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Fonis Inc. 

$tandard &: POOr'S Base-Case Scenario 

Comp~y Description 

Fortio is a leader in the North American electric and gas utility business, with total assets of more than C$26 bilHon and 

fiscal 2014 revenue ofC$5.4 biJIion.lts regulated utDities account for appl'Ollimately 94% of total assets and serve more 
than 3 miJIion customers across Canada, the us., and the Caribbean. Fortio owns unregulated bydroeIectrlc 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 Iiom its stable, low-risk, and 

regulated utility portfolio. Regulation typically Involves a cost-of-service methodology that provides en aUowecI 

regulated rate of return. The utilities have relatively low levels ofvolwne risk exposure, further reducing cash flow 

VOlatility. Fortlo' reeuJated subsldlarie& 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 p""s-througb in many of the 

company's service territories end are relatively ill8u1ated Iiom typIcal market fo~ea, which we view as a credit 

strength. 

In·our view, another key credit streogtb is the regulatory, geographic, and marl<et diversification oftbe 811bsidi8rfes and 

their cash flows. Before the acquisition of Central Hudson Gas and Electric Corp. (CHGE) end UnlSource Energy 

Services (UNS), Canadien operations accounted for about 84% of Fortis' operating income, most ofwhicb was In 

British CoI"",bla, meking 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 end British Columbia 

acCounting for about 30% oftota! cash flows, reducing the company's exposure in a single jurisdiction. 

The diversilicalion effect partially offsets the impact of Fortio' expO$ure to wesker bustness risk profiles in some of Its 

subsidiaries such as Tucson Electric Power Co. (TI!P). a UNS subsidiary; and Fortis Turks and Caicos Inc. (FTC\). 

which have' a "strong" and "satisfactmy" business risk profile. reapectively. However, we beHeve this ..m only 
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merginaIIy weaken Fortis' overall business risk profile. 

The W\l'egulated businesses make up a small part of Fortis' overall cash flows, at approximately 6%. The size and 

quality of liIese cash flows wiI1lmprove with the Waneta project's completion. "I1Ib project baa limited hydrology awl 

price risk, no dispatch riJk, and strong counterparties In IIriIIsh Columbia Hydro 8: Power Autbority and FonIa Be. In 

addition, FQrtIs has announced it Is dlvesting its noncore reaJ..eetate business and will continue fOcueing on the 
regu1ated business. 

Peer comparison 
Table 1 

Fortis Inc. -. Peer Co,ilpar;;;"'1 

l1IIIutz7 S.cIot: llleolde UtIIII7 
( 

Rating IS of ApriJ 30, 2015 

r_""," 
A-/Sbhlol-

IIJdn> OUIllc. CUI .... A"IOOLtd. 

AI_IIA-I AlSCobIeI A-I AlSlablel-
-'_ofpat ___ 

(JIlL CfI -- 4,387.3 6,116.7 2.0'3.1 40'25.0 

EII1TIlA 1,502.8 2,077.8 1,017.3 1,7".2 

FundI fiom·opcations (PPO) 980.7 1.(21.7 723.7 1,258.3 

Net income rn.n caadnuIng operation. 375.3 785.7 369.7 404.3 
Cub flow tom __ 887.4 1,232.4 671.3 UN.3 

0II*aI GFC'D II I_ 1,20U 1,3H.3 1.7!W) 2.187.3 

_~cubllow (m.3) (107.11) (1,120.7) c-oJ 
II!o<redonory cub flow <"7.9) (389.8) (1.130.8) (1,185.5) 

Cub oruI a--term Inv!stmenta 38.0 71.7 18.9 154.8 

Debt 10.227.1 11.123.5 5.8118.5 7,301.5 

Bqully ',273.2 7.235.8 3,819.0 5,0118.7 

M,J.- ratio. . 
I!Bm1o\ JIIII1III (%I 34.4 34.0 48.8 40.0 

Return on copiIoI !Yo) 5.9 u 7.7 9.8 

EBnw.inIsat.......,.(xj 3.0 U 3.5 4.3 
FFO c:OIh ___ (x) SOS 4.7 3.1 S.2 

DebtlEBlTIlA (xl. 8.9 5.4 5.8 4.1 

FFO/_l%) U.6 12.8 12.1 17.2 
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Portis Inc. 

