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Standard & Poor's Base-Case Scenario

Company Description

Fortis is a leader in the North American electric and gas utility business, with total assets of more than C$26 billion and
fiscal 2014 revenue of C$5.4 billion. Its regulated utilities account for approximately 94% of total assets and serve more
than 3 milfion customers across Canada, the U.S., and the Caribbean, Fortis owns unregulated hydroelectric generation

assets in Canada, Belize, and Upstate New York.

Business Risk

Fortis' business risk profile is "excellent". In our view, the company continues to benefit from its stable, low-risk, and
regulated utility portfolio. Regulation typically involves a cost-of-service methodology that provides an allowed
regulated rate of return, The utilities have relatively low levels of volume risk exposure, further reducing cash flow
volatility. Fortis' regulated subsidiaries have monopolies as service providers in their respective service areas. They are
exposed to limited commodity input price risk as electricity input cost remains a pass-through in many of the

. company's service territories and are relatively insulated from typical market forces, which we view as a credit

strength.

In our view, another key credit strength is the regulatory, geographic, and market diversification of the subsidisries and
their cash flows. Before the acquisition of Central Hudson Gas and Electric Corp. (CHGE) and UniSource Energy
Services (UNS), Canadian operations accounted for about 84% of Fortis' operating incomne, most of which was in
British Columbia, making up about 50% of the company's total cash flows. With the acquisition of CHGE and UNS, we
now expect U.S. operations to account for approximately 37% of Fortis' operating income and British Columbia
accounting for about 30% of total cash flows, reducing the company's exposure in a single jurisdiction.

The diversification effect partially offsets the impact of Fortis' exposure to weaker business risk profiles in some of its
subsidiaries such as Tucson Electric Power Co. (TEP), a UNS subsidiary; and Fortis Turks and Caicos Inc. (FTCI),
which have a "strong" and "satisfactory” business risk profile, respectively. However, we believe this will only
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Fortis Inc.

merginally weaken Fortis' overall business risk profile.

The unregulated businesses make up a small part of Fortis’ overall cash flows, at approximately 6%. The size and
quality of these cash flows will improve with the Waneta project’s completion. This project has limited hydrology and
price risk, no dispatch risk, and strong counterparties in British Columbia Hydro & Power Authority and Fortis BC. In
addition, Fortis has announced it is divesting its noncore real-estate business and will continue focusing on the
regulated business.

Industry Sector: Electric Utility

\ Fortia Inc, Hydro One Ine, CUlInc. ATCO Ltd
Rating as of April 30, 2015 A-/Steble/—  A/Stable/A-1 A/Stable/A-1 A/Stable/—

' =Average of past three fiscal years—

(il. C§)
Revemmes | 4,367.3 6,116.7 2,0433 4,425.0
FBITDA 1,502.8 2,077.8 1017.3 1,769.2
Funds from operations (FFO) 9807 14217 728.7 1,253.3
Net income from continuing operations 3753 765.7 369.7 404.3
Cash flow from operations 887.4 1,2324 6713 1,198.3
Capital expenditures 1,206.7 1,339.3 1,7920 21873
Frae operating cash flow (318.3) (107.0) (L1207  (983.)
Discretionary cash flow (537.9) (382.6) {1.1308)  (1,1955)
Cash snd short-term investments 38,0 717 1869 1548
Debt 10,227.1 11,123.8 5,696.5 7,301.5
Equity 62732 7,235.8 3,619.0 5,008.7
Adjusted ratios -
EBITDA margin (%) 344 340 498 400
Return on capital (3) 59 7.6 7.7 0.8
EBITDA interest coverage {x) 3.0 38 35 4.3
FFO cash intevest coverage (x) 33 47 37 5.2
Debt/EBITDA (x) 68 5.4 586 41
FFO/debt (%) 9.6 128 127 17.2
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Fortis Inc. - Peer Conyg

