CA-NP-146

Requests for Information NP 2008 GRA

Volume 1, Section 3 — Finance

Q.

(page 94) With respect to the linkage made by Standard & Poor’s between credit
ratings of holding companies and credit ratings of their operating utilities, please
provide a copy of any reports of Standard & Poor’s in relation to Fortis Inc. and
Newfoundland Power Inc.

Attachment A contains copies of reports of Standard & Poor’s in relation to
Newfoundland Power Inc. since Order No. P.U. 19 (2003).

Attachment B contains copies of reports of Standard & Poor’s in relation to Fortis Inc.
since Order No. P.U. 19 (2003).

For further information on the linkage made by Standard & Poor’s in relation to credit
ratings of holding companies and credit ratings of their operating utilities, including
Fortis Inc. and Newfoundland Power Inc., refer to the Response to CA-NP-147.
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Summary: Newfoundland Power Inc.

Credit Rt

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc., based on Standard & Poor's Rating Services' consolidated rating methodology. The consolidated rating
approach captures the relative contribution to business risk and cash flow of Fortis' various operating subsidiaries,
including regulated utilities Newfoundland Power, Maritime Electric Co. Inc., Caribbean Utilities Co. Ltd., Fortis
Ontario, Belize Electricity Ltd., and Aquila Networks Canada, and higher risk generation businesses, Fortis U.S.
Energy, Belize Electric Ltd., and real estate developer Fortis Properties Corp. As a result, the long-term corporate
credit rating on wholly owned subsidiary, Newfoundland Power, is equalized with the rating on its parent, Fortis,

- - -with any-changeto the rating on Fortis [éading to a charge in the rating on Newfoundland Power.

The rating on Fortis, a utility holding company based in St. John's, Nfld., reflects its diversified portfolio of utility
operations, monopoly electricity distribution activities, largely residential and commercial customer base, and
favorable regulation based on cost-of-service and rate-of-return methodology, which provides relatively stable cash
flow generation. Offsetting these strengths are somewhat modest growth in sales, operating challenges in its service
territories, investments in higher risk commercial and hospitality real estate, independent power generation, and
tlectric power operations in Belize. Fortis' active strategy of pursuing acquisition opportunities in both Canadian
and international markets also adds an element of risk.

.. Fortis is in the process of acquiring transmission, distribution, and generation assets in the provinces of British
Columbia and Alberta from Aquila Networks Canada. Once the transaction closes in mid-2004, subject to
regulatory approvals, Fortis will more than double its customer base to approximately 900,000 customers and will
expand its service territories across Canada to five provinces. This expansion will refocus Fortis' business strategy
more toward low-risk, regulated electric distribution services. The pending acquisition should prove moderately
beneficial to Fortis' overall business profile as funds from operations (FFO) and assets from the company's regulated
operations are projected to increase to approximately 90% and 77%, respectively, by 2005 from 75% and 62%,
respectively, in 2003. The C$1.3 billion acquisition will be financed with a combination of debt and equity, which
will support Fortis' target consolidated debt-to-capitalization ratio of approximately 6§0%. In the near term, the FFQ

- interest coverage ratio is projected to average approximately 2.6x and the FFO to total debt ratio of approximately
- 13%. Compared with similarly rated global peers, the company's financial profile is considered relatively weak, thus
leaving little cushion for possible deterioration in its financial profile.

On a stand-alone basis, the key qualitative aspects supporting Newfoundiand Power's business profile include its
predominantly low-risk distribution assets, monopoly franchise area with a large residential and commercial
customer base, and supportive regulation. These strengths are partially offset by the company's relatively weak
service area, low growth prospects, and relatively high operating costs.

Liguidity.
Standard & Poor's assesses Newfoundland Power' liquidity to be adequate given its regulated cash flow, low debt
maturities, available bank facilities, and access to capital markets. Cash flows will generally be insufficient, however,

Standard & Poor’s RatingsDirest | April 23, 2004 2

* ©Standard & Poor's. Al rights rasamved, No regrint o disseminatinn withaut Standard & Poar's permission. See Terms of Use/Distlaimer on the fast page, 004 | 010TIEST



Swmmary: Newfoundland Power Inc.

to meet approximately C$50 million to C$55 million in annual capital expenditures in the near term. With C$110
million in operating bank facilities, of which C$41 million was drawn as of Dec. 31, 2003, and access to capital
markets, the company has adequate funds available to meet upcoming debt maturities and operating purposes.

Qutlook

The negative outlook reflects the risks surrounding several operating and financial challenges faced by Fortis in the
next few years as it integrates the relatively large Aquila acquisition. These challenges include dealings with
regulatory boards in new markets (British Columbia and Alberta), participating in a generic cost-of-capital hearing
in Alberta, managing a heavy capital expenditure program, and accessing the capital markets to help finance its
recent acquisition and fund capital expenditures. Any material acquisitions beyond Aquila have not been factored
into the ratings,
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- Newfoundland Power Inc.

BBR+/Negative/-

”l\-/'lc‘idéréfé y aggressive.

2004 C33.7 mil.

2005 CH3.T mil.
2006 C$3.7 mil.
2007 C$35.1 mil.
2008 C33.3 mil,

Newfoundland Power [nc. has a total of C$110 million in credit facilities available to address liguidity needs, of which C$41 mitlion was
drawn as of Dec, 31, 2003,

As of Dec, 31, 2003, Newfoundland Pawer fiad C$374 millian of total debt outstanding, including C$41 million of short-teim debt.

Newfo&nﬂland' Power Inc.

Sr secd deht

Local currency A-

Prd stk

Lacal currency BBB-

Fortis [ne.

Corporate Credit Rating BBB+/Negative/-
Sr unsecd debt

Local currency BBB

Pfd stk

Local currency BEBB-

Caribhean Utilities Co. Ltd.

Corporate Credit Rating A/Stable/-
Srunsecd debt

forsign currency A

Pid stk

Foreign currency BEB+

Maritime Electric Co. Ltd.

Corporate Credit Rating BBB+/Negative/-
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Newfoundland Power Inc.

Sr secd debt
Local currency BBB+

“Corporate Cre

Mar, 20, 2001
Jan. 7, 2004

" Lisa Hutchens 1 {709) 737-5282

Major Rating Factors
Strengths: |

s Low-risk distribution and transmission assets
¢ Monopoly service territory

. fugeﬁsugﬁbrﬁve reéﬁ;tion

Weaknesses:

» Mature service area in the island portion in the Province of Newfoundland and Labrador

s Relatively high operating costs

« Financial profile is constrained by limits imposed by regulators with respect to equity base and allowed returns

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc., based on Standard & Poor's Rating Services' consolidated rating methodology. The consolidated rating
approach captures the relative contribution to business risk and cash flow of Fortis' various operating subsidiaries,
including regulated utilities Newfoundiand Power, Maritime Electric Co. Inc., Caribbean Utilities Co. Ltd., Fortis
Ontario, Belize Electricity Ltd., and Aquila Networks Canada, and higher risk generation businesses, Fortis U.S.
Energy, Belize Electric Ltd., and real estate developer Fortis Properties Corp. As a result, the long-term corporate
credit rating on wholly owned subsidiary, Newfoundland Power, is equalized with the rating on its parent, Fortis,
with any change to the rating on Fortis leading to a change in the rating on Newfoundland Power.

The rating on Fortis, a utility holding company based in St. John's Nfld., reflects its diversified portfolio of utility
operations, monopoly electricity distribution activities, largely residential and commercial customer base, and
favorable regulation based on cost-of-service and rate-of-return methodology, which provides relatively stable cash
‘flow generation. Offsetting these strengths are somewhat modest growth in sales, operating challenges in its service
territories, investments in higher risk commercial and hospitality real estate, independent power generation, and
electric power operations in Belize. Fortis' active strategy of pursuing acquisition opportunities in both Canadian
and international markets also adds an element of risk.

Fortis is in the process of acquiring transmission, distribution, and generation assets in the provinces of British
Columbia and Alberta from Aquila Networks Canada. Once the transaction closes in mid-2004, subject to
regulatory approvals, Fortis will more than double its customer base to approximately 900,000 customers and will
expand its service territories across Canada to five provinces. This expansion will refocus Fortis' business strategy
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Newfoundland Power Inc.

more toward low-risk, regulated electric distribution services. The pending acquisition should prove moderately
beneficial to Fortis' overall business profile as funds from operations (FFO) and assets from the company's regulated
operations are projected to increase to approximately 90% and 77%, respectively, by 2005 from 75% and 62%,
respectively, in 2003. The C§1.3 billion acquisition will be financed with a combination of debt and equity, which
will support Fortis' target consolidated debt-to-capitalization ratio of approximately 60%. In the near term, the FFO
interest coverage ratio is projected to average approximately 2.6x and the FFO to total debt ratio of approximately
13%. Compared with similarly rated global peers, the company's financial profile is considered relatively weak, thus
leaving little cushion for possible deterioration in its financial profile.

On a stand-alone basis, the key qualitative aspects supporting Newfoundland Power's business profile include its
predominantly low-risk distribution assets, monopoly franchise area with a large residential and commercial
customer base, and supportive regulation. These strengths are partially offset by the company's relatively weak
service area, low growth prospects, and relatively high operating costs.

__ _Liquidity. _ I e e
Standard & Poor's assesses Newfoundland Power' liquidity to be adequate given its regulated cash flow, low debt

maturities, available bank facilities, and access to capital markets. Cash flows will generally be insufficient, however,
to meet approximately C$50 million to C$55 million in annual capital expenditures in the near term, With C$110
million in operating bank facilities, of which C$41 million was drawn as of Dec. 31, 2003, and access to capital
markets, the company has adequate funds available to meet upcoming debt maturities and operating purposes.

Outlook

The negative outlook reflects the risks surrounding several operating and financial challenges faced by Fords in the
next few years as it integrates the relatively large Aquila acquisition. These challenges include dealings with
regulatory boards in new markets (British Columbia and Alberta), participating in a generic cost-of-capital hearing
in Alberta, managing a heavy capital expenditure program, and accessing the capital markets to help finance its
recent acquisition and fund capital expenditures. Any material acquisitions beyond Aquila have not been factored
into the ratings.

Business Profile

Although the ratings on Newfoundland Power reflect the consolidated business and financial risk profile of Fortis,
this report, with the exception of the Rationale and Outlook sections, focuses exclusively on the stand-alone
business and financial profile of Newf{oundland Power. For more detailed information on the consolidated business
and financial profiles of Fortis, see the credit report on Fortis on RatingsDirect, Standard & Poor's Web-based
credit research and analysis system, at www.ratingsdirect.com. ‘

Newfoundland Power operates an integrated generation, transmission, and distribution system throughout the
island portion of Newfoundland and Labrador. The company serves approximately 222,000 customers making up
approximately 85% of all electrical consumers in the province,

Regulation.
The key component underpinning the company's strong business profile is the supportive regulatory environment in
- which Newfoundland Power operates, Newfoundland Power operates under cost-of-service and rate-of-return

Standard & Poor’s RatingsDirect | April 23, 2004 - 4
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Newfoundland Power Inc.

regulation as contained in provincial legislation. Standard & Poor's views the principal components of regulation,
specifically provisions for full recovery of prudently incurred costs including operating and financing cost and the
absence of commodity risk, as supportive of credit quality and the receipt of stable revenue.

The Newfoundland and Labrador Board of Commissioners of Public Utilities (PUB) ruled in the 2003 general rate
application that, for the purpose of rate setting, the company’s capital structure remain at a maximum of 45%
common equity, with an ROE of 9.75% (compared with 9.05% in 2002}, or 4.15% above forecast long-term
Government of Canada bond yields, The company's equity base is considered satisfactory and compares favorably
with Canadian peers, but is weaker than those of similarly rated utilities outside Canada. Furthermore, the ROE of
9.75% plus or minus 40 basis points is more reasonable after having been below the national average for several
years. The PUB also determined an allowed rate of return on rate base of 8.96% in a range of 8.78% to 9.14% to
reflect the ROE of 9.75% for 2003. Earniﬁgs in excess of this range are refunded to customers.

Markets.
____The company's service territory. on.the island portion of Newfoundland and-Labradoris-considered -mature with--————
modest economic growth forecasted in the near to medium term.

Energy sales growth is primarily influenced by growth in the provincial economy, which has been relatively good in
recent years versus historical growth rates. Economic growth in Newfoundland and Labrador has been attributed
mainly to growth in the service sector and activity related to offshore oil projects. Although, with reduced

construction expenditures and oil production related to the local energy sector, GDP is forecast to grow by 1.9% in
2004.

Newfoundland Power serves about 222,000 small commercial and residential customers constituting 85% of all

_ electricity customers on the island. Newfoundland Power has little exposure to industrial load, which is serviced
directly by provincially owned Newfoundland and Labrador Hydro. Residential energy sales account for
approximately 60% of total energy sales and provide the company with a solid foundation for continued stable cash
flow generation. New housing starts and high oil prices continue to improve the competitive position of electricity in
the space heating market, which is expected to spur 2% growth in energy sales in 2004.

Operations.

Newfoundland Power's operating costs are relatively high versus Canadian and global peers due to its largely
rural-based, rugged, sparsely populated service territory and harsh weather conditions; however, regulation allows
the company to recover all prudent and approved costs in a timely manner.

Newfoundland Power's electrical system is an iselated, stand-alone system that is not interconnected to the North
American grid, and therefore reliability of power supply is critical. Since 1997, the company has invested in excess
of C$350 million, including C$64 million in 2003, to further improve customer service and reliability while
minimizing operating costs. As a result, electrical rates in the province are currently at their lowest in Atlantic
Canada but are high relative to other regions in Canada. Capital expenditures are preapproved by the regulator and
fully recovered through customer rates. Cost-of-service regulation, therefore, mitigates many operating challenges
faced by the company. In the next five years, Newfoundland Power plans to invest a further C$260 million to
refurbish, upgrade, and expand its network, including approximately C$52 million approved by the PUB for 2004.

Newfoundland Power operates an integrated generation, transmission, and distribution system throughout the
 island portion of Newfoundland and Labrador. The company's generation assets include 95 MW of hydro, 44 MW
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Newfoundland Power Inc.

of gas turbine, and 6 MW of diesel-fired plants, which are primarily used to address peak needs. The company
acquires approximately 90% of its energy requirements from Newfoundland and Labrador Hydro. Newfoundland
Power's segmented assets include distribution (56%), transmission (19%), generation (12%), and other (13%).

Table 1

2003 2082 200 2000 1999

Sources of energy (mil. kWh)

Purchased 4725 4,604 4,485 4,432 4,292
Generated 425 424 416 423 450
Total 5,150 5028 4811 4,855 4,742
Sales (mil. KWh}

Residential 2,808 2,843 2,775 2707 2,572

_Commercial/sirestlighting 1873 1822 1,892 a8 88

Total 4,882 4,765 4,667 4,555 4,500
Percentage growth (%)} 25 YA 25 1.2 1.4
Energy sales per employee B 74 FA: 7.1 6.5
Customers 2216853 219072 216879 215210 213641
Percentage growth [%) 1.2 1,0 0.8 07 07
Operating cost per customer (C3) 225 223 231 230 235
Aevenue per employee (CH} 639,185 B12980 GB2,342 539,339 497,088
Number of regular employses (year-end) 601 603 617 B46 635

kWh-Kilowatt hour.

Competitiveness.
Newfoundland Power faces very little competition except from alternative fuels. Its operations function as a virtual

monopoly because alternative electric utility operations have to be preapproved by the local regulators, which is
unlikely. As well, given the geographic remoteness of Newfoundland and Labrador and its low population density,
industry restructuring or deregulation is very unlikely in the foreseeable future. Electric rates in Newfoundland and
Labrador are rising, due to increasing commodity prices, but nevertheless remain competitive versus oil, which it
competes against in the home heating market, while natural gas is not expected to become available in the province
anytime soon. Market share of the home heating segment is approximately 55% and continues to modestly improve
as approximately 85% of new home construction uses electric-based heating,

Financial Policy: Moderately aggressive

Newfoundland Power's financial profile is constrained by regulatory directives and is considered moderately
aggressive compared with similarly rated global peers. The PUB limits the amount of common equity in
Newfoundland Power's capital structure that can earn a return and caleulates comparatively low authorized ROE
versus global peers contributing to a relatively weak financial profile, Based on these constraints, Standard & DPoor's
does not expect any material improvement in the leverage or coverage ratios for Newfoundland Power.

Standard & Poor’s RatingsDirest | April 23, 2004 s
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Newfoundland Power Inc.

Financial Profile
Profitability and cash flow.

Regulated utility operations, combined with a slow but steadily growing rate base, provide Newfoundland Power
with a solid operating base and consistent earnings growth, The generally supportive features of regulation should
support the company's future cash flow stability. Despite the supportive nature of the regulation governing its
operations, Newfoundland Power's coverage ratios are relatively weak due in large part to below-average financial
returns relative to global peers (9.75% in 2003 and 9.05% in 2002). In 2003, the FFO interest coverage ratio
measured 3x, the FFO to total debt 17%, and the net cash flow to capital expenditure ratio was 81%. In the near
term, Newfoundland Power's debt coverage ratios are projected to improve modestly from 2003 levels, As well,
Standard & Poor's expects post-2005 cash flow generation to be sufficiently strong to cover maintenance capiral
expenditures of approximately C$350 million to C§55 million per year.

 Capital structure and financial flexibility. S
As of Dec. 31, 2003, Newfoundland Power had C$337 n:ullzon in first mortgage bonds and C$41 million of
short-term debt outstanding. The bonds are secured by a first-fixed and specific charge on property, plant, and
equipment owned or to be acquired by the company, and by a floating charge on all other assets. Based on the
security of the company's low risk utility assets, the first mortgage bonds are rated one notch higher than the

long-term corporate credit rating.

Newfoundland Power's capital structure is largely constrained by the regulatory directives of the PUB and is
considered maderately aggressive compared with global peers but compares favorably with Canadian peers. The
company's operations are financed with a reasonable equity base of 45% versus a 30% to 50% range applicable to

- most other regulated utilities in Canada. Although the regulatory framework supports the electric utility's low
business risk profile, the financial profile associated with the regulated capital structure and allowed ROE is weaker
than those of similarly rated utilities outside Canada. Based on these regulatory constraints, Standard & Poor's
expects the company's leverage to remain relatively stable at approximately 55%.

Standard 8¢ Poor's assesses Newfoundland Power's financial flexibility to be adequate, supported by a stable stream
of regulated cash flows, flexible dividend policy (32.5% payout in 2003), available bank lines, and access to capital
debt markets. Partially offsetting these factors include Newfoundland Power's heavy capital expenditure program

- and the unlikelihood of any asset sales given management's commitment to its core business. '

Table 2

Industry Secter: Electric Utility Companies--Canada

--fverage of past three fiscal years--

Sector median] Newfoundland Power Ing.  ATCO Ltd. Emera Inc, Terasen Inc,
Rating ABB+/Negative/— A/Stable/~ BBB+/Stable/~ BBB/Stable/--
{Mil, C$)
Sales 8t1.6 o 3,626.8 1,154,0 1,750.0
Net income from cont, oper. 104.9 27 146.6 108.0 114.3
Funds from oper. {FF0) 192.3 fag 5594 256.0 437
--------- . Capital expenditures 133.8 62.8 aB85.4 140.9 362.8
www.standardandpoors.com/ratingsdirect B
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—Tahle 3

Taiile 2

Newfoundland Power Inc.

Total debt 1,357.5 365.9 2,805,0 2,002.3 2,688.0
Preferred stack a0 9.6 150.0 265.3 125.0
Total capital 2,746.4 B55.3 5.446.0 3,593.9 3.659.8
Ratios

EBIT interast coverage {x) 24 25 17 1.8 1.8
FFO interest coverage (x) 34 33 35 25 22
Return on commen equity {%) B.8 11.4 1.7 85 1.6
NCF/capital expenditures (%} 81.3 B22 744 120.6 48.0
FFO/total debt (%) 184 19.6 185 12.8 94
Total debt/capital {%) 55.3 95.8 53.3 57.1 68.9

*Adjusted for off-balance-sheet obligations and capital operating leases. f1Sector median average is for 2000-2002,

Indostry Sector: Electric tility Companies-—-Canada

--Average of past three fiscal years—

~Fiscal year ended Dec. 31--

Rating history BBB+/Negative/~§8 A-/Nepative/— A-/Stable/~ N.H.  NR.
Sector mediany Issuer 2003 2002 2001 2000 1999
{Mil. C$)
Sales 811.6 RYARY 384.2 3696 359.3 3484 2D
Net income from cont, oper. 104.8 29.7 ans 294 295 271 235
Funds from aper. [FFO} 192.3 64.8 61.2 64.1 69.2 575 510
Capital expenditures 133.8 62.8 63.0 58.8 G664 419 424
Total debt 1,357.5 365.9 3B0.4 361.9 3555 27994 3028
Preferred stock 8.0 96 94 97 87 95 a9
Total capital 27464 B655.3 89,3 651.1 B254 5596 5556
Ratios
EBIT interest coverage (x) 24 Z5 24 26 24 24 24
FFO interest coverage (x) 34 3.3 3.0 3.3 5 30 28
Return on common equity { %) 88 1.4 100 10,6 112 106 95
NCF/rapital expenditures (%) 81.3 B2.2 B1.1 917 747 90E OBG
FFO/total debt (%) 18.4 19.6 174 8.7 231 190 172
Total debt/eapital {%} 553 55.8 o562 55.6 68 535 845

*Adjustad by capital eperating [eases and off-balance-sheet items. Sector median average is for 2000-2002. SAating is as of Jan. 7, 2004,
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Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc., based on Standard 8¢ Poor's Rating Services' consolidated rating methodology. The consolidated rating
approach captures the relative contribution to business risk and cash flow of Fortis' various operating subsidiaries,
including its regulated utilities- Newfoundland Power, Maritime Electric Co. Inc., Caribbean Utilities Co. Ltd., Fortis
Ontario, Belize Electricity Ltd., FortisAlberta, and FortisBC, and higher risk generation business, Fortis Flydro, and
real estate, Fortis Properties Corp. As a result, the long-term corporate credit rating on wholly owned subsidiary,

Newfoundland Power, is equalized with the rating on its parent, Fcu:tls, Wl!’_h any change to the ratmg on Fortis

~leading to a change in the rating on Newfoundland Power. -

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately apgressive financial profile; operating challenges in its service territories; and investments in,
and exposure to, higher risk commercial and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize.

St, John's, Nfld,-based Fortis is a utility holding company with regulated and unregulated operations located
principally in five Canadian provinces, the northeast U.S., the Cayman Islands, and Belize. Underpinning the quality
- and stability of the company's cash flows is a diversity of cash flows with no single business contributing more than
about 25% of consolidated earnings. Moreover, the reliability of cash flows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd. and Belize Electricity Ltd. The company’s regulated Canada-based utility operations account for
about 70% of EBITDA and a similar level of consolidated assets. All seven network businesses benefit from their
monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed monopoly status protecting the
companies from material bypass of the system and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-secvice and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed. The
regulatory frameworks provide stability and predictability of cash flows for debt servicing. Enhancing the quality of
cash flows is the limited exposure to energy price and volume risk. Furthermore, the pre-approval by regulators for
the bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.
~ The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
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Summary: Newfoundland Power Inc.

solid growth rates in recent times with energy demand growth expected to be between 2%-3% in Alberta and about

. 1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in

customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the

company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately agpressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages based on unaudited financial results for 2004
improved to about 3.0x and 14%, respectively, from 2.4x and 13%, respectively, in 2003, as a consequence of
higher FFO and lower-than-expected interest expense. Despite the need for additional debt to partially fund the
significant capital expenditure at its FortisAlberta and FortisBC network businesses in the next few years, the
company's growing customer base and regulatory returns as regulated asset bases grow are expected to provide the
additional cash flows needed to ensure that consolidated interest and debt coverages are maintained at or about
their 2004 level. Leverage as measured by total debt-to-total capital was 61% in 2004 and is expected to remain
about 60%, as additions to the regulated asset bases of network businesses are part funded with debt.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its recently acquired western Canada networks, FortisAlberta and FortisBC. Of the company's
consolidated capital expenditure of almost C$1 billion in the period between 2005-2008, close to 90% will be
expended in the service territories of Alberta and British Columbia to meet the growing demand for energy services
in those jurisdictions. The program will require the company to raise debt and equity funding but will also pose an
operational challenge to ensure the smooth running of the existing networks. Although presenting a challenge in the
short-to-medium term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled
into the regulated asset base. |

" Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 25%-30% of
consolidated cash flows and assets. The company's unregulated operations primarily center on contracted and
merchant generation, and its property portfolio. The absence of price and regulatory support means that these
operations are higher risk than the company's low-risk network businesses. The creditworthiness of Belize
Electricity, although comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected
by the low sovereign rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used
primarily to finance amortizing debt and significant organic growth within the business, and not be relied on to
service Fortis' debt at the corporate level.

On a stand-alone basis, the key aspects supporting Newfoundland Power's creditworthiness include its
predominantly low-risk electricity distribution assets, monopoly franchise area with a large residential and
commercial customer base, and supportive regulation. These strengths are offset by the company's relatively low
growth service territory with expected annual sales growth in the 1.0%-1.5% range, relatively high operating costs,
and modest credit metrics with FFO interest and debt coverages of 2.8x and 15%, respectively, in 2004.

Liquidity.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2004-2006, and will require the company to take
- on modest levels of additional debt and equity. With C$177 million in committed and unused consolidated
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Surmmary: Newfoundland Power Inc.

operating lines of credit and cash on hand of C$37 million as of Dec. 31, 2004, annual cash flow in excess of C$225
- million, and access to debt and equity capital markets, which the company used in February 2005 to raise C$§130
- million in equity, the company and its subsidiaries have adequate resources available to fund an estimated C$455
million in capital expenditure, dividend payments, and debt maturities in 20035.

Standard & Poor's assesses Newfoundland Power's liquidity also to be adequate given its regulated cash flow, low
debt maturities, available bank facilities, and access to capital markets, Annual net cash flow, as represented by FFO
less dividends, of between C$40 million-C$45 million will be insufficient to meet approximately C$50 million-C$55
million in annnal capital expenditures in the near term. Nevertheless, with C$120 million in available bank credit
facilities, of which C$358.1 million was drawn as of Dec. 31, 2004, and access to capital markets, the company has
adequate funds available to meet upcoming debt maturities, capital expenditure commitments, and for operating
purposes. Annual debt maturities in 2005 and 2006 are C$3.65 million. The company moved to improve the
reliability of its liquidity in January 2005 with the replacement of its previous C$110 million uncommitted operating
bank facility with a C$100 million committed revolving credit facility with a two-year renewable term. The

company also has a C$20 million uncommitted demand facility.