TIIIIle 1 

Cash ftow ftoom CIpOnIiansldebt (%) 8.7 11.1 11.8 IU 

Flu..-tiDa ..... lIow/debtl'h) (3.1) (U) (19.7) (13.5) 

Dlscmicmary ..... !Iow/debt (%) (5.3) (3.5) (19.8) (IU) 

Financial Risk 

We expect Fortis' cash fJows 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 ullJjty cash flow is primarily composed of a return of 

capita1 (depreciation) and a return on capital, both oCwhich continue to experience limited voJatiJity. Consondated 

leverage is a filnction of the underlying utilities' regulatory capital structure that genonl1y follows 1eve1a afiowed by 

regulation. We have assumed that growth In rate base leada to corresponding growth in cash flow. 

Due to the bualnesa' nature. Fortis needa capitallnvestmentl to maintain service reUabil!ty and accommodate growth. 

This results in downward pressure on the company's credit metric .. We forecast AFFQ-to-total debt of 10't..-12% from 

2015-2017, which is consistent with Our "signfllcant"lInancial risk assessment. 

Financ:ial summary 
Table 2 

Porbs Inc. ~~ FlJlauClal Summ~u y 

(IIiI. CS) 1014 1013 1012 1011 201. 

A-lStable/- A-IN"-I- A-/Stablet- A-/Stablo/_ A-IStabJet-

Pundo I'n>m openIIcmI (I'FO) 

DMdendI paid 

Debt 

5,401.0 

1,760.5 

1,IlU 

374.0 

919.4 

1,sl1O.o 

(84O.6) 

235.0 

(875.8) 

13,727.1 
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4.047.0 

1,4112.5 

9150.1 

390.0 

82U 

1,058.0 

(22U) 

219.5 

(448.9) 

8,204.1 

3,6.114.0 3,738.0 3,11t14.0 

1,315.5 1.1AII.5 1,IeaO 

865.7 7115.0 733.7 

362.0 357.0 330.0 

91U I5Z.O 7IJII.l 

1.002.0 1.019.0 947.0 

(87.8) (187.0) (238.8) 

201.5 183.0 224.5 

(289.3) (350.0) (463.3) 

7,750.0 7,816.6 6,808.9 
--- ----
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Fortis 1m:. 

FnrtJ3 ]nc --I lTI2J1CI.1! St1Inma"'y (cnnt~} 
I'Nfem!dItOd< 910.0 614.5 &54.0 456.0 ~II.Q 

I!q.1Ity 8.202.0 5,761.5 4,858.0 4.487.0 3.128.5 , 
14,985.& 10.5$8.4 Debt and eqllity 21,82&.1 12,6116.0 12,103.6 

A<\I--EBITDA margin (%) 32.6 35.4 36.0 33.4 32.4 

EBlTDAinIoreot_(x) 2.8 3.2 3.1 3.0 3.1 
FPO __ 'ovorage(x) 3.2 3.4 3.4 3.3 3.1 

DobtlBBITOA (x) 7.8 6.4 5.9 6.1 5.7 

FFO/debt ('II) 8.1 10.4 11.2 10.0 10.8 

c8sh IIow m.m oporatIoDsIdebt ('II) 6.7 9.0 11.8 11.% 10.4 

F\'ee opmtiDg c:uh flow/debt ('II) (4.7) (2.5) ILl) (2.2) (3.5) 

IliIcrotimwy _flow/debt ('II) (6.4) (4.9) (3.7) (4.6) (6.8) 

Net_ftow/capex(%) 56.5 70.0 66.3 57.1 53.8 

Return on copItIl (%) 5.5 6.1 6.4 6.8 7.2 

Retum OIl c:txnmon equity ('II] 4.7 6.9 7.4 7.8 7.9 

Common dividend payout ratio (anac!jaated; %) 96.5 76.4 73.3 &9.9 85.9 

Liquidity 

Fortis's Hquidity is "adequate." At the holding company level, 6quidity sources are likely to exceed uaea by more than 

l.lx. even in the event ofa 1()0A, decline in EBITDA. In our view, the company has sound relationships with its banks 

snd generally satisfactory standing In credit markets. 

Debt maturities 
Table 3 

FortIS Inc. -- Long-Tcqn-Debt-Matufities As Of Decemim 2014 

Ye .. 

20i5 

2016 

2017 

2018" 

2019 

Thereafter 
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(MI1.CS) 

505 

741 
IDS 

741 

201 

8,204 
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Other Modifiers 

None oUbe modlfiers have any Impact on the rating. 