Cash flow fom operations/debt (%) 87 11 L8 164
Free operating cash flow/debt %) (3.1) (L0} (18.7} (13.5)
Discretionary cash flow/debt (%) (53) 35) (19.8) {18.4)
Financial Risk

We expect Fortis' cash flows from the regulated utilities to remain very stable, a factor we believe is a key credit
strength that offsets the company's high leverage. Regulated utility cash flow is primarily composed of a return of
capital {(depreciation) and a return on capital, both of which continue to experience limited volatility. Consolidated
leverage is a function of the underlying utilities' regulatory capital structure that generally follows levels allowed by
regulation. We have assumed that growth in rate base leads to corresponding growth in cash flow.

Due to the business’ nature, Fortis needs capital investments to maintain service reliability and accommodate growth.
This results in downward pressure on the company’s credit metrics. We forecast AFFQ-to-total debt of 10%-12% from
2015-2017, which is consistent with our "significant” financial risk assessment.

aseiCash FlowsAnd Capital Striicture Scenati

o

~Fiscal year ended Dec. 31—
(o4l C§) 2014 2013 2012 2011 2010
Rating history A-/Stable/~ A-/Negative/— A-/Stable/— A-/Stable/~ A-/Stable/—
Revenues 5,401.0 4,047.0 3.654.0 3,738,0 3,664.0
EBITDA 1,760.5 1,4325 13155 1,249.5 1,186
Funds from operations (FFO) 1,1164 960.1 865.7 765.0 7237
Net income from contimuing cperations 3740 $90.0 362.0 357.0 3300
Cash flow fram operations 919.4 828.6 914.2 852.0 7082
Capital expenditures 1,560.0 1,058.0 1,002.0 10190 947.0
Free operating cash flow 1640.6) (229.4) (87.8) (167.0) (238.8)
Dividends paid 235.0 218.5 2015 1830 2245
Discretionary cash flow {875.6) (448.9) (269.3) (850.0) (463.3)
Debt 13,727.1 9,204.1 7,750.0 76166 6,809.9
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Fortis Inc.

Table 2 o
Fortis inc. -- Financial Summary {_ccmt%__}
Preferred stock 010.0 6145 554.0 456.0 456.0
Bolty 8,2020 57615 48%0 44870 37285
Debt and equity Sl - 21,928.1 149656 126060 121036 10,5384
Adjusted ratios
EBYTDA margin (%) 326 354 36.0 334 " 324
EBITDA interest coveruge (%) 2.8 32 32 3.0 8.1
FRO cash interest coverage (x} 3.2 3.4 34 33 31
Debt/EBITDA (x) 79 64 59 6.1 5.7
FFO/debt (%) 8.1 10.4 112 100 108
Cash fiow from operations/debt (%) 6.7 9.0 118 112 104
Fres operating cash flow/debt (%) a7 (2.5) {L.0 (2.2) (5)
Discretionaty cash flow/debt (%) (6.4) 9 =7 (4.6) (6.8)
Net cagh flow/capex (%} 565 70.0 663 57.1 538
Return on capital (%) o 55 6.1 6.4 69 72
Return on common equity (%) 47 69 74 78 79
Common dividend payout ratio (tnadjusted; %) 86.5 8.4 73.3 €98 85.8
Liquidity

Fortis's liquidity is "adequate.® At the holding company level, liquidity sources are likely to exceed uses by more than
1.1x, even in the event of a 10% decline in EBYTDA. In our view, the company has sound relationships with its banks

and generally satisfactory standing in credit markets.