Outlook

The negative outlook on Newfoundland Power reflects Fortis' weak financial profile for the ratings and the
execution risks associated with its capital expenditure program. Standard & Poor's expects the negative outlook is
likely to remain until the risks surrounding the funding and execution of the capital expenditure program have been
reduced. Any material setback in executing the capital expenditure program will put further pressure on the Fortis
ratings, with a flow-on effect on the rating on Newfoundland Power. Furthermore, the outlook reflects an

* expectation of no material debt-funded acquisitions, as there is little or no cushion at the current ratings level for
possible deterioration in Fortis' financial profile, and in the event the unregulated operations are expanded, they will
be funded more conservatively than the regulated operations.
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Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc. (BBB+/Negative/—}, based on Standard & Poor's Ratings Services' consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' various
operating subsidiaries, including its regulated utilities Newfoundland Power, Maritime Electric Co. Inc., Caribbean
Utilities Co. Ltd., Fortis Ontario, Belize Electricity Ltd., FortisAlberta, and FortisBC; and higher risk generation
business, Fortis Hydro; and real estate, Fortis Properties Corp. As a result, the long-term corporate credit rating on
wholly owned subsidiary, Newfoundland Power, is equalized with the rating on its parent, Fortxs, w1th any change
~to the rating o Fortis leading to a change ifi the rating on Newfoundland Power. I

The ratings on Fortis reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately aggressive financial profile; operating challenges in its service territories; and investments in,
and exposure to, higher risk commercial and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize.

St. John's Nfld.-based Fortis is a utility holding company with regulated and unregulated operations located
principally in five Canadian provinces, the northeast U.S., the Cayman Islands, and Belize. Underpinning the quality
- and stability of the company's cash flows is a diversity of cash flows, with no single business contributing more than
about 25% of consolidated earnings. Moreover, the reliability of cash flows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd. (A/Watch Neg/—) and Belize Electricity Ltd. The company's regulated Canada-based utility
operations account for about 70% of EBITDA and a similar level of consolidated assets. All seven network
businesses benefit from their monopely positions in each jurisdiction, with cost-reflective pricing and/or licensed
monopoly status protecting the companies from material bypass of the system and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing, Enhancing the quality of cash flows is the limited
exposure to energy price and volume risk, with the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
* base. Organic growth opportunities are expected in the company’s Alberta and British Columbia service territories,
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Summary: Newfoundiand Power Inc.

and, to a lesser extent, in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.

- The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times, with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the
company facing no material customer concentration or credit risk.

Fartis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14 %, respectively,
from 2.4x and 13%, respectively, in 2003, as a consequence of higher FFO and lower-than-expected interest
expense. Despite the need for additional debt to partially fund the significant capital expenditure at the company's
FortisAlberta and FortisBC network businesses in the next few years, Fortis' increasing customer base and rising
regulated cash flows as regulated asset bases grow are expected to provide the additional cash flows needed to
ensure that consolidated interest and debt coverages are maintained at or about their 2004 level. Leverage as

‘measured by total debt-to-total capital was 61% in 2004 and is expected to remain about 60%, as additions to the
regulated asset bases of network businesses are part funded with debt. The company's flrst-quarter 2005 results
were in line with Standard & Poor's expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C§1 billion in the period between 2005-2008, close to 90% will be expended in the service
territories of Alberta and British Columbia to meét the growing demand for energy services in those jurisdictions.
. The program will require the company to raise debt and equity funding but will also pose an operational challenge

* to ensure the smooth running of the existing networks. Although presenting a challenge in the short-to-medium
term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled into the regulated
asset base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
cperations, and its regulated Belize Electricity investment, that together represent between 25%-30% of consolidate
cash flows and assets. The company's unregulated operations primarily center on contracted and merchant
generation, and its property portfolio. The absence of price and regulatory support mean that these operations are
higher risk than the company's low-risk network businesses. The creditworthiness of Belize Electricity, although
comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily to finance
amortizing debt and significant organic growth within the business, and not be relied on to service Fortis' debt at the
corporate level,

On a stand-alone basis, the key aspects supporting Newfoundland Power's creditworthiness include its
predominantly low-risk electricity distribution assets, monopoly franchise area with a large residential and
commercial customer base, and supportive regulation. These strengths are offset by the company's relatively low
growth service territory with expected annual sales growth in the 1.0%-1.5% range, relatively high operating costs,
and modest credit metrics with FFO interest and debt coverages of 2.8x and 15%, respectively, in 2004.
Newfoundland Power's first-quarter 2005 results were in line with expectations, with FFO interest coverage and
FFO to average total debt ratios on a 12-month rolling basis, and total debt to total capital consistent with year-end

7" 2004 levels.
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Surmmary: Newfoundland Power Inc,

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2004-2006, and will require the company to take
on modest levels of additional debt and equity. With C$404 million in committed and unused consolidated
operating lines of credit and cash on hand of C$64.2 million as of March 31, 2005, annual cash flow in excess of
5225 million, and access to debt and equity capital markets which the company used in February 2005 to raise
C$130 million in equity, the company and its subsidiaries have adequate resources available to fund an estimated
C$455 million in capital expenditure, dividend payments, and debt maturities in 2005.

Standard 8¢ Poor's assesses Newfoundland Power's liquidity also to be adequate given its regulated cash flow, low
debt maturities, available bank facilities, and access to capital markets. Annual net cash flow, as represented by FFO
less dividends, of between C$40 million-C$45 million will be insufficient to meet approximately C$50 million-C$55
million in annual capital expenditures in the near term. Nevertheless, with C$120 million in available bank credit

“facilities, of which C$68.4 million was drawn as of March 31, 2003, and access to capital markets, the company has

adequate funds available to meet upcoming debt maturities, capital expenditure commitments, and operating
purposes. Cash on hand as at March 31, 2005, was C$2.2 million. Annual debt maturities in 2005 and 2006 are
C$3.65 million. The company improved the reliability of its liquidity in January 2005 by replacing its previous
C$110 million uncommitted operating bank facility with a two-year, renewable-term C$100 million committed
revolving credit facility. The company also has a C$20 million uncommitted demand facility.

Outlook

- The negative outlook on Newfoundland Power reflects Fortis' weak financial profile for the ratings and the
execution risks associated with its capital expenditure program. Standard & Poor's expects the negative outlook is
likely to remain until the risks surrounding the funding and execution of the capital expenditure program have been
reduced. Any material setback in executing the capital expenditure program will put further pressure on the Fortis
ratings, with a flow-on effect on the rating on Newfoundland Power, Furthermore, the outlook reflects an
expectation of no material debt-funded acquisitions, as there is little or no cushion at the current ratings level for
possible deterioration in Fortis' financial profile, and in the event the unregulated operations are expanded, they will
be funded more conservatively than the regulated operations.
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~ Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consalidated business and financial risk profile of its parent,
Fortis Inc. (BBB+/Negative/--), based on Standard & Poor's Ratings Services’ consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' various
operating subsidiaries, including its regulated utilities Newfoundland Power, Maritime Electric Co. Inc., Caribbean
Utilitiés Co. Ltd., FortisOntario, Belize Electricity Ltd., FortisAlberta, and FortisBC; and higher risk generation
business, Fortis Generation; and real estate, Fortis Properties Corp. The long-term corporate credit rating on wholly
owned subsidiary, Newfoundland Power, is equalized with the rating on its parent, Fortis, with any change to the

T ratifg on Forti§ leading t6 a change in the rating on Newfoundland Power.

Newfoundland Pawer based in St John's, NL, is the principal provider of eleetricity transmission and distribution
services throughout the island portion of the Province of Newfoundland and Labrador. The utility had C$389
million in first mortgage bonds outstanding as of mid-August 2005 which are rated one notch higher than the
corporate credit rating on the company.

Credit strengths specific to Newfoundland Power include its predominantly low-risk electricity distribution assets,
monopoly franchise area with a large residential and commercial customer base, and supportive regulation. These
strengths are offset by the company's relatively low growth service territory with expected annual sales growth in
the 1.0%-1.5% range, relatively high operating costs, and modest credit metrics. FFO interest and debt coverages
were 2.8x and 15%, respectively, in 2004, and leverage as measured by total debt to total capital of 54%.
Newfoundland Power's second-quarter 2005 results were in line with expectations of credit metric stability, with
FFQ interest coverage and FFO to average total debt ratios on a 12-month rolling basis, and leverage consistent
with year-end 2004 levels. ‘*-

The ratings on St. John's, NL-based Fortis reflect its diversified portfolio of utility operations, monopoly electricity
distribution operations, largely regulated cash flows, and growing residential and commercial customer base. Fortis
is a utility holding company with regulated and unregulated operations located principally in five Canadian
provinces, the northeast U.5., and the Caribbean. The company's Canada-based regulated monopoly network
businesses account for about 75% of consolidated EBITDA and a similar level of consolidated assets. The regulatory
regimes governing the company's electricity network operations are for the most part supportive of credit quality,
with the bulk of cash flows determined on a traditional cost-of-service and rate-of-return methodology.
Underpinning the quality and stability of the company's cash flows from its regulated operations is diversity of
markets, regulatory regimes, climates, and customer segments. Furthermore, Fortis' portfolio of network businesses
enhances its organic growth potential and diversifies its underlying customer base.

Fortis' business strengths are offset by a moderately aggressive financial profile; operating challenges in its service
territories; and investments in, and exposure to, higher risk commercial and hospitality real estate, merchant and

contracted generation, and investments in the conntry of Belize. Fortis' interest and debt coverage ratios are weak
for the ratings. Consolidated funds from operations interest and debt coverages going forward are not expected to
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Summary: Newfoundland Power Inc.

be materially different from their 2004 levels of 3.1x and 14%, respectively. Leverage as measured by total

", debt-to-total capital is expected to remain about 60%. Fortis' major financial and operational challenge in the next

few years is completion of a large capital expenditure program of almost C$1.3 billion, close to 70% of which is to
be undertaken by its western Canada operations, FortisAlberta and FortisBC. Weakening Fortis' business risk
profile also are its exposure to unregulated property investments and generation operations, which do not benefit
from price and regulatory support, and its regulated Belize Electricity investment, which is negatively affected by the
low sovereign rating on Belize. Together the unregulated activities represent between 25%-30% of consolidated cash
flows and assets.

Liquidity

Newfoundland Power's liquidity is viewed as adequate given its regulated cash flow, low debt maturities, available
bank facilities, and access to capital markets. Annual net cash flow, as represented by FFO less dividends, of
between C$40 million-C$45 million will be insufficient to meet approximately C$50 million-C$55 million in annual

capital expenditures in the near term. Nevertheless, with C$120 million in available bank credit facilities, of which

the bulk was available as of mid-August 2005 fallowing the refinancing of bank debt ougtgﬁ_cling with a C$60
million first mortgage bond issue, and access to capital markets, the company has adequate funds available for
operating purposes, upcoming debt maturities, and capital expenditure commitments. Annual debt maturities in
each of 2005 and 2006 are C$4.25 million. The company improved the reliability of its access to liquidity in
January 2005 by replacing its previous C$110 million uncommitted operating bank facility with a two-year,
renewable-term C$100 million committed revolving credit facility. The company also has a C$20 million
uncommitted demand faciliry.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2005-2006, and will require the company to take
on modest levels of additional debt and equity. With about C$480 million in committed and unused consolidated
operating lines of credit and cash on hand of C$26.8 million as of June 30, 2005, annual cash flow of
approximately C$300 million, and access to debt and equity capital markets which the company used in February
2003 to raise C$130 million in equity, the company and its subsidiaries have adequate resources available to fund
close to C$500 million in capital expenditure, dividend payments, and debt maturities in 2005.

Qutlook

The negative outlook on Newfoundland Power reflects the rating outlook on Fortis. The negative outlook on Fortis
reflects its weak financial profile for the ratings and the execution risks associated with its capital expenditure
program, Standard & Poor's expects the negative outlook is likely to remain until the risks surrounding the funding
and execution of the capital expenditure program have been reduced, Any material setback in executing the capital
expenditure program will put further pressure on the ratings, Furthermore, the outlook reflects an expectation of no
material debt-funded acquisitions, as there is little or no cushion at the current ratings level for possible
deterioration in Fortis' financial profile, and in the event the unregulated operations are expanded, they will be
funded more conservatively than the regulated operations.
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Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,

Fortis Inc. (BBB+/Negative/--), based on Standard & Poor's Ratings Services' consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' various
operating subsidiaries, including its fegulated utilities Newfoundland Power, Maritime Electric Co. Inc., Caribbean
Utilities Co. Ltd., FortisOntario, Belize Electricity Ltd., FortisAlberta, and FortisBC; higher risk generation business,
Fortis Generation; and real estate, Fortis Properties Corp. The long-term corporate credit rating on whelly owned
submdnary, Newfoundland Power is equahzed WIth the ratmg on its parent Forr_ls wnth any change to the ratmg on

Newfoundland Power, based in 5t John's, Nfld., is the principal provider of electricity transmission and distribution
services throughout the island portion of the Province of Newfoundland and Labrador. The utility had C$389
million in first mortgage bonds ontstanding as of Sept. 30, 2005, which are rated one notch higher than the
corporate credit rating on the company.

Credit strengths specific to Newfoundland Power include its predominantly low-risk electricity distribution assets,
monopoly franchise area with a large residential and commercial customer base, and supportive cost of service
regulation. These strengths are offset by the company's relatively low growth service territory with expected annual
* sales growth in the 1.0%-1.5% range, relatively high operating costs, and modest credit metrics. Funds from
operations (FFO) interest and debt coverages were 2.8x and 15%, respectively, in 2004, and leverage as measured
by total debt to total capital was 54%. Newfoundland Power's third-quarter 2005 results were in line with
expectations, with FFO interest coverage and FFO to average total debt ratios on a 12-month rolling basis, and
leverage about their year-end 2004 levels.

The ratings on St. John's, Nfid.-based Fortis reflect its diversified portfolio of utility operations, monopoly electricity
distribution operations, largely regulated cash flows, and growing residential and commercial customer base. Fortis
is a utility holding company with regulated and unregulated operations located principally in five Canadian
provinces, the northeastern U1.5,, and the Caribbean. The company's Canada-based regulated monopoly network
businesses account for between 70% and 75% of consolidated EBITDA and consolidated assets. The regulatory
regimes governing the company's electricity network operations are for the most part supportive of credit quality,
with the bulk of cash flows determined on a traditional cost-of-service and rate-of-return methodology.
Underpinning the quality and stability of the company's cash flows from its regulated operations is diversity of
markets, régulator}r regimes, climates, and customer segments. Furthermore, Fortis' portfolio of network businesses
enhances its organic growth potential and diversifies its underlying customer base.

Fortis' business strengths are offset by a moderately aggressive financial profile; operating challenges in its service
territories; and investments in, and exposure to, higher risk commercial and hospitality real estate, merchant and

contracted generation, and investments in the country of Belize. Fortis' interest and debt coverage ratios are weak
. for the ratings. Consolidated FFO interest and debt coverages in future are not expected to be materially different
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Supmmary: Newfoundland Power Inc.

from their 2004 levels of 3.1x and 14%, respectively. Leverage as measured by total debt-to-total capital is expected

" to remain about 60%. Fortis' major financial and operational challenge in the period 2006-2009 is the completion

of a large capital expenditure program of almost C$1.5 billion, close to 75% of which is to be undertaken by its
western Canada operations, FortisAlberta and FortisBC. Weakening Fortis' business risk profile also is its exposure
to unregulated property investments and generation operations, which do not benefit from price and regulatory
support, and its regulated Belize Electricity investment, which is negatively affected by the low sovereign rating on
Belize (CCC+/Negative/C). Together the unregulated activities represent between 20%-25% of consolidated assets
and slightly more in terms of consolidated cash flows.

Liquidity

Newfoundland Power's liquidity is viewed as adequate given its regulated cash flow, low debt maturities, available
bank facilities, and access to capital markets. Annual net cash flow, as represented by FFO less dividends, of
between C$40 million-C$45 million will be insufficient to meet approximately C$50 million-C$55 million in annual
capital expenditures in the near term. Nevertheless, with C$120 million in available bank credit facilities, all of

‘which remained available as of Sept. 30, 2003, together with access to capital markets, the company has adequate
funds available for operating purposes, upcoming debt maturities, and capital expenditure commitments. Annual
debt maturities in each of 2005 and 2006 are C$4.235 million. The company improved the reliability of its access to
liquidity in January 2005 by replacing its previous C$110 million uncommitted operating bank facility with a
two-year, renewable-term C$100 million committed revolving credit facility. The company also has a C$20 million
uncommitted demand facility.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period 2005-200%, and will require the company to take on
modest levels of additional debt and equity. With about C$530 million in unused consolidated operating lines of
credit (the bulk of which are committed} and cash on hand of C$18.6 million as of Sept. 30, 2005, annual cash flow
as represented by FFO of more than C$300 million, and access to debt and equity capital markets, the company and
its subsidiaries have adequate resources available to fund an estimated C$620 million-C$650 million in total capital
expenditure, dividend payments, and debt maturities for the remainder of 2005 and in 2006.

Outlook

The negative outlook on Newfoundland Power reflects the rating outlook on Fortis. The negative outlook on Fortis
reflects its weak financial profile for the ratings and the execution risks associated with its capital expenditure
program. Standard & Poor's expects the negative outlook is likely to remain until the risks surrounding the funding
and execution of the capital expenditure program have been reduced. Any material setback in executing the capital
expenditure program will put further pressure on the ratings. Furthermore, the outlook reflects an expectation of no
material debt-funded acquisitions, as there is little or no cushion at the current ratings level for possible
deterioration in Fortis’ financial profile, and in the event the unregulated operations are expanded, they will be
funded more conservatively than the regulated operations.

www.standardandpoors.com/fratingsdirect 3

© Standard & Poor's. All rights reservad. No raprint or dissemination without Standard & Poor's permission. Ses Terms of Use/Disclaimer on the jasi page. 13537 | A0 TEEY



Copyright @ 2007, Standard & Poar's, a division of The McGraw-Hill Companies, Inc. {SRP). S&P andy/or its third party licensors have exclusive proprietary rights in the data or
information provided herein. This data/information may enly be used intamally for business purposes and shall not be used for any nlawful or upauthorized purposes.
Dissemination, distribution or reproduction of this data/infarmation In any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by SRP, its affiliates or its third party licensors, S&F, its affiliates and its third party licensors do not guarantas the accuracy,
adequacy, completeness or avallahility of any information and is not respansible for any errors or omissiens or for the results obtained from the use of such information, S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMETED TO, ANY WARRANTIES OF MERCHANTAHILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensars ba liable for any direct, indirect, special or censequential damages in connaction with subscrikers o
others use of the data/information contalned herein, Access to the data or information containad herein is subject to tarmination in the event any agreement with a third-
party of information or software is terminated.

Analytic servizes provided by Standard & Poor's Ratings Services (Aatings Services) are tha result of separata activitias dasioned to preserva the indepandance and objectivity
of ratings opiniens, The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations ta purchase, hold, or
sell any sacurities or make any other investment decisions. Accordingly, any usar of the information contained herain should not rely on any eredit rating or other opinian
containad herein in making any investment decision. Aatings are based on infarmation recaived by Aatings Services. Other divisions of Standard & Poor's may have
information that is not avaflable to Ratings Sarvices, Standard & Poor's has established palicies and procedures to maintain the confidentiality of non-public infarmation
receivad during the ratings process,

Ratings Services receives compansation for its ratings, Such eempensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's resarves the right to disseminate tha rating, it receives no payment for doing se, except far subscriptions to its publications.
Additional information abaut pur ratings faes Is available at www.standardandpoors.com/usratingsfees.

Any Passwords/user |05 issued by S&P to users are single user-tedicated and may ONLY be usad by the individual to whom they have been assigned. No sharing of
passwords/user [Ds and no simultaneous access via the same password/user 1D fs permitied. Ta reprint, translate, or use the data ar information other than as provided
herein, centact Client Services, 55 Water Street, Naw York, NY 10041; {1} 212.438.9823 or by e-mafl to; research_request@standardandpoars.com.

Copyright ® 1994-2007 Standard & Poor's, & division of The MeGraw-Hill Companies. Al Rights Reserved.

Standard & Poor’s RatingsDirect | November 3, 2005 4
. . e . i



WPOOR’S

Summary: Newfoundland Power Inc.

Primary Credit Analyst:
Laurie Conheady, Toronto (1) 416-507-2518; laurie_conheady@standardandpoors.com

Secondary Credit Analyst:
Nicote Martin, Toronto {1) 416-507-2560; nicole_martin@standardandpoors.com

Table Of Contents

Rationale

Qutlock

www standardandpoors.com/fratingsdirect 1
@ Standard & Poor's. VAII fights reséweﬂ. Nn.ra'hrim or ﬂissnm%lﬁaiiﬁ.ﬁ without Standard & Poor's p.annissiun. - . A7 !Ili)'i(}ﬁi.lﬁﬁ";'

Spp Turme nf {sa/Nicrkaimer nn tha last npna



Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc. (BBB+/Stable/--), based on Standard & Poor's Ratings Services' consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' variouns
operating subsidiaries, including its regulated utilities Newfoundland Power, FortisAlberta, FortisBC, Maritime
Electric Co. Inc., and FortisOntario; regulated investments Caribbean Utilities Co. Ltd. and Belize Electricity Ltd.;
higher risk generation business, Fortis Generation; and real estate, Fortis Properties Corp. The long-term corporate
credit rating on wholly owned subsidiary, Newfoundland Power, is equalized with the rating on its parent, Fortis,

~ with any change to the rating on Fortis leading to a change in the rating on Newfoundland Power.

Newfoundland Power, based in St John's, Nfld., is the principal provider of electricity transmission and distribution
services to parts of the island portion of the Province of Newfoundland and Labrador. The utlity had C$389
millien in first mortgage bonds cutstanding as of Sept. 30, 2005, which are rated one notch higher than the
corporate credit rating on the company.

Credit strengths specific to Newfoundland Power include its predominantly low-risk electricity distribution assets,
monopoly franchise area with a large residential and commercial customer base, and supportive cost of service
regulation, These strengths are offset by the company's relatively low growth service territory with expected annual
sales growth in the 1.0%-1.5% range, relatively high operating costs, and modest credit metrics, Funds from
operations (FFQ) interest and debt coverages were 2.8x and 15%, respectively, in 2004, and leverage as measured
by total debt to total capital was 54%. Newfoundland Power's third-quarter 20035 results were in line with
expectations, with FFO interest coverage and FFO to average total debt ratios on a 12-month rolling basis, and
leverage at about their year-end 2004 levels.

The ratings on St. John's, Nfld.-based Fortis reflect its diversified portfolio of utility operations, monopoly electricity
distribution businesses, regulated cash flows, and growing residential and commercial customer base, Fortis is a
utility holding company with regulated and unregulated operations lacated principally in five Canadian provinces,
the northeastern U.5., and the Caribbean. The company's Canada-based regulated monopoly network businesses
account for between 70% and 75% of consolidated EBITDA and consolidated assets. The regulatory regimes
governing the company's electricity network operations are for the most part supportive of credit quality, with the
bulk of cash flows determined on a traditional cost-of-service and rate-of-return methodology. Underpinning the
guality and stability of the company's cash flows from its regulated operations are diversity of markets, regulatory
regimes, climates, and customer segments. Furthermore, Fortis' portfolio of network businesses enhances its organic
growth potential and reduces customer concentration risk.

Fortis' business strengths are offset by a moderately aggressive financial profile; operating and capital expenditure
challenges in its service territories; and investments in, and exposure to, higher risk commercial and haspitality real
estate, merchant and contracted generation, and investments in the country of Belize (foreign currency

- CCC-/Negative/C). Fortis' interest and debt coverage ratios are weak for the ratings. Consolidated FFO interest and
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Summary: Newfoundland Power Inc.

debt coverages in future are not expected to be materially different from their 2004 levels of 3.1x and 14%,

" respectively. Leverage as measured by total debt-to-total capital is expected to remain about 60%. Fortis' major

financial and operational challenge in the period 2006-2009 is the completion of a large capital expenditure
program of almost C$1.5 billion, close to 75% of which is to be undertaken by its western Canada operations,
FortisAlberta and FortisBC. Weakening Fortis' business risk profile also is its exposure to unregulated property
investments and generation operations, which do not benefit from price and regulatory support, and its regulated
Belize Electricity investment, which is negatively affected by the low sovereign rating on Belize. Together the
unregulated activities and Belize investment represent between 20%-25% of consolidated assets and a slightly higher
percentage in terms of consolidated cash flows.
Liquidity
Newfoundland Power's liquidity is viewed as adequate given its regulated cash flow,' minimal amortizing debt
repayments, available bank facilities, and access to capital markets. Annual net cash flow, as represented by FFO
less dividends, of between C$40 million- Cs45 million will be insufficient to meet approximately C$50 million-C$55

million in annual capltal expenthu.res in the near term. Nevertheless, with C$120 million in available bank credit
facilities, all of which remained available as of Sept. 30, 2005, together with access to capital markets, the company
has adequate funds available for operating purposes, upcoming debt maturities, and capital expenditure
commitments. Annual debt repayment in 2006 is C$4.25 million. The company improved the reliability of its access
to liquidity in January 2005 by replacing its previous C$110 million uncommitted operating bank facility with a
two-year, renewable-term C$100 million committed revolving credit facility. The company also has a C$20 million
uncommitted demand facility.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period 2005-2009, and will require the company to take on
modest levels of additional debt and equity. With about C$530 million in unused consolidated operating lines of
credit (the bulk of which are committed) and cash on hand of C$18.6 million as of Sept. 30, 2003, annual cash flow
as represented by FFO of more than C$300 million, and access to debt and equity capital markets, the company and
its subsidiaries have adequate resources available to fund an estimated C$620 million-C$650 million in total capital
expenditure, dividend payments, and debt maturities for the remainder of 2005 and in 2006.\

Recovery analysis

The rating on Newfoundland Power's first mortgage bonds is 'A-', with a recovery rating of '1' indicating a high
expectation of full recovery of principal (100%) in the event of a payment default. The secured debt at
Newfoundland Power is rated one notch above the corporate credit rating due to the amount of collateral securing
the debt. As of Nov. 30, 2005, Newfoundland Power had C$384 million in first mortgage bonds secured by way of
a first fixed and specific charge on the utility's capital assets owned or to be acquired and by way of floating charge
over all other properties and assets of Newfoundland Power. The first mortgage bonds comprise nine individual
debt issues with maturities ranging from 2007 to 2035.

We believe that if Newfoundland Power were to default, it would continue to operate as part of a rearganized entity
because of the essential service nature of its business. The single most important factor in determining a utility's
asset value upon emergence from bankruptcy is the revenue stream that regulators allow it to collect. As a result
there is a high correlation between the value of the regulated rate base and the asset's book value. Therefore, absent
© extenuating circumstances, Standard & Poor's will assume that the asset's book value represents a fair value for the
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Sunmary: Newfoundland Power Inc.

assets. The recovery estimate compares the level of collateral to the potential amount of secured debt. The utility's
asset value to secured debt is greater than one and a half times which points to a high expectation of full recovery of
principal which supports the assignment of a '1' recovery rating.

