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Rating Ratlonaie

DBRS Limited (DBRS) has confirmed the ratings of CU Inc.
(CUI or the Company) as noted above. The confirmation reflects
DBRS’s expectation that (I) the quality of transmission and dis-
tribution regulatory regimes in Alberta, which has shown signs
of deterioration in 2015, will remain reasonable for the current
rating category; (2) CUI’s diversification across different energy
segments will continue to support the stability of earnings and
cash flow; and (3) overall key credit metrics will remain within
the “A” rating category despite the continued large capital ex-
penditure (capex) program over the next two years, The debt-to-
cash flow ratio, which is currently at the lower end of the “A” rat-
ing range, is expected to improve gradually over the next three
years.

DBRS views the quality of regulatory regimes in Alberta as stil]
being above-average in North America, due to the high level of
cost certainty and downside protection under normal operating
conditions, which mitigate negative effects from lower deemed
return on equity (ROE) and equity thickness ratios approved in
the Genetic Cost of Capital (GCOC) decision in March 2015 and
ongoing Utility Asset Disposition (UAD) legal proceedings. With
a robust cost recovery mechanism and operating efficiency, CUT
has sustained profitability well above its regulatory return pa-
rameters over the past five years (after recognizing assets and

liabilities arising from rate-regulated activities). DBRS acknowl-
edges that the recent Electric Transmission 2015 Interim Rates
decision was reasonable, approving 90% of CUT’s applied elec-
tricity transmission requirements for the 2015-2017 test year pe-
riod. As a result, earnings and operating cash flow are expected
to continue to grow steadily, supporting key credit metrics to re-
main within the “A” rating category. As noted in the DBRS com-
mentary, DBRS Comments on Quality of Regulatory Regimes,
dated July 23, 2015, a potential unfavourable UAD court decision
alone would not affect CUT’s credit ratings. DBRS will assess the
magnitude of the stranded cost as a result of an UAD event on a
case-by-case basis when such an event materializes.

With the downshifting of Alberta’s economy and expected com-
pletion of the “big build” associated with electric transmission
infrastructure over the next two years, capex will likely further
normalize, while earnings and cash flow will benefit from a
higher rate base. As a result, DBRS expects free cash flow before
dividends to become positive in 2017, and the cash flow-to-debt
ratio to gradually recover to around historical levels (15%) more
consistent with the current rating category. The rating assumes
excess cash, which is not required to maintain the regulatory
capital structure, will flow up to its parent company, Canadian
Utilities Limited (CU; rated “A” by DBRS).

Financial Information

6 mos. June 30

12 mos. June 30

For the year ended December 31

{CAS millions) 2015 2014
Total debt in capital structure 1 059.7% 59.8%
Cash flow/Total dekst 1 12:7% 131%
EBIT gross interest coverage (times) 1 2.53 2.69

1 Includes operating leases.

2015 2014 2013 2012 201 2010
59.7% 80.2% 57.7% 57.1% 56.2% 55.2%
12.7% 12 6% 13.1% 13.6% 14 6% 16.2%

2.59 2.67 2.70 2.70 2.71 2,61

Issuer Description

CU Inc. (CUT)is a holding company whose operating subsidiaries consist of regulated electric transmission and distribution, as well
as gas distribution and transmission utilities, serving the areas of Alberta, the Yukon and the Northwest Territories. CUT is wholly
owned by Canadian Utilities Limited, which in turn is 53.2% owned by ATCO Ltd. (rated A (low)).
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Rating Considerations

1. Low-risk regulated electric and gas businesses

CUI operates exclusively as a regulated electric and gas trans-
mission and distribution asset operator in a reasonable regula-
tory environment, primarily in Alberta.

2. Diversified business lines

CUT's diversification across different energy segments (electric
and gas transmission and distribution) supports the stability of
earnings and cash flow and reduces risks associated with one
single business,

2. Growth in rate base

CUT’s rate base in 2016 is expected to be double that of 2011 lev-
els after the completion of the transmission build-out. This is a
result of the significant capex spending, which was at approxi-
mately six times depreciation in 2014. The Company’s earnings
and cash flows have seen a substantial increase because of the
growing rate base and should continue to benefit going forward.

:

1. Large capex program

The Company is undergoing a period of significant growth ca-
pex, which has put some pressure on its financial and credit
profile; however, DBRS expects the Company to remain prudent
with its financing program to maintain the key financial metrics
within its rating range.

2. Significant external financing requirement

For CUI to maintain its credit profile and regulatory approved
capital structure, DBRS expects the sizable free cash flow defi-
cits resulting from the Company’s capex to be funded by a com-
bination of external debt, preferred shares, equity injection and/
or dividend management from CU over the next two years. As
such, a material decline in the credit quality of CU could have a
credit impact on CUIL.

3. Inflationary/Cost management risk

Under the Performance-Based Regulation (PBR) framework, an-
nual rate increases for ATCO Electric’s distribution segment and
ATCO Gas are determined by a formula that adjusts for inflation
and expected productivity improvements. Operational efficiency
will be key during the PBR term (five years) for CUI to meet the
productivity factor and earn its allowed return on equity (ROE).
There is also additional risk that the Company’s costs increase at
a faster rate than the set inflation factor.

Major Projects (Potential and Under Construction)

* Eastern Alberta Transmission Line Project: This project is
a 500 kilovolts (kV) high-voltage direct-current transmission
line along a corridor on the east side of Alberta between Ed-
monton and Calgary. The project is estimated to cost approxi-
mately $1.8 billion, with $1.7 billion incurred as of December
31, 2014. Construction commenced in late December 2012 and
all line construction was complete by Q1 2015, with an expect-
ed in-service date by the end of 2015.

Northwest Fort McMurray Transmission Development
Project: This project includes approximately 140 kilometres
(km} of transmission lines and two new sub-stations. The proj-
ect is estimated to cost $463 million, with $64 million incurred
as of December 31, 2014. Final AUC approval on the first sub-
station was received in January 2014, while the second sub-
station is expected to be delayed beyond 2019.

 Central East Transmission Development Project: This proj-
ect consists of a number of transmission line and transformer
upgrades approximately 300 km northeast of Edmonton, The
estimated cost of the project is $340 million, with $312 million
incurred as of December 31, 2014. The project has an expected
in-service date of 2015.

* North East Region Transmission Development: This project
includes customer-driven enhancements and a 240 kV trans-
mission line in the Fort McMurray area. Approximately $200
million of customer-driven enhancements are expected to be
completed by 2016, while a $200 million system enhancement
project to strengthen the 240 kV transmission line is expected
to be in service in 2018. The timing for the remaining projects
remains to be finalized. Of the total estimated cost of $800 mil-
lion, $106 million has incurred as of December 31, 2014.

¢ Vermillion-Red Deer-Edgerton-Provost Transmission De-
velopment: The AESO is currently planning for transmission
development to upgrade and enhance the reliability and carry
capacity in these areas. Total cost for the development is esti-
mated to be $375 million, with $2 million spent as of December
31, 2014.

* Urban Pipeline Replacement Project: This project is for the
replacement and relocation of aging, high-pressure natural gas
pipelines in Calgary and Edmonton. The project is estimated
to cost $700 million, with $68 million incurred as of December
31, 2014. ATCO Pipelines received approval for the project in
January 2014 and expects to complete construction in 2018.

- -
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* CUI is expected to continue to finance its cash flow deficits
(driven by large capex commitments) through debt issuances,
along with continued support from its parent, CU, through
timely equity injections and lower dividend payout require-
ments.

* The Company is committed to maintaining its leverage at ap-

75.5%

24,5%
I

ATCO

Structures &
Logistics

As of June 80, 2015.

proximately 60% to be in line with its regulatory capital struc-
tures and to still be commensurate with the “A” rating range.

* DBRS also expects the Company’s cash flow-to-debt ratio to
remain above the minimum threshold of 12.5% during the re-
maining transmission build-out period.

- W
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Earnings and Outlook

Consolidates Earnings & moes. June 30

12 mos. June 30

For the year ended December 31

{CA$% millions) 2018 2014
Net sales 1,150 1,079
EBITDA 607 555
EBIT . 416 384
Giross interest expense 165 143
Net income before non-recurring items 225 201
Repnrted et income 176 256
Return on equity 10.5% 10.3%
Reported Segrented Adiusted Eainings 1
ATCO Electric 132 128
ATCU Gas 68 45
ATCO Pipelines 19 18
Eliminations 0 0
219 191

1 Adjustad for rate regulated activities.

2014 Summary
* Earnings in 2014 increased, largely because of continued rate
base growth.

= The Company achieved its actual ROE higher than deemed
ROE, partially due to operating efficiency.

2015 Qutliook

* Earnings in the six months ended June 30, 2015 (H1 2015),
continued to benefit from the growing rate base of the trans-
mission segment and operating efficiency, which more than
offset the following negative earnings drivers:

* The GCOC decision decreased CUI’s deemed return on equity
and equity thickness, lowering pre-tax earnings by $41 million
(of this amount, $31 million related to 2013 and 2014).

2015 2014 2013 2002 211 2010
2,251 2,180 1,949 1,744 1,574 1,482
1,185 1,133 984 847 750 737

810 778 864 570 501 494

314 ogn 247 212 188 160

449 425 360 304 259 264
327 407 372 330 304 2

10.8% 10.5% 10.0% 10.1% 10.0% 10.8%

277 273 293 170 135 115

120 27 8i 7 60 a8

30 29 34 37 48 44

4] n i} [s] {6) {4)

427 399 338 282 235 243

* The Capital Tracker decisions decreased Capital Tracker rates,
lowering pre-tax earnings by $12 million (of this amount, $8
million related to 2013 and 2014).

Despite the prior period adjustments associated with the
aforementioned negative earnings impacts, ROE was sus-
tained at over 10% in H1 2015,

* Earnings are expected to continue to grow for the remainder
of 2015 as a result of the interim rates decision that approved
90% of CUTI’s applied electricity transmission requirements
for the 20152017 period (the decision was received in June
2015).

Corporates: Utilitles & Independent Power
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For the year ended December 31

{CA$ millions) 2015 2014
Net income before non-recurring items 225 201
Depraciation, depletion & amertization i91 171
Deferred income taxes and other 4) 12
Cash flow from operations 412 384
Dividends paid (8) {10}
Capital expanditures (568) (967)
Contributions from customers 121 97
Free cash flow (bef. working cap. changes) 1 (496)
Regulated asset and liabilities change 16 B5
Changes 1n nion-cash work cap. iteins 11:38) 1€
Net Free Cash Flow (163) (428)
Proceeds on asset sales 0 0
Net change in debt 145 585
Net change 1 preferreds v f1
Net change in equity 0 0
Other investing and financing 8 6
Discontinued operations 0 0
Change in cash (12) 165
Short term advances from parent company 0 0
Total debt 6,414 5,767
Cash and equivalents 10 15
Total debt in capital structure 1 59.7% 59.8%
Cash flow/Total debi 1 12.7% 131%
EBIT gross interest coverage (times) 1 2.53 2.689
Dmdend paycut vatio 27% 50%

1 Includes operating leases.

2014 Summary

The Company’s key credit metrics remained reasonable for
the A rating category although the debt-to-cash flow ratio was
at the lower end of the “A” rating range (12.5% to 17.5%).

Operating cash flow increased, largely because of the growing
rate base.

Capex remained elevated at around $2.0 billion in 2014, which
was consistent with the high levels reported in 2013 and 2012,
The majority of capex was in the transmission operations,
which was predominantly for Alberta Electric System Opera-
tor direct-assigned projects.

Dividends remained very low as CUT’s heavy capex limited in-
ternally generated cash flow availability.

As aresult of the large capex, CUI generated a free cash flow
deficit in 2014. The Company funded this through a mix of
debt issuances and equity injections from its parent, CU.

2015 2014 2013 2012 2011 2010
449 425 360 304 250 264
375 355 220 277 249 243

8 22 13 20 2 23)
830 802 693 601 610 484
(12) (18) (22) (22) {37) {22)

(1,605) {2,6:04) (2.114) {2,002) {1,288) {770}

179 155 255 175 115 66

(608) {1,063) (1,188) {1,338) (700) (242)
(57) {(18) 12 28 45 (30)
(128) 26 {75) 171 105 (€
(793) (1,065) (1,251) (1,141) (550) (281)
2 P 2 43 38 16
659 1,009 897 865 800 0
Q {160) o 0 {20 75
126 126 202 315 0 0
5 4 5 49 15 24

0 0 0 0 0 46

(1) 16 (145) 124 83 (120)

0 0 0 0 0 40
68414 6,201 5,179 4,285 3,447 2,884
0 44 5 151 0 U

50.7% 60.2% 57.7% 57.1% 56.2% 55.2%

12.7% 12.6% 13.1% 136% 14.6% 16 2%
2,59 2,67 2.70 2.70 2.71 2.61

27% 38% 8.1% 7.2% 14.3% 83%

201£ Qutlook
» CUT’s financial risk profile is expected to remain reasonable
for the current rating category.

* Operating cash flow is expected to benefit from continued rate
base additions.

* Capex is expected to begin to normalize as large transmission
capex projects are complete. Capex is expected to be lower, at
around $1.5 billion in 2015.

» With lower capex, CUI is expected to begin to increase divi-
dends.

* The Company is committed to maintaining its leverage at ap-
proximately 60% to be in line with its regulatory capital struc-
tures and to still be commensurate with the “A” rating range.

* DBRS also expects the Company’s cash flow-to-debt ratio to
remain above the minimum threshold of 12.5% during the
transmission build-out period for the next two years.

Corporates: Utilities & independent Power

August 12, 2015

Tm—tow



Rating Report | CU Inc.

OBERS.COM

‘Page 6 of 49

Long-Term Debt Maturities and Bank Lines

CU Inc. Credit Facilities (as of June 30, 2015)

{CA$ millions) Amount
Revolving credit 900
Uncommitted 128
Total 1,028

Licuidity

= CUTs liquidity position remains reasonable and sufficient to
fund ongoing operations, with $755 million available in com-
mitted revolving credit facilities as of June 30, 2015.

* The Company has a $700 million Commercial Paper (CP) pro-
gram that is backed by its $200 million revolving credit facil-

ity.

Long Term Debt Maturities (as of December 31, 2014)

(CA$ milions) 2005 2008 2017
Amount - 3 150
% of total 00% 0.0% 24%

Summary of Debt

* The Company’s debt maturity remains well spread over the
next five years, with less than 3% of long-term debt coming
due over the next three years.

* The Company continued to have favourable access to the capi-
tal markets in 2015 as it took advantage of the current low in-
terest rate environment to primarily fund its capex program.
In July 2015, CUT issued $400 million 3.964% debentures due
in 2045.

Drawn Available Expiry
145 795 2016-2017
21 107 N get mat. date
166 862

* Of the $166 million credit line usage, $145 million was related
to issuances of CP.

2018 2019 Thereatter Total
- 480 5,636 6,269
00% 7. 7% 89 9% 100.10%

* DBRS expects the Company to access the capital markets less
frequently over the medium term, as capex is beginning to
normalize in light of slower economic conditions in Alberta.

* The Company has trust indenture covenants, which include
the provision that CUTI’s consolidated indebtedness will not
exceed 75% of total capitalization. DBRS does not expect this
to restrict the Company’s operations going forward or pose
any challenges in the near to medium term.

Description of Operations

1, Electric Transmission and Distribution

» This segment serves approximately 248,000 electric custom-
ers in Alberta, the Yukon and the Northwest Territories, Elec-
tric transmission and distribution is the largest earnings con-
tributor to CUI. '

2, Gas Transmission and Distribution

* ATCO Gas and ATCO Pipelines operate gas distribution and
transmission businesses serving customers throughout Alber-
ta. ATCO Gas has approximately 1.1 million customers.

Note: Aciivity areas map excludes ATCO Pipe'nes.
Source: CU Inc. Annual Infermation Form 2014,

Corporates: Uilities & Independent Power
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Regulation

= CUI’s Alberta-based utility operations are regulated by the
AUC. Utility operations in the Yukon and in the Northwest
Territories are regulated by regulatory bodies in their respec-
tive jurisdictions.

* DBRS’s primary regulatory focus is on Alberta, where most of
the Company’s earnings are generated.

+ DBRS views the quality of regulatory regimes in Alberta as
still being above-average in North America, due to the high
level of cost certainty and downside protection under normal
operating conditions, which more than offset negative effects
from regulatory lag, lower deemed return on equity and eg-
uity thickness ratios. Earnings and cash flow forecast risks are
relatively limited for CUI and its Alberta peers due to: (1) no
power price risk; (2} minimal volume risk; {3) a forward-look-
ing test year; (4) a cost-of-service framework for the transmis-
sion business; and (5) the ability to re-open and review the
PBR application for the distribution business if actual ROE
is less than 300 basis points for two consecutive years or 500
basis points for any single year, relative to the approve ROE.

Distribution Year Date of decision
ATCO Electric 2011 22-Nov-11
Distribution 2018 42-Nov-11
2013 23-Mar-15
2014 23-Mar-15
ATCO Gas 2011 20-Nov-12
2012 20-Nov-12
2013 23-Mar-15
2014 23-Mar-15

Page 7 of 49

There have been minimal examples of stranded costs in the
regulated Alberta electricity and natural transmission and dis-
tribution businesses (including the ATCO Slave Lake decision
in October 2014, which resulted in an impairment charge of
$0.4 million). However, the AUC concluded that any stranded
costs associated with utility assets should not remain in rate
base, and that utility companies, rather than ratepayers, should
bear the risk of stranded costs. The Court of Appeal heard
the UAD appeal case in June 2015 with a decision likely be-
fore year-end. However, DBRS views potential material UAD
events as being a low-probability, high-impact event (e.g., se-
vere weather conditions). In constructing the procedures and
methodologies used for its related ratings, DBRS generally as-
sumes economic stability is the norm over the medium to long
term in the absence of major events that cause disruption in
the marketplace, such as force majeure. Therefore, in general,
a potential unfavourable UAD court decision alone would not
affect the CUI’s credit ratings. DBRS would assess the mag-
nitude of impact on a case-by-case basis when such an event
materializes.

Mic-Year Rate Base ROE Common Equity
{CA% milisns) Rztio
1,193 8.75% 39%
1,302 8.75% 39%
N/A* 8.30% 38%
N/AY 8.30% 38%
1,524 8.75% 39%
1,666 876% 0%
N/A + 8.30% 38%
N/A* 830% 33%

" The disiribution utilities in Alberta are operating under PBR and no longer have an approved mid-year rate base forecast.

* Beginning in 2013, the distribution operations of ATCO Elec- »
tric and ATCO Gas are regulated based on a PBR framework,
which calculates customer rates on an annual basis based on
a formula,

CUT’s distribution business operating under PBR is not sub-
ject to the revised ROE and deemed equity during the current
PBR term (2013-2017). However, the capital tracker and flow-
through items will be influenced by the lower regulatory pa-
rameters.

* Under the new PBR framework, a revenue-per-customer cap
for gas distribution companies and a price cap for electric
distribution companies are employed to recognize the differ-
ences between the two industries. As a result, the distribution
operation of ATCO Electric is exposed to volume risk, while
ATCO Gas faces limited volume risk.

The PBR formula also incorporates a capital tracker mecha-
nism for capex beyond normal investments.

The AUC directed ATCO Electric and ATCO Gas to re-file
their 2013 Capital Tracker Applications in a December 2013
decision. The decision provided more clarity on the capital
tracker mechanism and a better understanding of the AUC’s
assessment process. ATCO Electric and ATCO Gas re-filed
their 2013 applications, along with their 2014-2015 CTAs, in
May 2014. Final decisions, which were received in Q1 2015, in-
cluded approval of incremental funding for substantially all of
the applied for Capital Tracker programs.

Under PBR, the distribution operations of ATCO Electrie and
ATCO Gas will likely also experience greater cost-cutting
pressure (but reasonable and manageable) to meet or exceed
the PBR’s productivity factor. Operational efficiency is crucial
to achieving higher earnings under PBR.

" T

Corporates: Utllities & Independent Power

August 12, 2015



Rating Report | CU Inc.

DBRSCOM &8

Reguiation coxtauzn

)

TrHinsNission Yo Date 2% derision
ATCO Electric 2011 22-Nov-11
Transmission 2012 22-Nov-11
2013 23-Mar-15
2014 23-Mar15
ATCO Pipelines 2011 20-Dec-11
20:12 30-Aug-13
2013 23-Mar15
2014 23-Mar-15

* The transmission operations of ATCO Electric and ATCO

Pipelines are regulated based on a cost-of-service methodol-
ogy, which allows the Company to recover all prudently es-
timated operating expenses and earn a reasonable return on
approved capital investments.

CA$ millions 2015
Transmission Tariffs 694.3
lhcrease 1153
Annual % Increase 19.9%

Given the decline in pressure on CUI’s credit metrics cur-
rently being experienced, the Company is proposing to dis-
continue some of the temporary relief measures, including the
discontinuation of recovery of Federal Future Income Taxes
(and refund of Federal Future Income Tax amount collected
in prior years) and recovery of the capitalized portion of pen-
sion costs (and refund of capitalized portion of pension costs
collected in prior vears).

The Company is proposing the continuation of recovery of
Transmission Direct Assigned Construction Work in Progress
(CWIP) in rate base.

ATCO Pipelines files its 2015-2016 GTA in December 2014, re-
questing revenues of approximately $215 million for 2015 and
$250 million for 2016.

Retail

e

Corporates: Utilities & Independent Power

The Company is also required to provide retail services to
small and medium customers who are eligible for the regu-

age 8of49

i¥ic-Year Rate Basc Carrmon Equily

(CA$ mitions) ROE Ratio
1,940 8.75% 37%
2,839 8 70% avo,
3,576 8.30% 36%
4,413 8.30%, 36%

825 8.75% 45%
847 8.75% 38%
879 8.30% 37%
Q79 B.30% 37%

* CUTI's electricity transmission division filed an application

with the AUC on March 16, 2015, requesting approval of its
forecast transmission tariff for the 2015-2017 Test Years, as
shown in the table below,

L]
=]
=1
-]
g
(=]
-
|

810.8 913.3
1185 1025
16.8% 12.6%

lated rate option (RRO). Under the current system, utilities
can appoint a designated retailer to provide retail services to
RRO customers.

CUT has no direct exposure to gas or power price risk, as all of
its customers purchase gas or power from the default supplier
(Direct Energy) or a competitive retailer of their choice.

The risk of retailers’ failure on their payment obligations is
mitigated by the retailers having investment-grade credit rat-
ings or by security deposits from the retailers. In the event
that a distribution utility incurs credit losses, such utility may
apply to the regulator to recover these bad debts in rates.

T e e
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Assessment of Reguiatory Environment

o

Regulatory Assessment - Distribution Business

1. Deemed Equity Excellent AUG allows GUI's distribution business to have a deemed equity of 38%, which has
Giood historically been relatively consistent. CUI generally maintains its actual capital struc-
Satisfactory ture in line with the regulatory capital structure,
Below Average
Poor

2 Allowed ROE Excallent CUi curiently has an allowed ROE of 8 30% . DBRS sxpects sarnings from SUl's
Giood regulated busingsses to achieve or exceer the approved ROE
Satisfactory
Below Average
Feot

3. Energy Cost Recovery Excellent There is no power price risk for CUl's regulated distribution businesses, as it is not
Good responsible for purchasing power from generation facilities or the wholesale market.

. RRO providers and competitive retail providers are responsible for procuring power

Satisfactory and ensuring that costs are passed on to end users at the rate set by the AUC (for

Below Average

regulated rate providers) or by a conitract with a retailer. Cost recovery occurs on a
morithly basis through the billing system.

Poor
4 Capiial Cost Excellent Mayor capital costs are pre-approved by the AUC and recovered through distribution
Recovery Good 1aies. Subsequent capitsl spending sfter the base year can be applied tor each year
Satisfactory through the caprtal trackers it (a) capex is not pati of the ongong operations of the util-
Below A s ity (b) spending rs for replacement of capital asssts or required by a third parly and (c)
e atig it has & material impact on finances
Pocr
5. COS vs. IRM Excellent CUl's distribution business regulated based on a PBR framewark, which calculates
Good customer rates annually based on a formula for a five-year period.
Satisfactory
Below Average
Poor
8. Political interference Excellent The Ziovernment of Alberta plays a significant role in the eleciricity secter in Alberia
Giond As aresuli, the government has direct and indirect influence in Alberta’s elestricity
Satisfactory industry
Below Average
Poor
7. Retail Rate Excellent The cost of power in Alberta is billed to customers by regulated and retail rate provid-
Good ers at rates set by the AUG or rates determined by retail contracts. The regulated rate
is caloulated based on the month-ahead prices, introducing mare volatility in the rates.
Satlsfactory

Below Average

Average prices for residential customers in major cities in Alberta was around 12 to 13
cents per kilowatt hour (kWh) for a monthly consumption of 1,000 kWh, in effect April

Poor 1,2014.
8 Stranded Cost Excellent There have been ininmal examples of stranded costs in the Alberta elactricity market,
Reccvery Good however, with Decision 2011-474 with regard to the IJAD, the AUC soncluded thet any
Satisfactory stranded costs associated with ransmission assets should ot remain in rate base and
that utility companies, rather than ratepayers, should bear the 1isk of standed costs
Below Average The Court of Appeal in Alberta hegid the UAD appeal case in June 2015 with a deri-
Poor sion likely bafore yearend
9. Rate Freeze Excellent Distribution rates were frozen for a short time in early 2012, but this did not have a
Good material impact on CUl's financial profile.
Satisfactory
Below Average
Poor
10. Market Structure Excellent The Alberta elactricity market was 1estructured in 1996 to separate gererstion, trans-
(Deregulation) Satisfactory mission and distribution operations. The generation industry is a deregulated market,
. while dishibution and transmission remains fully regulated \nider the AUC. As a result
T

«f the deragulated power market, retailers and generation companies are subject to
poweat niice and couriterparty risk.

Corporates: Utilities & Independent Power
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Assessment of Regulatory Environment ccirinuen)

Transmission Business Regulatory Assessment

Criteria

1. Deemed Equity

r3

Allowsd RCE

3. Energy Cost Recovery

4, Gapital Cost
Recuvery

5, COS vs. IRM

6 Folitical Interference

7. Retail Rate

8. Stranded Cost
Recovery

9. Rate Freeze

10. Markei Siructure
(Deregulation!

Excellent
Good
Satisfactory

Below Average

Poor

Excellent
Goud
Satistactory
Belw Average
Fuor
Excellent
Goed
Satisfactory
Below Average
Poor

Excellent
Good
Satsfactoiy
Below Average
Poor
Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satsfactory

Below Average

Poot

Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average
Pont

Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Satisfactory

Foor

The AUC allows CUI's transmission business to have a desmed equity of 36%, which
has historically been relatively consistent. CUI generally maintains its actual capital
structure in line with the regulatory capital structure.

CLI currently has an allowed ROE «f £.30%. DBRS expects earnings fiom CUI's
regulated businesses to achieve or sxceed the approved ROE p

There is no power price risk for CUl's regulated transmission businesses, as it is not
responsible for purchasing power from generation facilities or the wholesale markst.

Mayor capital costs ate pre-appreved by the AUC and recovered through transmission
raies

CUl's transmission service is regulated based on a COS methodology, which allows
the Company to recover all prudently estimated operating expenses and eamn a reason-
able return on approved capital investments.

The Government of Alberta plays a signifizant role in the electncity sector in Alberta
As a result, the government has direct and indiract influence in Alberta's electricity
industiy

The cost of power in Alberta is billed to customers by regulated and retail rate provid-
ers at rates set by the AUC or rates determined by retail contracts. The regulated rate
is calculated based on the month-ahead prices, introducing more volatility in the rates.
Average prices for residential customers in major cities in Alberta was around 12 to 13
cents per kilowatt hour (kWh) for a monthly consumption of 1,000 kWh in effect April
1, 2014,

There have bean mmimal examples uf siranded coets in the Alberta electneity market,
however. with Decision 2011-474 with regard to the UAD), the AUT roncluded that any
stianded costs associated with fransmission assets should not remain in rate base and
thet utility companies, rather than ratepayars, should bear the nsk of stranded costs
The Couri of Appsal in Alberta heard the UAD appeal case in June 2015 with a deci-
sion likely before year-end

Transmission rates were frozen for a short time in early 2012, but this did not have a
material impact on CUl's financial profile.

