009 2 Rating Methodology n Moody's Global Infrastructure Finance - Regulated Elsctnc and Gas Networks

COFf03-05 Attachment I
Paae 43 of 44

Regulated Electric and Gas Networks

Moody's Related Research
industry Outlook:
a

Australia and New Zealand's Regulated Electricity and Gas Sector Outlook 2009, June 2009 (117717)

s,

EMEA Electric and Gas Ufilities , November 2008 (112344)

Special Comment:
a

UK Regulated Industries: Q&A on Lending against the Regulated Asset Value, November 2007 (105954)

Rating Methodology:
•

Unregulated Utilities and Power Companies, August 2009 (118508)

$

Regulated Electric and Gas Utilities, August 2009 (118481)

•

North American Diversified Natural Gas Transmission And Distribution Companies, March 2007 (102513)

n

European Regulated Utility Groups: Methodology Update, January 2007 (101671)

•

North American Natural Gas Pipelines, December2006 (101229)

n

U.S. Electric Generation & Transmission Cooperatives, May 2006 (97324)

IN

Moody's Approach to Global Standard Adjustments in the Analysis of Financial Statements for NonFinancial Corporations - Part II (IFRS), February 2006 (96729)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication
of this report and that more recent reports may be available. All research may not be available to all clients.
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Analyst Contacts (continued):
New York
1.212.553.1653
Bart Oosterveld
Chief Credit Officer, Public, Project &
Infrastructure Finance
Tom Keller
Group Managing Director

Report Number. 118786

Paul Marty

Suzy Bibko
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Cassina Brooks
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Prescott Hartshorne
RE: Rating Methodology
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Hi Prescott,

Thank you for contacting Moody's. We use the methodology, Regulated Electric and Gas Utilities to rate CenterPoint Energy Houston Electric, Ltc if you have any additional questions,
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC01-04

QUESTION:
[Depreciation] Please provide a copy of each testimony, including rebuttal, submitted by the Company's
outside depreciation consultant on the topic of depreciation during the past 10 years. The copies should
include all exhibits associated with each testimony including rebuttal testimonies.

ANSWER:
The propounding party has agreed to restrict the question to the past 5 years. Provided is an index of the
responsive documents. The documents are voluminous and will be made available in electronic format on
CD in the Houston and Austin office. To make arrangements for viewing these documents, please contact
Linda Johnston in Houston at (713) 207-5218 or Dolores Prince in Austin at (512) 397-3060.

Sponsor: Dane Watson
Responsive Documents:
Index of voluminous material
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AELP Docket U 09-015

AELP Testimony of D. Watson.pdf
AGLC Docket 31647-U

ATLANTA-#5225230-vI-Testimony_of Dane Watson_&_Rhonda_Watts.doc
ATLANTA-#5225230-vl-Testimony_of Dane_Watson_& Rhonda Watts.pdf
Final AGLC Depreciation Study Report 4-30-10.pdf
Allete
Minnesota Power Depreciation Study
Centerpoint Arkansas Docket 06-161-U

Waston Rebuttal
06-161-U Watson Rebuttal
06-161-U Watson Rebuttal Exhibits
Watson Direct

06-161-U Watson Sur surrebuttal
06-161-U Watson Sur surrebuttal Exhibits
CenterPoint MS Docket 09-UN

Testimony and Study Combined
Centerpoint TX Docket 38339
Watson Direct Testimony
Consumers Electric Michigan U-16054
exhibits of Consumers Energy Company's witnesses Jan C. Anderson and David
B. Kehoe and witnesses James E. Borg, William R. Crean and Dane A. Watson
(006)
Consumers Gas U-15629 Michigan
(002) Errata to Prefiled Exhibit A-5 (DAW-5)
Docket 15629 Application and Direct Testimony
Watson Rebuttal
CUC GHU Docket U-10-043 Alaska
Watson Testimony & Direct Docket U-10-043
FERC FGT RPIO-21-000
EOXELIB1T NO FGT-145 - FGT-150 Watson Rebuttal Testimony
FERC Granite State RP10-896-000