Outlook

The stable outlook on Newfoundland Power reflects the rating outlook on Fortis. The stable outlook on Fortis
reflects preater stability in its business and financial profiles following the integration of two large business
acquisitions in 2004, and reduced concern surrounding the level of operational and funding risk involved with its
major capital expenditure program. Any material setback in executing the capital expenditure program would lead
to a negative outlook or downgrade, as would any move by the company to materially alter its current split between
regulated and unregulated operations in faver of an increased proportion of higher risk unregulated businesses
without a corresponding strengthening of its finaneial profile. Furthermore, the outlook reflects an expectation of no

--material debt-funded-acquisitions;-as there-is little or no-cushion-at-the-current ratings level-for-possible — ---——— - o mc

deterioration in Fortis' financial profile, and in the event the unregulated operations are expanded, they will be
funded more conservatively than the regulated operations. A positive outlook or ratings uplift is unlikely, given the
company's weak financial profile and little expectation of reduced business risk.
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Summary: Newfoundland Power Inc.

Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc. {(BBB+/Stable/--), based on Standard & Poor's Ratings Services' consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' various
operating subsidiaries, including its regulated utilities, Newfoundland Power, FortisAlberta, FortisBC, Maritime
Electric Co. Ltd., and FortisOntario; its regulated investments, Caribbean Utilities Co. Ltd. and Belize Electricity
Ltd.; its higher risk generation business, Fortis Generation; and its real estate entity, Fortis Properties Corp. The
long-term corporate credit rating on wholly owned subsidiary Newfoundland Power is equalized with the rating on

" its parent, Fortis, with any change to the rating on Fortis leading to a change in the rating on Newfoundland Power. =~

Newfoundland Power, based in St John's, Nfld., is the principal provider of electricity transmission and distribution
services to over 227,000 customers in parts of the island portion of the province of Newfoundland and Labrador.
The utility had C$384 million in first mortgage bonds outstanding as of Dec. 31, 2005, which are rated one notch
higher than the corporate credit rating on the company.

Credit strengths specific to Newfoundland Power include its predominantly low-risk electricity distribution assets,
monopoly franchise area with a large residential and commercial customer base, and supportive cost-of-service
regulation. These strengths are offset by the company's relatively low-growth service territory, with expected annual
sales growth in the 0.5%-1.5% range, relatively high operating costs, and modest credit metrics, Funds from
operations (FFQ) interest and debt coverages in 2005 were 2.7x and 15%, respectively, which are relatively
consistent with the coverages realized in 2004 and 2003. Leverape as measured by total debt to total capital was
also stable in 20085, at 54%, close to the company's target leverage of 55%. In the next few years Newfoundland
Power's leverage is expected to vary little from its 2005 level, although cash flow credit metrics are expected to show
some modest improvement as marginally higher growth in annual cash flows outstrips growth in total debt levels

and interest commitments.

The ratings on St. John's, Nfld.-based Fortis reflect its diversified portfolio of utility operations, monopoly electricity
distribution businesses, regulated cash flows, and growing residential and commercial customer base. Fortis is a
utility holding company with regulated and unregulated operations located principally in five Canadian provinces,
the northeastern U.5., and the Caribbean. The company's Canada-based regulated monopoly network businesses
account for 70%-75% of consolidated EBITDA and consolidated assets. The regulatory regimes governing the
company's electricity network operations are generally supportive of credit quality, with the bulk of cash flows
determined on a traditional cost-of-service and rate-of-return methodology. Underpinning the quality and stability
of the cash flows from the company's regulated operations are diversity of markets, regulatory regimes, climates,
and customer segments. Furthermore, Fortis' portfolio of network businesses enhances its organic growth potential
and reduces customer concentration risk.

Fortis' business strengths are offset by a moderately aggressive financial profile; operating and capital expenditure
challenges in its service territories; and investments in, and exposure to, higher risk commercial and hospitality real
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Summary: Newfoundland Power Inc.

estate, merchant and contracted generation, and investments in the country of Belize {foreign currency
CCC-/Negative/C). Fortis' interest and debt coverage ratios are weak for the ratings. Consolidated FFO interest and
debt coverages are not expected to be materially different in future from their 2005 levels of 3.2x and 15%,
respectively. Leverage as measured by total debt to total capital was 59% in 2005 and is expected to remain at, or
marginally below, 60% as additions to the regulated assets of network businesses are partially funded with debt.
Fortis' major financial and operational challenge in the period 2006-2009 will be the completion of a large capital
expenditure program of almost C$1.5 billion, close to 75% of which is to be undertaken by its western Canada
operations, FortisAlberta and FortisBC. Also weakening Fortis' business risk profile are its exposure to unregulated
property investments and generation operations, which do not benefit from price and regulatory support, and its
regulated Belize Electricity investment, which is negatively affected by the low sovereign rating on Belize. Together
the unregulated activities and the Belize investment represent between 20%-25% of consolidated assets and a
slightly higher percentage in terms of consolidated cash flows.

- Newfoundland Power's liquidity is viewed as adequate given its regulated cash flow, minimal amortizing debt
repayments, available bank facilities, and access to capital markets, Annual net cash flow, as represented by FFO
less dividends, is typically between C$40 million-C$435 million, and will be insufficient to meet approximately C$50
million-C$55 million in annual capital expenditures in the near term. Nevertheless, with C$120 million in available
bank credit facilities, C$108 million of which remained available as of Dec. 31, 2005, together with access to capital
markets, the company has adequate funds available for operating purposes, upcoming debt maturities, and capital
expenditure commitments. Annual debt repayment in 2006 will be C$4.25 million. The company's bank facilities
consist of 2 C$100 million committed credit facility, maturing January 2009, and 2 C$20 million uncommitted
demand facility.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in 2006-2009, and will require the company to take on modest levels of
additional debt and equity. With about C$540 million in unused consolidated operating lines of credit {the bulk of
which are committed) and cash on hand of C$33.4 million as of Dec. 31, 2005, annual cash flow of more than
C$300 million, as represented by FFQ, and access to debt and equity capital markets, the company and its
subsidiaries will have adequate resources available to fund an estimated C$500 million-C$52.5 million in total
capital expenditure, dividend payments, and debt maturities in 2006.

Recovery analysis

The rating on Newfoundland Power's first mortgage bonds is 'A-', with a recovery rating of '1' indicating a high
expectation of full recovery of principal (100%) in the event of a payment default. The secured debt at
Newfoundland Power is rated one notch above the corporate credit rating due to the amount of collateral securing
the debt. Newfoundland Power's first mortgage bonds are secured by a first fixed and specific charge on the utility's
capital assets owned, or to be acquired, and by a floating charge over all other properties and assets of
Newfoundland Power. The first mortgage bonds comprise nine individual debt issues with maturities ranging from
2007 to 2035.

Standard & Poor's believes that if Newfoundland Power were to default, it would continue to operate as part of a
reorganized entity because of the essential service nature of its business. The single most important factor in
+ determining a utility's asset value upon emergence from bankruptey is the revenue stream that regulators allow it to
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Summary: Newfoundland Power Inc.

collect. As a result, there is a high correlation between the value of the regulated rate base and the asset's book

- value. Therefore, absent extenuating circumstances, Standard & Poor's will assume that the asset's book value
represents a fair value for the assets. The recovery estimate compares the level of collateral to the potential amount
of secured debt. The utility's asset value to secured debt is greater than 1.5x, which points to a high expectation of
full recovery of principal that supports the assignment of a '1' recovery rating.

QOutlook

The stable outlook on Newfoundland Power reflects the rating outlook on Fortis. The stable outlook on Fortis
reflects greater stability in its business and financial risk profiles following the integration of two large business
acquisitions in 2004, and reduced concern surrounding the level of operational and funding risk invelved with its
major capital expenditure program. Any material setback in executing the capital expenditure program would lead
to a negative outlook or downgrade, as would any move by the company to materially alter its current split between

~regulated and-unregulated-operations in favor of an-increased-proportion of higher risk-unregulated businesses -~ -~ - -

without a corresponding strengthening of its financial profile. Furthermore, the ontlook reflects an expectation of no
material debt-funded acquisitions, as there is little or no cushion at the current ratings level for deterioration in
Fortis' financial profile, and if the unregulated operations are expanded, they will be funded more conservatively
than the repulated operations. A positive outlook or ratings uplift is unlikely given the company's weak credit
metrics and little expectation of reduced business risk.
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Summary: Newfoundland Power Inc.

‘Rationale

The ratings on Newfoundland Power Inc. reflect the consolidated business and financial risk profile of its parent,
Fortis Inc. (BBB+/Stable/--), based on Standard & Poor's Ratings Services' consolidated rating methodology. The
consolidated rating approach captures the relative contribution to business risk and cash flow of Fortis' various
operating subsidiaries, including its regulated utilities, Newfoundland Power, FortisAlberta, FortisBC, Maritime
Electric Co. Ltd., and FortisOntario; regulated investments, Caribbean Utilities Co. Ltd. and Belize Electricity Ltd.;
and higher risk generation and real estate businesses, Fortis Generation, and Fortis Properties Corp. The long-term

corporate credit rating on Wholly owned subsidiary Newfoundland Power is equal:zed with the rating on its parent,

‘Fortis, with any change to the rating on Fortis leading to a change in the rating on Newfoundland Power.

Newfoundland Power, based in St John's, Nfld., is the principal provider of electricity transmission and distribution
services to more than 227,000 customers in parts of the island portion of the Province of Newfoundland and
Labrador. The utility had C$384 million in first mortgage bonds outstanding as of March 31, 2006, which are rated
one notch higher than the corporate credit rating on the company.

Credit strengths specific to Newfoundland Power include its predominantly low-risk electricity distribution assets,
monopoly franchise area with a large residential and commercial customer base, and supportive cost-of-service
regulation. These strengths are offset by the company's relatively low-growth service territory, with expected annual
sales growth in the 0.5%-1.5% range, relatively high operating costs, and modest credit metrics. Funds from
operations {FFO) interest and debt coverages in 2005 were 2.7x and 15%, respectively, which are relatively
consistent with the coverages realized in 2004 and 2003, Leverage as measured by total debt to total capital was
also stable in 2005, at 54%, close to the company's target leverage of 55%. In the next few years Newfoundland
Power's leverage is expected to vary little from its 2005 level, although cash flow credit metrics are expected to show
some modest improvement as marginally higher growth in annual cash flows outstrips growth in total debt levels
and interest commitments. The company's financial results for first-quarter 2006 were in line with Standard &
Poor's expectations.

The ratings on St. John's, Nfld.-based Fortis reflect its diversified portfolio of utility operations, monopoly electricity
distribution businesses, regulated cash flows, and growing residential and commercial customer base. Fortis is a
utility holding company with regulated and unregulated operations located principally in five Canadian provinces,
the northeastern U.S., and the Caribbean. The company's Canada-based regulated monopoly networl businesses
account for 70%-75% of consolidated EBITDA and consolidated assets. The regulatory regimes governing the
company's electricity network operations are generally supportive of credit quality, with the bulk of cash flows
determined on a traditional cost-of-service and rate-of-return methodology. Underpinning the quality and stability
of the cash flows from the company's regulated operations are diversity of markets, regulatory regimes, climates,
and customer segments. Furthermore, Fortis' portfolio of network businesses enhances its organic growth potential
and reduces customer concentration risk.

- Fortis' business strengths are offset by a moderately aggressive financial profile; operating and capital expenditure
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Summary: Newfoundland Power Inc.

~ challenges in its service territories; and investments in, and exposure to, higher risk commercial and hospitality real
estate, merchant and contracted generation, and investments in the country of Belize (foreign currency
CCC-/Negative/C). Fortis' interest and debt coverage ratios are wealk for the ratings. Consolidated FFO interest and
debt coverages are not expected to be materially different in future from their 2005 levels of 3.2x and 15%,
respectively. Leverage as measured by total debt to total capital was 59% in 2005 and is expected to remain at, or
marginally below, 60% as additions to the regulated assets of network businesses are partially funded with debt.
Fortis' major financial and operational challenge in the period 2006-2002 will be the completion of a large capital
expenditure program of almost C$1.5 billion, close to 75% of which is to be undertaken by its western Canada
operations, FortisAlberta and FortisBC. Also weakening Fortis' business risk profile are its exposure to unregulated
property investments and generation operations, which do not benefit from price and regulatory support, and its
regulated Belize Electricity investment, which is negatively affected by the low sovereign rating on Belize. Together
the unregulated activities and the Belize investment represent between 20%-25% of consolidated assets and a
slightly higher percentage in terms of consolidated cash flows.

Newfoundland Power's liquidity is viewed as adequate given its regulated cash flow, manageable amortizing debt
repayments, available bank facilities, and access to capital markets. Annual net cash flow, as represented by FFO
less dividends, is typically between C$40 million-C$45 million, and will be insufficient to meet approximately C$50
million-C$55 million in annual capital expenditures in the near term. Nevertheless, with C$120 million in available
bank credit facilities, C$102 million of which remained available as of March 31, 2006, together with access to
capital markets, the company has adequate funds available for operating purposes, upcoming debt repayments, and
capital expenditure commitments. Annual debt repayment in 2006 will be C$4.25 million. The company's bank
facilities consist of a C$100 million committed revolving term credit facility, maturing January 2009, and a C$20
million uncommitted demand facility.

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, access to capital
markets, and available bank facilities. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in 2006-2009, and will require the company to take on modest levels of
additional debt-and equity.

Fortis' liquidity is supported by annual cash flow as represented by FFO of more than C$300 million, and
demonstrated access to debt and equity capital markets. Furthermore, as of March 31, 2006, the company had
C$543 million in unused consolidated operating lines of credit (the bulk of which are committed) and cash on hand
of C$21.5 million. Subsequent to the end of first-quarter 2006, Fortis' consolidated liquidity position was enhanced
by the refinancing of drawings under FortisAlberta's syndicated credit facility following that subsidiary's successful
C$100 million unsecured debenture offering on April 21, 2006. The financial resources available to Fortis and its
subsidiaries are sufficient to fund an estimated C$550 million-C$575 million in total capital expenditure, dividend
payments, and debt maturities in 2006.

Recovery analysis

The rating on Newfoundland Power's first mortgage bonds is 'A-', with a recovery rating of *1' indicating a high
expectation of full recovery of principal (100%) in the event of a payment default. The secured debt at
Newfoundland Power is rated one notch above the corporate credit rating due to the amount of collateral securing
the debt. Newfoundland Power's first mortgage bonds are secured by a first fixed and specific charge on the utility's

"' capital assets owned, or to be acquired, and by a floating charge over all other properties and assets of
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Swmmary: Newfoundland Power Inc.

Newfoundland Power. The first mortgage bonds comprise nine individual debt issues with maturities ranging from
2007 to 2035.

Standard & Poor's believes that if Newfoundland Power were to default, it would continue ta operate as part of a
reorganized entity because of the essential service nature of its business. The single most important factor in
determining a utility's asset value upon emergence from bankruptey is the revenue stream that regulators allow it to
collect. As a result, there is a high correlation between the value of the regulated rate base and the asset's book
value. Therefore, absent extenuating circumstances, Standard & Poor's will assume that the asset's book value
represents a fair value for the assets, The recovery estimate compares the level of collateral to the potential amount
of secured debt. The utility's asset value to secured debt is greater than 1.5x, which points to a high expectation of
full recovery of principal that supports the assignment of a '1' recovery rating.

Outlook

The stable outlook on Newfoundland Poiwer reflects the rating outlook on Fortis. The stable outlook on Fortis
reflects an expectation of no material change to the current mix of regulated and unregulated operations, and the

company successfully undertaking its major capital expenditure program. Any move by the company to materially
alter its current split between regulated and unregulated operations in favor of an increased proportion of higher
risk unregulated businesses without a corresponding strengthening of its financial profile, or material operational or
financial setback in executing the capital expenditure program could lead to a negative outlook or downgrade.
Furthermore, the outlook reflects an expectation of no material debt-funded acquisitions resulting in a weakening of
its credit metrics because there is limited cushion at the current ratings level for deterioration in Fortis' financial

E profile; and if the unregulated operations are expanded, that they will be funded more conservatively than the
regulated operations. A positive outlook or ratings uplift is unlikely given the company's weak credit metrics and
little expectation of reduced business risk.
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Research Update:

‘Ratings Withdrawn On Newfoundland Power
Inc.

Rationale

On QOct. 18, 2006, Standard & Poor's Ratings Services withdrew its ratings,
including its 'BBB+' long-term corporate credit rating, on Newfoundland Power
Inc. The ratings were withdrawn at the reguest of Newfoundland Power.

- Ratings List |

Ratings Withdrawn
Newfoundland Power Inc.

" Ta From
Corporate credit rating NR EBB+/8table/--
Senior secured debt NR A-
Preferred stock
Global scale NR BEB-
Canadian scale NR P-2 {Low}

Complete ratings information is available to subscribers of RatingsDirect, the
real ~-time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Weh site at

www . standardandpoors.com; under Credit Ratings in the left mnavigation bar,
select Find a Rating, then Credit Ratings Search.
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APOOR’S

Fortis Inc. Ratings Still on CreditWatch
Negative After Aquila Acquisitions

Credit Analyst:
Damian DiPerna, Toronto {1} 416-507-2561; Nicole Martin, Toronto (1) 416-507-2560

TORONTO (Standard & Poor's) Sept. 16, 2003--Standard & Poor's Ratings
Services today sald the ratings on Fortis Inc. and its subsidiaries,
Newfoundland Power Inc. and Maritime Electriec Co. Ltd. remain on
CreditWatch with negative implications, following the company's
announcement to acquire all of the shares of Aquila Networks Canada
{Alberta) Ltd. and Aquila Networks Canada (British Columbia) Ltd. from two
indirect subsidiaries of Aquila Inc. for an aggregate consideration of
C51.36 billion subject to certain adjustments. The ratings were originally
placed on CreditWatch March 6, 2003.

Fortis' current financial profile inadegquately supports its business risk
profile and the current ratings. This transaction should prove moderately
beneficial to Fortis' overall business score and partially offset the
trend im the past few vears, in which Fortis' investment in higher risk
businesses (real estate and international power and utility investments)
has increased steadily without a commensurate improvement in its finaneial
position. "Fortis' plans to replace the debt acquisition financing with a
combination of common equity, preferred ecquity, and long-term debt;
however, the company's financial profile is expected to remain weak for
the ratings category," said Standard & Poor's credit analyst Damian Di
Perna.

The ratings on Fortis are constrained by the company's relatively weak
financial profile, which reflects the regulatory contrels imposed on the
capital structure of its regulated subsidiaries. Fortis' active growth
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Fortis Inc. Ratings Still on CreditWaich Negative After Aquila Acguisitions

strategy of pursuing acquisition opportunities in both Canadian and
international markets, as well as in regulated and nonrequlated sectors,
adds an additional element of risk to the company's credit profile, As a
result, without a material improvement in the company's financial profile,
a negative rating action will likely occcur.

Fortis, a utility holding company based in Newfoundland, expects the
transaction to close in the first half of 2004, subject to regulatory
approval, The transaction will more than double Fortis' customer base to
approximately 900,000 and will expand its service territories across
Canada to five provinces. Fortis also has utility investments in the
Cayman Iglands and Belize. Its regulated asset base will increase to
approximately C$2.8 billion (or 78% of total assets), of which about 85%
will be located in Canada. '

Standard & Poor's plans to meet with management and expects to resolve
the CreditWatch placement within the next month.

Complete ratings information is available to subscribers of RatingsDirect,
Standard & Poor's Web-based credit analysis system, at
www.ratingsdirect.com. All ratings affected by this rating action can be
found on Standard & Poor's public Web site at www.standardandpoors.com;
under Credit Ratings in the left navigation bar, select Credit Ratings
Lists. Standard & Poor's ratings appear alphabetically.

Standard & Poor’s RatingsDirect | September 16, 2003 2
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Fortis Inc. and Subsidiaries Ratings Lowered to

'BBB+'; Off Watch

Credit Analyst:
Damian DiPema, Toronts {1} 416-507-2561; Mark Metirick, CFA, Toronto {1} 416-507-2584

TORONTO (Standard & Poor's) Jan. 7, 2004--Standard & Poor's Ratings
Services today said it lowered its long-term corporate credit ratings on
Fortis Inc. and its subsidiaries Newfoundland Power Inc. and Maritime
Electric Co. Ltd. to 'BEB+' from 'A-'. At the same time, the ratings were
removed from CreditWatch, where they were placed March 5, 2003. The
outlook is negative.

"The ratings downgrade largely reflects Fortis' relatively weak
consolidated financial profile offset by an above-average business profile
modestly aided by the propesed acquisition of the Acgquila BC and Aquila
Alberta assets, " said Standard & Poor's credit analyst Damian Di Perma.
Standard & Poor's has also factored into its analvsis the credit reliance
placed on the regulatery framework associated with the regulated utilities
owned by Fortis. The credit emphasis placed on the supportive regulatory
framework in the markets it operates in has been slightly reduced, while
continuing to view the regulatory framework as a major mitigant to the
company's higher financial leverage, as compared with similar rated global
peers.

Fortis' fipancial profile has historically been weak for its business
risk profile; however, further pressure was placed on the ratings in the
past few years with several acquisitions in the nonregulated sector and
international markets, which increased Fortis' business risk profile
without a commensurate improvement in its financial profile. The proposed
acquisition of Aguila BC and Aguila Alberta should prove beneficial to

__www.standardandpoors.com/ratingsdirect R L

© Standard & Poar's. All rights reserved, No reprint or dissemination without Standard & Paor's permission. See Terms of Use/Discfalmar an the last page. 953447 003657



Fortis Inc. and Subsidiaries Ratings Lowered to 'BBB+'; Off Watch

Fortis' overall business profile as funds from operations (FF0O) and assets
from the company's regulated operations are projected to improve to
approximately 90% and 78%, respectively, by 2005 from 75% and 62%,
respectively, in 2003.

Fortis, a utility holding company based in the Province of Newfoundland
and Labrador, expects the Aguila BC and Aquila Alberta transaction to
close in the first half of 2004, subject to regulatory approval. The
transaction will more than double Fortis' customer base to approximately
900,000 and will expand its service territories across Canada to five
provinces. Fortis also has utility investments in the U.S., Cayman
Islands, Belize, and a real estate portfolio primarily in Atlantic Canada
and Ontario.

The negative outlock reflects the risks surrounding several cperating and
financial challenges faced by the company in the next few years as it
integrates the relatively large Aquila acquisition, deals with regulatory

--boards-din-new -markets--(in-the-provineces-of-British- Columbia-and—-Alberta)s —— — - — -

participates in a generic cost-of-capital hearing in Alberta, manages a
heavy capital expenditure program, and accesses the capital markets to
help finance its recent acquisition and fund capital expenditures.
Accordingly, the company's relatively weak financial profile for its
business risk profile and current ratings category, allows little cushion
for poasible deterioration in its financial profile.

Complete ratings information is available to subscribers of RatingsDirect,
Standard & Poor's Web-based credit analysis system, at
www.ratingsdirect.com. All ratings affected by this rating action can be
found on Standard & Poor's public Web site at www.standardandpoors.com;
under Credit Ratings in the left navigation bar, select Credit Ratings
Actions.
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Research Update: Fortis Inc.

Rattonale

On Jan. 7, 2004, Standard & Poor's Ratings Services lowered its long-term
corporate credit ratings on Fortis Inc. and its subsidiaries Newfoundland
Power Inc. and Maritime Electric Co. Ltd., to 'BBB+' from 'A-!'. At the same
time, the ratings were removed from CreditWatch, where they were placed
March 5, 2003. The outlock is negative.
The ratings downgrade largely reflects Fortis' relatively weak

consclidated financial profile offset by an above-average business profile
modestly aided by the proposed acquisition of the Aguila BC and Aquila

“Alberta assets. Standard & POGY'§ Has algo factored imito its anhdlvsis the—

credit reliance placed on the regulatory framework associated with the
regulated utilities owned by Fortis. The credit emphasis placed on the
supportive regulatory framework in the markets it operates in has been
slightly reduced, while continuing to view the requlatory framework as a
major mitigant to the company's higher financial leverage, as compared
with similar rated global peers.

Fortis' financial profile has historically been weak for its business
risk profile; however, Further pressure was placed on the ratings in the
past few years with several acquisitions in the nonrequlated sector and
international markets, which increased Fortis' business risk profile
without a commensurate improvement in its financial profile. The proposed
acquisition of Aquila BC and Aquila Alberta should prove beneficial to
Fortis' overall business profile as funds from operations (FFO) and assets
from the company's regulated operations are projected to improve to
approximately 20% and 78%, respectively, by 2005 from 75% and 62%,
regpectively, in 2003. Furthermore, approximately 75% of regulated assets
will be Canada-based and supported by favorable traditional
- cost-of-service and rate-of-return regulation. The acquisition will be
financed primarily with a combination of common equity, preferred eguity,
and long-term debt, which will be in line with regulatory controls imposed
on the capital structure of Aguila BC and Aquila Alberta (60%: 40%,
respectively). Standard & Poor's, therefore, does not expect any material
improvement in the consolidated financial profile of Fortis in the near to
medium term. The debt-to-capitalization ratio is projected to measure
approximately 60%, the FFO interest coverage ratio approximately 2.6x, and
the FFO to total debt approximately 13%-14%.

Despite the weak financial profile, the ratings on Fortis are
primarily supported by its diverse portfolio of utility operating
companies, relatively low risglk distribution operations, and supportive
regulatory environment, which provides relatively stable cash flow
generation. Partially offsetting these positive attributes are investments
in higher risk nonregulated operations and international businesses and
Fortis' active growth strateqgy of pursuing acguisition opportunities in

Standard 8 Poor's RatingsDirect | January 7, 2004
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Research Update: Fortis Inc.

both Canadian and international markets, which adds an additional element
of risk to the company's credit profile.

Fortis, a utility holding company based in the Province Newfoundland
and Labrador, expects the Aquila BC and Aquila Alberta transaction to
close in the first half of 2004, subject to regulatory approval. The
transaction will more than double Fortis' customer base to approximately
900,000 and will expand its service territories acrossg Canada to five
provinces. Fortis alsc has utility investments in the U.S8., Cayman
Islands, and Belize, and a real estate portfolio primarily in Atlantic
Canada and Ontario.

Liquidity.

Standard & Poor's assesses Fortis' liguidity to be sufficient to
support day-to-day operating needs given its relatively stable cash
flow generation, modestly low debt maturities, ability to access
capiital markets, and its available bank facilities. Consclidated cash
flows will generally be insufficient to meet all capital expenditures
and dividend payments in the near to medium term, however. With about
05317 million in consolidated operating lines of credit, most of
which is presently unused, and access to capital markets, the company
and its subsidiaries have adequate funds avallable for operating
purposes. The company also has an acquisition facility of C%860
million at Fortis Inc. and C$393 million faecility at Aguila Alberta.
The acquisition facility will largely be paid down with proceeds from
the successful €$350 million common share installment receipts issue,
future preferred share offering planned by the company and the
balance will be likely be termed cut in the long term debt market.

Outlook

The negative outlock reflects the risks surrounding several operating and
financial challenges faced by the company in the next few years as it
integrates the relatively large Aquila acquisition, deals with regulatory
boards in new markets (in the provinces of British Columbia and Alberta),
participates in a generic cost-of-capital hearing in Alberta, manages a
heavy capital expenditure program, and accesses the capital markets to
help finance its recent acqguisition and fund capital expenditures.
Accordingly, the company's relatively weak financial profile for its
business risk profile and current ratings category, allows little cushion
for poseible detericration in its finmancial profile.