The Alberta electricity market was resiructured in 1996 to separate generation, tians-
mission and distnbution operstions. The generation industry is 2 deregulsted market,
while distiibution and fransmission remains fully regulsted under the AUC. As 2 result
of the deregulated power inarket, retailets and generation companies are subject to
power price and counteiparty risk

Corporates: Utilities & Independent Power
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CU Inc.
Balance Sheet
(CA$ millions)
June. 30 Dec. 31 June. 30 Dec. 31
Aszets 2015 2014 2013 2012 Liabilities & Equity 2015 2014 2013 2012
Cash & equivalents 10 44 8 151 8.T. borrowings 145 22 2 .0
Accounts receivable 256 L 314 201 Accounts payable 465 871 602 832
Inventories 63 60 66 59 Current portion L. T.D. 4] 0 100 3
Prepaid expenses & other 28 13 14 19 Other currant liab e 4] 0 0
Total Current Assets 355 461 402 520 Total Current Liab. 610 693 704 635
Net fixed assets 12,958 12 536 10,869 9,058 Long-term debt 6 269 6 269 5077 4282
Future income tax assets 0 0 0 0 Deferred income taxes 875 743 628 520
Goodwill & iniangibles 386 382 332 284 Cthei LT lab 1,698 1509 1,461 1,245
L.T. adv. to affliate corp, 130 130 130 10 Preferred shares 286 266 429 422
Other LT asssts 15 12 1 130 Sharenolders' equily 4124 5,952 3 452 0898
Total Assets 13,842 13,522 11,744 10,002 Total Liab. & SE 13,842 13,522 11,744 10,002
Balance Sheet & Liquidity
Capital Ratios
6 mos. fune 30 12 mes. June 30 For the year endsd December 31

2015 2014 2015 2014 2013 2012 2011 2010
Current ratio 0.58 0.29 0.58 0.67 0.57 0.82 0.88 0.68
Tntal debt in capital stiucture 30.4% 59 4% 59 4% 59.9% 572% 56 3% 56 0% 53 9%
Total debt in capital structure 1 59.7% 59.8% 59.7% 60.2% 57.7% B57.1% 56.2% 55.2%
Cash flow/Total debt 12 8% 13.3% 12 9% 12.7% 13.4% 14.0% 14.8% 16 8%
Cash flow/Total debt 1 12.7% 13.1% 12.7% 12.6% 13.1% 13.6% 14.6% 16.2%
(Zash flow-dividends)/Capex (times) 091 0.43 057 043 03e 0,32 040 068
Dividend payout ratio 2.7% 5.0% 2.7% 3.8% 8.1% 7.2% 14.3% 8.3%
Coverage Ratios (times)
EBIT gross interest coverage 2.52 2,69 2,68 2.66 2,69 2.69 2.1 2.60
EBIT gross interest coverage 1 253 288 259 267 2,70 270 a7 2 &1
EBITDA gross interest coverage 3.68 3.88 3.77 3.88 3.98 4.00 4.05 3.88
Fixed-charge coverage 2562 268 258 266 269 bttt 2 30 224
Profitabkility Ratios
EBITDA margin 52.8% 51.4% 52.6% 52.0% 50.5% 48.6% 47.6% 49.7%
EBIT margiii 36 1% 35 6% 360% 35.7% 34 1% anT% 31 8% 33 3%
Profit margin 19.6% 18.6% 19.9% 19.5% 18.5% 17.4% 16.5% 17.8%
Return on equrty 105% 10.3% 10.8% 10.5% 10.0% 10.1% 10.0% 10.8%
Return on capital 5.8% 5.9% 6.0% 5.9% 5.9% 6.1% 6.4% 7.2%

1 Includes operating leases.

Corporates: Utilities & Independent Power August 12, 2015
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Rating History

Current
Issuer Rating A (high) A thigh) A thigh) A (high) NR NR
UrisSculaH IDebbmures & . _
Mediim-Torm Nofes A (high) A (tigh) A thigh) A thigh) A (high) A (high
Commercial Paper R-1 {low) R-1 (low) R-1 {low) R-1 {low) R-1 (low) R-1 {low)
‘S’;";“r;‘;""ﬁ"e SN Pfd-2 (high) Pic-2 (highi PAd-2 (high) Pfd-2 (high) Pid-2 (high) Pid-2 (high)
Ngtas:

Ali figures are in Canadian dollars unless oiheiwise noted.
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Rating Update

DBRS Limited (DBRS) has confirmed the ratings of Canadian
Utilities Limited (CU or the Company) as noted above. The rat-
ings of CU are supported by predictable earnings from its regu-
lated subsidiaries, which are expected to account for approxi-
mately 80% of consolidated earnings over the next several vears.
However, the ratings assume that earnings contribution from
the regulated business will gradually decrease to around 70%
(but still higher than its historical weighting of 60%) of consoli-
dated earnings over the long term with (1) the downshifting of
Alberta’s economy and expected completion of the “big build”
associated with electric transmission infrastructure over the
next two years and (2) the Company’s focus on contracted, non-
regulated business opportunities in Canada, Mexico and Austra-
lia. Although CU’s non-regulated segment provides a source of
earnings growth and diversification benefits, it also entails high-
er business risk than that of the regulated utility business. CU’s
non-regulated business is challenged by lower long-term earn-
ings visibility and recontracting risk.

Maintaining a conservative balance sheet and strong liquidity are
the anchors to mitigate the higher risk inherent in the non-regu-
lated business segment. DBRS views CU’s leverage and liquidity
as being supportive of the current ratings. Long-term debt levels
at the holding company (on a deconsolidated basis) were low, at
$200 million as at June 30, 2015, and the amount of commercial

paper (CP) outstanding has been within the current CP limit of
$500 million ($305 million as at June 30, 2015). As a result of low
deconsolidated leverage, CU’s ability to meet interest obligations
has been strong. CU’s non-consolidated debt-to-capital ratio has
remained well below the DBRS 20% threshold over the past five
years. Pro forma for the $125 million preferred issuance in Au-
gust 2015, the Company’s non-consolidated debt-to-capital ratio
would be approximately 13%.

CU’s Cum. Preferred Shares rating will likely be pressured first
should non-consolidated leverage reach near the 20% thresh-
old, while the other ratings could still remain intact. DBRS in-
cludes one-notch uplift in the Cum. Preferred Shares rating of
CU, largely because of low leverage and the permanent nature
of strong cash balances supported by the Company’s liquidity
policy. CU is committed to maintaining minimum cash balanc-
es equivalent to one year of common dividends, plus one year
of preferred share dividends and interest payments not covered
from the Utilities business. As a result, CU is expected to main-
tain material cash balances of around $350 million to $500 mil-
lion over the next several years, providing a significant source of
liquidity. However, rising leverage in excess of the 20% threshold
could take away the one notch uplift, resulting in a downgrade of
the Cum. Preferred Shares rating to Pfd-2, which generally cor-
responds with companies whose Issuer Ratings are rated “A.”

Financial Information

Canadian Utilities Ltd. (Consolidated)

8 mos, June 30

12 mos. June 30 For the year ended December 31

{CAS$ millions) 2015 2014
Total debt in capital structure 1 61.2% 60.8%
Cash flow/Total debi 1 11.6% 14.4%
EBIT gross interest coverage (times) 1 2.51 2.88
Fied-charge coverage 2.08 233

1 Including operating leases.

2015 2014 2013 2002 2001 2010
61.2% 60.4% 60.1% 60.6% 5B.8% 52.2%
12.9% 14 4% 15.47% i5.9% 16.9% M10%
2.79 2,98 3.33 3.19 3.60 3.63
299 2.42 64 257 86 289

issuer Description

Canadian Utilities Limited is a holding company with principal operating subsidiaries engaged in the following business activities:
(1) Utilities (pipelines, natural gas and electricity transmission and distribution) and (2) Energy (power generation and sales, indus-

trial water infrastructure, natural gas gathering, processing, storage and liquids extraction).

O - 0
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Rating Considerations

1. Predictable cash flow from low-risk regulated elec-
tric and gas subsidiaries

The ratings of CU are supported by predictable earnings from
the regulated utility subsidiaries, which are expected to account
for approximately 80% of consolidated earnings over the next
several years.

2. Low leverage for a holding company structure
Long-term debt levels at the holding company (on a deconsoli-
dated basis) were low, at $200 million as at June 30, 2015, and
are expected to remain the same in the foreseeable future. The
amount of CP outstanding has been within the current CP limit
of $500 million ($305 million as at June 30, 2015). As a result of
low leverage, CU’s ability to meet interest obligations has been
strong. Pro forma for the $125 million preferred issuance in Au-
gust 2015, the Company’s non-consolidated debt-to-capital ratio
of approximately 13% was well within DBRS’s 20% threshold for
holding companies.

3. Strong liquidity

Liquidity at CU has been strong, reflecting sizable credit facili-
ties and cash balances. CU is committed to maintaining mini-
mum cash balances equivalent to one year of common dividends,
plus one year of preferred share dividends and interest pay-
ments not covered from the Utilities business. As a result, CU
is expected to maintain cash balances of around $350 million to
$500 million over the next several years, providing significant
sources of liquidity. In addition, the Company has a $300 million
credit facility with a two-year term (expires November 2016) and
a $600 million credit facility with a four-year term (expires No-
vember 2018). These credit facilities backstop CU’s $500 million
CP program.

NP-CA-024

DERSCOM 2

1. Structural subordination

Debt at CU is effectively subordinate to debt at its subsidiaries.
This accounts for the one-notch differential in the ratings of CU
and its primary subsidiary, CU Inc. (CUI; rated A (high) with a
Stable trend by DBRS).

2. Exposure to non-regulated operations

CU’s non-regulated operations are viewed to be higher risk com-
pared to CU’s regulated utility operations, largely due to the vol-
atility in earnings and cash flows, as well as recontracting risk.

3. Large capital expenditure program

Capital expenditure (capex) is expected to remain elevated, and
could pressure financial metrics. While the utility capex pro-
gram is expected to continue to normalize (as the “big build” as-
sociated with electric transmission infrastructure in Alberta is
expected to come to an end over the next two years), the Com-
pany aims to focus its efforts on developing long-term contract-
ed projects in the non-regulated business to support continued
earnings prowth,

Corporates: Utilities
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Organizational Chart

Public Investors

NP-CA-024

DRRS.COM 3

ATCO Litd,
Bonds/debentures: 50, A {low)

53.2%

Canadian Utilities Limited
Long-term Debt: 5200 million, A"
Commercial Paper: 5305, R-1 (low)
Preferreds, Pfd-2 (high):
5110 million {mirrored at subs); $1,025 million (ren-mirrered)

100%

CU Inc.
Long-term Debt: 56,269 million, & (high)
Commercial Paper: 5145 million, R-1 (low)
Preferreds: 5187 million, Pfd-2 (high)
Preferreds to Parent: 579 million

100%

ATCO Gas &

Pipelines

CU is expected to continue to financially support CUI
through timely equity injections and lower dividend payout
requirements.

With the additional preferred issuance of $125 million in Au-
gust 2015, the size of CU’s preferred shares (on a deconsoli-
dated basis) increased to $1,260 million from $1,135 million as
at June 30, 2015,

CU’s long-term debt (on a deconsolidated basis) has remained
at $200 million since 2013 and is expected to remain the same
in the foreseeable future.

CU’s Cum. Preferred Shares rating will likely be pressured first
should non-consolidated leverage reach near the 20% thresh-
old, while the other ratings could sti]l remain intact.

Pro forma for the $125 million preferred issuance in August
2015, the Company’s non-consolidated debt-to-capital ratio
would be approximately 13%.

Energy:
ATCO Power (non-req.)
Alberta Power (2000) - PPA's
ATCO Energy Solutions

24.5% 76.6%

ATCO
Structures &
Logistics

ATCO Australia

ATCO Gas (reg.)
ATCO Power

* DBRS includes one-notch uplift in the Cum. Preferred Shares
rating of CU, largely because of low leverage and the permanent
nature of strong cash balances supported by the Company’s
liquidity policy. CU is committed to maintaining minimum
cash balances equivalent to one year of common dividends,
plus one year of preferred share dividends and interest pay-
ments not covered from the Utilities business. As a result,
CU is expected to maintain material cash balances of around
$350 million to $500 million over the next several years, pro-
viding a significant source of liquidity.

« However, rising leverage in excess of the 20% threshold could

take away the one notch uplift, resulting in a downgrade of the
Cum. Preferred Shares rating to Pfd-2, which generally corre-
sponds with companies whose Issuer Ratings are rated “A”

Corporates: Utilities

August 26, 2015



Rating Report | Canadian Utilities Limited

Consolidated Earnings and Outiook

12 mos. June 30

NP-CA-024

DERS.COM 4

For the year ended December 31

Consolidated
8 mos. June 30

(CAS$ millions) 2015 2014
Net sales 1,483 1,514
EBITDA 734 792
EBIT 484 555
Gross interest expense 124 9%
Net income before non-recurring items 280 305
Reported net inconie 0q 345
Return on equity 9.2% 11.3%
Reported Adjusted Segment Earnings

Uhilities (gas & electric) 219 191
Energy 15 47
ATCO Australia 10 21
Curporate & Other (17 12
Eliminations 1 1
Adjusted sarnings 231 are

2014 Summary

2015 2014 2013 2012 2011 200
2 990 3,041 2,929 2,663 2,440 2,182
1.603 1.5€1 1,540 1,356 1,068 11711
1,008 1,077 1,080 244 896 B35
352 3e1 323 225 247 224
580 625 630 578 508 490
300 724 L] By o215 448
10.5% 11.4% 12.9% 13.5% 12.8% 12,9%
437 409 338 282 236 242
70 99 13 136 164 130

40 51 45 43 19 16
{13} i€ 38 73 48 40

0 Le] 0 2 4 5
534 373 572 515 471 433

» Earnings in 2014 were relatively flat. Higher earnings con- * The Energy segment’s earnings are expected to deteriorate in

tribution from the Utilities segment (primarily due to higher
rates and a growing rate base) was offset by weaker earnings
from the Energy segment (largely due to lower spark spreads
and price volatility that negatively affected merchant pow-
er plants; two of CU’s legacy coal units came off long-term
contract at the end of 2013).

* The gap between net income before non-recurring items and
reported net income was largely because of an after-tax gain
of $138 million on sale of ATCO I-Tek’s information technol-
ogy service business, which was partly offset by impairments
of $28 million on certain natural gas gathering, process and lig-
uids extraction assets in Canada, as well as ATCO Power Aus-
tralia’s Bulwer Island power station.

2015 Qutlook

* Earnings from the Utilities segment are expected to continue
to benefit from the growing rate base of the transmission seg-
ment and operating efficiency, which should more than off-
set recent regulatory decisions that negatively affected earn-
ings (ie., the Genetic Cost of Capital and the Capital Tracker
decisions in Alberta).

2015 from 2014, largely due to lower Alberta wholesale power
prices and a global slow-down in resource-based economies.

The ATCO Australia segment’s earnings are expected to weak-
en in 2015 from 2014. The negative regulatory decision re-
leased in July 2015 with respect to ATCO Gas Australia’s next
Access Arrangement period from July 2014 to December 2019
lowered pre-tax earnings by $19 million in the six months end-
ed June 30, 2015, Among other things, the decision resulted in
areduced return on equity to 7.28% from 10.4%.

The Corporate & Other segment earnings are expected to
weaken in 2015 from 2014, mainly due to the sale of the Corm-
pany’s information technology services business in Q3 2014.

Earnings in 2015 are expected to weaken as a result of expected
lower earnings contribution from the Energy and ATCO Aus-
tralia segments, more than offsetting expected higher earnings
from the Utilities segment.

Corporates: Utilitles
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Consolidated Financial Profile

ey

NP-CA-024

DERSCOM &5

Consolidated
6 mos. June 30 12 mos. June 30 For the year ended December 31
(CAS milion) 2015 2014 2015 2014 2013 2002 201 2010
Net income before non-recurring items 260 305 580 625 630 &78 506 490
Depizciation, depletion & amortization 250 250 514 514 478 412 370 336
Deferred income taxes and other (25) (7) (10 8 {(2) {14) 31 27
Cash flow from operations 485 548 1 ;034 1,147 1,106 975 807 79
Dividends paid on preferreds (29) (3% {58) {63) {64} {54) (49) (43)
Dradends paid on cominen equity (156} (140) (297) 12813 (2500 {228) {2086} {199
Capital expenditures (588} (927} (1,680} (2,021} (2,087) {2,038) {1,242) (763)
Free cash flow (bef. working cap. changes) {286) (553) (951) {1.218) (1,275) (1,342) {590) (197
Regulated asset and liabilities change 32 51 {43) (24) 3 3 45 {28)
Changes in non-rash work cap. items {185) (54 (180) (49) 35 134 137 18
Net Free Cash Flow (439) (556) (1,174) (1,291) 1,237y  (1,205) (408) (207)
Acquisitions (10) 0 {49) {35) [§] 0 {515) v}
Proceeds on asset sales 0 5 218 223 2 7 3 16
Amount to be financed (449) (551) (1,001) (1.103) (1,235) {1,198) (720) (191)
Net change in debi 441 355 925 1,03@ 879 Q23 ba2 1i2)
Net change in preferreds 0 {160) ¢} (160) 400 0 225 75
Nei change in equiy a1 64 94 107 137 60 4 (1)
Other investing and financing 1 (10) (21) (32) (34) (22) 2 {27)
Change in cash a4 {102) {3) (149) 147 3n 73 (256)
Total debt 7,768 6,896 7,768 7,319 8,293 5,474 4,730 3,404
Cash and equivalenis 352 354 352 206 452 325 576 512
Total debt in capital structure 1 61.2% 60.9% 61.2% 60.4% 60.1% 60.6% 58.8% 52.2%
Cash flow/Total debt 1 11.6% 14.4% 12.8% 14 4% 15.4% 15 9% 59% 29.6%
EBIT gross interest coverage {times) 1 2.51 2.88 2.79 2.98 3.33 319 3.60 3.63
Fied-chaige coveraga 208 233 249 242 264 257 286 289
Dividend payout ratic 71.2% 57.0% 61.2% 55.0% 49.8% 48.4% 50.4% 47.6%
1 Including operating leases.
2014 Summary 2015 Outlook

* CU’s credit metrics have weakened largely as a result of the
large capex program at the Utilities segment.

* Operating cash flow improved, largely driven by the growing
rate base at the Utilities segment.

« High capex mainly stemmed from the continued investments
in the Company’s regulated distribution and transmission
businesses.

* Dividends increased approximately 12% to $281 million in 2014
from $$250 million in 2013. Stripping out the effect of $104
million that was reinvested under the Dividend Reinvestment
Plan (DRIP), net cash dividends were lower at $177 million.

* The ongoing significant capex resulted in a large free cash flow
deficit, which was funded with a mix of debt and DRIP,

* CU’s key credit metrics further weakened in H1 2015, largely
due to the challenging merchant power market in Alberta and
a global slow-down in resource-based economies,

Operating cash fiow will likely remain relatively flat as higher
operating cash flow from the Utilities segment is expected to
be offset by lower contributions from the Energy and ATCO
Australia segments.

* Capex is expected to be lower, at around $1.9 billion in 2015.
The Company expects to invest approximately $1.8 billion in
regulated utility and commercially secured capital growth
projects and the remaining balance is expected to be mainly
general corporate capex spread across the Company.

* Dividends are expected to remain relatively stable at around
$280 million.

* CU’s net free cash flow deficit is expected to continue to be
funded with a mix of non-recourse debt, CP (to be within the
CP limit of $500 million; no long-term debt to be issued at the
CU level), preferred shares and DRIP.

Corporates: Utilities
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Non-Consolidated Financial Profile

Non-consolidated
For the year ended December 31
2014 2013 2012 2011 2010
Total debt in capital structure 1 7.0% 9.2% 6.4% 7.2% 5.4%
Cash fleae/Interest (hmes) 16 3¢9 24 68 778 3185 1070
Cash flow/ (Inerest + Preferred dividends) {times) 2,55 4.51 3.77 7.42 2.57
Cash fiow/Total debt * 350% 45 9% 54.4% RO 1% 41.5%

1 DBRS veais prefered shares within 20% of common equity as ecity, and any amourr above 2055 as det,

* CU’s non-consolidated adjusted total debt-to-capital ratio has « Dividends from subsidiaries have been more than sufficient to
remained well below the DBRS 20% threshold over the past  pay interest on the Company’s debt and to pay dividends on its
five years. preferred shares.

* Pro forma for the $125 million preferred issuance in August
2015, the Company’s non-consolidated debt-to-capital ratio
would be approximately 13%.

Long-Term Debt Maturities and Bank Lines

Canadian Utilities Limited (Unconsolidated) Lines of Credit as of June 30, 2015

(CAS$ millions) Amount Drawn Availabie Expiry
Long-term commitied 200 305 585 Nov. 2016/2018
Uncommitied 130 77 82 N/A
Total 1,060 382 678
Liquidity . . B .
* Liquidity at CU has been strong, reflecting sizable credit facili- * The Company has a $300 million credit facility with a two-
ties and cash balances. year term (expires November 2016) and a $600 million credit

facility with a four-year term (expires November 2018). These

= CUiscommitted to maintaining minimum cash balances equiv- credit facilities backstop CU's $500 million CP program.

alent to one year of common dividends, plus one year of pre-
ferred share dividends and interest payments not covered from * CU has $160 million in uncommitted credit facilities used pri-
the Utilities business. As a result, CU is expected to maintain  marily for letters of credit issuances. As at June 30, 2015, the
cash balances of around $350 million to $500 million over the ~ Cotnpany had approximately $77 million of outstanding letters
next several years, providing a significant source of liquidity. of credit.

Canadian Utilities Limited (Unconsolidated) Long Term Debt Maturities as of June 30, 2015

(CAS$ millions} Effective Interest Rate Amount
2012 3.122% Debenture due November 2022, unsecurad 3.187% 200
200

Summary of Debt

* CU’s financial flexibility and liquidity remains strong, with * DBRS does not expect CU to issue any additional long-term
only $200 million of debt at the holding company level, which ~ debt at the holding company level in the foreseeable future.
matures in November 2022,

S 2]
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Canadian Utilities Ltd. (Consolidated)

Balance Sheet

{CA$ millions) June 30 December 31 June 30 December 31
Assets - 2015 2014 2013  Liabilities and Equity 2015 2014 2013
Cash & equivalents 352 306 452 S.T. borrowings 450 4 2
Accounts receivable 399 453 477 Accounts payable 550 829 777
Inventories 76 B85 20 Current portion L.T.D, 19 08 177
Prepaid expenses & cther 12 126 85 Cther current liab 57 49 &8
Total Current Assets 947 1,004 1,106 Total Current Liab. 1,076 980 1,024
Net fixed assets 5,188 14,508 12,905 Long-term debt 7,089 7,217 6114
Intangibles 309 396 370 Deferred income taxes 882 740 651
Future mcome far assets 0 0 e Provisons 5687 be2 412
investment in ASL 201 203 190 Deferred revenue & other L.T. liab. 1,689 1,678 1,456
Finance leasa 1eceivable 288 290 319 Prefelred shares 1,302 1,302 1,456
Other L.T. assets 195 201 1682 Common equity 4,403 4,305 3,936
Total Assets 17,218 16,702 15,051 Total Liab. & SE 17,218 16,702 15,051

Balance Sheet & Liquidity
& Capital Ratios

6 mos. June 30 12 mos. June 30 For the year ended December 31
2015 2014 2015 2004 2013 2012 2011 2010
Current ratio 0.88 0.54 0.88 1.02 1.08 1.17 1.47 1.83
Total debt in captal struciua 57.7% 56 2% 37 7% 56.6% 538% 35 6% 531% 47 7%
Total debt in capital structure 1 61.2% 80.9% 61.2% 60.4% 60.1% 60.6% 58.8% 52.2%
Cash flow;Total debt 12.5% 159% 140% 15.7% 17.6% 17 8% 18.2% 23.3%
Cash flow/Total debt 1 11.6% 14.4% 12.8% 14.4% 15.4% 15.9% 16.9% 21.0%
(C-ash fiow-dnidends)/Capex (tines) 051 040 042 040 - 033 0.54 0.52 07a
Dividend paycut ratio 71.2% 57.0% 61.2% 55.0% 40.8% 48,4% 50.4% 47.6%
-Coverage Ratios (times)
EBIT gross interest coverage 2.49 2.88 2.78 2.98 3.34 3.20 3.63 3.85
EBIT gross iitterast coverage 1 251 288 274 2408 333 319 360 383
EBITDA gross interest coverage 3.78 4.10 4,15 4.32 4.77 4.60 5.13 St
Fred-chaige coverage 208 o] 2929 242 264 257 2.86 280
Profitability Ratios
EBITDA margin 50.2% 52.3% 50.3% 51.3% 52.6% 50.9% 51.9% 53.7%
EBIT margm 33 1% 36.%% 33 6% 33.4% 36 9% 35 4% 36.7% 383%
Profit margin 17.8% 20.1% 19.4% 20.6% 21.5% 21.7% 20.7% 22.4%
Return on aquity e0% 113% 105% 4% 12.9% 13 5% 12.8% i20%
Return on capital 5.5% 8.9% 6.0% 8.7% 7.5% 7.9% 8.1% 8.7%
Approved Return on Equity
ATCO Electric {T&D) 8.30% 8.30% 8.30% 8.30% B.30% 8.75% 8.75% 9.00%
ATCO Gas 830% 830% 330% 8 30% 830% B75% 375% 9.00%
ATCO Pipelines 8.30% 8.30% 8.30% 8.30% 8.30% 8.75% 8.75% 9.00%

1 including czerating leases.

Corporates: Utllities August 26, 2015
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Rating History

Current
Commercial Paper R-1 {low) R-1 (low)} R-1 {low) R-1 {low) R-1 (low) R-1 (low)
Issuei Rating A A A A A A
Unsecured Debentures A A A A A A
Cum. Preferrad Shares Pfd-2 (high) Pfd-2 (high) Pfd-2 (high) Pfd-2 (high! Fid-2 (high) Fid-2 thigh)
Previous Action

* Confirmed, October 2, 2014

Related Research

* CU Inc., Rating Report, August 12, 2015,
* DBRS Comments on Quality of Regulatory Regimes in Alberta, July 23, 2015
* DBRS Comments on Rising Regulatory Risk in Alberta, March 25, 2015

Commercial Paper Limited
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Previcus Report

* Canadian Utilities Limited, Rating Report, October 2, 2014
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Ratings
Debt Rating
!ssuer Rating A (low)
Short-Termn Issuer Rating Prefeited Shares R-1 (lowd

Rating Action

Stable
Stable

Confirmed
Confirmed

Réting Update

DBRS has confirmed the Issuer Rating and Short-Term Issuer
Rating of ATCO Ltd. (ATCO or the Company) at A (low) and R-1
(low), respectively, both with Stable trends. ATCO’s credit profile
is largely based on the credit rating of Canadian Utilities Limited
{CU, rated “A”) given that the majority of the Company’s earn-
ings and operating cash flow come from its 53.2% equity invest-
ment in CU. ATCO’s exposure in the higher-risk non-regulated
operations remains manageable and relatively unchanged over
the past year. DBRS expects ATCO to continue to manage these
high-risk operations selectively in such a way that they will not
represent a significant portion of consolidated earnings but will
rather provide a source of complementary earnings growth and
diversification benefits. The one-notch differential in the ratings
of ATCO and CU reflects structural subordination at ATCO with
respect to CU.

Earnings for the six months ended June 30, 2015 (H1 2015), were
down approximately 22% to $135 million from $172 million in H1
2014, largely because of a sharp decline in earnings contribution
from ATCO’s non-regulated operations. Negative earnings driv-
ers were a global slow-down in resource-based economies and
lower spark spreads and price volatility that negatively affected
merchant power plants in Alberta, which more than offset the

improved operating performance of the regulated utility opera-
tions in Alberta.

Despite the weak operating performance in H1 2015, credit met-
rics have remained reasonable for the current rating category,
with the debt-to-capital at approximately 56%, EBIT interest
coverage at 2.7 times and the cash flow-to-debt at 12.9% on a con-
solidated basis. On a non-consolidated basis, the balance sheet
has also remained reasonable with ATCO carrying minimal
amounts of debt. ATCO’s non-consolidated debt-to-capital was
well within DBRS’s 20% threshold over the past five years (0%
as at June 30, 2015; 0.3% as at December 31, 2014). ATCO has no
bonds/debentures issued at the parent level and is not expected
to have any long-term debt or preferred securities at this level.

Liquidity has been strong, reflecting ATCO’s available credit fa-
cilities and cash balances. ATCO is committed to maintaining
minimum cash balances equivalent of one year of common divi-
dends, plus one year of preferred share dividends and interest
payments not covered from regulated utilities businesses. As a
result, ATCO is expected to maintain cash balances of around
$100 million to $150 million at the parent level over the next sev-
eral years, providing significant sources of liquidity.

Financial Information

ATCO Ltd. (Consolidated)

6 mos. June 30

12 mos. June 30

For the year ended December 31

(CA$ millions) 2015 2014
Total debt in capital struciun: 23 56 0% B550%
Cash flow/Total debt 2 12.9% 16.8%
EBIT gross iterest coverage (times) 2 271 %20

1 Balance shest Fgures as of January 1, 2012.
2 Incluaing operatiag leases.
3 Adjusted for other accumr'ated comnrehensive inccme.

20015 2014 2013 2012 20111 2010
5¢ 0% 54 £% 2 5% 54 92% 51 6% 46 8%
14.6% 16.8% 19.1% 20.0% 22.6% 25.8%

2¢9 325 37i 3E7 298¢ 327

Issuer Description

ATCO Ltd. (ATCO) is a diversified holding company whose primary investments are in Utilities (pipeline, natural gas and electricity
transmission and distribution), Energy (power generation and sales, industrial water infrastructure, natural gas gathering, process-
ing, storage and liquids extraction) and Structures & Logistics (manufacturing, logistics and noise abatement).

Corporates: Utilities

August 28, 2015
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Rating Considerations

1. Strong investment in low-risk regulated utility

The ratings of ATCO are supported by predictable earnings from
the regulated utility subsidiaries which are expected to account
for approximately 80% of consolidated earnings over the next
several years.

2. Low leverage for a holding company structure

ATCO has no bonds/debentures at the holding company level.
Dividend requirements are well covered by the dividends from
Cu.

‘3. Strong liquidity

Liquidity at ATCO has been strong, reflecting sizable credit fa-
cilities and cash balances. ATCO is expected to maintain cash
balances of around $100 million to $150 million over the next
several years, providing a significant source of liquidity. In addi-
tion, the Company has a $200 million credit facility with a four-
year term {$200 million available as at June 30, 2015; expires
November 2018).

NP-CA-024

Challenges

1. Structural subordination
The one-notch differential in the ratings of ATCO and CU re-
flects structural subordination at ATCO with respect to CU.

2, Higher risk in logistics business

ATCO Structures and Logistics Ltd. (75.5% directly owned by
ATCO; 24.5% indirectly owned through CU) operates in high-
ly competitive and cyclical environments, with some currency
and political risks. The continued global slowdown in resource-
based economies have negatively affected ASL’s operating per-
formance over the past 12 months (accounted for approximately
13% of reported adjusted earnings for the 12 months ended June
30, 2015)

3. Large capital expenditures (capex) at flagship operat-
ing subsidiary, CU

Capex is expected to remain elevated, and could pressure fi-
nancial metrics on a consolidated basis. While the utility capex
program is expected to continue to normalize (as the “big build”
associated with electric transmission infrastructure in Alberta is
expected to come to an end over the next two years), the Com-
pany aims to focus its efforts on developing long-term contract-
ed projects in the non-regulated business to support continued
earnings growth.

Corporates: Utilities

August 28, 2015
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Organizational Chart

ATCO Lid.
Bonds/debentures: $0, & (low)

Canadian Utilities Limited
| e I 20 ;

Comn

%110 million (m

As of June 30, 2015,

* ATCO has no bonds/debentures issued at the parent level and is not expected to have any long-term debt or preferred securities
at this level.

