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1.0 Reference: Exhibit B-1, Application, p. 1 
Exhibit B-1, Application, p. 6, Summary of the Transaction 
Exhibit B-1, Application, p. 17, Items 56-58 
Exhibit B-1, Application, Tab B, Summary of Stakeholder 
Consultation, 
February 26, 2007 Fortis Inc. Press Release: Fortis Inc. to Acquire 
Terasen Gas for $3.7 billion (the “Press Release”), p. 2 

The Application states that the acquisition of such shares of Terasen will cause 
Fortis to have indirect control of Terasen Gas Inc. (“TGI”), Terasen Gas 
(Vancouver Island) Inc. (“TGVI”), Terasen Gas (Whistler) Inc. (“TGW”) and Terasen 
Energy Services Inc. (“TES”). 

1.1 Please provide the net book value separately of TGI, TGVI, TGW and TES 
(together, the “Terasen Utilities”) as of March 1, 2007. 

Response: 

Net book value of equity at February 28, 2007 

 ($ thousands) 
 

Terasen Gas Inc. 895,116 
Terasen Gas (Vancouver Island) Inc. 190,831 
Terasen Gas (Whistler) Inc. 7,541 
Terasen Energy Services Inc. 817 
Miscellaneous 786 
Total: 1,095,091 
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1.2 Please provide the purchase price under the Acquisition Agreement based on a 
March 1, 2007 Closing Date. 

Response: 

The estimated purchase price under the Acquisition Agreement based on a March 1, 
2007 Closing Date is as follows: 

 ($ millions) 

Unadjusted Purchase Price for Shares of Terasen Inc. 1,801 
Assumed Long-Term Debt of Terasen Inc.    (450)1 

Adjusted Purchase Price for Shares of Terasen Inc. 1,351 
 

1.  Page 38 of the Seller’s Disclosure Schedule to the Acquisition Agreement includes long-term debt 
only.  Any short-term debt of Terasen Inc. assumed at close will also be deducted from the Purchase 
Price. 

 

 

1.3 Please provide a calculation of the acquisition premium based on a March 1, 
2007 Closing Date. 

Response: 

The estimated acquisition premium based on a March 1, 2007 closing date is as follows: 

 ($ millions) 

Unadjusted Purchase Price for Shares of Terasen Inc.      1,8011 
Net Book Value of Equity – Terasen Utilities      (1,095)2,3 

Estimated Acquisition Premium         706 
 

1. The unadjusted purchase price would be reduced by the assumed long-term and short-term debt of 
Terasen Inc. upon closing to arrive at the final adjusted purchase price. (Refer to Response to 
Question 1.2.) 

2. As per the Response to Question 1.1, this represents the net book value of equity of the Terasen 
Utilities at February 28, 2007.   

3. The net book value of the equity of Terasen Inc. (excluding the Terasen Utilities), in aggregate after 
giving effect to the Pre-Closing Reorganization, will be insignificant and will not have a material 
impact on the final acquisition premium determined upon closing. 
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The Application states that the Transaction will not impair the ability of any of the 
Terasen Utilities to raise debt and equity capital. 

1.4 Please provide evidence of the ability of Fortis to finance the acquisition of the 
issued and outstanding shares of Terasen. 

Response: 

Fortis Inc. has a Commitment Letter for Senior Unsecured Credit Facilities (the 
“Acquisition Credit Facilities”) for an aggregate of $1,425 million (refer to Attachment 
1.4).  In accordance with the terms of the Acquisition Credit Facilities, the amount of 
credit available on close will be reduced by the net cash proceeds of any issuance of 
debt or equity securities by Fortis Inc. 

On March 15, 2007, Fortis Inc. closed a Subscription Receipt offering for net proceeds of 
approximately $1.105 billion, including the net proceeds from an over-allotment option of 
$150 million.  A copy of the Prospectus pertaining to the Subscription Receipts offering 
is provided in the Response to Question 2.2.  The net proceeds of the Subscription 
Receipts offering effectively reduce the amount of credit available at close under the 
Acquisition Credit Facilities to approximately $320 million. 

Therefore, the financing of the acquisition of the outstanding shares of Terasen is as 
follows: 

 ($ millions) 
Purchase Price          1,801 
  
Financing Structure  
 Subscription Receipts         1,105 
 Assumed Debt – Terasen Inc.            4501 
 Funds Drawn on Acquisition Credit Facility            246 
           1,801 
 
1.  Page 38 of the Seller’s Disclosure Schedule to the Acquisition Agreement, including long-term debt 

only. 
 

The total of the funds expected to be drawn on the Acquisition Credit Facilities at closing 
is less than the approximately $320 million available at closing. 

 

1.5 Please confirm whether the Terasen Utilities will be required now, or at anytime 
in the future, to guarantee the debt obligations of Fortis or any Fortis affiliates. 

Response: 

The Terasen Utilities will not be required now, or at any time in the future, to guarantee 
the debt obligations of Fortis or any Fortis affiliates. 
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1.6 Please provide evidence that the ability of the Terasen Utilities to access public 
debt and the infusion of equity for incremental additional and/or replacement 
capital on the same terms and conditions as at present, all else being equal, will 
not be adversely affected by the Transaction. 

Response: 

1.  Access to Public Debt Markets 

In Attachment 1.6, please find: 

1. February 26, 2007 press release of Standard & Poors (the “S&P Release”). 

2. February 26, 2007 press release of Dominion Bond Rating Service (the “First 
DBRS Release”). 

3. March 8, 2007 press release of Moody’s Investors Services (the “Moody’s 
Release”); and 

4. March 15, 2007 press release of Dominion Bond Rating Service (the “Second 
DBRS Release”). 

Each of the attached press releases was issued subsequent to the announcement of 
Fortis’ proposed acquisition of Terasen’s gas distribution business. 

Each of the S&P Release, the DBRS Release and the Moody’s Release indicates that 
Fortis’ proposed acquisition of Terasen’s gas distribution business will improve the credit 
outlook for Terasen Inc. 

Prior to the acquisition announcement, Terasen Inc.’s credit outlook was under review 
for (i) possible downgrade (by Moody’s), and (ii) with negative implications (by DBRS).  
The Moody’s Release changed the review to possible upgrade.  The First DBRS 
Release eliminated the negative implications. 

The S&P Press Release announced that following the announcement of the acquisition 
both Terasen Inc.’s and Terasen Gas Inc.’s credit ratings were placed on credit watch 
with positive implications.  

The Second DBRS Release confirmed the credit ratings of Terasen Gas Inc. 

Credit rating agencies assessments and announcements provide independent evidence 
of the ability of Terasen and the Terasen Utilities to access public debt markets. 
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2.  Access to Equity 

On March 15, 2007 Fortis Inc. closed a $1,151 million offering of Subscription Receipts 
which provide for the issue of common shares of Fortis on closing of the acquisition.  
The proceeds of the Subscription Receipt financing substantially provide the necessary 
equity capital to permit Fortis to close the acquisition and maintain its capital structure.  
This in turn, will enable Fortis to maintain its capacity to access equity markets as 
necessary to maintain the Terasen Utilities’ equity ratios at levels consistent with those 
allowed for rate making purposes. 

Since June 2002, Fortis has raised almost $2 billion in equity in Canadian capital 
markets to support its equity investments in operating subsidiaries. 

Fortis’ consistent ability to raise equity in Canadian capital markets is independent 
evidence of its ability to provide any necessary additional equity capital for the Terasen 
Utilities. 
 
3. Additional Available Funding 

Fortis maintains $300 million in committed multi-year credit facilities.  These facilities are 
available to provide immediate additional funding to operating subsidiaries as and when 
required. 
 
4. Conclusion 

Fortis’ proposed acquisition of Terasen and the Terasen Utilities will clearly not 
adversely affect the ability of the Terasen Utilities to access either debt or equity 
financing. 

Fortis believes its proposed acquisition of Terasen and Terasen Utilities will enhance the 
ability of the Terasen Utilities to access debt and equity financing. 

 

1.7 Please provide copies of all of the investment analyst reports on Terasen and 
Fortis that have been issued since the February 26, 2007 date of the Acquisition 
Agreement. 

Response: 

Please refer to investment analyst reports included under Attachment 1.7. 

 

1.8 Please provide the most recent security ratings for Fortis (DBRS, S&P, Moody’s). 

Response: 

Please refer to security ratings included in Attachment 1.8. 
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1.9 Is there any intercompany debt between Kinder Morgan Inc. (“KMI”) and TI?  If 
yes, will the KMI intercompany debt be replaced by Fortis intercompany debt?  If 
the KMI intercompany debt is not replaced by Fortis intercompany debt what is 
the source of the alternative financing? 

Response: 

At closing there will be no intercompany debt between Terasen Inc. and KMI nor 
between Terasen Inc. and Fortis. 

 

The Press Release states that the purchase price represents approximately 1.2 
times the approved rate base of Terasen Gas for 2007. 

1.10 Please show the calculation supporting the statement that the purchase price 
represents approximately 1.2 times the approved rate base of Terasen Gas for 
2007. 

Response: 

Aggregate Purchase Price ($ millions) 
 

Purchase Price for the Purchased Shares of Terasen Inc.      1,801 
Assumed Debt of Terasen Gas Inc.      1,5671 
Assumed Debt of Terasen Gas (Vancouver Island) Inc.         3031 
Aggregate Purchase Price       3,671 
  
Forecast Mid Year Rate Base 2007 ($ millions) 

 
Terasen Gas Inc.       2,4742 

Terasen Gas (Vancouver Island) Inc.          4823 
Terasen Gas Whistler            164 

        2,972 
Multiple of Rate Base                           ($ millions)    
 

 

Aggregate Purchase Price   =     3,671        =       1.2 times 
Mid Year Rate Base                    2,972 

 

 

1. Page 38 of the Seller’s Disclosure Schedule to the Acquisition Agreement, Schedule A to the 
Application. 

2. Terasen Gas Inc.’s December 1, 2006 Application for 2007 Revenue Requirement and Delivery 
Rates pursuant to the Terms of the 2004-2007 PBR Settlement Agreement.  Tab 1, Summary of 
2007 Revenue Requirement, Page 2, Line 33 Utility Rate Base. 

3. Terasen Gas (Vancouver Island) Inc. 2006 Settlement Update Filing dated October 23, 2006, 
Section 4.10.1, Page 17, Rate Base 2007 Forecast. 

4. Terasen Gas (Whistler) Inc. March 17, 2006 Evidentiary Update, Appendix 10, Table 1, Utility Rate 
Base Summary 
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1.11 How was the purchase price of the shares determined? 

Response: 

The purchase price was determined by way of an arms-length negotiation between a 
willing seller (KMI) and a willing buyer (Fortis). 

 

1.11.1 Please provide any studies or analyses relied upon to determine the 
price. 

Response: 

Please refer to the Response to Question 1.11. 

The purchase price was determined by negotiation, not any study or analysis. 

 

1.12 If the purchase price is in excess of the net book value of the assets acquired, 
please confirm that the acquisition premium will not be recovered from Terasen 
Utilities’ customers. 

Response: 

The acquisition premium will not be recovered from Terasen Utilities’ customers. 

 

1.13 Will any of the pre-closing transactions have an impact on the rate base of the 
Terasen Utilities?  If yes, please explain. 

Response: 

No.  None of the pre-closing transactions will have an impact on the rate base of the 
Terasen Utilities. 

 

1.14 Is the Southern Crossing pipeline included as part of the Transaction?  If yes, 
where is it recorded? 

Yes, the Southern Crossing Pipeline is included as part of the Transaction.  On October 
6, 2000, the Commission, in its Order No. G-95-00, approved the Southern Crossing 
financing plan which included the creation of subsidiaries for BC Gas Utility Ltd. [now 
Terasen Gas Inc.] and approved consolidation of the statements of financial position of 
these entities with BC Gas Utility Ltd. [now Terasen Gas Inc.] for regulatory accounting 
purposes.   
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2.0 Reference: Exhibit B-1, Application, p. 2, Items 9 and 10, Financing 
Exhibit B-1, Application, p. 6, Summary Terms of the Transaction 
Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, 
Section 4.16, Material Contracts, p. 38, Debt Schedule 31-Dec-2006 
Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, 
Section B, Value of TI Debt, p. 77 
Fortis Inc. February 27, 2007 Prospectus for $1.001 billion of 
Subscription Receipts (the “Prospectus”), p. 28 

The $1,425 million Acquisition Facilities and the $1,001 million Subscription 
Receipt Financing result in total financing of $2,426 million. 

2.1 If the $2,426 million of financing exceeds the purchase price under the 
Acquisition Agreement based on a March 1, 2007 Closing Date, please explain 
the intended use of the excess financing. 

Response: 

In accordance with the terms of the Acquisition Credit Facilities, the amount of the credit 
available on closing will be reduced by the net cash proceeds of any issuance of debt or 
equity securities by Fortis Inc.  The cash proceeds from the Subscription Receipts 
offering, including the net proceeds from an over-allotment option of $150 million, were  
approximately $1.105 billion, net of underwriting fees. 

After taking into account the net cash proceeds from the Subscription Receipts offering, 
the credit available under the Acquisition Facilities will be reduced to approximately $320 
million.  The total of the funds expected to be drawn on the Acquisition Credit Facilities 
at closing is less than the approximately $320 million available at closing. 

Fortis will not access financing from the Acquisition Credit Facilities and the Subscription 
Receipts offering in excess of the amount required to close the transaction. 

Please refer to the Response to Question 1.4. 

 

2.2 Please file a copy of the Prospectus with the Commission. 

Response: 

Please refer to Attachment 2.2. 
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The Application states that the purchase price under the Acquisition Agreement is 
$1,801 million, minus the unconsolidated indebtedness of Terasen outstanding on 
the closing of the Transaction, and subject to certain post-closing adjustments.  
The Prospectus states that the purchase price under the Acquisition Agreement is 
$3.7 billion, including the assumption of approximately $2.3 billion of consolidated 
indebtedness of Terasen and the balance in cash. 

2.3 Please reconcile the $1,801 million purchase price in the Application and the 
$3.7 billion purchase price and Cash Purchase Price in the Prospectus.  Include 
in the reconciliation the unconsolidated indebtedness of Terasen, the post-
closing adjustments, the consolidated indebtedness of Terasen and cash. 

Response: 

Table 1 provides a reconciliation of the gross purchase price of $3.7 billion as it relates 
to the unadjusted purchase price in the Acquisition Agreement.   

Table 2 provides a calculation of the Cash Purchase Price with the assumption of the 
long-term debt of Terasen Inc.   

Table 3 provides a reconciliation of the consolidated assumed debt of Terasen Inc. upon 
close, assuming no short-term debt in Terasen Inc. is outstanding on close. 
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Table 1 

 
Gross Purchase Price ($ million) 
Unadjusted Purchase Price – For Shares of Terasen Inc.      1,801  

Terasen Gas Inc. debt assumed      1,5671 
Terasen Gas (Vancouver Island) Inc. debt assumed     3031 
 
Gross Purchase Price        3,671  

 

Table 2 
Cash Purchase Price ($  million) 
Unadjusted Purchase Price – For Shares of Terasen Inc.       1,801 
Assumption of Long-Term Debt of Terasen Inc.        (450)1,2 
Cash Purchase Price For Shares of Terasen Inc. after adjustment       1,351  

 

Table 3 
Assumption of Consolidated Indebtedness ($  million) 
Terasen Gas Inc.       1,5671 
Terasen Gas (Vancouver Island) Inc.          3031 
Terasen Inc. Long-Term Debt          4501 
       2,320 
  
1.   Page 38 of the Seller's Disclosure Schedule to Acquisition Agreement, Schedule A to the Application. 
2. Long-term debt only, purchase price will be adjusted for any short-term debt of Terasen Inc. 

outstanding at close.  As at December 31, 2006 Terasen Inc had $114 million of short-term debt  
outstanding.  

 
 

 

2.4 Is the $2.3 billion of consolidated debt referred to in the Prospectus the same as 
the Debt Schedule on the Seller's Disclosure page 38 which totals $2.434 billion 
as of December 31, 2006?  If not, please explain.  

Response: 

Yes, except that the Prospectus refers only to the assumed debt of the Terasen Utilities 
of $1.870 billion plus the assumed long-term debt of Terasen Inc. of $450 million.  The 
Seller’s Disclosure Schedule page 38 total debt of $2.434 billion includes the short-term 
debt of Terasen Inc. outstanding at December 31, 2006, in addition to the assumed debt 
of the Terasen Utilities and the assumed long-term debt of Terasen Inc.  The table below 
provides a reconciliation of the $2.3 billion disclosed in the Prospectus to the $2.434 
billion shown in the Seller’s Disclosure Schedule to the Acquisition Agreement. 
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Consolidated Debt ($ millions)
 

Terasen Gas Inc. debt assumed        1,5671 
Terasen Gas (Vancouver Island) Inc. debt assumed           3031 

        1,870 
Unconsolidated long-term debt of Terasen Inc.  assumed           4501 
Total Debt of Acquired Entities in Prospectus        2,320 
Unconsolidated short-term debt of Terasen Inc. as at December 31, 2006           1141 
Total Debt of Acquired Entities in Disclosure Schedule        2,434 
 
1.  Page 38 of the Seller’s Disclosure Schedule to the Acquisition Agreement 
 

 

2.5 Is the $450 million referred to in the Prospectus the same as the Seller's 
Disclosure page 77 which lists TI debt totalling $450 million.  If not, please 
explain. 

Response: 

Yes, the $450 million referred to in the Prospectus is the same debt as shown in 
Section B of the Seller’s Disclosure Schedule, page 77. 
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3.0 Reference: Exhibit B-1, Application, pp. 7-10, Regulated Utilities and Non-
regulated Businesses (NRBs) 
Exhibit B-1, Application, p. 12, Service Arrangements, Item 38-40 
Exhibit B-1, Application, p. 16, Service Arrangements, Item 53(h) 
Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 10, 
Section 3.2(c) 
Commission Letter No. L-64-97 and BC Gas Utility Ltd. Code of 
Conduct and Transfer Pricing Policy 

 

3.1 Are any new Shared Services agreements expected between Terasen or the 
Terasen Utilities and the Fortis regulated utilities and NRBs listed on pages 7-10 
of the Application?  If yes, what services will be provided, what is the pricing and 
will the agreements be filed for Commission approval? 

Response: 

Fortis expects to maintain the status quo in respect of Shared Services following closing 
and it is not expected that any new services will be provided to the Terasen Utilities. 

Accordingly, it is not expected that new Shared Services agreements will be created 
between Terasen and/or the Terasen Utilities, on the one hand, and the Fortis regulated 
utilities and NRBs listed on pages 7-10 of the Application, on the other hand. 

Fortis expects existing Shared Services agreements between Terasen and the Terasen 
Utilities to continue following the closing of the acquisition.  As the acquisition is 
structured as a purchase of Terasen Inc. shares, closing will not affect agreements 
between Terasen Inc. and the Terasen Utilities.  Fortis Inc. will ensure that the services 
currently provided by KMI and its affiliates to the Terasen Utilities will continue to be 
provided to the Terasen Utilities following closing of the acquisition.   

Any change in Shared Services arrangements which may occur in the future would be 
subject to the Commission’s broad supervisory powers as well as the current Code of 
Conduct and Transfer Pricing Policy governing the relationship between Terasen Utilities 
and affiliates. 

Fortis observes that Terasen’s independent Internal Audit department and external 
auditors currently review compliance with the Code of Conduct and Transfer Pricing 
Policy. 

Fortis does not foresee any change in either (i) the Commission’s supervision of 
intercorporate relationships or (ii) the accounting mechanisms which support that 
supervision. 
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3.2 Please list the services and the cost of the administrative services provided to the 
Terasen Utilities pursuant to agreements with KMI or its affiliates. 

Response: 

The only service provided to the Terasen Utilities directly from KMI or its affiliates (other 
than Terasen Inc.) is that of Database Support Services for the majority of the Terasen 
Utilities’ business applications.  These services were previously outsourced and 
provided to the Terasen Utilities by a third party (Fujitsu Consulting).  KMI has been 
providing these services since April 2006.   

These support services include: 
• Daily monitoring and performance tuning; 
• Disc space utilization; 
• Performing database backups; 
• Data integrity and security administration; and 
• Production data access control procedures and audit logging for OSC IT control 

compliance. 
 

In 2006, starting in April, the cost of these services was approximately $108,000. This 
cost also included the initial transition and set up costs that would be incurred with any 
new service provider as well as approximately $26,000 in effort to bring this area into 
OSC compliance. The service is a “Time and Material” based contract with a normal 
expected annual expenditure of approximately $75,000. 

It is expected that these services will be returned to a third party outsource arrangement 
following the completion of the Transaction. 

 

3.3 Will Terasen or the Terasen Utilities be providing services of the Fortis NRBs?  Is 
Fortis prepared to require Terasen Gas Inc. or the Terasen Utilities to file an 
updated transfer pricing and code of conduct proposal in their next revenue 
requirements application? 

Response: 

It is possible that Terasen or the Terasen Utilities might in the future provide services to 
Fortis NRBs.  In such event, Fortis will ensure that such arrangements are in compliance 
with all relevant Commission orders, directives and administrative policies.  Following 
closing, Fortis will cause the Terasen Utilities to file a review and if necessary an update 
to the Code of Conduct and Transfer Pricing Policy in their next revenue requirements 
application. 
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3.4 Please list the services and the cost of the administrative services that Fortis or 
its affiliates will provide to the Terasen Utilities after the completion of the 
Transaction. 

Response: 

Following closing, Fortis will ensure that all of the services (including administrative 
services) currently provided to the Terasen Utilities by either Terasen Inc. or KMI will 
continue to be supplied to the Terasen Utilities.  The Responses to Questions 3.2 and 
3.7 describe those services. 

Existing contractual arrangements between Terasen Inc. and the Terasen Utilities will be 
maintained, as well as continue to comply with Commission Order G-80-03.  The cost to 
the Terasen Utilities of these services are not expected to materially change from what 
they currently are.   

The larger Terasen Utilities, TGI and TGVI, are currently subject to negotiated 
settlement agreements which are not expected to change as a result of a change in 
ownership as contemplated by the proposed acquisition.  Following closing, Terasen 
Utilities’ customers will not be required to pay any additional amount on account of 
services provided by Fortis and Terasen Inc. to the Terasen Utilities. 

 

3.5 List the positions of the Terasen Utilities officers that will be replaced by 
personnel employed by Fortis or its affiliates (including Terasen or TGI) after the 
completion of the Transaction. 

Response: 

Fortis does not expect that, following closing of the acquisition, (i) any Terasen Utilities 
officers will be replaced by employees of Fortis or its affiliates or (ii) any Terasen Utilities 
officers will be employed by Fortis or its affiliates (other than Terasen Inc. or subsidiaries 
of Terasen Inc.). 

 

3.6 Are any of the KMI staff continuing on after the acquisition?  What additional staff 
does Fortis, Terasen or the Terasen Utilities intend to hire if the purchase is 
approved as filed? 

Response: 

No KMI staff are continuing on after closing of the acquisition. 

While Fortis expects that additional staffing will be required, it is not yet in a position to 
determine what specific staff will be hired if the acquisition is approved as filed. 
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3.7 Provide a table that compares the head office services provided to the Terasen 
Utilities by Terasen prior to the KMI purchase, by Terasen or KMI just prior to the 
announced acquisition by Fortis and expected in the first two years following 
acquisition by Fortis. 