Ratings List

Fortis Inc. To From
Corporate credit rating  B3B+/Negative/--  A-/Watch Neg/—-
Senior unsecured BBB BBB+/Watch Neg

Preferred stock
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Glocbal scale BBB-
Canadian scale P-2 {Low) /Negative

Newfoundland Power Inc.
Corporate credit rating BBB+/Negative/--

Senior secured debt A-

Preferred stock

Globzal scale BBB-

Canadian scale P-2 (Low} /Negative

Maritime Electric Co. Ltd.
Corporate credit rating BBE+/Negative/—-
‘Senior Secured BBB+

Research Update: Fortis Inc.

BBB/Watch Neg
P-2/Watch Neg

A-/Watch Neg/--
A/Watch Neg
BBE/Watch Neg

B-2/Watch Neg

A~/Watch Neg/--
A-Watch Neg
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N Fortis Inc.

BBB+/Negative/—

2005 CH39 mil.
2006 £$39 mil,
2007 C$70 mil.
2008 C$31 mil.

As of Dec. 31, 2003, Fortis Inc. had C$480 million in credit facilities to address liquidity needs, most of which is presently unused. The
company also has an acquisition facility of CSBE0 million, which is fully used and will largely be paid down with proceeds from the
issuance of installment receipts in October 2003 {C$350 million), preferred share offering {C350 million), and long-term debt.

VFnrtis Inc.

Srunsecd debt
Local currency BBB
Pfd stk
Local currency BBB-
Caribbean Utilities Co. Ltd.
Corporate Credit Rating A/Stable/—
Srunsecd debt
Foreign currency A
Pfd stk
Foreign currency BBB+
Maritime Electric Co. Ltd,
Corporate Credit Rating BBB+/Neqgative/--
Srsecd debt
Local currency BBB+
Newfoundland Power Inc,
Corparate Credit Rating BBB+/Negative/-
Sr secd debt
Local currency A-
Standard & Poor’s RatingsDirect | April 1,2004 2
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Fortis Inc.

Pid stk
Local currency BBB-

Major Rating Factors

Strengths:
* Geographically diverse portfolio of utility operations
» Core earnings base consisting of regulated monopoly utilities

e Largely supportive Canadian regulation
* Strong growth in international markets

Weaknesses:

o Mature, but relatively weak, service area in Atlantic Canada markets

o Inherently riskier nature of real estate and international investments than core utility operations

o Relatively aggressive acquisition strategy

e Constrained financial profile due to relatively low equity cushion and weak allowed returns imputed by

regulators

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
activities, largely residential and commercial customer base, and favorable Canadian regulation based on cost of
service and rate of return methodology, which provides relatively stable cash flow generation. Offsetting these
strengths are somewhat modest growth in sales, operating challenges in its service territories, and investments in
higher risk commercial and hospitality real estate, Independent power generation and investments in Belize are
higher risk.) Fortis' active strategy of pursuing acquisition opportunities in both Canadian and international markets

also adds an element of risk.

Fortis is a utility holding company based in 5t, John's, Nffd., with operations principally located in three Canadian
provinces, northeast U.S., Cayman Islands, and Belize, The company is in the process of acquiring transmission,
distribution, and generation assets in British Columbia and Alberta from Aquila Networks Canada, Once the
transaction closes in mid-2004, subject to regulatory approvals, Fortis will more than double its customer base to
approximately 900,000 customers and will expand its service territories across Canada to five provinces. This will
refocus Fortis' business strategy more toward low-risk, regulated electric distribution services.

Canadian utility regulation provides revenue stability, as distribution operations have no exposure to market risk.
Utilities are permitted to flow through into customer rates all prudently purchased electricity costs approved by the
regulators. Regulators provide thin financial margins, however, by limiting common equity in the capital structure

www.standardandpoors.com/ratingsdirect 3
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bortis Inc.

and authorizing relatively low returns compared with global peers.

Although organic growth opportunities are limited in Fortis' mature service areas of Newfoundland and Labrador
and Prince Edward Island, growth prospects will likely be enhanced by its investments in international markets and
its pending acquisition of the western Canadian assets. Following the acquisition of the western Canadian assets,
Fortis' Canadian-based utility operations will account for about 70% of consolidated assets.

Fortis' financial profile has historically been moderately agpressive. Pressure has been placed on the ratings in the
past few years with several acquisitions in the nonregulated sector and international markets, which increased Fortis'
business risk profile without a2 commensurate improvement in its financial profile. The pending acquisition of Aquila
Networks Canada should prove moderately beneficial to Fortis' overall business profile as funds from operations
(FFQO) and assets from the company's regulated operations are projected to improve to approximately 50% and

77 %, respectively by 2005 (first full-year results on Aquila Networks Canada) from 75% and 62%, respectively in
2003. The C$1.3 billion acquisition will be financed primarily with a combination of common equity, preferred

Alberta and B.C. utility operations {40% equity component). Fortis' consolidated debt to capitalization ratio is
prajected to measure approximately 60%, the FFO interest coverage ratio approximately 2.6x, and the FFQ to total
debt approximately 13%-14%. The company's relatively weak financial profile for its business risk and current
ratings allows little cushion for possible deterioration in its financial profile.

Liquidity,

Standard & Poor's Ratings Services assesses Fortis' liquidity to be adequate given its relatively stable cash flow
generation, modestly low debt maturities, available bank facilities, and access to capital markets. Consolidated cash
flows, however, will generally be insufficient to meet all capital expenditures and dividend payments in 2004-2005.
With about C$314 million in consolidated operating lines of credit, most of which is presently unused, and access to
capital markets, the company and its subsidiaries have adequate funds available for operating purposes.

Outlook

The negative outlook reflects the risks surrounding several operating and financial challenges faced by the company
in the next few years as it integrates the relatively large Aquila acquisition. These challenges include dealing with
regulatory boards in new markets (B.C. and Alberta), participating in a generic cost-of-capital hearing in Alberta,
managing a heavy capital expenditure program, and accessing the capital markets to help finance its recent
acquisition and fund capital expenditures. Any material acquisitions beyond the acquisition of Aquila Networks
Canada have not been factored into the ratings.

Business Description

Fortis Inc. is a diversified electric ntility holding company, based in St. John's with holdings primarily in electric
distribution companies, hydroelectric generation, and real estate (see Table 1). Wholly owned distribution
companies include Newfoundland Power, FortisOntario (which serves the towns of Fort Erie, Port Colborne,
Gananoque, and the City of Cornwall) and Maritime Electric Co. Ltd. (which serves PEI). FortisUS Energy, a wholly
owned subsidiary of Maritime Electric, operates four hydroelectric generation stations with a combined capacity of
23 MW in upper New York State, Fortis has a 95% interest in Belize Electricity Ltd. (BEL) and a 38.5% interest in
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Caribbean Utilities Co. Ltd. {Grand Cayman, Cayman Islands). Fortis has a 67% interest in Belize Electric Ltd.
(BECOL), which owns and operates the 25 MW Mollejon hydroelectric facility in Belize. Fortis wholly owns a
nonutility company, Fortis Properties Corp., which is the largest owner/operator of commercial real estate and
hotels in Atlantic Canada.

2003 2003 2802 2002

{CS000} (%} (CHOOD} (%)
Newfoundland Power 795 400 288 450

Fortis Ontario 168 230 92 150
Maritime Electric B2 11D 65 100
Belize Electricity 6.7 8.0 B9 1.0
Belize Electric {05 (1.0 46 7.0
"“Caribbean Utilities 105 140 49 80 -
Fortis Froperties 1.0 150 93 150
Corporate {8.6) {11.0) 7.0 {10
Consolidated 736 1000 633 100.0

* Acgulsition to close in mid-2004

Rating Methodology

The ratings on Fortis and its subsidiaries are based on Standard & Poor's consolidated rating methodology. The
ratings reflect a business profile that captures the relative contribution to business risk and cash flow of the various
business segments. As a result, the corporate credit ratings on wholly owned subsidiaries Newfoundland Power Inc.
and Maritime Electric are equalized with those on parent Fortis Caribbean Utilities (38.2% owned) is rated on a
stand-alonie basis.

Business Profile

Canadian franchised electric distribution operations.

Regulation.

The key component underpinning Fortis' sound investment grade-rating is the largely supportive regulatory
environments in which its regulated utilities operate. Newfoundland Power, FortisOntario, and Maritime Electric
are regulated by the Public Utilities Board of Newfoundland, the Ontario Energy Board, and the Island Regulatory
and Appeals Commission (IRAC) in PEI, respectively {see Table 2). These utilities are regulated on a cost of service
and rate of return methodology. Standard & Poor's views the principal components of its regulation, specifically
provisions for full recovery of prudently incurred costs including operating and financing cost and the absence of
commodity and volume risk, as generally supportive. Although the regulatory framework supports the electric
utilities' low business risk profile, the financial profile associated with the regulated capital structure and allowed
return on equity (ROE) is weaker than those of similarly rated utilities outside Canada.

Recent changes related to Maritime Electric's rate-setting mechanism are viewed as positive. The Legislative
Assembly in PEI passed legislation in December 2003 to return Maritime Electric to traditional cost of service
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regulation effective Jan. 1, 2004. Previously, Maritime Electric operated under price cap regulation. The company's
 rates are currently frozen at Dec. 31, 2003, levels pending approval of new rates by IRAC, Maritime Electric is in
 the process of preparing a submission to IRAC pursuant to which it will request a just and reasonable ROE and
revenue requirements for 2004. The submission must be filed by May 1, 2004,

Allowed Common  Return on Common

Commission Equity Equity Supportive Features
Newdfoundland Newioundiand Public Utilities 45% 8.75% /- 37.5bp Cost of service [COSY/rate of return; commodity
Power Board pass through
Maritime Electric Istand Regulatory & Appeals TBD TBO COS/rate of returm; TBD during May 2004 rate
Commission application
FortisOntario* Ontario Energy Board 50% 9.88% COS/AOE. Frice cap with commodity cost flow

through {Comwall Elactric)

... Fortis Alberta¥ ______Alberta Utilities & Energy A% 950% CODS/ROE
Board
Fortis BCY British Columbia Utilities Board 40% 9.82% COS/ROE
*|ncludes franchises in Fort Erie, Port Colbeene, Gananoque, and Cornwall Ontario, Y Acquisition is expected to close by mid-2004, TBD--To be determinad.
Markets.

Canadian utility franchise areas serviced by Fortis' subsidiaries in Atlantic Canada and to a lesser extent, small
towns in Ontario, are generally considered weak due to below-average economic metrics, regional concentration,
and modest growth prospects. The company's pending acquisition-of Aquila Networks Canada, however, will
improve its regional and regulatory diversification while enhancing growth prospects. The electric distribution
subsidiaries currently operate in three Canadian provinces: Newfoundland & Labrador, PEl, and Ontario. The
franchise in Newfoundland and PEI is considered mature with modest economic growth forecasted in the near to
medium term. Meanwhile, the Ontario market is much more robust and considered the economic engine of Canada;
however, political interference and failed deregulation has created a high degree of uncertainty.

Sales growth in Fortis' franchise area is expected to be relatively modest ranging between 2%-3% per year.
Newfoundland Power serves about 220,000 small commercial and residential customers constituting 85% of all
electricity customers on the Island portion of Newfoundland & Labrador. Newfoundland Power has little exposure
to industrial load, which is serviced directly by provincially owned Newfoundland & Labrador Hydro. Maritime
Electric serves about 68,000 customers or 0% of customers in PEL. Maritime Electric customers are primarily
commercial and small industrials and account for more than 50% of gross revenues and 60% of throughputs.
FortisOntario serves about 52,000 customers in the communities of Fort Erie, Port Colborne, Gananoque,
Cornwall, South Glengarry, and South Stormont constituting about 1% of Ontario's electricity demand. Near-term
sales growth is expected to range between 2%-3%.

Operations.

Operating measures for Fortis' Canadian utility operations generally compare unfavorably with standard operating
measures in Canada, due largely to the market characteristics {low population density) of its service area. These
factors and other operation risks are mitigated by cost of service regulation. Operating costs are pre-approved by the
regulator and fully recovered through customer rates. In the past three years, Fortis has invested in excess of C§300
million, including C$110 million in 2003 to further improve customer service and reliability while minimizing

operating costs.
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The Fortis group of companies primarily operates distribution assets with nominal investment in transmission and
. Eeneration assets. Newfoundland Power operates an integrated generation, transmission, and distribution system

throughout the island portion of Newfoundland and Labrador. The company's generation assets include 95 MW of
hydro, a 44 MW gas turbine, and 6 MW diesel-fired plants, which are primarily used to address peak needs. The
company acquires approximately 90% of its energy requirements from Newfoundland and Labrador Hydro Corp.
Newfoundland Power's segmented assets include distribution {57%), transmission (18%), generation (13%), and
other (12%).

Maritime Electric primarily operates electric distribution and transmission assets. Maritime Electric purchases about
90% of its power needs from povernment-owned New Brunswick Power Corp. and private sector utility Emera Inc.,
and generates the balance from its own 60 MW oil-fired and 40 MW gas-turbine plants A new turbine is planned
for 2005. Maritime Electric segmented assets include distribution {(57%), transmission (13%), generation (19%},
and other (11%). '

. _FortisOntario primarily operates regulated distribution_and transmission franchises in Fort Erie, Port.Colborne,. ..
Gananogque, and Cornwall, Ont. Ontario electricity restructuring and uncertainty has had a marginal affect on these
operations as most of the distribution rates are already at 100% of costs.

Competitiveness.

Fortis' Canadian distribution operations face very little competition except from alternative fuels, The company's
operations function as a virtnal monopaoly because alternative electric distribution operations have to be
pre-approved by the local regulators, which is unlikely. As well, given the geographic remoteness of Atlantic Canada
and its low population density, industry restructuring or deregulation is very unlikely in the region. Tariffs in
Newfoundland are competitive versus oil, which it competes against in the home heating market, while natural gas
is not expected to become available in either province for the foreseeable future. In Ontario and PEI, electricity is
primarily used for lighting and cooling load; as a result, demand load is relatively inelastic. Home heating in PEI is
dominated by oil; therefore, the long-term threat of natural gas in PEI would not have a material impact on
residential energy sales for Maritime Electric,

Aquila Networks Canada.
In September 2003, Fortis entered into agreements to acquire all of the shares of Aquila Networks Canada (Alta.)
Ltd. (ANCA) and Aquila Networks Canada {B.C.) Ltd. (ANCBC) for aggregate consideration of C$1.36 biliion.

ANCA operates a regulated rural distribution utility operating more than 100,000 kilometers (km) of wires serving
386,000 customers in approximately 125 communities accounting for 26 % of the Alberta market. The operations
are regulated by the Alberta Electric Utilities Board on a cost of service and rate of return methodology (9.5% ROE
on a 40% equity component). Epcor Utilities Inc. is the default supplier and collects all distribution tariffs on
ANCA's behalf. Rate base is projected to increase by 6% per year, driven by strong growth in population and
housing starts attributed in part to the strength of the province's oil and gas industry. The company's operations
continue to perform well, exceeding the Canadian Electricity Association composite urban to rural utility reliability
average for the past three years.

ANCBC, a vertically integrated utility in British Columbia, operates 205 MW of installed capacity, 10,000 km of
transmission and distribution lines, and serves 30,000 customers in the southern interior of British Columbia.
ANCBC sells electricity to an additional 40,000 customers from power generated from its own plants and acquired
~ from several power purchase agreements. British Columbia's relatively strong and diversified economy is forecasted
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to generate real GDP growth of 3.0% in 2004, The company's rate base is projected to grow by about 10% per year
in the near term due to planned capital improvements to the transmission and generation assets and projected
growth in population and housing starts. Residential customers account for 42% of revenues, commercial customers
47%, and industrial customers 11%. Fortis is regulated on the basis of a cost of service and rate of return
methodology with a sharing mechanism in place. In 2003, the company was allowed to earn a financial return of
9.82% (350 basis points premium over Canadian long-term bond yield) on a 40% equity component. All prudently
incurred commodity costs have been approved by the British Columbia Utility Commission in the past and are fully
recovered through customer rates.

International franchised electric distribution operations.

Fortis' international utility operations have grown in recent years and are inherently riskier than its core Canadian
utility operations. The company's higher risk operations in Belize reflect economic, operating, credit, and political

risk factors partially offset by relatively strong growth opportunities due to their monopoly status and government
commitment to the electrification of Belize, Moreover, post Aquila Network Canada acquisition, cash flow from

-international-investments-will-decline to-approximately 14%-from-25%-and-will-be viewed as-a-lesser concern to——- -~~~
pp y

Fortis' credit quality.

BEL is primarily involved in electricity transmission and distribution to 63,000 customers in Belize; BEL has an
exclusive 15-year franchise license to 20135, with a 10-year renewal option. BEL purchases approximately 75% of its
power needs and generates the remainder from diesel-fired power plants. Operating and credit risk are the primary
concerns due to the strong potential of hurricane damage and the weak sovereign rating on the country. Only
limited insurance is commercially available, but capital costs have to-date been recoverable through rates. Rates are -
based on a fixed component {distribution service charge) that encompasses operating costs and a 12%-15% ROE
and a variable component that reflects the cost of energy (full pass-through to customers). Productivity
improvements and strong projected growth in this period should allow the company to reduce average unit costs.
Load is projected to grow by 8%-9% as the government continues to support the electrification of the country.

Caribbean Utilities, an integrated electric utility serving more than 20,000 customers in Grand Cayman, Cayman
Islands, continues to produce strong operating and financial results, The company has the exclusive right to generate
(115 MW installed capacity), transmit, distribute, and supply electricity in Grand Cayman Islands pursuant to a
25-year license expiring 2011. Caribbean Utilities is allowed to recover all prudently incurred cost including fuel
cost, regulatory cost, and government levies and earn a rate of return on common equity of 13%. Sales growth is
projected to remain strong ranging between 5% and 10% per year.

Electric power generation operations.

The bulk of cash flows from Fortis' generation assets are regulated or under long-term contract (see Table 3). Fortis
currently owns and operates approximately 444 MW of generating capacity, of which 294 MW ({66 %) is regulated
under cost of service and ROE methodology; 39 MW (9%) is under a long-term contract (with BECOL); and 111
MW (25%) is sold in the wholesale market in the northeastern U.S. Once the acquisition of ANCBC closes in
mid-2004, Fortis' total generation portfolio will increase by 205 MW to 649 MW, of which 77% will be regulated,
6% contracted, and 17% merchant, Regulated generation projects, which are financed at the corporate level,
support the operations of Fortis vertically integrated regulated utilities. Nonregulated generation (contracted and
merchant), which accounted for approximately 15% to Fortis' consolidated cash flow in 2003 is financed at the

project level and is nonrecourse to Fortis.
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Table 3

Capacity Net Ownership
Company Plants Fuel (MW} Ownership (MW} Begulation/contracts
FortisOntario 8 Hydro, 88 100% B8 83 MW sold into Ontario market {wholesale}; 5
thermal MW ta Cornwall customers
FartisUS Energy 4 Hydro 23 100% 23 Contract with NiMo expiring 2004-2005
Baliza Elactric 1 Hydro 25 95% 238 PPA with Belize Electricity expiring 2048
cuc 18 Diesel 123 38.5% 47.4 Cost of servica (COS)/Return on equity (ROE}
Aquila Netwarks Canada 4 Hydro 205 100% 205 COS/ROE
{B.C.JLtd.®
Exploits Hiver Hydro 2 Hydro an 51% 15 Contracted with Newfoundland & Labrador
: expiring 2033
Newfoundland Powar 34 Hydro, 147 100% 147 COS/RCE
thermal
~ Maritime Electric 2 Thermal 100 100% 100 COS/ROE
Total 73 741 49,2

*Acquisition to close in mid-2004.

Real estate operations.
Fortis Properties is engaged in ownership and management of commercial, retail, and hotel properties primarily in

the Maritimes (40% of assets are located in New Brunswick, 40% in Newfoundland, and 20% in Nova Scotia). In
2003, Fortis Properties expanded into Ontario with the acquisition of four small hotels. Fortis Properties is the
largest real estate operator in Atlantic Canada, The real estate portfolio is well managed and benefits from good

- geographic and tenant diversification and sound operating and financial performance. These strengths are offset by
the portfolio's small size (total assets C$350 million; 2.7 million sq. ft.), relatively weak markets, and high leverage
(40%-50%). Fortis Properties' business and financial profile measure below average compared with those of larger
peers and would very likely be rated non-investment-grade on a stand-alone basis.

Financial Policy: Moderately aggressive

Fortis' regulated utilities primarily manage their capital structures at the levels consistent with regulatory rulings.
Standard & Poor's views Fortis' financial policy as moderately aggressive given the company's business risk profile,
relatively high leverage, and the increasing use of debt to finance capital requirements.

Financial Profile
Profitability and cash flow.

Regulated utility operations combined with a slow growing rate base provides the company with a solid operating
base and consistent earnings growth. In the past several years, Fortis has diversified its earnings with acquisitions in
the regulated and nonregulated sectors as well as in Canadian and international markets. Investment in these sectors
increased potential earnings growth while also increasing business risk and earnings volatility, Furthermore, the
ratings also reflect the steady stream of dividends received from 38.3% owned Caribbean Utilities, The acquisition
of Aquila Networks Canada therefore should improve the company's asset composition and earnings stability
assuming the Aquila Networks Canada acquisition closes as expected in mid-2004. Cash flow from regulated

~ operations will improve to approximately 90% in 2005 from 77% in 2003. Moreover, more than 70% of Fortis'
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consolidated assets will be based in Canada, diversified in five provinces and regulatory jurisdictions. The generally

. supportive features of Canadian regulation therefore should reinforce the company's future cash flow stability. In

the near term, the FFO interest coverage ratio is projected to range between 2.5x and 3.0x, FFO to total debt
between 12% and 15%, and net cash flow to capital expenditures between 65% and 95%.

In fiscal 2004, Fortis is projected to generate insufficient cash flow to finance its capital expenditures due to
significant capital requirements needed to upgrade its western Canadian operations. Funds from operations,
however is projected to gradually increase in the next few years and is expected to be sufficient to fund a more
modest capital expenditure program. Sustainable capital expenditures are projected to range between C$200
million-C$275 million per year and will be largely dedicated to support growth in the Canadian regulated

operations.

Capital structure and financial flexibility.
As of Dec. 31, 2003, Fortis had approximately C$1.2 billion in consolidated debt outstanding; C$684 million
resided at the regulated utilities; C$344 was nonrecourse to the company; and the balance resided at Fortis.

Fortis' consalidated capital structure remains largely constrained by the regulatory directives of the regional
regulatory boards and is considered moderately apgressive compared with global peers. The company's regulated
operations are financed with common equity layers ranging between 40% and 50%. The majority of the debt
outstanding resides at the operating subsidiaries with approximately 85% fixed debt and 15% floating debt. Fortis’
direct obligations is C$100 million in senior unsecured debentures, due 2010, C$125 million in retractable preferred
shares, and approximately C$30 million in bank borrowings. Based on regulatory constrains, Standard 8 Poor's
expects Fortis' leverage to remain relatively stable at 60%.

Standard & Poor's assesses Fortis' financial flexibility to be adequate, supported by a stable stream of regulated cash
flows, modest debt maturities, available bank lines, and access to external financing. Partially offsetting factors
include Fortis' relatively large capital expenditure program, and limited ability to reduce dividends or sell assets
given management's commitment to current investments and dividend yield.

In October 2003, Fortis issued subscription receipts for gross proceeds of approximately C$350 million to fulfill the
common equity financing related to the Aquila Networks Canada acquisition, In January 2004, Fortis completed the
issue of First Preference Units (one series D First Preference shares and one series E First Preference share purchase
warrant). The purchase price resulted in initial gross proceeds of C$50 million. Provided the acquisition closes
before June 30, 2004, the conversion of the series D First Preference shares and the exercise of the series E First
Preference share purchase warrants, leading to the issue of the series E First Preference Shares, will result in
additional gross proceeds of C$150 million which will be used to repay the short-term debt incurred on closing of
the acquisition, The expected growth in the regulated rate base of the Fortis utilities will require the company to
issue C$50 million-C$100 million in common equity in the next few years, which is necessary for Fortis to maintain

its consolidated capital structure at approximately 60%-40%.

Table 4

rtisIn

Industry Sector: Electric Utility Companies--Canada

—Average of past three fiscal years--

Sector median Fortis Inc.  ATCO Ltd. EmeraIne. Terasen Inc.
Rating BBB+/Negative/— A/Stabls/~ BBB+/Stable/~ BBB/Stable/—
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Tahle 4

{Mil. C$}

Sales B11.6 6428 3.342.2 1,042.4 1,558.7
Net income from cont. oper. 104.9 492 137.6 100.7 1054
Funds from oper. (FFO} 192.3 109.2 538.9 242.1 2081
Capital expenditures 133.8 174.4 5723 141.3 4954
Total debt 1,357.5 948.4 2,877.3 18787 2,383.4
Preferred stock a.0 B3 100.0 261.4 125.0
Total capital 2,746.4 1,490.1 5,147.5 33764 34438
Ratias

EBIT interest coverage {x) 24 20 17 1.6 1.7
FFO interest coverage (x} 34 25 34 25 2.1

__Return on comman equity (%) 88 102 124 g7 136

NCF/capital expenditures (%) 81.3 449 750 1150 297
FFO/total debt {%) 18.4 12.8 18.0 12.8 8.8
Total debt/capital (%) 55.3 B5.3 96.8 57.8 j0.8

*Adjusted for off-balance shest obligations and capital operating l2ases.

Table 5

Industry Secter: Electric Utility Companies -- Canada

--Average of past three fiscal years-- --Fiscal year ended Dec. 31--

Aating history BBB+/Nenative/~- A-/Negative/- A-/Stable/~ NA.  NR

Sector median Issuer 20031 2002 200 2000 1999
{MiL C$) :
Sales 8.8 642.8 B43.1 715.5 6283 5B4E HOh.2
Net income from cont. oper. 104.8 49.2 716 63.3 4989 345 292
Funds from opar. (FFO} 182.3 109.2 1441 1278 119.9 B0.1 64.5
Capital expenditures 133.8 174.4 203.5 223.2 1471 15289 644
Total debt 1,357.5 048.4 71,1968 1,123.9 66 7747 B41A
Preferred stock .o 83 123.0 8.2 B.3 8.4 8.4
Total capital 27464 1,490.1 19713 1,793.1 1.458.8 1,2183 10153
Ratios
EBIT interast coverape {x) 24 2.0 2.3 2.0 20 1.8 22
FFO interest coverage [x) 3.4 25 28 24 2.7 23 23
Return on common equity {%) B.8 10.2 12.3 10.3 1.1 9.0 B4
NCF/capital expenditures {%) .3 449 57.9 41.4 61.2 343 701
FFO/total debt (%) 18.4 12.8 12.5 12.3 14.5 11.3 121
Total debt/capital {%) b5.3 65.3 B0.7 65.2 &6.8 63.6 3.1

*Adjusted by capital operating laases, Unaudited 2003 financials, N.R.—Not rated.
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Summary: Fo'r_tis Inc.

