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A FORTIS COMPANY P.O. Box 8910
St. John's, NL A1B 3P6
Business: (709) 737-5600

HAND DELIVERED Facsimile: (709) 737-2974

www.newfoundlandpower.com

January 22, 2013

Board of Commissioners
of Public Utilities

P.O. Box 21040

120 Torbay Road

St. John's, NL Al1A 5B2

Attention: G. Cheryl Blundon
Director of Corporate Services
and Board Secretary
Ladies & Gentlemen:
Re: 2013/2014 General Rate Application
While giving evidence on January 16, 2013, Ms. Perry advised the Board that Moody’s Investors
Service would presently be issuing an updated credit opinion on Newfoundland Power and indicated

it would be filed with the Board when received. (Transcript, January 16, 2013, page 3, lines 17 —23)

Enclosed herewith are the original and 12 copies of the Moody’s Investors Service credit opinion on
Newfoundland Power Inc. dated January 18, 2013.

Copies of this letter, together with enclosures, have been forwarded directly to Geoff Young, of
Newfoundland and Labrador Hydro and Thomas Johnson, Consumer Advocate as indicated below.,

If you have any questions regarding the enclosed, please contact the undersigned at your
convenience.

Yours very truly,

JQ&M B

Gerard M.j Hayes I/
Senior Counsel

Enclosures
c.  Geoffrey Young (1 copy) Thomas Johnson (3 copies)
Newfoundland and Labrador Hydro Consumer Advocate
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Moobpy’s

INVESTORS SERVICE

Credit Opinion: Newfoundland Power Inc.

Global Credit Research - 18 Jan 2013

St. John's, Newfoundland, Canada

Ratings

Category Moody's Rating
Outlook Stable
Issuer Rating -Dom Curr Baa1
First Mortgage Bonds -Dom Curr A2
Contacts

Analyst Phone
David Brandt/Toronto 416.214.3864
William L. Hess/New York City 212.553.3837

Key Indicators

[1]Newfoundland Power Inc.
[2LTM 2011 2010 2009 2008

(CFO Pre-W/C + Interest) / Interest Expense 31x 34x  35x 31x  3.0x
(CFO Pre-W/C) / Debt 15.2% 17.9% 18.6% 15.0% 15.8%
(CFO Pre-W/C - Dividends) / Debt 71% 7.7% 154% 9.8% 12.3%
Debt / Book Capitalization 53.7% 54.2% 47.9% 49.2% 54.5%

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using
Moody's standard adjustments. Source: Moody's Financial Metrics. [2] Last twelve months ended September 30,
2012

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Opinion

Rating Drivers

Low-risk regulated electric utility

Supportive regulatory and business environment
Adequate liquidity

Corporate Profile

Headquartered in St. John's, Newfoundland, Newfoundland Power Inc. (NPI) is a vertically integrated electric utility
which operates under cost of service regulation as administered by the Newfoundland and Labrador Board of
Commissioners of Public Utilities (PUB) under the Public Utilities Act (the Act). NPl is a wholly-owned subsidiary of
Fortis Inc. (FTS, not rated), a diversified electric and gas utility holding company also based in St. John's,
Newfoundland and Labrador.

SUMMARY RATING RATIONALE


http://www.moodys.com/corpcreditstatsdefinitions

NPI's Baa1 issuer rating reflects the company's low business risk as a cost-of-service regulated, predominately
transmission and distribution (T&D), utility with no unregulated business activities. Approximately 93% of NPI's
power requirements are purchased from provincially-owned Newfoundland & Labrador Hydro (Hydro), the cost of
which is passed through to ratepayers. Despite the fact that NPI has one of the lowest allowed ROEs in Canada
(8.80% for 2012), we continue to view the PUB as one of the more supportive regulators in Canada. Regulatory
decisions tend to be timely and balanced and NPI's 45% deemed equity is one of the highest in Canada. In
addition, NPI benefits from a number of deferral accounts that are intended to protect it from factors beyond
management's control. The rating is consistent with NPI's financial metrics but reflects a cautionary note related to
our concern that the utility's future ability to fully recover costs and earn returns may be compromised as the
Province of Newfoundland and Labrador undertakes development of the Muskrat Falls hydroelectric project on the
lower Churchill river and the related transmission infrastructure. This politically charged project will be large relative
to the provincial economy and it is expected that it will place considerable upward pressure on future electricity
rates.