Response: 

Services provided to the Terasen Utilities: 

 
Pre-
KMI KMI Fortis 

Treasury and Cash Management   TI TI/KMI TI 
External Reporting TI TI TI 
Corporate Financial Analysis and Capital Management TI TI TI 
Taxation Services TI TI TI 
Internal Audit  TI TI/KMI TI/F 
Risk Management and Insurance Services TI TI TI 
Corporate Secretary’s Office TI TI/KMI TI/F 
Legal Department  TI TI TI 
Investor Relations TI TU/KMI TU/F 
Strategic Planning & Development TU/TI TU/KMI TU/F 
Government Relations and Public Affairs TI TU/KMI TU/F 
Human Resources Compensation and Planning  TI TU/KMI TU/F 

 
The corporate services in the “Pre-KMI” column were provided to Terasen Utilities by 
Terasen Inc. prior to the KMI purchase.  These services are listed in the October 31, 
2003 Report on Separation of Terasen Inc. and Creation of the Corporate Centre.  A 
Corporate Services Contract between TGI and Terasen Inc. for these services was 
effective January 1, 2004, and was approved by the Commission in Order No. G-80-03, 
dated December 17, 2003.  

The majority of these services continued to be provided to the Terasen Utilities by 
Terasen Inc. prior to the announced acquisition by Fortis. The last four functions listed 
above are now being performed by a combination of Terasen Utilities personnel and KMI 
personnel.  

Investor Relations is being handled by KMI Investor Relations since Terasen Inc. no 
longer issues equity to the public.  KMI is the source of equity for Terasen Inc. and the 
Terasen Utilities.  Strategic Planning and Development (at the Corporate Level) is done 
by KMI with input from the Terasen Utilities.  Strategic Planning and Development at the 
operating company level continues to be performed by Terasen Utilities employees as it 
was done prior to the acquisition.  Government Relations and Public Affairs are being 
handled by Terasen Utilities employees supported by high level input from KMI 
executives as needed.  HR Compensation and Planning are being handled by Terasen 
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Utilities employees with certain elements of support and direction from KMI.  Several 
former Terasen Inc. employees were transferred back into the Terasen Utilities in the 
spring of 2006 and the Corporate Services fee reduced accordingly. 

In addition, during 2006, there were three specific Terasen Inc. roles where the 
performance of the functions pertaining to those roles was assumed by KMI employees 
for Terasen Inc.  These three roles were the Treasurer; Director of Internal Audit; and 
General Counsel, Chief Risk Officer & Corporate Secretary.  Although these functions 
are now led by KMI personnel, Terasen Inc. personnel continue to staff these functions. 
The assumption of these roles by KMI personnel for Terasen Inc. was approved by the 
Commission, pursuant to Orders No. G-117-06 and G-133-06. 

Terasen Inc. will continue to provide the same services to the Terasen Utilities for the 
foreseeable future. Upon closing of the Transaction, the three roles mentioned above 
that are provided to Terasen Inc. by KMI personnel, will be replaced, likely by personnel 
of either Fortis Inc. or Terasen Inc.   With respect to the last four functions set out in the 
list above, Fortis will cause those services provided by KMI to be provided. 

Please refer to the Responses to Questions 3.1, 3.4 and 3.6. 
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4.0 Reference: Exhibit B-1, Application, p. 17, Item 55 
Exhibit B-1, Application, p. 17, No Violation of Existing Covenants 

The Application states that Fortis expects to retain the senior management teams 
of the Terasen Utilities. 

4.1 Has Fortis offered and have the senior management teams of the Terasen 
Utilities accepted retention agreements.  If yes, please identify.  If not, why not. 

Response: 

No, Fortis has not offered the senior management teams of the Terasen Utilities 
retention agreements. 

Fortis does not currently have retention or employment agreements with senior 
management employees of its operating subsidiaries.  All such agreements are made 
between the senior management employee and the operating subsidiary which employs 
that senior management employee. 

Fortis observes that a number of the senior management of the Terasen Utilities 
currently have employment agreements which effectively provide employment security 
for those members of management. 

The Acquisition Agreement provides that Fortis will cause all employees to be employed 
at existing, or better, terms for a year following closing of the acquisition. 

 

The Application submits that the Transaction will not affect any existing 
covenants given by the Terasen Utilities, whether financial, commercial or 
otherwise. 

4.2 How will Fortis ensure that the Terasen Utilities’ covenant requirements are not 
affected by the proposed Transaction. 

Response: 

Fortis is proposing to acquire the common shares of Terasen Inc., the parent corporation 
of the Terasen Utilities. 

Given the structure of the proposed acquisition, existing covenant requirements of the 
Terasen Utilities will not be affected by the acquisition transaction. 
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5.0 Reference: Exhibit B-1, Application, pp. 18-19, Items 60-66 
Fortis submits that the Transaction will have no adverse impact on the type or 
level of service provided by the Terasen Utilities to their customers and that the 
Terasen Utilities’ business will be maintained or enhanced. 

5.1 Please explain what actions that Fortis will take or cause Terasen and/or the 
Terasen Utilities to take that will maintain the current level of safe and reliable 
service for the customers of the Terasen Utilities. 

Response: 

Following closing of the acquisition, Fortis will be the direct owner of the common equity 
of Terasen and the indirect owner of the common equity of the Terasen Utilities.  At that 
time Fortis will be in a position to appoint directors which, in turn, will supervise the 
senior management of these enterprises. 

Fortis believes that the current senior management of the Terasen Utilities are focused 
upon providing safe, reliable and cost-effective service for customers.  Following closing 
of the acquisition, Fortis, through the board of directors of the Terasen Utilities, will 
ensure that the senior management remains focused on the continuing provision of safe, 
reliable and cost-effective service to customers.  One way this is achieved in other Fortis 
regulated operating utilities is through compensation schemes that are tied to specific 
operating targets for service, safety and reliability as is the current practice by the 
Terasen Utilities. 

Fortis observes that the current performance based regulatory regime for TGI also 
contains service quality indicators that are reviewed annually.  Fortis expects the senior 
management teams of each of its regulated utility operations to be responsive to local 
utility regulation. 

Fortis’ ownership philosophy is (i) to provide local utility management with the autonomy 
to be responsive to both customer and regulatory expectations, and (ii) to hold local 
utility management accountable for their response to those expectations.  Fortis intends 
to take actions as the owner of the Terasen Utilities which are consistent with this 
philosophy. 
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5.2 Please explain what actions that Fortis will take or cause Terasen and/or the 
Terasen Utilities to take that will enhance the current level of safe and reliable 
service for the customers of the Terasen Utilities.  Please describe the 
cost/benefit analysis and regulatory filings that will be made in pursuing these 
enhancements. 

Response: 

Fortis has not currently identified any actions it expects to take or cause Terasen and/or 
the Terasen Utilities to take that will enhance the current level of safe, reliable and cost-
effective service for the customers of the Terasen Utilities. 

By retaining the management and employees and current operating practices of Terasen 
and the Terasen Utilities, that there will be no adverse impacts on the type or level of 
service provided by the Terasen Utilities. 

To the extent that Fortis, Terasen or the Terasen Utilities do identify actions that will 
enhance the current level of safe, reliable and cost-effective service enjoyed by 
customers, such actions would be subject to cost/benefit analysis and regulatory filings 
and applications consistent with current Commission practice. 

Please refer to the Response to Question 5.1. 
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6.0 Reference: Exhibit B-1, Application, pp. 20-21, Existing Conditions established 
by Commission Order No. G-116-05 

 

6.1 What adjustments to the existing conditions established by Commission Order 
No. G-116-05 as listed in the Application does Fortis consider are necessary to 
reflect the amalgamation of TGS? 

Response: 

Owing to the amalgamation of Terasen Gas (Squamish) Inc. (“TGS”) into Terasen Gas 
Inc. (“TGI”) effective January 1, 2007, Fortis Inc. considers that the existing conditions 
established by Commission Order No. G-116-05 (the “Conditions”) require adjustment as 
follows: 

(1) in ring-fencing condition 3(a), which prohibits any Terasen Utility from lending to, 
guaranteeing or financially supporting any affiliate of the Terasen Utilities, the 
exception allowing such transactions as between TGI and TGS should be 
removed; and 

(2) in ring-fencing condition 3(b), which requires TGI and TGS (together) and TGVI 
to maintain separate banking and cash management arrangements from other 
affiliates, the reference to TGS should be removed. 

The draft form of order attached as Schedule “C” to the Application sets out the 
Conditions, adjusted as described above.  Please refer to Conditions 3(a) and 3(b) in 
this regard. 
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7.0 Reference: Exhibit B-1, Application, p. 21, Locations of Function and Data 
 

7.1 Please list any corporate or personal data that is maintained in the United States.  
Will all of this data be repatriated prior to the Closing Date?  Can any of this data 
be repatriated after the Closing Date? 

Response: 

Currently data maintained in the United States is very limited and includes internal 
control documentation for OSC compliance which is managed with MicroSoft SOX 
Accelerator software under KMI’s software license as approved by Commission Order 
G-112-06.  This data will be transferred back to Terasen and stored on a Terasen server 
using the same software tool. Transition plans are being prepared currently and it is 
expected the transfer will take place close to the closing date. This transfer could take 
place shortly following close as well with no deleterious effect. 

In addition, contact information including telephone number and email addresses are 
stored for individuals relating the Emergency Response Line (“ERL”) system.  Terasen is 
currently identifying how or whether it will replicate this capability at Terasen.  The 
information will be deleted from KMI’s systems following closing of the Transaction. 

The Risk Event Management System (“REMS”) does not contain any data from the 
Terasen Utilities as the REMS application had not yet been utilized so no data was 
transferred to that application. 

Please refer to the Response to Question 3.2. 
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8.0 Reference: Exhibit B-1, Application, pp. 3-5 
Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 36-37, Section 6.2 
Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, pp. 11-
12, Section 4.2 

Pages 3-5 of the Application show the organization charts of Fortis and Terasen 
both before and after the Transaction. 

8.1 Is a pre-closing reorganization of Terasen or the Terasen Utilities in progress as 
allowed for in Section 6.2?  If so, what changes are expected to occur? 

Response: 

Yes, the pre-closing reorganization is in progress.  No changes in the structure 
presented on page 4 are anticipated prior to closing.  The pre-closing reorganization 
referred to in Section 6.2 are the transfers necessary to move the Petroleum pipeline 
companies out of Terasen Inc. into the “Vendor” (parent of Terasen Inc.) as reflected on 
page 4 of the Application, leaving only the Terasen Utilities and non-petroleum non-
regulated affiliates.  

 

8.2 Please explain if any change to the organization chart on page 5 of the 
Application is expected within the next five years.  If yes, please describe. 

Response: 

No specific changes are currently expected to the organization chart. 

Future events may change the organization chart. 

 

8.3 The organization charts on pages 11 and 12 are difficult to read, please provide a 
cleaner copy. 

Response: 

Attachment 8.3 contains enlarged versions of the corporate structure charts that appear 
at pages 11 and 12 of the Seller’s Disclosure Schedule to the Acquisition Agreement. 
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9.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 21, 
Section 4.17 
Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 23, 
Section 4.18(c) 

 

9.1 Please provide the number of individuals with consulting contracts above 
$100,000 and the value of the contracts. 

Response: 

TGI has contracts with two individuals that are in excess of $100,000 relating to IT 
project consulting arrangements.  The value of each contract is approximately $180,000 
per year, and both contracts have a 30-day cancellation clause with no penalty to TGI.   
TGI currently requires the resources of these contracted individuals, however, if 
necessary at some point in the future, either contract could be cancelled and the 
financial obligation to TGI would be only $15,000. 

 

9.2 Please provide the number and cost of any unwritten Benefit Plans. 

Response: 

There are no unwritten Benefit Plans. 



Fortis Inc. (“Fortis”) 
Application for Approval of the Acquisition of the Issued and 

Outstanding Shares of Terasen Inc. (the “Application”) 

Submission Date: 
March 19, 2007 

Response to British Columbia Utilities Commission  
Information Request No. 1 Page 24 

 

10.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 37 

 
10.1 Prior to closing the Acquired Entities are to be discharged from any and all 

obligations under each KMC Business Guarantee.  Will the Terasen Utilities be 
required to guarantee the debt of Fortis or its non-regulated affiliates? 

Response: 

The Terasen Utilities will not be required to guarantee the debt of Fortis or its non-
regulated affiliates. 

Please refer to the Response to Question 1.5. 
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11.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 42, 
Section 9.4 

The Acquisition Agreement states that the Seller will provide audited financial 
statements to the Buyer on the entities listed in Section 9.4 of the Seller’s 
Disclosure Schedule on or before March 30, 2007 and Terasen Inc. (on a cut-out 
basis excluding KMC Business) on or before May 1, 2007. 

11.1 When available, please provide the Commission with audited financial 
statements for Terasen and the Terasen Utilities included in Section 9.4 of the 
Acquisition Agreement. 

Response: 

The audited financial statements for Terasen and Terasen Utilities will be provided to the 
Commission when they are available.    

Since executing the Acquisition Agreement, Fortis has waived the requirement for 
provision of 2006 audited financial statements for Terasen Inc. on a cut-out basis 
excluding KMC business.  These statements were originally required by Fortis to meet 
expected capital markets access requirements, which requirements did not materialize.  
The cost of preparation of these statements would be expected to be significant. 

Accordingly, Fortis does not intend to have the 2006 audited financial statements for 
Terasen Inc. on a cut-out basis excluding KMC business produced. 

 

11.2 Please provide the Fortis financial statements for December 31, 2006. 

Response: 

Please refer to Attachment 11.2. 

 

11.3 Please provide pro-forma financial statements for Terasen as of January 1, 2007 
reflecting the pre-closing reorganization transactions. 

Response: 

Pro-forma financial statements for Terasen as of January 1, 2007 reflecting the pre-
closing reorganization transactions are not available. 

At pages F-2 and F-28, respectively, of Attachment 2.2 (the Subscription Receipts 
Prospectus) are Terasen financial statements for the periods ending December 31, 2004 
and 2005 and September 30, 2005 and 2006 (the “Terasen Statements”).  Note 2, to 
each of the Terasen Statements (at pages F-12 and F-33 respectively), provides 
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segmented income statement disclosures related to each of Terasen’s gas distribution, 
petroleum transportation and other business segments.  

In addition, at page F-35 of Attachment 2.2 are pro-forma financial statements for Fortis 
Inc. as at September 30, 2006 giving effect to the acquisition (the “Pro-Forma 
Statements”).  The only adjustments noted on the Pro-Forma Statements relate to 
Terasen’s divestiture of its petroleum transportation operations.  

Note 2 (b) of the Pro-Forma Statements (at page F-42) indicates the net assets and 
liabilities of Terasen (excluding the net assets and liabilities of the petroleum 
transportation operations) as at September 30, 2006.  

Fortis believes that the values indicated for net assets and liabilities in Note 2 (b) of the 
Pro-Forma Statements provide a reasonable approximation of Terasen’s pro-forma 
balance sheet values as at January 1, 2007 reflecting the pre-closing reorganization 
transactions. 
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12.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 43, 
Section 9.7 

 

12.1 Please confirm that none of the fees incurred in connection with the Transaction 
and Acquisition Agreement will be recovered from Terasen Utilities’ customers. 

Response: 

Confirmed. 
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13.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Acquisition Agreement, 
p. 54, 
Section 14.2 
 

13.1 Section 14.1 of the Acquisition Agreement provides for amendment of the 
Acquisition Agreement by an instrument in writing signed on behalf of both 
Parties.  Have the Parties to the Acquisition Agreement made any amendments 
to the Acquisition Agreement since it was filed with the Commission?  Are any 
amendments contemplated prior to the Effective Time? 

Response: 

The parties to the Acquisition Agreement have made no amendments to it since it was 
filed with the Commission.  No amendments are currently contemplated prior to the 
Effective Time. 

Please refer to the Response to Question 11.1. 
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14.0 Reference: Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, p. 13, 
Section 4.6, Item 3 

 

14.1 Has Terasen received the consent of the lenders listed in Section 4.6, Item 3? 

Response: 

Terasen Inc. has not yet obtained consent from the lenders, but is currently in the 
process of doing so.  It is expected that there will be no difficulty in obtaining consent. 
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15.0 Reference: Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, pp. 15-
17, 
Section 4.10, Tax Representations 
 

15.1 Please describe the Tucker Trust and Tinny Trust 

Response: 

The Tinny Trust and Tucker Trust are two entities that were formed as part of the 
financing structure for the Southern Crossing pipeline.  The financing structure was 
unwound in November 2005, and both trusts distributed all their assets at that time. 

 

15.2 Please identify which party (Fortis/KMI) is liable for the possible reassessments 
and if any of the costs will be recovered from Terasen Utilities’ customers for the 
following: 

• Federal and British Columbia Income Tax and GST 
• British Columbia Corporations Capital Tax 
• Ontario Income Tax and Capital Tax 
• Quebec Income Tax 

 

Response: 

KMI is not liable for reassessments in respect of these audits unless they relate to 
Kinder Morgan Canada Business or the Pre-Closing Reorganization.   

To the extent that any reassessments were to relate to any Terasen Utility, then the 
reassessment would be the responsibility of that Terasen Utility. 

Recovery from customers on the above noted audits would be sought to the extent that 
the assessments relate to regulated activities.  These could include assessments under 
the Federal and British Columbia Income Tax and GST and the British Columbia 
Corporations Capital Tax. 

Assessments relating to Ontario Income Tax and Capital Tax and Quebec Income Tax 
are in respect of non-regulated activities and would therefore have no impact on 
customers. 

The closing of the acquisition will not impact the recoverability of costs from Terasen 
Utilities’ customers in relation to any tax reassessments. 
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16.0 Reference: Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, pp. 46 
and 51 

 
It appears that TI entered into a $10 million guarantee dated October 13, 2004 with 
Canadian Natural Resources on behalf of TGVI and that TI also entered into a $10 
million guarantee dated October 6, 2003 with Imperial Oil Resources on behalf of TGVI. 

16.1 Please explain the nature of these guarantees, the benefit that TGVI or the 
Terasen Utilities received from these guarantees.  Do these guarantees 
represent a security as defined under Section 50 of the Utilities Commission Act 
(the “Act”) or represent an encumbrance under Section 52 of the Act.  If yes, did 
TGVI or TI seek and obtain Commission approval, please explain.  Does Fortis 
intend to enter into guarantees on behalf of the Terasen Utilities and if so do 
those guarantees require Commission approval? 

Response: 

These guarantees provide Terasen Inc.’s assurance to Canadian Natural Resources and 
Imperial Oil Resources that TGVI will promptly pay for gas supplies.  These guarantees 
are expected to remain in place following closing of the acquisition. 

These guarantees are made by Terasen Inc. and do not represent a “security” under 
Section 50 of the Act or an “encumbrance” under Section 52 of the Act. 

Fortis does not intend to enter into guarantees on behalf of the Terasen Utilities. 

 

16.2 When will these guarantees be extinguished?  What is the cost and will any of 
the costs be recovered from Terasen Utilities’ customers? 

Response: 

These guarantees are expected to remain in place following closing. 

There are no cost consequences to Terasen Utilities’ customers of these guarantees 
remaining in place following closing. 

Please refer to the Response to Question 16.1. 
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17.0 Reference: Exhibit B-1, Application, Tab A, Schedule A, Seller’s Disclosure 
Schedule, pp. 53-54 

17.1 What effect, if any, will result in the OM&A of the Terasen Utilities as a result of 
the written employment agreements and the change in ownership from KMI to 
Fortis? 

Response: 

The change of ownership is expected to have no impact on the OM&A costs of the 
Terasen Utilities which are recovered from customers. 

Specifically, Fortis does not expect that there will be any change in the OM&A of the 
Terasen Utilities as a result of the written employment agreements and/or the change in 
ownership from KMI to Fortis. 

The larger Terasen Utilities, TGI and TGVI, are currently subject to performance based 
settlement agreements, 2-year extensions of which are currently before the Commission.  
These settlement agreements are not expected to be altered by a change in ownership 
of Terasen Inc. as contemplated by the proposed acquisition.   

 

Section 4.17(a) states that consent from each of the employees will be sought 
from each of the employees to replace the long term RSU Plan with a cash 
replacement plan. 

17.2 Will any of the cost relating to the replacement of the long term RSU Plan with a 
cash replacement plan be recovered from Terasen Utilities’ customers? 

Response: 

The Terasen Utilities do not expect that there will be additional cost associated with 
replacing the long term RSU Plan with a cash replacement plan, and accordingly do not 
expect there will be a cost to customers due to the replacement. 

The Plan referred to in the question replaced the former Terasen Medium Term 
Incentive Plan ("MTIP") following the acquisition of control of the Terasen Utilities by 
KMI.  Compensation under that Plan would have been paid out in a combination of cash 
and KMI stock.  When KMI received a privatization bid from its senior management 
group and private equity interests (the "MBO"), the Terasen Utilities determined and 
communicated to employees that if the MBO proceeded it would replace the Plan with a 
cash only plan of equivalent value. 

Since the objective of the former plans and the replacement cash plan is to attract and 
retain key technical personnel, managers and executives, the costs form part of total 
compensation and, as such, are part of the cost of service recovered from customers.   

Please refer to the Response to Question 17.1. 
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17.3 Will the cost of the litigation and compensation for prospective stock option 
values in Section 4.17(e) be recovered from Terasen Utilities’ customers? 

Response: 

No. 
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18.0 Reference: Exhibit B-1, Application, Tab A, Acquisition Agreement, p. 45, 
Section 9.12, Derivative Instruments 
Exhibit B-1, Application, Tab A, Seller’s Disclosure Schedule, p. 41, 
Section 4.16(d) 

The Application states that Terasen will unwind prior to closing all price swaps, 
hedges, futures or similar instruments. 

18.1 Please confirm that the unwinding of the derivative instruments will not negatively 
impact the ability of Terasen and the Terasen Utilities to meet customer 
obligations such as the Stable Rate Option Pricing by TGI. 

Response: 

Confirmed.  Terasen Inc. will unwind all price swaps, hedges, futures, or similar 
instruments prior to closing. 

Its is not expected that any of the Terasen Utilities, including TGI, will alter existing 
arrangements relating to commodity cost hedging such as those that support TGI’s 
Stable Rate Option Pricing either prior to, or after, the closing of the acquisition. 

 

18.2 Please confirm that the unwinding of the derivative instruments will not give rise 
any exposure on the part of Terasen Utilities’ customers to otherwise hedged 
commodity or financial costs.  Also confirm that the cost of unwinding the 
derivative instruments will not be recovered from Terasen Utilities’ customers. 

Response: 

Confirmed.  The unwinding of derivative instruments by Terasen Inc. prior to closing will 
not give rise to any exposure on the part of Terasen Utilities’ customers to any costs, 
including hedged commodity or financial costs. 

The cost of unwinding Terasen Inc.’s derivative instruments will not be recovered from 
Terasen Utilities’ customers. 
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19.0 Reference: Exhibit B-1, Application, Tab A, Section 4.18(f), Seller’s Disclosure 
Schedule, p. 57 

 

19.1 Are the Registered Pension Plans listed in the Seller’s Disclosure page 57 all 
subject to insurance or funding requirements? 