Corporates: Utilities August 28, 2015
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Consolidated Earnings and Outlook

ATCO Lid. (Consolidated) 8 mos, June 30 12 mos. June 30 For the year ended December 31

(CA$ millons) 2008 2014 2015 2014 2013 2012 20111 2010
Net sales 1,638 1,738 3,358 2456 3368 3,105 2,883 2,440
EBITDA . 792 888 1,616 1,712 1,731 1,567 1,440 1,183
EBIT 827 67 1.081 1131 1,217 1,100 1,018 8502
Gross interest expense 195 195 362 362 325 297 250 237
Earinng before taxes 287 477 790 880 922 a47 807 614
Income taxes 128 127 216 218 227 202 230 149
Minority interesi and equiy camings 124 178 nE5n 304 310 263 Z70 233
Net income before non-recurring items 135 172 324 361 385 382 307 227
Reported nei income 1072 188 324 142G 418 370 327 286

Reportzd Segmented Adjisted Eanings

Structures and Logistics 3 24
Utilities 117 101
Energy 10 25
ATCO Australia 5 il
Corporate & Other 0 10
Sub Total 135 17
Intersegment 0 ]
Reported Adjusted Earnings 156 172
2014 Summary

* Earnings in 2014 were relatively flat, Higher earnings con-
tribution from the Utilities segment (primarily due to higher
rates and a growing rate base) was offset by weaker earnings
from the Structures and Logistics and Energy segment, largely
because of a global slow-down in resource based economies
and lower spark spreads and price volatility that negatively af-
fected merchant power plants (two of CU’s legacy coal units
came off long-term contract at the end of 2013).

* The gap between net income before non-recurring items and
reported net income was largely because of an after-tax gain
of $74 million on sale of ATCO I-Tek’s information technol-
ogy service business which was partly offset by impairments
of $15 million on certain natural gas gathering, process and
liquids extraction assets in Canada, as well as ATCO Power
Australia’s Bulwer Island power station.

2015 Outlook

* Earnings from the Utilities segment are expected to continue
to benefit from the growing rate base of the transmission seg-
ment and operating efficiency, which should more than offset

-

16 87 96 115 89 89
234 218 179 148 124 124
a8 53 80 72 86 88
a1 o7 24 2% 10 10
4 14 10 12 19 19
243 379 380 370 a28 398
®) {5) 1 2 ) 3
337 374 360 572 330 431

recent regulatory decisions that negatively affected earnings
(i.e,, the Genetic Cost of Capital and the Capital Tracker deci-
sions in Alberta).

The Structures and Logistics segment’s earnings should im-
prove in H2 2015 because of additional modular structures
project work that will contribute to earnings later in 2015.

The Energy segment’s earnings are expected to deteriorate in
2015 from 2014, largely due to lower Alberta wholesale power
prices and a global slowdown in resource-based economies.

The ATCO Australia segment’s earnings are expected to
weaken in 2015 from 2014. The negative regulatory decision
released in July 2015 with respect to ATCO Gas Australia’s
next Access Arrangement period from July 2014 to Decem-
ber 2019, lowered pre-tax earnings by $19 million in the six
months ended June 30, 2015. Among other things, the decision
resulted in a reduced return on equity from 10.4% to 7.28%.

Earnings in 2015 are expected to weaken as a result of expect-
ed lower earnings contribution from the Energy and ATCO
Australia segments, more than offsetting expected higher
earnings from the Utilities segment.

Corporates: Utilities
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Consolidated Financial Profile

1
2

ATCO Lid. (Consolidated)

6 mos, June 30

12 mos. June 30

NP-CA-024

DERS.COM &

For the year ended December 31

(CA$ milliong) 2015 2014
Net income before non-recurring tems 185 170
Depreciation & amortization 285 274
Minoiity interest and equity eamings 116 176
Deferred income taxes and other {17) (9)
Cash tlow from operatioris 3oL 616
Dividends paid {57) (50}
Capital expenditures (627) (95H5)
Free cash flow {bef. working cap. changes) (162} (389)
Changss In non-casti work cap items {171) (28)
Adjustments for Rate Regulated Activities 17 27
Net Frze Cash Flow (31R) (420)
Acquisitions & long-term investments {10) 0
Proceeds on asset sales 4] 5
Amount to be financed (326) {415)
Net equity change 1 {153)
Net debt change 427 518
Ctha (€5 (87)
Change in cash 37 {139)
Total debt 7,821 6,965
Cash and equivalenis 574 554
Total debt in capital structure 2 3 56.0% 55.0%
Cash ilow/Total deft 2 12.9% 16.8%
EBIT gross interest coverage {times) 2 27 3.20
Dividend payout ratio 42.2% € 1%

Balance sheet figures as of January 1, 2012,
Inciucng operating lrases. (8) Agustec! for oiher accumulated comprehensive neome.

2014 Summary

ATCO’s credit metrics have weakened moderately in 2015
from 2014, largely because of the continued large capex pro-
gram at the Utilities segment.

Operating cash flow was relatively flat as the improved operat-
ing performance of the Utilities segment was offset by weaker
contributions from the non-regulated business.

High capex mainly stemmed from the continued investments
in its regulated distribution and transmission business.

Dividends increased moderately by $13 million to $99 million
(up 15% from 2013). In each of the last four years, ATCO has
increased its quarterly dividend by 15%.

The ongoing significant capex resulted in a large free cash
flow deficit. The free cash flow deficit was funded with a mix
of debt and dividend reinvestment plan (DRIP) at the CU and
the operating company levels.

2015 Outlook

ATCO’s key credit metrics further weakened in H1 2015, large-
ly due to the challenging merchant power market in Alberta
and a global slow-down in resource based economies.

2015 2014 2013 2012 2011« 2010
324 361 385 380 307 207
572 561 530 471 421 301
311 a71 a8 270 270 238
(22) (14) 44 43 125 05

1,185 1.279 1277 i,166 1,123 951

{1086) (09) (86) (75) (©6) (67)
(1,762 (2,120) (2.137) (2,253 (1,376} (867

(713) (940) (296) (1,162) (319) 22

{164 (55) @ 127 74 8
(23) (13) (1) 0 23 (15)

t05) (1,003 1,008) {1,055) (229) 15
45) (35) 0 0 (315) 0
221 204 135 7 o 16

(729) {818) (871) (1,028) (530) a1

{4) {160} 403 (15) - 213 )
910 1,001 920 954 574 (151)
{150) (79 (181 (1731 {147) {i57)
25 (151) 271 {262) 110 (376)

7,821 7,388 6,397 5,538 4,504 3,515
574 550 590 437 581 802

56.0% 54.8% 52.5% 54.2% 51.6% 46.8%

14 6% 16 6% 12.1% 20 0% 9% 6% 25 8%
2.99 3.25 3.71 3,67 3.00 3,37

32.7% 27 4% 22 3% 18.8% 215% 29 5%

* Operating cash flow will likely weaken as higher operating

cash flow from the Utilities segment is expected to be offset by
lower contributions from the Structures and Logistics, Energy,
and ATCO Australia segments.

Capex is expected to begin to normalize as large transmission
capex projects are complete. Capex is expected to be lower, at
around $1.9 billion in 2015. The Company expects to invest ap-
proximately $1.8 billion in regulated utility and commercially
secured capital growth projects and the remaining balance is
expected to be mainly maintenance capex spread across the
Company.

Dividend is expected to rise by 15% to around $115 million in
2015 from 2014. This is in line with the historical 15% dividend
growth rate over the past four years.

* ATCO’s net free cash flow deficit is expected to continue to be

funded with a mix of non-recourse debt, preferred and DRIP
at the CU and operating company level.

* ATCO has no bonds/debentures issued at the parent level and

is not expected to have any debt or preferred securities at this
level,

Corporates: Utilities
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Long-Term Debt Maturities and Bank Lines

Lines of Credit

{CA$ millions) Total Used Available Expiry
Long-term coinmiited 20000 . 200 00 November 2015
Uncommitted 17.40 0.80 16.60 N/A

217 40 0.80 218 50
As at Juae 30, 2015

Liquidity
* ATCO has no bonds/debentures issued at the parent level and is not expected to have any debt at the parent level in the foresee-
able future,

* The Company has a $200 million credit facility with a four-year term ($200 million available as at June 30, 2015; expires Novem-
ber 2018).

* ATCO utilizes its uncommitted lines of credit from time to time for general corporate purposes.

Corporates: Utilities August 28, 2015
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Consolidated Balance Sheet and Financial Ratios

June. 30 Dec. 31 Dec. 31 Jure. 30  Dec. 31 Dec. 31

{CA$ millions) 2014 2013 2012 2014 2013 2012
Assels Liabilities & Equity
Cash & equivalents 574 552 880 S.T. borrowings 450 5 2
Accounts 1ecevable 804 744 713 Accounis payable 859 074 921
Inventories 109 110 131 Current portion L.T.D. 19 98 177
Prepaid expenses & othet 123 145 118 Cither cuirant hab ] 72 93
Total Current Assets 1,440 1,549 1,652 Total Current Liab. 1,200 1,149 1,193
Net fixer] agsets 15,701 18,147 13,381 Long-terin debt 7,352 7.285 216
Goodwill & intangibles 489 487 458 Deferred incoms taxes 916 778 684
Future income far assets 0 0 Q Prowisione 50¢ 617 442
Finance lease recsivable 288 290 319 Other L.T, liab. 1,692 1,580 1,460
Othei L T assets 250 246 200 Minonty Interest 3,134 3112 3,153

Shareholders' equity 3,255 3,168 2 B850
Total Assets 18,148 17,689 16,010 Total Liab. & SE 18.148 17.689 16,010
Balance Sheet & 6 mos. June 30 12 mos. June 30 For the year ended December 31
Liguidity & Capital Ratios 2015 2014 2015 2014 2013 2012 20111 2010
C.uvreni ratio 1.20 0.76 140 1.35 1.38. 134 1684 188
Total debt in capital structure 55.0% 53.7% 55.0% 54.1% 51.5% 52.9% 49.6% 45.7%
Total debit in capital structure 22 56.0% 55 0% 5€.0% 54 8% 52 5% 54.2% 5i8% 45 8%
Cash flow/Total debt 13.3% 17.7% 15.2% 17.3% 20.0% 21.1% 24.4% 27.1%
Cash tlow:Total debt 2 12 8% 163% i48% 18 8% %1% 20.0% 42 8% 75 8%
{Cash f'Ic'Jw-dividends)lCapex {times) 0.74 0.59 0.60 0.56 0.54 0.48 0.77 1.03
Biadend payout raiio A2 2% 291% 327% 27 4% 24.3% 196% 21 5% 0y 5%
Coverage Ratios {times)
EBIT gross interest coverage (hmes) 270 3.22 299 326 374 370 4.08 338
EBITDA gross interest coverage (tfimes) 4.06 4.55 4.48 4.73 5.33 5.28 5.76 5.03
Fixed-charges covaerage 270G 322 299 30R 374 370 408 a29
EBIT gross interest coverage 2 27 3.20 2.9 3.25 3.7 3.67 3.99 3.37
Fiofitability Ratics
EBITDA margin 48.4% 51.2% 48.1% 49.5% 51.4% 50.5% 49.9% 48.9%
EBIT raargin 322% 361% 32 2% 341% 36.2% 35 4% .35 3% 329%
Profit margin B.3% 9.9% 8.6% 10.4% 11.4% 12.3% 10.6% 9.3%
Retwin on equity 4.3% 5.7% 549% 39'% 70% 80% 59% 54%
Retum on capital 3 3.4% 4.4% 3.8% 4.3% 4.9% 5.6% 5.4% 4.8%

1 Balance sheet fiz5ives as of January 1, 2012,
2 ‘ncluding operaiing leases, (3) Adjusted f<r other accunulated comprehensive income.

Corporates: Utilitles August 28, 2015
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Rating History

Current
{ssuer Rating A (low) A {low) A (low) A {low) A {low) A (low)
Shoit-Terni Issuer Ratng R-1 flow) R-1 {low) R-1 (low) R-1 {low) R-1 {low) R-1 (low)

Previous Action(s)

=

. Conﬁrmed, October 7, 2014,

Related Research

* Canadian Utilities Limited, Rating Report, August 25, 2015
* DBRS Comments on Quality of Regulatory Regimes in Alberta, July 23, 2015
* DBRS Comments on Rising Regulatory Risk in Alberta, March 25, 2015

Previous Report

= ATCO Ltd., Rating Report, October 7, 2014

Notes:
A figures are In Canacian doiars ur'sst ctherw'se notad,

For tne defirilicn ¢ lseusr Rat'ag. please refer to Ratng Definitons cnder Rating Pccy on www.dbrs.com.

Geneialy, lssuer Retings apply to ai serior unzecured obligations of an applicable issuer, except when an issuer has a significant oc urigue lavel of secured debt,
¥ gs apply 2} PP P 5} e

L. \dL)r- RS '\J
it '*ﬂrell«\'-' i3

parly vebsiier, This pusiiealn may not by re; rr'i_ca'! rlrenral Ly
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Research Update:

ATCO Ltd. And Subsidiaries Outiook To Negative
From Stable On Weaker Operating Environment,
Forecast Financial Metrics

Overview

* We are revising our outlook to negative from stable on Calgary,
Alta.-based ATCO Ltd. and its subsidiaries Canadian Utilities Ltd (CU
Ltd.) and CU Inc.

®* We are also affirming our 'A' long-term corporate credit rating on ATCO
and its subsidiaries.

* The negative outlook reflects our view that ATCO's planned capital
program could put pressure on the company's financial metrics, affecting
our positive comparable rating analysis modifier on the company .

Rating Action

On July 7, 2015, Standard & Poor's Ratings Services revised its outlook to
negative from stable on Calgary, Alta.-based ATCO Ltd. {(ATCO), and its
subsidiaries Canadian Utilities Ltd. (CU Ltd.) and CU Inc.

We base the outlook revision on our view that the company's forecast finanecial
metrics in the context of a more difficult Alberta operating environment, as
well as its aggressive capital program, weaken the raticnale for our positive
comparable rating modifier on the company. Recent regulatory decisions also
put additicnal pressure on the company's revenue and cash flow.

At the same time, Standard & Poor's affirmed its 'A’ long-term corporate
credit rating on ATCO and its subsidiaries. We consider €U Ltd. and CU Inc. to
be "core" to ATCO under our group rating methodology criteria in which the
ratings and ocutloocks are egualized with those on the parent.

Rationale

We currently apply a positive comparable rating analysis (CRA) modifier to
ATCO based on our view of the company's ability to execute a long-term growth
strategy that consistently delivers prudent growth while maintaining stable
cash flow credit metrics at the mid-to-high end of the significant range on
our medial volatility table. We believe that the operating environment for
ATCO in Alberta has weakened because of a number of factors. We expect the
price of power will remain weak given the current oversupply of capacity in
Alberta and slowed demand growth linked to depressed oil prices. Alberta spot
electricity prices have averaged about C$30 per megawatthour for the previous
12 monthsa. Moreover, with the Alberta government's recent announcement

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 7, 2015 2
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regarding CO2 emissiong, we believe that the operating environment will remain
challenging.

We expect the company to invest heavily in the next few yvears, similar to the
past three, with approximately C$8 billion from 2015 to 2017. However, we do
not see this level of growth abating beyond 2017. Furthermcre, although
supported by long-term contracts, not all of the future spending will be
regulated. Our forecast expects development of the water infrastructure and
liquids storage project in Alberta, a natural gas pipeline and cogeneration
power plant in Mexico, and the Fort McMurray West Transmission Project.

The outcome of the Alberta Utilities Commission's (AUC) latest decisions also
affect ATCO's revenue and recovery of prudent capital spending contributing
additional pressure on cash flow stability. Theese decisions included the
generic cost of capital decision, in which equity thickness and return on
equity were lowered by 100 basis points (bps) and 45 bps, respectively, and
retroactively applied to previous years in 2013 and 2014; as well as the
utility asset disposition ruling that equity investors need to bear the risk
of stranded assets instead of ratepayers.

Because of the above factors, we forecast the company's credit metrics will
continue to deteriorate through 2017. We forecast ATCO's adjusted funds from
operations (AFFO}-to-debt will be at the lower end of the "significant" range
{baged on our medial volatility table), at about 14% in 2015, and only
marginally improving to about 15% in 2016. This continues the detericration
we've seen in the past couple of years with AFFO-to-debt of 15.3% in 2014 down
from 18.2% in 2013. Despite the company spending largely on regulated
rate-based expansion in the past few years, we do not foresee ATCO moving away
from the medial table given the company's nonregulated heldings and planned
investments.

We continue to assess the business risk profile of ATCO as "excellent." We
believe CU Inc.'s Alberta-based regulated utilities will continue to generate
stable cash flow, which we expect to increase to more than 70% of consolidated
cash flow at the ATCO level in the next few years, anchoring the business risk
profile. However, CU Inc. is predominantly exposed to a gingle regulater, the
AUC, 8o does not benefit from meaningful regulatory diversity.

We expect ATCO Power, which operates in an environment with "moderately high"
industry risk will contribute approximately 10%-15% of cash flows with some
variability. ATCO Power's level of fleet contractedness of about 60% (bagsed on
generating capacity), strong counterparties, and amortizing project-financed
nonrecourse debt in its independent power projects somewhat offset the higher
industry risk. The fleet is concentrated in Alberta but has what we view as a
good operational track record. ATCO Structures and Logistics' cash flow is
typically project-focused, sgo the company hag near-term cash flow visibility.
It has more variable long-term cash flow that is influenced by commodity
‘pricing and the macroeconomic environment, which drive the need for this
buginess' products and services. Cash flow from this segment accounts for
about 5%-10% of consolidated cash flow.
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The "strong" management and governance score for the group has no direct
impact on the ratings but reflects our assessment of management's consistently
congervative approach to risk mitigation, with policies and a track record of
keeping cash on hand; a stable, long-term strategic horizon compared with that
of peers; demonstrated operational effectiveness; and no history of earnings
or cash flow surprises.

Our base-case scenarioc assumes the following:

* Capital programs will be brought into service on time and on budget with
about C%$7 billion-C%8 billion from 2015 to 2017

* The regulatory regime will be relatively stable and ATCO will not
experience any material, adverse regulatory decisions

®* The company will continue to earn its allowed returns on its various
utility holdings

Based on these asgumptions, we arrive at the following credit measures:
® AFFO-to-debt of 14%-15% over the next two years
* Debt-to-EBITDA of about 4.7x over the next two years

Our use of a positive CRA modifier reflects our view of the company's ability
to execute a long-term strategy that consistently delivers stable growth,
Moreover, such growth has been in the context of conservative management with
measured acquisition and growth strategies.

With the application of ocur group rating methodology, we assess the group
credit profile to be equal to that of ATCO, at 'a'. Because we view CU Ltd.
and CU Inc. to be "core" to the group, we have equalized our ratings on them
with those on ATCQ. CU Ltd. and CU Inc¢. are considered core to the ATCO group
primarily because both entities are unlikely to be sold and have a strong
‘long-term commitment of support from ATCO's senior management. In addition,
both subsidiaries operate in lines of busineszs integral to ATCQ's group
strategy (diversified utilities with both regulated and unregulated assets) .
Furthermore, together the entities constitute a significant proportion of
ATCO's revenue and assets.

Liquidity
We view ATCO's liquidity as "adequate." Sources less uses is positive with
sufficient cushion, and sources over uses is greater than 1.2x over the next
12 months. In the event of a 15% drop in the company's EBITDA, we also expect
there are sufficient liquidity sources to cover uses. In our view, the company

has sound relationships with banks, generally high standing in credit markets,
and generally prudent risk management.

Principal liquidity socurces include:

e Cash FFQ of about C$1.8 billion in 2015

¢ Undrawn committed facilities of about C€$1.8 billion as of March 31, 2015,
which matures between 2016 and 2019

* Cash on hand of €$649 million as of March 31, 2015
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Principal liguidity uses include:

* Forecast capital expenditures of C$1.8 billicn in 2015

e Dividends of about C%$300 million

® Debt and commercial paper maturity of about C$180 million in 2015

QOutlook

The negative outlook reflects our view that the planned capital program that
is forecast to occur in the context of a weaker Alberta cperating environment
could put pressure on financial metrics, which would cause us to remove our
positive CRA modifier on the company.

Downside scenario

We could lower the rating on ATCO, based on the removal of our positive CRA
modifier on the company, if we believe that the weaker Alberta operating
environment coupled with the current forecast capital expenditure would cause
FFO-to-debt to fall to or below 14% on a congistent basis. A weaker Alberta
operating envirenment is characterized by sustained lower power prices in
Alberta, a material negative change in the regulatory framework, a change in
the company's financial policy, or a change in business strategy.

Upside scenario

We could revise the outlook back to stable should the company manage the
capital program through the current operating environment with AFFO-to-debt
returning to about 18% or better on a sustained basis.

Ratings Score Snapshot

Corperate Credit Rating: A/Negative/--

Business risk: Excellent

* Country risk: Very low

® Tndustry risk: Low

e Competitive position: Excellent

Financial rigk: Significant
¢ Cash flow/Leverage: Significant

Anchor: a-

Modifiers

* Diversification: Neutral (no impact)

® Capital structure: Neutral (no impact)

e Liguidity: Adequate {(no impact)

* Financial policy: Neutral (no impact)

®* Management and governance: Strong (no impact)

* Comparable rating analysis: Positive (+1 notch)

Group credit profile: a

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 7, 2015 5

THIS WAS PREPARED EXCLUSIVELY FOR USER SHANE CAMPEBELL.
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED.



NP-CA-024
Research Update: ATCO Ltd. And Subsidiaries Outlook To Negative From Stable Oxmq_)aemting
S,

Environment, Foreuiggtg L gﬁngp&d\detrics

Related Criteria And Research

Related Criteria

Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014
Key Credit Factors For The Unregulated Power And Gas Industry, March 28,
2014

® Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

* Corporate Methodology, Nowv. 19, 2013

®* Corporate Criteria: Ratios and Adjustments, Nov. 19, 2013

®* Group Rating Methodolegy, Nov. 19, 2013

® Methodology: Industry Risk, Nov. 19, 2013

* Country Risk Assessment Methodology and Assumptions, Nov. 19, 2013

¢ Methodology For Linking Short-Term And Long-Term Ratings For Corporate,
Insurance, And Scvereign Issuers, May 7, 2013

* Methodoleogy: Management And Governance Credit Factors For Corporate
Entities And Ingurers, Nov. 13, 2012

® Hybrid Capital Handbock: September 2008 Edition, - Sept. 15, 2008

.® 2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Ratings List

Ratings Affirmed; Outlook Revised

To From

ATCO Ltd.

Corporate Credit Rating A/Negative/-- A/Stable/--

CU Inc.
Canadian Utilities Ltd.

Corporate Credit Rating A/Negative/A-1 A/Stable/A-1

Ratings Affirmed

ATCO Ltd.

Preferred Stock
Global scale BEB+
Canada scale P-2 (High)

CU Inc.

Senior Unsecured A
Preferred Stock

Global scale BRBB+
Canada scale P-2 (High)
Commercial Paper

Global scale A-1
Canada gcale A-1{MID)

Canadian Utilities Ltd.
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Senior Unsecured
Preferred Stock
Global scale
Canada scale
Preference Stock
Global scale
‘Canada scale
Commercial Paper
Global scale
Canada scale

Environment, Poreﬁﬁgiggtﬁadd\detﬁcs

A

BBB+
P-2 (High}

BBB+
P-2 (High)

A-1
A-1(MID)}

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitalig.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left

column.
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ATCO Ltd.
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Rationale

e Stable regulated utilities constituting the largest
segment
= Significant regulated growth prospects

¢ Limited-but-improving geographuc and regulatory

diversity
* Weakened operating snvironment in Alberta

* Negative free cash flow for the nexi several years
e Downward pressure nn credit metrics as a result of
large capital programs over next several years

The negative cutlook on ATCO Ltd. reflects Standard & Poor's Ratings Services' view that the planned capital

program that 1s forecast in the context of a weaker Alberta operating environment could put pressure on the

company's financial metrics, which would cause us to remave our positive comparable rating analysis (CKA)

modifier on the company

Downside scenario

We could lower the rating on ATCO, based on the removal of our positive CRA modifier on the company, if we

believe that the weaker Alberta operating environment coupled with the current forecast capital expenditure would
cause funds from operations (FFO)-to-debt to fali to or below 14% on a consistent basis. A weaker Alberta

operating environment is characterized by sustained lower power prices in Alberta, a material negative change in

the regulatory framework, a change in the company's financial policy, or a change in business strategy.

Upside scenario

We could revise the ouidock back to stable should the company manage its capital program througli the current

operating environment with adjusted FFO-to-debt returning to about 18% or better on a sustained basis
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Standard & Poor's Base-Case Scenario

P T S T

¢ (Capital programs will be brought into service on
time and on budget from 2015 to 2017, with about
C$7 billion-C$8 tilhon

s The regulatory regime will be relatively stable and
ATZ.O will not experience any material, adverse
regulatory decisions

» The company will continue o earn its allowed
returns on its various utility holdings

20i4A 2015E 2016E
FFO to debt 15.3% 14%-15%  14%-15%
Debt to EKITDA 46x Aboutd7x About47x

Company Description

ATCO is a Canada-based company engaged in structures and logistics (manufacturing, logistics, and noise abatement),
utilities (pipelines, natural gas, and electricity transmission and distribution), and energy (power generation, natural gas
gathering, processing, storage, and liquids extraction). As a holding company it owns a 53.2% economic stake and
controlling shareholder position in another holding company, Canadian Utilities Ltd. (CU Ltd.), which provided about
85% of ATCO's consolidated FFO in 2014. CU Ltd. itself owns 100% of CU Inc., a regulated utility in Alberta.

Business Risk

We continue to assess ATCO's business risk profile as "excellent." We believe CU Inc.'s Alberta-based regulated
utilities will continue to generate stable cash flow, which we expect to increase to more than 70% of consolidated cash
flow at the ATCO level in the next few years, anchoring the business risk profile. However, CU inc. is predominantly
exposed to a single regulator, the Alberta Utilities Commission (AUC), so ATCO does not benefit from meaningful
regulatory diversity.

We expect the AUC to continue to operate within its legislative framework and set rates for utilities in Alberta without
political interference. However, the outcome of AUC's latest decisions has a negative impact on ATCO's revenue and
recovery of prudent capital spending contributing additional pressure on cash flow stability. These decisions included
the generic cost of capital decision, in which equity thickness and return on equity were lowered by 100 basis points
{bps) and 45 bps, respectively, and retroactively applied to previous years 2013 and 2014 as well as the utility asset
dispesition ruling that equity investors instead of ratepayers need to bear the risk of stranded assets,

We expect ATCO Power, which operates in an environment with "moderately high" industry risk, will contribute
approximately 10%-15% of cash flows with some variability. ATCO Power's level of fleet contractedness of about 60%
(based on generating capacity), strong counterparties, and amortizing project-financed nonrecourse debt in its
independent power projects somewhat offset the higher industry risk. The fleet is concentrated in Alberta but has what
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we view as a good operational track record.

ATCO Structures and Logistics' cash flow is typically project-focused, so the company has near-term cash flow
-visibility. It has more variable long-term cash flow that is influenced by commodity pricing and the macroeconomic
environment, which drive the need for this business' products and services. Cash flow from this segment accounts for
about 5%-10% of consolidated cash flow.

S&P Base-Case Operating Scenario

* The company will continue to earr its allowed return on equity on its deemed capital structure
s ATCO will not experience any further material, adverse regulatory decisions

¢ There will be no material delays and zost overruns in the construction of major capital projects
¢ ATCO's capital programs total about C$7 milliori-C$8 billion from 2015 to 2017

Peer comparison
Table 1

ATCO Ltd, -- Peer Comparison

Industry Sector: Electric Utility

ATCC Ltd. Emera Inc, AltaLink L.P. FirstEnergy Corp. Fortis Inc.
Rating as of July 17, 2015 A/Negative/— BBB+/Stable/— A-/Stable/~  BBB-/Stable/— A-/Stable/--
--Average of past three fiscal years--
{pil, C3)
Revenues 4,425.0 24169 556.4 16,052.8 4,367.3
EBITDA 1,769.2 888.2 408.2 4,474.6 1,502.8
Funds from cperations (FFO) 1,253.3 637.7 305.7 3,316.0 980.7
Net income from continuing operations 404.3 300.5 162.0 470.6 375.3
Cash flow from operations 1,198.3 593.1 257.5 2,5324 887.4
Capital expenditures 2,187.3 386.2 1,450.9 3,297.5 1,206.7
Free operating cash flow (989.0) 206.9 (1,193.4) (765.1) (319.3)
Discretionary cash flow {1,195.5) 3.0 {1,232.7) (1,629.3) (537.9)
Cash and short-term investments 154.6 333 2.3 336 38.0
Deht 7.301.5 4,575.4 2,826.0 24,727.7 10,227.1
Equity : 5,098.7 2,613.5 1,865.4 13,635.1 6,273.2
Adjusted ratios
EBITDA margin (%) 40.0 36.7 73.4 28.0 344
Return on capital {%o) 9.8 8.1 6.7 5.9 5.9
EBITDA interest coverage (x) 43 40 4.0 3.2 30
FFOQ cash interest coverage {x) 5.2 4.7 43 43 3.3
" Debt/EBITDA (x) 41 5.2 6.9 5.5 6.8
FFO/debt (%) 17.2 13.9 10.8 135 9.6
Cash flow from operations/debt (%) 16.4 13.0 9.1 10.3 8.7
Free operating cash flow/debt (%) (13.5) 45 {42.2) (3.0} {3.1)
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Table 1
ATCO Ltd. -- Peer Comparison (cont.)
Discretionary cash flow/debt (%) (16.4) 0.1 {43.6) (6.5) (5.3)

Financial Risk

Our view of ATCO's financial risk profile is "significant,” based on the medial volatility table, which reflects the
combined "low" industry risk associated with regulated utilities with the supportive regulatory framework and
'unregulated power.