Prineipzﬁ Liguidity Use;:

Debt maturities

Table 3
Fortis Inc. - Léng—Tﬂfm—Dfebt—PJIatm:ities As Of December 2014
Year {pl. C§)
2015 505
2016 47
2017 108
2018 741
2019 ‘ 201
Thereafter 8,204
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Other Modifiers

None of the modifiers have any impact on the rating,

Ratings Score Snapshot
Corporate Credit Rating
A-/Stable/--
Business risk: Excellent
e Country risk: Very low
* Industry risk: Very low
* Competitive position: Excellent

Financial risk: Significant

o Cash flow/Leverage: Significant
Anchor: a-
Modifiers

« Diversification/Portfolio effect: Neutral {no impact)

¢ Capital structure: Neutral (no impact)
* Financial policy: Neutral (no impact)
Liquidity: Adequate (no impact)

° Mahagement and governance: Satisfactory (no impact)

» Comparable rating analysis: Neutral {no impact)

Stand-alone credit profile : a-

Reconciliation
Table 4

Reconciliation Of Fortis Inc. Reported Amounts With Standard & Poor's Adjusted Amounts {Mil, C§)

Fortis Inc,

—Fiscal year ended Dec. 31, 2014-

A

Cash flow

Fortis Ine. Shareholders* Operating Interest from Dividends Capital
reporied amounts  Debt equity Revenues EBITDA income expense EBITDA operations paid expenditures
Reported 11,5340 8,601.0 54010 17110 1,023.0 547.0 1,711.0 932.0 266.0 1,587.0
Standard & Foor's adjustments

Interest expense N/A N/A N/A N/A N/A N/A (547.0) N/A N/A N/A
{reported) * .

Interest income N/A N/A N/A N/A N/A N/A 130 N/A N/A N/A

_ tported)
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Fortis Inc.

Table 4

Reconciliation Of Fortis Ine. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil, C§) [Cont.)

Current tax expense N/A N/A N/A N/A N/A N/A {43.0) N/A N/A N/A
(reported) -

Operating leases 858 N/A N/A 85 39 3.0 46 46 N/A N/A
Intermediate 810.0 {910.0) N/A  N/A N/A N/A N/A (31.0) (31.0) N/A
hybiids reported as

equity g

Postretirerent 566.6 N/A N/A 28,0 38.0 400 LT (93) N/A N/A
benefit

obligations/deferred

compensation

Surplus cash {172.5) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Capitalized interest N/A N/7A N/A N/A N/A 27.0 2.0 (27.0) N/A {231.0)
Shere-based N/A N/A N/A 3.0 N/A N/A 30 N/A N/A N/A
compensation

expense

Asset retirement 6752 N/A N/A N/A N/A N/A N/A N/A N/A N/A
cbiigations

Now-operating N/A N/A N/A N/A 25,0 N/A N/A N/A N/A N/A
income {expense)

Noncontrolling N/A 421.0 N/A N/A N/A N/A N/A N/A N7A . N/A
interest/minority

Interest

Debt — accrued 128.0 N/A N/A N/A N/A N/A N/A N/A N/A N/A
interest not incheded

in reporied debt

Total adjustments ~ 2,193.1 {489.0) 090 405 66.9 709 {594.6) (62.6) (31.0) 27.0)
Funds Cash flow

Standard & Poor's Interest from from Dividends Capital
adjusted amounts Debt Equity Revenues EBITDA EBIT expense operations operations paid expenditnres
Adjasted 13,7271 8,202.0 54010 1,760.5 1,089.9 6179 1,116.4 9194 2350 1,560.0
N/A-Not applicable.

Related Criteria And Research

Related Criteria

¢ Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014

« Corporate Methodology, Nov. 19, 2013

» Corporate Methodology: Ratios And Adjustments, Nov. 18, 2013

¢ Group Rating Methodology, Nov. 19, 2013

¢ Key Credit Factors For The Regulated Utflities Industry, Nov. 19, 2013

» Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012
» Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008

* 2008 Corporate Criteria: Rating Each Issue, April 15, 2008
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Business And Financial Risk Matri

: - JeAEE e . -

*Uinlezs otherwise noted, all ratings in this report are global scale ra Standard & Poor’s credit ratings on the global scale are comparable
Ecross countries. Standard & Poor’s credit ratings on a naticnal scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees,
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