Response: 

The Registered Pension Plans are subject to funding requirements.  The registered 
pension plans are: 

1. Terasen Gas Inc. Retirement Plan for Management & Exempt Employees (M&E 
Plan), amended and Restated January 1, 2000;  

2. Terasen Gas (Vancouver Island) Inc. Employees' Retirement Plan, Amended and 
Restated January 1, 2003; and 

3. Terasen Gas Inc. Pension Plan for IBEW & COPE Members (Union Plan). 

 

19.2 Are these Registered Pension Plans fully insured or fully funded?  If yes, why do 
these plans have a solvency funded deficit position when Application, Tab A, 
Section 4.18(f) requires these plans to be fully funded on a Going Concern and 
Solvency Funded position? 

Response: 

GOING CONCERN BASIS 

At the last actuarial valuation, the M&E Plan and the Union Plan were fully funded on a 
going concern basis.  This is measured by comparing the actuarial liability, the measure 
of obligations of the plan on a going concern basis, to the actuarial value of assets.   

At the last actuarial valuation, the Terasen Gas (Vancouver Island) Inc. Employees' 
Retirement Plan, Amended and Restated January 1, 2003 revealed a funding shortfall 
on a going concern basis.  In order to comply with the Regulation to the Pension 
Benefits Standards Act (British Columbia) the unfunded actuarial liability must be 
liquidated by employer amortization payments, payable quarterly in arrears over 15 
years. 

SOLVENCY BASIS 

The last actuarial valuation for the M&E Plan, the Union Plan and the Terasen Gas 
(Vancouver Island) Inc. Employees' Retirement Plan, revealed an unfunded solvency 
liability indicating that if the plan had been wound up on the valuation date, the market 
value of plan assets would have been less than the actuarial liabilities of the plan.    
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In December 2001, the Board of Trustees for the Union Plan adopted an asset 
smoothing method to apply to the solvency assets, as permitted under the BC Pension 
Benefits Standards Regulations.  The purpose of smoothing is to reduce volatility in the 
market value of assets used for solvency calculations.   The BC Pension Benefits 
Standards Regulations allow for smoothing of the market value of assets and the 
adjustment to the market value of assets at the last valuation was $2.917 million.  This 
resulted in no solvency deficiency to be amortized.  

The solvency deficiency in the M&E Plan must be liquidated by employer amortization 
payments, payable quarterly in arrears over 5 years in order to comply with the 
Regulation to the Pension Benefits Standards Act (British Columbia).  

The Company is complying with these requirements. 

 

19.3 Who is liable for the funding shortfalls-is it KMI, TI, the Terasen Utilities or 
another party? 

Response: 

Terasen Gas Inc. is responsible for the funding shortfall in the M&E Plan. 

Terasen Gas (Vancouver Island) Inc. is responsible for the funding shortfall in Terasen 
Gas (Vancouver Island) Inc. Employees' Retirement Plan.  

For the Union Plan, any shortfall in the unfunded liability or any solvency deficiency at 
the valuation is shared between the plan members and Terasen Gas Inc., equally, 
through contribution increases.   

 

19.4 Do the surpluses shown on a Going Concern basis stay with the pension plan or 
are they available to the shareholder? 

Response: 

The surpluses on a Going Concern basis stay with the pension plan unless the plans 
were to be wound-up. 
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20.0 Reference: Exhibit B-1, Application, Tab A, Section 6.1(b), Seller’s Disclosure 
Schedule, p. 59, 
Commission Order No. G-90-06 
 

The Application submits that dividends will be paid on Class B Preferred Shares 
of Terasen and Class B Preferred Shares of Terasen will be redeemed in order to 
terminate the existing Tax Loss Utilization Plans (“TLUPs”) with TGI and TGVI. 

20.1 Please confirm that in accordance with Commission Order No. G-90-06, the 
termination of the existing TLUPs with TGI and TGVI are non-utility transactions 
and will have no adverse impact on TGI and TGVI and their customers. 

Response: 

Confirmed. 
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Fortis Inc. 

Going coast to coast 

� A growing footprint and new business opportunities 
Fortis Inc. announced an agreement to acquire all of the outstanding shares of 
Terasen Inc. from Kinder Morgan Inc. The roughly C$3.7bn purchase price
includes the assumption of roughly $2.3bn in debt. Subject to regulatory approval,
the acquisition is expected to close in mid-2007. For the sake of clarity, the 
acquisition does not involve the petroleum assets of Kinder Morgan Canada. 

� Considerable subscription receipt financing secured 
In a bought deal, Fortis agreed to sell 38.5m subscription receipts to an
underwriting group at a price of C$26.00/sh for a 5% discount immediately before
the announcement. Total proceeds from the transaction are expected to be in
excess of C$1bn. The remainder of the transaction will be funded with debt. 

� Waiting for integration and future opportunity 
With the size of this transaction and the equity need, we believe that Fortis will
focus on Terasen integration for the next few years. Yet, this acquisition provides a
foundation for greater growth opportunities into the future. 

� Valuation: C$36.00 12-month target price (up from C$32.00) 
In light of the business, financial and strategic impact of this transaction, we are
boosting our target to C$36 from C$32. Our target is obtained via multiple
methods, including: applying a 20x P/E multiple to our 2008 earnings estimate;
and, a 2.5% dividend yield. 

 

Highlights (C$m) 12/05 12/06 12/07E 12/08E 12/09E
Revenues 1,441 1,472 1,883 2,305 -
EBIT (UBS) 358 355 683 914 -
Net income (UBS) 121 146 209 238 -
EPS (UBS, C$) 1.10 1.35 1.60 1.80 -
Net DPS (UBS, C$) 0.59 0.66 0.82 0.88 -
  
Profitability & Valuation 5-yr hist. av. 12/06 12/07E 12/08E 12/09E
EBIT margin % 23.9 24.1 36.2 39.7 -
ROIC (EBIT) % 12.7 9.2 10.4 10.2 -
EV/EBITDA x - - - - -
PE (UBS) x 14.2 17.8 17.1 15.2 -
Net dividend yield % 3.9 2.8 3.0 3.2 -
Source: Company accounts, Thomson Financial, UBS estimates. UBS adjusted EPS is stated before goodwill-related charges and other adjustments for 
abnormal and economic items at the analysts' judgement. 
Valuations: based on an average share price that year, (E): based on a share price of C$27.38 on 26 Feb 2007 18:57 EST

Andrew M. Kuske 
Analyst 
andrew.kuske@ubs.com 
+1-416-814 3663 

Tasneem Azim 
Associate Analyst 
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26 February 2007
Trading data (local/US$) 
52-wk. range C$29.85-20.75/US$25.78-18.22
Market cap. C$3.30bn/US$2.85bn
Shares o/s 121m (COM)
Free float 100%
Avg. daily volume ('000) 258
Avg. daily value (C$m) 7.2
 

Balance sheet data 12/07E 
Shareholders' equity C$2.66bn
P/BV (UBS) 1.3x
Net cash (debt) (C$6.00bn)
 

Forecast returns 
Forecast price appreciation +31.5%
Forecast dividend yield 3.1%
Forecast stock return +34.6%
Market return assumption 9.2%
Forecast excess return +25.4%
 

EPS (UBS, C$) 
 

    12/07E   12/06
  From To Cons. Actual
Q1E 0.37 0.37 0.35 0.34
Q2E 0.41 0.41 0.34 0.34
Q3E 0.36 0.42 0.38 0.36
Q4E 0.32 0.39 0.33 0.31
 

12/07E 1.46 1.60 1.42 
12/08E 1.59 1.80 1.51 
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Fortis Inc. announced an agreement to acquire all of the outstanding shares of 
Terasen Inc. from Kinder Morgan Inc. With the size of this transaction and the 
equity need, we believe that Fortis will focus on Terasen integration for the next 
few years. Yet, this acquisition provides a foundation for greater growth 
opportunities into the future. In light of the business, financial and strategic 
impact of this transaction, we are boosting our target to C$36 from C$32. This 
research note is divided into three parts: (1) The transaction; (2) Going forward; 
and, (3) Valuation. 

The transaction 
In our view, as the completion of the proposed privatization of Kinder Morgan 
Inc. drew closer, it was only a matter of time before Fortis would seek to acquire 
Terasen Inc. We do not believe this transaction, nor the acquisitive nature of 
Fortis, should come as a surprise. This section of the research note highlights 
three areas: (a) the assets; (b) financial implications; and, (c) platform for the 
future. 

The assets 
For many Canadian focused utility and infrastructure investors, the Terasen Inc. 
assets are well known. Yet, we believe it useful to provide selected highlights, 
including: 

■ Terasen consists of several regulated utilities, including: Terasen Gas Inc. 
(TGI - 83% of total purchased assets); Terasen Gas (Vancouver Island) Inc. 
(TGVI) and Terasen Gas (Whistler) Inc. (TGW); 

■ Collectively, the Terasen franchise serves roughly 900,000 customers which 
consists of 95% of natural gas customers within the Province of British 
Columbia; 

■ The regulated utility network owns and operates 44,100 kilometres of natural 
gas distribution pipelines and 4,300km of natural gas transmission pipelines; 

■ The service territory includes: the Lower Mainland, Vancouver Island and 
the southern interior of the Province; 

■ The British Columbia Utilities Commission is the principal regulator; 

■ Terasen Gas Inc.’s unsecured long-term debt is rated “A” by DBRS and A3 
by Moody’s. 

Financial implications 
The total transaction acquisition price is C$3.7bn that includes the assumption of 
roughly C$2.3bn in debt. In conjunction with the Terasen Gas acquisition, Fortis 
announced a C$1bn bought deal offering of 38.5m subscription receipts at a 
purchase price of C$26.00 each. In our view, a number of issues are somewhat 
pertinent for investors, including: 

■ Terasen’s regulated asset base consists of roughly C$3bn of value; 
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■ TGI’s regulated framework includes a 35% deemed equity component and 
an 8.73% return on common equity; and, 

■ TGVI possesses a slightly different regulatory regime with a 40% deemed 
equity component and a 9.07% return on common equity. 

Additionally, the underwriting group will have the option to purchase an 
additional 5.775m subscription receipts during the 30 days following the closing 
of the offering. As per conventional practice, proceeds from the subscription 
receipts will be held in escrow until the satisfaction of customary conditions 
precedent prior to closing.   

Given our coverage universe, we are well acquainted with the Terasen assets 
and view this transaction favourably for Fortis both financially and strategically. 
On a preliminary basis at a consolidated level, we increase our Fortis earnings 
forecasts from C$1.46 and C$1.59 to C$1.60 and C$1.80 in 2007 and 2008, 
respectively. 

Platform for the future 
In our view, the Terasen transaction provides a significant platform for potential 
acquisition based growth in the future with a new line of business exposure in 
natural gas distribution. We note the following metrics: 

■ The company expects the Terasen transaction “to be immediately accretive 
to earnings per share”; 

■ The transaction doubles the regulated asset base of Fortis to roughly C$6bn; 

■ After the acquisition, the customer base of Fortis will increase almost two-
fold to roughly 1.9m customers; 

■ Roughly 93% of the company’s regulated assets will be located in Canada 
after the closing of the Terasen acquisition. 

As with other past Fortis acquisitions, we believe the Terasen transaction gives 
the company an opportunity to incrementally expand its geographic scope and 
into a new line of business. In light of the fact that many regulated utilities in the 
US consist of both electricity and natural gas operations, we believe the Terasen 
transaction is a prudent long-term foray for Fortis. 

Going forward 
We continue to believe investors, whether existing or prospective, should 
consider several major issues, including: (1) Capital program; (2) Monetization 
potential; and, (3) M&A potential. Each of these issues is addressed individually 
below. 

Capital program 
Naturally, one major area of focus for investors should be the rather extensive 
capital program that continues at Fortis. In 2006, Fortis invested nearly C$500m 
in capital expenditures across various businesses. In a continuing upward trend, 
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Fortis stated “[i]nvestment in all our utilities is expected to exceed C$600m in 
2007 and surpass C$2.6bn over the next five years.” Given the passage of time, 
the number is not strictly comparable, however, that C$2.6bn figure is 30% 
greater than the “more than C$2 billion of utility capital projects” cited in the Q3 
2006 results. A substantial amount of the Fortis capital program continues to be 
allocated to the company’s western Canadian based utilities: FortisAlberta and 
FortisBC. Underlying utility growth and required capital expenditures translated 
into roughly 73% of the company’s total capital program allocated to those 
western Canadian regulated utilities. Notably, the rate bases of FortisAlberta and 
FortisBC have increased by roughly 29% and 36%, respectively, since their 
acquisition in May 2004. For the next few years, we expect this capital program 
to be funded by a combination of internally generated operating cash flows, debt, 
preferred securities, and common equity. 

Monetisation potential 

Generally, we continue to prefer pure-play utility companies without an undue 
amount of non-core asset exposure. Historically, non-core assets (especially real 
estate) have positively contributed to the Fortis bottom line. Moreover, the 
company has continued to be quite acquisitive of real estate and hospitality 
related assets over the last few years. Given the valuation of selected real estate 
assets, we believe any such monetisation of these assets would likely be 
favourable for the stock. Additionally, given the recent acquisitions, Fortis 
Properties continues to increase in scale and scope, which may make it much 
more attractive for acquisition or monetisation. Yet, for a number of reasons, we 
continue to believe there is a rather low probability of either of those events 
occurring. 

Even discounting the potential monetization of assets that we would consider to 
be non-core, we believe Fortis possesses considerable potential to become much 
more capital efficient. Given the significant interest in infrastructure assets by 
many investors seeking long-dated types of return, Fortis could easily divest 
portions of its existing asset base to pension fund investors and charge a 
management fee for their operational and management expertise. This type of 
approach could significantly improve capital efficiency and returns on capital. In 
addition, this asset management approach could also free-up capital that could 
be used for future acquisitions (for greater detail please refer to our 19 October 
2006 research report “Calling for conversions?”). 

M&A potential 

In our view, the Terasen transaction is much different than the Aquila deal from 
more than three years ago. We believe the growth opportunities arising from the 
Terasen transaction will be less than those experienced from Aquila. Yet, the 
move into natural gas distribution is another gradual move by Fortis that helps 
build a more robust and broad-based business. In our view, Fortis continues to 
demonstrate a rather impressive ability to successfully integrate acquisitions. 
Moreover, we view acquisitions as central to the company's growth strategy in a 
number of geographic regions. The company’s Q4 2006 outlook stated that 
"Fortis will continue to seek regulated utility acquisitions in Canada, the 
Caribbean and the United States that provide opportunities to continue to grow 
our business profitably”. The Terasen transaction should not come as a surprise, 

Internal and external financing for 
capital program 

Potential for asset monetisation 
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however, we think the size of this deal likely puts Fortis on the acquisition 
sideline from meaningful acquisitions for the next 18-24 months. 

Valuation 
In light of the business, financial and strategic impact of this transaction, we are 
boosting our target to C$36 from C$32. On a preliminary basis at a consolidated 
level, we increase our Fortis earnings estimates from C$1.46 and C$1.59 to 
C$1.60 and C$1.80 in 2007 and 2008, respectively. Additionally, we are raising 
our 12-month target price to C$36.00 from the previous C$32.00. That target is 
obtained via multiple methods, including: applying a 20x P/E multiple to our 
2008 earnings estimate; and, a 2.5% dividend yield. 

 

 

 

■ Fortis Inc.   

Fortis is a diversified electric utility holding company with some non-utility 
assets. The largest contribution to Fortis' earnings is derived from its wholly 
owned Fortis Alberta. The company has Caribbean and Ontario-based assets and 
generation exposure in the Ontario market. The company also owns Atlantic 
Canada-based real estate assets. 

■ Statement of Risk 

Fortis is subject to a number of risks, including: regulatory and operational 
integration issues associated with the Aquila transaction; weather; interest rates; 
commodity prices; regulatory environments; labour agreements; hydrology 
levels; and, hospitality business cyclicality. Moreover, one should never 
 underestimate the power of the regulator in any regulated business. 

 

■ Analyst Certification  

Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report: (1) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers; and (2) no part 
of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the 
research report.  
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Required Disclosures 

This report has been prepared by UBS Securities Canada Inc, an affiliate of UBS AG (UBS). 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures.  

UBS Investment Research: Global Equity Ratings Definitions and Allocations 

UBS rating Definition UBS rating Definition Rating category Coverage1 IB services2 

Buy 1 
FSR is > 6% above the 
MRA, higher degree of 
predictability 

Buy 2 
FSR is > 6% above the 
MRA, lower degree of 
predictability 

Buy 44% 36% 

Neutral 1 
FSR is between -6% 
and 6% of the MRA, 
higher degree of 
predictability 

Neutral 2 
FSR is between -6% 
and 6% of the MRA, 
lower degree of 
predictability 

Hold/Neutral 43% 36% 

Reduce 1 
FSR is > 6% below the 
MRA, higher degree of 
predictability 

Reduce 2 
FSR is > 6% below the 
MRA, lower degree of 
predictability 

Sell 13% 26% 

1: Percentage of companies under coverage globally within this rating category. 
2: Percentage of companies within this rating category for which investment banking (IB) services were provided within the past 
12 months. 

Source: UBS. Ratings allocations are as of 31 December 2006. 

KEY DEFINITIONS 

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months. 
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 
forecast of, the equity risk premium). 
Predictability Level The predictability level indicates an analyst's conviction in the FSR. A predictability level of '1' means that 
the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. A predictability level of '2' means 
that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities. 
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 
subject to possible change in the near term, usually in response to an  event that may affect the investment case or valuation. 
 

EXCEPTIONS AND SPECIAL CASES 

US Closed-End Fund ratings and definitions are: Buy: Higher stability of principal and higher stability of dividends; Neutral: 
Potential loss of principal, stability of dividend; Reduce: High potential for loss of principal and dividend risk. 
UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management, 
performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; 
Reduce: Negative on factors such as structure, management, performance record, discount. 
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 
When such exceptions apply, they will be identified in the Companies Mentioned or Company Disclosure table in the relevant 
research piece. 
 
 
Companies mentioned 

Company Name Reuters Rating Price Price date/time 
Fortis Inc.2,4a,4b FTS.TO Buy 1 C$27.38 26 Feb 2007 18:57 EST 

Source: UBS. EST: Eastern standard time. 
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2. UBS Securities Canada Inc or an affiliate has acted as manager/co-manager, underwriter or placement agent in regard 
to an offering of securities for this company/entity or one of its affiliates within the past 12 months. 

4a. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity. 

4b. Within the past 12 months, UBS Securities Canada Inc or an affiliate has received compensation for investment banking 
services from this company/entity. 

The analyst responsible for this report has reviewed the material operations of the issuer and/or met with senior management. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Price Target (C$) Stock Price (C$)

Buy  1Buy  1
Neutral 1Neutral 1

Source: UBS; as of 26 February 2007. 

Note: On September 9, 2006, UBS adopted new percentage band criteria for its rating system. (See 'UBS Investment Research: 
Global Equity Ratings Definitions and Allocations' table for details).   Between October 13, 2003 and September 9, 2006 the 
percentage band criteria used in the rating system was 10%.  Prior to October 13, 2003, the UBS ratings and their definitions 
were: Buy 1: Excess return potential >15%, smaller range around price target; Buy 2: Excess return potential >15%, larger 
range around price target; Neutral 1: Excess return potential between -15% and 15%, smaller range around price target; Neutral 
2: Excess return potential between -15% and 15%, larger range around price target; Reduce 1: Excess return potential < -15%, 
smaller range around price target; Reduce 2: Excess return potential < -15%, larger range around price target. Excess return is 
defined as the difference between the FSR and the one-year local market interest rate. 
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Global Disclaimer 

This report has been prepared by UBS Securities Canada Inc, an affiliate of UBS AG (UBS). In certain countries UBS AG is referred to as UBS SA. 

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular needs 
of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information 
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. The report 
should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this report are subject to change without notice and may differ or be 
contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. The analysis contained herein is based on numerous 
assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales 
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information 
contained herein. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The 
compensation of the analyst who prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is 
not based on investment banking revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part. 
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and 
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates 
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security 
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its 
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. Additional 
information will be made available upon request. 
For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market 
maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out 
in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are market 
counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons. The information contained herein does not apply to, and should not be relied 
upon by, private customers. UBS Limited is regulated by the FSA. France: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France 
S.A. is regulated by the the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been 
prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the 
Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA 
is regulated by the Comisión Nacional del Mercado de Valores (CNMV). . Russia: Prepared and distributed by the Moscow Representative Office of UBS Cyprus Moscow Limited. 
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A.. UBS Italia Sim 
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the 
report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the 
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Fortis, You’ve Come a Long Way; Price (14-Mar) $27.10 52-Week High $30.00 

Target Price $31.00↑ 52-Week Low $20.36 
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(FY-Dec.) 2005A 2006A 2007E 2008E 
EPS $1.10  $1.33  $1.43↑ $1.54↑
P/E   19.0x 17.6x 
 
CFPS $3.15  $2.70  $3.26  $3.48 
P/CFPS   8.3x 7.8x 
 
Div.  $0.61 $0.67 $0.82 $0.92 
EV ($mm) $4,669 $5,882 $6,587 $6,845 
EBITDA ($mm) $507 $531 $654 $703 
EV/EBITDA 9.2x 11.1x 10.1x 9.7x 
 
Quarterly EPS Q1 Q2 Q3 Q4 
2005A $0.32  $0.28  $0.33  $0.24 
2006A $0.35  $0.33  $0.37  $0.33 
2007E $0.39↑ $0.35↑ $0.40↑ $0.33↑
 
Dividend $0.82 Yield 3.0% 
Book Value $12.19 Price/Book 2.2x 
Shares O/S (mm) 129.0 Mkt. Cap ($mm) $3,496 
Float O/S (mm) 129.0 Float Cap ($mm) $3,496 
Wkly Vol (000s) 1,280 Wkly $ Vol (mm) $32.1 
Net Debt ($mm) $3,566.3 Next Rep. Date 03-May (E) 

Resuming Coverage with Outperform Rating 
 
Event 
We are resuming coverage of the shares of Fortis Inc. with an Outperform rating
pursuant to the close of the $1.0 billion treasury offering of subscription receipts
announced on February 26, 2007.  The subscription receipts were issued in 
conjunction with the February 26 announcement that the company has entered
into an agreement to acquire all of the outstanding shares of Terasen Inc. from
Kinder Morgan Inc. for a total purchase price of $3.7 billion, including assumed
debt of $2.350 billion. 
 
Impact 
Positive.  As we highlighted in our February 12 research note, we believe that
the acquisition of Terasen Inc. is the next logical step-out for the company.  As 
set out herein, we believe that the acquisition multiple of approximately 16.57x 
2008E earnings of Terasen Inc. is likely to be immediately accretive, consistent
with our understanding of management’s acquisition guidelines. 
 
Forecasts 
We have updated our financial model to reflect the planned acquisition of
Terasen Inc. from Kinder Morgan Inc., and the foregoing issuance of
subscription receipts.  We have assumed that both transactions close mid-2007. 
Our diluted 2007 and 2008 EPS estimates increase to $1.43 and $1.54,
respectively, from $1.38 and $1.44. 
 