Ratings Score Snapshot 

Corporate Credit Rating 

A-/StmJIe/-

Busine .. risk: Excellent 

• Country risk: Very low 

• Industry risk: Very low 

• Competitive position: I!xcellent 

Flnanclal risk: .Signlficant 

• Cash flow/Leverage: Significant 

Anchor: a-

Modifiers 

• Diversification/Portfolio effect: Neutral (no impact) 

• CapitBlstructure: Neutral (no impact) 

• FInancial policy: Neutral (no impact) 

• Uquldity: Adequate (no Impact) 

• Management and governance: Satisfactory (no impact) 

• Colnparable rating analysis: Neutral (no impact) 

Stand-alone credit profile: a-

Reconciliation 

Tallie. 

Portis Inc, 

Reco!'lc; l i~ tion Of Forti. Inc. Reported Amounts With Standard & Poor's Adjusted Amounts (1'hl. C$) 

-llIH.J,..,. •• cledDec.ll,2014-

ShuMoIden' 
. Debt .... ty _ .... DITDA 

11,534.0 M91.0 5,401.0 1,111.0 

-­(repor1od) , 
NfA 

NfA 

NfA N/A 

NfA NfA 
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NfA 

NfA 

1,023.0 347.0 

"fA NfA 

NfA NlA 

c:..Ia_ 
_ DI_do Copltal 

DITDA __ poId oopoDdI_ 

1,711.0 982.0 1,587.0 

(547.0) N/A NfA NfA 

la.o NfA NfA NfA 



Table 4 

Cllrmdtoz_ H/A I'(/A WA N/A 
(r<parIodj . 

N/A WA (43.0) I'(/A I'(/A N/A 

~- 85.8 N/A WI. 8.5 3.9 3.8 4.6 U WI. NIl. 
1-...... .. 810.0 (910.0) NIl. NIl. 
hybddIlOpCIItOd IS 

N/A N/A NIl. (31.0) (31.0) NIl. 

eqQty 

PoatlethWbtwt 568.6 NIl. NIl. 38.0 38.0 40.0 1.7 (9.3) N/A N/A _I 
obUIJati...,-,,".,.-
SUrpluacuh (172.5) NIl. NIA NIl. NIl. WI. NIl. N/A NIA NIA 

CIpftalized -
N/A NIl. N/A NIl. NIl. 27.0 (l7.o) (27.0) NIl. (37.0) -- HIA NIl. NIl. 3.0 filA WA 3.0 filA HIA NIA 

~ 
osp .... -- 875.2 NIA NIl. filA N/A N/A H/A NtA NIA N/A 
",,"pt . .. 

Nor_ ... NIA NIl. NIA NIA 25.0 N/A N/A N/A NIA NIA 
1Dc:ome(-.) 

~ NIl. 01.0 NIA NIA NIA filA WA HIA NIl. NtA 
bmeotI~1y -DeIiI:-_ 128.0 NIl. NIA WA N/A NIA HIA NtA NIA NIA _Il0l __ 
In n!p011ed debt 

'IbtaI adjastmontB 1,193.1 (489.0) 0.0 49.5 ell.9 70.9 (S9U) (62.6) (31.0) (27.0) - Caohllaw _ ......... Iu .... &om from DIvhIeDd. CapHal 
adjusted _OIlDQ Debt BtaIty 

_uu 
EBJTDA EBIT 

_. 
opentl_ operatiou paid oxpendl_ 

AdjuIted 13.717.1 8,lOl.O 5.401.0 1.7eo.s 1,089.' 617.9 1.116.4 919.4 2SS.o 

N/A-Not oppI!cable. 

Related Criteria And Research 

Related CrIteria 
• Methodology And Assumptions: liquidity Descriptors For Global Corporate Issuen. Dec. 16.2014 
• Corporate Methodology. Nov. 19,2013 
• Corporate Methodology: Rattos And Adjuotments, Nov. 19, 2013 
• Group Rating Methodology; Nov. 19, 2013 
• Key Credit Factors For The Regulated UtBilies Industry. Nov. 19, 2013 
• Methodology: Management And Governance Credit Factors For Corporate llntltles And Insurers, Nov. 13, 2012 
• Hybrid Capital Handbook September 2008 Edition, Sept. 15, 2008 
• 2008 Co!pOrate Criteria: Rating Each Issue, Aprl115, 2008 

_. _._--_. __ ._-- --
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