DETALED RATING CONSIDERATIONS
LOW-RISK BUSINESS MODEL

NPI's rating reflects the company's low business risk as a cost of service-regulated utility. NPl owns and operates
a vertically integrated electric utility located on the island portion of the province of Newfoundland and Labrador and
dominates that market, which is geographically isolated and effectively protected from potential competition. NPI
serves roughly 87% of the province's electricity customers. The market is mature and has tended to grow at a
relatively low and predictable rate of about 2% annually. Historically, growth has not taxed NPI either operationally or
financially. Although NPl is notionally vertically integrated, it is predominantly a T&D utility since its generation
assets provide only about 7% of the electricity that NPI delivers.

NPI's own generation assets are regulated and represent roughly 15% of NPI's property, plant and equipment.
Accordingly, we consider NPI's business risk profile to be more like that of a T&D utility than a vertically integrated
utility. Transmission and distribution is regarded as a relatively lower risk segment of the electric utility industry
since it is typically not exposed to commadity price and volume risks or the operational, financial and
environmental risks associated with electricity generation.

SUPPORTIVE REGULATORY AND BUSINESS ENVIRONMENT

All of NPI's operations are located in Canada whose regulatory and business environments we consider to be
supportive relative to those in other jurisdictions. Furthermore, we consider the PUB to be one of the more
supportive regulators in Canada with its decisions timely and balanced. NPI's allowed ROE was increased for
2012 to 8.80% from 8.38% in 2011 and while it remains one of the lowest in Canada, it is mitigated by one of the
highest deemed equity levels in Canada at 45%. The approved 2012 RORB (return on rate base) is 8.14% (2011:
7.96%), with a range of 7.96% to 8.32%. We believe that the PUB's review and approval of NPI's capital spending
plans and long-term debt issuances significantly reduces the risk of cost disallowances or to NPI's ability to fully
recover costs on a timely basis. NPl submits a proposed capital plan for PUB approval annually. Furthermore, NPI
is required to obtain PUB pre-approval for the issuance of any First Mortgage Bonds (FMB) or the incurrence of
credit facilities with maturities exceeding one year.

Several cost recovery mechanisms reduce NPI's exposure to unexpected costs due to variations in purchased
power cost, weather and pension and other post-employment benefit (OPEB) costs. While NPI foregoes some
upside potential, the stability and predictability of its cash flows is increased. For example, the Rate Stabilization
Account (RSA) facilitates timely recovery of purchased power costs in excess of those forecasted for rate-making
purposes. We consider this particularly important since the marginal cost of power that NPI obtains from Hydro
exceeds the average supply costs embedded in customer rates. The RSA provides for the amortization of the
under or over collection over a 12 month period. Other mechanisms include the Weather Normalization Account
and the Demand Management Incentive Account (which limits NPI's exposure to variation in the demand
component of supply costs to approximately $0.5 million).

NPIIS OPERATIONALLY AND FINANCIALLY INDEPENDENT OF FTS AND ITS SUBSIDIARIES

While NPl is one of a number of utility operating companies owned by Fortis, we consider NP, like sister
companies FortisAlberta Inc., FortisBC Inc., FortisBC Energy Inc. and FortisBC Energy (Vancouver Island) Inc., to
be operationally and financially independent from Fortis. Fortis has consistently demonstrated good management
and support of its subsidiaries and we view NPI's access to the executive and strategic support of Fortis to be a



credit positive.
Liquidity Profile

NPI's liquidity arrangements are considered adequate in the context of its relatively stable cash flow and funding
requirements.

Historically, NPI's cash flow from operations has enabled it to service debt, pay dividends and substantially fund its
PUB approved capital expenditure program. Any shortfall is funded through NPI's bank credit facilities, adjustment
to dividends paid and issuance of long term first mortgage sinking fund bonds (FMB).