Rationale

The ratings on Fortis Inc. reflect its di_irersified portfolio of utility operations, monopoly electricity distribution
activities, largely residential and commercial customer base, and favorable Canadian regulation based on cost of
service and rate of return methodology, which provides relatively stable cash flow generation. Offsetting these

- strengths are somewhat modest grthh in sales, operating challenges in its service territories, and investments in
higher risk commercial and hospitali'tjr“ real estate, Independent power generation and investments in Belize are
higher risk.) Fortis' active strategy of pursuing acquisition opportunities in both Canadian and international markets
also adds an element of risk.

Fortis is a utility holding company based in St. John's, Nfld., with operations principally located in three Canadian
provinces, northeast U.S., Cayman Islands, and Belize. The company is in the process of acquiring transmission,
distribution, and generation assets in British Columbia and Alberta from Aquila Networks Canada. Once the
transaction closes in mid-2004, subject to regulatory approvals, Fortis will more than double its customer base to
approximately 900,000 customers and will expand its service territories across Canada to five provinces. This will
refocus Fortis' business strategy more toward low-risk, regulated electric distribution services.

Canadian utility regulation provides revenue stability, as distribution operations have no exposure to market risk.
Utilities are permitted to flow through into customer rates all prudently purchased electricity costs approved by the
* regulators. Regulators provide thin financial margins, however, by limiting common equity in the capital structure
and authorizing relatively low returns compared with global peers.

Although organic growth opportunities are limited in Fortis' mature service areas of Newfoundland and Labrador
and Prince Edward Island, growth prospects will likely be enhanced by its investments in international markets and
its pending acquisition of the western Canadian assets. Following the acquisition of the western Canadian assets,
Fortis' Canadian-based utility operations will account for about 70% of consoclidated assets.

Fortis' financial profile has historically been moderately aggressive. Pressure has been placed on the ratings in the
past few years with several acquisitions in the nonregulated sector and international markets, which increased Fortis'
business risk profile without a commensurate improvement in its financial profile. The pending acquisition of Aquila
Networks Canada should prove moderately beneficial to Fortis' overall business profile as funds from operations |
(FFO) and assets from the company's regulated operations are projected to improve to approximately 90% and
77%, respectively by 2005 (first full-year results on Aquila Networks Canada) from 75% and 62%, respectively in
2003. The C$1.3 billion acquisition will be financed primarily with a combination of common equity, preferred
equity, and long-term debt, which will be in fine with regulatory controls imposed on the capital structure of the
Alberta and B.C. utility operations (40% equity component). Fortis' consolidated debt to capitalization ratio is
projected to measure approximately 60%, the FFO interest coverage ratio approximately 2.6x, and the FFO to total
debt approximately 13%-14%. The company's relatively weak financial profile for its business risk and current
ratings allows little cushion for possible deterioration in its financial profile.
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Liquidity.

Standard & Poor's Ratings Services assesses Fortis' liquidity to be adequate given its relatively stable cash flow
generation, modestly Jow debt maturities, available bank facilities, and access to capital markets. Consolidated cash
flows, however, will generally be insufficient to meet all capital expenditures and dividend payments in 2004-2005.
With about C$314 million in consolidated operating lines of credit, most of which is presently unused, and access to
capital markets, the company and its subsidiaries have adequate funds available for operating purposes.

Outlook

The negative outlook reflects the risks surrounding several operating and financial challenges faced by the company
in the next few years as it integrates the relatively large Aquila acquisition. These challenges include dealing with
regulatory boards in new markets {B.C. and Alberta), participating in a generic cost-of-capital hearing in Alberta,
managing a heavy capital expenditure program, and accessing the capital markets to help finance its recent

acquisition and fund capital expenditures. Any material acquisitions beyond the acquisition of Aquila Networks

Canada have not been factored into the ratings.
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By Closure of Aquila Transaction

Credit Analyst;
Laurie Conheady, Taronta {1} 416-507-2518; Nicale Martin, Toronto {1) 416-507-2560

TORONTO (Standard & Poor's) June 1, 2004--Standard & Poor's Ratings
Services today saild its ratings on Fortis Inc. (BBB+/Negative/--} remain
unaffected by the completion of the transaction to acqguire Aquila Inc.'s
western Canadian network businesses, Aquila Networks Canada (Alberta) Ltd.
and Aquila Networks Canada (British Columbia) Ltd., for C%1.476 billion.
The business and financial impact of the acquisition, which has more than
doubled the company's customer base and expanded its service territories
across Canada to five provinces, has already been factored into the
ratings on Fortis. The negative outlook on Fortis reflects the financial
and operational chalienges faced by the company in integrating the Aquila
acquisitions. Successfully refinancing the short-term bridge facility used
to finance the transactions with longer-dated debt maturities and a track
record of achieving forecast financial and operating results from 1ts new
investments will go a long way to removing the negative outleook on Fortis.
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Research Updéte: Fortis Inc. and Subsidiaries
Ratings Affirmed;Outlook Still Negative On
Weak Financial Profile

‘Rationale
On Dec. 3, 2004, Standard & Poor's Ratings Services affirmed its 'BEB+'
© long-term corporate credit rating on St. John's NEld.-based Fortis Inc.

{Fortis) and itsrsubsidiaries, Newfoundland Power Inc. and Maritime
Electric Co. Ltd. At the same time, Standard & Poor's affirmed its 'BRBRB’

senior unsecured debt rating on Fortis, its 'A-' senior secured debt
rating on Newfoundland Power, and its 'BBB+' senior secured debt rating on
Maritime Electric. The outlook for each company remains negative.

The ratings on Fortis reflect its diversified portfolioc of utility
operations, monopoly electricity distribution operations, largely
regulated cash flows, and growing residential and commercial customer
base. These strengths are offset by a mederately aggressive financial
profile; operating challenges in its service territories; and investments
in, and exposure to, higher risk commercial and hospitality real estate,
merchant and contracted generation, and investments in the country of
Belize. )

Fortis is a utility holding company with regulated and unregulated
cperations located principally in five Canadian provinces, the northeast
U.5., the Cayman Islands, and Belize. Underpinning the ¢ualikty and
stability of the company's cash flows is a diversity of cash flows with no
single business contributing more than about 25% of consolidated earnings.
Moreover, the reliability of cash flows is enhanced by the company's
diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Forties are its regulated
monopoly electricity network businesses in Canada, which are supplemented
on a consolidated basis by its investments in the regulated Caribbean
utilities of Caribbean Utilities Co. Ltd. and Belize Electricity. The
company's regulated Canadian-based utility operations account for about
70% of EBITDA and a similar level of consolidated assets. All seven
network businesses benefit from their monopoly positions in each
jurisdiction, with cost-reflective pricing and/or licensed moncpoly status
protecting the companies from material bypass of the system and loss of
cash flows.

The requlatory regimes governing the company's electricity network
operations are for the most part supportive of credit quality. The bulk of
the company's cash flows are determined on a traditional cost-ocf-service
and rate-of-return methodology such that the company earms a return on
prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with
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global peers, the regulatory frameworks provide stability and
predictability of cash flows for debt servicing. Enhancing the quality of
cash flows is the limited exposure to energy price and volume risk
associated with energy with the vast majority of distribution operations
benefiting from the full flow through of commodity costs to end use
customers and limited market-risk exposure. Furthermore, the pre-approval
by regulators for the bulk of cvapital expenditure reduces the risk of
nonrecovery of capital.

The recent expansion of Fortis' portfolio of network businesses has
enhanced its organic growth potential and further diversified its
underlying customer base. Organic growth opportunities are expected in the
company's Alberta and British Columbia service territories, and to a
lesser extent in the relatively mature markets of the Provinces of
Newfoundland and Labrador, and Prince Edward Island. The Alberta and
British Columbia service territories in particular are expected to

e e EXDETAENCce—a—continuation-ef-the solid-growth-rates-in-recent. times with oo _.

energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also
expected to lead to improved growth in customer commections and energy
Bales. The company's total customer base of 951,000 is well diversified,
with the company facing no material customer concentration or credit risk.

Fortis' finmancial profile is moderately aggressive. The company's
interest and debt coverages are weak for the rating. Funds from operations
{(FFO) interest and debt coverages.are expected to improve marginally in
2004 to a sustainable level of about 2.8x and 13%, respectively, from 2.4x
and 13%, respectively, in 2003, as a consequence of higher-than-expected
FFO and lower-than-expected interest expense. Despite the need for
additional debt to partially fund the significant capital expenditure at
its Fortis Alberta and Fortis BC network businesses in the next few vears,
the company's growing customer base and regulatory returns as regulated
asset bases grow are expected to provide the additional cash f£lows needed
to ensure that consolidated interest and debt coverages are maintained or
reach higher-than-expected levels for 2004. Leverage as measured by total
debt-to-total capital is expected to remain largely unchanged at &0%, as
additions to the regulated asset bases of network businesses are part
funded with debt.

Fortis' major financial and operational challenge in the next few
vears is a large capital expenditure program, particularly at its recently
acquired western Canada networks, Fortis Alberta and Fortis BC. 0f the
company's consolidated capital expenditure of almest C$1 billion in the
periocd between 2005-2008, close to 90% will be expended in the service
territories of Alberta and British Columbia to meet the growing demand for
energy services in those jurisdictions. The program will reguire the
company to raise debt and equity funding but will also pose an operational
challenge to ensure the smooth running of the existing networks. Although
presenting a challenge in the short-to-medium term, the expenditure will
improve long-term sustainable regulatory returns as the assets are rolled
into the regulated asset base.

Fortis' strong business profile is weakened by its exposure to
unregulated property investments and generation operatlions, and its

www.siandardandpoors.com/iatingsdirect 3
@ Standsrd B Poar's, Al rights reserved, No reprint or dissemination withaut Standard & Poor's permission, Sea Terms of Use/Disclaimer an the Tast page, 430376 | SOMMIEGF



Research Update: Fortis Inc. and Subsidiaries Ratings Affirmed;Outlook Still Negative On Weak Financial Profile

regulated Belize Electricity, that together represent between 25%-30% of
consolidate cash flows and assets. The company's unregqulated operations
primarily center on contracted and merchant generation, and its property
portfolio. The absence of price risk and regulatory support mean that
these operations are higher risk than the company's low-risk network
businesses. In particular, the company's merchant and short-term
contracted generation that represents about 60% of its commercial
generation portfolic is & price taker, and its relatively small and
geographically concentrated property portfolio, more specifically, its
higher risk hotel businesses, faces the potential variability of occupancy
rates and charges with a flow-on effect on cash flows. The
creditworthiness of the company’s Belize operation, although comparable
with that of Fortis' Canadian utilities on a standalone basis, is
negatively affected by the low sovereign rating on Belize. A mitigant for
Fortis is that cash flows at Belize Electricity will be used primarily to

—£inance-amortizing-debt-and siemificant-organic-growth within the .veeeee

business, and not be relied on to service Fortis' debt at the corporate
level.

Liguidity.

Fortis' liquidity is adequate given its relatively stable cash flow
generation, modest debt maturities, available bank facilities, and
access to capital markets. Consolidated cash flows, however, will
generally he insufficient to meet all capital expenditures and
dividend payments in the period between 2(04-2006, and will recuire
the company teo take on modest levels of additional debt and ecuity.
With about C€%310 million in committed and unused consclidated
operating lines of credit as of Nov. 30, 2004, annual cash flow in
excess of C%225 million, cash on hand of €%20 million—-C&30 million,
and access to debt and equity capital markets, the company and its
subsidiaries have adequate resources available to fund an estimated
C5455 million in capital expenditure, dividend payments, and debt
maturities in 2005.

Qutlook

The negative outloock reflects the company's weak financial profile for the
rating and the execution riske associated with 1ts capital expenditure
program. Standard & Poor's expects the negative outlook is likely to
remain until the risks surrounding the funding and execution of the
capital expenditure program have been reduced. Any materlal setback in
executing the capital expenditure program will put further pressure on the
ratings. Furthermore, the cutlock reflects an expectation of no material
debt-funded acquisitions, as there is little or no cushion at the current
ratings level for possible deterioration in Fortis' financial profile, and
in the event the unregulated operations are expanded, they will be funded
more conservatively than the regulated operatioms.
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BULLETIN: Fortis Inc. 2004 Results Largely In
Line With Expectations

Primary Credit Analyst:
Laurie Conheady, Toronta {1) 416-507-2518; laurie_conheady@standardandpoors.com

Secondary Credit Analyst:
.Nicole Martin, Toronto (1) 416-507-2560; nicole_martin@standardandpoors.com

TORONTC (Standard & Pooxr's) Feb. 8, 2005--Standard & Poor's Ratings Services
today said that utility holding company Fortis Inec.'s (BBB+/Negative/--)
financial results for 2004 although on the higher side, were largely in line
with expectations. Despite incurring a C$8.2 million charge as a consegquence
of the uninsured losses suffered by the company's 37.3% owned Caribbean
Utilities Co. Ltd. in Grand Cayman from Hurricane Ivan, Fortis achieved record
earnings of €$80.9 million. The improved earnings and associated cash flows
were predominantly the result of the earnings accretive acquisition of
FortisAlberta and FortisBC in May 2004. Stronger cash flows have improved the
company's interest and debt coverage ratios to about 3.0x and 14%
respectively, in 2004, from 2.4x and 13% in 2003. Although the improving
credit metriecs are pleasing from a debt holders' perspective, the negative
outlook on the rating remains due to the financing and execution risks
surrounding the company's major capital expenditure programs at its two new
western Canada subsidiaries. Leverage as measured by total debt to capital
raemained steady at about 61%.
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BULLETIN: Fortis Inc. Ratings Unaffected By
Equity Offering

Primary Credit Analyst;
taurie Conheady, Toronto {1) 416-507-2518; laurie_conheady@standardandpoors.com

Secondary Credit Analyst:
Nicole Martin, Toronto {1} 416-507-2560; nicole_martin@standardandpoors.com

TORONTO (Standard & Poor's} Feb. 10, 2005--5Standard & Poor's Ratings Services
today said that its ratings on utility holding company Fortis Inc.
(BBB+/Negative/--) would not be affected by the company's C$130 million equity
offering announced today. The funds raised are to be used to repay
indebtedness outstanding and for general corporate purposes. Although the
company's willingnmess to raise equity financing to pay down debt is a positive
for the rating=s, the impact on the company's financial profile is expected to
be minimal. Recent hotel acquisitions and ongeoing electricity network capital
expenditure commitments will likely consume a large part of the equity raised
with little opportunity to materially reduce total debt outstanding of C%$2.07
billion as of Dec. 31, 2004.
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~ Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately aggressive financial profile; operating challenges in its service territories; and investments in,

and exposure to, higher risk commercial and hospitality real estate, merchant and contracted generation, and

investments in the country of Belize.

St. John's Nfld.-based Fortis is a utility holding company with regulated and unregulated operations located

_.principally in_five Canadian provinces, the northeast U.5,, the Cayman Islands, and Belize. Underpinning the_quality .

and stability of the company's cash flows is a diversity of cash flows with no single business contributing more than
about 25% of consolidated earnings. Moreover, the reliability of cash flows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Led. and Belize Electricity Ltd. The company's regulated Canada-based utility operations account for
about 70% of EBITDA and a similar level of consolidated assets. All seven network businesses benefit from their
monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed monopoly status protecting the
companies from material bypass of the system and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing. Enhancing the quality of cash flows is the limited
exposure to energy price and volume risk with the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.
The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the
company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the

" ratings. Funds from operations {FFO} interest and debt coverages based on unaudited financial results for 2004
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Summary: Fortis Inc.

improved to about 3.0x and 14%, respectively, from 2.4x and 13%, respectively, in 2003, as a consequence of
higher FFO and lower-than-expected interest expense. Despite the need for additional debt to partially fund the
significant capital expenditure at its FortisAlberta and FortisBC network businesses in the next few years, the
company's growing customer base and regulatory returns as regulated asset bases grow are expected to provide the
additional cash flows needed to ensure that consolidated interest and debt coverages are maintained at or about
their 2004 level. Leverage as measured by total debt-to-total capital was 61% in 2004 and is expected to remain
about 60%, as additions to the regulated asset bases of network businesses are parﬁ funded with debt.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its recently acquired western Canada networks, FortisAlberta and FortisBC. Of the company's
consolidated capital expenditure of almost C$1 billion in the period between 2005-2008, close to 90% will be
expended in the service territories of Alberta and British Columbia to meet the growing demand for energy services
in those jurisdictions. The program will require the company to raise debt and equity funding but will also pose an
operational challenge to ensure the smooth running of the existing networks. Although presenting a challenge in the

short-to-medium term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled
into the regulated asset base.

Fortis' strong business profile is weakened by its exposure to unrepulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 25%-30% of consolidate
cash flows and assets. The company's unregulated operations primarily center on contracted and merchant
generation, and its property portfolio. The absence of price and regulatory support mean that these operations are
higher risk than the company's low-risk network businesses. The creditworthiness of Belize Electricity, although
- comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily to finance
amortizing debt and significant organic growth within the business, and not be relied on to service Fortis' debt at the
corporate level.
Liquidity.
Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2004-2006, and will require the company to take
on modest levels of additional debt and equity. With C$177 million in committed and unused consolidated
operating lines of credit and cash on hand of C$37 million as of Dec. 31, 2004, annual cash flow in excess of C$225
million, and access to debt and equity capital markets which the company utilized in February 2003 to raise C§130
million in equity, the company and its subsidiaries have adequate resources available to fund an estimated C$455
million in capital expenditure, dividend payments, and debt maturities in 2005.

Outlook

The negative outlook reflects the company's weak financial profile for the ratings and the execution risks associated
with its capital expenditure program. Standard & Poor's Ratings Services expects the negative outlook is likely to
remain until the risks surrounding the funding and execution of the capital expenditure program have been reduced.
Any material setback in executing the capital expenditure program will put further pressure on the ratings.
Furthermore, the outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no
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cushion at the current ratings level for possible deterioration in Fortis' financial profile, and in the event the
- unregulated operations are expanded, they will be funded more conservatively than the regulated operations.
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Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately aggressive financial profile; operating challenges in its service territories; and investments in,
and exposure to, higher risk commercial and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize.

St John's Nfld.-based Fortis is a utility holding company with regulated and unregulated operations located

. principally in five Canadian provinces, the northeast U.S., the Cayman Islands, and Belize. Underpinning the quality

and stability of the company's cash flows is a diversity of cash flows with no single business contributing more than
about 25% of consalidated earnings. Moreover, the reliability of cash flows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd. (AfWatch Neg/--) and Belize Electricity Ltd. The company's regulated Canada-based utility
operations account for about 70% of EBITDA and a similar level of consolidated assets. All seven network
businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed

- monopoly status protecting the companies from material bypass of the system and loss of cash flows.

The regulatory regimes governing the company’s electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing. Enhancing the quality of cash flows is the limited
exposure to energy price and volume risk with the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk of nonrecovery of capital,

Fortis' portfalio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island,
The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times, with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the
company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive, The company's interest and debt coverages are weak for the
..+ ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
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Stmnmary: Fortis Inc.

from 2.4x and 13%, respectively, in 2003, as a consequence of higher FFO and lower-than-expected interest
expense. Despite the need for additional debt to partially fund the significant capital expenditure at its FortisAlberta
and FortisBC network businesses in the next few years, the company's increasing customer base and growing
regulated cash flows as regulated asset bases grow are expected to provide the additional cash flows needed to
ensure that consolidated interest and debt coverages are maintained at or about their 2004 level, Leverage as
measured by total debt-to-total capital was 61% in 2004 and is expected to remain about 60%, as additions to the
regulated asset bases of network businesses are part funded with debt. The company's first-quarter 2005 results
were in line with Standard & Poor's Ratings Services' expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1 billion in the period between 2005-2008, close to 90% will be expended in the service
territories of Alberta and British Columbia to meet the growing demand for energy services in those jurisdictions.
The program will require the company to raise debt and equity funding but will also pose an operational challenge

to ensure the smooth running of the existing networks. Although presenting a challenge in the short-to-medium
term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled into the regulated

asset base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 25%-30% of consolidate
cash flows and assets. The company's unregulated operations primarily center on contracted and merchant
generation, and its property portfolio. The absence of price and regulatory support mean that these operations are
higher risk than the company's low-risk network businesses. The creditworthiness of Belize Electricity, although
comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily to finance
amortizing debt and significant organic growth within the business, and not be relied on to service Fortis' debt at the
corporate level.

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2004-2006, and will require the company to take
on modest levels of additional debt and equity. With C$404 million in committed and unused consolidated
operating lines of credit and cash on hand of C$64.2 million as of March 31, 2005, annual cash flow in excess of
C$225 million, and access to debt and equity capital markets which the company utilized in February 2005 to raise
C$130 million in equity, the company and its subsidiaries have adequate resources available to fund an estimated
C$455 million in capital expenditure, dividend payments, and debt maturities in 2005.

Qutlook

The negative outlook reflects the company's weak financial profile for the ratings and the execution risks associated
with its capital expenditure program. Standard & Poor's expects the negative outlook is likely to remain until the
risks surrounding the funding and execution of the capital expenditure program have been reduced. Any material
setback in executing the capital expenditure program will put further pressure on the rarings. Furthermore, the
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outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
ratings level for possible deterioration in Fortis' financial profile, and in the event the unregulated operations are
expanded, they will be funded more conservatively than the regulated operations.
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BULLETIN: Fortis Inc. Settlement And
Half-Year Results Credit Neutral

Primary Credit Analyst:
Laurje Conheady, Toronta (1) 418-507-2518; laurie_conheady@standardandpoors.com

Secondary Credit Analyst:
Nicole Martin, Taronto (1) 416-507-2560; nicale_martin@standardandpoars.com

TORONTO (Standard & Poor's) Aug. 11, 2005--Standard & Poor's Rabtings Services
today said the announced financial settlement between Fortis Inc.'s
(BBB+/Negative/—-) Alberta-based network business, FortisAlberta, and EFCOR
Energy Services would not affect the ratings on Fortis, and that Fortis'
financial results for the first half of 2005, were in line with expectations.
The recent resolution of a Statement of Claim filed by EPCOR Energy Services,
a2 subsidiary of EPCOR Utilities Inc. (BBB+/Stable/--), agalnst Fortisalberta
puts to rest a long-term outstanding issue for the Fortis subsidiary.
Furthermore, the magnitude of the settlement will not have a material impact
on Fortis' consolidated cash position. Fortis' cash flow credit metrics on a
rolling 12-month basis continue to show modest improvement with funds from
operations interest and deht coverage ratios to June 30, 2005, of 3.3x and
about 15%, respectively. Leverage, as measured by total debt to total capital
at the same time was 58%, marginally below its 2004 level of 61%.
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~ Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately aggressive financial profile; operating challenges in its service territories; and investments in,

. and exposure to, higher risk commercial and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize.

St. John's Nfld.-based Fortis is a ufifit'y holding company with regulated and unregulated operations located
- principally in five Canadian provinces, the northeast U.S., the Cayman Islands, and Belize. Underpinning the quality

and stability of the company's cash flows is a diversity of cash flows with no single business contributing more than
about 25% of consolidated earnings. Moreover, the reliability of cash fiows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd, {AfWatch Nep/—) and Belize Electricity Ltd. The company's regulated Canada-based utility
operations account for about 70% of EBITDA and a similar level of consolidated assets. All seven network
businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed
monopoly status protecting the companies from material bypass of the systems and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing. Enhancing the quality of cash flows is the limited
exposure to energy price and volume risk, with the vast majority of distribution operations benefiting from the full
flow-through of commaedity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.
The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times, with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the
company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
' ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
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from 2.4x and 13%, respectively, in 2003, as a consequence of higher FFO and lower-than-expected interest

- expense. Despite the need for additional debt to partially fund the significant capital expenditure at its FortisAlberta

and FortisBC network businesses in the next few years, the company's increasing customer base and growing
regulated cash flows as regulated asset bases grow are expected to provide the additional cash flows needed to
ensure that consolidated interest and debt coverages are maintained at or about their 2004 level. Leverage as
measured by total debt-to-total capital was 61% in 2004 and is expected to remain about 60%, as additions to the
regulated asset bases of network businesses are part funded with debt. The company's half-year results in 2005 were
in line with Standard & Poor's Ratings Services' expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C§1 billion in the period between 2005-2008, close to 90% will be expended in the service
territories of Alberta and British Columbia to meet the growing demand for energy services in those jurisdictions.
The program will require the company to raise debt and equity funding but will also pose an operational challenge

to ensure the smooth running of the existing networks. Although presenting a challenge in the short-to-medium
term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled into the regulated
asset base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 25%-30% of consolidate
cash flows and assets. The company's unregulated operations primarily center on contracted and merchant
generation, and its property portfolio. The absence of price and regulatory support mean that these operations are
higher risk than the company's low-risk network businesses. The creditworthiness of Belize Electricity, although
comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily to finance
amortizing debt and significant organic growth within the business, and not be relied on to service Fortis' debt at the
corporate level,

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets, Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2004-2006, and will require the company to take
on modest levels of additional debt and equity. With about C$480 million in committed and unused consolidated
operating lines of credit and cash on hand of C$26.8 million as of June 30, 2005, annual cash flow in excess of
C$300 million, and access to debt and equity capital markets which the company used in February 2005 to raise
C$130 million in equity, the company and its subsidiaries have adequate resources available to fund close to C$500
million in capital expenditure, dividend payments, and debt maturities in 2005.

Outlook

The negative outlook reflects the company's weak financial profile for the ratings and the execution risks associated
with its capital expenditure program. Standard & Poor's expects the negative outlook is likely to remain until the
risks surrounding the funding and execution of the capital expenditure program have been reduced. Any material
setback in executing the capital expenditure program will put further pressure on the ratings. Furthermore, the
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outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
- ratings level for possible deterioration in Fortis' financial profile, and in the event the unregulated operations are
. expanded, they will be funded more conservatively than the regulated operations.
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Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
~ offset by a mdderately aggressive financial profile; operating challenges in its service territories; and investments in,
and exposﬁre to, higher risk commercial and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize. : °

St. John's Nfld.-based Fortis is a utility holding company with regulated and unregulated operations located

-principally in-five. Canadian-provinces, the-northeast U.S., the Cayman Islands, and Belize. Underpinning the quality
and stability of the company's cash flows is a diversity of cash flows with no single business contributing more than
about 25% of consolidated earnings. Moreover, the reliability of cash flows is enhanced by the company's diversity
of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd. (A/Watch Neg/~) and Belize Electricity Ltd. The company's regulated Canada-based utility
operations account for about 75% of EBITDA and a similar level of consolidated assets. All seven network
businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed
monopoly status protecting the companies from material bypass of the systems and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing. Enhancing the quality of cash flows is the limited
exposure to energy price and volume risk, with the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.
The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times, with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base of 951,000 is well diversified, with the
company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
- ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
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Summary: Fortis Inc.

from 2.4x and 13%, respectively, in 2003, as a consequence of higher FFO and lower-than-expected interest

~ . expense. Despite the need for additional debt to partially fund the significant capital expenditure ar its FortisAlberta

- and FortisBC network businesses in the next few years, the company's increasing customer base and growing
regulated cash flows as regulated asset bases grow are expected to provide the additional cash flows needed to
ensure that consolidated interest and debt coverages are maintained at or about their 2004 level. Leverage as
measured by total debt-to-total capital was 61% in 2004 and is expected to remain about 60%, as additions to the
regulated asset bases of network businesses are part funded with debt. The company's half-year results in 2005 were
in line with Standard & Poor's Ratings Services’ expectations.