We expect ATCO will continue to generate stable cash flow from its regulated operations, which we believe is a key
credit strength. The company has very large capital programs in the next few years and relies on the combination of
internal generated funds and external debt to fund these expenditures. This places additional stress on credit metrics,
especially the AFFO-to-debt ratio. We forecast the company's credit metrics will continue to deteriorate from current
levels through to 2017, with AFFO-to-debt at the lower end of the "significant” range, at about 14% in 2015, and only
marginally improving to about 15% in 2016. This continues the deterioration we've seen in the past couple of years
with AFFO-to-debt of 15.3% in 2014 down from 18.2% in 2013. Despite the company spending largely on regulated
rate-based expansion in the past few years, we do not foresee ATCO moving away from the medial table given its
nonregulated holdings and planned investments,

S&P Base-Case Cash Flow And Capital Structure Scenario

Our base-case cash flow and capital structure scenario assumes the following:

» Totaled capital expenditure of about C$7 million-C$8 hillion from 2015 to 2017
» Dividend payments of C$300 milhon annually
= FFO-to-debt of about 14% and 15% in 2015 and 20186, respectively

Financial summary
Table 2

ATCO Ltd. -- Financial Summary

Indusiry Sector: Electric Utility

--Fiscal year ended Dec. 31--

2014 2013 2012 2011 2010
Rating history A/Stable/— A/Stable/— A/Stable/— A/Stable/— A/Stable/--
{niil. Cs)
Revenues 4,554,0 4,359.0 4,362.0 3,991.0 3,486.0
EBITDA 1,778.0 1,812.0 1,717.5 1,508.5 1,345.2
Funds from operations {FFD) 1,2579 1,285.0 1,217.1 1,082.2 9504
Net income from continuing operations 420.0 418.0 375.0 327.0 281.0
" Cash flow from operations 1,129.9 1,357.0 1,108.1 1,137.2 963.4
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Table 2
ATCO Ltd. -- Financial Summary (cont.)
Capital expenditures 2,123.0 2,206.0 2,143.0 1,415.0 863.0
Free operating cash flow (993.1) {939.0) {(1,034.9) {277.8) 100.4
Discretionary cash flow (L,2156)  {(1,141.0)  ({1,229.9) (465.3) (71.6)
Cash and short-term investments 148.8 185.8 1293 192.0 162.0
Debt _ 8,199.1 7,067.8 6,637.5 5,355.9 3,844.2
Equity 5,629.0 5,284.0 4,383.0 4,129.5 3,756.0
Adjusted ratios
EBITDA margin (%) 39.0 418 39.4 378 386
Return on capital (%) 8.6 9.9 11.0 11.9 11.9
EBITDA interest coverage (x) 4.1 4.4 4.4 48 4.6
FFO cash int. cov. {x) 49 5.4 5.4 5.7 5.4
Debt/EBITDA (x} 48 3.9 3.9 3.6 2.9
FFQ/debt (%) 15.3 18.2 18.3 20.2 24.7
Cash flow from operations/debt (%) 13.8 19.2 16.7 21.2 251
'Free operating cash flow/debt (%) (12.1) {13.3) (15.6) (5.2) 2.6
Discretionary cash flow/debt (%) (14.8) {16.1) {18.5) (8.7) (1.9
Liquidity

We view ATCO's liquidity as "adequate.” Sources less uses are positive with sufficient cushion, and sources over uses

are greater than 1.2x over the next 12 months. In the event of a 15% drop in the company's EBITDA, we also expect

there are sufficient liquidity sources to cover uses. In our view, the company has sound relationships with banks,

generally high standing in credit markets, and generally prudent risk management.

Principal Liquidity Sources Principal Liquidity Uses

Cash FFQ of about C$1.8 billion in 2015

Undrawn committed facilities of about ©$1.8 billion
as of March 31, 2015, which mature between 2016
and 2019

Cash on hand of C$649 million as of March 31, 2015

Debt maturities
ATCO has manageable long-term debt and capital lease maturities in the next three years, in our opinion. We believe

= Forecast capital expenditures of C$1.8 billion in
2015

¢ Dividends of about C$300 million

» Debt and commercial paper matunty of about
C3$180 million in 2015

the company maintains good access to capital markets to refinance its debt maturities and commercial paper.

Table 3
ATCO Ltd. - Debt Maturities (Mil. C§)
Year Amount
2015 98
2016 86
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Table 3
C%$) (cont.)
2017 165
2018 15
2019 1,136
Afer 2019 5,924
Total 7,424

Note: Does not include cornmercial paper maturity.

Covenant Analysis

We forecast the company to continue to have considerable headroom above a key covenant that restricts
debt-to-capital below 75%.

Other Modifiers

We have applied a positive CRA modifier to the anchor score of 'a-'. Our use of a positive CRA modifier reflects our
view of the company's ability to execute a long-term strategy that consistently delivers stable growth. Moreover, such
growth has been in the context of conservative management with measured acquisition and growth strategies.

Group Influence

With the application of our group rating methodology, we assess the group credit profile to be equal to that of ATCQ,
at 'a’. Because we view CU Ltd. and CU Inc. to be "core” to the group, we have equalized our ratings on them with
those on ATCO, CU Ltd. and CU Inc. are considered core to the ATCO group primarily because both entities are
unlikely to be sold and have a strong long-term commitment of support from ATCO's senior management. In addition,
both subsidiaries operate in lines of business integral to ATCO's group strategy (diversified utilities with both regulated
and unregulated assets). Furthermore, together the entities constitute a significant proportion of ATCO's revenue and
assets.

Ratings Score Snapshot

Corporate Credit Rating
A/Negative/--

Business risk: Excellent
e Country risk: Very low
¢ Industry risk: Low

¢ Competitive position: Excellent
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Financial risk: Significant

e Cash flow/Leverage: Significant
Anchor: a-

Modifiers
e Diversification/Portfolio effect: Neutral (no impact)
* Capital structure: Neutral (no impact)
¢ Financial policy: Neutral {(no impact)
e Liquidity: Adequate {no impact)
* Management and governance: Strong (no impact)

¢ Comparable rating analysis: Positive (+1 notch)
Stand-alone credit profile : a

e Group credit profile: a

¢ Entity status within group: Core

Reconciliation

Table 4

Reconciliation Of ATCO Ltd. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. C§)
—Fiscal year ended Dec. 31, 2014--

ATCO Ltd. reported amounts

Cash flow
Shareholders' Operating Interest from Dividends Capital
Debt equity EBITDA income expense EBITDA operations paid expenditures
Reported 7,388.0 4,470.0 1,887.0 1,326.0 300.0 1,887.0 1,550.0 254.0 2,199.0
Standard & Poor's adjustments _
" Interest expense N/A N/A N/A N/A N/A (300.0) N/A N/A N/A
{reported)
[nterest income N/A N/A N/A N/A N/A 140 N/A N/A N/A
{reported)
Current tax expernse N/A N/A N/A N/A N/A {98.0) N/A N/A N/A
(reported)
Operating leases 124.1 N/A 43.0 9.8 9.8 33.2 33.2 N/A N/A
Intermediate hybrids 651.0 {(651.0) N/A N/A 31.5 (31.5) {31.5) (31.5) N/A
reported as equity
Postretirement . 3338 N/A 4.0 40 16.0 {12.0) N/A N/A N/A
benefit :
obligations/deferred
compensation
Surplus cash (446.3) N/A N/A N/A N/A N/A N/A N/A N/A
Capitalized interest N/A N/A N/A N/A 76.0 {76.0) {76.0) N/A {76.0)
‘WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 30, 2015 9
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Table 4
Reconciliation Of ATCO Ltd. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. C$) (cont.)
Share-based N/A N/A 40 N/A N/A 4.0 N/A N/A N/A
compensation
expense
Asset retirement 148.5 N/A N/A N/A 5.0 (2.8) {2.8) N/A N/A
obligations
Non-operating N/A N/A N/A 14.0 N/A N/A N/A N/A N/A
income (expense)
' Reclassification of N/A N/A N/A N/A N/A N/& (343.0) N/A N/A
interest and dividend
cash flows
Non-controlling N/A 1,810.0 N/A N/A N/A N/A N/A N/A N/A
Interest/Minority
interest
EBITDA - gain/(loss)  N/A N/A  (160.0) {160.0) N/A {160.0) N/A N/A N/A
on disposals of PP&E
Total adjustments  811.1 1,1590  {109.0) {132.2) 138.3 {629.1} {420.1) {31.5) {76.0)

Standard & Poor's adjusted amounts

Funds Cash flow

Interest from from Dividends Capital
Debt Equity EBITDA EBIT expense operations operations paid expendifures
Adjusted 8,199.1 5629.0 1,778.0 1,193.8 438.3 1,257.9 1,129.9 222.5 2,1230

N/A—Not applicable. PPE&E—Property, plant, and equipment.

Related Criteria And Research

Related Criteria

Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014

Key Credit Factors For The Unregulated Power And Gas Industry, March 28, 2014

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

Corporate Methodology, Nov. 19, 2013

Corporate Criteria: Ratios and Adjustments, Nov. 19, 2013

Group Rating Methodology, Nov. 19, 2013

Methodology: Industry Risk, Nov. 19, 2013

Country Risk Assessment Methodology and Assumptions, Nov. 19, 2013

Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And Sovereign Issuers,
May 7, 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 Matrix

O Lid.

Financial Risk Profile

Business Risk Profile hiinimal Modest Intermediate Significant Aggressive Highly leveraged
Excellent asa/aa+ aa at+/a a- bbb bbb-/bhb+
Strang aa/aa- a+/a a-/bbb+ bbb bb+ bb
Saustaciory afa- bbb+ bbb/bbb- bbb-/bb+ bb b+
Fan bbb/bbb- bbhb- bb+ bb bh- b
Weak: bb+ bb+ bb bb- b+ b/b-
Vulierable bb- bb- bb-/b+ b+ b-
Ratings Detail (As Of July 30, 2015)
ATCO Ltd.
Corporate Ciedit Rating A/Negative/—
Preferreq Stock

Cantida National Scale Preferred Share P-2(High)
Preferred Stock: BBR+
Corporate Credit Ratings History
07-Jul-2015 A/Negative/—
07-Jan-2004 A/Stable/--
05-Mar-2003 A+/Wateh Neg/--
Related Entities
ATCO Gas Australia LP
Issuer Credit Rating A-/Negative/—
Senor Unsecured A-
Canadian Utilities Ltd.
Issuer Credit Rating A/Negative/A-1
Commercial Paper

Local Currency A-1

Canada National Scale Commercial Paper A-1(MIDy

Preference Stoclk
Canada National Scale Preferred Share

Preference Stock

Preferred Stock
Canoda National Scale Preferved Share

Preferred Stock
Senior Unsecured
CU Inc,
Issuer Credit Rating
Commercial Faper
Local Currency
Canada National Scale Commercial Paper

Preferred Stuck
Canade: National Scale Preferred Share

Preterred Stock

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT
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BBB+

P-2(High)

BEB+
A

A/Negative/A-1

Al
A-1{MID)

P-2(High)
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Ratings Detail (As Of July 30, 2015) (cont.)

Semor Unsecured A

*Unless otherwise noted, all ratings in this report are global scale ratings, Standard & Poor's credit ratings on the global scale are comparable
across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or cbligations 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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Enbridge Gas Distribution Inc.

insight beyond the rating.

Rating
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Ar_lalysts Debt Rating Rating Actlon Trend
Eric Eng, MBA Issuer Rating A Confirmed Stable
+1 416 597 7578 Commerclal Paper R-1 (low) Confirmed Stable
eeng@dbrs.com 3

Unsecured Debentures & Medium-Term Notes A Confirmed Stable
Tom Li Cum. & Cum, Redeemable Convertible Preferred Shares Pfd-2 {low) Confirmed Stable
+ & 597 737
t:i]ézt:'s.com 7 Ratings Update

James Jung, CFA,
FRM, CMA

+1 416 597 7577
jjung@dbrs.com

The Company
Enbridge Gas
Distribution Inc.
{EGD}) is & regulated
natural gas distribution
utility, serving over
two million customers
in the cantral, eastern
and the Niagara
Peninsula regions of
Ontario. EGD also
distributes natural
gas to approximately
15,800 customers in
northern New York
State through a
whaolly owned
subsidiary, St.
Lawrence Gas
Company, Inc.
(approximately 0.6%
of 2013 consolidated
EBIT).

EGD Is an indirect
whofly owned
subsidiary of
Enbridge Inc. (rated A
{low}).

Commercial
Paper Limit
$700 million

Recent Actions
March 15, 2013
Confirmed

P I
DBRS has confirmed the ratings of Enbridge Gas Distribution Inc. (EGD or the Company) as listed above. The
Company’s ratings are based on its low-risk business profile, supported by a stable regulatory environment in Ontario and a
strong franchise area with a large customer base. The confirmation factors in DBRS’s expectation that the Company will
continvie to finance its free cash flow deficits to maintain its credit ratios within DBRS’s “A” rating category.

EGD’s business risk profile is indicative of an “A” rating, underpinned by the following factors: (1) EGD operates under
a stable regulatory system. In 2013, following the five-year Incentive Regulation (IR) period, EGD operated under the
Cost-of Service (COS) system. The move to COS methodology provided the Company with an opportunity to rebase and
eam a higher return on equity (ROE) (8.93% compared with 8.39% in the IR period), while the deemed equity remained
unchanged at 36%, which is relatively low compared with other jurisdictions. Natural gas supply costs continue to be
passed through to EGD’s customers. (2) EGD’s franchise area, primarily the Greater Toronto Arca (GTA), is viewed as
one of the most economically strong service arcas in Canada. In addition, the Company’s large customer base of over two
million should provide it with a critical mass to meet or exceed its efficiency factor during the next IR term (2014-2018).
The Company filed an IR application for the 2014-2018 period in July 2013, and the decision by the Ontario Energy
Board (OEB) is expected in Q2 2014. Sheuld the OEB render an unfavourable decision to the extent that it may have a
materially negative impact on the Company’s fisture eamings and cash flow, a negative rating action could follow
{althongh this will not likely be the case).

EGD’s financial profile reflects an “A” rating, with all eredit metrics remaining solidly within the current rating
range. However, two concerns over the near to medium term are as follows: (1) Significant liquidity is required to
finance EGD’s volatile working capital (mostly gas inventory for winter distributions). EGD’s liquidity is currently
viewed as adequate to meet its operational needs given low natural gas prices. Should natural gas prices increase
significantly, DBRS expects EGD to properly manage its liquidity to cope with that situation, (2) Large free cash
flow deficits arc expected over the next two years because of the $686.5 million GTA Expansion project. EGD’s
parent (Enbridge Inc.) is expected to continue providing financial support for EGD. DBRS expects EGD to finance
its cash flow shortfalls while maintaining the debt leverage within the regulatory capital structure and all other
credit metrics within the DBRS “A” rating range. This project has been approved by the OEB and should provide
good earnings growth once it is in service, which is expected to occur by the end of 2015.

Rating Considerations

B e e e
Strengths

(1) Stable regulatory framework

(2) Strong franchise with a large customer base

Challenges
(1) Weather-related volume risk
(2) Large capex program

(3) Reasonable balance sheet/solid credit metrics (3) High dividend payout
Financial Information

Enbridge Gas Distribution Inc. For the year ended December 31

{CAS$ millions) 2013 2012 2011 2010 2009
Net income before extra, Items 217 119 171 193 221
Cash flow from operations 524 472 473 467 504
Total debt in ¢apital structure (1) 55.7%% 55.5% 55.1% 58.7% 57.8%
EBIT gross interest coverage (times) {1) 2.60 2.05 229 2,52 2.87
Cash flow. Total debt (1) 16.4% 15.8% 16.0% 16.9% 18.7%
Total debt’'EBITDA (times) (1) 4.75 4.9 4.68 4,15 185
Approved ROE 8.93% 8.39% 8.39% 8.39% 8.39%

(1) Excludes inter-company loans and ot inter-company dividend income and interest expense,
Note: Reported under U.S. GAAP except 2010 and 2009, which were under Canadian GAAP.
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Rating Considerations Details

s
Strengths

(1) Stable regulatory framework. The regulatory framework in Ontario and the nature of the Company’s
natural gas distribution, transportation and storage operations , which are mostly regulated, have underpinned
the Company’s strong business risk profile. The Ontario regulatory regime provides the Company with the
following benefits that support the “A” rating: (a} gas supply costs are passed through to customers, with
quarterly adjustments to the rates; (b) the 2013 Settlement (under the COS framework) allowed EGD to
rebase its rate base, to recover prudently incurred operating costs, and to earn a higher ROE than the 2008-
2012 period; and (c) beyond 2013, the Company is expected to continue to operate under an IR framework
(2014-2018), which affords the Company an opportunity to earn the allowed ROE through its operational
efficiency.

(2) Strong franchise with a large customer base. EGD is the largest regulated natural gas distributor in
Canada, serving over two million customers (2.065 million active customers at the end of 2013) in the central,
eastern and Niagara Peninsula regions of Ontario. The Company’s service area is viewed as economically
strong, and its large customer base allows it to achieve operational efficiency. This is an important
consideration for when the Company begins operating under the next IR term where the Company needs to
achieve operational efficiency either equal to or better than the productivity factor in the IR-formula.

(3) Reasenable balance sheet and solid credit metrics. EGD maintains a reasonable balance sheet and
credit metrics commensurate with the current ratings. EGD is committed to maintaining its capital structure
within the regulatory approved level of 64% debt and 36% equity. The current debt leverage (55.7% at the
end of 2013) provides the Company with some financial flexibility with respect to its future financing plan
for the GTA project.

Challenges

{1) Weather-related volume risk. Weather risk remains significant as forecast volumes (based on the
normalized weather) are built into the Company’s base rates, while actual usage varies with actual weather.
Therefore, colder-than-normal weather in a given year generally results in higher earnings, while the reverse
is true for periods of warmer-than-normal weather. However, normalized weather is updated annually by
incorporating the most recent weather trend, thus mitigating any significant sustained exposure to weather
conditions.

(2) Large capex program. The Company has a large capex program over the next two years, with $690 million
estimated for 2014 and a larger amount expected for 2015. This large capex reflects the following factors: (a)
high capex spending is required for system improvements and upgrades and (b) the financing of the 2014
portion of the GTA Expansion Project (see the GTA Project below). As a result, EGD is expected to generate
large free cash flow deficits and will require external funds. DBRS expects the Company to maintain its debt
leverage within the regulatory approved level and to maintain all other metrics within the DBRS “A” rating
range, while carrying out its financing plan. DBRS also expects Enbridge Inc. to continue providing equity
support for the Company in a timely fashion.

(3) High dividend payout. In general, EGD has a dividend payout ratio target of 90% to 100%, which DBRS
views as high. Over the past five years, its dividend payout ratio, based on net income before extra items, has
averaged around 116%. However, EGD’s dividend payout is subject to maintaining the Company’s capital
structure in line with the regulatory approved level.

2 Corporates; Utilities & Independent Power
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Simplified Organizational Chart
[l 8 e o e e
Enbridge Inc.

hiedium Term Notes & Unsecured Debentures
A (low), (Stable trend)

Commercial Paper
E-1 (low). (Stable trend;

Preferred Shiwes
Pfd-2 (Jow), (Stable trend)

! 100%

All other subsidiaries Enbridge Pipelines W)
Inc.

100%

Enbridge Energy
Distribution Iuc.

100%

Enbridge Gas Distribution Inc.

Unsecured Debentures/Medtam Term Notes -
£2 7B ballion. “A”

Comwercizl Paper
5383 mifion. R-low)

Preferred Shares
3100 milbon. Pid-2 flow)

Debt information as of December 31, 2013.

The Great Toronto Area Expansion Project (the GTA Project)

* The purpose of the GTA Project is to expand EGD’s natural gas distribution system in the GTA to meet the
demands of customer growth and to continue delivering safe and reliable natural gas to current and future
customers.

* The proposed GTA project will consist of two segments of pipeline and related facilities to upgrade the
existing system that delivers natural gas to several municipalities in Ontario.

* In January 2014, the OEB approved the project with the capital cost of $686.5 million.

* Construction is expected to start in late 2014, with completion targeted for the end of 2015,

» The Company is expected to fund this project with an appropriate mix of debt and equity to maintain its
capital structure in line with the regulatory approved structure. DBRS expects the Company’s parent to
continue providing equity support for this project,

¢ During the construction, the Company’s cash flow metrics are expected to weaken slightly from the 2013
level. However, once the project is fully in service, these metrics should return to the current level.

3 Corporates: Utilities 8 Independent Power
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Earnings and Outlook
L

Enbridge Gas Distribution Ine. USGAAP USGAAP  USGAAP CGAAP CGAAP
For the year ended December 31
{CASF millions) Z013 2012 2011 2010 2009
Net gas distribution revenue 741 [%:14] 584 605 LY L)
Gas transportation service revenue 328 345 421 350 449
Gas distribution margin 1,069 983 1,005 995 1,025
Other revernue (1) 99 113 103 108 108
Total revenue 1.168 1,098 1,108 1,103 1,133
EBITDA 672 609 630 666 699
EBIT 368 289 328 396 445
Earnings sharing 0 10 13 19 19
Intercompany dividend income 63 63 63 63 63
Interest expense (external) (142) (141) (143) {151} (155)
Interest expense (intercompany) (v4)} 27 Q7N 27 @27
Net income before extra. Items 217 119 171 193 221
Extra items 0 93 2 0 0
Rgported net income 217 212 L] 1%3 Zz]

(1) Adjusted for $89 million recognition in regulatory asset related to other postretirement benefits in 2012.

Deemed equity (EGD) 36% 36% 36% 36% 36%
Approved ROE (EGD) 893% 8.39% 8.39% 8.39% 8.39%
Distribution rate base (CA$ millions) 4,162 4,011 3957 3,838 3,794
2013 Summary

¢ Overall: Higher earnings (before extraordinary items) reflected higher gas distribution earnings in Ontario
duc to colder weather, customer growth and higher allowed ROE. This increase was partially offset by (1)
the elimination of earnings sharing under the 2013 Settlement and (2) lower transportation revenues.

* EGD’s earnings are mainty gencrated from gas distribution operations (approximately 63% of 2013 total
revenue) and gas transportation operations (28% of 2013 total revenue), with the storage business largely
contributing the remaining eamings percentage.

* Most of the gas distribution earnings are generated by the Company’s Ontario operations; a small portion
(about 0.6% of EBIT) is contributed by its wholly owned subsidiary, St. Lawrence Gas Company, Inc.
(SLG), a natural gas distributor in New York State.

* The decline of transportation revenues over the past three years reflected an eroding customer base caused
by customer switch. By the end of 2013, the number of active customers was 251,434 (versus 364,027 in
2011).

» The storage business includes regulated and unregulated facilities, with the latter accounting for
approximately 2.1% of EGD’s consolidated EBIT in 2013.

* Beside weather impact, earnings in regulated operations are mainly driven by rate base growth, approved
ROE (which was higher in 2013), and the Company’s operational efficiency during the IR period.

* The earnings sharing was no longer in effect in 2013 in accordance with the 2013 Settlernent. During the
2008-2012 term, the sharing mechanism represented EGD’s 50% share of actual ROE (excluding the effect
of weather) in excess of 100 basis points above the allowed ROE.

* Dividend income represents the cash income from EGD’s $825 million investment in its affiliate (IPL
System Inc.), the holder of the Company’s $375 million inter-company loan outstanding at December 31,
2013. The interest expense on this loan was $27 million in 2013.

2014 Outlook

* The earnings outlook for 2014 is expected to be positive, given the cold weather conditions in Q12014. In
the absence of an adverse regulatory decision on the Company’s IR application for 2014-2018, customer
growth is expected to continue to have a positive impact on EGD’s 2014 earnings. EGD’s ability to achieve
a production efficiency equal to or better than the productivity factor in the IR-formula (which has yet to be
determined by the OEB) is critical to attaining the approved ROE.

* Should the GTA Project be brought in service on time (i.c., the end of 2015) and within the approved
budget, earnings beyond 2015 are expected to increase meaningfully.
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Financial Profile
| e e~
Enbridge Gas Distribution Ine. USGAAP USGAAP  USGAAP CGAAP CGAAP
For the year ended December 31
(CAS$ millions) 2013 2012 2011 2010 2009
Net income before extra, items 217 119 171 193 221
Depreciation & amortization 304 320 302 276 254
Deferred income faxes/Other 3 33 0 4 29
Cash flow from operations 524 472 473 467 504
Dividends paid (202) (203) (220) (210) (185)
Capex (553) {452) (448) {365) (370)
Free cash flow before WC (231) (188) (195) (108) (51)
Changes in working capital (WC) {86) 71 15 45 467
Net free cash flow (317 (117) (130) (63) 416
Acquisitions 0 0 4] 0 0
Assets sales/Divestitures 0 72 ¢ 0 0
Net changes in equity 150 0 0 0 0
Net changes in debt 152 38 164 58 (469)
Other {*) 16 1 12 {2) {15}
Change in cash 41 (6} (4) (7) {68)
Total external debt 3,192 2,988 2,950 2,937 2,766
Inter-company debt 375 375 375 375 375
Total debt/Capital (1) 55.7% 55.5% 55.1% 58.7% 57.8%
EBIT interest coverage (times) (1) 2.60 205 229 2.62 2,87
Cash flow/Total debt (1) 16.4% 15.8% 16.0% 16.9% 18.7%
Dividends/Cash flow 38.5% 44.1% 46.5% 45 0% 36.7%
Dividend payout ratio 93.1% 174.8% 128.7% 108.8% 83.7%

(1) Excludes inter-company loans and/or inter-company dividend income and interest expense.
(*) Adjusted for $89 million recognition in regulatory asset related to other postretirement benefits in 2012.

2013 Summary

¢ EGD maintained a reasonable financial profile for the “A” rating category in 2013, with all credit metrics
either remaining stable or improving slightly from the prior year.

* A large cash flow deficit was generated in 2013 mainly because of an increase in capex, which can largely
be attributed to higher spending on improvements and upgrades to the distribution system and customer
growth projects (including the Franklin County Expansion Project (the Franklin Project) in New York
State).

e The dividend policy remained unchanged from previous years, with the payout ratio target of 90% to 100%,
subject to EGD’s regulatory approved capital structure.

¢ The 2013 free cash flow deficit was mainly financed with a mix of debt and equity issuance. The issuance
of equity was to maintain the capital structure within the regulatory structure (36% equity in 2013).

Note: In 2012, EGD sold its 99.9% partnership interest in Project Amherstburg (a power project) to Enbridge
Income Fund (an affiliated entity) for $72 million. The cash proceeds were used to finance a portion of the
Company’s cash flow deficit that year.

2014 Outlook

e Capex for 2014 is estimated to be approximately $690 million for capital projects and maintenance. This
amount is much higher than the past three-year average of $484 million, This increase largely reflects the
2014 portion of capex spending on the GTA project.

e As a result, the Company is expected to generate a large free cash flow deficit in 2014. DBRS expects (1)
EGD to remain prudent in its financing of cash shortfalls and (2) the Company’s parent to continue
injecting equity into EGD, as it has in the past, to maintain the Company’s capital structure within the
regulatory approved level and within DBRS’s “A” rating guidelines for a gas distribution company.
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Liquidity and Long-Term Debt Maturities

Bank Lines/Liquidity

Credit Facilities As at Dec. 31, 2013
{CAS millions) Total Facilities =~ Drawn  Available Maturity

Committed line of credit 700 370 330 2015
Uncommitted line of credit* 13 12 1 2019
Total 713 382 331

* The uncommitted line of credit is at St. Lawrence Gas Company, Inc.

* EGD requires relatively high liquidity to support its volatile and seasonal working capital needs, which are
heavily influenced by natural gas prices.

s The Company has a commercial paper program of $700 millicn, which is fully backed by the $700 million,
364-day revolving unsecured committed credit facility, maturing in August 2015.

¢ DBRS views EGD’s current liquidity as sufficient to finance its working capital requirements. However, a
combination of cold weather and high gas prices could exhaust the Company’s available liquidity, although
this scenario is unlikely, given the current low gas price environment.

Debt As at Dec. 31, 2013

(CAS million)

Commercial paper 370

Other ST borowings 23

LT debt 2,399

LT debt mature in one year 400

Total 3,192
Long-Term Debt Maturity

Long-Term Debt Maturity Schedule 2014 2015 2016 2017 2018 Thereafter Total
(CAS million)

As at Dec. 31, 2013 (CA$ millions) 400 1 2 201 2 2,193 2799

e Given the Company’s strong credit profile, the refinancing risk for the $400 million in medium-term notes
due in 2014 remains manageable.

» EGD is subject to an EBIT-interest covenant of two times, based on EBIT for 12 consecutive menths and
annual pro forma interest requirements for all debt with a maturity term longer than 18 months.
— The covenant does not apply to debt issuances for debt refinancing.
— The Company was in compliance with the test at the end of 2013,

Inter-Company Debt

¢ As of December 31, 2013, EGD owned $825 million of Class D, non-voting redeemable, retractable
preferred shares of IPL System Inc. (IPL), which is 100% owned by Enbridge Inc.

¢ The Company owes IPL $375 million in loans, which is deeply subordinated to the debentures and
medium-term notes. EGD is able to defer interest payments on the loans for up to five years, and the
deferred interest can be paid either by cash or by non-retractable preferred shares of the Company.

# DBRS excludes this debt from its calculation of the Company’s capital structure,
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Regulation
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Regulatory Overview

The OEB regulates EGD’s gas storage, transmission and distribution businesses. Consumers in Ontario have
been able to choose their natural gas supplier since 1985. The gas purchase cost is passed on to customers
through quarterly adjustments; as a result, the Company’s distribution margin is not affected by the gas
purchase cost, subject to variances between total natural gas distributed by the Company and the amount of
natural gas billed or billable to customers.

Gas Distribution: Ontario

e In 2013, the Company operated under the COS methodology pursuant to the 2013 Settlement. The
Company retained the previous deemed equity level (36%). The allowed ROE was 8.93% (versus 8.39% in
2012). The earning sharing mechanism established under the 2008-2012 IR framework did not apply in the
2013 Settlement.

* The 2013 Settlement gave EGD the right to recover other post-retirement benefits (OPEB) costs of
$89 million over a 20-year period, commencing 2013. It also provided for OPEB and pension costs
determiined on an accrued basis, to be recovered in rates.

e In July 2013, the Company filed an application for setting rates through a customized TR. mechanism for the
2014-2018 period. A regulatory decision on the Company’s application is expected in Q2 2014,

¢ DBRS does not expect the decision to have any changes that could have a negatively material impact on the
Company’s earnings and cash flows.

Gas Storage: Ontario

s EGD’s gas storage business is semi-regulated. The OEB does not regulate the prices of storage services to
customers outside the Company’s franchise area or the prices of storage services to new customers {since
November 2006) within the franchise area. Existing customers within the Company’s franchise area
continue to be charged at cost-based rates.