Valuation 
Our target price of $31.00 reflects a weighted average valuation approach:  18x 
diluted 2008 EPS of $1.54 (12.5%), 2.0x 2008E BV of $17.96 (12.5%), and a 
target yield of 3.0% (75%), assuming 2008 dividends per share of $0.92. Notes: EPS estimates are diluted; Quarterly numbers are basic 

Major Shareholders: Widely held 
First Call Mean Estimates: FORTIS INCORPORATED (C$)  2006E: 
$1.32; 2007E: $1.44; 2008E: $1.50 

 
Recommendation 
We believe that the shares are attractively valued at current levels.  We are
resuming coverage with an Outperform rating. 
 
 Changes Annual EPS  Quarterly EPS Target

 2007E $1.38 to $1.43         Q1/07E $0.37 to $0.39 $29.50 to $31.00 
 2008E $1.44 to $1.54         Q2/07E $0.33 to $0.35  
             Q3/07E $0.38 to $0.40    
       Q4/07E $0.31 to $0.33 
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Details and Analysis 

We are resuming coverage of the shares of Fortis Inc. with an Outperform rating pursuant to the 
close of the $1.0 billion treasury offering of subscription receipts announced on February 26, 
2007.  The subscription receipts were issued in conjunction with the February 26 announcement 
that the company has entered into an agreement to acquire all of the outstanding shares of 
Terasen Inc. from Kinder Morgan Inc. for a total purchase price of $3.7 billion, including 
assumed debt of $2.350 billion. 

We believe that the following points are relevant about the acquisition of Terasen Inc.: 

• The purchase does not include the petroleum transportation assets of Kinder Morgan 
Canada (formerly known as Terasen Pipelines).  Prior to the close of the transaction, Kinder 
Morgan will cause Terasen Inc. to divest itself of its petroleum transportation assets, 
including Trans Mountain, Terasen Pipeline (Corridor) Inc., Express and Platte Pipeline 
Systems and Kinder Morgan Canada Inc., leaving in Terasen Inc. only the business 
interests related to the natural gas distribution business of that company.  We note that, on 
March 5, 2007, Inter Pipeline Fund (IPL.UN, TSX) agreed to acquire Terasen Pipelines 
(Corridor) Inc. from Kinder Morgan Inc. for $760 million and $300 million of debt 
associated with the planned expansion of the Corridor Pipeline. 

• The transaction is subject to a number of regulatory approvals, including the British 
Columbia Utilities Commission and a ruling pursuant to the Competition Act.  We do not 
believe that these approvals are likely to be unreasonably withheld and we expect the 
transaction to close by mid-2007.  On March 1, Fortis applied to the British Columbia 
Utilities Commission (BCUC) for an Order approving the acquisition of all of the issued 
and outstanding shares of Terasen Inc.  On March 2, the Commission issued an Order 
outlining the regulatory process to consider the proposed acquisition:  (i) Commission 
information requests are due on March 14, 2007, while written submissions by Fortis are 
due on March 19, 2007; (ii) a procedural conference will be held on March 29, 2007, to 
discuss the regulatory timetable and application process; (iii) intervenor written 
submissions are due on April 2, 2007, and written responses from Fortis by April 5, 2007.     

• The transaction is not unexpected; we believed that Kinder Morgan was likely to put the 
natural gas assets of Terasen Inc. up for sale in 2007. However, we expected the transaction 
to occur after the plan to take Kinder Morgan private closed in mid-2007.  Our primary 
concern with the acquisition of Terasen Inc. by Fortis (or any other buyer for that matter) 
was price.  Kinder Morgan paid approximately 24.6x 2006E EPS for Terasen Inc. in 
November 2005.  We believe that this transaction, assuming pro forma 2008 earnings for 
Terasen Inc. of $108.6 million (prior to the cost of $450 million of holdco debt at Terasen 
Inc.) and a net purchase price of $1.8 billion (the total announced price of $3.7 billion net 
of assumed utility debt of $1.9 billion), is approximately 16.57x 2008E earnings.  We 
believe that the transaction is priced at the midpoint of the range of comparable 
transactions. 
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• We believe that the $3.7 billion transaction is likely to be financed as follows: 

o $1.9 billion of assumed utility debt. 

o $450 million of Terasen Inc. holdco debt that will be assumed. 

o $1 billion subscription receipt offering that closed March 15, 2006.  38.5 million 
subscription receipts were issued at a price of $26.00 per receipt.  Each receipt 
represents the right to receive, for no additional consideration, one common share 
of Fortis Inc. 

o $150 million of shares pursuant to an underwriter’s over-allotment option that we 
assume will be exercised, such that the total shares ultimately issued will total 
approximately 44.269 million. 

o Issuance of $200 million of preferred shares.  We have assumed, for estimation 
purposes, that Fortis Inc. issues perpetual preferred shares with a coupon of 
approximately 4.70%. 

• As set out in the Estimates section, we believe that the transaction is immediately accretive: 
$0.05 per diluted share in 2007 and approximately $0.10 per share on a full-year basis in 
2008, such that our diluted 2007 and 2008 EPS estimates increase to $1.43 and $1.54 from 
$1.38 and $1.44 in 2007 and 2008, respectively. 

The Assets to Be Acquired 

Terasen Inc. is a holding company headquartered in Vancouver, BC, whose subsidiaries operate 
two lines of business: (a) natural gas distribution; and (b) petroleum transportation.  The natural 
gas distribution business of Terasen consists of: Terasen Gas Inc. (TGI), Terasen Gas 
Vancouver Island (TGVI), Terasen Gas Whistler (TGW) and Terasen Energy Services Inc. 
(TES).  Figure 1 highlights these businesses.  Kinder Morgan will retain the petroleum 
transportation business of Terasen Inc.  The natural gas distribution segments of Terasen Inc. 
are regulated by BCUC and are outlined below.  Chart 1, below, highlights the company’s 
natural gas service areas on Vancouver Island and the British Columbia mainland. 

Terasen Gas Inc. – TGI   

TGI provides service to more than 100 communities in British Columbia.  Its service territory 
extends from Vancouver to the Fraser Valley and the interior of British Columbia, and has an 
estimated population of approximately four million.  As at September 30, 2006, TGI and its 
subsidiaries transported and distributed natural gas to approximately 734,000 residential and 
82,000 commercial and industrial customers, representing approximately 87% of the natural gas 
users in British Columbia.  The rate base of TGI as at September 30, 2006, was approximately 
$2,474 million. TGI has approximately 1,100 employees. 

Terasen Gas (Vancouver Island) – TGVI 

TGVI owns and operates the natural gas transmission pipeline from the Greater Vancouver area 
across the Georgia Strait to Vancouver Island, and the distribution system on Vancouver Island 
and along the Sunshine Coast of British Columbia.  TGVI serves approximately 85,000 
residential, commercial and industrial customers along the Sunshine Coast and in various 
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communities on Vancouver Island, including Victoria and surrounding areas. Among TGVI’s 
largest customers are the Vancouver Island Gas Joint Venture, representing six large pulp and 
paper mills on Vancouver Island and the Sunshine Coast, and BC Hydro’s contracted gas-fired 
electricity cogeneration facility at Elk Falls, Vancouver Island.  The average rate base of TGVI 
approved by the Commission for 2007 is approximately $482 million.  TGVI has approximately 
105 employees.  

Terasen Gas Whistler- TGW  

TGW has owned and operated the propane distribution system at Whistler since 1987.  It 
provides service to approximately 2,350 residential and commercial customers in the Whistler 
area of British Columbia. The average rate base of TGW for 2006 was approximately $16.5 
million.  The propane distribution system in Whistler has grown far beyond the original 
expectations and beyond the size and scale of other similar propane distribution systems in 
British Columbia and Canada. On June 28, 2006, TGVI and TGW received final approval from 
the BCUC to extend natural gas service to Whistler.  Under the proposed arrangements, TGVI 
will extend its transmission system to serve TGW by the construction of a 50-kilometre pipeline 
lateral from Squamish to Whistler and TGW will convert its current piped propane system to 
natural gas.  The pipeline is scheduled for completion in 2008. 

Terasen Energy Services - TES  

TES was established in 2006 and owns and/or operates geo-exchange, natural gas and propane 
distribution systems in communities across British Columbia.  TES is also in the business of 
developing alternative energy systems. 

Regulation 

There have been several important regulatory developments at Terasen Inc. since its acquisition 
by Kinder Morgan Inc. on November 30, 2005, as set out below for each entity. 

Terasen Gas 

• On January 29, 2007, the BCUC issued an Order to consider an extension of the 2004–2007 
Multi-Year Performance-Based Rate Plan for 2008-2009 for Terasen Gas.  The Order 
established a written public hearing process and set out a regulatory timetable.  In 
accordance with the regulatory timetable, stakeholders, intervenors, and interested party 
comments were due to be filed with the Commission by February 9, 2007, and Terasen 
Gas’ reply comments were due on February 16, 2007.  The BCUC has not yet issued a 
decision regarding the extension of the Multi-Year Performance-Based Rate.  

• On December 18, 2006, the BCUC approved the Advance Annual Review materials in 
accordance with the 2004-2007 Multi-Year Performance-Based Rate Settlement filed by 
Terasen Gas on October 16, 2006.  The advance annual review addresses the 2006 actual 
results, the 2007 forecasts and the 2006 earnings sharing that are used in setting 2007 rates.  
The key metrics included in this decision include: 

o TGI and Terasen Squamish (TGS) are to be amalgamated beginning January 1, 
2007.  The BCUC noted that Commission approval is not required for the 
amalgamation. 
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o The appropriate common equity component allowed in the capital structure of the 
amalgamated TGI and TGS is 35.01% in 2007 versus the approved rate of 35% in 
2006.  The approved return on common equity of the amalgamated TGI and TGS 
is 8.37% in 2007 versus the approved rate of 8.80% in 2006. 

o Mid-year rate base of $2.506 billion in 2006 and $2.474 billion in 2007. 

o Revenue Requirements of $1.646 billion in 2006 and $1.461 billion in 2007. 

o Capital Expenditures of $130.248 million in 2006 and $137.854 million in 2007. 

o Depreciation of $83.894 million in 2006 and $84.701 million in 2007. 

o The Commission approved the $0.021/GJ decrease in the Rate Stabilization 
Adjustment Mechanism (RSAM) rider from the currently approved level of 
$0.16/GJ to $0.145/GJ, effective January 1, 2007.  The RSAM is a weather 
normalization account that enables TGI to defer margin variances arising from 
residential and commercial customer natural gas consumption that is more or less 
than forecasted.  TGI forecasts $7.99 million (net-of-tax) of RSAM additions at the 
end of 2006.  The balance at the end of 2006 for the RSAM is projected to be 
$34.58 million on a net-of-tax basis, which is being amortized over three years. 

o TGI is projecting an actual 2006 return on equity of 10.098%.  Under the earnings 
sharing mechanism (ESM), differences between actual utility earnings and the 
authorized level of earnings is shared 50/50 between TGI and its customers.  The 
customer’s portion of the 2006 earnings surplus is $8.23 million and the total 
earnings surplus to be distributed in 2007 is $12.74 million.  Therefore, the 
approved ESM rider, effective January 1, 2007, will range from ($0.108)/GJ to 
($0.018)/GJ, depending on the Rate Schedule applicable to each respective 
customer. 

o Terasen Gas expects that it will file an application with the BCUC in the first or 
second quarter of 2009 regarding its 2010 Revenue Requirement. 

o Terasen Gas has indicated that a potential amalgamation of the separate utility 
entities (TGI, TGVI and TGW) is being considered for as soon as 2010, which 
would require, in the view of the company, an application relating to the 
amalgamation to be filed in early 2009.  

Terasen Gas Vancouver Island 

• On January 29, 2007, the BCUC issued an Order to consider an extension of the 2006–2007 
Negotiated Settlement for 2008–2009 for Terasen Gas Vancouver Island.  The Order 
established a written public hearing process and set out a regulatory timetable.  On January 
22, 2007, TGVI provided copies of the application to all stakeholders, intervenors and 
interested parties concurrent with the submission of its application to the Commission.  In 
accordance with the regulatory timetable, Commission and intervenor information 
submissions were due to be filed by February 9, 2007.  Stakeholders, intervenors and 
interested party comments and TGVI reply comments were to be filed February 21, 2007, 
and February 26, 2007, respectively.  The BCUC has not yet issued a decision. 
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• On December 14, 2006, the BCUC approved the 2006 Settlement Update in accordance 
with the 2006–2007 Negotiated Settlement Agreement filed by TGVI on October 23, 2006.  
The 2006 Settlement Update requested approval of 2007 Rates, 2007 Cost of Service and 
the Revenue Deficiency Deferral Account balance as at December 31, 2005.  The key 
results of the decision include: 

o Mid-year rate base of $469.683 million in 2006 and $481.996 million in 2007 
versus $452.605 million in 2005. 

o Revenue Requirements of $195.459 million in 2006 and $207.972 million in 2007 
versus $193.301 million in 2005. 

o Capital Expenditures of $35.338 million in 2006 and $67.443 million in 2007. 

o Depreciation expenses of $15.459 million in 2006 and $16.339 million in 2007 
versus $14.984 million in 2005. 

o Deemed equity of 40% in 2006 and 2007 versus 35% in 2005.  The allowed return 
on equity is 9.50% in 2006 and 9.07% in 2007 versus 9.53% in 2005. 

o A Revenue Deficiency Deferral Account (RDDA) balance as at December 31, 
2005, of $48.731 million (versus a reported balance of $35.2 million).  The 
company projects the Deferral Account balance to be $41.842 million in 2006 and 
$29.9 million at the end of 2007.  

o Terasen Gas Vancouver Island expects that it will file an application with the 
BCUC in the first or second quarter of 2009 regarding its 2010 Revenue 
Requirements. 

BCUC Revises Benchmark ROE and Formula 

On March 2, 2006, the BCUC issued a decision in response to an application submitted jointly 
by Terasen Gas and Terasen Gas Vancouver Island, dated June 30, 2005, to determine the 
appropriate return on equity and capital structure and to review and revise the automatic 
adjustment mechanism.  The key terms of the decision include: 

• The appropriate common equity component allowed in the capital structure of TGI is 35%.  
TGI had applied for a 38% equity structure in its application. 

• The appropriate common equity component allowed in the capital structure of TGVI is 
40%.  TGVI had applied for a 40% equity structure in its application. 

• The approved return on equity for the benchmark low-risk utility is 9.145%, assuming a 30-
year long Canada bond yield of 5.25%.  For 2006, this results in an approved return on 
equity for TGI of 8.80%.  TGI had applied for an allowed return on equity of 10.5% for 
rate-making purposes in its application. 

• The approved return on equity for TGVI is 70 basis points greater than the benchmark low-
risk utility return, or 9.50% for 2006.  TGVI had applied for an allowed return on equity of 
11.25%, a 75 basis point premium to that of TGI in its application. 
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• The Commission gave weight to both the equity risk premium and the discounted cash flow 
approach in establishing a fair rate of return.  The Commission did not give any weight to 
the comparable earnings of low-risk Canadian industrials in the proceeding, although it 
believes that this approach may play a role in future hearings.  

• The Commission also concluded that a revision to the automatic adjustment mechanism is 
appropriate, such that the return on equity will be adjusted by 75 percent of the change in 
forecast long Canada bond yields, effective January 1, 2006.  The new automatic 
adjustment mechanism will be subject to a review period of five years and should the 
mechanisms result in a ROE for the benchmark low-risk utility that is less than 8% or 
greater than 12%, the Commission will canvass the views of the parties on whether the 
mechanism should be reviewed.  The sliding scale was 80% previously. 

• TGI did not seek changes to its deferral accounts.  TGI maintains two significant 
commodity deferral accounts: the Commodity Cost Reconciliation Account (CCRA) and 
the Midstream Cost Reconciliation Account (MCRA). These commodity deferral accounts 
collect the difference between the actual incurred gas costs and recoveries from rates.  
TGI’s non-commodity deferral accounts defer elements of gross margin and of costs.  The 
most significant non-commodity deferral account for TGI is the RSAM. 

• TGVI also did not seek changes to its deferral accounts. TGVI maintains a commodity 
deferral account called the Gas Cost Variance Account, which captures the difference 
between actual and approved cost of gas.  Deferral account balances at the end of the year 
are either refunded to or recovered from customers via an application to the BCUC.  
TGVI’s most significant non-commodity deferral account is the RDDA, which has been 
operating for 15 years. 

We have reflected the appropriate return on equity and capital structure in our outlook. 

Estimates 

We have updated our financial model to reflect the planned acquisition of Terasen Inc. from 
Kinder Morgan Inc., and the foregoing issuance of subscription receipts.  We have assumed that 
both transactions close mid-2007.  Our diluted 2007 and 2008 EPS estimates increase to $1.43 
and $1.54, respectively, from $1.38 and $1.44.   

Fortis Inc. has substantial experience in the acquisition, ownership and operation of regulated 
electric utilities.  Although there are strong parallels between the natural gas distribution and 
electric utility businesses (i.e., among other things the businesses are natural monopoly, 
network operations), the natural gas distribution business of Terasen Inc. is subject to a number 
of risks: 

• Competitiveness of Natural Gas in British Columbia: Prior to 2000, natural gas consistently 
had a substantial competitive advantage compared with electricity throughout the Lower 
Mainland, Inland, and Columbia regions.  However, with the increasing price of natural 
gas, the price of electricity for residential customers in British Columbia is now only 
marginally higher than the comparable price for natural gas.  There is no assurance that 
natural gas will continue to maintain a competitive price advantage in the future.  If natural 
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gas pricing becomes uncompetitive with electricity pricing, Terasen Gas’ ability to add new 
customers could be impaired, and existing customers could reduce their consumption of 
natural gas or eliminate its usage altogether.  

• Regulatory Risk: The regulated operations of Terasen are subject to the normal 
uncertainties faced by regulated companies.  These uncertainties include the approval by 
the BCUC of customer rates, which permit a reasonable opportunity to recover on a timely 
basis the estimated costs of providing services, including a fair rate of return on rate base.  
Upgrades of existing facilities and the addition of new facilities require the approval of the 
BCUC.  Capital cost overruns relative to approvals granted might not be recoverable in 
customer rates.  The ability of Terasen to recover the actual costs of providing services and 
to earn the approved rates of return depends on achieving the forecasts established in the 
rate-setting process.  

• Growth Dependent on Housing Market: Terasen is essentially a mature business with very 
low growth prospects in British Columbia.  Over the last few years, growth has mainly 
come from housing starts in British Columbia, which is currently trending above long-term 
averages.  Housing starts have been favourably impacted by a number of economic factors, 
including low interest rates, consumer confidence, increased fiscal stimulus by the 
provincial and federal governments, and the 2010 Olympics.  Although these economic 
factors still continue to be robust, there is a significant risk that they will not be sustained at 
current levels.  

• Alternative Energy Sources: The residential heating market today in British Columbia 
included alternatives, such as ground source and air source heat pumps, that are much more 
economical than gas.  Customer environmental awareness and recent negative perceptions 
regarding gas coupled with increased headline news on the Kyoto Accord are also 
influencing energy choices.  There is an increased risk compared to prior years that Terasen 
will lose a number of projects to non-gas/non-traditional heating systems.  

There are a number of risks specific to Terasen Gas Vancouver Island: 

• Relatively small greenfield utility:  TGVI is still a franchise under development, that has 
been built from the ground up over the last 15 years.  The company continues to have 
difficulty developing markets in its service area in the face of relatively high natural gas 
prices, low population density in its service area and very competitive electricity rates. 

• Elimination of provincial royalty revenues: To assist with competitive rates during 
franchise development, the provincial government provided and continues to provide 
royalty revenues that currently cover approximately 20% of the cost of service.  The royalty 
revenues are expected to expire at the end of 2011, after which TGVI’s customers will 
absorb the full commodity cost of gas.  The company expects that annual royalty payments 
will grow to $60 million by 2012.  A request to the BCUC for a $60 million revenue 
requirement in 2012 would result in a 35 to 40 per cent increase in rates across all customer 
classes. 

• Recovery of the Revenue Deficiency Deferral Account (RDDA): Since 2003, TGVI’s rates 
were set at a discount to competing fuels that were too low to recover TGVI’s cost of 
service, which resulted in accumulations to the RDDA.  Under the approved 2006–2007 
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negotiated settlement agreement, the RDDA balance is expected to be reduced by 
approximately $17.4 from a total of $52 million as of December 31, 2005, or to roughly 
$29.9 million by the end of 2007.  Even though the company has an opportunity to recover 
the remainder of the RDDA, there is no assurance that it will be able to do so before the 
elimination of the provincial royalty payments at the end of 2011.   

• High dependence on industrial loads: Over 65 per cent of throughput is delivered to 
industrial customers, two-thirds of which is contracted on a year-to-year basis with no long-
term commitments.  A loss of industrial customers may increase the cost of service for 
residential and commercial customers, thereby decreasing the competitiveness of rates. 

• Supply risk: TGVI is dependant on a single pipeline system that traverses rugged terrain, 
with underwater and marine crossings.  Operational problems at the undersea high pressure 
transmission facilities may reduce or stop the supply of gas from the BC mainland to the 
island. 

• Future repayment of senior government debt: The company is liable for a $75 million non-
interest bearing senior government debt, currently sitting as a credit to rate base.  
Repayment of the debt will increase TGVI’s rate base and contribute to a higher cost of 
service.   

Valuation 

Our target price of $31.00 reflects a weighted average valuation approach:  18x diluted 2008 
EPS of $1.54 (12.5%), 2.0x 2008E BV of $17.96 (12.5%), and a target yield of 3.0% (75%), 
assuming 2008 dividends per share of $0.92. 