Fortis* major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.3 billion in the period between 2005-2008, close to 70% will be expended in the service
territories of Alberta and British Columbia to meet the growing demand for energy services in those jurisdictions.

_The program will require the company to raise debt and equity funding but will also pose an operational challenge

to ensure the smooth running of the existing networks. Although presenting a challenge in the short-to-medium
term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled into the regulated

asset base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 25%-30% of consolidate
cash flows and assets. The company's unregulated operations primarily center on contracted and merchant
generation, and its property portfolio. The absence of price and regulatory support mean that these operations are
higher risk than the company's low-risk network businesses. The creditworthiness of Belize Electricity, although
comparable with that of Fortis' Canadian utilities on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily to finance
amortizing debt and significant organic growth within the business, and not be relied on to service Fortis' debt at the
corporate level.

Liquidity

Fortis' liquidity is adequate given its relatively stable eash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2005-2006, and will require the company to take
on modest levels of additional debt and equity. With about C$480 million in committed and unused consolidated
operating lines of credit and cash on hand of C$26.8 million as of June 30, 2005, annual cash flow of
approximately C$300 million, and access to debt and equity capital markets which the company used in February
2005 to raise C$130 million in equity, the company and its subsidiaries have adequate resources available to fund
close to C$500 million in capital expenditure, dividend payments, and debt maturities in 20035.

Outlook

The negative outlook reflects the company's weak financial profile for the ratings and the execution risks associated
with its capital expenditure program. Standard 8 Poor's expects the negative outlook is likely to remain untif the
risks surrounding the funding and execution of the capital expenditure program have been reduced. Any material

. setback in executing the capital expenditure program will put further pressure on the ratings. Furthermore, the
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Summary: Foriis Inc.

outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
_ ratings level for possible deterioration in Fortis' financial profile, and in the event the unregulated operations are
expanded, they will be funded more conservatively than the regulated operations.
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~ Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
operations, largely regulated cash flows, and growing residential and commercial customer base. These strengths are
offset by a moderately appressive financial profile; operating challenges in its service territories; and investments in,
and exposure to, higher risk commercial and hospxtahty real estate, merchant and contracted generation, and
_ mvestments in the country of Bellze -

St. John‘s, Nﬂd.-bas'ed Fortisis a utﬂity holding company with regulated and unregulated operations located

principally in five Canadian provinces, the northeastern U.S., the Cayman Islands, and Belize. Underpinning the =~

quality and stability of the company's cash flows is a diversity of cash flows with no single business expected to
contribute more than 25% of consolidated earnings. Moreover, the reliability of cash flows is enhanced by the
company's diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of cash flows for Fortis are its regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its investments in the regulated Caribbean utilities of Caribbean
Utilities Co. Ltd. (A/Negative/--) and Belize Electricity Ltd. {unrated). The company's regulated Canada-based utility
operations account for between 70% and 75% of EBITDA and consolidated assets. All seven network businesses
benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or licensed monopoly
status protecting the companies from material bypass of the systems and loss of cash flows.

The regulatory regimes governing the company's electricity network operations are for the most part supportive of
credit quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology
such that the company earns a return on prudently incurred operating costs and a return on capital employed.
Although the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks
provide stability and predictability of cash flows for debt servicing. Enhancing the quality of cash flows is the limited
exposure to enetgy price and volume risk, with the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited market-risk exposure. Furthermore, the
pre-approval by regulators for the bulk of capital expenditure reduces the risk. of nonrecovery of capital.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the relatively mature markets of Newfoundland and Labrador, and Prince Edward Island.
The Alberta and British Columbia service territories in particular are expected to experience a continuation of the
solid growth rates in recent times, with energy demand growth expected to be between 2%-3% in Alberta and about
1.5%-2% in British Columbia. Developments in the Maritimes are also expected to lead to improved growth in
customer connections and energy sales. The company's total customer base in Canada and the Caribbean of
990,000 is well diversified, with the company facing no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
. ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
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from 2.4x and 13%, respectively, in 2003, as a consequence of higher FFO and lower-than-expected interest
expense. Despite the need for additional debt to partially fund the significant capital expenditure at its FortisAlberta
and FortisBC network businesses in the next few years, the company's increasing customer base and growing
regulated cash flows as regulated asset bases grow are expected to provide the additional cash flows needed to
ensure that consolidated interest and debt coverages are maintained at or about their 2004 level. Leverage as
measured by total debt-to-total capital was 61% in 2004 and is expected to remain about 60%, as additions to the
regulated asset bases of network businesses are part funded with debt. The company's third-quarter 2005 results
were in line with Standard 8 Poor's Ratings Services' expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.5 billion in the period between 2006-2009, close to 75% will be expended in the service
territories of Alberta and British Columbia to meet the growing demand for energy services in those jurisdictions.

~ The program will require the company to raise debt and equity funding but will also pose an operational challenge

to ensure the smooth running of the existing networks. Although presenting a challenge in the short-to-medium
term, the expenditure will improve long-term sustainable regulatory returns as the assets are rolled into the regnlated

asset base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its regulated Belize Electricity investment, that together represent between 20%-25% of assets and
slightly more in terms of consolidated cash flows. The company's unregulated operations primarily center on
contracted and merchant generation, and its property portfolic. The absence of price and regulatory support means
that these operations are higher risk than the comparny's low-risk network businesses. The creditworthiness of Belize
Electricity, although comparable with that of Fortis’ Canadian utilities on a stand-alone basis, is negatively affected
by the low sovereign rating on Belize (CCC+/Negative/C), A mitigant for Fortis is that cash flows at Belize Electricity
will be used primarily to finance amortizing debt and significant organic growth within the business, and will not be
relied on as a material cash contributor to service Fortis' debt at the corporate level,

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the period between 2005-20089, and will require the company to take
on modest [evels of additional debt and equity. With about C$530 million in unused consolidated operating lines of
credit {the bulk of which are committed) and cash on hand of C$18.6 million as of Sept. 30, 2005, annual cash flow
as represented by FFO of more than C$300 million, and access to debt and equity eapital markets, the company and
its subsidiaries have adequate resources available to fund an estimated C$620 million-C$650 million in total capital
expenditure, dividend payments, and debt maturities for the remainder of 2005 and in 2006.

Outlook

The negative outlook reflects the company's weak financial profile for the ratings and the execution risks associated
with its capital expenditure program. Standard 8¢ Poor's expects the negative outlook is likely to remain until the
risks surrounding the funding and execution of the capital expenditure program have been reduced. Any material

. setbaclk in executing the capital expenditure program will put further pressure on the ratings. Furthermore, the
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Summary: Fortis Inc.

outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
ratings level for possible deterioration in Fortis' financial profile, and in the event the unregulated operations are
expanded, they will be funded more conservatively than the regulated operations,
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Research Update: Fortis Inc., Subsidiaries
Outlook Revised To Stable; Ratings Affirmed At
'BBB+' |

Rationale

On Dec. 7, 2005, Standard & Poor's Ratings Services revised its outlook on
St. John's Nfld.-based Fortis Inc. (Fortis) and its subsidiaries,
Newfoundland Power Inc. and Maritime Electric Co. Ltd. to stable from
negative. At the same time, Standard & Poor's affirmed its *BBB+!'
~long=term corporate credit and—'BBEBR'seniorunsecured-debt-ratings-on-- -
Fortis, and its 'A-' senior secured debt rating on Newfoundland Power's
first mortgage bonds (FMBs). The ratings on Maritime Electric's FMBs were
raised to 'A-' from 'BBB+' to reflect the secured nature of the debt
instruments. In addition, Standard & Poor's assigned a 'l+' recovery
rating to Maritime Electric's FMBs, indicating the highest expectation of
full recovery of principal {100%) in the event of z payment default. A
recovery rating of 'l' was assigned to Newfoundland Power's FMBSs,
indicating a high expectation of full recovery of principal (100%).
Separate and discrete agsset pools secure the FMBs of Newfoundland Power
and Maritime Electric. The difference in recovery ratings between the two
subsidiaries reflects the higher ratio of asset value to secured debt for
Maritime Electric., The outlook was revised based on greater stability in
Fortis' business and finanecial profiles and reduced concern surrounding
the level of operational and funding risk involved with its major capital
expenditure program.

The ratings on Fortis reflect its diversified portfolio of utility
operations, monopoly electricity distribution operations, largely
requlated cash flows, and growing residential and commercial custcmer
base. These strengths are offset by a moderately aggressive financial
profile; operating and capital expenditure challenges in its service
territories; and investments in, and exposure to, higher risk commercial
and hospitality real estate, merchant and contracted generation, and
investments in the country of Belize.

Fortis is a utility holding company with regulated and unregulated
operations located principally in five Canadian provinces, the
northeastern U.5., the Cayman Islands, and Belize. Underpinning the
quality and stability of the company's cash flows is a diversity of cash
flows with no single business expected to contribute more than 25% of
consolidated earnings. Moreover, the reliability of cash flows is enhanced
by the company's diversity of markets, regulatory regimes, climates, and
customer segments.

The principal sources of cash flows for Fortis are its regulated
monepoly electricity network businesses in Canada, which are supplemented
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on a consolidated basis by its investments in the regulated Caribbean

. utilities of Caribbean Utilities Co. Ltd. {A/Negative/--) and Belize

Electricity Ltd. (unrated). The company's regulated Canada-based utility
operations account for between 70% and 75% of EBITDA and consolidated
assets. All seven network businesses benefit from their monopoly positions
in each juriasdiction, with cost-reflective pricing and/or licensed
meonopoly status protecting the companies from material bypass of the
syatems and loss of cash flows.

The regulatory regimes governing the company's electricity network
operations are for the most part supportive of credit quality. The bulk of
cash flows are determined on a traditional cost-of-service and
rate-of-return methodology such that the company sarns a return on
prudently incurred operating costs and a return on capital emploved.
Although the returns provided in Canada are relatively low compared with
global peers, the regulatory frameworks provide stability and
~predictability of cash_flows for debt servicing. Enhancing the quality of
cash flows is the limited exposure to energy price and volume risk, with
the vast majority of distribution operations benefiting from the full
flow-through of commodity costs to end-use customers and limited
market-risk exposure. Furthermore, the pre-approval by regulators for the
bulk of capital expenditure reduces the risk of nonrecovery of capital.

Fortig' portfolic of network businesses enhances its organiec growth
potential and diversifies its underlying customer base. Organic growth
opportunities are expected in the company's Alberta and British Columbia
service territories, and to a lesser extent in the company's relatively
mature markets of Newfoundland, and of Prince Edward Island. The Albarta
and British Columbia service territories in particular are expected to
experience a continuation of the solid growth rates in recent times, with
energy demand growth expected to be 2%-3% in Albertas and about 1.5%-2% in
British Columbia. Developments in eastern Canada are also expected to lead
to improved growth in customer connections and energy sales. The company's
total customer base in Canada and the Caribbean of 990,000 iz well
diversified, with the company facing no material customer concentration or

credit risk.

Fortig' financial profile is moderately aggressive. The company's
interest and debt coverages are weak for the ratings. Funds from
operations (F¥Q) interest and debt coverages in 2004 improved to 3.1x and
14%, respectively, from 2.4x and 13%, respectively, in 2003, as a
consequence of higher FFO and lower-than-expected interest expense.
Degpite the need for additional debt to partially fund the significant
capital expenditure at its FortisAlberta and FortisBC network businesses
in the next few vears, the company's increasing customer base and growing
regulated cash flows as regulated asset bases expand are expected to
provide the additional cash flows needed to ensure that consolidated
interest and debt coverages are maintained at or about their 2004 level.
Leverage as measurad by total debt-to-total capital was 61% in 2004 and is
expected to remain at or marginally below 60%, as additions to the
regulated assets of network businesses are partially funded with debt. The
company's third-quarter 2005 results were in line with Standard & Poor's
expectations.
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Fortisz' major finaneial and operational challenge in the next few
years iz a large capital expenditure program, particularly at its western
Canada networks, FortisAlberta and FortisBC. Of the company's consclidated
capital ewpenditure of almost C$1.5 billion in the period between
2006-2008, close to 75% will be expended in the service territories of
Alberta and British Columbia to meet the growing demand for energy
services in those jurisdictions. The program will require the company Lo
raise debt and equity funding but will also pose an cperational challenge
to ensure the smooth rumning of the existing networks. Although presenting
a challenge in the sghort-to-medium term, the expenditure will improve
long-term sustainable regulatory returns as the assets are rolled into the
regulated asset base.

Fortis' strong business profile is weakened by its exposure to
unregulated property investments and generation operations, and its
requlated Belize Electricity investment, that together represent between
20%=25%.0f assets.and.slightly more in terms of consolidated cash flows._ . . . . .
The company's unregulated operations primarily center on contracted and
merchant generation, and i1its property portfolio. The absence of price and
regulatory support means that these operations are higher risk than the
company's low-risk network businesses. The creditworthiness of Belize
Electricity, although comparable with that of Fortis' utility holdings in
Canada on a stand-alone basis, is negatively affected by the low sovereign
rating on Belize (CCC+/Negative/C). 2 mitigant for Fortis is that cash
flows at Belize Electricity will be used primarily to finance amortizing
debt and significant organic growth within the business, and will not be

- relied on as a material cash contributor to service Fortis' debt at the

corporate level.

Liquidity.

Fortis' liguidity is adeguate given its relatively stable cash flow
generation, modest debt maturities, available bank facilities, and
access to capital markets. Consolidazted cash flows, however, will
generally be insufficient to meet all capital expenditures and
dividend payments in the period between 2005-2009, and will require
the company to take on modest levels of additional debt and eguity.
With about €5530 million in unused consolidated operating lines of
credit (the bulk of which are committed) and cash on hand of CS$1B.6
million as of Sept. 30, 2005, annual cash flow as repregsented by FFO
of more than C$300 million, and access to debt and equity capital
markets, the company and its subsidiaries have adequate resources
available to fund an estimated C$620 million-C5650 million in total
capital expenditure, dividend payments, and debt maturities for the
remainder of 2005 and in 2006.

Qutlook

The stable outlook on Fortis reflects greater stabllity in its business
~and financial profiles following the integration of two large business
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acquisitions in 2004, and reduced concern surrounding the level of
. operational and funding risk involved with its major capital expenditure
program. Any material setback in executing the capital expenditure program
would lead to a negative outlook or downgrade, as would any move by the
company to materially alter its current split between regulated and
unregulated operations in favor of an increased proportion of higher risk
unregulated businesses without a corresponding strengthening of its
finaneial profile. Furthermore, the outloock reflects an expectation of ne
material debt-funded acquisitions, as there is little or no cushion at the
current ratings level for possible detericration in Fortis' financial
profile, and in the event the unregulated operations are expanded, they
will be funded more conservatively than the regulated operations. &
positive outlook or ratings uplift is unlikely, given the company's weak
financial profile and little expectation of reduced business risk.

Ratings List
Ratings Affirmed, Outlook Revised To Stable

Fortis Inc. To From
Corporate credit rating BEB+/Stable/-- BBB+/Negative/--
Senior unsecured debt BBB BBE

Newfoundland Power Inc.
. Corporate credit rating BBB+/Stable/--  BBB+/Negative/--
Senior secured debt A- (Recovery rig: 1) b

Maritime Electric Co. Ltd.
Corporate credit rating BBB+/Stable/~~ BBB+/Negative/--
Senicr secured debt A- (Recovery rtg: 1+) BBEB+
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BBB+/Stable/-

' Mt_)derate]y aggressive

2006 C$37 mil.
2007 C$67 mil. -
2008 £3$28 mil.

2008 CSB1 mil. ' :
2011 ta 2035 C$1.67 bil.
*“Debt repayments include sinking-fund payments, amortizing debt repayments, and maturing debt issues.

'Furtis Inc.

Sr unsecd debt

Local currency BBB

Pd stk

Lacal currency BBB-
Caribbean Utilities Co. Ltd.

Corporate Credit Rating A/Negative/-
Sr unsecd deht

Foreign currency A

Maritime Electric Co. Ltd.

Corporate Credit Rating BBB+/Stable/-
Sr secd debt

Local currency A-
Newfoundland Power Ine,

Corporate Credit Rating BBB+/Stable/-
Sr secd debt

Local currency A-

Pfd stk

Local currency BBB-

Mar. 20, 2001
Jan. 7, 2004

Major Rating Factors
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Fortis Inc.

Strengths:

-« Diversified portfolio of low-risk monopoly electricity distribution businesses,

» Regulated cash flows, with supportive regulatory regimes,
» Growing customer base, and
* Limited commodity price and volume exposure.

Weaknesses:

* Moderately aggressive financial profile,
» Exposure to unregulated operations, and
s Large capital spending commitments.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution

businesses, regulated cash flows, and growing residential and commercial customer base. These strengths are offset

by a moderately aggressive financial profile, operating and capital expenditure challenges in all service territories;
and investments in, and exposure to, higher-risk commercial and hospitality real estate, merchant and contracted
generation, and investments in the country of Belize {foreign currency, CCC-/Negative/C).

Fortis is a utility holding company with regulated and unregulated electricity operations located mainly in five

Canadian provinces, the northeastern U.S., the Cayman Islands, and Belize, as well property holdings across

Canada. Underpinning the quality and stability of the company's cash flows is diversity, with no single business

expected to contribute more than 25% of consolidated earnings. Moreover, cash flow reliability is enhanced by the
company's diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of Fortis' cash flows are its five regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by it's the company's equity investments in regulated utilities
Caribbean Utilities Co. Ltd. (A/Negative/~) and Belize Electricity Ltd, (unrated) in the Caribbean. The company's
regulated Canada-based utility operations account for between 70% and 75% of EBITDA and consolidated assets.
All seven network businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing
and/or licensed monopaly status protecting the companies from material bypass of their networks and related loss of

cash flows.

The regulatory regimes governing the company's electricity network operations for the most part support credit
quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology such
that the company earns a return on prudently incurred operating costs and a return on capital employed. Although
the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks provide
stability and predictability of cash flows for debt servicing. Enhancing cash flow quality is the limited exposure to
energy price and volume risk, with the vast majority of distribution operations benefiting from the full flow-through
of commodity costs to end-use customers and limited market-risk exposure.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the company's relatively mature markets in Newfoundland and Prince Edward Island. The
Alberta and British Columbia service territories in particular are expected to experience a continuation of the solid
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growth rates in recent times, with energy demand growth expected to be 2% to 3% in Alberta and about 2% in
British Columbia. The company's total customer base of 990,000 in Canada and the Caribbean is well diversified,
and there is no material customer concentration or credit risk.

Fortis’ financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
from 2.4x and 13% in. 2003, as a result of higher FFO and lower-than-expected interest expense. Despite the need
for additional debt to partially fund the significant capital expenditure at its FortisAlberta and FortisBC network
businesses in the next few years, the company's increasing customer base and growing regulated cash flows as
regulated asset bases expand are expected to provide the additional cash flows needed to ensure that consolidated
interest and debt coverages are maintained at or about their 2004 levels, Leverage as measured by total debt-to-total
capital was 61% in 2004 and is expected to remain at or marginally below 60%, as additions to the regulated assets
of network businesses are partially funded with debt. The company's third-quarter 2005 results were in line with
Standard & Poor's expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.5 billion in the 2006-2009 period, close to 75% will be spent in the Alberta and British
Columbia service territories to meet the growing demand for energy services in those areas. The program will
require the company to raise debt and equity funding, but will also pose an operational challenge to ensure the
smooth running of the existing networks. Although presenting a challenge in the short-to-medium term, the
expenditure will improve long-term sustainable regulatory earnings as the assets are rolled into the regulated asset

base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its part ownership of Belize Electricity, which together represent 20% to 25% of assets and slightly
more in terms of consolidated cash flows. The company's unregulated operations primarily center on contracted and
merchant generation, and its property portfolio. The absence of price and regulatory support means that these
operations have more risk than the company's network businesses. The creditworthiness of Belize Electricity,
although comparable with that of Fortis' Canadian utility holdings on a stand-alone basis, is negatively affected by
the low sovereign rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily
to finance amortizing debt and significant organic growth within the Belize business, and will not be relied on as a
material cash contributor to service Fortis' debt at the corporate level.

Liquidity ‘

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the 20062009 period, and will require the company to take on
modest levels of additional debt and equity. With about C$530 million in unused consolidated operating lines of
credit {the bulk of which are committed) and cash on hand of C$18.6 million as of Sept. 30, 2005, annual cash flow
as represented by FFO of more than C$300 million, and access to debt and equity capital markets, the company and
its subsidiaries have adequate resources available to fund an estimated C$620 million to C$650 million in total
capital expenditure, dividend payments, and debt maturities for the last quarter of 2005 and in 2006.

At the holding company, Fortis maintains C$210 million of credit facilities, with C$202 million available as of Sept.
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30, 2005. The facilities consist of a C$145 million unsecured revolver that matures in May 2008; and a C$50

- million unsecured revolving credit facility that matures in January 2009, both of which are used for general

corporate and acquisition purposes. The company also has a C$15 million uncommitted demand facility, established
in January 2005. The consolidated Fortis groups of companies hold close to C$750 million in total credit facilities,
the bulk of which are at the regulated operating companies.

Qutlook

The stable outlook on Fortis reflects greater stability in its business and financial risk profiles following the
integration of two large business acquisitions in 2004, and reduced concern surrounding the level of operational and
funding risk involved with its major capital expenditure program. Any material setback in executing the capital
expenditure program would lead to a negative outlook or downgrade, as would any move by the company to
materially alter its current split between regulated and unregulated operations in favor of an increased propertion of

- ~higher=risk-unregulated businesses without a corresponding strengthening of-its financial profile. Furthermoreythe- - voeeve

outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
ratings level for deterioration in Fortis' financial profile, and if the unregulated operations are expanded, they will
be funded more conservatively than the regulated operations. A positive outlook or ratings uplift is unlikely given
the company's weak credit metrics and little expectation of reduced business risk.

Business Description

. St. John's, Newfoundland-based Fortis is a listed investor-owned electric utility holding company with diversified

holdings, mainly in regulated electric distribution companies, nonregulated hydroelectric generation, and property
holdings. However, the company's principal business is owning and operating electric distribution utilities.
Underpinning the ratings is the company's full ownership of five Canadian regulated electricity network businesses.
These businesses are:

e Newfoundland Power Inc., an integrated generation, transmission, and distribution system serving abont 224,000
customers in parts of the island portion of Newfoundland and Labrador;

s FortisAlberta, an electric distribution utility serving about 400,000 customers in southern and central Alberta;

» FortisBC, an integrated regulated utility operating in the southern interior of British Columbia serving about
140,000 customers;

¢ Maritime Electric, the principal electricity utility for the Province of Prince Edward Island (PEI) with about
70,000 customers; and

» FortisOntario, an integrated electricity utility that owns and operates the electric distribution business of
Canadian Niagara Power and Cornwall Electric. FortisOntario serves about 52,000 customers in the towns of
Fort Erie, Port Colborne, and Gananoque, as well as the City of Cornwall.

In addition to its Canadian electricity distribution businesses, Fortis owns 451 MW of regulated generation
incorporated in the operations of its regulated network operations and 177 MW of nonregulated generation
capacity across three Canadian provinces {Newfoundland, Ontario, and British Columbia), Upper New York State,
and in Belize. The company also owns and operates a portfolio of office and hotel properties throughout Canada.
Investments in regulated utilities include a 37% share of Caribbean Utilities in Grand Cayman and its 68%

. ownership of Belize Electricity.
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- Rating Methodology

The ratings on Fortis and its subsidiaries are based on Standard & Poor's consolidated rating methodology. The
ratings reflect a business profile that captures the relative contribution to business risk and cash flow of Fortis'
various business segments, including its regulated utilities; higher risk generation business; and real estate, As a
result, the corporate credit ratings on Fortis’ wholly owned subsidiaries Newfoundland Power and Maritime Electric
are equalized with those on the parent, with any change to the rating on Fortis leading to a change in the rating on
the subsidiaries. The rating on Caribbean Utilities reflects that company's standalone creditworthiness.

Business Profile

Regulation
The regulatory regimes governing Fortis' electricity network businesses generally support credit quality. Although

~ variations in returns and approaches exist across the different régulatory jurisdictions, the régimes for the most part
are based on a cost-of-service and rate-of-return methodology such that the respective network businesses recover all
prudent operating costs, including depreciation and debt service, and earn a return on capital employed.
Highlighting the supportive nature of the regimes is the allowed full flow-through of energy costs to end-users, with
the network businesses not exposed to commodity price or volume risk. Furthermore, the preapproval by regulators
for most capital expenditures reduces the risk of nonrecovery of capital.

Although the Canadian utilities' regulated nature is key to their low business risk profiles, the deemed equity layers
in their capital structures for regulatory purposes and allowed returns on equity (ROE) results in weaker financial
profiles relative to similar peers globally. Automatic adjustments to the level of allowed ROE to reflect falling bond
yields will see the majority of network businesses with allowed ROE of 3.0% or lower in 2006 based on deemed
equity layers of between a low of 37% in FortisAlberta's case to a high of 50% for the company's small Ontario
network business. In terms of ROE, Maritime Electric, which in 2004 returned to traditional cost-of-service
regulation, has the highest allowed ROE of 10.25% (see table 1). A threat to the level of future regulatory returns is
the potential for regulators in the various jurisdictions to not be as accommodating as they are now in allowing the
automatic adjustments in ROEs if bond yields move substantially higher from their historically low levels currently.
Fortis* regulated Caribbean businesses fare better regarding allowed returns, with Caribbean Utilities and Belize
Electricity permitted to earn 15% on their respective asset bases.

Tahle1
‘Ren)

Allowed Return on
common eguity common equity  Rate base
Regulator i%) {%} (mil. C$} Supportive features
Newfoundland Newifoundland Public 45 8.24 744 Cost of service {COS)/rate of retum;
Power Utilities Board commaodity pass through
Maritime Electric  Island Regulatory & 4 10.25 200 COS/rate of return
Appeals Commission
FortisOntario Ontario Energy Board 50 9.88 104 COS/ROE for Fort Erie netwark. Prica cap
with commodity cost flow through for
Cornwall Electric
FartisAlberta Alberta Utilities & Ensrgy 3 95 661 COS/ROE
Board
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Table 1

FnrtisBC British Columbia Utilities a0 9.43 538 COS {multiyear PBR mechanism)

Commission

Belize Eiectricity Belize Public Utifities N/A 15% Bz$263 COS {four-year tariff arrangements)
Commission

Caribbean Utilities  Grand Cayman Public N/A 15* US$253 COS

Utilities Commissian
*Return on assets. N/A-Not applicable.