Transportation: National Energy Board (NEB)

» TransCanada Pipelines Limited (TransCanada) transports approximately 60% (7.4 billion cubic metres) of
the annual natural gas requirements of EGD’s customers; the remainder is obtained through contracts with
Alliance Pipeline Canada, Alliance Pipeline U.S. and Vector Pipeline.

e The Company has Firm Transportation (FT) contracts with TransCanada for a portion of the requirement.
Effective July 2013, the NEB approved new tolls on the FT service for TransCanada. Under the new tolls,
the Company is required to pay TransCanada the demand component regardless of the volume transported.

e Transportation costs are passed through to customers.

Gas Distribution: New York

¢ The Company owns SLG, which provides natural gas distribution services to 15,800 customers in New
York State.

e SLG is regulated by the New York State Public Service Commission under COS and is viewed as relatively
stable.

» The approved ROE for 2013 was 10.5% (also 10.5% in 2012) on a deemed equity of 50% (also 50% in
2012). Any earnings above 11% will be shared equally with customers. SLG has had no eamings sharing
since 2010 and will continue to operate under the existing COS agreement in 2014,

» SL.G has no exposure to natural gas price risk, with gas supply costs being adjusted annually.

e SLG started construction in August 2012, following the July 2012 regulatory approval of the Franklin
Project. The total capital cost over the five-year period is estimated to be TISD 45 million. SLG is estimated
to have spent approximately USD 38 million by the end of 2013. The Franklin Project is expected to add
4,400 potential customers to the system.
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Balance Sheet (US GAAP)
{CAS$ millions) Dec.31  Dec.31  Dec.3l Dec.31  Dec,31  Dec.3l
Assets 2013 i 2011 Liabilities & Equity 2013 2012 2011
Cash & equivalents 44 3 6 S.T. borrowings 393 601 563
Accounts receivable 341 324 401 Current portion LTD 400 0 0
Inventories 382 341 380 Accounts payable 46 59 78
Others 365 281 265 Deferred tax il ¢ 2

Others 723 671 638
Total Current Assets 1132 949 1,052 Total Current Liabilities 1,562 1,331 1281
Net fixed assets 5,869 5,532 5,336 Long-term debt (LTD) 2,399 2,387 2,387
Future income fax assets )] 1 0 Deferred incore taxes 395 362 304
Goodwill & intangibles 174 177 170 Loan from affiliate 375 375 375
Investments in affiliates 825 825 823 Other L.T. liabilities 1,026 1,094 1,025
Deferred and others 319 432 365 Preferred shares 100 100 100

Shareholders equity 2522 2,266 2276
Total Assets 8,379 7915 7,748 Total Liab. & SE 3,379 7,915 7,748

USGAAP USGAAP USGAAP CGAAP CGAAP

Balance Sheet & For the year ended December 31
Liquidity & Capital Ratios 2013 2012 2011 2010 2009
Current ratio (times) 0.72 0.71 0.82 0.90 0.61
Total debt in capital structure 58.4% 58.4% 58.1% 61.8% 60.9%
Cash flow/Total debt (*) 14.6% 14.0% 14.2% 14.9% 16.4%
Cash flow/Capex (times) 095 1.04 1.06 1.28 1.36
(Cash flow - Dividends)/Capex (times) 0.58 0.58 0.56 0.70 0.86
Dividend payout ratio 93.1% 174.8% 128.7% 108.8% 83.7%
Dividends/Cash flow 38.53% 44.1% 46.5% 45.0% 36.7%
(*) debi includes inter-company debt
Profitability Ratios
EBITDA margin 57.5% 55.5% 56.9% 60.4% 61.7%
EBIT margin 31.5% 26.3% 25.6% 35.9% 39.3%
Profit margin 18.6% 10.8% 15.4% 17.5% 19.5%
Return on equity 8.7% 5.0% N/A 9.9% 11.3%
Return on capital 5.9% 4.4% N/A 6.3% 6.6%
Allowed ROE (EGD) 8.93% 8.39% 8.39% 8.39% 8.39%
Allowed ROE (St. Lawrence) 10.50% 10.5% 10.5%
Excluding Inter-company Debt, Inter-company Dividend Income and Interest Expense
Cash fiow/Debt 16.4% 15.8% 16.0% 16.9% 18.7%
Total debt/Capital (1) 55.7% 55.5% 55.1% 58.7% 57.8%
EBITDA gross interest coverage (times) 4.73 432 4.41 4.41 451
EBIT gross interest coverage (times) 2.60 2.05 229 2.62 2.87
Debt/EBITDA (times) 4.75 4,91 4.68 4.15 3.85

(1) Includes operating leases.

'8 Corporates: Utilities & Independent Power



NP-CA-02¢
Appendix L-
Page 9 of

Enbridge Gas
Distribution Inc.

Report Date:
March 12, 2014

Rating

L

Debt Rated Rating Rating Action Trend

Issuer Rating A Confirmed Stable
Commercial Paper R-1 {low) Confirmed Stable
Unsecurad Debentures & Medium-Term Notes A Confirmed Stable

Cum. & Cum. Redeemable Convertible Preferred Shares Pfd-2 (low)} Confirmed Stable
Rating History

Debt Rated Current 2013 2012 2011 2010 2009
Issuer Rating A A A NR NR NR
Cormercial Paper R-1 {low) R-1 {low) R-1 {low) R-1 (low) R-1 {low) R=-1 {(low)
Unsecured Debentures & Medium- A A A A A A

Term Notes

Cum. & Cum. Redeemable Pfd-2 (low} Pfd-2 (low) Pfd-2 (low) Pfd-2 (low) Pfd-2 {low) Pfd-2 (low)

Convertible Preferred Shares

_ Rating History of Enbridge Gas Distribution Inc.

AA(low)

Athighy 7 7 - )
A T-=—

Aflow) |— "~ — -

BBE (high} —

BBB [——— ~— - — —

BBB(low) —m-
2002 2003 2004 2005 2005 2007 2008 2009 2010 2011 2012 2013 2014

Note:
All figures are in Canadian dollars unless otherwise noted.
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Rating Update

On December 10, 2015, DBRS Limited (DBRS) confirmed the Is-
suer Rating and Senior Unsecured Debt rating of FortisAlberta
Inc. (FortisAiberta or the Company) at A (low). The trends were
changed to Stable from Positive, The confirmations reflect the
Company’s strong credit metrics and its low-risk business profile
as a regulated distributor.

The change in trends reflects DBRS’s negative view of the regu-
latory framework in Alberta regarding the Alberta Utilities Com-
mission’s (AUC or the Commission) decision on the Generic Cost
of Capital (GCOC) and the decision of the Court of Appeal of Al-
berta to reject the Company’s appeal on the Commission’s 2013
decision on the Utilities Assets Disposition (UAD).

In March 2015, the Commission issued a decision on the GCOC
and lowered the Company’s return on equity (ROE) to 8.30%
from 8.75% and the deemed equity to 40% from 41%. The de-
cision took effect retroactively to 2013 and 2014. Although, the
lower ROE and deemed equity only apply to the portion of based
rates that are funded by revenue provided by mechanisms sep-
arate from the formula and should not have a material impact
on the Company’s overall cash {low, it was viewed as modestly
credit negative since Alberta now has one of the lowest ROEs
compared with other Canadian jurisdictions.

In September 2015, the Court of Appeal of Alberta denied the ap-
peal brought by five utilities in Alberta (including FortisAlberta)
regarding the Commission’s’ decision on the UAD. In 2013, the
Commission issued a decision concluding that the sharehold-
ers of utilities, not the ratepayers, will bear the costs of stranded
assets, which are assets that become incapable of being used to
provide services to ratepayers due to some extraordinary event,
Stranded assets would have to be removed from the rate base.
DERS continues to view potential UAD events as being low prob-
ability but with high impact.

DBRS notes that while these two above decisions are modestly
negative to the credit profile of the Alberta utilities, the potential
impact is not sufficient to warrant a negative rating action on the
utilities in the province. That said, a Positive trend is no longer
appropriate within the context of DBRS’s view of the regulatory
framework in Alberta. Further unfavourable regulatory deci-
sions in the future could warrant negative rating actions for this
and other Alberta-based regulated utilities.

The Company’s A (low) rating continues to be supported by its
low business risk and growing and relatively predictable cash
flow from its regulated distribution operations. In addition, the
new regulatory capital structure of 40% equity is still consistent
with DBRS’s “A” rating category as it still provides a strong cush-
ion for the indebtedness in the capital structure.

Einancial Information

9 mos. September 30

12 mos. Sept. 30

For the year ended December 31st

(CAS miliions) (US GAAP) 2015 2014
EBIT-to-gross interest (x) 1 2.80 2.28
Cash flow-to-total debt 1 i6.8% 156%
Total debt-to-capital 1 57.3% 58.7%
Net income befora extra tems 109 78
Cash flow from operations 239 206

1 Includes operaling leases.

2015 2014 23 202 20m
2.56 218 2.18 2.33 2.05
176% 17.0% 165% 16.2% 15 6%
57.3% 56.7% 57.6% 57.9% 57.3%
133 102 a4 98 78
303 269 235 219 198

Issuer Description

FortisAlberta is a regulated electricity distribution company with approximately 530,000 customers who account for more than
60% of the Alberta distribution grid. It is a wholly owned indirect subsidiary of Fortis Inc. FortisAlberta’s franchise region is located
in central and southern Alberta in the suburbs surrounding Edmonton, Calgary, Red Deer, Lethbridge and Medicine Hat.

Corporate; Utilities & Independent Power
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Rating Considerations

1. Low business risk

FortisAlberta’s low business risk is supported by the following
factors: (a) the Company is a regulated electric distributor, with
no exposure to commodity price risk; (b) the regulatory sys-
tem in Alberta under the Performance Based Regulation (PBR)
framework (January 2013 through 2017) is viewed as reason-
able, providing the opportunity for the Company to earn a return
above the allowed ROE; (¢) the Company has a sizable customer
base to provide good scale to better achieve the productivity fac-
tor set in the PBR formula; and (d) the risk of actual operating
costs exceeding the forecasted amount under the cost of service
methodology is eliminated.

2. Good franchise area

FortisAlberta operates in good franchise areas, which have seen
solid customer growth over the past ten years. Until 2015, eco-
nomic growth in Alberta was consistently above the national
average as a result of good performance in the energy sector
over the past few years. This strong growth translated to a sig-
nificant increase in the Company’s rate base. The estimated rate
base at mid-point 2015 was approximately $2.7 biliion, versus
$500 million in 2002.

3. Strong credit metrics

The Company has maintained consistently strong credit metrics
that are consistent with the current rating. The Company’s fi-
nancing strategy going forward is to maintain the debt leverage
within the regulatory capital structure (60% debt and 40% eq-
uity). Despite cash flow deficits expected over the medium term,
this financing strategy and expected future cash flows should
continue to support the Company’s credit metrics to be consis-
tent with the current rating.

Challenges

1. Large capital expenditure program

The Company is in the midst of 2 major capital expenditure
{capex) program necessary to meet the rapid growth in popula-
tion and power demand in its service territories. Approximately
$400 million (before customer contributions) in capital spend-
ingis estimated for 2016. This is expected to continue to resultin
free cash flow deficits that will require external funds.

2, Shifting quality of the regulatory regime

Although FortisAlberta operates under a reasonable regulatory
regime, the 2013 AUC decision that the utility shareholders will
bear the costs of UAD was viewed as negative to the credit pro-
file of utilities in Alberta. The UAD decision has increased the
regulatory risk in Alberta as it would deny a utility the chance to
recover past investments that had been viewed to be prudent by
the regulator. In September 2015, the Court of Appeal of Alberta
denied the utilities’ appeal. In addition, DBRS views that the de-
cision on the GCOC in March 2015 was negative as it reduced
ROEs and deemed equity for utilities in the province.

3. Inflation/cost management risk

Under the PBR framework, an inflation factor and a productivity
factor are included in the formula used to calculate the annual
change in rates for distribution companies, which increases cost-
cutting pressure on utilities. The Company faces the risk that it
could experience inflationary increases in excess of the inflation
factor set by the formula (see Regulation section). In addition, if
the Company’s actual productivity factor is lower than the pro-
ductivity factor set by the regulator in the formula, earnings and
cash flow could be negatively affected. This factor is critical in
DBRS’s credit review of FortisAlberta, since it places more pres-
sure on cost efficiency for the Company. '

Corporate: Utilities & Independent Power
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Earnings and Outlook

Consolidated Income Statement (us GaaP)

{CA% millions) 9 mos. September 30 12 mos. Sept. 30 For the year ended December 31st

2015 2014 2015 2014 2013 2012 2011
EBITDA 291 258 376 342 3i4 291 262
EBIT 166 135 208 178 135 158 128
Gross interest expense 59 59 82 82 76 68 62
Pre-tax income 108 77 152 101 95 g8 75
Income tax {1) {1) (1) {1} 1 0 1
Net income betore extra. tems 108 78 153 102 94 2 73
Reported net income 109 78 133 102 94 26 74
Return on avg common aquity 116% a.0% 10.8% 8.8% 8a9% 101% 84%
Regulated 1ate bage * 2.698 25M 2,287 £,003 1,7¢7
Regulated deemed equity 40.0% 40.0% 40.0% 40% 40% 41% 41%
Regulated allovrerd RGE 8.30% BE0% 830% 830% B.20%: 8.75% B.75%

* Forecatsed for mid-year 2015,

Overall

* FortisAlberta’s earnings have been growing, reflecting increas-
esin the rate base associated with continued investment in en-
ergy infrastructure and customer growth.

2014 Summary

* Net income in 2014: Net income increased meaningfully over
2013 largely because of (1) rate base growth associated with
continued investment in infrastructure, (2) growth in the num-
ber of customers and (3) income tax recovery.

2015 to Date Summary

+ Net income was positively supported by higher revenues com-
pared with the same period in 2014. Higher revenues reflected
the approved I-X (inflation less productivity factor) increase of
1.49% and estimated capital tracker revenue based on the 2015
capital tracker and the 2015 GCOC decisions.

» In September 2015, capital tracker revenue of $174 million was
approved for 2013 ($14.6 million already collected in 2013} on
an actual basis, capital tracker revenue of $42.2 million was ap-
proved on a forecast basis for 2014 ($29.2 million already col-
lected in 2014) and $62.2 million was approved on a forecast
basis for 2015. The Company expects to collect $62.0 million
in 2015,

2016 Outlook

* DBRS expects the Company’s earnings to continue to grow
over the medium term as a result of (1) growth in the rate base
underpinned by large capital investments to facilitate custom-
er growth and economic expansion in the Company’s service
area and (2} the Company is expected to maintain effective
cost control under the PBR framework, as it benefits from a
sizable customer base.

However, the following factors could affect earnings growth
in 2016 and over the PBR period: (1) if inflationary increases in
excess of the inflation factor set by the regulator in the formula
and (2) if the Company does not achieve the productivity fac-
tor set by the regulator over the PBR term.

Corporate: Utllities & Independent Power
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Financial Profile

Consolidated Cash Flow Statement (s GaAAPR)

s Overall: FortisAlberta has maintained a solid financial profile,
supported by increasing cash flow, as the rate base continued
to grow, and a prudent financing plan. As a result, credit met-
rics have been consistent with the current rating.

Capex have been relatively higher than a normal electric util-
ity, reflecting the investment requirement to support the en-
ergy infrastructure in Alberta and strong customer growth.

As a result, the Company has consistently generated free cash
flow deficits, which have been financed to maintain the debt
in the capital structure below 60%, consistent with the regula-
tory debt-to-capital structures of 60% in 2014 and 2015,

(CA$ millions) 9 mos. September 30 12 mos. Sept. 30 For the year ended December 31st

2015 2014 2015 2014 2013 22 2m
Net income before exira, items 10¢ 78 133 102 94 96 73
Diepreciation & amortization 126 128 167 165 151 134 135
Deferred income taxes/Qther 5 5 2 2 (10) {11) {10}
Cash flow from operations 039 206 303 260 235 210 198
Dividends (45) (41) (59) {55) {50) {45) {40)
Capex {oeo; 217 (372) {307) {400) (40%) (367
Free cash flow before WC {s8) (53) (128) {93) {215) (229) (209)
Changa= 1 working capial (53) 9) {78 21) (8%) 182 25
Net free cash flow {141) {54) (201) (114) (314) {47 (184}
F\cqméltlons (Digvestiures) 1 1 2 2 1 2 a
Net changes in equity 10 35 15 40 25 - 55
Net changes in debt 130 249 (47) 72 173 89 128
Other/Adjustments by DBRS @ 0 () 1 (©) 0 1
Change in cash 0 231 231) {0 (44) 44 (0)
Total debt 1,688 1,734 1,688 1,887 1,484 1,309 1,219
Total debi-to-capital 1 57 3% 58.7% 57 3% OR. 7Y% 376% 57 €% 57 &%
Cash flow-to-total debt 1 18.6% 15.6% 17.6% 17.0% 15.5% 16.2% 15.9%
EBIT-to-gross interest {xj 1 280 238 . 256 KR E 213 233 205
Total debt/EBITDA (x) 5.80 6.73 4.50 4.55 4.72 4.50 4.66
CapevDeprecation (x) 094 178 ano i86 D R4 30 2:72
Dividend payout ratio 41.4% 52.9% 44.2% 852.7% 53.3% 46.8% 55.1%
1 !ncludes operating leases.

Summary Cutlook

» Gross capex (before customer contributions) for 2015 is esti-
mated to be approximately $400 million. The dividend pay-
out is expected to be consistent with the Company’s historical
growth. As a result, large free cash flow deficits are expected
to persist,

» However, Fortis Inc. (the parent) is expected to continue to
support FortisAlberta with equity injections to maintain the
Company’s capital structure in line with the regulatory capital
structure.

¢ DBRS also expects other key metrics to remain stable, as
incremental cash flow should be generated consistently with
the growth of the rate base.

C.orhorate: Utilities & Independent Power
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Liquidity and Long-Term Debt Maturities

Credit Facilities as at September 30, 2015

NP-CA-024

DBRSCOM 5

(CA$ millions) Committed Drawn LC Available Expiry
Unsecured committed credit facility 250.0 0.0 04 240.6 Aug-2020
Total 250.0 0.0 04 2496

Liguidity

* FortisAlberta’s credit liquidity remains strong, with most of * AS at September 30, 2015, there were no drawings under the

its $250 million credit facility being available to finance the
Company’s short-term operating needs.

¢ Drawings under the committed credit facility are available by
way of prime loans, bankers’ acceptances and letters of credit.

Long-Term Debt Maturities

As at September 30, 2015

{CA% millions) 2015 201
Long term debt

Total - A
% of total 0% 0%

* The Company’s near-term refinancing risk remains minimal,
as refinance of long-term debt in 2014 has been completed, and
no long-term debt is due within the 2015-2019 period.

committed credit facility and $0.4 million outstanding in let-
ters of credit.

2017 2018 2019 Thereafter Total
- 1,684 1,684

g - - 1.684 1.684
0% 0% 0% 100% 100%

* In September 2015, the Company issued $150 million senior
unsecured debentures maturing in 2045. The proceeds of the
issuances were used to to repay existing indebtedness incurred
under the committed credit facility to finance capex and for
general corporate purposes.

Regulation

The 2013-2017 PER Period

* As of January 1, 2013, FortisAlberta is regulated under the PBR
for a five-year term. The PBR model of rate-making employs a
formula to determine customer rates on an annual basis. The
customer, or base, rates for each class were derived from the
2012 approved revenue requirement. Base rates are adjusted
annually by a PBR formula approved by the AUC.

Under the PBR model, customer rates are determined by ap-
plying a multiplier, equivalent to an inflation factor (I) less a
productivity factor (X), to the prior year’s rates. Other com-
ponents of the formula also include: (1) flow-through items to
be collected, or refunded, annually (Y factor); (2) capex that
are not recovered through the formula (T-X) and gualify as a
capital tracker (K factor); and (3) exogenous costs outside of
the control of the utility (Z factor).

In September 2015, the Company filed its 2016 Annual Rates
Application. The rates and riders, proposed to be effective on
an interim basis for January 1, 2016, include an increase of 6.2%
to the distribution component of customer rates. The decision
is expected in the fourth quarter of 2015,

Capital Tracker

In December 2013, AUC issued Decision 2013-435 to provide
additional guidance regarding capital trackers, which includes
three criteria in assessing requested capital trackers. The guid-
ance provided some clarification for the capital tracker mecha-
nism as follows:

1. The project must be outside the normal course of the Com-

pany’s ongoing operations.

2. Ordinarily, the project must be for replacement of existing
capital assets, or undertaking the project must be required by
an external party,

3. The project must have a material effect on the Company’s
finances.

* In May 2014, the Company submitted a combined applica-
tion for the 2013, 2014 and 2015 capital trackers as prescribed
by the AUC, seeking capital tracker revenue of $23.2 million,
$48.1 million and $68.9 million, respectively.

* In September 2015, The AUC approved the Company’s com-
pliance filing with regards to the 2015 capital tracker decision
allowing for 75%, 88% and 90% of the then-applied-for capital
tracker revenues for 2013, 2014 and 2015, respectively. How-
ever, capital tracker revenues in 2014 and 2015 are subject to
changes based on the true-up to capex.

Corporate: Utilities & Independent Power
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* Also, in May 2015, the Company submitted a capital tracker
application seeking: (1} a reduction to the 2014 capital track-
er revenue of $7.2 million to reflect actual capex; (2) capital
tracker revenue for 2016 and 2017 of $71.5 million and $89.9
million, respectively; and (3) approval of additional revenue
‘of $3.3 million related to capital tracker amounts that had not
been fully approved in the 2015 capital tracker decision.

» In October 2015, a hearing to the above proceeding was com-
pleted and the decision is expected in the first quarter of 2016.

Generic Cost of Capital — Update

= In March 2015, the AUC set the allowed ROE for 2013, 2014
and 2015 at 8.3% down from 8.75% and an equity thickness of
40% down from 41%. The AUC also decided that it will not re-
establish a formula-based approach to setting annual ROE as
the above-mentioned rate would remain in effect for 2015 and
2016 and beyond, on an interim basis.

= The impact of changes to the ROE and deemed equity in the
regulatory capital structure during the PBR term apply only to
the portion of the rate base that is funded by revenue provided
by mechanisms separate from the formula.

Utility Asset Disposition Proceeding — Update

» In November 2013, the AUC issued Decision 2013-417 (the
TUAD Decision), which decided that utilities will be responsi-
ble for the gains and losses related to extraordinary retirement
of utility assets,

FortisAlberta and other utilities filed aleave to appeal the UAD
Decision with the Alberta Court of Appeal for the reason that
the decision conflicts with the Electric Utilities Act. In August
2014, the Alberta Court of Appeal granted leave on certain is-
sues brought forward.

* In September 2015, the Alberta Court of Appeal dismissed the
appeal of the utilities on the basis that the AUC should be ac-
corded deference for its conclusions with regards of utility as-
set disposition matters.

* The change in the long-standing regulatory principle, which
provides a reasonable opportunity for the recovery of prudent
investments in the regulated utility sector, has had a negative
impact on DBRS’s view of the regulatory regime in Alberta.

FortisAlberta Inc.

Balance Sheet (US GAAP)

{CA$ millions) Sept. 30 Dec 31
Assets 2015 2014 2013
Cash & equivalents

Accounts 1eceivable 120 105 128
Inventories

Prepaid expenses & other 15 25 11
Regulatory assets 1 1

Total Current Assets 145 131 145
Net fixed assets 3,050 2,867 2,695
Intengible assets 44 41 49
Goodwill 297 297 227
Regulatory assets 270 405 158
Investments & others 15 14 13
Total Assets 3,751 3.484 3,288

Sept. 30 Dec 31
Liabilities & Equity 2015 2014 2013
S.T. borrowings 4 23 25
Accounts payable 182 167 168
Current portion L.T.D. . - 200
Defeired tax
Other current liab. . - 0
Regulatory hakilhes 24 42 42
Total Current Liab. 210 233 434
Long-term debt 1,684 1,534 1,250
Dieferred incoms taxes 195 143 102
Other L.T. liab. b 20 18
Regulatory hakilties 363 352 458
Shareholders equity 1,277 1,203 1,115
Total Liab. & SE 3,751 3.484 3,288
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Balance Sheet & Liquidity

& Capital Ratios 9 mos. September 30 12 mos. Sept. 30 For the year ended December 31st

2015 2014 2015 2014 2013 2012 2011
Current ratio (x) 0.69 0.85 0.60 0.56 0.33 0.60 097
Total debt-to-capital 588 59 4% 56.9% 56.4% 67 1% 57.3% 36.9%
Total debt-to-capital 1 57.3% 59.7% 57.3% 56.7% 57.8% 57.9% 57.3%
Cash flow-to-total debsi 1 18 6% 168% 17 6% 17.0% 15 5% 18 2% 13.0%
Cash flow/Capex (x) 0.85 0.95 0,81 0.88 0.59 0.54 0.54
{Cash flow - dindends)/Capex () 0.A9 a7e 066 070 0 46 043 043
Deemed common equity 40% 40% 40% 40% 40% 41% 41%

Coverage Ratios

EBITto-gross interest (x) 1 2.80 228 2.56 2.18 2.18 2.33 2.05
EBITDA-to-gross nieresi (x) 4192 435 459 418 414 429 420
Fixad-charges coverage {x} 1 2.80 2.28 2.56 2,18 2.18 2.33 2.05
Total debt'EBITDA (x) 580 673 4 50 4.55 472 450 486

Profitability Ratios

EBITDA margin 68.7% 66.8% 67.5% 66.0% 66.1% 64.8% 64.3%
EBIT marain 39 1% 350% 375% 34 3% 346% 35.1% 314%
Profit margin 28.6% 20.2% 23.9% 19.8% 19.7% 21.4% 17.9%
Retum on equity 116% 90% 108% B8% 88Y% 10.i% 84%
Allowed ROE 8.30% 8.30% 8.30% B.30% 8.30% 8.75% 8.75%

1 Inc'udes operating ieases,
P! gl
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Ratings
Dehl:t Rating
Issuer Rating A {low)
Secured Debenturas A {low)
Unsecured Debentures A (low)

Rating Action

Confirmed Stable
Confirmed Stable
Cenfirmed Stable

Rating Update

On March 26, 2015, DBRS Limited (DBRS) confirmed the Issuer
Rating, Secured Debentures and Unsecured Debentures of For-
tisBC Inc. (FBC or the Company) at A (low) with Stable trends.
The Unsecured Debentures have the same rating as the Secured
Debentures, reflecting (1) that the Secured Debentures outstand-
ing amount is minimal (3% of total debt) and (2) that FBC does
not intend to issue additional Secured Debentures.

The ratings reflect the reasonable regulatory framework, good
customer mix and rate base growth over the past five years, and
a solid financial profile. The ratings also reflect FBC being an in-
tegrated utility (which adds to reliability of supply and a larger
rate base, given the same number of customers). FBC’s owned
generation assets provided approximately 45% of its 2014 ener-
gy requirement, with the remajnder of the load secured largely
through long-term purchase power contracts accepted by the
British Columbia Utilities Commission (BCUC).

The regulatory framework is underpinned by the following fac-
tors: (1) FBC has no exposure to commodity price risk and sales
volume risk as variances from the forecast are deferred, with the
majority being refunded to (or collected from) customers in sub-

sequent years. (2) The equity component in the capital structure
is 40%, unchanged from previous years. Allowed return on eq-
uity (ROE) was reduced in 2013 to 9.15% from 9.90%, negatively
affecting earnings. This level is, however, still comparable with
other jurisdictions in Canada. (3) FBC is currently in its second
year of a Performance Based Ratemaking (PBR) plan through
2019. During the term of the PBR plan, FBC’s forecast risk is re-
duced as only one-half of variances from formulaic operation and
maintenance (O&M) costs and base capital expenditures (capex)
are not flow-through to customers. DBRS recognizes that 0&M
costs and base capex are primarily determined by a formula
(see Regulation section) and that variances from the forecast-
ed amount in the formula could affect earnings and cash flow.
(4) Based on the off-ramp provision in the PBR plan, a review
of the plan could be triggered if earnings in any one year vary
from the approved ROE by more than +/-200 basis points (post
50/50 sharing of variances from formula-driven O&M expenses
and capex) or when earnings in two consecutive years vary from
the approved ROE by more than +/-150 basis points (also post
50/50 sharing). This provides FBC with some downside protec-

tion while maintaining the incentive for operational efficiency.
Continued or: .2

Financial Information

USGAAP CGAAP

For the year ended December 31
(CAD wmillions) 2014 2013 2012 2011 2010
EBIT-4o-interast (times) 0.44 2.54 2.43 2.39 2.1
Cash flow-to-debt (*) 14.1% 18.4% 14.0% 13 4% 0.1
Debt-to-capital (**) 58.4% 89.0% 58.5% 59.6% 0.6
Cash flow-ta-capex (times) 1.06 1.48 153 0.95 a8
Net income before extra. tems 451 49.6 49.0 47.5 41.8
Cash flow from operations 104.3 8812 5.9 921 845

"o be consistent with DBRS methodology, DBRS excludes i (% “Capiial Leases" that arase from

adopting US GAAP in 2012 (2011 was restated under US GAAP)

FBC adopting US GAAP and in {*} Capital Leases & Goodwil. that arose from =BC

Issuer Description

FortisBC Inc. (FBC) is a vertically integrated utility company operating in south-central British Columbia (B.C.). FBC’s regulated
operations include (1} four hydroelectric generating plants (totaling 225 megawatts) on the Kootenay River in south-central B.C., (2)
transmission assets, and (3) distribution assets.

FBC provides electricity services to approximately 166,400 direct and indirect customers (end of 2014). FBC is an indirect wholly
owned subsidiary of Fortis Inc.

Corporates: Utilities & Independent Power April 8, 2015
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The direct customer base growth has also been reasonable. The
customer mix is viewed by DBRS as good, as it is heavily weight-
ed toward residential and commereial customers (70% of the
2014 load) whose consumption is sensitive to weather but not as
sensitive to macroecenomic conditions as industrial customers.

FBC’s financial profile remained solid and stable in 2014, with
all credit metrics consistent with the current rating. The Com-
pany’s major capex to extend the life and upgrade a majority
of its hydroelectric units was substantially completed in 2011.