Recommendation 

We believe that the shares of Fortis Inc. are attractively valued at current levels.  We are 
resuming coverage with an Outperform rating. 
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Chart 1.  Map of Terasen Gas Inc. and Terasen Gas (Vancouver Island) Service Areas 

 

 
Source:  Company Reports 
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Table 1.  Consolidated Summary Sheet 

14-Mar-07 Karen J. Taylor
Current Price: $27.10 BMO Capital Markets
12-Month Target Price: $31.00
ROR: 17.4% Recommendation: Outperform

2002 2003 2004 2005 2006 2007E 2008E
Total Earnings Per Share $0.97 $1.06 $1.05 $1.17 $1.38 $1.47 $1.57
Total Diluted Earnings Per Share $0.96 $1.03 $0.99 $1.10 $1.33 $1.43 $1.54
Segmented EPS

Newfoundland Power $0.44 $0.43 $0.37 $0.29 $0.29 $0.23 $0.20
Maritime Electric $0.10 $0.12 $0.10 $0.09 $0.09 $0.09 $0.08

CNP/Cornwall Elec/Fortis Ontario $0.14 $0.24 $0.20 $0.03 $0.04 $0.03 $0.03
Fortis Properties $0.14 $0.16 $0.14 $0.14 $0.15 $0.15 $0.13

Fortis Trust/Fortis Generation $0.00 $0.00 $0.00 $0.21 $0.25 $0.22 $0.18
Belize,BECOL,CUP/Fortis Caribbean $0.25 $0.24 $0.09 $0.18 $0.23 $0.26 $0.24

FortisAlberta/FortisBC $0.00 $0.00 $0.43 $0.54 $0.66 $0.53 $0.47
Other/Corporate ($0.11) ($0.12) ($0.28) ($0.30) ($0.33) ($0.39) ($0.36)

Dividends $0.49 $0.52 $0.54 $0.61 $0.67 $0.82 $0.92
Payout Ratio 49.9% 48.9% 51.4% 52.3% 48.5% 55.9% 58.4%
Average Shares (mm) 65.1 69.2 84.7 101.8 103.6 129.0 154.2
Net Book Value 8.72 8.98 10.47 11.76 12.19 17.29 17.96

Market Valuation
Price:  High $13.28 $15.20 $17.68 $25.40 $29.85 - -
Price:  Low $10.76 $12.25 $14.38 $17.01 $20.75 - -

Price:  Current - - - - - $27.10 -
P/E Ratio:  High 13.7 14.30 16.83 21.67 22.92 - -
P/E Ratio:  Low 11.1 11.53 13.69 14.51 15.93 - -

P/E Ratio:  Current - - - - - 18.5 17.3
Price/Book Value:  High 1.52 1.69 1.69 2.16 2.40 - -
Price/Book Value:  Low 1.23 1.36 1.37 1.45 1.67 - -

Price/Book Value:  Current - - - - - 1.57 1.51
Yield:  High Price 3.65% 3.42% 3.06% 2.41% 2.24% - -
Yield:  Low Price 4.51% 4.24% 3.76% 3.60% 3.23% - -

Yield:  Current - - - - - 3.03% 3.38%

Balance Sheet ($mm)
Debt (S-T) 446.1 421.9 231.3 218.2 606.1 636.9 840.8
Debt (L-T) 583.8 910.7 1855.8 1990.2 2247.9 4716.4 4707.6

Deposits Due 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deferred Credits 61.5 107.5 64.6 195.8 475.6 475.0 475.0
Minority Interest 40.0 36.8 37.5 35.7 130.5 130.5 130.5
Preferred Shares 0.0 125.0 321.5 319.5 440.6 640.6 640.6

Convertible Debentures 15.8 24.9 23.2 25.0 72.0 66.6 66.6
Shareholders' Equity 584.2 624.6 1000.1 1213.4 1268.5 2661.9 2772.2

1731.2 2251.3 3534.0 3997.8 5241.4 9328.0 9633.4
Balance Sheet (%)

Debt (S-T) 25.8% 18.7% 6.5% 5.5% 11.6% 6.8% 8.7%
Debt (L-T) 33.7% 40.5% 52.5% 49.8% 42.9% 50.6% 48.9%

Deposits Due 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Deferred Credits 3.6% 4.8% 1.8% 4.9% 9.1% 5.1% 4.9%
Minority Interest 2.3% 1.6% 1.1% 0.9% 2.5% 1.4% 1.4%
Preferred Shares 0.0% 5.6% 9.1% 8.0% 8.4% 6.9% 6.6%

Convertible Debentures 0.9% 1.1% 0.7% 0.6% 1.4% 0.7% 0.7%
Shareholders' Equity 33.7% 27.7% 28.3% 30.4% 24.2% 28.5% 28.8%

100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement
Net Profit to Common 63.3 73.6 89.0 119.3 143.1 189.3 241.4

Cash Flow from Operations 134.4 160.7 283.7 320.0 279.8 500.0 582.3

Year-Ended December 31

 

Source:  BMO Capital Markets 
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FYE EPS P/E DPS Yield Payout BV P/B ROE
(Dec.)  $   $   $   %   %     %  

1985     0.51     8  0.27   6.2     53   3.49   1.2    15
1986     0.51     9  0.30   6.6     59   3.70   1.2    14
1987     0.52     9  0.31   6.5     60   3.92   1.2    14
1988     0.56     9  0.34   6.8     60   4.16   1.2    14
1989     0.59    10  0.36   6.3     60   4.45   1.3    14
1990     0.62     9  0.37   6.8     60   4.71   1.1    13
1991     0.60    10  0.37   6.2     61   5.01   1.2    12
1992     0.64    10  0.38   6.2     60   5.28   1.2    12
1993     0.64    11  0.40   5.6     63   5.53   1.3    12
1994     0.62    10  0.42   6.5     68   5.82   1.1    11
1995     0.63    11  0.43   6.3     68   6.05   1.1    11
1996     0.59    14  0.43   5.1     73   6.21   1.4    10
1997     0.60    18  0.44   4.2     74   6.40   1.6     9
1998     0.45    21  0.45   4.7 >100   6.63   1.4     7
1999     0.56    14  0.45   5.7     80   6.57   1.2     9
2000     0.60    15  0.46   5.1     77   6.97   1.3     9
2001     0.84    14  0.47   4.0     56   7.49   1.6    12
2002     0.96    13  0.49   3.7     50   8.50   1.5    12
2003     1.03    14  0.52   3.5     49   8.82   1.7    12
2004     0.99    16  0.54   3.1     51  10.45   1.7    10
2005     1.10    21  0.64   2.6     55  11.74   2.1    10
2006     1.33    22  0.76   2.6     55  11.74   2.5    11

Current*     1.38    19  0.76   2.9     55  12.19   2.2    11

Average:    13   5.2     64   1.4  11.3

Growth(%):
5 Year:  10.4  10.1  10.2

10 Year:   8.9   5.6   7.0
20 Year:   5.1   4.6   6.1

* Current EPS is the 4 Quarter Trailing to Q4/2006.
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FTS - Rating as of 1-Apr-04 = Mkt

Date Rating Change Share Price

1 2-Nov-04 Mkt  to OP $16.10

2 8-Feb-05 OP  to Mkt $18.88

3 28-Mar-05 Mkt  to OP $17.38

4 27-Jun-05 OP  to Mkt $20.01

5 30-Aug-05 Mkt  to OP $21.01

6 20-Sep-05 OP  to Mkt $23.18

7 10-May-06 Mkt  to OP $20.75

8 4-Jul-06 OP  to Mkt $22.60

9 8-Aug-06 Mkt  to OP $23.24

10 24-Nov-06 OP  to Mkt $28.20

11 3-Jan-07 Mkt  to NR $29.51

12 19-Feb-07 NR  to OP $27.94

13 27-Feb-07 OP  to NR $26.10

1.2

1.4
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Company Risk Disclosure 
In addition to the risks involved in investing in common stocks generally, we also highlight the following risks that pertain to this company.  Operations 
are subject to complex regulation by a variety of provincial, state and federal (Canada, Cayman Islands & Belize) agencies.  Changes in regulation may 
adversely affect performance. 
Financial performance depends on the availability of installed generation and the production of electric power by third parties. Fortis Properties' cash 
flow is dependent on hotel room vacancy rates and commercial building occupancy levels. The company's operations in Belize may be disrupted and 
assets may be damaged by hurricanes and/or tropical storms. 
 
Analyst’s Certification 
I, Karen Taylor, CFA, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  
I also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in 
this report. 
 
General Disclosure 
The information and opinions in this report were prepared by BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., collectively (“BMO NB”).  
BMO NB is not subject to U.S. rules with regard to the preparation of research reports and the independence of analysts.  “BMO Capital Markets” is a 
trade name used by the BMO Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal and BMO NB in 
Canada, and BMO Capital Markets Corp. in the U.S.   BMO Capital Markets Corp. is an affiliate of BMO NB.    BMO NB and BMO Capital Markets 
Corp. are subsidiaries of Bank of Montreal. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provide 
other remunerated services to, many issuers covered by BMO NB research.  A significant lending relationship may exist between BMO Financial 
Group and certain of the issuers mentioned herein.  The reader should assume that BMO NB,  BMO Capital Markets Corp., Bank of Montreal or their 
affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers 
discussed herein. The opinions, estimates and projections contained in this report are those of BMO NB as of the date of this report and are subject to 
change without notice.  BMO NB endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and 
contain information and opinions that are accurate and complete.  However, BMO NB makes no representation or warranty, express or implied, in 
respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any 
use of, or reliance on, this report or its contents.  Information may be available to BMO NB or its affiliates that is not reflected in this report.  The 
information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not 
be construed as advice designed to meet the particular investment needs of any investor.  This material is for information purposes only and is not  an 
offer to sell or the solicitation of an offer to buy any security.  The research analyst and/or associates who prepared this report are compensated based 
upon (among other factors) the overall profitability of BMO NB and its affiliates, which includes the overall profitability of investment banking 
services.  BMO NB,  or its affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all 
issuers covered by BMO NB.  BMO NB or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a 
principal basis.  BMO NB or its affiliates, officers, directors or employees may have a long or short position in the securities discussed herein, related 
securities or in options, futures or other derivative instruments based thereon. 
 
Company Specific Disclosure 
Disclosure 2: BMO NB has undertaken an underwriting liability with respect to this issuer within the past 12 months. 
Disclosure 3: BMO NB has provided investment banking services with respect to this issuer within the past 12 months. 
Disclosure 7: BMO Capital Markets Corp. or an affiliate has received compensation for investment banking services from this issuer within the past 12 
months. 
Disclosure 9: BMO Capital Markets Corp. or an affiliate received compensation for products or services other than investment banking services within 
the past 12 months. 
Disclosure 10: This issuer is a client (or was a client) of BMO NB, BMO Capital Markets Corp. or an affiliate within the past 12 months:  Investment 
Banking Services & Non-Securities Related Services. 
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Distribution of Ratings 
Rating BMO BMO BMO First Call 
Category Rating Universe I.B. Clients* Universe** 
Buy Outperform 39% 41% 45% 
Hold Market Perform 52% 52% 47% 
Sell Underperform 9% 7% 8% 
*   Reflects rating distribution of all companies where BMO Capital Markets has received compensation for Investment Banking services. 
** Reflects rating distribution of all North American equity research analysts. 
 
Ratings Key 
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the market;  
Mkt = Market Perform - Forecast to perform roughly in line with the market;  
Und = Underperform - Forecast to underperform the market;  
(S) = speculative investment;  
NR = No rating at this time;  
R = Restricted – Dissemination of research is currently restricted. 
 
Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each 
company.  Prior to September 1, 2003, a fourth rating tier—Top Pick—was used to designate those stocks we felt would be the best performers relative 
to the market. Our six Top 15 lists which guide investors to our best ideas according to six different objectives (large, small, growth, value, income and 
quantitative) have replaced the Top Pick rating. 
 
Dissemination of Research 
Our research publications are available via our web site http://bmocapitalmarkets.com. Institutional clients may also receive our research via FIRST 
CALL Research Direct and Reuters. All of our research is made widely available at the same time to all BMO NB, BMO Capital Markets Corp. and 
BMO Nesbitt Burns Securities Ltd. client groups entitled to our research. Please contact your investment advisor or institutional salesperson for more 
information. 
 
Additional Matters 
 
TO U.S. RESIDENTS:  BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. 
residents and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal.  Any U.S. person wishing 
to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.   
 
TO U.K. RESIDENTS:  The contents hereof are intended solely for the use of, and may only be issued or passed onto, persons described in part VI of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 
 
BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée/Ltd.  are Members of CIPF.  BMO Capital Markets Corp. and BMO Nesbitt Burns Securities 
Ltd. are Members of SIPC. 
 
"BMO Capital Markets" is a trade-mark of Bank of Montreal, used under licence.   
"BMO (M-Bar roundel symbol)" is a registered trade-mark of Bank of Montreal, used under licence. 
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Company Profile 
Fortis Inc. (FTS-T) is a diversified 
infrastructure holding company, primarily 
comprising of gas distribution utilities in B.C. 
and electric utilities in Canada, Belize, Turks 
and Caicos and the Cayman Islands. Fortis 
also owns a real estate and hotels subsidiary 
and has interests in electric generation 
ventures in Canada and the U.S. 2004 2005 2006
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Please see the final pages of 
this document for important 
disclosure information. 

Fortis Inc. 
(FTS-T) C$27.10 
 
Resuming Coverage: $3.7 billion Terasen Acquisition a Positive 
 
Event 
On February 26, 2007, Fortis announced its intention to acquire Terasen Inc. 
from Kinder Morgan for $3.7 billion. In conjunction, an equity offering of 
38.5 million Subscription Receipts priced at $26.00 for gross proceeds of $1.0 
billion was also announced. The offering, including the over-allotment option 
of an additional 5.8 million Subscription Receipts for a total of 44.3 million 
Receipts, closed on March 15, 2007. The Subscription Receipts will 
automatically be exchanged on a one-for-one basis for common shares upon 
closing of the Terasen acquisition, expected no later than Q3/07. 
 
Impact 
Positive. Accretive: We have updated our financial forecasts to include this 
acquisition, and we estimate that it will be $0.02 dilutive to 2007E EPS and 
$0.08 accretive to 2008E EPS. We note that the dilution in 2007 is a result of 
the seasonal nature of Terasen’s business, in which approximately 50% of 
earnings have in recent history occurred in the first quarter. Our three-dollar 
increase in target price primarily reflects our increased forecasts and to a 
lesser extent valuation expansion from our view of a decreased company risk 
profile, discussed in detail below. 
  
Price Reflects High Quality Business:  At 1.7x equity value to equity rate 
base we believe the acquisition price is reflective of a high quality, well run 
business with a positive growth outlook. The acquisition also positions Fortis 
to possibly become a consolidator in the Northwest or expand further into gas 
distribution. 
 
Decreased Risk Profile: The introduction of mature Canadian gas 
distribution operations provides Fortis with a more economically diverse 
portfolio of assets. Post closing, 87% of Fortis’ earnings will be derived from 
relatively low risk Canadian regulated operations, which lessens the 
company’s reliance on earnings from relatively higher risk Caribbean 
operations, in our view. We note that Fortis has a proven history of 
successfully integrating large acquisitions having successfully integrated the 
former Aquila assets, acquired for $1.5 billion, in 2004. 
 

 
Pipelines, Power & Utilities 
 

Recommendation: HOLD  
 Unchanged 
Risk: LOW 
12-Month Target Price: C$29.00↑ 
Prior: C$26.00 
12-Month Total Return: 10.1%  

Market Data (C$) 
Current Price $27.10
52-Wk Range $20.36-$30.00
Mkt Cap (f.d.)($mm) $3,444.4
Dividend per Share $0.84
Dividend Yield 3.1%
Avg. Daily Trading Vol. (3mths) 360499 

Financial Data (C$) 
Fiscal Y-E December
Shares O/S (f.d.)(mm) 127.1
Float Shares (mm) 109.3
Net Debt/Tot Cap 66.7%
BVPS (basic) $12.25
ROE 11.5%  

Estimates (C$) 
Year 2005A 2006A 2007E 2008E
EPS (basic) 1.19 1.38 1.43 1.58
EPS (basic)(old) 1.19 1.38 1.47 1.51
EPS (f.d.) 1.11 1.33 1.42 1.55
EPS (f.d.)(old) 1.11 1.33 1.44 1.47
CFPS (basic) 3.07 2.89 3.41 3.76
DI 0.59 0.67 0.82 0.92 

EPS (f.d.) Quarterly Estimates (C$) 
Year 2005A 2006A 2007E 2008E
Q1 0.30 0.34 0.36 --
Q2 0.27 0.32 -- --
Q3 0.32 0.36 -- --
Q4 0.23 0.32 -- -- 

Valuations 
Year 2005A 2006A 2007E 2008E
P/E (f.d.) 24.4x 20.4x 19.1x 17.5x
P/CFPS (basic) 8.8x 9.4x 7.9x 7.2x
P/DI 45.9x 40.4x 33.0x 29.5x  
 
 
All figures in C$, unless otherwise specified. 

Linda Ezergailis, P.Eng. Robert Hope (Associate) 
416 983 7784 416 983 9717 
linda.ezergailis@tdsecurities.com robert.hope@tdsecurities.com 
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Details 
Terasen Inc. is primarily a regulated B.C. gas distribution utility providing service to 95% of the customers in 
the province. It consists of four companies: 1) Terasen Gas, 2) Terasen Gas Vancouver Island, 3) Terasen Gas 
(Whistler) and 4) a 30% interest in CustomerWorks LP, a non-regulated, shared service business. Overall, 
Terasen has $3.6 billion in assets and an aggregate rate base of almost $3.0 billion. We believe the rate base, 
which serves a high growth Western Canadian economy, can achieve organic growth averaging 2% per year. 
Longer term, we believe some synergies could be achieved with Fortis’ existing electric utilities in the region. 
 
Outlook 
Our Fortis forecasts and estimated contribution from Fortis Gas BC (Terasen), which assume the transaction 
closes at the end of May 2007, are outlined in Exhibits 1-3. 
 
Exhibit 1. Fortis Inc.: Segmented Income Statement ($mm, except per-share amounts) 

2003 2004 2005 2006 2007E 2008E 2008E (%)
Fortis Gas BC (Terasen) -         -         -         -         42.9        93.1        38%
FortisAlberta -         18.6        29.1        41.4        41.6        41.2        17%
FortisBC -         14.0        24.6        27.4        28.7        33.5        14%
Newfoundland Power 29.5        31.1        29.3        30.1        29.8        30.7        13%
Maritime Electric 8.3          8.2          9.1          9.8          9.7          9.7          4%
Fortis Ontario 16.8        4.2          3.2          4.0          4.6          4.6          2%

Regulated Utilities - Canadian 54.6        76.1        95.3        112.7      157.3      212.8      87%
Belize Electricity 6.3          7.2          8.0          10.4        10.6        10.9        4%
Caribbean Utilities 10.5        5.5          10.3        9.7          15.7        16.2        7%
Turks & Caicos -         -         -         3.5          8.6          9.6          4%

Regulated Utilities - Caribbean 16.8        12.7        18.3        23.6        34.9        36.6        15%
Total Regulated Utilities 71.3        88.8        113.6      136.3      192.2      249.4      102%
Non-regulated Fortis Generation -         12.8        22.7        26.0        29.5        31.3        13%
Non-regulated Properties 11.0        11.8        14.1        15.6        17.4        17.7        7%
Corporate (8.7)        (23.3)      (29.7)      (34.5)      (46.1)      (53.3)      -22%
Operating Earnings 73.6        90.1        120.8      143.4      193.1      245.0      100%
Non-recurring, Unusual, Discontinued Items -         0.8          16.4        3.8          -         -         0%
Reported Earnings 73.6        90.9        137.1      147.2      193.1      245.0      100%

EPS diluted - Operating $1.03 $1.00 $1.11 $1.33 $1.42 $1.55  
Source: Company Reports, TD Newcrest. 

 
Exhibit 2. Fortis Gas BC (Terasen): Segmented Income Statement ($mm) 

2007E 2008E
Terasen Gas 38.8        83.6        
Terasen Gas Vancouver Island 10.7        22.1        
Terasen Gas (Whistler) 0.3          1.1          
Natural Gas Distirbution Regulated Earnings 49.8        106.9      
CustomerWorks LP 1.3          2.5          
Interest Expense on Terasen Inc. Debt (8.1)        (16.3)      
Fortis Gas BC (Terasen) Earnings 42.9        93.1         

Source: Company Reports, TD Newcrest. 

 



 
Action Notes March 15, 2007 

Equity Research 3 of 5 

 

 

Exhibit 3. Fortis Gas BC (Terasen): Full Year Regulated Rate Base and Earnings ($mm) 

Terasen Gas
2007E 2008E 2007E 2008E 2007E 2008E

Total Capitalization 2,474.0   2,523.5   482.0      504.3      16.5        27.9        
Common Equity (%) 35% 35% 40% 40% 40% 40%
Common Equity 865.9      883.2      192.8      201.7      6.6          11.2        
Regulated ROE (%) 8.37% 9.27% 9.07% 9.97% 9.07% 9.97%
Overearnings (b.p.) 60           20           100         25           100         25           
Achieved ROE (%) 8.97% 9.47% 10.07% 10.22% 10.07% 10.22%
Rate Base Earnings 77.7        83.6        19.4        20.6        0.7          1.1          
   Class B Instruments Avg. Outstanding Balance -         -         45.0 35.0 -         -         
   Interest Rate -         -         7% 7% -         -         
   Effective Tax Rate -         -         34% 34% -         -         
RDDA Class B Instrument Interest for Fortis -         -         1.9          1.5          -         -         
Earnings for Fortis 77.7        83.6        21.3        22.1        0.7          1.1          

Terasen Gas 
Vancouver Island

Terasen Gas 
(Whistler)

 
Note: 2007E earnings represent full year contribution rather than the estimated 7-month contribution to Fortis. 
Source: Company Reports, TD Newcrest. 

 
Valuation 
Exhibit 4. Peer Group Valuation 

Curr. Shares Market Ind. Book EPS P/E EPS P/E

Symbol Price O/S (mm) Cap (mm) Div. Yield Value P/BV 2005A 2006A 2007E 2008E 2005A 2006E 2007E 2008E For. E Forward

FTS $27.10 109.3 $2,962 $0.84 3.1% $12.25 2.2 $1.11 $1.33 $1.42 $1.55 17.4x 20.4x 19.1x 17.5x $1.45 18.7x

ACO.X $44.82 58.5 $2,620 $0.88 2.0% $24.50 1.8 $2.36 $3.19 $3.11 $3.21 17.4x 14.0x 14.4x 14.0x $3.13 14.3x

CU $42.40 125.4 $5,316 $1.22 2.9% $18.54 2.3 $2.03 $2.55 $2.42 $2.53 21.7x 16.6x 17.5x 16.8x $2.44 17.4x

EMA $20.16 110.9 $2,236 $0.89 4.4% $12.69 1.6 $0.99 $1.08 $1.14 $1.24 20.7x 18.7x 17.7x 16.3x $1.16 17.4x

ENB $37.40 355.0 $13,277 $1.23 3.3% $13.18 2.8 $1.55 $1.73 $1.73 $1.82 16.4x 21.6x 21.6x 20.6x $1.75 21.4x

TA $24.10 202.4 $4,878 $1.00 4.1% $12.06 2.0 $0.88 $1.09 $1.28 $1.50 28.8x 22.1x 18.8x 16.1x $1.32 18.2x

TRP $38.38 536.3 $20,583 $1.36 3.5% $15.77 2.4 $1.72 $1.87 $1.99 $2.13 21.1x 20.5x 19.2x 18.0x $2.02 19.0x

Avg. 3.6% 2.2x 21.0x 20.0x 19.0x 17.5x 18.7x  
Note: Averages exclude ATCO Ltd. 
Source: Company Reports, Bloomberg, TD Newcrest. 

 
Justification of Target Price 
Our $29.00 price target is predicated on our 2008 financial estimates as follows: 1) 50% relative earnings yield 
of 130% (vs. historical average of 137%), 2) 25% relative dividend yield of 77% (vs. historical average of 
82%), and 3) 25% P/B of 1.6 times (vs. historical average of 1.4x). Our target price implies a 3.2% dividend 
yield and a price-to-earnings ratio of 18.7 times, compared to historical averages of 4.7% and 13.8 times, 
respectively.  
 
Key Risks to Target Price 
1) Higher than expected long bond yields, 2) operational disruptions, 3) regulatory surprises, 4) unexpected 
large acquisitions, 5) sovereign risk, 6) materially different power prices in Ontario versus our forecast, and 7) 
integration risk. 
 