Fortis' Canadian network businesses benefit from regulatory regimes that are penerally independent and transparent.
The regimes' independence and transparency lessen the uncertainty about regulatory decisions and reduce the
likelihood of unexpected adverse rate determinations or politically motivated outcomes. Although the potential for
political intervention continues to weaken the supportive Ontario regulatory regime, the small contribution of
FortisOntario to Fortis' consolidated cash flow reduces the Ontario regnlatory environment's negative influence on
Fortislﬁbusinessrislc,ProfilET7 T et

To ensure sufficient cash flows to earn their regulated returns and meet capital expenditure requirements, Fortis'
western Canadian network businesses in particnlar are expected to seek annual tariff increases from their respective
regulators, FortisBC has applied for a 5.9% tariff increase in 2006 after receiving a 3.4% increase in 2005, and will
likely need to seek further increases in future years. Similarly, FortisAlberta negotiated a 2.1% rate increase over
2004 rates for 20085, and will likely need further annual increases in the future. To that end, the company has
indicated it will apply for a 3% increase in base rates in 2007. The regular approvals required for tariff increases
and capita! budgets introduce some regulatory uncertainty. Although British Columbia and Alberta regulators
appear to understand the need for tariff increases, the regulators’ ongoing willingness to grant consecutive tariff
increases could be tested.

‘Markets

The number of geopraphically dispersed markets that Fortis' subsidiaries service offer the consolidated benefits of
underlying diversity of regulatory regimes, customer base, operational risk, climate, and product offering. The
electricity networks, generation assets, and commercial real estate and hotels located across Canada, as well as its
Caribbean investments, reduce Fortis' exposure to fluctuations in demand for services and related cash flows from
any particular business or business segment. The limited dependence on any particular business provides greater
security of cash flow and financial performance. Furthermore, the mix of services that unregulated businesses
provide, although higher risk, also allows for higher returns.

Potential growth in the regulated network markets varies, with the faster-growing western Canadian provinces
expected to overshadow the more mature and slightly weaker electricity markets of Ontario and eastern Canada.
Annual energy demand growth in FortisBC's and FortisAlberta's territories is expected to be about 2% and 2.5%,
respectively. In British Columbia, the growth largely reflects the expanding ski, wine, and retirement industries in
the southern interior, while in Alberta, significant growth and development of the oil and gas industry is fueling the
economic boom in that province. Annual growth in markets served by Caribbean Utilities and Belize is also strong at
more than 5%. Growth in Newfoundland Power's service territory is expected to be about 2%, supported by a
higher rate of growth in the St John's region. The company's PEl and Ontario markets are, however, expected to
experience more modest growth in the 1% to 1.5% range.

The markets served by Fortis' unregulated electricity generation and real estate properties are more volatile than
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those of its regulated network operations, A benefit to the generation portfolio is that about 40% of unregulated
capacity is under long-term contract with creditworthy counterparties for the most part, thereby reducing the effect
of variable demand and prices in the markets in which they operate. For the company's remaining unregulated
generation facilities, which are its merchant plants in Ontario and New York state, the generally constrained supply
situations in those markets, particularly in Ontario, mean the wholesale pool prices in those markets and cash flows
from these businesses are expected to remain robust in the short-to-medium term at least. Regarding the company's
property portfolio, its commercial real estate arm is highly concentrated in Atlantic Canada, but the market
concentration risk is somewhat offset by the quality of tenants (largely government) and by the existing high
occupancy rate and average lease life of more than seven years. Unlike the essential service nature of the company's
network businesses, and to a lesser extent its generation and commercial real estate operations, the financial
performance of Fortis' hotel operations is heavily influenced by the economic performance in the markets of
Newfoundland, Ontario, Nova Scotia, New Brunswick, Manitoba, and Alberta. A large component of cash flow to
the hotel operations comes from business travel and tourism. Any economic downturn in these provincial markets
--can-have-an immediate effect on-occupancy rates and resultant cash flows from this business

Operations

Low operating risk electricity network operations and the immaterial commodity risk faced by these businesses
support Fortis' credit profile. The bulk {75% to 80%) of Fortis' operations will remain regulated network
businesses, while the company's commercial and hotel real estate will represent about 10%, investment in regulated
utilities in the Caribbean about 5%, and the potential growth area of unregulated generation the remainder. The

. company's focus in the next few years will be to expand its relatively low-risk network operations and, to a lesser
extent, its unregulated generation. While expansion in the regulated businesses will largely come from organic
growth opportunities, the unregulated generation development is to be based on the acquisition or development of
small hydroelectric plants of under 100 MW.

The biggest operational challenge that Fortis faces is its large annual capital expenditure program of about C$400
million. At the two network businesses most affected, FortisAlberta and FortisBC, the annual expenditure represents
between 10% and 15% of subsidiaries' total asset values, which is high for network businesses who typically spent
less than half this. Mitigating the operational and construction risk involved is that most of the C$1.3 billion
expected to be spent by these two businesses from 2006 to 2010 will be on uncomplicated transmission and
distribution poles and wires construction, with more technology challenging and riskier generation asset refits and
transformer station installations accounting for less than 10% of total expenditure. The relatively low technology
applicable to most of the worlk and the large number of small and discrete projects comprising the work means that
the operational and funding commitments involved are manageable. Furthermore, the company has also moved to
reduce labor cost pressures posed by the booming Alberta economy by taking on higher staffing levels and reducing

the need to outsource projects.

The network businesses that form the backbone of Fortis' Canadian electricity distribution operations are
Newfoundland Power, Fortis Alberta, Fortis BC, and Maritime Electric. Together, these four businesses account for
65% to 70% of consolidated cash flows and a similar proportion of assets, The businesses' operational performance
in terms of reliability is mixed, with the eastern Canadian networks generally below the Canadian Electricity
Association average for network businesses in terms of SAIFI and SAIDI. The absence of performance-based
regulation and penalties for network underperformance mitigate the risk to the company's financial position.

. Fortis' total regulated and unregulated generation capacity is 628 MW, with about 70% of capacity subject to
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regulation (see table 2). For the bulk of Fortis' 177 MW of unregulated generation capacity the vast majority is

. long-life, and low-cost hydroelectric plants with low operating risks. The company's unregulated generation also
includes a small § MW gas-fired plant in Cornwall, Ontario. The biggest risk to the hydro plants is water-level
variability, Fortis addressed part of the hydrology risk at its hydro asset in Ontario in early 2005 through an
agreement with Ontario Power Generation (OPG, BBB+/Positive/—)). The agreement, which covers 83 MW of
Fortis' 106 MW of merchant capacity, assigns FortisOntario's water rights on the Niagara River to OPG and
facilitates the exchange of 75 MW of wholesale electric power supply to FortisOntario until 2009 when the
agreement finishes. The exchange of water entitlement for firm generation load removes hydrology risk for the
facility, but the price received for the output remains subject to the prevailing wholesale pool price. For the majority
of the company's remaining facilities, long-term contracts guard against fluctuating market prices.

Tahle 2

__Capacity Ownership  Net ownership
Mw

" Company Plants Fuel A {MW)  Regulation/coniracts
FortisOntario B Hydra, 88 100 B8 83 MW sold into Ontario market (wholesalg); 5
thermal MW sold to Cornwali customers
FortisUS Energy 4 Hydro 23 100 23 Purchase agreement with NiMo with day-ahead
: ' and six-month peicing, expiring 2004-2008
BECOL/Chalillo 2 Hydro 32 95 31 PPA with Belize Electricity expiring 2046 (fixed
price plus escalation)
Fortis BC [regulated) 4 Hydro 205 100 205 COS/ROE
FortisBC {unregulated) 1 Hydro 16 100 18 Purchase agreement with BC Hydro to 2013
{fixed price plus escalation}
Exploits River Hydro 1 Hydro 36 51 18 Cantracted with Newfoundiand and Labrador
Partnership Hydro expiring 2033 {fixed price plus escalation}
Newfoundiand Power 3 Hydro, 147 100 147 COS/ACE
thermal
Maritime Electric 2 Thermal 100 100 100 COS/ROE
Total 56 647 628

Fortis' international utility operations have grown in recent years and while they are expected to continue to grow,
they will remain a relatively small component of the company's business risk profile. The company's higher-risk
operations in Belize consist of Fortis' 68%-owned Belize Electricity and 100%-owned generator BECOL. Belize
Electricity is primarily involved in transmitting and distributing electricity to 66,000 customers in Belize under an
exclusive 15-year franchise license to 2015, with a 10-year renewal option. BECOL owns and operates 32 MW of
hydroelectric capacity and sells its entire output to Belize Electricity under a long-term contract, The higher-risk
Belize operations reflect economic, operating, credit, and political risk factors, which are partially offset by relatively
strong growth opportunities, Caribbean Utilities is an integrated electric utility serving more than 20,000 customers
in Grand Cayman, Cayman Istands. Fortis' minority interest in Caribbean Utilities means the rating on Caribbean
Utilities is not constrained by the lower rating on Fortis. (For more information on Caribbean Utilities see the latest
credit report on the company published Oct. 7, 2005 on RatingsDirect, Standard 8 Poor's Web-based credit
research and analysis system, at www.ratingsdirect.com.)

The business and financial profiles of Fortis' property operations are below average compared with those of larger
peers and would very likely be rated noninvestment-grade on a stand-alone basis due to its relatively small size,
- weak markets, and high leverage. The portfolio is evenly split between commercial real estate (2.7 million square
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feet) and hotels {15 with more than 2,800 rooms) located in six Canadian provinces. The company internally

- manages and operates its properties, and therefore does not rely on other parties for the important aspects of
operational performance and quality of service. Fortis recently expanded its property portfolio by acquiring four
hotels in Ontario in 2003 and three hotels in Manitoba and Alberta in early 20035.

Competitiveness

Fortis' Canadian electricity distribution operations face very little competition, except from alternative fuels. The
company’s operations function as virtual monopolies because an alternative electric distribution operation would
have to be preapproved by local regulators, which is unlikely. Furthermore, for the company's Atlantic Canada
markets, the geographic remoteness and low population density mean further industry restructuring or deregulation
is unlikely to pose a competitive challenge in the region. Electricity tariffs in Newfoundland are competitive versus
oil, which it competes against in the home-heating market, while natural gas is not expected to become available in
either province for the foreseeable future. In PEI, electricity is primarily used for lighting and cooling; as a result,
demand is relatively inelastic. Home heating in PEI is dominated by oil, so any long-term threat of natural gas in PEI

~ would not materially affect residential energy sales for Maritime Electric. For British Columbia, the provinee's heavy ~ ~

use of low-cost hydrogeneration means electricity remains cost-competitive as an energy source. In the growing
Alberta market, the absence of extensive gas distribution infrastructure in FortisAlberta's service territories reduces
the risk of fuel switching.

The company's commercial real estate, hotel operations, and unregulated generation face competitive pressures. The
commercial properties' location and long-term tenancies somewhat reduce the competitive risk. Price pressures and
variable demand faced by the company's hotel operations are higher than those of its commercial real estate

-operations and more immediate. Furthermore, the company's merchant and short-term contracted generation asset
are price talkers. However, a sustainable competitive advantage for the company’s merchant hydro assets is their
low-cost fuel source and low operating costs that ensure, subject to water availability, the assets remain cost
competitive and face limited dispatch risk.

Profitability

Fortis' profitability is largely a function of the regulated returns received by its network businesses. With the
regulated Canadian and Caribbean network businesses generally contributing close to 80% or more of consolidated
cash flow, the allowed returns of these businesses have a big influence on the company's economic return. The trend
to lower ROEs of 2.0% or less in Canada will dampen the potential for any material uplift in economic returns from
these businesses in the short term at least. Benefiting the company's growth in earnings however will be the
significant organic growth of its FortisAlberta and FortisBC networks in particular.

Financial Policy: Moderately aggressive

Fortis' financial policy is moderately aggressive given the company's business risk profile, relatively high leverage,
and the use of debt to partly finance capital requirements. However, the company takes steps to mitigate financial
risk by actively managing its liquidity and capital structure.

Fortis' regulated utilities primarily manage their capital structures at levels consistent with regulatory rulings. The
company's financing and operational strategy is to allow its wholly owned subsidiaries to operate largely on a
decentralized basis, Subsidiaries are required to act commercially and make annual dividends to Fortis, with equity
. injections made back to the subsidiary from the holding company if required. The approach adds greater
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transparency to subsidiaries' performance and to dealings with individual regulators, but also ensures enough cash

. flow are directed to the holding company for debt service.

A concern for debt holders is the company's increasing dividend payout ratio. The company moved in 2005 to
increase the payout ratio to 54% from 52%. The ratio is still below the 60%-70% ratios of investor-owned utilities
generally, but the company's willingness to increase the payout at a time when it is making significant capital
expansion commitments and assuming more debt will require close monitoring by Standard & Poor's. Significant
rating pressure will result if new borrowings are used to fund dividends.

Financial Risk Profile

Accounting
Fortis' consolidated financial statements are prepared according to Canadian GAAP. No material changes to
_Canadian GAAP or the accounting policies adopted by Fortis are expected in the foreseeable future that would

matenally alter the financial statements as presented by Fortis. In its analysm Standard & Poor's ad]usts Fortis'
financial profile to reflect the financial risk the company faces. One adjustment is the capitalization of the
company's future obligations under long-term purchased-power agreements (PPA) onto the balance sheet in
recognition of the financial risk embedded in the PPA commitments. A portion of FortisBC's and FortisOntario's
future PPA obligations are added to the balance sheet as a debt-like instrument with an imputed interest expense
associated with the debt added to interest expense in calculating interest-coverage ratios. In its analysis, we treat the
nonrecourse debt associated with Fortis' properties as recourse debt, with the associated interest costs included in

the coverage ratios.

 Fortis' derivative use is generally limited to the management of its foreign exchange exposure. The company's utility
operations face no material commodity exposure, with the respective regulatory regimes providing for the full
flow-though of energy costs to end-users, Furthermore, with the bulk of long-term debt at fixed rates, the company
has no meaningful interest rate exposure requiring the use of interest-rate swaps.

Cash flow adequacy

Fortis' largely regulated consolidated cash flows and significant capital build out mean no material improvement in
cash flow credit metrics is expected in the next few years. With annual capital expenditure outstripping the annual
depreciation of regulatory assets, the value of income generating regulated rate bases are expected to move higher
over time. Fortis' interest and debt coverages however are expected to remain relatively predictable and stable as the
company continues to take on additional debt to expand its network businesses, and to a much lesser extent, its
nonregulated generation. FFO of more than C$300 million in 2005 is expected to increase in the net few years as
returns are realized on newly commissioned regulatory assets. However, FFO interest coverage and FFO-to-average
total debt are not expected to materially improve from the 2004 levels of 3.1x and 14% respectively, as higher
interest costs and debt levels limit any material improvements in coverages.

A cash drain for Fortis in the next few years will be commitments associated with its large capital expenditure
program, and to a lesser extent its continued dividend growth. About C$1.5 billion is expected to be spent on the
company’s electricity network and generation businesses from 2006 to 2009. The company does not generate
enough cash flow from operations to finance the large capital program—net cash flow (FFO less dividend)-to-capex
is expected to be 60% to 85% in this period. The funding shortfall is expected to be largely met with debt, but

.. annual equity contributions of about C$20 million from dividend reinvestment plans, employee and consumer share
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purchase plans, and exercised stock options will also contribute, A further drain will be dividend payments.
" Dividends in 2005 are expected to total about C$60 million to C$65 million, and as they have annually for the past
32 years, the dollar amount paid out is expected to continue to increase in the next few years at least.

Liability management and capital structure

Reducing the financial risk faced by Fortis are its largely fixed rate debt at both the corporate and subsidiary levels.
The company's level of total outstanding debt as of Sept. 30, 2005 of C$2.1 billion is expected to move higher by
C$75 million to C$125 million annually in the coming years, The company's objective to guard against interest rate
movement is to limit its exposure to floating-rate debt to less than 10% of total debt outstanding. Floating-rate debt
is generally restricted to short-term debt, which at Sept. 30, 2005 was C$353 million or about 3% of total debt. The
cost-of-service regulatory frameworks under which the company network businesses operate also protect them from
the adverse effect of potentially higher interest costs with the cost associated with interest rate increases ultimately
passed through in tariffs.

~~ Portis"mitigates exposure to refinancing risk-by maintaining a-well-spread-debt maturity profile; with-more-than-— - - -

85% of consolidated outstanding debt due to mature after 2010. Debt maturities across the group range from 2007
to 20335, with the company's average debt maturity profile extending beyond 10 years. The company's largest
fefinancing challenge is some time off in 2014 when about C$580 million of debt matures, representing about 25%
of existing consolidated debt. Annual debt marurities or amortizing debt payments for the next four years at least
will be under C$85 million or less than 5% of debt cutstanding. Amortizing debt at a number of regulated
subsidiaries and at property assets further reduce refinancing risk. The maintenance of goed liquidity also guards
against funding risk, with the company having sufficient liquidity from cash flows, available bank lines, and cash on
hand to meet debt maturities, dividend payments, and capital expenditure in 2006.

Fortis' leverage is expected to remain marginally below its 2004 level of 61%. The leverage is largely a function of
the regulated deemed capital structures of its network businesses, With the company expected to assume additional
debt to part fund its capital expenditure program, the forecast leverage is expected to remain largely stable as higher
asset values match higher debt levels. The bulk (about 85%) of the company's consolidated debt resides at the
operating company level, with long-term debt at the corporate level expected to deviate little from its current C$303
million. This figure consists of C$100 million senior unsecured debentures maturing 2010, U5$150 million senior
unsecured notes maturing 2014, and US$20 million in unsecured subordinated debt, half of which matures in 2012,
and half in 2013. The company also had about C$3 million in short-term debt outstanding under its C$145 million
revolver as of Sept. 30, 2005. Of the debt at the operating company or property level, about 45% is secured debt.

The company's capital structure benefits also from diversity of funds, with the company able to access Canadian
debt and equity markets, and the U.S. debt market, The foreign-exchange risk associated with its U.S. dollar
denaminated debt is largely offset by the cash flows from its U.S. generation assets that are sufficient to meet it U.S.
dollar debt obligations. The company is not exposed to maintenance covenants or rating triggers in its banking
documents or medium-term note issues. Furthermore, the company does not face material pension liabilities.

Financial flexibility

Fortis' financial flexibility is supported by its access to debt and equity capital markets, and the potential sale of

noncore assets. The company has a demonstrated track record in successfully raising debt and equity funding,

particularly in 2004, when it financed its C$1.3 billion acquisition of FortisAlberta and FortisBC. The company's
- strong share price bodes well for future equity raisings if required. The company's portfolio of noncore real estate
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assets, valued at more than C$400 million, provide it with an opportunity in a time of financial stress to raise

 additional capital by selling some or all of the assets without adversely affecting its core electricity network
businesses. The nonrecourse nature of the secured debt associated with the individnal properties also provides the
company with the ability to walk way from nonperforming or financially stressed assets.

Fortis' financial flexibility is hampered by its limited capacity to reduce cash outlays associated with its dividend and
capital expenditure program. The company's proud record of strong dividend growth and the benefit it provides in
terms of equity market support for future equity raisings suggests that although possible, material reductions in
dividends are unlikely. Furthermore, although some flexibility exists to scale back capital spending, the large portion
of expenditures directed to meeting the demand of growing customer bases and energy demand and the preapproval
by regulators for the expenditure means discretionary expenditure is limited, with only about 10%to 15% of the
estimated annual capital expenditure of about C$400 million able to be deferred.

Table 3

Industry Sector: Electric Utilities -- Canada
) --Average of past three fiscal years—

(Mil. C$} Sector median Forfis Inc. ATCO Ltd. Emera Inc. Epcor Utilities Inc.
Rating BBR+/Stable/~ A/Stable/— BBB4/Negative/— BBB+/Stable/-

Sales o016 901.6 3,491.7 1,226.7 2,660.7
Net incoms from cont. oper. 85.8 g04 159.8 113.9 198.1
Funds from aper, {FFO) 215.0 168.3 1.2 77 388.4
Capital expenditures 1247 2294 5702 127.6 N7
Total debt 1,213.0 1,479.7 3,065 1.975.1 1,846.0
Preferred stock 7.3 1562.6 150.0 263.0 3458
Total capital 2,3908.3 2,904 5,884.7 3,488.4 3,726.0
Ratios

EBIT interest coverage {x} 2.6 2.2 3.1 21 2.7
FFO interest coverage {x) a3 27 3.7 27 a7
Return on commen equity 10.0 11.2 12.8 8.4 1.0
NCF/capital expenditures {%) 83.6 57.2 783 136.9 828
FFO/total debt {%) 18.7 133 19.8 13.8 200
Total debt/capital {%) 52.9 61.7 51.9 55.4 498

*Adjusted by capital operating leases.

Table 4

Industry Sector; Electric Utilities -- Canada

--Average of past three fiscal

{Mil. C8} years-- 2004 2003 2002 20 2000
Rating history Sector median I55uEr BBB+/Negative/~ A-IKJ’\Iatch A-/Negative/~  A-/Stable/- N.R.
Bg/~
Sales a01.6 a01.6 1,146 843.1 715.5 £28.3 h84.6
Net income from cont. B85.B B0.9 1019 71.6 63,3 499 34.5
Oper.
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Tahle 4
Funds from aper, {FFO) 215.0 168.3 2333 144.1 17215 119.9 80.1
Capital expenditures 124.7 220.4 261.5 203.5 223.2 147.1 1530
Total debt 1,213.0 1,479.7 21078 1,182.6 1,148.9 976.0 7147
Preferred stock 7.3 152.6 3195 130.2 8.2 8.3 B4
Total capital 2,398.3 2,398.4 3.464.7 1,957.1 17733 14611 1,21B3
Ratios
EEE;IT interest coverage 26 2.2 23 22 2.2 21 1.8
X
FFO interast covarage {x) 33 ST _ 31 25 25 27 23
Return on common 10.0 1.2 105 12,0 114 1.1 B3
equity
NCF/capital Bi.6 57.2 68.1 oB.5 43.8 520 34.3

e BXQENGIUTES [%5] - ermoommm e e e

FFO/total debt (%) 18.7 133 14.2 127 12,6 4.1 207
Total debt/capital {%) 5289 1.7 60.8 0.4 64.8 66.8 638

* Adjusted by capital aperating leases. N.R.-Not rated,
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Summary: Fortis Inc.

Rationale

The ratings on Fortis Inc. reflect its diversified portfolio of utility operations, monopoly electricity distribution
businesses, regulated-cash flows, and growing residential and commercial customer base. These strengths are offset
by a moderately aggressive financial pfofile, operating and capital expenditure challenges in all service territories;
and investments in, and exposure tp,‘higher-risk commercial and hospitality real estate, merchant and contracted
generation, and investments in the country of Belize (foreign currency, CCC-/Negative/C).

Fortis is a utility holding cornpény with regulated and unregulated electricity operations located mainly in five
-~-@Ganadian-provinces; the northeastern U.S;; the Cayman Islands; and Belize; as-well property-holdings-across—
Canada. Underpinning the quality and stability of the company's cash flows is diversity, with no single business
expected to contribute more than 25% of consolidated earnings. Moreover, cash flow reliability is enhanced by the
company's diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of Fortis' cash flows are its five regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its equity investments in regulated utilities Caribbean Utilities
Co. Ltd. Ltd. {A/Negative/--) and Belize Electricity Ltd. (unrated) in the Caribbean. The company's regulated
Canada-based utility operations account for between 70% and 75% of EBITDA and consolidated assets. All seven
network businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or
licensed monopoly status protecting the companies from material bypass of their networks and related loss of cash

flows.

The regulatory regimes governing the company's electricity network operations for the most part support credit
quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology such
that the company earns a return on prudently incurred operating costs and a return on capital employed. Although
the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks provide
stability and predictability of cash flows for debt servicing. Enhancing cash flow quality is the limited exposure to
energy price and volume risk, with the vast majority of distribution operations benefiting from the full flow-through
of commodity costs to end-use customers and limited market-risk exposure.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the company's relatively mature markets in Newfoundland and Prince Edward Island. The
Alberta and British Columbia service territories in particular are expected to experience a continuation of the solid
growth rates in recent times, with energy demand growth expected to be 2% to 3% in Alberta and about 2% in
British Columbia. The company's total customer base of 990,000 in Canada and the Caribbean is well diversified,

and there is no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages in 2004 improved to 3.1x and 14%, respectively,
- from 2.4x and 13% in 2003, as a result of higher FFO and lower-than-expected interest expense. Despite the need
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for additional debt to partially fund the significant capital expenditure at its FortisAlberta and FortisBC network
businesses in the next few years, the company's increasing customer base and growing regulated cash flows as
regulated asset bases expand are expected to provide the additional cash flows needed to ensure that consolidated
interest and debt coverages are maintained at or about their 2004 levels. Leverage as measured by total debt-to-total
capital was 61% in 2004 and is expected to remain at or marginally below 60%, as additions to the regulated assets
of network businesses are partially funded with debt. The company's third-quarter 20035 resnlts were in line with
Standard & Poor's expectations.

Fortis’ major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.5 billion in the 2006-2009 period, close to 75% will be spent in the Alberta and British
Columbia service territories to meet the growing demand for energy services in those areas. The program will
require the company to raise debt and equity funding, but will also pose an operational challenge to ensure the

. smooth running of the existing networks. Although presenting a challenge in the short-to-medium term, the

expenditure will improve long-term sustainable regulatory earnings as the assets are rolled into the regulated asset
base.

Fortis' strong business profile is weakened by its exposure to unregulated property investments and generation
operations, and its part ownership of Belize Electricity, which together represent 20% to 25% of assets and slightly
more in terms of consolidated cash flows. The company's unregulated operations primarily center on contracred and
merchant generation, and its property portfolio. The absence of price and regulatory support means that these
operations have more risk than the company's network businesses. The creditworthiness of Belize Electricity,
although comparable with that of Fortis' Canadian utility holdings on a stand-alone basis, is negatively affected by
the low sovereign rating on Belize. A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily
to finance amortizing debt and significant organic growth within the Belize business, and will not be relied on as a
material cash contributor to service Fortis' debt at the corporate level.

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in the 20062009 period, and will require the company to take on
modest levels of additional debt and equity. With about C$530 miilion in unused consolidated aperating lines of
credit {the bulk of which are committed) and cash on hand of C$18.6 million as of Sept. 30, 2003, annual cash flow
as represented by FFO of more than C$300 million, and access to debt and equity capital markets, the company and
its subsidiaries have adequate resources available to fund an estimated C$620 million to C$650 million in total
capital expenditure, dividend payments, and debt maturities for the last quarter of 2005 and in 2006,

At the holding company, Fortis maintains C$210 million of credit facilities, with C$202 million available as of Sept.
30, 2005. The facilities consist of a C$145 million unsecured revolver that matures in May 2008; and a C$50
million unsecured revolving credit facility that matures in January 2009, both of which are used for general
corporate and acquisition purposes. The company also has a C$15 million uncommitted demand facility, established
in January 2005. The consolidated Fortis groups of companies hold close to C$750 million in total credit facilities,
the bulk of which are at the regulated operating companies.
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Summary: Fortis Inc.