The 2015 capex program ($100 million before customer con-
tributions in aid of construction and including cost of removal)
is manageable, and is expected to result in only a modest free
cash flow deficit. Going forward, should substantial external fi-
nancing be required, DBRS expects FBC’s parent to continue to
provide financial support in a timely manner and that FBC will
maintain its capital structure in accordance with the regulatory
capital structure and all of its key credit metrics within DBRS’s
“A” rating range.

Rating Considerations

1. Reasonable regulatory environment.

FBC has most of its operations in the regulated utility business,
which operates in a stable and reasonable regulatory environ-
ment. FBC is in its second year of a six-year PBR Plan. Under
the PBR through 2019, there is a mechanism in place for FBC
to exceed (or earn less than) the allowed return (ROE of 9.15%)
through a 50/50 sharing of variances from formula-driven Q&M
expenses and base capex with customers. With respect to power
supply costs, most power purchase contracts have been accepted
by the BCUC and power supply cost variances from forecast for
rate-setting purposes are recovered or refunded through future
rates using regulatory deferral accounts approved by the BCUC,

2, Vertically integrated utility/supply security.

FBC is a vertically integrated regulated utility which owns gen-
eration, transmission and distribution assets. The Company’s
four hydroelectric generation plants, with 225 megawatts (MW)
of capacity on the Kootenay River are insulated from hydrology
risk as a result of the Canal Plant Agreement (see Regulation sec-
tion), represent approximately 45% of the energy and 30% of the
peak capacity needs of FBC in 2014. In addition, FBC has secured
a mix of other long-term and short-term power purchase con-
tracts. These contracts allow the Company to meet its electricity
supply requirements.

3. Solid financial profile.

FBC’s financial profile remains solid with all of its key credit
metrics consistent with the current rating category. The Com-
pany’s credit metrics are expected to remain stable in 2015 since
the potential free cash flow deficit is expected to be modest and
financed such that the regulatory capital structure (40% equity)
is maintained.

4. Good customer mix/reasonable load growth.

FBC has a diverse customer base and a reasonable customer
growth, with the customer mix heavily weighted toward resi-
dential and commercial, which provides a degree of stability to
earnings. In 2014, approximately 41% of volume sales were sold
to residential customers, 29% to commercial customers and 18%

to wholesale customers (which, in turn, sell primarily to residen-
tial and commercial customers). Only 12% of sales were to low-
margin, economically sensitive industrial customers, This miti-
gates the negative impact of an economic downturn.

Challenges

1. Managing operating and maintenance costs/base
capital costs.

Managing operating and maintenance costs in order to achieve
and/or exceed the productivity adjustment factor each year
through 2019 is critical for FBC. The challenge is that operational
efficiency has to be managed within the context of service qual-
ity measures set out by the BCUC. In addition, FBC has an ongo-
ing capital program to maintain its current generation, transmis-
sion and distribution assets, to accommodate customer growth,
and to meet reliability requirements. There can be no assurance
that actual costs will be within the regulatory-approved capex,
and these variances, if found imprudent by the BCUC, may not
be fully recovered.

2. Lower ROE.

ROE has been reduced from 9.90% to 9.15% since 2013 and will
remain at this level through 2015, This reduction has had a nega-
tive impact on earnings.

3. Reliant on parent for equity.

FBC does not have direct access to the equity market. All of its
funding requirements to finance the equity portion of its capital
projects would require financial support {rom the parent. In the
event that the parent’s access to the capital markets weakens sig-
nificantly, it could have a negative impact of the parent’s ability
to inject equity into FBC in a timely manner.

Corporates: Wilities & Independent Power
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Regulation/Major Contracts

Multi-Year Performance Based Ratemaking Plan for

2014 to 2019

*» InJuly 2013, FBC filed its 2014 PBR application (2014 PBR Ap-
plication), which assumed a forecast average rate base of ap-
proximately $1,192 million for 2014. The 2014 PER Application
also requested approval of 2 customer rate increase for 2014 of
3.3%, determined under a formula approach for operating and
capital costs, and a continuation of this rate setting method-
ology through 2018. Effective January 1, 2014, the BCUC ap-
proved a 3.3% refundable increase on an interim basis.

In September 2014, the BCUC issued its decision on the 2014
PBR Application as follows:

1. The term of the PBER was extended to 2016.

2. Operating and maintenance costs and base capex are subject
to a formula reflecting incremental costs for inflation and half
of customer growth, less a productivity adjustment factor of
1.03% each vear.

3. The PBR Decision included a 50/50 sharing of variances from
the formula-driven O&M and capex over the PBR period, and
a number of service quality measures designed to ensure FBC
maintains service levels.

4. Requirements for an annual review process were set.

+ In November 2014, FBC filed a PBR Decision Compliance fil-
ing. The 2014 average rate base was updated to approximately
$1,204 million. In December 2014, the BCUC approved the in-
terim 3.3% refundable rate increase as permanent.

= InFebruary 2015, the Company filed for approval of 2015 rates
under the PBR Decision. In its filing, FBC assumed a forecast
average rate base of approximately $1,267 million for 2015 and
requested approval of a customer rate increase of 4.6% over
2014 rates, as determined under the PBR Plan formula ap-
proach for operating and maintenance costs, and capital costs.
A decision by the BCUC is expected in Q2 2015.

Generic Cost of Capital Proceeding

* In May 2013, the BCUC issued a decision on the first stage of
the Generic Cost of Capital (GCOC) proceeding. In its deci-
sion; the BCUC approved the ROE of the benchmark utility
{which was determined to be FortisBC Energy Inc. (FEL)) at
8.75% and the deemed equity in the capital structure at 38.5%,
both effective January 1, 2013. The deemed equity component
would remain in effect through 2015.

» Effective January 2014, the BCUC introduced an Automatic
Adjustment Mechanism (AAM) to set the ROE on an annual
basis. The AAM will be in effect until December 31, 2015, if the
actual long-term Government of Canada bond yield exceeds
3.8%. The AAM did not take effect in 2014.

As a result of the BCUC’s decision on the first stage of the
GCOC, FBC’s interim ROE decreased to 9.15% effective Janu-
ary 1, 2013, from 9.9% in 2012. The Company’s deemed equity
component remained unchanged at 40%.

* On March 25, 2014, the BCUC issued a decision on the second
stage of the GCOC to confirm FBC’s ROE of 9.15% and equity
thickness of 40%.

The Canal Plant Agreement

* The Canal Plant Agreement (CPA) is an agreement among
British Columbia Hydro & Power Authority (BC Hydro), FRC
and three other parties. The CPA governs approximately 1,600
MW of capacity of all five parties (including 225 MW of capac-
ity owned by FBC).

* Under the CPA, BC Hydro determines the output of each plant
and takes all of the power generated by the plants. BC Hydro is
then contractually obligated to deliver a fixed amount of pow-
er to FBC regardless of its actual output, thus insulating FEC
from hydrology risk. The CPA will remain in force until ter-
minated by any of the parties by giving no less than five years’
notice at any time on or after December 31, 2030.

Other Power Purchase Agreements
* Brilliant Power Purchase Agreement (BPPA): Supplied ap-
proximately 26% of FBC’s energy requirement in 2014.

* Power purchases from BC Hydro: Provided approximately
17% of FBC’s energy requirement in 2014,

* Brilliant Expansion capacity and energy purchase agreement
(EPA): Supplied approximately 2% of FBC’s energy require-
ment in 2014.

» Small power purchase contracts: Supplied less than 1% of
FBC’s energy requirement in 2014,

* Spot market and contracted capacity purchases: Supplied ap-
proximately 9% of FBC’s energy requirement in 2014,

= Waneta Expansion Capacity Agreement (WECA): Allows FBC
to purchase capacity over 40 years upon the completion of the
335 MW Waneta Expansion, expected to be in the first half of
2015. The WECA was accepted for filing as an energy supply
contract by the BCUC in May 2012.
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Simplified Ownership Chart as of December 31, 2014

Fortis Inc,
cured Debentures
A (low)

FortisWest Inc.
Not rated

100% indirect wholly-owned subsidiary
1

FortisBC Inc.

Secured Debentures
A (low)
Unsecured Debentures

A (low)

Other subsidiaries

Transition to US GAAP

Effective January 1, 2012, FBC adopted US GAAP and restated

the comparative reporting period. The major impact on key

credit ratios in this report reflects the following changes as at

December 31, 2011:

» Total assets increased by approximately $564 million, due pri-
marily to an increase in regulatory assets, property, plant and
equipment, and goodwill.

= Total liabilities increased by approximately $344 million, due
primarily to an increase in capital lease and finance obliga-
tions, and pension and other post-employment benefit liabili-
ties.

* Shareholders’ equity increased by approximately $220 mil-

lion, due primarily to an increase in additional paid-in capital,
partially offset by a reduction in retained earnings related to
the effects of push-down accounting.

DBERS has adjusted for the impact of capital lease and finance
obligations, and goodwill for the debt-to-capital ratio under
US GAAP, for comparative purposes. With respect to capital
leases arising due to FBC adopting US GAAF, the BCUC has
approved recovery of qualifying capital leases as operating
leases for rate-setting purposes, specifically the BPPA and the
Brilliant Terminal Station. DBRS excludes these capital leases
when calculating the cash flow-to-debt and debt-to-capital ra-
tios to be consistent with methodology.
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Earnings and Qutlook

USGAAP CGAAP

For the year ended December 31
{CAD millions) 2014 2013 2012 2011 2010
Electricity revenue 319.5 310.4 285.0 279.4 248.8
Othar revenue (sxpensaes) 52 {1.7) 8.4 33 6.1
Power puchase costs {86.7) {83.3) (76.0) {71.8) {73.0}
Net sales 238.0 2254 2174 2111 183.9
Operating, maintenance & other {82.0) (76.8) (73.3) (70.8) {63.9)
EBITDA 156.0 148.6 144.1 140.3 120.1
Depreciétion & amortization (59.3) (40.7) (48.5) (45.3) {41.6)
EBIT 96.7 98.9 95.6 95.0 78.4
Net interest expense (40.2) {38.5) (38.5) (39.0) (32.5)
Othet income (expense) 04 1.2 0.7 09 0.0
Pre-tax income 56.9 61.6 57.8 56.9 45.9
Income tax (11.8) {12.0) 8.8) 9.4y 4.2
Net income before extra. items 45.1 49.6 49.0 47.5 41.8
Reported netincome 45.1 496 490 47.5 41.8
Regulated rate base (CAD millions) 1,204.0 1,204.0 1,112.0 1,003.2 875.0
Appraved deemed equity -40% 40% A0% 40% i
Allowed ROE 9.15% 9,15% 9.90% 9.90% 8.90%

2014 Summa ry
* A modest decrease in net earnings in 2014 compared to 2013

primarily reflected the following factors: (1} earnings in 2013
benefited from increased allowance for funds used during
construction and a decrease in interest and depreciation ex-
pense as compared to the forecasted amounts used to set 2013
rates; and (2) higher 2013 income tax expense driven primar-
ily by lower tax timing differences.

Earnings in 2014 were based on an allowed ROE of 9.15% and
a deemed equity component of the capital structure of 40%
(unchanged from 2013). The rate base was also substantially
unchanged from 2013.

Variances arising from the differences between actual power
‘purchase costs and electricity sales volume compared to fore-
casts used to determine electricity revenues had no impact on
net earnings 2014, 2013 and 2012, as these variances were de-
ferred and will be flowed back to customers in future rates,
eliminating the Company’s exposure to the volatility of pur-
chase power costs and sales volume.

2015 Qutlook
* Earnings in 2015 are expected to remain stable as they con-

tinue to be based on (1) an allowed ROE of 915% and (2) a
deemed equity component of the capital structure of 40%,
both of which are unchanged from 2014. The increase in regu-
lated rate base should modestly increase earnings in 2015.

* Based on the incentive mechanisms under the current PBR

plan and its formulaic approach, the ability of the Company
to manage its operations & maintenance costs and base capex
costs will be key for the Company to achieve or exceed its al-
lowed ROE,
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Financial Profile

USGAAP CGAAP
For the year ended Dacember 31
{CAD millions) 2014 2013 2012 2011 2010
Net income baforé extra. items 45,1 49.6 49,0 47.5 41.8
Deprsciation & amortization 88,7 501 489 45,7 42 0.
Deferred income taxes/Other {0.5) {1.5) {1.0) (1.1) 0.7
Cash flow from operations 104.3 98.2 96.9 22.1 846
Dividends {28.0) (46.0) (24.0) {16.0} {15.0)
Capex {837} (66 4) (634) (96.7) {425
Free cash flow before WC (7.4) (14.2) 9.5 {20.6) {73.3)
Working capital (WC) {12 1} 8.0} 9.4} 757 1.1
Regulatory assets & liabilities 14.8 7.0 {0.5) (3.9) 0.0
Net free cash flow {5.9) {15.2) 04 (16.8) (72.3)
Acqu_is'rlions 0.0 (55.1) 0.0 0,0 0.0
Other investment activities 00 0.0 0.0 0.0 .0
Net changes in equity 0.0 17.3 0.0 0.0 10.0
Nat changes in debt 4.6 514 15 155 62.1
Other 2.0 0.3 0.7 1.3 0.1
Change in cash 0.7 (1.3) 1.8 0.0 {0.0)
EBITDA 156.0 148.8 144.1 140.3 120.1
Tetal debt * 716.¢ 7123 6609 650 8 8837
Cash flow-to-debt * 14.1% 13.4% 14.0% 13.4% 12.7%
Debt-to-capital ™ 58.4% 539.0% 58.5% 59 6% 60.5%
EBIT-to-interest {times) 2.44 2.54 2.43 2.30 2.11

* To be consistent with DARS methadology, DERS excludes Capita’ Leases that arose due to FBC adopting US GAAR in 7012 (7011 was restated under US GHAT)
** To be cone’stent v:ith D3RS methodology, DBRS excludes Capital Laases & Goodvsi®! that arose dus to “BC acopting US GAAP in 2012 (2011 was rostated under US GAAR)

2014 Summary
* FBC’s financial profile remained solid in 2014, with all key
credit metrics maintained within the current rating range.

* Operating cash flow growth in 2014 reflected higher deprecia-
tion approved by the BCUC.

» The equity injection in 2013 was to finance the non-regulated
portion of the City of Kelowna acquisition.

* Amodest free cash flow deficit incurred in 2014 and was large-
ly financed with debt. This debt financing did not have any
material impact on FBC’s credit metrics.

2015 Outlook

+ A modest free cash flow deficit is expected in 2015 as a result
of the ongoing capex program. FBC projects its capex for 2015
to be approximately $100 million (before customer contribu-
tions and including cost of removal).

* This cash flow deficit is expected to be financed in a manner
so that the regulatory capital structure (40% equity and 60%
debt) will be maintained.

* As a result, the Company’s key credit ratios are expected to
remain stable and within the current rating range.

Corporates: Utllities & Independent Pawer
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Liquidity and Debt Profile

Credit facilities (As at December 31, 2014}

{CAD millions) Commiitted
Facility A, revolving 100.0
Facility B, 384-day 1evolving 500

Operating facilities 150.0

Demand overdrait facility 100

Total 160.0

» FBC’s liquidity remains sufficient to fund its ongoing opera-

tional and capital requirements.

* Two years prior to the expiry of Facility A, the Company may
request an extension for a further 364 days, and if the request
is not granted, all outstanding debt under Facility A will be-

come due on the maturity date,

Drawn Available Maturity

20.0 80.0 May 2017

5.0 45.0 Apnl 2015
25.0 125.0
69 2.1
31.9 128.1

The Company may also request an extension of Facility B for
another 364 days, and if the request is not granted, Facility B
will be converted into a non-revolving term loan and will ma-
ture six months from that date,

FBC could request an additional amount of $50 million under
Facility A or B, or a combination of the two facilities.

* As at December 31, 2014, FBC had no material off-balance

sheet arrangements.

Debt Instruments Maturity Schedule (As at December 31, 2014)

{CAD millions) 2016 2016
Unsecured Debentures - 25.0
Secured Debentures .

Cverdraft demand facility 6.9

Operating ciedt facilities 50 -
Sub-total 11.9 25.0

Less: Curieni portion ot debt
Long-term debt

* The Unsecured Debentures maturity schedule presents mini-
mal refinancing risk over the next five years with only $25 mil-

lion due in 2016.

2017 2018 2019 Thereafter Total
635.0 660.0

- 3 - 250 250

6.9

200 - - - 250
20.0 - - 660.0 716.9
{119

705.0

* In July 2013, the Company filed a short form base shelf pro-

spectus to establish a Medium Term Note Debenture (MTN
Debentures) Program. The Company can issue up to $300
million under the MTN Debentures Program during the
25-month life of the shelf prospectus. As of December 31, 2014,
the Company has issued $200 million of senior unsecured
MTN Debentures under the Program.

Corpqrates: Utiiities & Independent Power
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Description of Operations

FBC operates in south-central British Columbia and owns the ¢ Generation assets represented approximately 15% of FBC’s
following assets: 2014 rate base assets.

+ Electricity production from these plants is insulated from hy-
drology risk in accordance with the CPA (see Regulation sec-
tion).

1. Transmissior
* The Company owns a 1,340 kilometre transmission system
which interconnects with the BC Hydro system.

» Transmission assets represented approximately 32% of the

4, Other regulated assets
Company’s 2014 rate base assets.

+ Other regulated assets consist of those supporting the mainte-
nance and operation of the system, such as office and service
2, Distribution buildings, transport and work equipment, and other office and
» FBC serves approximately 130,572 direct customers (approxi- information technology assets.
mately 166,400, including indirect), with most being residen-

. ) + These assets represented approximately 9% of FBC’s 2014 rate
tial or commercial customers.

base assets.
« Distribution assets represented approximately 44% of the

Company’s 2014 rate base assets, 5. Mon-regulated assets

In 2014, approximately 70% of FBC’s electricity sales were to  * FBC also has a limited number of non-regulated operations,
relatively stable residential and commercial customers, 12% to principally made up of the Walden Power Partnership, the
industrial customers and 18% to wholesale customers, which owner of a hydroelectric generating plant,

resell the power to their own residential and commercial cus-
tomers.

¢ The plant is a 16 MW run-of-river, hydroelectric station that
sells all of its output to BC Hydro. In January 2015, FBC and
BC Hydro agreed to suspend the right to terminate the agree-
3. Generation ment prior to 2024,
« The Company owns four hydroelectric plants, with 225 MW
of capacity, which provided approximately 45% of its energy
and 30% of its peak capacity needs in 2014,

Corporates: Utilities & Independent Power April 8, 2015
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FortisBC Inc.
Balance Sheet
" USGALP —  UBGAE
- AsatDecembers1 - _HAsatDecemberd1
2014 2013 2012 2014 2013 2012
Assets tCAD millions) Liabilities & Equity
Cash & equivalents 1.2 0.5 1.8 Accounts payable 58.5 43.2 41.6
Acc.ou.nts 18caivable 501 5238 i -] Current portion of LT debt 124 171.8 14
Deferred tax 3.1 5.2 0.6 Deferred tax 2.5 3.2 2.1
Requlatory zssets 72 9.0 53 Ragulatory liabilities an 15.8 20
Other current assets 1.7 1.e 1.9 Other current liabilities 2.6 4.3 0.3
Total Current Assets 63.3 68.9 504 Total Current Liah. 85.2 238.1 474
Net fived assets 1.419.2 1,374.4 1,323.4 Long-term debt 705.0 541.0 660.0
Intangibles 2.7 455 448 Capital lease obligetions 308.6 505.7 3124
Regulatory assets 280.8 274.4 285.1 Deferred income taxes 129.8 125.8 110.3
Goodyall 2348 2348 2007 Penston/OPEB 63,5 56.4 305
Other assets 9.2 6.1 6.7 Regulatory liabilities 17.9 4.0 7.0
Crihet LT labilties 29 2.4 37
Sharsholder's equity 747.8 730.7 700.8
Total Assets 2,060.0 2,004.1 1,931.1 Total Liab. & SE 2,060,0 2,004.1 1,931.1
USGAAP CGAAP
For the year ended December 31
2014 2013 2012 2011 2010
Balance Sheet & Liquidity & Capital Ratios
Curreni ratio ({times) 0.74 0.29 1.06 .81 0.82
Cash flow/Capen (times) 125 148 1.53 Q.95 .59
{Cash flow - dividends)/Capex (times) 0.91 0.79 1.15 0.79 0.49
Dradend payout ratio 82 1% 82.7% 49.0% 32.7% 35.9%
Key Credit Metrics
Cash flow-to-debt * 14.1% 13.4% 14.0% 13.4% 12,7%
Debt-to-c.aprial = hB.4% h9 0% 6R.5% 38.6% 60.5%
EBIT4c-interest ({limes) 2,44 2.54 2.43 2,39 2.1
ZBITDA-to-interest {times) 3.03 3.81 386 353 3.2
Fixed-charges coverage (times} 2,44 2,54 2,43 2.89 2.1
Debi-to-=BITDA {times) 4.60 4.79 4 50 470 5,53
Protitability Ratios
EBITDA margin 66.5% 85.9% 66.3% 66.5% 65.3%
E3IT margin 40.68% 43.9% 44.0% 43.0% 42 6%
Profit margin 18.9% 22.0% 22.5% 22.5% 22.7%
Retum on common equity 61% 69% 7.0% 106% & 101%
Réturn on capital 4,2% 4.6% 4.7% 6.8% % 68.2%

* To be consistent with DBRS methodology, DBRS excludes Capital Leases that arose due to FBC adopting US GAAP in 2012 (2011 was restated under US GAAR)
** To be consisten: with DBTS methodology, D3RS ~xcludes Canlal Leasus & Goodwill thet arose cue to FBC adopiing US GAAP in 2012 (2017 was restatec under US GAAP)
# These two ratios i 2011 were caiculated based on CGAAP.

Corporates: Utilities & Independent Power April 8, 2015
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Rating History

Current 1] 2012 2000
{ssuer Rating A (low) A {low) A {low) NR NR NR NR
Secured Debentures A {low)} A (low) A (low} A (low) A (low) A llow; BBB thigh)
Unsecured Debentures A {low} A (low) A (low} A {low}) A {low) A (low) BEB thigh)

Previous Report

* FortisBC Inc., Rating Report, March 28, 2014.

Notes:
Allfigures are i Canacian delars vnless oiherwise noted.

or the definition of Issuer Ralug, ploass refrr to Raiing Definitions 1:nder Raling Policy on www.dbrs.com,
Generally, [ssuzr Raings apply to ail sericr unsecured obligaiions of an applicable issucr, except vien an issver has a signifcant or unigue level of secured debt.

© 2015, DTRS Limited, DBRS, Ine. end D3RS Ratings | imited (collactively, DIRS). Al righis reserved. 1 he information unan which B3RS reiings and reborts are based is obteined by DERS
fromn sources DBRS besves to be refiable. D3RS does not ave’: the l~formation H receives in cornection wrth the rating process, and it coes not and cannot independsntly verify that \nformation
in every ns.ance, The extznt of any factua! investigation c. independent verif.cation depends on facis and ciicumstances, DBRS ratings, reparts and =ny other information provided by DBRS
ars provided “as is" and without representation orwarranty of any kind. DBRS hereby disclaims any representation or warranty, exprass or impled, as to (he accuracy, time'iness, completeness,
merchiznianilty, finess for ray perticular purpese ar hon-inftingement of any of such information. in no event shali DBRS or its ¢irectors, officers, smployees, independent contractors, ageris
and representatives (so'ectively, D3RS Rupreseraties) be lable (1) for any inaccuracy, colay, loss of dete, interruption in service, arror o omission or for any damages resuiting therefrom,
or (2) for any direct, inalvect, incidental, special, compersatory o consequential damages arieing fom any usc of ratings end raling roparts er arising from ehy error {neglige:1t or otherwise) or
othe: clcumstance or contngency wiriin or outside the conlio’ of DBRS or any DBRS Representative, I cornacticn with or related to obtaining, coliecting, compiing. analyzing, iric-proting,
cominunicating, publishing or delivering any such irformaion. Refings and other opirians issued by DBRS are, ard must be construed soely as, stztements of opinion and hot statements of
fact as to credit worthiness or recommendations to purchase, sell or hold any securities. #\ repart providing a DBRS raiing is neither a prospecius nor a substite for the irformaton assembled,
verified and preseried to investors by the issusr and its agents in connection with the sale of the securities. DBRS receives compensation for its rating activities from issuers, insurers, guaran-
tors and/or Lderwriters of debt secuiities for assigning ratings and f-om subsc:'bers to its web:#e, DBRS is not responsible for the corent or aoperation of thiid nerly \wweosiles accessed
through hypertext or other computer links and DBRS shall have no liability to any person or entity for the use of such ikird parly websites, This publication may not be reproduced, retransmitted
et distributed in any form without the prior writtsh consent of DBRS, ALL DBRS RATINGS ARE SUBJECT TO DISCLAIMERS AND GERTAIN LIMITATIONS. PLEASE READ THESE DIS-
CLA'MERS AND LIMITATIONS AT hittp://www.dbrs.com/about/disclaimer, ADDITIONAL INFCRMATION REGARDING DBRS RATINGS, INCLUDING DEFINITIONS, POLICIES
AND METHODOLGGIES, ARE AVAILABLE ON hitp://www.dbrs.com.
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Rating Action Trand
Issuer Rating A Confirmed Stable
Commercial Papet R-1 {low) Confirmed Stable
First Mortgage Bonds* A Confirmed Stable
Senior Secured Notes* A Confirmed Stable

* Cuerenteed by Gaz Métro Lim*ed Partnersljp,

Rating Update

DBRS Limited (DBRS) has confirmed the ratings of Gaz Métro
inc. (GMi or the Company) as listed above, all with Stable trends.
The ratings of GMi are based on the credit quality of Gaz Métro
Limited Partnership (GMLP or the Partnership), which guaran-
tees GMi’s First Mortgage Bonds (FMB), Senior Secured Notes
and a secured credit facility that supports the Commercial Paper
(CP). GMI is the general partner of GMLP and serves as its fi-
nancing entity.

The credit quality of the Partnership has remained relatively
stable over the past year, GMLP’s diverse portfolio of low-risk
regulated businesses, which accounted for more than 95% of
consolidated earnings for the fiscal year ended September 30,
2015 (F2015), have continued to provide predictable earnings
and cash flow. Recent regulatory decisions have alsc all been
reasonable. In May 2015, the Régie de ’énergie (the Régie), ap-
proved the authorized return on deemed equity (ROE) for 2016
and 2017 at 8.90% for the GMLP’s flagship entity, Gaz Métro-
QDA, unchanged from 2015. DBRS views the recently authorized
ROE for 2016 and 2017 as being fair given the continued low in-
terest rate environment. As for Green Mountain Power Corpo-
ration (GMP), GMLP’s electricity distribution utility subsidiary
based in Vermont, the authorized ROE for 2015 was reasonable
at 944%. GMP has an opportunity to earn a higher actual ROE
than that of the authorized ROE if GMP achieves its annual
target merger savings (estimated at USD 21 million in 2016; of

which 50% is retained by GMP). These two utilities combined
accounted for approximately 85% of the Partnership’s consoli-
dated earnings in F2015. GMLP’s smaller gas distribution util-
ity, Vermont Gas Systems, Inc. (VGS; approximately 5% of total
earnings), is exposed to construction cost overrun risk. The Ad-
dison Natural Gas Project’s capital budget has increased to USD
154 million from its 2013 initial estimate of USD 86 million. As a
result, the Partnership took a pre-tax impairment charge of USD
10.3 million in F2015 following the agreement reached with the
Vermont Department of Public Service. Negative earnings and
cash flow impacts from the project cost overrun have been man-
ageable within the current rating category.

The Partnership’s financial risk profile remained relatively stable
in F2015 from F2014. Looking intc F2016, DBRS does not expect
any significant change in the Partnership’s financial risk profile
as its estimated capital expenditure (capex) for F2016 {(approxi-
mately $485 million excluding greenhouse gas emission allow-
ance purchases) is expected to be financed in a prudent manner.
In 2015, GMLP completed two equity offerings for aggregated
gross proceeds of $255 million to maintain leverage in line with
the regulatory target. Incremental earnings (supported by the
sustained growth of regulated activities and higher earnings con-
tribution from GMLP’s wind farm projects) are expected to be
used to fund higher distributions.

Financial Information

Gaz Métro Limited Partnership (consolidated)

For the year ended September 30th

(CA$ millions) 2015
EBIT Qross interest coverage (times) 1 1.82
Total debt in capttal structure 1,2 B7.2%
Cash flow/Total debt 1 15.7%

1 Acjusted for operating leases. 2 Adjusied “=r accumulated o:her corpretiensive T1come.

2014 2013 2012 2011

1.85 1.83 2.11 2.42
B7.89% 85.3% 83.7% 82.1%
14.4% 12.6% 12.0% 18.2%

Issuer Description

GMi is a helding company with majority ownership of GMLP. GMLP owns and operates natural gas distribution in Québec and
natural gas and electricity distribution in Vermont, as well as financial interests in transmission, storage, gas and other underground
systems enterprises. GMLP is 71% owned by GMi and 29% owned by Valener Inc.

Corporates: Utilities & Independent Power December 21, 20t5
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Rating Considerations

1. Supportive regulation in Québec
The regulatory framework in Québec is viewed as supportive,
reflecting the following factors: (a) full recovery on gas supply
costs through an automatic monthly adjustment mechanism, (b)
rate stabilization accounts to mitigate revenue fluctuations due
to the weather and {(c) a reasonable ROE.

2. Reasonable financial profile

GMLP’s consolidated financial profile has remained reasonable.
The Partnership has maintained an acceptable cash flow-to-debt
ratio for the current rating category. Although the cansolidated
debt-to-capital (67.2%) and consolidated EBIT gross interest
coverage (1.82 times) were slightly weaker than the “A” rating
range in F2015, respective non-consolidated ratios were reason-
able (non-consolidated leverage at 53.8%, interest coverage at
1.72 times and cash flow-to-debt at 18.4%). GMLP’s non-consoli-
dated financial statements are presented from the perspective of
its directly owned, flagship entity, Gaz Métro-QDA by removing
the impact of consolidation of investments in subsidiaries and
financial interests, including GMP, VGS, Trans Québec & Mari-
times Pipeline Inc. (TQM; rated A (low) by DBRS) and wind
farm projects.