Investment Conclusion 
We view the Terasen acquisition as a positive event for Fortis. The accretive nature of the transaction not only 
increases Fortis’ earning outlook but should also help offset the loss in earnings contribution from the 75 MW 
Rankine dam in 2009. The acquisition also increases Fortis’ share of regulated Canadian earnings, which 
decreases its reliance on relatively higher risk Caribbean earnings. In addition to the announced Terasen 
acquisition, in the past year Fortis has increased its interest is Caribbean Utilities and acquired a Turks & 
Caicos utility; however, moving forward, we believe acquisition activity will be muted as we expect 
management’s focus will be on the integration of the Terasen assets.  
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Event 
We are resuming coverage following a publishing restriction. 

Investment Opinion 
• Terasen Acquisition Looks Attractive. Fortis acquired the B.C.-based 

gas distribution utility from Kinder Morgan for $3.7 billion including the 
assumption of about $2.3 billion in debt. Based on Fortis’ financing of the 
acquisition, we estimate that the company paid about 14.5x 2008E 
earnings for Terasen. The acquisition is subject to regulatory approval and 
is expected to close in mid-2007. 

• Immediately Accretive to EPS. We estimate that the acquisition is 
approximately $0.08 accretive to EPS in 2008, the first full year of the 
acquisition. We have increased our 2007 and 2008 EPS estimates from 
$1.49 and $1.54 respectively, to our new estimates of $1.52 and $1.62. 
Our 2007 estimate assumes a mid-year 2007 close of the transaction. 

• Acquisition Financing Includes $1.15 Billion of Equity. Fortis issued 
44.3 million subscription receipts (including over-allotment option) at 
$26.00 for gross proceeds of $1.15 billion. The company also plans to 
finance the balance of the purchase price (approximately $200 million) 
using preferred shares. 

• Entry into Gas Distribution Business. The assets acquired include the 
gas distribution utilities in the B.C. Lower Mainland, Vancouver Island 
and the southern interior of the province. The acquisition does not include 
the crude oil pipelines that were previously owned by Terasen. Terasen 
Gas is a cost-of-service regulated gas distribution business that allows the 
recovery of prudently-incurred gas and operational costs. Further, Terasen 
Gas is not exposed to throughput risk. 

• Strategic Acquisition. Management commented on the geographic fit 
with its western electric utility operations. Further, management stated that 
experience in the gas distribution business would better position Fortis for 
a potential acquisition in the U.S. where there are companies that own a 
combined gas & electric utility. 

• Positive Move for Fortis. We view the acquisition positively as it 
immediately contributes to EPS and increases the company’s earnings 
contribution from Canadian regulated operations. 

• Valuation. Our target price of $33.00 (unchanged) reflects a forecast 12-
month dividend distribution one-year forward of $0.93 and a required 
dividend yield of 2.80%. Fortis is ranked Outperform, Average Risk. 
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Acquisition Looks Attractive 
Fortis acquired the B.C.-based gas distribution utility from Kinder Morgan for $3.7 billion including the assumption of about 
$2.3 billion in debt. Based on Fortis’ financing of the acquisition, we estimate that the company paid about 14.5x 2008E 
earnings for Terasen. The acquisition is subject to regulatory approval and is expected to close in mid-2007. 

In Exhibit 1, we have set out our financial analysis of the acquisition. 

Exhibit 1: Forecast EPS Impact of the Terasen Acquisition ($MM except EPS or otherwise noted) 

Total Purchase Price $3,700

Assumed Debt (2,347)

Equity Value $1,353

New Equity Issued $1,151

New Preferred Financing 202

2008E

Terasen Gas TGVI Consolidated Comments

Average Rate Base $2,506 $508

Equity Component 35% 40%

Base ROE 8.37% 8.37% Assumed same as 2007 ROE

Approved Risk Premium 0.00% 0.70%

Efficiencies 0.80% 0.80%

Earned ROE 9.17% 9.87%

Regulated Return $80 $20 $100

Unregulated Net Income, net 5

Interest on Unregulated Debt (25) Estimated $450mm at a 5.50% effective rate

Tax Shield on Unegulated Debt 9

Dividends on Preferred Shares (10) Estimated $202mm at 4.75%

Incremental Net Income $80

Pre-Acquisition Fortis Earnings $170

Incremental Net Income 80

Pro Forma Net Income $249

Pre-Acquisition Average Shares 110

New Shares Issued 44

Pro Forma Shares 154

Pre-Acquisition EPS $1.54

Pro Forma EPS $1.62

EPS Accretion $0.08  
Source: BCUC, Company reports, RBC Capital Markets estimates 

Description of Acquired Assets 
The assets acquired include the gas distribution utilities in the B.C. Lower Mainland, Vancouver Island and the southern interior 
of the province. The acquisition does not include the crude oil pipelines that were previously owned by Terasen. Terasen Gas is 
a cost-of-service regulated gas distribution business that allows the recovery of prudently-incurred gas and operational costs. 
Further, Terasen Gas is not exposed to throughput risk. 

Terasen Gas is British Columbia’s largest natural gas distribution utility serving about 900,000 customers (approximately 95% 
of the natural gas customers in the province). The utility owns 44,100 kilometres of natural gas distribution pipelines and 4,300 
kilometres of natural gas transmission pipelines. 
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Exhibit 2: Map of Terasen Gas and TGVI Service Territories 

 
Source: Company reports 

Conclusion 
We view the acquisition positively as it immediately contributes to EPS and increases the company’s earnings contribution from 
Canadian regulated operations. The acquisition of Terasen Gas fits geographically with Fortis’ western Canadian operations, 
and will provide management with a base of knowledge and experience in natural gas distribution resulting in a platform for 
future growth through acquisitions of gas distribution utilities. 

Valuation 
Our valuation for Fortis is based on a dividend yield approach. When the current yield of the 10-year Government of Canada 
benchmark bond is below 6%, we believe that a dividend yield approach is an appropriate valuation method for Fortis. Our 
target price of $33.00 reflects a forecast 12-month dividend distribution one-year forward of $0.93 and a required dividend yield 
of 2.80% We believe a required yield of 2.80% is appropriate based on expected interest rate levels, Fortis’ risk profile, its low 
payout ratio and growth prospects. 

Price Target Impediments 
The failure to close the Terasen acquisition, political environment in Belize, risk of punitive regulatory decisions, 
economic/tourism conditions in its service territories, operational or financial issues at newly acquired businesses or power 
prices in Ontario may have implications for our target price as well as our earnings and dividend estimates. 
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Company Description 
Fortis Inc. is a utility holding company for Newfoundland Power, FortisAlberta, FortisBC, Maritime Electric, Canadian Niagara 
Power, Cornwall Electric, BECOL, two electric utilities in the Turks and Caicos, and 70%-owned Belize Electricity. It also 
holds a 100% interest in Fortis Properties and a 54% interest in Caribbean Utilities. The company has agreed to acquire Terasen 
Inc., which operates gas distribution utilities in British Columbia. 
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Conflicts Disclosures 
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A  member company of RBC Capital Markets or one of its affiliates received compensation for investment banking services 
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A member company of RBC Capital Markets or one of its affiliates expects to receive or intends to seek compensation for 
investment banking services from Fortis Inc. in the next three months. 

A member company of RBC Capital Markets or one of its affiliates managed or co-managed a public offering of securities for 
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RBC Capital Markets is currently providing Fortis Inc. with investment banking services. 

RBC Capital Markets is currently providing Fortis Inc. with non-investment banking securities-related services. 
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No securities regulatory authority has expressed an opinion about these securities and it is an offence to claim otherwise. This short form prospectus constitutes a public offering
of these securities only in those jurisdictions where they may be lawfully offered for sale and thereby only by persons permitted to sell such securities.
Information has been incorporated by reference in this short form prospectus from documents filed with securities commissions or similar authorities in Canada. Copies
of the documents incorporated herein by reference may be obtained on request without charge from the Secretary of the Corporation at Suite 1201, 139 Water Street, St.
John’s, Newfoundland and Labrador A1B 3T2 (telephone (709) 737-2800) and are also available electronically at www.sedar.com. For the purpose of the Province of
Québec, this simplified prospectus contains information to be completed by consulting the permanent information record. A copy of the permanent information record may
be obtained without charge from the Secretary of the Corporation at the above-mentioned address and telephone number and is also available electronically at
www.sedar.com. The securities being offered under this short form prospectus have not been and will not be registered under the United States Securities Act of 1933, as
amended, or any state securities laws, and, except in limited circumstances, will not be offered or sold within the United States or for the account or benefit of United States
persons. See ‘‘Plan of Distribution’’.

New Issue March 7, 2007
SHORT FORM PROSPECTUS

FORTIS INC.

$1,001,000,000
38,500,000 Subscription Receipts, each representing

the right to receive one Common Share
Fortis Inc. (‘‘Fortis’’ or the ‘‘Corporation’’) is hereby qualifying for distribution (the ‘‘Offering’’) 38,500,000 subscription receipts
(the ‘‘Subscription Receipts’’), each of which will entitle the holder thereof to receive, upon satisfaction of the Release Conditions (as defined
below), and without payment of additional consideration, one common share of Fortis (a ‘‘Common Share’’). The gross proceeds from the sale of
the Subscription Receipts (the ‘‘Escrowed Funds’’) will be held by Computershare Trust Company of Canada, as escrow agent (the ‘‘Escrow
Agent’’) and invested in short-term interest bearing or discount debt obligations issued or guaranteed by the Government of Canada or a province,
or one or more of the five largest Canadian chartered banks, provided that in all cases such obligation is rated at least R1 (middle) by DBRS
Limited or an equivalent rating from an equivalent rating service, pending receipt by the Corporation of all regulatory and government approvals
required to finalize the acquisition (the ‘‘Acquisition’’) by the Corporation of all of the issued and outstanding shares of Terasen Inc. (‘‘Terasen’’),
a wholly owned subsidiary of Kinder Morgan, Inc., including that of the British Columbia Utilities Commission, and fulfillment or waiver of all
other outstanding conditions precedent to closing the Acquisition as itemized in the Acquisition Agreement (as defined below) (collectively, the
‘‘Release Conditions’’). At the time of the Acquisition, Terasen will have divested itself of its petroleum transportation operations and will only
hold its natural gas distribution business and an interest in CustomerWorks Limited Partnership. See ‘‘The Acquisition’’, ‘‘The Acquired
Business’’ and ‘‘Details of the Offering’’.
If the Release Conditions are satisfied prior to 5:00 p.m. (Toronto time) on November 30, 2007, the Corporation will forthwith execute and deliver
a notice of satisfaction and will issue and deliver to the Escrow Agent one Common Share for each Subscription Receipt then outstanding (subject
to any applicable adjustment). The Common Shares will be available for delivery commencing on the second business day after the delivery of
such notice. The holders of Subscription Receipts will receive, without payment of any additional consideration, one Common Share for each
Subscription Receipt held plus an amount equal to the dividends declared on the Common Shares by the Corporation, if any, for which record dates
have occurred during the period from the Closing Date (as defined below) to the date of issuance of the Common Shares in respect of the
Subscription Receipts. Forthwith upon the Release Conditions being satisfied and the required notice being delivered to the Escrow Agent, the
Escrowed Funds, together with interest earned and income generated thereon, will be released to Fortis. In the event that the Release Conditions
are not satisfied prior to 5:00 p.m. (Toronto time) on November 30, 2007, or if the Acquisition Agreement is terminated prior to such time (in
either case, the ‘‘Termination Time’’), holders of Subscription Receipts shall, commencing on the second business day following the Termination
Time, be entitled to receive from the Escrow Agent an amount equal to the full subscription price thereof plus their pro rata share of the interest
earned or income generated on such amount. See ‘‘Details of the Offering’’.

Price: $26.00 per Subscription Receipt

Price to Underwriters’ Net Proceeds to the
the Public Fee (1) Corporation (2)

Per Subscription Receipt ******************************* $26.00 $1.04 $24.96
Total (3) ******************************************** $1,001,000,000 $40,040,000 $960,960,000

(1) One-half of the Underwriters’ fee is payable at the closing of the Offering. The other half of the Underwriters’ fee is payable only if the Release Conditions
have been satisfied prior to the Termination Time and the required notice has been delivered to the Escrow Agent. See ‘‘Plan of Distribution’’.

(2) Net proceeds to the Corporation exclude any interest earned and income generated on the Escrowed Funds and are calculated before deducting the expenses of
the Offering, estimated at $1,250,000, which, together with the Underwriters’ fee, will be paid out of the general funds of Fortis. See ‘‘Plan of Distribution’’.

(3) The Corporation has granted to the Underwriters an option (the ‘‘Over-Allotment Option’’), exercisable in whole or in part at any time until 30 days
following the date of closing of the Offering, to purchase at the Offering Price up to 5,775,000 additional Subscription Receipts to cover over-allotments, if
any. If the Over-Allotment Option is exercised in full, the total Price to the Public, Underwriters’ Fee and Net Proceeds to the Corporation will be
$1,151,150,000, $46,046,000 and $1,105,104,000, respectively. See ‘‘Plan of Distribution’’. This prospectus also qualifies the grant of the Over-Allotment
Option and the distribution of the securities issuable on the exercise of the Over-Allotment Option.

Underwriters’ Position Maximum Size Exercise Period Exercise Price

Over-Allotment Option 5,775,000 Subscription Receipts Within 30 days following $26.00 per Subscription Receipt
the closing of the Offering



There is currently no market through which the Subscription Receipts may be sold and purchasers may not be able to resell
securities purchased under this short form prospectus (the ‘‘Prospectus’’). This may affect the pricing of the securities in the
secondary market, the transparency and availability of trading prices, the liquidity of the securities, and the extent of issuer
regulation. See ‘‘Risk Factors’’.

The Toronto Stock Exchange (the ‘‘TSX’’) has conditionally approved the listing of the Subscription Receipts, as well as the Common
Shares issuable on the exchange of the Subscription Receipts. Listing is subject to the Corporation fulfilling all of the requirements of the
TSX on or before June 3, 2007. The Corporation’s outstanding Common Shares are listed on the TSX under the symbol ‘‘FTS’’. On
March 6, 2007, the closing price of the Common Shares on the TSX was $26.80. The Subscription Receipts will be issued and sold by
Fortis to the Underwriters (as defined below) at the price of $26.00 (the ‘‘Offering Price’’) per Subscription Receipt. The Offering Price
and other terms of the Offering were determined by negotiation between the Corporation and the Underwriters.

An investment in the Subscription Receipts, and the Common Shares issuable upon the exchange thereof, involves certain risks
that should be considered by a prospective purchaser. See ‘‘Risk Factors’’.

CIBC World Markets Inc. (‘‘CIBCWM’’), Scotia Capital Inc. (‘‘Scotia Capital’’), TD Securities Inc. (‘‘TD Securities’’), BMO Nesbitt
Burns Inc. (‘‘BMO Nesbitt Burns’’), RBC Dominion Securities Inc. (‘‘RBCDS’’), National Bank Financial Inc. (‘‘NB Financial’’),
Canaccord Capital Corporation, Beacon Securities Limited and HSBC Securities (Canada) Inc. (‘‘HSBC Securities’’) are acting as
underwriters (collectively, the ‘‘Underwriters’’) of the Offering. The Underwriters, as principals, conditionally offer the Subscription
Receipts, subject to prior sale, if, as and when issued, sold and delivered by the Corporation to, and accepted by, the Underwriters in
accordance with the terms and conditions contained in the Underwriting Agreement referred to under ‘‘Plan of Distribution’’ and subject
to the approval of certain legal matters on behalf of the Corporation by Davies Ward Phillips & Vineberg LLP, Toronto and McInnes
Cooper, St. John’s and on behalf of the Underwriters by Stikeman Elliott LLP, Toronto. Subject to applicable laws, the Underwriters
may, in connection with the Offering, effect transactions which stabilize or maintain the market price of the Subscription Receipts or the
Common Shares at levels other than those which may prevail on the open market. Such transactions, if commenced, may be
discontinued at any time. See ‘‘Plan of Distribution’’.

CIBCWM is an affiliate of a Canadian chartered bank that has agreed to extend credit facilities to the Corporation in connection
with financing the Acquisition. CIBCWM is also acting as financial advisor to Fortis in connection with the Acquisition and
receiving a fee therefor. In addition, each of CIBCWM, Scotia Capital, TD Securities, BMO Nesbitt Burns, RBCDS,
NB Financial and HSBC Securities is a subsidiary of a Canadian chartered bank that has, either solely or as a member of a
syndicate of financial institutions, extended credit facilities to the Corporation and/or its subsidiaries. Consequently, the
Corporation may be considered a ‘‘connected issuer’’ of these Underwriters within the meaning of applicable securities
legislation. See ‘‘Plan of Distribution’’.

Subscriptions for the Subscription Receipts will be received subject to rejection or allotment in whole or in part and the right is reserved
to close the subscription books at any time without notice. It is expected that the closing of the Offering will take place on or about
March 15, 2007 (the ‘‘Closing Date’’), or such other date as may be agreed upon by the Corporation and the Underwriters, but not later
than April 18, 2007. A book entry only certificate representing the Subscription Receipts distributed hereunder will be issued in
registered form only to CDS Clearing and Depository Services Inc. (‘‘CDS’’) or its nominee and will be deposited with CDS on the
Closing Date. The Corporation understands that a purchaser of Subscription Receipts will receive only a customer confirmation from the
registered dealer who is a CDS participant from or through whom the Subscription Receipts are purchased. See ‘‘Details of the
Offering’’.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

The Prospectus, including the documents incorporated herein by reference, contain forward-looking statements
which reflect management’s expectations regarding the future growth, results of operations, performance, and business
prospects and opportunities of Fortis Inc. Wherever possible, words such as ‘‘anticipate’’, ‘‘believe’’, ‘‘expect’’,
‘‘intend’’ and similar expressions have been used to identify these forward-looking statements. These statements reflect
management’s current beliefs and are based on information currently available to the Corporation’s management.
Forward-looking statements involve significant risk, uncertainties and assumptions. A number of factors could cause
actual results, performance or achievements to differ materially from the results discussed or implied in the forward-
looking statements. These factors should be considered carefully and prospective investors should not place undue
reliance on the forward-looking statements. Although the forward-looking statements contained in the Prospectus,
including the documents incorporated herein by reference, are based upon what management believes to be reasonable
assumptions, the Corporation cannot assure prospective purchasers that actual results will be consistent with these
forward-looking statements. These forward-looking statements are made as of the date of the Prospectus, and the
Corporation assumes no obligation to update or revise them to reflect new events or circumstances.

DOCUMENTS INCORPORATED BY REFERENCE

The disclosure documents of the Corporation listed below and filed with the appropriate securities commissions or
similar regulatory authorities in each of the provinces of Canada are specifically incorporated by reference into and
form an integral part of this Prospectus:

(a) annual information form dated March 29, 2006 for the year ended December 31, 2005;

(b) audited comparative consolidated financial statements as at December 31, 2005 and for the years ended
December 31, 2005 and 2004, together with the notes thereto and the auditors’ report thereon dated
January 27, 2006 as contained in the Corporation’s 2005 Annual Report;

(c) Management Discussion and Analysis of financial condition and results of operations for the year ended
December 31, 2005 as contained in the Corporation’s 2005 Annual Report;

(d) unaudited comparative interim consolidated financial statements as at September 30, 2006 and for the three-
and nine-month periods ended September 30, 2006 and 2005, together with the notes thereto;

(e) Management Discussion and Analysis of financial condition and results of operations for the three- and
nine-month periods ended September 30, 2006;
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(f) Management Information Circular dated March 17, 2006 prepared in connection with the Corporation’s
annual meeting of shareholders held on May 2, 2006;

(g) material change report dated September 15, 2006 describing the entering into of an agreement between the
Corporation and a syndicate of underwriters led by BMO Nesbitt Burns Inc. for the public offering by the
Corporation of 5,000,000 4.90% cumulative redeemable First Preference Shares, Series F;

(h) material change report dated January 5, 2007 describing the entering into of an agreement between the
Corporation and Scotia Capital Inc. and CIBCWM for the public offering by the Corporation of 5,170,000
Common Shares;

(i) press release dated February 8, 2007 with respect to the Corporation’s unaudited comparative interim
consolidated financial statements as at December 31, 2006 and for the three- and twelve-month periods
ended December 31, 2006 and 2005, together with the notes thereto, and with respect to the related
Management Discussion and Analysis of financial condition and results of operations for the three- and
twelve-month periods ended December 31, 2006; and

(j) material change report dated February 28, 2007 describing the entering into of (i) an agreement pursuant to
which the Corporation will acquire all of the outstanding shares of Terasen for a purchase price of
$3.7 billion, including the assumption of approximately $2.3 billion of debt, and (ii) an agreement between
the Corporation, CIBCWM, Scotia Capital and TD Securities for the public offering by the Corporation of
38,500,000 subscription receipts and up to an additional 5,775,000 subscription receipts pursuant to an over-
allotment option.

Any document of the type referred to in the preceding paragraph (other than any confidential material change
report) subsequently filed by the Corporation with such securities commissions or regulatory authorities after the date
of the Prospectus, and prior to the termination of the Offering, shall be deemed to be incorporated by reference into the
Prospectus.

Any statement contained in a document incorporated or deemed to be incorporated by reference herein
shall be deemed to be modified or superseded for purposes of this Prospectus to the extent that a statement
contained herein, or in any other subsequently filed document which also is incorporated or is deemed to be
incorporated by reference herein, modifies or supersedes such statement. The modifying or superseding
statement need not state that it has modified or superseded a prior statement or include any other information
set forth in the document that it modifies or supersedes. The making of a modifying or superseding statement
will not be deemed an admission for any purpose that the modified or superseded statement, when made,
constituted a misrepresentation, an untrue statement of a material fact or an omission to state a material fact
that is required to be stated or that is necessary to make a statement not misleading in light of the circumstances
in which it was made. Any statement so modified or superseded shall not be deemed, except as so modified or
superseded, to constitute a part of this Prospectus.

Copies of the documents incorporated herein by reference may be obtained on request without charge from the
Secretary of the Corporation at Suite 1201, 139 Water Street, St. John’s, Newfoundland and Labrador A1B 3T2
(telephone (709) 737-2800). These documents are also available through the Internet on the Corporation’s website at
www.fortisinc.com or on the Canadian System for Electronic Document Analysis and Retrieval (‘‘SEDAR’’) which
can be accessed at www.sedar.com. Reference is also made to information regarding Terasen Inc. (‘‘Terasen’’) which
is available through the internet at Terasen’s website at www.terasen.com. The information contained on, or accessible
through, any of these websites is not incorporated by reference into the Prospectus and is not, and should not be
considered to be, a part of the Prospectus, unless it is explicitly so incorporated.

ELIGIBILITY FOR INVESTMENT
In the opinion of Davies Ward Phillips & Vineberg LLP, counsel to the Corporation, and Stikeman Elliott LLP,

counsel to the Underwriters, the Subscription Receipts and the Common Shares issuable on the exchange of the
Subscription Receipts, if issued on the date hereof, would be qualified investments under the Income Tax Act (Canada)
(the ‘‘Tax Act’’) for a trust governed by a registered retirement savings plan, registered retirement income fund,
deferred profit sharing plan or registered education savings plan provided that, in the case of the Subscription Receipts,
the Corporation deals at arm’s length (within the meaning of the Tax Act) with each person who is an annuitant,
beneficiary, employer or subscriber under the governing plan of such trust.