In 2013, NPI's capital expenditures are expected to be approximately $80 million for ongoing maintenance and
construction of the distribution system and investment in technology. This is roughly equal to the 2012 approved
capital expenditure level. With no significant debt repayments, beyond annual sinking fund requirement of
approximately $5.2 million, due until 2014 (approx. $30 million), we expect that funding requirements will be
adequately met by NPI's credit facilities.

The company's core liquidity facility is a $100 million syndicated committed revolving credit facility that matures in
August 2017. While the credit agreement contains a covenant that NPI maintain its debt to capitalization ratio at or
below 65%, the credit agreement does not include funding inhibiting language such as a material adverse change
(MAC) default or representation and warranty prior to drawdown. Unutilized capacity under this facility was
approximately $70 million at September 30, 2012.

NPI will periodically issue additional FMBs to reduce outstanding draws under its bank credit facility and to
refinance scheduled debt maturities.

Structural Considerations

The A2 rating of NPI's senior secured FMB reflects the first mortgage security over NPI's property, plant and
equipment and floating charge on all other assets. This is consistent with the two notch differential between most
senior secured debt ratings and senior unsecured debt ratings of investment-grade regulated utilities operating in
North America. The differential is based on our analysis of the history of regulated utility defaults, which indicates
that regulated utilities have experienced lower loss given default rates (higher recovery rates) than non-financial,
non-utility corporate issuers.

Rating Outlook

The rating outlook is stable based on our expectation that, with the increased ROE for 2012, financial metrics have
stabilized and NPI will continue to generate CFO pre-WC to debt in the range of 15% to 17% and cash flow interest
coverage in the low 3x range.

What Could Change the Rating - Up

NPI's rating would likely be upgraded if there was a sustainable improvement in financial metrics, such as cash
flow interest coverage above 3.4x, CFO pre-WC to debt above 17% and RCF to debt above 12%.

What Could Change the Rating - Down

We consider a downward revision in NPI's rating to be unlikely in the near term. However, NPI's rating would likely
be downgraded if we perceived a meaningful reduction in the level of regulatory support combined with weaker
liquidity and a sustained deterioration in NPI's financial metrics such as cash flow interest coverage of less than
2.6x, CFO pre-WC to debt in the low teens and RCF to debt below 9%.

Rating Factors

Newfoundland Power Inc.

Regulated Electric and Gas Utilities [2]Current [3]Moody's 12-18 month Forward View
Industry [1] As of September 2012

Factor 1: Regulatory Framework (25%) Measure |Score Measure Score
a) Regulatory Framework A A




Factor 2: Ability To Recover Costs And
Earn Returns (25%)

a) Ability To Recover Costs And Earn A A
Returns

Factor 3: Diversification (10%)

a) Market Position (5%) Baa Baa
b) Generation and Fuel Diversity (5%) Baa Baa

Factor 4: Fin. Strength, Liquidity And Key
Fin. Metrics (40%)

a) Liquidity (10%) A A
b) CFO pre-WC + Interest/ Interest (3 3.3x | Baa 3.0x-3.3x Baa
Year Avg) (7.5%)

c) CFO pre-WC / Debt (3 Year Avg) 16.9% | Baa 15%-17% Baa
(7.5%)

d) CFO pre-WC - Dividends / Debt (3 11.7% | Baa 10%-13% Baa
Year Avg) (7.5%)

e) Debt/Capitalization (3 Year Avg) (7.5%)| 49.9% | Baa 48%-52% Baa
Rating:

a) Indicated Rating from Methodology A3 A3
Grid

b) Actual Baseline Credit Assessment Baa1
Assigned

Source: Moody's Financial Metrics.

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using
Moody's standard adjustments. [2] Based on financial data as of 09/30/2012 (L). [3] This represents Moody's
forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR
DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND
MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR
HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND
DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES



MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, INANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information
contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided
"AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in
assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance
independently verify or validate information received in the rating process. Under no circumstances shall MOODY'S have
any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to,
any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its
own study and evaluation of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S INANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCQ"), hereby discloses that most issuers
of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations
that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have
also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License
of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics
Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
"wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this
document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act
2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity
securities of the issuer or any form of security that is available to retail clients. It would be dangerous for retail clients to
make any investment decision based on MOODY'S credit rating. If in doubt you should contact your financial or other
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professional adviser.