GSGT 4.1 Watson Direct
GSGT 4.2 GSGT Study

GUD 9670
Testimony_Watson_Direct
Watson_Rebuttal 9670
GUD 9762
Direct
Watson Direct GUD 9762
Rebuttal
9762-Rebuttal- Testimony_Watson 3-19-08

GUD 9869
9869-Rebuttal Testimony_Watson_8-04-05
GUD 9902 Centerpoint Houston
Exhibit DAW-I

REBUTTAL TESTIMONY OF DANE A. WATSON
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° FOLDER DFSCRMTI+^^

FME NAME
Watson-Direct Testimonyffinal

Ludington Michigan U-16055
(007) Application and testimony and exhibits of Consumers Energy Company's
witness David B. Kehoe and witnesses Philip A. Czech, Donald A. Dow and Dane
A. Watson on Behalf of Consumers Energy Company
Michigan Gas Utilities U-15963
Rebuttal testimony

Testimony as flied in Case transcript- direct & rebuttal
Watson Study & Direct
Watson Testimony Redlined U-15963

Oncor pocket 34040
TPUC Docket 34040 Watson Direct as filed
Oncor pocket 35717
35717 Watson SupplementalRebuttal
Supp Direct Testimony Dane Watson
Watson Direct Testimony Docket 35717
Watson Rebuttal Docket 35717
PSC Docket 06S-656G
Watson Rebuttal Final
PSCO 09AL-299E
Exhibit No. DAW-1

Exhibit No. DAW-2
Watson Direct Final

SPS Docket 32766
Rebuttal Final
Watson
Watson P 1-50
Watson P 51-76
Alliance Depreciation Study SPS Docket 32766
SPS Docket 35763
Watson SPS Direct Testimony Docket 35763
Watson Rebuttal Errata
WatsonRRRebFinal
SPS Docket 38147
Watson Direct

SPS NM 07-00319-UT
SPS Depreciation Study NM Final 11272007
Watson Rebuttal
TXU Docket 22350
Watson Direct Stranded Cost
Watson Rebuttal Stranded Cost
Watson Rev Requirement Rebuttal
Watson RR Direct

UPPCO Michigan U-15989
UPPCO testimony and study
WE 5-DU-101
WE and Wisconsin Gas Depreciation Study
Xcel ND 07-776
Watson Rebuttal Final
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC01-06

QUESTION:
[Depreciation] Please identify each Company or outside personnel who had a meaningful or significant
input into the establishment of depreciation parameters as reflected in the Company's depreciation
request. For each such individual, provide the name, department, job tide, type of information provided by
account, time frame at which such information was provided, and the basis for relying on such individuals
input.

ANSWER:
Please see the written descriptions in Exhibit DAW-1, Pages 22-65 and the interview notes provided in the
workpapers included in the original filing and also noted in response to PUC2-1.

Sponsor: Dane Watson
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC01-10

QUESTION:
[Depreciation] For each supplementary item of information obtained from operating personnel concerning
practices, plans, expectations, etc., as they relate to plant operation, please provide the following:

A.
S.
C.
D.
E_
F.

A narrative identification of each separate practice;
A detailed narrative identification of each separate plan;
The individual from whom each such practice or plan was obtained;
The inquiry made to elicit the practice or plan;
All underlying data, reports, documents, etc. that address each separate practice or plan;
The impact each separate practice or plan had in the development of each depreciation parameter, by'
account.

ANSWER:
A-F
Detailed information that has influenced the choice of life and net salvage has been provided in
the Direct Testimony of Dane A. Watson, Exhibit DAW-1, 22-65 and in the workpapers included in the
original filing and also noted in response to PUC2-1. The questions asked were not scripted or
transcribed and were reflective of a dialogue between Mr. Watson and the operating personnel.
Mr. Watson talked with and was exposed to the understanding and experience of employees within
CenterPoint Houston to help form opinions and impressions of the assets. In many cases, this
information was of a general nature and is not reproducible or quantifiable on paper. For specific
examples of significant information that impacted the analysis and notes from conversations with
CenterPoint Houston personnel, please see the written descriptions in Exhibit DAW-1, Pages 22-65 and
the interview notes provided in the workpapers included in the original filing and also noted in response to
PUC2-1.