3. Cash flow diversification

The Partnership benefits from a large base of regulated utility
assets, including: (a) gas distribution in Québec; (b) U.S. natu-
ral gas and electricity distribution in Vermont through GMP and
VGS; {c) US. electricity transmission in Vermont through ma-
jority ownership in Vermont Electric Power Company, Inc. and
Vermont Transco LLC; (d)} financial interest in three natural gas
transportation enterprises, namely TQM, Portland Natural Gas
Trapsmission System (PNGTS) and Champion Pipe Line Corpo-
ration Limited (Champion); and (e} financial interests in wind
power projects.

Challenges

1. Higher risks associated with volume and energy
cost in Vermont electricity distribution

There is a higher level of volume risk associated with regulated
operations in Vermont than in Québec, as there is no rate stabili-
zation mechanism for GMLP’s utility subsidiaries in Vermont to
mitigate against volume delivery fluctuations due to the weather.
In addition, GMP (the larger of the two Vermont utility subsid-
iaries) faces potential exposure to rising energy costs (refer to
the Regulation Update section).

2. Project cost overrun risk associated with Addison
Gas Project

GMLP’s smaller gas distribution utility in Vermont, VGS, is ex-
posed to construction cost overrun risk. The capital budget of
VGS’s major capital project, the Addison Natural Gas Project, has
increased approximately 79% to USD 154 million from its 2013
initial estimate of USD 86 million. As a result, the Partnership
took a pre-tax impairment charge of USD 10.3 million in F2015
following the agreement reached with the Vermont Department
of Public Service. However, negative earnings and cash flow im-
pacts from the project cost overrun have been manageable with-
in the current rating category.

3. Industrial customers are sensitive to economic
conditions

In Québec, approximately 60% of natural gas distribution is con-
sumed by industrial customers, whose consumption is highly sen-
sitive to economic conditions. A significant reduction in demand
from these customers could affect GMLP’s distribution revenues.
However, this risk is mitigated by firm service contracts, with
a large number of these customers providing guaranteed pay-
ment of a significant portion of distribution services, regardless
of their levels of consumption. Firm service contracts account-
ed for more than 80% of all industrial volume consumption.

Corporates: Utilities & Indépendent Power
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Simplified Organizational Chart

Trencap L.P.

Noverco Inc.

Gaz Metro inc. (GMi)
{General Partner)

Gaz Métro Plus inc, Valener Inc.
{Limited Partner) w (Limited Partner)

Gaz Metro Limited
Partnership
(GMLP)

Transportation of

Energy Distribution Natural Gas

Energy Production

Gaz Métro-QDA TOM (rated (A) low) 4 (50%) Wind Farms 2 and 3 7 (25.5%)
(Québec, Canada) {Québec, Canada) {Québec, Canada)

Vermont Gas Systems Champion Pipe Line Wind Farm 4 8 (25.5%)
(100%) Corporation Limited {100%) (Québec, Canada)

(Vermont, U.S.) {Québec, Canada)

Green Mountaln Power & PNGTS 5 (38.3%)

{100%) {Maine, U.S.)

(Vermont, U.S.)

1 The general partner of Trencap was Cap'tal d'Amériqgue CDPQ inc., a subsidiary of Caisse de

dépdt et placement du Québec which, as a limited partner of Trencap, held 59.64% of its units. The other

limited partners wers Fonds de solidarité des travailleurs du Québec (F.T.QL) (18.11%), British Columbia

Investment Management Corporation (13.01%), the Régime des rentes du Mouvement Desjardins (6.87%)

and the Régime de retrate de |'Université du Québsec (1.3795).

2 Enbridge Inc. held its shares through its subsidiary, IPL System inc.

3 FMBs, Senior Secured Notes and the term loan at GMi are quaranteed by GMLP. Balances are as at September 30, 2616.
4 TAM refers to Trans Québec & Maritimes Pipeline nc.

§ PNGTS refors to Portland Natural Gas Transmission System.

6 inc'udes Central Vermiont Public Service Corporation; acquired in 2012,

7 Wind Farms 2 and 3 refers to the 272 megawatl (MW) Segneurie de Beaupré Wind Farms 2 and 3 General Parinership
8 Wind Farm £ refers to the 89 MW Seigneurie de Beaupré Wind Furm 4 Genera Partnership

Energy Services,
Storage and Other

Gaz Métro Plus Group
(49.9% - 100%)
(Québec, Canada)

intragaz Group (40% - 60%)
(Québec, Canada)

Gaz Métro LNG, LP (58%)
(Québec, Canada)

Gaz Métro Energy Solutions,
LP (100%)
(Québec, Canada)

Gaz Métro Transport Solutions,
LP (100%)
{Québec, Canada)

Motes

» GMi is the financing vehicle for GMLP, with funds raised - The trust deeds stipulate that all of the Partnership’s in-
loaned to GMLP on similar terms and conditions as those im- terest in non-regulated energy-related activities and non-
posed on GMi. energy-related activities must not be more than 10% of its

* Given the mirror-like structure of the financing, the only sub-
stantive difference between the two entities is the subordi-
nated debt at GMi (intercompany debt from Noverco, Inc.),

total non-consolidated assets. As at September 30, 2015,
the Partnership’s assets used for such activities accounted
for 3.17% of its total non-consolidated assets.

which was $892.8 million outstanding on September 30, 2015 - As for non-energy-related activities, GMLP’s interest in
(not rated by DBRS), and not shown in the chart above. such activities may not exceed 5% of its total non-consol-

* As at September 30, 2015, GMLP’s interests in non-regulated
energy-related activities and in non-energy-related activities
were relatively limited.

idated assets. As at September 30, 2015, the Partnership
had no interest in such activities.

Corporates: Utllities & Independent Power
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Eonsolidated Earnings and Outlook

Gaz Métro Limited Partnership (consolidated)

For the year ended September 30th

(CA$ millions) 2015
EBITDA 593
EBIT 322
Gross interest expense 177
Total shate in earnings 92
Net income before non-recurring items 192
Reporter net income 184
Return on avg, common equity 11.7%

F2015 Summary
* Netincomebeforenon-recurringitemsincreased approximate-
1y10% in F2015 from F2014, mainly due to the following factors:

- A favourable exchange rate impact on earnings penerated
by Vermont energy distribution activities.

- Anincrease in rate base for Gaz Métro-QDA.

- Higher earnings from shares in earnings of entities sub-
ject to significant influence, largely due to a favourable
exchange rate and the greater ownership in Velco and
Transco (increased to 71.5% from 70.0%).

Reported Net Income Breakdown

2014 2013 2012 2011
543 481 402 417
205 258 234 242
160 142 114 100

77 62 29 23
175 166 152 147
173 180 144 164

11.6% 11.8% 121% 14.3%

- Higher energy production activities given favourable
winds and new wind projects came into service (Wind
Farms 2 and 3 ran for a full 12 months in F2015 versus ten
months in F2014, and Wind Farm 4 came in service in De-
cember 2014).

* Reported net income was lower than earnings before non-
recurring items, because of an impairment charge related to
the Addison project following the agreement reached with the
Vermont Department of Public Service,

For the year ended September 30th FY 2015 FY 2014

Gaz Metro - QDA 5B8.6% 116 61.2% 111
VGS and GMP 28 9% a7 32.1% 58
Natural Gas Transporiation 8.5% 17 8.9% 16
Energy Froduction 2.7% H) 0.5% {1
Energy Services, Storage and Other 1.2% 2 -1.6% {3)
Total . 100.0% 197 100.0% 182
Corporate Affairs © )]
Total 188 174

= Over 95% of the Partnership’s consolidated earnings were
generated by low-risk regulated utilities and pipelines sup-
ported by long-term contracts in F2015.

F2016 Outiook

« Earnings are expected to grow modestly in F2016 as a result of
the sustained growth of the Partnership’s regulated activities
and higher earnings contribution from the wind farm projects
due to their full-year effects.

Corporates: Utllities & Independent Power
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Eonsolidated Financial Profile

Gaz Métro Limited Partnership (consolidated)
Cash Flow Statement

For the year ended September 30th

{CA$% millions) 2015
Net income before non-recurring items 162
Depreciation & amortization 346
Distributions received 71
Non-cash share in earnings (92)
Deferred income taxes/Other 51
Cash flow from operations 569
Distributions to partners {187)
Capex (779
Gross free cash flow {396)
Change in working capital 31
Change in regulatory assets & deferred charges (81)
Net free cash flow (426)
Acquisitions/Long-term investments {36)
Net changse in equity 259
Net change in debt 121

Other B4

Change in cash (17

Total debt 3,600
Total debt in capital structura 1.2 67 2%
EBIT gross interest coverage (times) 1 1.82
Cash flow/Total deht 1 15.7%
Distribution payout ratic 97.0%

1 Adjusted for cperating ieases. 2 Adjusted ‘c accumulated other comprehensive income.

F2015 Summary

Overall, the Partnership’s consolidated key credit metrics re-
mained relatively stable in F2015 from F2014.

Operating cash flow increased, predominately due to addi-
tional Gaz Métro-QDA revenues attributable to the Cap and
Trade System (C&T) regulation-related greenhouse gas emis-
sions allowances. As emission costs associated with the C&T
regulation is fully passed onto ratepayers, deprecation in-
creased materially in F2015.

Capex increased sharply in F2016, predominately due to the
purchase of greenhouse gas emission allowances related to the
C&T regulation ($365 million in F2015 versus $0 in F2014),
enough to cover almost 60% of expected customers emission
for the 2015-2020 period.

The Partnership distributed virtually 100% of its net income
to its limited partners. Under the Partnership Agreement,
the Partnership will not, except under extraordinary circum-
stances, distribute any less than 85% of its net income before
non-recurring items to its partners.

2014 2013 2012 2011
175 166 152 147
952 205 168 177

85 36 30 14
(77} (82) (29) (28)
45 12 8 7
460 356 327 323

(189) (185} (141) {108)

471) (475) {471} {215)

{180) (284) (286) 2

12 - 45 a7 ()
17 (84) (a1 @7

(152) (323) (330) (29)

{28) & (485) 21

4 56 age 108
241 202 400 {06)
(25) (13) (53 (13)
42 19 5 {10)

3,173 2,805 2,484 1,767

67.9% 85 3% 637% 621%
1.85 1.83 2.11 242

i44% 125% 13.0% 18.2%

96.8% 09.7% 93.8% 72.0%

The Partnership financed cash flow deficits through a reason-
able mix of debt and equity. In 2015, the Partnership complet-
ed two equity offerings for aggregated gross proceeds of $255
million. As a result, leverage remained relatively unchanged in
F2015 from F2014.

F2016 QOutlook
¢ The Partnership’s financial profile is expected to remain rela-

tively stable in F2016.

* Incremental earnings are expected to be used to fund higher

distributions. The Partnership announced that it would raise
its quarterly distribution by 3.6%, beginning with its next dis-
tribution to be made on January 5, 2016.

* The financing of an estimated $470 million in capex for F2016

(excluding greenhouse gas emission allowance purchases)
is not expected to have a material impact on the current key
metrics. Key financial metrics are expected to remain relative-
ly stable in F2016.
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Liquidity

Credit Tacilities {non-consolidated)

As at Sept. 30, 2015 Maturity

Secured Term Loan Mar-2020
Total

* Inghirtes 'elters of credit ($37 miiicr. as at Sent. 30, Z015)

= GMY’s reliance on short-term borrowing is expected to remain
manageable,

* GMi has an investment policy in place such that GMj should not
have CP maturities in excess of an aggregate amount of $35 mil-
lionfortwoconsecutivebusiness days, toensurethatthe $50 mil-
lion swingline facility, which is available under GMi’s credit fa-
cility, maintains adequate liguidity to backstop the CP program.

Long-Term Debt

Committed Oustanding* Available
800 282 518
800 282 518

* The Partnership and GMi have a joint secured credit line (term
loan) of $800 million to support the CP program, with GMi as
the borrower. The debt issued under this term loan is guaran-
teed by the Partnership, and will expire in March 2020.

= GMi is expected to continue to reserve capacity under its bank
credit facilities for amounts outstanding under the CP program.

The following is a table of the debt maturities of GMLP on a consolidated basis:

Consolidated Debt maturities as of Sept 30, 2015

(CA$ millions)
Gaz Métro
NNEEC

VGS

GMP 1
Intragaz - -
TGM . -
Wind Farms 2 and 3 . -
Wind Farm 4 6 -
Other 2 . -
Sub Total
Financing costs
Total

2015 2016

2017 2018 2019 Thereafter Total
125 100 1,702 2,017
87 87 133

5 . . 73 73
- 29 115 7472 886
- - - 42 42
50 52 - 102
- 250 250
- 0 78
0 - 17 17

242 7S5 3,053 3,598
(38)

3,564

1 icludes Seties 2010A First morigage bonds in an amount of US$28.6 milion maturing in tranches of variable amounts on April 1 of each year (2015-2035).

2 Includes Secured term loens inan amount of $16.8 m7.on maiuring from 2016 to 2023,

* The debt maturity schedule is reasonably spread out with min-
imal refinancing risk over the next five years.

Covenants and Restrictions

* GMLP has restrictive covenants, in which if its long-term
debt-to-total capitalization ratio exceeds 65%, and its long-
term debt interest coverage ratic is less than L5 times (both
on a non-consolidated basis), it may not issue any additional
long-term debt.

* If the Partnership’s long-term debt-to-capitalization ratio ex-
ceeds 75% (on a non-consolidated basis), it will not make a dis-
tribution to its partners.

« As of September 30, 2015, GMLP’s non-consolidated long-
term debt-to-total capitalization ratio and the non-consoli-
dated long-term debt interest ratio were 52.8% and 2.94 times,
respectively.

* The trust deeds stipulate that all of the Partnership’s interest
in non-regulated energy-related activities and non-energy-re-
lated activities must not be more than 10% of its total non-con-
solidated assets. As at September 30, 2015, the Partnership’s
assets used for such activities accounted for 3.17% of its total
non-consolidated assets.

As for non-energy-related activities, GMLP’s interest in such
activities may not exceed 5% of its total non-consolidated as-
sets. As at September 30, 2015, the Partnership had no interest
in such activities.
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DERS.COM 7

Eegulation Update

1. Gaz Métro-QDA — Regulated by the Régie

Gaz Métro-QDA expects to continue using the cost-of-service

{CO0S) method until a new incentive mechanism is implemented,

which is expected for F2018. The regulatory framework in Qué-

bec is viewed as supportive, with major features as follows:

= All natural gas supply costs are fully passed on to customers
through an automatic monthly adjustment mechanism.

= All the transportation costs charged by TransCanada Pipe-
Lines Limited (TCPL; rated A (low) with a Stable trend by
DBRS) are included in the COS of Gaz Métro-QDA and are re-
flected in its transportation rates. These costs include TCPL’s

rate adjustments based on the recent approval by the NEB of

agreement-in-principle among TCPL, Gaz Métro-QDA and
Ontario natural gas distributors (effective January 1, 2015).

» Under the COS methodology, Gaz Métro-QDA is allowed to
recover the cost of providing its service and to earn a reason-
able rate of return on its rate base.

Main Features of the F2016-F2017 Rate Cases versus

F2015:

* Gaz Métro-QDA’s capital structure remains the same at 54.0%
in the form of debt, 7.5% in the form of deemed preferred
shares and 38.5% in the form of deemed common equity.

* The return on deemed common equity also remains the same
at 8.90%.

* Gaz Métro-QDA has been subject to the C&T regulation effec-
tive January 1, 2015. The compliance cost is fully passed onto
ratepayers.

2. Vermont Distribution Utilities - Regulated by Vermont
Public Service Board (VPSB)

GMP and VGS are regulated by the VPSB. Rates for their activi-
ties are established based on alternative regulation plans, which
is more similar to a traditional COS method than a typical lon-
ger-term performance-based regulation plan. The base rates for
the Partnership’s Vermont utilities are approved annually by the
VPSB, whereasnatural gas and electricity prices are adjusted quar-
terly or annually using the rate adjustment mechanism in place.

The following table summarizes the key regulatory parameters for the two Vermont utility subsidiaries in F2015 and F2014.

F2015 F2014
Deemed equity Authorized ROE Deemed equity Authorized ROE
GMP 50.00% 9.60% 48.58% 9.58%
VGE 53.00% 10.20% 55.00% 10.26%
GMP

* GMP is a combined entity of Green Mountain (pre-merger)
and Central Vermont Public Service Corporation. The merger
became effective October 1, 2012,

+ As part of the merger agreement, GMP agreed to the following
merger saving sharing plan during the first ten years following
the close of the merger: (1) flow through to ratepayers via a
rate credit USD 2.5 million in 2013; (2) USD 5 million in 2014;
(3) USD 8 million in 2015; (4) 50% of total savings from 2016 to
2020 (estimated at USD 10.5 million in 2016, USD 12 million in
2017, USD 13 million in 2018, USD 14 million in 2019 and USD
14.5 million in 2020); and (5) all savings in 2021 and 2022. GMP
is required to file a savings guarantee plan with the VPSB by De-
cember 31, 2022, to compensate ratepayers if the total merger
saving is less than USD 144 million during the ten-year period.

Normally the rate adjustment mechanism for electricity gen-
eration costs is conducted quarterly. However, for F2015 this
adjustment mechanism is applied annually.

In August 2014, the VPSB approved GMP’s three-year alterna-
tive regulation plan (ARP) for the period from Octcber 1, 2014,
to September 30, 2017. The main features are as follows:

- Annual base rate adjustment,

- Power supply adjustment mechanism as follows: (1) 90%
of energy costs that are USD 615,000 (per quarter) higher
or lower than energy costs are included in rates and (2) a
full amount of transmission and capacity costs higher or
lower than the amount already included in rates.

- A formula to determine the authorized ROE on common
equity.

- Sharing of revenue shortfalls when returns are less than
those allowed on shareholders’ equity.

- Opportunity to recover costs of exogenous factors in ex-
cess of USD 1.2 million per year.

VGS

* VGS is subject to an ARP, which includes: (I} a quarterly ad-
justment of gas costs sold to customers and (2) an annual rate
application for other activities.

* The annual rate application includes a mechanism for produc-
tivity gains, along with an earnings-sharing mechanism when
the actual ROE is outside of a 50 basis point dead band from
the authorized ROE.
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Regulation Update conrinuen)

3. Vermont Electricity Transmission - Regulated by the
Federal Energy Regulatory Commission (FERC) in the
u.s.

Vermont Transco LLC (Transco), which is 71.5% indirectly
owned by GMLP, owns transmission assets in Vermont.

Transco operates under a COS framework regulated by the
FERC, which allows Transco to recover all prudently incurred
operating costs.

Transco is not exposed to any volume or commodity risk.

In October 2014, the FERC issued its order in response to a
complaint regarding the base ROE that New England electrici-
ty transmission owners are allowed to earn. The FERC reduced
the base ROE to 10.57% effective October 16, 2014, down from
the previous 11.14%. Although the lower ROE has reduced the
revenues Transco collects through the ISO-NE Open Access
Transmission Tariff, Transco’s total revenue requirement will
not be affected, as the reduction will instead be collected from
Vermont utilities. However, this will place some rate pressure
on the Vermont utilities and their customers, as they will have
to contribute a larger portion of the 11.8% weighted-average
return allowed for Transco’s membership units,

4. Pipelines — Regulated by the National Energy Board
(NEB) in Canada and by the FERC

Trans Québec Maritime Pipeline Inc. (TQM)

— Regulated hy the NEB

¢ TQM (50% owned; rated A (low) by DBRS) was under a multi-
year rate agreement in which annual rates were calculated us-
ing a formula that includes a fixed-cost component, along with
a cost-operating component that was fully recovered from or
refunded to customers.

* InFebruary 2014, TQM reached a multi-year settlement agree-
ment with its interested parties, establishing the mechanisms
for determining TQM’s annual revenue requirements for
2014-2016.

* Under this agreement, annual rates are calculated, using a for-
mula that includes a fixed-cost component and a component
that is fully recoverable from or payable to customers.

* Refertothe TQMreportdated Novemberl3,2015, formoredetails.

Champion Pipe Line Corporation Limited (Champion)

— Regulated by the NEB

* This pipeline runs cross the Ontario border and supplies Gaz
Métro’s distribution system in Northern Québec.

* Champion (100% owned) is regulated by the NEB, with tolls
based on an annual COS methodology.

+ Champion uses a ROE and a capital structure equivalent to
those approved by the Régie for Gaz Métro-QDA (the deemed
equity component set at 46% and the authorized ROE at 8.9%).

Portland Natural Gas Transmission System (PNGTS)
* PNGTS (38.3% owned) originates at the Québec border and
extends to suburbs of Boston.

* PNGTS is regulated by the FERC. The objective of the FERC
is to ensure the recovery of costs expected to be incurred and
a reasonable base ROE.
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Assessment of Regulatory Environment

Gaz Métro-QDA — regulated by the Régie

Criteria

{1) Deemed Equity

(2} Allovsed ROE

(3} Energy Cost Recovery

(4) Capital and Operating Cost Recovery

{5) COS versus IRM

{2) Polmcal Interference

(7} Retail Rate

{8) Stranded Cost Recovery

(9) Rate Freeze

(10) Market Structure {Deregulation)

Score
Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average
Pooi
Excellent
Good
Satisfactory
Below Average
Paor
Excellent
Good
Satisfactory
Belew Average
Poot
Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average
Poor

Excellent

Good
Satisfactory
Below Average
Poor

Excellent
Good
Satistactory
Below Average
Pont
Exceilent
Good
Satisfactory
Below Average
Poor
Excellent
Safisfactory
Poor

Analysis

Gaz Métro-QDA has a deemed equity of 46% (38.5% in common equity,
7.5% in preferred stock). With equity injections in F2015, Gaz Métro-QDA's
actqal)capital structure is in line with its regulatory target (54% debt and 48%
equity).

The Regie agreed to not apply the automatic ROE adjustmeit formula and to
set the ROE at 8 80% for F2016 and F2017 as it had done for F2014 and
F2015: Gaz Métro-ODA has achisved tts actual ROE close to the deemed
ROE over the past several yeais :

There is no natural gas price risk for Gaz Métrc-ODA as it is not respansible
for purchasing natural gas from suppliers. Natural gas purchase costs are
passed on to ratepayers at rales set by the Régie. Gaz Métro-QDA collects
the payments from its customers on a monthly basis.

Major capital and operating costs are pre-approved by the Regie snd

recovered through distnbution rates. Interin base-rate increases have been

Lrequently authorized Future 1est periods are fully incorpoiated for rate-case
ecigions

Gaz Métro-QDA expects fo continue using the COS method until a new incen-
tive mechanism is implemented, which is expected for F2018,

There has been no adverse legislation in the regulated natural gae wility sector
in Quebec

N/A

Gaz Métro-QiDA has a imrted history of stranded costs

Rates have never been frozen and are not expected to be frozen in the fore-
seeable future.

The gas utilly businass has remained tully regulated under the Régie
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Vermont electricity and gas distribution utilities

Criteria

{1} Deemed Equity

{2) Allowed ROE

(3) Energy Cost Recovery

(4) Capttal and Operating Cosf Recoveiy

(5) COS versus IRM

(6) Political Interference

{7) Retail Rate

{8) Stranded Cost Racovery

(9) Rate Freeze

(10) Maiket Structuie {Deregulation)

Score
Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average

Foor

Excellent

Good
Satisfactory
Below Average
Poor

Exrellent

Good
Satistactory
Balow Average
Pooi

Excellent
Good
Satisfactory
Below Average
Poor

Exceilent
Gocd
Satisfactory
Below Average
Foor

Excellent

Good
Satigfactory
Below Average
Poor

Excellent
Good
Satistactory
Below Avarage
Foor
Excellent
Good
Satisfactory
Below Average
Poor
Excellent
Satigfactory
Poor

— regulated by the VPSB

Analysis

The VPSB allowed GMP and CVS to have a deemed equity of 50% and 55%,
respectively for the 2015 period.

The VPSB get the authorized ROE at 8 6% for GMP and 10.20% for VGS
for the 2015 petiod With the cost averren nisk challenge facing VGS, its
actual ROE 1s expected to balow that of the authorized ROE i the near fuiure
Howsaver. GMP has an opportunity to 2am a higher avtual ROE than that of
the authonized ROE if GMP achieves its target merger savings

Revenus decoupling mechanisms are not in place. However, the VPSB allows
power cost and purchased gas adjustments under an alternative regulation
plan. GMP is allowed to recover 80% of the generation costs in excess of
those included in rates on an annual basis. VGS is allowed to recover all
purchased gas costs on a quarterly basis.

Major capital and operating costs are pre-approved by the VPSB and 1ecov-
ered through vates. Imterim base-rate increases are permitted; however, they
have beer rerely requested by utilities. Historical fest periods are incorporated
for rate-case dacisions, resuliing in regulaiory lag. There is a reasonable
mnechanism to deal with cost oveniune, however, utillies would share cost
ovgg |i|:51 nsk with ratepayers, as evidenced by the Addison Natural Gias project
n g

GMP and VGS are regulated by the VPSB. Rates for their activities are
established based on alternative regulation plans which is more similar to a tra-
ditional COS method than a typical longerterm performance-based regulation
plan. The base rates are approved annually by the VPSB. Productivity factors
and excess earning/cost-sharing mechanisms are reasonable.

Utilities are 1egulated by the VPSB. which operates as a quasi-judicial bady
The Board is nen-partisan and members are appointed 1o a six-year term

Average retail electricity rates were high at USD 17.12 cents/kWh (but the
lowest in the New England region) in August 2015 (source: U.S. Energy Infor-
mation Administration). However, natural gas purchase costs have remained
low due to excess supply market conditions,

Utilitias have a limited history of stranded cosis

Rates have never been frozen and are not expected to be frozen in the fore-
seeable future.

The zlectricity and natural gas sectors have remained fully regulated
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Description of Operations

GMLP’s operations are divided into the following sectors: Energy
Distribution, Transportation of Natural Gas, Energy Production
and Energy Services, Storage and Other. Under the Partnership
Agreement, GMLP is not allowed to invest more than 10% of its
total assets in non-regulated assets (on a non-consolidated basis).

1. Energy Distribution (87.5% of reported F2015 net in-
come)

GMLP’s core business is natural gas distribution in Québec,
delivering approximately 97% of the province’s natural gas
consumed and serving approximately 195,000 customers as of
September 30, 2015.

* VGS is the sole gas distributor in Vermont.

* Green Mountain transports, distributes and sells electric-
ity and provides electric network construction services in the
State of Vermont. Following the acquisition and merger of
Central Vermont Public Service Corporation, GMP is the larg-
est electricity distributor in Vermont.

‘2. Naturai Gas Transportation (8.5% of reported F2015
net income)

* TQM operates a gas pipeline in Québec that connects up-
stream with TCPL and downstream with PNGTS and the Gaz
Métro-QDA system.

In August 2015, GMLP signed an agreement with TCPL that
ensures natural gas consumers in Eastern Canada will have
sufficient capacity and reduce natural gas transmission costs
should the Energy East Pipeline project (the 4,600-kilometre
pipeline that will carry 1.1 million barrels of erude oil per day
from Alberta and Saskatchewan to refineries in Eastern Can-
ada) proceed.

* Champion operates two gas pipelines that cross the Ontar-
io-Québec border to supply GMLP’s distribution system in
Northwestern Québec,

* PNGTS’s pipeline originates at the Québec border and extends
to the suburbs of Boston.

3. Energy Production (2.7% of reported F2015 net income)

» This segment consists of non-regulated energy production ac-
tivities related to Wind Farms 2 and 3 and Wind Farm 4.

NP-CA-024

DERSCOM 1

* Wind Farms 2 and 3 (total capital investment of $750 million
including financing costs) are an equal-share joint venture of
Boralex and Beaupré Eole, in which 51% is owned by the Part-
nership and the remaining 49% owned by Valener. As a result,
GMLP owns 25.5% of the equity interest. GMLP received dis-
tributions in February 2015 and August 2015 for $40.6 million
in aggregates.

The joint venture’s core business includes owning and operat-
ing wind farms with an installed capacity of 272 megawatts,
which were commissioned in November 2013 and December
2013.

* Wind Farm 4 (total capital investment of $190 million includ-
ing financing costs) is an equal share joint venture of Boralex
and Beaupré Eole 4, in which 51% is owned by the Partner-
ship and the remaining 49% owned by Valener. Wind Farm 4
owns and operates a wind farm with an installed capacity of 68
megawatts, which has been in service since December 2014. As
a result, GMLP owns 25.5% of the equity interest. GMLP re-
ceived its first distribution of $17.6 million in the fourth quar-
ter of F2015.

4. Energy Services, Storage and Other (including non-
regulated activities) (1.2% of reported adjusted F2015
net income)

* The Partnership owns an interest in the Intragaz Group, whose
main activity is underground natural gas storage.

This activity tallies with GMLP’s mission, as the storage of
natural gas in Québec is part of its supply chain.

The Intragaz Group operates the only two underground stor-
age facilities in Gaz Métro-QDA’s service territory in Québec.
GMLP is also its only customer. On May 17, 2013, the Régie
approved COS as the method for setting rates, whereas previ-
ously the avoided-cost method had been used.