DEFINED TERMS
For an explanation of certain terms and abbreviations used in the Prospectus, reference is made to the ‘‘Glossary

of Terms’’.
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SUMMARY

The following information is a summary only and is to be read in conjunction with, and is qualified in its entirety by,
the more detailed information appearing elsewhere in the Prospectus and in the documents incorporated by reference
herein.

The Offering

Issuer: Fortis Inc. (‘‘Fortis’’ or the ‘‘Corporation’’).

Offering: 38,500,000 subscription receipts (the ‘‘Subscription Receipts’’), each
representing the right to receive one common share of Fortis (a ‘‘Common
Share’’).

Amount: $1,001,000,000 ($1,151,150,000 if the Over-Allotment Option is exercised
in full).

Over-Allotment Option: The Corporation has granted to the Underwriters (as defined below) an
option (the ‘‘Over-Allotment Option’’), exercisable in whole or in part at
any time until 30 days following the date of closing of this offering (the
‘‘Offering’’), to purchase at the Offering Price up to 5,775,000 additional
Subscription Receipts to cover over-allotments, if any. See ‘‘Plan of
Distribution’’.

Price: $26.00 per Subscription Receipt.

Date of Closing: On or about March 15, 2007 or such date as agreed to by the Corporation
and the Underwriters, but not later than April 18, 2007 (the ‘‘Closing
Date’’).

Escrow of Proceeds: The gross proceeds from the sale of the Subscription Receipts (the
‘‘Escrowed Funds’’) will be held by Computershare Trust Company of
Canada, as escrow agent (the ‘‘Escrow Agent’’) and invested in short-term
interest bearing or discount debt obligations issued or guaranteed by the
Government of Canada or a province, or one or more of the five largest
Canadian chartered banks, provided that in all cases such obligation is
rated at least R1 (middle) by DBRS Limited or an equivalent rating from
an equivalent rating service, pending receipt by the Corporation of all
regulatory and government approvals required to finalize the acquisition
(the ‘‘Acquisition’’) by the Corporation of all of the issued and outstanding
shares of Terasen Inc. (‘‘Terasen’’), a wholly owned subsidiary of Kinder
Morgan, Inc. (‘‘Kinder Morgan’’), including that of the British Columbia
Utilities Commission (the ‘‘BCUC’’), and fulfillment or waiver of all other
outstanding conditions precedent to closing the Acquisition as itemized in
the Acquisition Agreement (as defined below) (collectively, the ‘‘Release
Conditions’’). If the Release Conditions are satisfied prior to 5:00 p.m.
(Toronto time) on November 30, 2007, the Corporation will forthwith
execute and deliver a notice of satisfaction and will issue and deliver to the
Escrow Agent one Common Share for each Subscription Receipt then
outstanding (subject to any applicable adjustment). The Common Shares
will be available for delivery commencing on the second business day after
the delivery of such notice. The holders of Subscription Receipts will
receive, without payment of any additional consideration, one Common
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Share for each Subscription Receipt held plus an amount equal to the
dividends declared on the Common Shares by the Corporation, if any, for
which record dates have occurred during the period from the Closing Date
(as defined below) to the date of issuance of the Common Shares in respect
of the Subscription Receipts. Forthwith upon the Release Conditions being
satisfied and the required notice being delivered to the Escrow Agent, the
Escrowed Funds, together with interest earned and income generated
thereon, will be released to Fortis. In the event that the Release Conditions
are not satisfied prior to 5:00 p.m. (Toronto time) on November 30, 2007,
or if the Acquisition Agreement is terminated prior to such time (in either
case, the ‘‘Termination Time’’), holders of Subscription Receipts shall,
commencing on the second business day following the Termination Time,
be entitled to receive from the Escrow Agent an amount equal to the full
subscription price thereof plus their pro rata share of the interest earned or
income generated on such amount. See ‘‘Details of the Offering’’.

Use of Proceeds: The proceeds of the Offering, after deducting the fee payable to CIBC
World Markets Inc. (‘‘CIBCWM’’), Scotia Capital Inc. (‘‘Scotia Capital’’),
TD Securities Inc. (‘‘TD Securities’’), BMO Nesbitt Burns Inc. (‘‘BMO
Nesbitt Burns’’), RBC Dominion Securities Inc. (‘‘RBCDS’’), National
Bank Financial Inc. (‘‘NB Financial’’), Canaccord Capital Corporation,
Beacon Securities Limited and HSBC Securities (Canada) Inc. (‘‘HSBC
Securities’’) (collectively, the ‘‘Underwriters’’) and expenses of the
Offering, which are estimated to be $1,250,000, and assuming no exercise of
the Over-Allotment Option, together with funds to be advanced under
acquisition financing arranged by the Corporation, will be used to finance
the cash portion of the consideration payable for the Acquisition. If the
Over-Allotment Option is exercised in full, the estimated proceeds of the
Offering will be $1,103,854,000 (after deducting the fee payable to the
Underwriters and expenses of the Offering). The gross proceeds from the
sale of the Subscription Receipts will be held in escrow pending the
satisfaction of the Release Conditions, which is expected to occur in mid-
2007. See ‘‘Financing of the Acquisition’’, ‘‘Details of the Offering’’ and
‘‘Use of Proceeds’’.

Subscription Receipts: Each Subscription Receipt entitles the holder thereof to receive, without
payment of additional consideration and upon satisfaction of the Release
Conditions, one Common Share, plus an amount equal to the dividends
declared on the Common Shares by the Corporation, if any, for which
record dates have occurred during the period from the Closing Date to the
date of issuance of the Common Shares in respect of the Subscription
Receipts. If the Release Conditions are not met prior to the Termination
Time, the Corporation will repay to holders of Subscription Receipts an
amount equal to the full subscription price thereof plus their pro rata share
of the interest earned or income generated on such amount. See ‘‘Details of
the Offering’’.

Risk Factors: An investment in the Subscription Receipts and the Common Shares
issuable upon exchange thereof involves certain risks which should be
carefully considered by prospective investors, including: regulation,
forecasting accuracy, asset maintenance, operational risks, weather and
other natural disasters, the supply and prices of natural gas, seasonality,
risks relating to Terasen Gas (Vancouver Island) Inc., obtaining and
maintaining government permits, impact of changes in economic

4



conditions, availability of capital resources and credit ratings, exposure to
interest rate changes, counterparty credit risk, potential undisclosed
liabilities associated with the Acquisition, ability to maintain satisfactory
labour relations, matters relating to insurance, environmental matters, First
Nations’ Lands, results of operations and financing risks, management of
expanding operations, the ability to realize benefits from the Acquisition,
the Subscription Receipt structure and the lack of an existing market for
the Subscription Receipts. See ‘‘Risk Factors’’.

The Acquisition

Overview

On February 26, 2007, Fortis entered into an agreement (the ‘‘Acquisition Agreement’’) with 3211953 Nova
Scotia Company and Kinder Morgan for the purchase of all of the issued and outstanding shares of Terasen for
aggregate consideration of $3.7 billion, including the assumption of approximately $2.3 billion of consolidated
indebtedness of Terasen. Terasen is a holding company headquartered in Vancouver, British Columbia, operating two
principal lines of business: natural gas distribution and petroleum transportation. Prior to the closing of the Acquisition,
Kinder Morgan will cause Terasen to divest itself of its petroleum transportation operations, leaving only the natural
gas distribution business operated by Terasen Gas (as defined below). As part of such divestiture, on March 5, 2007,
Kinder Morgan announced that it had agreed to sell the Corridor pipeline system, which is owned by Terasen and
serves the Athabasca oil sands, to Inter Pipeline Fund.

The closing of the Acquisition is subject to receipt of required regulatory and other approvals, including that of the
BCUC, and the satisfaction of certain closing conditions. The closing of the Acquisition is expected to occur in mid-
2007. See ‘‘Acquisition Agreement’’.

Based on financial information as at September 30, 2006, following the Acquisition, Fortis’ total assets will
increase by approximately 94% to $8.9 billion. Following the Acquisition, Fortis’ regulated rate base assets will
increase to approximately $6.0 billion, of which approximately 93% will be located in Canada.

Kinder Morgan

Kinder Morgan is one of the largest energy transportation, storage and distribution companies in North America. It
owns an interest in or operates approximately 65,000 kilometers of pipelines that transport primarily natural gas, crude
oil, petroleum products and carbon dioxide, and serves more than 1.1 million natural gas distribution customers in
British Columbia, Colorado, Nebraska and Wyoming. Kinder Morgan owns the general partner interest of Kinder
Morgan Energy Partners, L.P., one of the largest publicly traded pipeline limited partnerships in the United States.

On November 30, 2005, Kinder Morgan completed the acquisition of Terasen (formerly, BC Gas Inc.). On
May 19, 2006, Terasen completed the disposition of its water, wastewater and utility services business carried on by
Terasen Water and Utility Services Inc. to a consortium led by CAI Capital Management Co.

On August 14, 2006, Kinder Morgan announced that it was selling its natural gas retail distribution operations
serving customers in Colorado, Nebraska, Wyoming and Hermosillo, Mexico, to GE Energy Financial Services. On
December 19, 2006, management of Kinder Morgan received shareholder approval of a US$22 billion leveraged
management buyout offer led by Richard Kinder, Chairman and Chief Executive Officer, Kinder Morgan. The
completion of this buyout is pending.

Terasen Gas

The natural gas distribution business of Terasen is carried on by Terasen Gas Inc. (‘‘TGI’’), Terasen Gas
(Vancouver Island) Inc. (‘‘TGVI’’) and Terasen Gas (Whistler) Inc. (‘‘TGWI’’). Terasen also owns a 30% interest in
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CustomerWorks Limited Partnership (‘‘CWP’’). CWP is a non-regulated shared services business in partnership with
Enbridge Inc. that provides customer service contact, meter reading, billing, support and credit and collection services
primarily to Terasen Gas (as defined below) and Enbridge Gas Distribution Inc. CWP outsources these services to a
company owned and operated by Accenture Inc. In this Prospectus, TGI, TGVI, TGWI and CWP are collectively
referred to as ‘‘Terasen Gas’’.

Terasen Gas is the principal gas distribution utility in British Columbia, serving the populous lower mainland,
Vancouver Island and the southern interior of the province. With approximately 900,000 customers in
125 communities, Terasen Gas provides service to over 95% of the gas customers in British Columbia. Terasen Gas
owns and operates approximately 44,100 kilometers of natural gas distribution pipelines and approximately
4,300 kilometers of natural gas transmission pipelines. As of September 30, 2006, Terasen Gas had an aggregate of
$3.6 billion of assets, an aggregate rate base of almost $3.0 billion and approximately 1,200 employees.

Acquisition Rationale

The business operated by Terasen Gas is attractive to Fortis for the following reasons: (i) Terasen Gas will
significantly increase the earnings of Fortis from regulated utilities and be immediately accretive to earnings per share;
(ii) the regulated gas distribution business of Terasen Gas complements the regulated electric distribution business of
Fortis; and (iii) the service territory of Terasen Gas is experiencing strong economic growth and includes substantially
all of the service territory of FortisBC Inc.

Fortis believes that the principal benefits of the Acquisition are as follows:

(a) the purchase price represents approximately 1.2 times the approved rate base of Terasen Gas for 2007 and
the Acquisition is expected to be immediately accretive to earnings per share;

(b) the Acquisition will increase the regulated rate base assets and utility earnings of Fortis. Similar to the
electric distribution utilities of Fortis, Terasen Gas operates under principally cost-of-service regulation
under which an appropriate return on capital is recovered in addition to prudently incurred operating and
commodity costs;

(c) Terasen Gas has an attractive gas distribution franchise with a well-diversified, mature, principally
residential, customer base. The Acquisition is expected to improve the risk profile of Fortis by providing it
with a more economically diverse portfolio of assets;

(d) following the Acquisition, Fortis will be the largest investor-owned utility in gas and electric distribution in
Canada with regulated electricity distribution utilities in five Canadian provinces and three Caribbean
countries and regulated gas distribution utilities in British Columbia. Following the Acquisition, a large
proportion of the business of Fortis will serve the high-growth economies of western Canada; and

(e) Fortis believes the regulated gas distribution business of Terasen Gas is complementary to the Corporation’s
proven core competencies in managing regulated electric distribution utilities. The Acquisition affords
Fortis management an opportunity to deploy its regulatory, operating and financial management expertise to
additional Canadian regulated utilities.

See ‘‘Risk Factors — Realization of Acquisition Benefits’’ and ‘‘Special Note Regarding Forward-Looking
Statements’’.
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Utility Management Approach of Fortis

Fortis’ approach to utility management is based on creating value for customers that ultimately translates into
long-term value for shareholders. Fortis structures its operations as separate operating companies in each jurisdiction.
Focused local management teams have the benefit of access to utility management experience and expertise of Fortis.
The senior management team of Terasen Gas, which Fortis expects to retain, will add valuable operational expertise in
natural gas distribution to existing expertise in the electric distribution operations of Fortis. This approach allows local
managers to build relationships with, and be responsive to, both customers and regulators. Fortis recognizes that
regulation is a key aspect of its core business and has developed a disciplined, cost-conscious asset investment and
operating philosophy which is responsive to regulation.

The management of Fortis has substantial experience in integrating newly acquired enterprises into the Fortis
Group. In 2004, Fortis acquired all of the issued and outstanding shares of FortisBC Inc. (formerly, Aquila Networks
Canada (British Columbia) Ltd.) and FortisAlberta Inc. (formerly, Aquila Networks Canada (Alberta) Ltd.), and has
successfully integrated these utilities into the Fortis Group.
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FORTIS

Fortis Inc. (‘‘Fortis’’ or the ‘‘Corporation’’) was incorporated as 81800 Canada Ltd. under the Canada Business
Corporations Act on June 28, 1977. The Corporation was continued under the Corporations Act (Newfoundland) on
August 28, 1987 and on October 12, 1987 the Corporation amended its articles to change its name to ‘‘Fortis Inc.’’ The
address of the head office and principal place of business of the Corporation is The Fortis Building, Suite 1201,
139 Water Street, St. John’s, Newfoundland and Labrador A1B 3T2.

Fortis is principally a diversified, international electric utility holding company that owns subsidiaries engaged in
the regulated distribution of electricity. Regulated utility assets comprise approximately 86% of the Corporation’s total
assets, with the balance comprised primarily of non-regulated electricity generating assets, and commercial real estate
and hotel investments owned and operated through its non-utility subsidiary. Fortis is the indirect owner of all of the
common shares of FortisAlberta Inc. (‘‘FortisAlberta’’) (formerly, Aquila Networks Canada (Alberta) Ltd.) and
FortisBC Inc. (‘‘FortisBC’’) (formerly, Aquila Networks Canada (British Columbia) Ltd.). FortisAlberta is a regulated
electric utility that distributes electricity generated by other market participants in Alberta. FortisBC is a regulated
electric utility that generates, transmits and distributes electricity in British Columbia. Fortis also holds all the common
shares of Newfoundland Power Inc. (‘‘Newfoundland Power’’) and, through its wholly owned subsidiary Fortis
Properties Corporation (‘‘Fortis Properties’’), holds all the common shares of Maritime Electric Company, Limited
(‘‘Maritime Electric’’), which are the principal distributors of electricity in Newfoundland and on Prince Edward
Island, respectively. As well, through its wholly owned subsidiary FortisOntario Inc. (‘‘FortisOntario’’) and its
subsidiaries, Canadian Niagara Power Inc. (‘‘CNPI’’) and Cornwall Street Railway, Light and Power Company,
Limited (‘‘Cornwall Electric’’), Fortis distributes electricity to customers primarily in Fort Erie, Port Colborne,
Gananoque and Cornwall, Ontario.

The Corporation’s regulated electric utility assets in the Caribbean consist of its ownership, through wholly owned
subsidiaries, of a 70.1% interest in Belize Electricity Limited (‘‘Belize Electricity’’), the primary distributor of
electricity in Belize, Central America, and an approximate 54% interest in Caribbean Utilities Company, Ltd.
(‘‘Caribbean Utilities’’), the sole provider of electricity to the island of Grand Cayman, Cayman Islands. On August 28,
2006, Fortis acquired, through a wholly owned subsidiary, all of the outstanding shares of P.P.C. Limited (‘‘PPC’’) and
Atlantic Equipment & Power (Turks and Caicos) Ltd. (‘‘Atlantic’’), (collectively, ‘‘Fortis Turks and Caicos’’), which
together generate and distribute electricity to approximately 80% of electricity customers in the Turks and Caicos
Islands.

The Corporation’s non-regulated electricity generation operations consist of its 100% interest in each of Belize
Electric Company Limited (‘‘BECOL’’), FortisUS Energy Corporation (‘‘FortisUS Energy’’), and FortisOntario, as
well as non-regulated electricity generation assets owned by FortisBC and Fortis Properties.

Fortis Properties is the direct owner of a 51% interest in the Exploits River Hydro Partnership (the ‘‘Exploits
Partnership’’). The Exploits Partnership was established with Abitibi-Consolidated Company of Canada (‘‘Abitibi-
Consolidated’’), which holds the remaining 49% interest, to develop additional capacity at Abitibi-Consolidated’s
hydroelectric plant at Grand Falls-Windsor and redevelop the forestry company’s hydroelectric plant at Bishop’s Falls,
both in Newfoundland and Labrador. Fortis Properties’ assets also include six small hydroelectric generating stations in
eastern Ontario with a combined capacity of 8 megawatts (‘‘MW’’).

BECOL owns and operates both the 25-MW Mollejon and 7-MW Chalillo hydroelectric facilities, both of which
are located on the Macal River in Belize. Through FortisUS Energy, a wholly owned subsidiary of Fortis Properties,
the Corporation owns and operates four hydroelectric generating stations in upper New York State with a total
combined capacity of approximately 23 MW. FortisOntario includes 75 MW of water right entitlement associated with
the Rankine Generating Station at Niagara Falls and the operation of a 5-MW gas-fired cogeneration plant that provides
district heating to 17 commercial customers in Cornwall. The Rankine Generating Station assets have been written
down following the lay-up of the Station as a result of the implementation of a water and power exchange agreement
(the ‘‘Niagara Exchange Agreement’’) with Ontario Power Generation Inc. (‘‘OPGI’’). The Niagara Exchange
Agreement assigns FortisOntario’s water rights on the Niagara River to OPGI and facilitates the irrevocable exchange
of 75 MW of wholesale electric power supply to FortisOntario from OPGI until April 30, 2009 in exchange for
FortisOntario’s agreement not to seek renewal of the water entitlement at that time. The non-regulated electricity
generation operations of FortisBC consist of the 16-MW run-of-river Walden hydroelectric power plant near Lillooet,
British Columbia.
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Through its wholly owned subsidiary, Fortis Properties, the Corporation owns and operates hotels in seven
provinces in Canada and commercial real estate in Atlantic Canada. Its holdings include 18 hotels with more than 3,200
rooms and approximately 2.7 million square feet of commercial real estate.

Regulated Utilities — Canadian

FortisAlberta

On May 31, 2004, Fortis, through an indirect wholly owned subsidiary, acquired all of the issued and outstanding
shares of FortisAlberta. FortisAlberta distributes electricity to approximately 430,000 customers using approximately
104,000 kilometers of power lines and met a peak demand of 2,584 MW in 2006. FortisAlberta’s business is the
ownership and operation of regulated electricity distribution facilities that distribute electricity generated by other
market participants from high-voltage transmission substations to end-use customers in southern and central Alberta.
FortisAlberta is not involved in the generation, transmission or direct sale of electricity.

FortisBC

On May 31, 2004, Fortis, through an indirect wholly owned subsidiary, acquired all of the issued and outstanding
shares of FortisBC. FortisBC is an integrated regulated electric utility that owns a network of generation, transmission
and distribution assets located in the southern interior of British Columbia. FortisBC serves a diverse mix of more than
152,000 customers, with residential customers representing the largest customer segment, and met a peak demand of
718 MW in 2006. FortisBC owns four regulated hydroelectric generating plants with an aggregate capacity of 235 MW
that provide approximately 45% of the Corporation’s energy and 30% of its capacity needs. FortisBC’s remaining
electricity supply is acquired through long-term power purchase contracts and short-term market purchases. FortisBC
includes non-regulated operating, maintenance and management services relating to the 450-MW Waneta hydroelectric
generation facility owned by Teck Cominco Metals Ltd., the 149-MW Brilliant Hydroelectric Plant and the 185-MW
Arrow Lakes Hydroelectric Plant owned by Columbia Power Corporation and Columbia Basin Trust, respectively, and
the distribution system owned by the City of Kelowna.

FortisBC’s assets include the electric utility formerly owned by Princeton Light and Power Company, Limited (the
‘‘PLP Utility’’). The PLP Utility serves approximately 3,500 customers, mainly in Princeton, British Columbia. The
PLP Utility was purchased by Fortis through an indirect subsidiary on May 31, 2005 and became part of FortisBC on
December 31, 2006 as the result of an internal corporate reorganization.

Newfoundland Power

Fortis holds all of the common shares of Newfoundland Power. Newfoundland Power is an electric utility that
operates an integrated generation, transmission and distribution system throughout the island portion of the Province of
Newfoundland and Labrador. Newfoundland Power serves approximately 230,000 customers, or approximately 85% of
electricity customers in the Province, and met a peak demand of 1,166 MW in 2006. Approximately 90% of the
electricity that Newfoundland Power sells to its customers is purchased from Newfoundland and Labrador Hydro
Corporation (‘‘Newfoundland Hydro’’). Currently, Newfoundland Power has an installed generating capacity of
136 MW, of which 92 MW is hydroelectric generation.

Maritime Electric

Through its subsidiary, Fortis Properties, Fortis owns all of the common shares of Maritime Electric, which is the
principal distributor of electricity on Prince Edward Island. Maritime Electric directly supplies approximately
71,000 customers, or approximately 90% of the electricity consumers on the Island, and met a peak demand of
216 MW in 2006. Maritime Electric purchases most of the energy it distributes to its customers from New Brunswick
Power Corporation and maintains on-Island generating facilities at Charlottetown and Borden-Carleton with a
combined capacity of 150 MW.

FortisOntario

The Corporation’s regulated utility investments in Ontario are comprised of CNPI, including the operations of Port
Colborne Hydro, and Cornwall Electric, all of which are owned through FortisOntario. In total, FortisOntario’s
distribution operations serve approximately 52,000 customers in the Fort Erie, Port Colborne, Cornwall and Gananoque
areas of Ontario and met a combined peak demand of 233 MW in 2006. CNPI owns international transmission facilities
at Fort Erie as well as a 10% interest in each of Westario Power Holdings Inc. and Rideau St. Lawrence Holdings Inc.,
two regional electric distribution companies formed in 2000 that, together, serve more than 27,000 customers.
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Regulated Utilities — Caribbean

Belize Electricity

Fortis, through wholly owned subsidiaries, holds a 70.1% interest in Belize Electricity. Belize Electricity is the
primary distributor of electricity in the Central American country of Belize. Belize Electricity directly supplies
approximately 71,000 customers in Belize and met a peak demand of 67 MW in 2006.

Caribbean Utilities

Fortis, through a wholly owned subsidiary, holds an approximate 54% interest in Caribbean Utilities, the only
public electric utility on Grand Cayman, Cayman Islands. Caribbean Utilities has the exclusive right to generate,
distribute, transmit and supply electricity to the island of Grand Cayman, Cayman Islands, pursuant to a 25-year
licence. The current licence remains in effect until January 2011 or until replaced by a new licence by the mutual
consent of Caribbean Utilities and the Government of the Cayman Islands. Negotiations regarding the renewal of the
licence are ongoing. Caribbean Utilities currently serves more than 22,000 customers, owns 120 MW of installed
generating capacity, and met a peak demand of 87 MW in 2006.