Sponsor. Dane Watson
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUCOI-19

QUESTION:
[Depreciation] Please provide all workpapers that have not already been provided, related to depreciation
expense.

ANSWER:
Please see the workpapers relating to depreciation expense provided with the original filing, the response
to PUC 2-1, and the response to TCUC 1-23.

Sponsor: Walter L. Fitzgerald/Dane Watson
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339

SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC01-23

QUESTION:
[Depreciation] Please provide a copy of all site-visit notes, pictures, etc. associated with any site visits
performed by the Company's depreciation witness, specifically identifying the date and times associated
with the visual inspection of each specific type of property, within the past 5 years.

ANSWER:
Please refer to the workpapers provided with the original filing package. Please also see the response to
PUC2-1. In addition, please see the attached photos which are being filed in electronic format only.

Sponsor: Dane Watson
Responsive Documents:
Electronic photos
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC01-30

QUESTION:
[Depreciation - Life] - Please provide a detailed narrative for each account, identifying what steps were
undertaken to arrive at the proposed average service life and corresponding dispersion curve. The
response should identify specifically what information was relied upon, what life analysis procedure was
utilized, including clear identification of experience band, placement band, and intervals, and if the best
fitting curve and life combination were not chosen, what other information specifically relied upon to make
modifications in order to establish the actual proposed life parameters. Further, provide all workpapers,
assumptions, considerations, and material reviewed and relied upon in sufficient detail to permit
replication of the Company's proposed average service life and dispersion curve combination by account.

ANSWER:
Detailed information that has influenced the choice of life has been provided in the Direct Testimony of
Dane A. Watson and in the work papers included in the original filing and also noted in response to PUC
2-1. Also see the Company's response to TCUC 1-23.

Sponsor: Dane Watson
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC02-07

QUESTION:
[Net Salvage Account 356]- Please provide a detailed narrative of what retired in 2008 for Account 356
as well as a detailed explanation as to why such retirement activity resulted in over $2.9 million of cost of
removal and a resulting negative 104% net salvage. The response should include all workpapers,
assumptions, considerations, and material reviewed and relied upon in sufficient detail to permit
verification of the responsive information.

ANSWER:

Detailed retirements for account 356 for 2008 can be found in the response to TCUC 1-9. The net
salvage percentage is driven by retirement activities during a given year and the synchronization of net
salvage data, which is discussed in the Company's response to TCUC 1-32. The following work orders
are the primary removal cost drivers during 2008: "Colorado Bend Interconnection Phase 2," "Colorado
Bend/Dyann Substation Interconnection" and the "Colorado Bend-Upgrade 138 kV Circuit 60B Caney
Comer - East Bernard - Line" resulted in large amounts of removal cost in 2008. The above work orders
make up approximately 60% of the removal cost for account 356 during 2008. There are one hundred
twenty one additional work orders that make up the remaining 40% of the removal cost for this account
To smooth the experience of 2008, it is necessary to, as Mr. Watson has done in his depreciation study,
analyze moving averages, which smooth out yearly fluctuations between retirements and net salvage.

Sponsor: Walter L. Fitzgerald
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC02-26

QUESTION:
[Life Analysis] - Please provide a complete copy of the numerical values corresponding to each observed
life table associated with each actuarial analysis performed, whether relied upon or not.

ANSWER:
Information responsive to the request was previously provided as part of the Company's June 30, 2010
rate filing. See PUC 2-01 for a description of the electronic files provided.

Sponsor: Dane Watson
Responsive Documents:
None
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CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PUC DOCKET NO. 38339
SOAH DOCKET NO. 473-10-5001
TEXAS COAST UTILITIES COALITION OF CITIES
REQUEST NO.: TCUC02-27

QUESTION:
[Data] - Please provide a copy of each of the appendices to Exhibit DAW-1 on electronic medium in Excel
readable format with all formulas intact.

ANSWER:
Information responsive to the request was previously provided as part of the Company's June 30, 2010
rate filing. See PUC 2-01 for a description of the electronic files provided.

Sponsor: Dane Watson
Responsive Documents:
None
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