« Energy-related activities are focused on the maintenance and
repair of residential, commercial and industrial equipment,
the heating and cooling of large buildings, the sale of natural
gas for heavy transport and the sale of LNG.
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Gaz Métro Limited Partnership

Consolidated Balance Sheet

{CAS millions) Sept. 30 Sept. 30 -
Assets 2015 2014 2013 Liabilities & Equity 2015 2014 2013
S.T. borrowings 35 5 23
Cash & equivalents 87 104 50 Cunent portion L TD 33 27 oG
Accounts receivable 223 212 223 Accounts payable 356 3 314
inventories 118 115 o3 Deferred tax 2 V] 2
Others - 73 83 35 Others 50 55 89
Total Current Assets 500 514 410 Total Current Liabilities 476 428 499
Long-term debt {L.T.D.} 3,531 3,141 2,692
Net fixed assets 4,440 3,97 3,584 Other L.T habilhes 1,006 788 8B4
Goodwill & intangibles 805 430 389 Deferred credits 376 305 264
Deferred charges 407 395 473 Mingrity interest 29 41 4
Investments & others 1,065 834 726 Shareholders equity 1,801 1,442 1,403
Total Assets 7,218 6,144 5,583 Total Liab. & SE 7.218 6,144 5,563

Gaz Métro Limited Partnership (consolidated)

Balance Sheet & Liquidity &

Capital Ratios For the year ended September 30th

2015 2014 2013 2012 2011
Current ratio 1.05 1.20 0.82 .70 0.76
Net debt in canital stuciwe 65.7% 87 4% 65 5% 84 6% 830%
Total debt in capital structure 66.3% 68.2% 66.0% 85.0% 63.5%
Total debt in capral tructure 1, 2 657 2% 67 8% 85 3% 63 7% 82 1%
Cash flow/Net debt 16.2% 15.0% 13.0% 13.4% 18.6%
C.ash flowi Total debt 13.8% 14.5% 12.7% 131% 183%
Cash flow/Total debt 1 15.7% 14.4% 12.6% 13.0% 18.2%
Cash flow-interast covarage 4.21 3.87 350 3.87 423
(Cash flow - dividends)/Capex 0.49 0.82 0.40 0.39 1.01
Distnbution payout ratio a7.0% 96 8% 99.7% 93 3% 720%
Coverage Ratios (tmes)
EBIT gross interest coverage 1.81 1.84 1.81 2.10 2,42
EBITDA gross inievest coverage 334 339 324 352 418
Fixed-charge coverage 1.81 1.84 1.81 2.10 2.42
Debt/EBITDA 607 585 809 6.1¢ 4024
EBIT gross interest coverage 1 1.82 1.85 1.83 2.1 2.42
Profitability Ratios
Return on equity 11.7% 11.6% 11.3% 12.1% 14.3%
Return o capital 63% 64% 63% 68% 76%
Deemed common equity (Gaz Métro-QDA) 38.5% 38.5% 38.5% 38.5% 38.5%
Allowed base ROE {Gaz M&tro-2DA) 890% 890% 890% 4.689% €.09%

1 Adjusted for operating leases. 2 Adjusted for accumulated other comprehensive inecme,

Corporates: Utilities & independent Power December 21, 2015
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Rating History

Current
lssuer Rating . A A A A NR NR
Commercial Paper R-1 (low) R-1 {low) R-1 {low) R-1 {low) R-1 {low) R-1 (low)
First Mortgage Bonds* A A A A A A
Sanior Secured Notes” A A A NR NR NR

* Guarenteed by Gaz Métro Limited Partae:shin

Previous Action

* DBRS Confirms Gaz Métro inc. at “A;” Stable, January 23, 2015

Related Research

* DBRS Confirms Gaz Métro inc. at R-1 (low), Stable Trend, with CP Limit Increase, December 2, 2015
= DBRS Rates Gaz Métro inc.'s CAD 100 million First Mortgage Bonds at “A,” Stable, March 31, 2015

Commercial Paper Limited

* $800 million

Previous Report

* Gaz Métro inc., January 30, 2015

Notes:
Al figuies ere i1 Caiadian dellars unless oterise rioted.

For the definiicn of Issuer Rating, please refer to Rating Definitions 1.nder Raiing Pelicy on www.dbrs.com.

Generally, Issuer Ratings apply t> ail ser’or unsecured obligations of an applicable issuer, except when an issuer has a significant or unique 'evel of secLred debt,

notargd c'"‘rot
o and any

a1d,..ese1teitu|w torg by ¥ s agents in cov i .,ch‘-\'*cu e, T
roatlars o dabt weauiiioe 1 € f w MRS
renmipner ks ana P shat s the uge o rueh '.‘hird pany v . This pui 2y not b reproducad, reirangt ;
wriieut the prics wrilton congont of NE nI_L[ SRS RATINGS ARE SUB;ZCT T02 CiSCLAWERS £MD CERTAIN !N TATIONS, PLEASE R_Al" THESE Dist s
LIMIT2TICNS AT hag ffvevew.diems.comf-boutfcisclimer, ADTITICNAL NFOMATION REGARLING IRS RATHNES, INCLUDING DEFINITIGNS, POLICIES AND METHODC OGS,
ARE AVCILARLE ON hitpe/herarosdlrs.com.
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Debt Rating
Issuer Rating A (low)
Unsecured Debentures & Medium-Term Notes A (lows}
Cumulative Preferred Shares Pid-2 (low)
Commercial Paper R-1 ({low)

Rating Action

Confirmed Stable
Confirmed Stabilea
Confirmed Stable
Confirmed Stahle

Rating Update

DBRS Limited (DBRS) has confirmed the ratings of Nova Scotia
‘Power Inc. (NSPI or the Company) as listed above. The rating
confirmations reflect the Company’s relatively low business risk
profile operating under a reasonable regulatory environment
in Nova Scotia (the Province), albeit somewhat below average
compared to other provinces that have privatized or deregulated
their power sectors. The confirmations also reflect NSPI’s rea-
sonable financial risk profile, with all key credit metrics expect-
ed to remain in line with the current rating category and within
regulatory parameters.

Over the past year, there has been no material changes to NSPI’s
business risk profile, which remains commensurate with the
current rating category. In 2015, NSPI continues to operate un-
der a reasonable regulatory system that allows the company to
earn a return on equity (ROE) in the range of 8.75% to 9.25%,
based on an equity thickness of up to 40% (actual ROE has his-
torically been in the upper-end of the target ranges). NSPI’s
current business risk rating, which is one-notch below that of
the DBRS industry risk rating of “A”, factors in the Company’s
below-average regulatory lag compared to domestic peers, par-
ticularly related to its fuel cost recovery. Fuel costs are also sub-
ject to an independent audit by the Nova Scotia Utility and Re-
view Board (UARB), which could potentially disallow a portion

of the fuel-related costs. In January 2015, the UARB disallowed
$5.1 million of 2012 and 2013 fuel-related costs (before interest);
however, this amount is not considered material by DBRS. The
Company’s business risk profile also reflects the challenges as-
sociated with the Province’s high electricity rates, which may
make it increasingly challenging for NSPI to fully pass costs onto
the ratepayers in a timely manner if generation costs rise faster
than anticipated. Going forward, should significant fuel-related
costs be disallowed, and/or if substantial costs are not recovered
or could only be recovered over an extended period of time, this
could have a negative impact on NSPI’s credit quality.

NSPI's financial risk profile remained reasonable for the current
rating and is expected to remain relatively stable, with all key
credit metrics in the “A” rating range. In 2015, operating cash flow
should sufficiently support the Company’s capital expenditures
(capex) program ($273 million announced for 2015). NSPI is ex-
pected to continue to manage its dividend payout to its parent
company, Emera Inc. (Emera; rated BBB ¢high), Under Review
with Developing Implications) in order to maintain its debt-to-
capital ratio within regulatory parameters. DBRS will continue
to view NSPI on a stand-alone basis, assuming the Company ad-
heres to the current flexible dividend distribution strategy.

Financial Information

For the year ended December 31

(CA$ millions) 2014
EBIT gross interest coverage 219
Teial debt in capital structure 1 51.0%
Cash flow/Total debt 2 15.8%
Net income before non-recurring tems 158
Cash flow from operations 2 365

2013 2012 2011 2010
2.25 1.75 1.67 2.04
80 2% 612% 58.0% 60.3%
15.56% 14.7% 15.2% 12.7%
134 134 132 13¢
349 331 308 253

1 Including opevating leases and acjustments for accumulated o'e: cemprenensive income. 2 Adusted for a one-ime vojiitery $90M pension contibution in 2072.

Issuer Description

Nova Scotia Power Inc. is a fully integrated, regulated electricity utility that generates, transmits and distributes electricity in the
Province of Nova Scotia. The Company is wholly owned by Emera Inc. (rated BBB (high), Under Review Developing Implications),
which is a diversified energy and energy-services holding company listed on the Toronto Stock Exchange.
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Rating Considerations

1. Reasonable regulatory regime

The current regulatory framework is based on a cost of ser-
vice methodology, in which the Company is allowed to recover
all prudently estimated operating expenses and earn a reason-
able return on approved capital investments. NSPI’s target ROE
range of 8.75% and 9.25% for 2015 is also viewed as reasonable
and in line with those of other Canadian utilities.

2, Good financial profile

Overall, the Company has maintained a good financial profile,
reflecting reasonable credit metrics for the current rating. All
three key credit metrics for the 12 months ended December 31,
2014, remained within DBRS’s “A” rating category.

3. Good franchise strength

NSPI has a virtual monopoly on electricity service throughout
the Province, providing over 95% of its electricity generation,
transmission and distribution. The Company’s rate base and
earnings are also expected to grow favourably in the medium to
long term with its continued investment in renewable genera-
tion and infrastructure improvements.

NP-CA-024

DERSCOM. 2

Challenges

1. Unfavourable generation mix

As aresult of the current generation mix, NSPI is dependent on
international suppliers for its fuel supply, exposing the Company
to volatile global pricing. This, combined with continued invest-
ments in renewable energy, has contributed to higher than av-
erage electricity retail rates among Canadian provinces. Higher
electricity rates could make it increasingly challenging for NSPI
to fully pass costs on to the ratepayers in a timely manner.

2. Regulatory lag

NSPI faces some regulatory risk (albeit lower than when the fuel
adjustment mechanism (FAM) was not in place) with respect to
the timeliness of full cost recovery. It is expected that the differ-
ence between the costs included in the rates and the actual costs
of fuel will be deferred, refunded to or collected from customers
in a subsequent year.

3. Limited access to equity markets

NSPI has limited access to equity markets to fund any free cash
flow deficits. As such, DBRS expects Emera to continue to sup-
port NSPI's capital expenditure program with its flexible divi-
dends policy and equity injections, if needed.

Corporates: Utliltles & Independent Power

February 18, 2015
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Earnings and Outlook

For the year ended December 31

(CAS% millions) 2014 2013 2012 2011 2010
Net revenues 837 778 742 686 805
Fuel cost 1 512 Ba7 405 547 587
Operating costs 359 269 308 260 187
EBITDA 478 509 435 387 418
EBIT 274 205 222 200 230
t3ioss nterest expenss 125 131 127 120 112
Net income before non-recurring items 133 134 134 132 139
Reporied net income 133 154 134 151 127
Return on avg. equity 2 8.1% 9.2% 9.2% 9.5% 10.8%
Regulated rate base 3,676 3,682 3,609 3,470 3,299
Actual regulated return on equity {%:) 9.93% 8.24% 8.40% 9 60% 9.60%

1 Before fuel adjustment. 2 Includes adiustments for accumulated other comprehensive income.

2014 Summary 2015 Outlook

* NSPI's EBIT was negatively impacted by the FAM audit disal- « Earnings in 2015 are expected to benefit from a modest in-
lowance and lower sales volume, which was slightly offset by  crease in rate base, with actual ROE expected to continue to be
the effects of the net rate increase for the year. within the target ROE range.

* Earnings before non-recurring items remained relatively flat, + Growth of the rate base over the medium term, driven by the
benefiting from lower interest expense. Company’s continued investment in renewable generation and

» NSPI continues to earn within its target ROE range of 8.75%  \nirastructure improvements, could increase earnings gradu-

to0 9.25% ally.

Corporates: Utilities & Independent Power February 18, 2015
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Financial Profile
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For the year ended December 31

(CA$ millions) .

Net income before hon-recurring items
[repreciatinn & amaortization

Deferred income taxes and other

Cash flow from operations 2

Dividends paid

Capital expenditures

Free cash flow (bef. working cap. changes)
Changes i non-cash work. cap tems
'Adjustment for regulated assets and fiabilities
Nei Free Cash Flow

Acquisitions & long-term investments
Proceads on asset sales

Net equity/preferred change

Nei dabt change

Other 2

Change in cash

Total debi in capital structure 1
Cash flow/Total debt 2

EBIT gioss interest coverage (times)
Dividend payout ratio

2014 2013 2012 2011
133 194 134 152
218 205 297 201

20 {1 {29) {25)
265 348 331 308

(128) (108) (169) (33)

(267) (194) (260) {309)
(30) a7 (97) (28)
(30) 23) (27) {35)

0 0 0 0

{59) 2 (124) (B3

0 0 0 0

8 0 o 0

1 0 0 50

62 (10) 232 oy
(1) (14) (108) (15)
¢ 0 o )
612% 80 8% 512% 580%
15.8% 15.5% 14.7% 15.2%
219 225 175 157
96.3% 80.6% 126.1% 24.9%

1 Inciuding operating leases and adjustments for accumulated other comprehensive income. 2 Adjustad for a one-time voluntary $30M pension centributicn in 2012,

2014 Summary

* NSPI’s key credit metrics remained reasonable for the cur-
rent rating, with all three key credit metrics remaining within
DBRS’s “A” rating range.

In 2014, NSPI generated a modest free cash flow deficit as
slightly higher operating cash flows were more than offset by
higher dividends and capex during the period. The free cash
flow deficit was primarily funded with debt, and proceeds
from a minor asset divestiture ($8 million).

= Capex increased significantly during the year primarily due to
the construction of the South Canoe Wind Farm (South Ca-
noe; expected completion in 2015} and Sable Wind Farm (com-
menced operations in December 2014). Capex was in line with
prior year’s forecasts.

» The Company manages its annual dividend payout to stay
within its regulatory capital structure. NSPI is expected to
maintain a reasonably stable debt-to-capital ratio of around
60%, which is in line with the regulatory capital structure.

2015 Outlook

* DBRS expects the Company’s key credit metrics to continue to
remain within its current rating range in the short to medium
term.

» NSPI has forecast total gross capex for 2015 of $273 million.
Approximately 41% is budgeted for its generation segment (in-
cluding approximately $12 capex remaining for South Canoe),
while capex relating to the transmission and distribution seg-
ments are expected to increase modestly relative to 2014.

Operating cash flow is estimated to be adequate to support this
level of capex. DBRS expects that residual operating cash flow
after capex, combined with the incremental debt to maintain
the regulatory capital structure, will be distributed to Emera.

* DBRS expects Emera to continue to support NSPI’s capital ex-
penditure program with its flexible dividends policy and eq-
uity injections, if needed.

Over the medium term, DBRS expects the Company to con-
tinue to invest in renewable energy and related infrastructure,
with the capital spending being recoverable after the projects
have been included in the rate base.

Corporates: Utilities & Independent Power
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Long-Term Debt and Liquidity

Long-term debt maturities

(CADS$ Million - As at Dec. 31, 2014) 2015 2016
Total Amount 70.5 0.3
Unamortized Issue Costs for LTD

Total Long-term Debt * 70.5 0.3
*Including credit facilities 3% 0%

Liquidity

{CADS$ Million - As at Dec. 31, 2014) Amount Drawn
Cash & Cash equivalents 0 0
Commited Revolving Facilies 500 350
Total 500 350

* The Company has a $400 million commercial paper program
that is 100% backed by a revolving credit facility which ma-
tures in June 2019, The maturity of the revolving credit facility
was extended in November 2014 to June 2019,

As of December 31, 2014, $350 million of the total credit facility
amount was outstanding and was classified under long-term
debt for financial reporting purposes by the Company.

* DBRS believes that the facilities will provide sufficient liquid-
ity to finance the Company’s ongoing operating needs.

2017 2018 2019 Thereafter Total

0.1 0.1 4441 1,780.0 2,305.1

04 04

0.1 0.1 a44.1 1,790.4 2,305.5

Q% 0% 16% 78%

Available
0
150
150

Summary of Debt

* Based on the Company’s good financial risk profile and debt
maturity profile, the Company’s near-term refinancing risk
remains modest and manageable. The Company has approxi-
mately $70 million maturing in 2015 (3.0% of total long-term
debt outstanding) and a revolving credit facility maturing in
2019.

* The Company currently has a debenture covenant stating that
NSPI will not incur funded debt if its funded debt would be
in excess of 75% of total capitalization. NSPI also has a finan-
cial covenant with its credit facility of a debt-to-capital ratio of
0.65 to 1.00. The covenants are not expected to restrict NSPI’s
operations going forward or pose any challenges in the near to
medium term.

Corporates: Utilities & Independent Power
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Regulation

= NSPI operates under a reasonable regulatory environment of
the UARB, using a cost-of-service methodology, which allows
the Company to recover all prudently estimated operating ex-
penses and earn a reasonable return on approved capital in-
vestments.

NSPI’s target ROE range for 2014 and 2015 was approved to be
between 8.75% and 9.25%, based on the maximum 40% regu-
lated common equity component, NSPI did not file a general
rate application (GRA) related to electricity rates for 2015.

* On December 21, 2012, UARB issued an approved average net
rate increase of 3.0% by customer class, effective January 1,
2013, and again on January 1, 2014. Rates were calculated based
on a 9.0% ROE and on a common equity component of 37.5%.

- The UARB also approved a deferral mechanism where
the amounts deferred to achieve the average net 3.0% in-
creases in 2013 and 2014 would be deferred to 2015, This
includes the unrecovered or over-recovered fuel costs
amounts in 2013 (normally recovered in 2014).

- On December 2, 2014, the UARB directed NSPI to trans-
fer the balance in the rate stabilization deferral liability of
$38.2 million to reduce against the FAM balance.

- On December 2, 2014, through a settlement agreement
with stakeholders, NSPI will reduce the FAM deferral ac-
count by any revenues greater than the target ROE range
from 2015 until the next GRA approval. This settlement
agreement requires NSPI to contribute a minimum of
$41.3 million to the FAM deferral account by the end of
2015. A total of $3.1 million remains for 2015 as $38.2 mil-
lion of the balance has been contributed from 2013 and
2014 earnings above the target ROE range.

= Subject-to an independent audit, differences between actual
fuel costs and fuel costs recovered are deferred to a FAM regu-
latory asset or liability and recovered from or returned to the
customers in a subsequent year.

- On November 25, 2014, the UARB approved a settlement
agreement that is expected to result in approximately $56
million of the outstanding FAM balance to be collected in
2015.

On December 2, 2014, the UARB directed NSPI to transfer
the remaining $38.2 million of the liability balance of the
rate stabilization deferral account to reduce the FAM bal-
ance. As such, this results in a revised FAM regulatory as-
set balance of $47.9 million as at December 31, 2014.

On January 20, 2015, the UARB disallowed $5.1 million
of 2012 and 2013 fuel-related costs (before interest). Al-
though the decision will have a modest impact on earnings
and cash flow, it is not considered material.

- DBRS expects that under FAM, NSPI will recover all of its
prudently incurred fuel costs (including carrying charges)
from its customers over the deferral period and will con-
tinue to monitor future FAM filings. If significant fuel-re-
lated costs are disallowed, this could have a negative im-
pact on NSPI's credit quality.

* The shortfall in contributions toward non-fuel charges in-
curred in 2012 that were associated with the NewPage Port
Hawkesbury paper mill and the Bowater Mersey facility,
which were eventually shut down in 2012, was deferred for
future recovery by the UARB. Charges will be recovered from
customers over a three-year period commencing January 1,
2013. As at December 31, 2014, the balance of this regulatory
asset is approximately $15.8 million, which is expected to be
fully collected in 2015.

* In December 2013, the Province approved the Electricity Re-
form (2013) Act, which will allow licensed renewable genera-
tors to sell directly to retail customers in the Province by 2015.

- Following the legislation of this act, NSPI will be required
to develop related tariffs for distribution and transmission
and standards of conduet for approval by the UARB this
year.

- DBRS does not expect this act to result in a significant in-
crease in competition or have a material impact on NSPI’s
credit quality. It will likely be challenging for new entrants
to successfully compete against NSPI, the Province’s in-
cumbent utility. In addition, NSPI will still receive related
tariffs for its distribution and transmission services.

In April 2014, the Province announced new energy efficiency
legislation that requires NSPI to purchase electricity efficien-
cy and conservation activities from Efficiency Nova Scotia
when the costs are lower than generation on a go-forward ba-
sis. Costs are capped at $35 million for 2015, with costs being
deferred as a regulatory asset and recoverable from customers
over an eight year period beginning in 2016. The UARB will
provide regulatory oversight of the costs thereafter.

* The chart that follows reflects DBRS’s assessment of the regu-
latory environment for NSPI, based on ten separate factors.
For further details, please refer to Appendix A in the DBRS
methodology Rating Companies in the Regulated Electric, Nat-
ural Gas and Water Utilities Industry.
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Regulation conmuen)

Factors
Deemed Equity

Allewed ROE

Energy Cost Recovery

Capital Cost Recovery

Cost of Service vs. Incentive Regulation Mechanism

Fultical Inteiference

Retail Rate

Stranded Cost Recovety

Rate Freeze

Market Structure (Deregulation)

Score
Excellent

Good
Satisfactory
Below Average
Paor

Excellent
Good
Satisfactory
Salow Average
Poor

Excellent
Good
Satisfactory
Below Average
Poor
Excellent
Giood
Satisfactory
Below Average
Paor

Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Average
Poor

Excellent
Good
Satisfactory
Below Avelage
Poat

Excellent
Good
Satisfactory
Below Average
Poor
Excellent
Satisfactory
Faoou

Analysis

NSPI has a maximum 40% regulated common equity threshold.

NEPI's rates were calculated based on a 9.0% ROE ks target ROE range for
2014 and 2015 was approvad 1o be betwesin 3 75% and 8.25%

Fusl costs are passed through o the customers through FAM, but deferred to
the subsequent year. In addition, fuel costs are subject to an independent audit
by the UARB, which could potentially disallow a portion of fuel-related costs.

Capiial cosis are pre-approved by the regulator and constiuntion worle-in-
progress costs can be added 1o the rate base.

NSPI is regulated under a cost of ssrvice model, which allows the Company
to recaver all prudently estimated operating expenses and earn a reasonable
return on approved capital investments. However, the last rate seitlement in
December 2012 established a productivity target of $27.5 million over two
years for non-fuel costs.

Tha Province's infroduchion of the Electiicity Reform Act and Energy Efiiciency
Legquslation reflecis some of ifs direct, but modest iinpact on NSFI

The retail residential electricity rates in the Province are higher than the aver-
age among Canada's provinces. This could make it challenging for NSPI to
pass all costs on to ratepayers in a timely manner.

The recovary of some fuel-related r.osts has been disallowed by the UARB;
heiwever, the amount is not material

Rates have the potential to be frozen going forward based on political risks.
This would expose NSPI to increases in operating and energy costs. However,
NSPI has not experienced a rate freeze in recent years.

The market 18 fully tegulated and NSFI 12 8 fully integrated mtility

Corporates: Utilities & Independent Power
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Description of Operations

NSPI is the primary electricity supplier in Nova Scotia, pro-
viding over 95% of electricity generation, transmission and
distribution in the Province. The Company has approximately
504,000 customers,

The Company owns approximately 2,483 megawatts (MW) of
generating capacity. Approximately 50% is coal-fired, with oil
and natural gas together comprising another 28%, and hydro,
biomass and wind production providing the remainder. NSPI

-also purchases renewable energy from independent power

producers through long-term contracts, who own 314MW of
wind and biomass-fueled generation capacity (increasing to
376 MW in 2015).

NSPI’s strategy is to continue to increase its generation from
renewable sources over the medium term.

NP-CA-024

* NSPI transmits and distributes electricity from its generating
plants to its customers.

— Its transmission system consists of approximately 5,000
kilometres of transmission lines, including major substa-
tions connected solely to transmission lines and its distri-
bution system.

— The distribution system consists of approximately 27,000
kilometres of distribution lines and a distribution supply
substation.

* The Company is a wholly owned subsidiary of Emera Inc.

Pénsion Status

Tn 2012, NSPI made a one-time, voluntary contribution of $90
million to its defined benefit pension plan. This was in addi-
tion to the minimum contribution required by legislation and
it improved the funded status for the year.

As of December 31, 2014, NSPT had a funded status of 83%, ver-
sus 85% in 2013 and 69% in 2012. The funded status declined
modestly primarily due to a lower discount rate assumption
for the defined benefit obligation (4.00% in 2014, versus 5.00%
in 2013).

* DBRS views 80% as a level where funding is considered ad-
equate, noting the long-term and somewhat volatile nature of
a company’s funded status.

* At the 80% level, changes in performance, contributiens and
other factors, such as discount rates, can typically bring a plan
up to strong levels relatively quickly. When funding is below
80%, the funding challenges become more formidable.

Corporates: Utilities & Independent Power
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gperating Statistics

Electricity Sold
Residential

Commercial

Industrial

Oiher {including exporte!
Total {(GWh sold)
Enatgy sales growth

Installed Generation Capacity
Coal

Hydro

Dual fuel

Gas turbine

Wind

Hhomass

Installed capacity (megawatts)
Long-teim IPP contracts {(MW)

Energy generated - GWh

Coal

Natural gas

Gil

Hydro, wind and bismass

Gross energy generated

Plus: puichases

Energy generaied + purchased

Less: iransinssion losses & internal use
Total (GWh sold}

For the year ended December 31

42%
30%
24%
3%

50%
18%
14%
14%

3%

87%
15%
2%

16%

2014

4,370
3,082
2,518

812

10,287

2%

1,243
395
a50
353

82
oY

2,483
314

6,609
1,458
153
1.815
9,845
1,202
11,047
760
10,287

2013

4,384
8,148
2,605

320

10,467

7%

1,243
ag5
350
353

82
80

2,483

273

7,008
1,317
89
1,364
9,868
1,337
11,205
737
10,467

2012

4,186
3,199
2,167

as?
9,789
1%

1,243
396
350
363

82

2,423
265

6,223
2,158
12
1,084
9,477
1,032
10,508
3G
9,788

2011

4,275
310z
3,518

213

11,208

1,243
395
350
304

82

2,374
229

6,848
2,480
33
1,335
10,648
1,26¢
11,017
71
11,206

2010

4,147
3,088
3,908

312

11,455

1%

1,243
395
350
304

76
G

2,368

188

7,839
2,275
36
1017
11,167
ey
12,164
706
11,455
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Nova Scotia Power Inc.

Balance Sheet
{CAS$ millions) ____ Decemberst _December 31
Assets 2014 2013 2012 Liabilities & Equity 2014 2013 2012
Cash & equivalents 0 0 0 S.T. borrowings 2 7 8
Accounts receivable 258 255 21¢ Accounts pavable 126 109 107
Inventories 199 164 132 Current portion L.T.D. 71 0 300
Prepaid expenses & other 128 (23] 142 Deferr=d tat 12 0 z
Other current liab. 156 146 123
Total Current Assets 585 485 403 Total Current Liab. 365 252 541
Net fixed assets 3,278 3,185 3,157 Long-term debt 2,235 2,239 1,948
Future income: tax assete 0 G 0 Previsions 24 879 477
Goodwill & intangibles 79 78 74 Other L.T. liab. 298 a77 11
Investinents & othere 385 441 230 Freferied shares 132 152 132
Common equity 953 997 744
Total Assets 4,324 4,187 3,954 Total Liab. & SE 4,324 4,187 3,954

Balance Sheet & Liquidity & Capital Ratios

For the year ended December 31

2014 2013 2012 2011 2010
Current ratio 1.60 1.85 o 1.53 1.34
Total debt in capital struciure 1, 2 61.2% 60.6% 812% 580% 60 8%
Cash flow/Total debt3 16.8% 15.5% 14.7% 15.2% 12.7%
(Cash flov-dridi2nds)/Capey 3 089 1.24 083 a1 027
Dividend payout ratio 96.3% 80.6% 126.1% 24.9% 77.4%
Coverage Ratius (times)
EBIT gross interest coverage 2.18 2.95 1.75 1.67 2.04
EEITDA gross interest coverage 581 388 543 323 a7l
Fixed-charge coverage 2.02 2.09 1.63 1.54 1.94
Profitability Ratios
EBITDA margin 57.1% 65.4% 58.6% 66.4% 60.1%
EBIT inargin 32.8% 37.9% 300% 29.1% 380%
Profit margin 15.89% 17.2% 18.0% 19.3% 23.0%
Rsiurn on ava equiv 2 91% 99% 2% 95% 10.8%
Return on avg. capital 1, 2 5.8% 6.0% 6.0% 6.1% 6.5%

1 Incixing operaiing leases. 2 Includes aciusime ats for accumulated oine: comprenensive income. 3 Adjusted for a one-lime voiuntary $8CM pension contribution 1 2012.

Corhorates: Utilities & Independent Power February 18, 20156
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Earnings Quality/Operating Efficiency

Fuel for generation and purchase peavel/Revenuse

EBIT margin

Frofit margin

Return on avg. equity 1
Approved ROE - mid-point
Customers/Employee
Growth in customer base
GWh sold/Employee

Seli-Generation (Cost Structure)
OME&A

Fuel fur genaration and purchasad powsi
Variable costs

Goveinmeni levies

Gross interest expense

Total cash costs

Nen-cash financial charges

Dapreciation & anortization

Total costs (Excl. income taxes)

Number of Customer Accounts
Residential
Commercial
Industrial
Crther
Total

Employees
Rate Base ($ millions) 3
Total fixed costs

Net penarated electriciy
Net purchased electricity

1 Iaciuding adjustments for accumulaled ciner cemprehersive income. 2 Before fuel adjustmeit. 3 2010 figure was prepared under CGAAP.

For the year ended Dacember 31

2014

38 0%
32.8%
159%
8.1%
9 00%
204
08%
6.01

3.01
363
8.64
Q4%
1.38

1045
0.02
225

12.71

456,285
35560
2,395
9436
503,676

1,713

3,676

9,085
1,202

2013

41.7%
37.9%
17.2%
9.2%
9 .00%
280
07%
6.03

2,98
810
.08
04
1.43
1063
0.04
234
13.32

453,460
35,402
2,426
9.430
500,718

1,735

3,682

9,130
1,387

2012

400%
30.0%
180%
9.2%
9.00%
261
G9%
514

2,97
565
8.62
043
1.45
1050
{0.04)
242
12.88

450,366
35 180
2,449
9,304
497,378

1,906

3,699

8,757
1,032

2011

44 4%
29.1%
18.5%
9.5%
€35%
262
08%
5.95

2.70
551
8.21
¢ 39
1.20
a8
0,01
168
11.70

446,379
34,99¢
2,462
9,344
493,183

1,883

8,470

9,947
1,269

2010

492%
38.0%
230%
10.8%
9.3%%
258
08%
6.03

2,35
351
7.96
038
1.07
942
0.04
180
11.26

442,824
34,864
2,485
9,256
489,429

1,800

3,209

10,456
997
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Rating History

Curriznt
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