Outlook

The stable outlock on Fortis reflects greater stability in its business and financial risk profiles following the
integration of two large business acquisitions in 2004, and reduced concern surrounding the level of operational and
funding risk involved with its major capital expenditure program. Any material setback in executing the capital
expenditure program would lead to a negative outlook or downgrade, as would any move by the company to
materially alter its current split between regulated and unregulated operations in favor of an increased proportion of
higher-risk unregulated businesses without a corresponding strengthening of its financial profile. Furthermore, the
outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
ratings leve] for deterioration in Fortis' financial profile, and if the unregulated operations are expanded, they will
be funded more conservatively than the regulated operations. A positive outlaok or ratings uplift is unlikely given
the company's weak credit metrics and little expectation of reduced business risk.
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BULLETIN: Fortis Inc.'s 2005 Results In Line
With Expectations, Credit Neutral

Primary Credit Analyst;
Laurie Conheady, Toronta {1} 416-507-2518; laurie_conheady@standardandpoors.com

Secondary Credit Analyst:
Nicole Martin, Toronta {1} 416-507-2560; nicole_martin@standardandpoars.com

TORONTO (Standard & Poor's) Feb. 7, 2006--Standard & Poor's Ratings Services
today said Fortis Inc.'s (BBB+/Stable/--) results for fiscal 2005 were in line
with expectations. The company's credit metrics remained relatively stable,
with funds from operations (FFO) interest coverage and FF0 to average total
debt moving marginally higher to 3.2x and 15% respectively, from 3.lx and 14%
in 2004. The cash flow coverages are not expected to show any material
improvement beyond their 2005 levels. The metrics are expected to remain weak
for the rating as the company undertakes its significant capital expenditure
program, which is estimated by Fortis to approach C$2 billion in the next five
vears. The forecast capital expenditure builds on the C%425 million of
expenditure undertaken in 2005. At year-end 2005, leverage as measured by
total debt to total capital was 59%.
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Summary: Fortis Inc.

Rationale

The ratings on St. John's, Nfld.-based Fortis Inc, reflect its diversified portfolio of utility operations, monopoly
electricity distribution businesses, regulated cash flows, and growing residential and commercial customer base.
These strengths are offset by a moderately aggressive financial profile; operating and capital expenditure challenges
in all service territories; and investmehts in, and exposure to, higher-risk commercial and hospitality real estate,
merchant and contracted generation, and investments in the country of Belize (foreign currency: CCC-/Negative/C).

Fortis is a utility holding company with regulated and unregulated electricity operations located mainly in five

~Canadian-provinces; the-northeastern-U:S: the- Gayman Islands;-and-Belize, as well as property holdings across. - -

Canada. Underpinning the quality and stability of the company's cash flows is diversity, with no single business
expected to contribute more than 25% of consolidated earnings. Moreover, cash flow reliability is enhanced by the
company's diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of Fortis' cash flows are its five regulated monopoly electricity network businesses in Canada,
which are supplemented on a consolidated basis by its equity investments in regulated utilities Caribbean Utilities
Co. Ltd. Ltd. {A/Negative/--) and Belize Electricity Ltd. (unrated) in the Caribbean. The company's regulated
Canada-based utility operations account for between 70% and 75% of EBITDA and consolidated assets. All seven
network businesses benefit from their monopoly positions in each jurisdiction, with cost-reflective pricing and/or

* licensed monopoly status protecting the companies from material bypass of their networks and related loss of cash
flows.

The regulatory regimes governing the company's electricity network operations for the most part support credit
quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology such
that the company earns a return on prudently incurred operating costs and a return on capital employed. Although
the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks provide
stability and predictability of cash flows for debt servicing. Enhancing cash flow quality is the limited exposure to
energy price and volume risk, with the vast majority of distribution operations benefiting from the full flow-through
of commodity costs to end-use customers and limited market-risk exposure.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the company's relatively mature markets in Newfoundland and Prince Edward Island, The
Alberta and British Columbia service territories in particular are expected to experience a continuation of the solid
growth rates in recent times, with energy demand growth expected to be 2% to 3% in Alberta and about 2% in
British Columbia. The company's total customer base of more than 1 million in Canada and the Caribbean is well
diversified, and there is no material customer concentration or credit risk.

Fortis' financial profile is moderately agpgressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages in 2005 were 3.2x and 15% respectively. Despite
© the need for additional debt to partially fund the significant capital expenditure at its FortisAlberta and FortisBC
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Strmmary: Fortis Inc,

network businesses in the next few years, the company's increasing customer base and growing regulated cash flows

" as regulated asset bases expand are expected to provide the additional cash flows needed to ensure that consolidated

interest and debt coverages are maintained at or marginally below 2005 levels. Leverage as measured by total
debt-to-total capital was 59% in 2005 and is expected to remain at or marginally below 60%, as additions to the
regulated assets of network businesses are partially funded with debt.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada networks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.5 billion in 2006-2009, close to 75% will be spent in the Alberta and British Columbia
service territories to meet the growing demand for energy services in those areas. The program will require the
company to raise debt and equity funding, but will also pose an operational challenge to ensure the smooth running
of the existing networks. Although presenting a challenge in the short-to-medium term, the expenditure will improve
long-term sustainable regulatory earnings as the assets are rolled into the regulated asset base.

‘Fortis"strong business profile is weakened by its exposife to uniregulated propertyinvestments and generation™ "=~

operations, and its part ownership of Belize Electricity, which together represent 20% to 25% of assets and slightly
more in terms of consolidated cash flows. The company's unregulated operations primarily center on contracted and
merchant generation, and its property portfolio. The absence of price and regulatory support means that these
operations have more risk than the company's network businesses. The creditworthiness of Belize Electricity,
although comparable with that of Fortis' Canadian utility holdings on a stand-alone basis, is negatively affected by
the low sovereign rating on Belize, A mitigant for Fortis is that cash flows at Belize Electricity will be used primarily
to finance.amortizing debt and significant organic growth within the Belize business, and will not be relied on as a

- material cash contributor to service Fortis' debt at the corporate [evel.

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, available bank
facilities, and access to capital markets. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in 2006-2009, and will require the company to take on modest levels of
additional debt and equity. With about C$540 million in unused consolidated operating lines of credit {the bulk of
which are committed) and cash on hand of C$33.4 million as of Dec. 31, 20035, annual cash flow as represented by
FFO of more than C$300 million, and access to debt and equity capital markets, the company and its subsidiaries
have adequate resources available to fund an estimated C$500 million-C$525 million in total capital expenditure,
dividend payments, and debt maturities in 2006.

At the holding company, Fortis maintains C$210 million of credit facilities, with C$185 million available as of Dec.
31, 2005. The facilities consist of a C$145 million unsecured revolver that matures in May 2008; and a C$50
million unsecured revolving credit facility that matures in January 2009, both of which are used for general
corporate and acquisition purposes. The company also has a C§15 million uncommitted demand facility, established
in January 20035. The consolidated Fortis groups of companies hold close to C$750 million in total credit facilities,
the bulk (close to 70%) of which are at the regulated operating companies.

Outlook

The stable outlook on Fortis reflects greater stability in its business and financial risk profiles following the

- integration of two large business acquisitions in 2004, and reduced concern surrounding the level of operational and
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Summnary: Fortis Inc.

funding risk involved with its major capital expenditure program. Any material setback in executing the capital
-.. expenditure program would lead to a negative outlook or downgrade, as would any move by the company to

materially alter its current split between regulated and unregulated operations in favor of an increased proportion of
higher risk unregulated businesses without a corresponding strengthening of its financial profile. Furthermore, the

- outlook reflects an expectation of no material debt-funded acquisitions, as there is little or no cushion at the current
ratings level for deterioration in Fortis' financial profile, and if the unregulated operations are expanded, they will
be funded more conservatively than the regulated operations. A positive outlook or ratings uplift is unlikely given
the company's weak credit metrics and little expectation of reduced business risk.
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Summary: Fortis Inc.

Rationale

The ratings on St. John's, Nfld.-based Fortis Inc. reflect its diversified portfolio of utility operations, monopoly
electricity distribution businesses, regulated cash flows, and growing residential and commercial customer base.
These strengths are offset by a fﬁoderét_cly aggressive financial profile; operating and capital expenditure challenges
in all service territories; and investments in, and exposure to, higher-risk commercial and hospitality real estate,
merthant_ and contracted gen_efétiqrﬂ ‘and investments in the country of Belize {foreign currency: CCC-/Negative/C).

Fortis is a utility holding company with regulated and unregulated electricity operations located mainly in five

Canadian-provinces;the northeastern-U:S:;the-Gayman-Islands; and Belize;-as well as-property holdings-across- ————— — -~ -

Canada. Underpinning the quality and stability of the company's cash flows is diversity, with no single business
expected to contribute more than 25% of consolidated earnings. Moreover, cash flow reliability is enhanced by the
company's diversity of markets, regulatory regimes, climates, and customer segments.

The principal sources of Fortis' cash flows are its five regulated monopoly electrieity network businesses in Canada,
which are supplemented on a consolidated basis by its equity investments in regulated utilities Caribbean Utilities
Co. Ltd. (A/Negative/~-) and Belize Electricity Ltd. (unrated) in the Caribbean. The company's regulated
Canada-based utility operations account for between 70% and 75% of EBITDA and consolidated assets. All seven
network businesses benefit from their monopoly positions in each jurisdiction, with cost plus return-reflective
pricing and/or licensed monopoly status protecting the companies from material bypass of their networks and
related loss of cash flows.

The regulatory regimes governing the company's electricity network operations for the most part support credit
quality. The bulk of cash flows are determined on a traditional cost-of-service and rate-of-return methodology such
that the company earns a return on prudently incurred operating costs, and a return on capital employed. Although
the returns provided in Canada are relatively low compared with global peers, the regulatory frameworks provide
stability and predictability of cash flows for debt servicing. Enhancing cash flow quality is the limited exposure to
energy price and volume risk, with the vast majority of distribution operations benefiting from the full flow-through
of commodity costs to end-use customers and limited market-risk exposure.

Fortis' portfolio of network businesses enhances its organic growth potential and diversifies its underlying customer
base. Organic growth opportunities are expected in the company's Alberta and British Columbia service territories,
and to a lesser extent in the company's relatively mature markets in Newfoundland and Prince Edward Island. The
Alberta and British Columbia service territories in particular are expected to experience a continuation of the solid
growth rates in recent times, with energy demand growth expected to be 2% to 3% in Alberta and about 2% in
British Columbia. The company's total customer base of more than one million in Canada and the Caribbean is well
diversified, and there is no material customer concentration or credit risk.

Fortis' financial profile is moderately aggressive. The company's interest and debt coverages are weak for the
ratings. Funds from operations (FFO) interest and debt coverages in 2005 were 3.2x and 15% respectively. Despite

- the need for additiona] debt to partially fund the significant capital expenditure at its FortisAlberta and FortisBC
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Sunvmary: Fortis Inc.

network businesses in the next few years, the company's increasing customer base and growing regulated cash flows

. as regulated asset bases expand are expected to provide the additional cash flows needed to ensure that consolidared

interest and debt coverages are maintained at or marginally below 2005 levels. Leverage as measured by total
debt-to-total capital was 59% in 2005 and is expected to remain at or marginally below 60%, as additions to the
regulated assets of network businesses are partially funded with debt. The company's financial results for first
quarter 2006 were in line with Standard & Poor's Ratings Services' expectations.

Fortis' major financial and operational challenge in the next few years is a large capital expenditure program,
particularly at its western Canada netwarks, FortisAlberta and FortisBC. Of the company's consolidated capital
expenditure of almost C$1.5 billion in 2006-2009, close to 75% will be spent in the Alberta and British Columbia
service territories to meet the growing demand for energy services in those areas. The program will require the
company to raise debt and equity funding, but will also pose an operational challenge to ensure the smooth running
of the existing networks. Although presenting a challenge in the short- to medinm-term, the expenditure will
_improve long-term sustainable regulatory earnings as new assets are rolled into the regulated asset base.

Fortis' business profile is weakened by its exposure to unregulated property investments and generation operations,
and its part ownership of Belize Electricity, which together represent 20% to 25% of assets and slightly more in
terms of consolidated cash flows. The company's unregulated operations primarily center on contracted and
merchant generation, and its property portfolio. The absence of price and regulatory support means that these
operations have more risk than the company’s network businesses. The creditworthiness of Belize Electricity is
negatively affected by the low sovereign rating on Belize, A mitigant for Fortis is that cash flows at Belize Electricity
will be used primarily to finance ainortizing debt and significant organic growth within the Belize business, and will
. not be relied on as a material cash contributor to service Fortis' debt at the corporate level.

Liquidity

Fortis' liquidity is adequate given its relatively stable cash flow generation, modest debt maturities, access to capital
markets and available bank facilities. Consolidated cash flows, however, will generally be insufficient to meet all
capital expenditures and dividend payments in 2006-2009, and will require the company to take on modest levels of
additional debt and equity.

The company's liquidity is supported by annual cash flow as represented by FFO of more than C$300 million, and
demonstrated access to debt and equity capital markets. Further, as of March 31, 2006, the company had C$543
million in unused consolidated operating lines of credit {the bulk of which are committed) and cash on hand of
C$21.5 million, Subsequent to the end of first quarter 2006, Fortis' consolidated liquidity position was enhanced by
the refinancing of drawings under FortisAlberta's syndicated credit facility following that subsidiary's successful
C$100 million unsecured debenture offering on April 21, 2006. The financial resources available to Fortis and its
subsidiaries is sufficient to fund an estimated C$550 million to C$575 million in total capital expenditure, dividend
payments, and debt maturities in 2006.

At the holding company, Fortis maintains C$210 million of credit facilities, with close to C$180 million available as
of March 31, 2008. The facilities consist of a C$145 million unsecured revolver that matures in May 2008; and a
C$50 million unsecured reveolving credit facility that matures in January 2009, both of which are used for general
corporate and acquisition purposes. The company also has a C$15 million uncommitted demand facility, established
in January 2005. The consolidated Fortis groups of companies hold about C$795 million in total credit facilities, the
- bulk (close to 75%) of which are at the regulated operating companies.
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QOutlook

The stable outlook reflects an expectation of no material change to the current mix of regulated and unregulated
operations, and the company successfully undertaking its major capital expenditure program. Any move by the
company to materially alter its current split between regulated and unregulated operations in favor of an increased
proportion of higher risk unregulated businesses without a corresponding strengthening of its financial profile or
material operational, or financial setback in executing the capital expenditure program could lead to a negative
ontlook or downgrade. Furthermore, the outlook reflects an expectation of no material debt-funded acquisitions
resulting in a weakening of its credit metrics because there is limited cushion at the current ratings level for
deterioration in Fortis' financial profile; and if the unregulated operations are expanded, that they will be funded
more conservatively than the regulated operations. A positive outlook or ratings uplift is unlikely given the
company's weak credit metrics and little expectation of reduced business risk.
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Research Update:

Fortis Inc. Ratings Placed On CreditWatch

Positive Following Announced Terasen Inc.
Purchase

Rationale

On Feb., 26, 2007, Standard & Poor's Ratings Services placed its ratings,
including its 'BBB+' corporate credit rating, on St. John's, Nfld.-based
utility holding company Fortis Inc. on CreditWatch with positive implications
following the announcement that it intends to purchase Terasen Inc. and its
regulated British Columbla-based gas distribution businesses (Terasen Gas_
Inc.) from Kinder Morgan Inc. (BB-/Stable/--) for C$3.7 billion (including
C52.3 billion in debt). Terasen's petroleum pipeline business will not be
included in the acquisition. Fortis also announced that it has agreed to a

- bought deal that will result in at least C51 billion in new equity being

issued via subscription receipts. The equity will be used to finance the C$1.4

billion cash portion of the acguisition. :

We believe the acquisition, if completed, will not detericrate and could
even improve Fortis' credit quality.
¢ Terasen will materially add to the diversity of Fortis and strengthen the

buginess profile of the company. It will account for more than 35% of
Fortis' vconsplidated EBITDA and the proportion of regulated assets will
increase to more than 90% of Fortis' total assets.

s Terasen Gas benefits from a rate regulation framework that is predictable
and expected to sustain stable long-term profitability and dividend
levels. Fortis has developed familiarity with the British Columbia
requlatory system since its acguigition of electric transmission and
distribution utility FortisBC Inc. two years ago.

* The acquisition is consistent with Fortis' strategy of investing in
regulated utilities.

e Fortis intends to finance the majority of the cash purchase price with a
common equity issue. Debt coverage at the holding company level will
materially improve.

Although Fortis intends to primarily equity finance the cash portion of
this purchase, Terasen has higher leverage than Fortis' other operating
subsidiaries. Consequently, the consolidated pro forma credit measures for
Fortis will modestly decline {(funds from operation (FFO)-to-deht of 11%,
debt-to-capital of 60%) but will still be acceptable for the 'BBB+' rating
level, given the enhancements to the company's business profile,

During the resclution of the CreditWatch, we intend to engage Fortis
management in discussions regarding its financial policies, including the
amount of leverage it will hold at the parent company level, its tax
strategies, its policies toward guaranteeing or supporting subsidiaries, the
level of legal, operational, and financial separation it will maintain between

- subsidiaries, and the overall liquidity support it will maintain at the parent
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level. Given the broadening diversity of holdings, the outcome of these

. discussions could result in greater emphasis on noncongsolidated financial

" measures in our evaluation and reporting on Fortis' financial profile. It may
also result in modest rating separation between Fortis and some of its
wholly-owned regulated subsidiaries (including Terasen) .

The completion of the acquisition is subject to approvals, most notably
the British Columbia Utilities Commission, which might not be cbtained until
mid-2007. It is unclear what regulatory conditions, if any,-will be placed on
the purchase. We intend to resolve the CreditWatch by no later than May.

Liquidity

Fortis' ligquidity is adequate, given its relatively stable cash flow
generation, modest debt maturities, access to capital markets and available
bank facilities.

The company's ligquidity is supported by its annual cash flow, as
“represented by FFO of more than C$300 million, and its demonstrated access to
debt and equity capital markets. Furthermore, as of Dec. 31, 2006, the company
had C5%547 million in unused consolidated operating lines of credit (the bulk
of which are committed) and cash on hand of C$41 million.

At the holding company, Fortis maintains C$315 million of credit
facilities, with close to C%$226 million available as of Dec. 31, 2006. The
facilities consist of a C$250 million unsecured revolver that matures in May
2010, and a C$50 million unsecured revolving credit facility that matures in
January 2011. Both are used for general corporate and acguisition purposes.

. The company also has a C$15 million uncommitted demand facility, established

in January 2005. The consolidated Fortis groups of companies hold about C$952
million in total credit Facilities, the bulk {close to 67%) of which are at
the regulated operating companies.

For the purpose of the proposed Terasen acquisition, Fortis has arranged
bridge lending facilities of approximately C€§1.4 billion, which would finance
the entire cash portion of the purchase. The company would subsequently issue
a mix of equity, preferred shares, and debt to retire drawings under the
bridge. Fortis has announced an agreement to issue at least C$1 billion in
equity subscription receipts in relation to this acquisition.

Ratings List
Ratings Placed On CreditWatch Positive
To From
Fortis Inc.
Corporate credit rating BBB+/Wateh Pos/-- BBB+/Stable/--
Senior unsecured debt BBB/Watch Pos EBB
Preferred stock
Global scale BBB-/Watch Pos BBB-
Canadian scale P-2 (Low} /Watch Pos P-2(Low)
Maritime Electric Co. Ltd.
Corporate credit rating BBEB+/Watch Pos/~- BBB+/Stable/--
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Senior secured debt A-/Watch Pos A-

Complete ratings information is available to subscribers of RatingsDirect, the
real-time Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com; under Credit Ratings in the left mnavigation bar,
select Find a Rating, then Credit Ratings Search.
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Research Update:

- Fortis Inc. Upgraded To 'A-', Off Watch
Positive On Improved Diversity; Outlook Stable

Rationale

On June 19, 2007, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on St. John's, Nfld.-based Fortis Inc. te 'A-' from
'BEB+'. At the same time, Standard & Poor's raised the senior unsecured debt
rating on Fortis. to 'A-' from 'BBB', the global scale preferred stock rating
to 'BBB' from 'BBB-', and the Canadian scale preferred stock rating to 'P-2°'
from 'P-2(Low)". We also removed the ratings from CreditWatch with positive
——.—1implications, where they were placed Feb. 26, 2007. The outlock is stable.

The one-notch upgrade reflects:

e Portis' improved diversity resulting from the recent acguisition of
regulated gas-distribution company Terasen Inc. (BBB+/Stable/--};

» Tts operation of each regulated subsidiary as a separate stand-alone
entity with debt nonrecourse to Fortis;

s Management's commitment to maintaining low levels of debt at the Fortis
Inc, holding company level;

®» Fortis management's continuing focus on pursuing acquisitions in stable,
regulated utilities; and

* The success of key subsidiaries FortisBC and FortisAlberta in executing
their capital expansicons.

The equalization of the senlor unsecured debt rating with the corporate
credit rating reflects the increasing diversification of the company and the
financial separation among its investments, which we now view as sufficient to
mitigate the structural subordination issue for debt providers to Fortis.

The ratings on Fortis reflect its diversified portfolio of independent
regulated utility subsidiaries; the stable and predictable regulated cash
flows that flow from these investments; the proportionally low amount of debt
held--and expected to be held--at the Fortis Inc. company level; and the
company's focused and well-executed growth strategy. These strengths are
offset by exposure, albeit limited to a low proportion of total agsets, to
higher-risk commercial and hospitality real estate, and merchant electricity
generation.

Fortis is & utility holding company with 100% interests in Terasen;
FortisBC (regulated electricity distributor for portions of B.C.);
Newfoundland Power Inc. (regulated electricity provider for portions of the
province}; FortisAlberta (regulated electricity distributor in parts of
Alberta); Maritime Electric Co. Litd. (regulated electricity provider in Prince
Edward Island; BBB+/Stable/--}; and FortisOntario (regulated electricity
provider in parts of Ontarip). The company also has holdings in regulated
utilities in Belize, Cayman Islands, and Turks and Caicos., The company hasg
non-regulated hydro power generation and real estate investments that account
for about 10% of EBITDA. Reasonable diversity underpins the quality and

" stability of the company's cash flows; we expect Terasen, its largest holding,
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to account for about 36% of consclidated earnings. Moreover, the company's
diversity of markets, regulatory regimes, climates, and customer segments
enhance cash flow reliability.

Ag a holding company, the principal sources of Fortis' cash flows are
dividends from its utility holdings and free cash flow from its nonregulated
operations. Owing to the utilities' monopoly positions with predictable
regulation, the collective distributions are stable and reliable; acquisitions
and organic growth at its B.C.- and Alberta-based operating companies have
spurred growth in distributions.

The high degree of financial separation that Fortis maintains with its
subsidiaries supports the ratings. Although Fortis' subsidiaries are guided to
some extent by Fortis's management, they operate on a standalone basis, and
Fortis doesn't guarantee their debt. However, Fortis could assist its
gubsidiaries should they encounter short-term financial or operational
difficulties.

R _Fortis'.consolidated _leverage.is_consistent with_other Canadian regulated __

utilities at about 60% total debt-to-total capital, but the amount of leverage
directly at the holding company level is low. The company's regulated
subsidiaries typically are financed at about a 60%-65% leverage level in line
with the capital structure dictated by their regpective regulators. Leverage
at the holding company level is less than 10% of its capital base, as Fortis
has historically financed its acquisitions with common and preferred share
issuances. Although we expect that Fortis will continue to be acgquisitive, we
alse expect the company will issue sufficient equity to finance the
acquisitions to maintain consplidated leverage at 60% and to keep debt at the
holding company level proportionally low.

Congolidated interest and debt coverages are somewhat low and reflect the
high leverage at each regulated subsidiary. Consolidated funds from operations
(FFO) interest coverage has historically run about 3x, while FFO-to-total debt
has historically ranged between 12%-14%. On a deconsolidated basis, for 2007,
we expect dividends and free cash flow at Fortis from its operating
subsidiaries to cover gross interest expense by about 6x and combined interest
and preferred dividends by about 4x.

Fortis' CEO highly influences the company's strategic direction. The
credit impact has been primarily favorable; acquisitions completed to date
have been well executed and financed conservatively. Furthermore, the
company's subsidiaries benefit from the CEO's depth of experience with the
electricity distribution business and his positive approach to working with
regulators. Nevertheless, Fortis, as a holding company, is very leanly
staffed. Concerns relate to the lack of clarity regarding succession planning
and the consequent uncertainty any successor would bring to the company's
financial policies and strategic focus.

Liquidity
Fortis' liquidity is adequate, given its relatively stable cash dividends from
its subsidiaries, modest debt maturities, access to capital markets and
available bank facilities.
s Most of the company's subsidiaries pay out a proportion (typically

50%-80%) of thelr net income to Fortis in the form of dividends or other
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distributions. Collectively, this produces a highly predictable and .
dependable cash stream for Fortis which provides comfortable coverage of
interest and preferred dividends.

¢ The company's primary subsidiaries are standalone entities, with separate
bank credit lines and access to debt markets. Forecast ecuity injections
from Fortis to finance various expansion needs will be well within the
company's financial capacity.

» Fortls has little debt at the holding company level. We expect that it
could easily refinance its sole C$100 million debt maturity in 2010.

s At the holding company, Fortis maintains CS$500 million of credit
facilities, with close to C$200 miillion available. We expect that the
company will issue preferred or common egquity by the end of the year to
reduce drawings under this facility.

Qutlook

of Fortis' operating companies. We could lower the ratings if Fortis were to
materially elevate its leverage or if one of its larger subsidiaries
encountered major financial or operational difficulties. A posgitive outlook or
upgrade remains unlikely in the near term but could occur as a result of
further diversification. We expect the company to remain acquisitive in the
next few years; further acgquisitions should not prompt a downgrade, provided
they remain congistent within the company's regulated focus and expertise and
were financed consistent with current financial policies.

Ratings List

Fortis Inc.

To From
Ratings Raised And Removed From CreditWatch
Corporate credit rating A-/Stable/-- BEB+/Watch Pos/--
Senior unsecured debt A- BEB/Watch Pos
Preferred stock
Global scale BBB BRBB-
Canadian scale P-2 P-2 (Low) /Watch Pos

Complete ratings information is available to subscribers of RatingsDirect, the
real-time Webh-based source for Standard & Poor's credit ratings, research, and
risk analysis, at www.ratingsdirect.com. A1l ratings affected by this rating
action can be found on Standard & Poor's public Web site at

www. standardandpoors. com; under Credit Ratings in the left navigation bar,
gselect Find a Rating, then Credit Ratings Search.
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