The Class A Ordinary Shares of Caribbean Utilities are listed for trading on the Toronto Stock Exchange (the
‘‘TSX’’) under the symbol CUP.U. The Corporation’s investment in Caribbean Utilities resulted from a series of
transactions from March 2000 through November 2006, as a result of which Fortis beneficially owns 13,565,511, or
approximately 54%, of the outstanding Class A Ordinary Shares. See ‘‘Recent Developments’’.

Fortis Turks and Caicos

The Corporation owns, through a wholly owned subsidiary, all of the outstanding shares of Fortis Turks and
Caicos which serves approximately 7,700 customers, or approximately 80% of electricity customers, in the Turks and
Caicos Islands. Fortis Turks and Caicos is the principal distributor of electricity in Providenciales, North Caicos and
Middle Caicos pursuant to a 50-year licence that expires in 2037 and is the principal distributor of electricity in South
Caicos pursuant to a 50-year licence that expires in 2036. Fortis Turks and Caicos has installed generating capacity of
approximately 35 MW and met a peak demand of 25 MW in 2006.

Fortis Turks and Caicos is regulated under a traditional rate of return on rate base approach, with a fixed rate of
return of 17.5% on a defined asset base of approximately US$50 million.

Non-Regulated — Fortis Generation

Ontario

Non-regulated generation assets in Ontario include the operations of FortisOntario and Fortis Properties. Fortis
Properties’ operations in Ontario consist of six small hydroelectric generating stations with a combined capacity of
approximately 8 MW. FortisOntario’s assets include 75 MW of water entitlement associated with the Rankine
Generating Station at Niagara Falls and the operation of a 5-MW gas-fired cogeneration plant that provides district
heating to 17 commercial customers in Cornwall. The Rankine Generating Station assets have been written down
following the lay-up of the Station as a result of the implementation of the Niagara Exchange Agreement. The Niagara
Exchange Agreement assigns FortisOntario’s water rights on the Niagara River to OPGI and facilitates the irrevocable
exchange of 75 MW of wholesale electric power supply to FortisOntario from OPGI until April 30, 2009 in exchange
for FortisOntario’s agreement not to seek renewal of the water entitlement at that time.

Belize

Non-regulated generation operations in Belize are conducted through the Corporation’s wholly owned indirect
subsidiary, BECOL, under a franchise agreement with the Government of Belize. BECOL owns and operates the
25-MW Mollejon hydroelectric facility and the 7-MW Chalillo hydroelectric facility, which was placed in service on
November 15, 2005. Both facilities are located on the Macal River in Belize. These generating plants have the
capability of delivering average annual energy production of approximately 160 gigawatt hours (‘‘GWh’’). BECOL
sells its entire output to Belize Electricity under a 50-year power purchase agreement expiring in 2055.

Central Newfoundland

Non-regulated generation operations in central Newfoundland are conducted through the Corporation’s indirect
51% interest in the Exploits Partnership. The Exploits Partnership is a partnership with Abitibi-Consolidated that
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constructed, installed and operates additional capacity at Abitibi-Consolidated’s hydroelectric plant at Grand Falls-
Windsor and redeveloped the forestry company’s hydroelectric plant at Bishop Falls, both in Newfoundland and
Labrador. The 51% interest in the partnership is owned by Fortis Properties. Abitibi-Consolidated continues to utilize
the historical annual generation of approximately 450 GWh while the additional energy produced from the new
facilities, approximately 140 GWh, is sold to Newfoundland Hydro under a 30-year take-or-pay power purchase
agreement expiring in 2033, which is exempt from regulation.

Upper New York State

Non-regulated generation operations in upper New York State are conducted through the Corporation’s wholly
owned indirect subsidiary FortisUS Energy, which became a direct subsidiary of Fortis Properties on January 1, 2005
by way of a transfer from its subsidiary, Maritime Electric. Generating operations in upper New York State include the
operations of four hydroelectric generating stations with a combined generating capacity of approximately 23 MW
operating under licences from the United States Federal Energy Regulatory Commission.

British Columbia

Non-regulated generation operations in British Columbia were acquired as part of FortisBC in May 2004.
Generating assets in British Columbia consist of the 16-MW run-of-river Walden hydroelectric power plant near
Lillooet, British Columbia. This plant sells its entire output to British Columbia Hydro & Power Authority (‘‘BC
Hydro’’) under a power purchase agreement expiring in 2013.

Non-Regulated — Fortis Properties

Fortis has owned all of the issued and outstanding shares of Fortis Properties since its inception in 1989. In
addition to its non-regulated generation operations, Fortis Properties owns and operates hotels in seven provinces in
Canada and commercial real estate in Atlantic Canada. Its holdings include 18 hotels with more than 3,200 rooms and
approximately 2.7 million square feet of commercial real estate. On November 1, 2006, Fortis Properties completed the
purchase of four hotels located in Alberta and British Columbia from Lodge Motel (Kelowna) Ltd. for approximately
$52 million. See ‘‘Recent Developments’’.

RECENT DEVELOPMENTS

Acquisition of Hotels in Western Canada

On November 1, 2006, Fortis Properties completed the purchase of four hotels located in Alberta and British
Columbia from Lodge Motel (Kelowna) Ltd. for approximately $52 million. The purchased hotels were: the Holiday
Inn Express and Suites and the Best Western, both in Medicine Hat, Alberta; the Ramada Hotel and Suites, in
Lethbridge, Alberta; and the Holiday Inn Express, in Kelowna, British Columbia. Through the purchase, Fortis
Properties’ hospitality operations were expanded by 454 rooms.

Acquisition of Additional Shares of Caribbean Utilities

On November 7, 2006, Fortis acquired an aggregate of 4,113,116, or approximately 16%, of the outstanding
Class A Ordinary Shares of Caribbean Utilities from International Power and four other vendors affiliated with
International Power for US$11.89 per share under a private agreement. Pursuant to this purchase, Fortis acquired
control of Caribbean Utilities raising its beneficial ownership to 13,565,511, or approximately 54%, of the outstanding
Class A Ordinary Shares. As a result of acquiring control of Caribbean Utilities, Fortis now consolidates the financial
results of Caribbean Utilities into the financial statements of Fortis. Immediately prior to November 1, 2006, Fortis
accounted for its investment in Caribbean Utilities on an equity basis, pursuant to which only its pro rata share of
earnings of Caribbean Utilities was recorded in the consolidated statements of earnings of Fortis.

Private Placement of Convertible Debentures

On November 7, 2006, Fortis issued, by way of private placement, US$40 million aggregate principal amount of
unsecured subordinated convertible debentures (the ‘‘Debentures’’). The Debentures bear interest at an annual rate of
5.5% and mature on November 7, 2016. The Debentures may be redeemed by Fortis at par at any time on or after
November 7, 2011 and are convertible into common shares of Fortis (‘‘Common Shares’’) at the option of the holder at
any time prior to their maturity, at US$29.11 per share.
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Regulatory Matters

During the fourth quarter of 2006, the allowed regulated rate of return on common equity (‘‘ROE’’) for each of
FortisBC, FortisAlberta and Newfoundland Power was reset in accordance with an automatic adjustment formula by
each utility’s respective regulator. The allowed ROEs for FortisAlberta, FortisBC and Newfoundland Power were
reduced from 8.93%, 9.20% and 9.24% to 8.51%, 8.77% and 8.60%, respectively, effective January 1, 2007.

On December 5, 2006, Newfoundland Power received approval of its 2007 Amortization and Cost Deferral
Accounting application from the Newfoundland and Labrador Board of Commissioners of Public Utilities. The order
provided for a portion of the 2005 unbilled revenue balance amortization to offset increased taxes in 2007 and the
deferral of increased amortization and replacement energy expenses in 2007. Recovery of these amounts will be
addressed in Newfoundland Power’s next general rate proceeding.

During the fourth quarter of 2006, the British Columbia Utilities Commission (the ‘‘BCUC’’) approved
FortisBC’s 2007 and 2008 capital plans of $135.8 million (before customer contributions of $7.2 million) and
$119.6 million (before customer contributions of $8.0 million), respectively, subject to further approval processes for
certain projects. Earlier in 2006, a Negotiated Settlement Agreement, approved by the Alberta Energy and Utilities
Board, dealing with FortisAlberta’s 2006/2007 Distribution Access Tariff Application included a 2007 capital
expenditure program of $201 million (before customer contributions of $24 million and including $10 million in
contributions to the Alberta Electric System Operator (‘‘AESO’’) for investment in transmission facilities). During the
fourth quarter, FortisAlberta’s 2007 capital plan was increased to approximately $273 million (before customer
contributions of $33 million and including $17 million in contributions to the AESO for investment in transmission
facilities), primarily driven by customer growth. The increase in the 2007 capital expenditure program will be included
as part of FortisAlberta’s 2008 rate application.

Issuance of Debentures by FortisAlberta

On January 3, 2007, FortisAlberta issued $110 million aggregate principal amount of senior unsecured debentures
bearing interest at a rate of 4.99% per annum, payable semi-annually, due January 2047.

Issuance of Common Shares by Fortis

On January 18, 2007, Fortis completed the public offering of 5,170,000 Common Shares at a price of $29.00 per
share for gross proceeds of $149,930,000.

Second Quarter Dividend

On February 8, 2007, Fortis announced that its Board of Directors had declared a second quarter dividend of
$0.21 per Common Share payable on June 1, 2007 to holders of record on May 4, 2007. This dividend represents an
increase of 10.5% in the quarterly Common Share dividend of the Corporation, which is the second increase in twelve
months. Fortis has increased its annual dividend paid for 34 consecutive years.

2006 Results of Operations

On February 8, 2007, Fortis issued a media release announcing its unaudited results of operations for the year
ended December 31, 2006 and the Corporation’s unaudited interim consolidated financial statements and related
Management Discussion and Analysis of financial condition and results of operations for the three- and twelve-month
periods ended December 31, 2006.

Net earnings applicable to Common Shares in 2006 were $147.2 million, 7.4% higher than net earnings of
$137.1 million in 2005. Earnings per Common Share were $1.42 compared to $1.35 in 2005. Earnings in 2005 included
a $7.9 million after-tax gain resulting from the settlement of contractual matters between FortisOntario and OPGI (the
‘‘Ontario Settlement’’). Growth in annual earnings was primarily driven by the performance of FortisAlberta and
FortisBC, hydroelectric generation in Belize, Fortis Properties, Belize Electricity and contributions from recently
acquired Fortis Turks and Caicos.

Net earnings applicable to Common Shares for the fourth quarter of 2006 were $33.9 million, or $0.33 per
Common Share, compared to $22.3 million, or $0.22 per Common Share in the fourth quarter of 2005. The increase in
fourth quarter earnings was driven by earnings growth at FortisAlberta, the contribution from Fortis Turks and Caicos
and a change in revenue recognition policy by Newfoundland Power in 2006.
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Fortis’ Canadian Regulated Utilities contributed $112.7 million to earnings in 2006, $7.9 million higher than
earnings of $104.8 million in the previous year. The increase was primarily driven by earnings derived from the
significant investments in electrical infrastructure made by FortisAlberta and FortisBC and lower corporate income
taxes at FortisAlberta.

In 2006, FortisAlberta and FortisBC continued to maintain, enhance and expand their electricity systems to
accommodate new customers and to improve system reliability and invested approximately $354 million in aggregate,
before customer contributions, in capital projects, up 26% from 2005. The rate bases of FortisAlberta and FortisBC
have increased approximately 29% and 36%, respectively, since the utilities were acquired in May 2004.

Fortis’ Caribbean Regulated Utilities, comprised of Fortis Turks and Caicos, Belize Electricity and Caribbean
Utilities, contributed earnings of $23.6 million in 2006, 21.6% higher than earnings of $19.4 million in 2005. Earnings
growth was primarily attributable to $3.5 million of contribution from Fortis Turks and Caicos and improved earnings
at Belize Electricity due to lower finance charges, growth in electricity sales and an overall 11% increase in electricity
rates, effective July 1, 2005.

In 2006, Fortis Non-regulated Generation operations contributed earnings of $26.7 million compared to
$29.6 million in the previous year. Excluding the $7.9 million after-tax Ontario Settlement gain in 2005, earnings were
$5.0 million higher year over year. Improved performance in Belize driven by increased hydroelectric production and
lower finance charges was partially offset by the impact of lower average wholesale energy prices in Ontario.
Hydroelectric production in Belize was 178 GWh, more than two-and-a-half times the level of production in 2005 due
to the first full year of operations for the Chalillo hydroelectric generation plant and storage facility. Energy sales in
Ontario, which on an annual basis remained relatively consistent at approximately 700 GWh, were at an average annual
wholesale energy price per megawatt hour of $46.38 compared to $68.49 in 2005.

Fortis Properties contributed earnings of $18.7 million in 2006, 32.6% higher than earnings of $14.1 million in
2005. The increase in earnings was largely driven by a $1.6 million after-tax gain on the sale of the Days Inn Sydney
hotel, reduced corporate income taxes and growth at hotel operations in western Canada.

THE ACQUISITION

Overview

On February 26, 2007, Fortis entered into an agreement (the ‘‘Acquisition Agreement’’) with 3211953 Nova
Scotia Company and Kinder Morgan Inc. (‘‘Kinder Morgan’’) for the purchase (the ‘‘Acquisition’’) of all of the issued
and outstanding shares of Terasen Inc. (‘‘Terasen’’) for aggregate consideration of $3.7 billion, including the
assumption of approximately $2.3 billion of consolidated indebtedness of Terasen. Terasen is a holding company
headquartered in Vancouver, British Columbia, operating two principal lines of business: natural gas distribution and
petroleum transportation. Prior to the closing of the Acquisition, Kinder Morgan will cause Terasen to divest itself of
its petroleum transportation operations. As part of such divestiture, on March 5, 2007, Kinder Morgan announced that it
had agreed to sell the Corridor pipeline system, which is owned by Terasen and serves the Athabasca oil sands, to
Inter Pipeline Fund.

The closing of the Acquisition is subject to receipt of required regulatory and other approvals, including that of the
BCUC, and the satisfaction of certain closing conditions. The closing of the Acquisition is expected to occur in mid-
2007. See ‘‘Acquisition Agreement’’.

Under the Acquisition Agreement, Kinder Morgan or the Corporation may elect to terminate the Acquisition
Agreement if the Acquisition is not completed prior to November 30, 2007. The Corporation intends to finance the cash
portion of the purchase price for the Acquisition from the net proceeds of this offering (the ‘‘Offering’’) and funds to
be advanced under acquisition financing arranged by the Corporation for this purpose. See ‘‘Financing of the
Acquisition’’, ‘‘Use of Proceeds’’ and ‘‘Acquisition Agreement’’.

Based on financial information as at September 30, 2006, following the Acquisition, Fortis’ total assets will
increase by approximately 94% to $8.9 billion. Following the Acquisition, Fortis’ regulated rate base assets will
increase to approximately $6.0 billion, of which approximately 93% will be located in Canada.
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Kinder Morgan

Kinder Morgan is one of the largest energy transportation, storage and distribution companies in North America. It
owns an interest in or operates approximately 65,000 kilometers of pipelines that transport primarily natural gas, crude
oil, petroleum products and carbon dioxide, and serves more than 1.1 million natural gas distribution customers in
British Columbia, Colorado, Nebraska and Wyoming. Kinder Morgan owns the general partner interest of Kinder
Morgan Energy Partners, L.P., one of the largest publicly traded pipeline limited partnerships in the United States.

On November 30, 2005, Kinder Morgan completed the acquisition of Terasen (formerly, BC Gas Inc.). On
May 19, 2006, Terasen completed the disposition of its water, wastewater and utility services business carried on by
Terasen Water and Utility Services Inc. to a consortium led by CAI Capital Management Co.

On August 14, 2006, Kinder Morgan announced that it was selling its natural gas retail distribution operations
serving customers in Colorado, Nebraska, Wyoming and Hermosillo, Mexico, to GE Energy Financial Services. On
December 19, 2006, management of Kinder Morgan received shareholder approval of a US$22 billion leveraged
management buyout offer led by Richard Kinder, Chairman and Chief Executive Officer, Kinder Morgan. The
completion of this buyout is pending.

Prior to the closing of the Acquisition, Kinder Morgan will cause Terasen to divest itself of its petroleum
transportation operations (the ‘‘Pre-Closing Reorganization’’), leaving only the natural gas distribution business
operated by Terasen Gas (as defined below). As part of the Pre-Closing Reorganization, on March 5, 2007, Kinder
Morgan announced that it had agreed to sell the Corridor pipeline system, which is owned by Terasen and serves the
Athabasca oil sands, to Inter Pipeline Fund. Under the Acquisition Agreement, Fortis will be indemnified with respect
to claims relating to the Pre-Closing Reorganization. See ‘‘Acquisition Agreement — Indemnities’’.

The chart below sets out the material subsidiaries of Terasen following the Pre-Closing Reorganization.

100%
(indirect)

Terasen Gas Inc.
(1)

100%
(indirect)

100%100% 30%

Kinder Morgan, Inc.

Terasen Gas Inc.
(“TGI”)(1)

Terasen Gas
(Whistler) Inc.

(“TGWI”)(3)

CustomerWorks
Limited Partnership

(“CWP”)(4) 

Terasen Inc.

Terasen Gas
(Vancouver Island)

Inc. (“TGVI”)(2)

(1) Terasen Gas Inc. provides gas distribution services to approximately 734,000 residential and 82,000 commercial and industrial customers in a
service area extending from Vancouver to the Fraser Valley and the interior of British Columbia.

(2) Terasen Gas (Vancouver Island) Inc. owns a combined distribution and transmission system and serves approximately 85,000 residential,
commercial and industrial customers along the Sunshine Coast and in various communities on Vancouver Island including Victoria and
surrounding areas.

(3) Terasen Gas (Whistler) Inc. owns and operates the propane distribution system in the Whistler area of British Columbia and provides service to
approximately 2,350 residential and commercial customers.

(4) CustomerWorks Limited Partnership is a non-regulated shared services business in partnership with Enbridge Inc. that provides customer
service contact, meter reading, billing, credit, support and collection services primarily to the natural gas distribution operations of Terasen and
Enbridge Gas Inc.
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Terasen Gas

The natural gas distribution business of Terasen is carried on by Terasen Gas Inc. (‘‘TGI’’), Terasen Gas
(Vancouver Island) Inc. (‘‘TGVI’’) and Terasen Gas (Whistler) Inc. (‘‘TGWI’’). Terasen also owns a 30% interest in
CustomerWorks Limited Partnership (‘‘CWP’’). CWP is a non-regulated shared services business in partnership with
Enbridge Inc. (‘‘Enbridge’’) that provides customer service contact, meter reading, billing, support and credit and
collection services primarily to Terasen Gas (as defined below) and Enbridge Gas Distribution Inc. (‘‘Enbridge Gas’’).
CWP outsources these services to a company owned and operated by Accenture Inc. (‘‘Accenture’’). In this
Prospectus, TGI, TGVI, TGWI and CWP are collectively referred to as ‘‘Terasen Gas’’.

Terasen Gas is the principal gas distribution utility in British Columbia, serving the populous lower mainland,
Vancouver Island and the southern interior of the province. With approximately 900,000 customers in
125 communities, Terasen Gas provides service to over 95% of the gas customers in British Columbia. Terasen Gas
owns and operates approximately 44,100 kilometers of natural gas distribution pipelines and approximately
4,300 kilometers of natural gas transmission pipelines. As of September 30, 2006, Terasen Gas had an aggregate of
$3.6 billion of assets, an aggregate rate base of almost $3.0 billion and approximately 1,200 employees.

Acquisition Rationale

The business operated by Terasen Gas is attractive to Fortis for the following reasons: (i) Terasen Gas will
significantly increase the earnings of Fortis from regulated utilities and be immediately accretive to earnings per share;
(ii) the regulated gas distribution business of Terasen Gas complements the regulated electric distribution business of
Fortis; and (iii) the service territory of Terasen Gas is experiencing strong economic growth and includes substantially
all of the service territory of FortisBC.

Fortis believes that the principal benefits of the Acquisition are as follows:

(a) the purchase price represents approximately 1.2 times the approved rate base of Terasen Gas for 2007 and
the Acquisition is expected to be immediately accretive to earnings per share;

(b) the Acquisition will increase the regulated rate base assets and utility earnings of Fortis. Similar to the
electric distribution utilities of Fortis, Terasen Gas operates under principally cost-of-service regulation
under which an appropriate return on capital is recovered in addition to prudently incurred operating and
commodity costs;

(c) Terasen Gas has an attractive gas distribution franchise with a well-diversified, mature, principally
residential, customer base. The Acquisition is expected to improve the risk profile of Fortis by providing it
with a more economically diverse portfolio of assets;

(d) following the Acquisition, Fortis will be the largest investor-owned utility in gas and electric distribution in
Canada with regulated electricity distribution utilities in five Canadian provinces and three Caribbean
countries and regulated gas distribution utilities in British Columbia. Following the Acquisition, a large
proportion of the business of Fortis will serve the high-growth economies of western Canada; and

(e) Fortis believes the regulated gas distribution business of Terasen Gas is complementary to the Corporation’s
proven core competencies in managing regulated electric distribution utilities. The Acquisition affords
Fortis management an opportunity to deploy its regulatory, operating and financial management expertise to
additional Canadian regulated utilities.

See ‘‘Risk Factors — Realization of Acquisition Benefits’’ and ‘‘Special Note Regarding Forward-Looking
Statements’’.

Utility Management Approach of Fortis

Fortis’ approach to utility management is based on creating value for customers that ultimately translates into
long-term value for shareholders. Fortis structures its operations as separate operating companies in each jurisdiction.
Focused local management teams have the benefit of access to utility management experience and expertise of Fortis.
The senior management team of Terasen Gas, which Fortis expects to retain, will add valuable operational expertise in
natural gas distribution to existing expertise in the electric distribution operations of Fortis. This approach allows local
managers to build relationships with, and be responsive to, both customers and regulators. Fortis recognizes that
regulation is a key aspect of its core business and has developed a disciplined, cost-conscious asset investment and
operating philosophy which is responsive to regulation.
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The management of Fortis has substantial experience in integrating newly acquired enterprises into the Fortis
Group. In 2004, Fortis acquired all of the issued and outstanding shares of FortisBC (formerly, Aquila Networks
Canada (British Columbia) Ltd.) and FortisAlberta (formerly, Aquila Networks Canada (Alberta) Ltd.), and has
successfully integrated these utilities into the Fortis Group.

THE ACQUIRED BUSINESSES

The description of Terasen Gas contained in the Prospectus is based on publicly available information filed by
Terasen, TGI and Kinder Morgan and information provided by Kinder Morgan in connection with the Acquisition
Agreement. Fortis, after making its purchase investigations, believes it to be accurate in all material respects.

Terasen Inc.

Terasen is a holding company headquartered in Vancouver, British Columbia, operating two principal lines of
business: natural gas distribution and petroleum transportation. Prior to the closing of the Acquisition, Kinder Morgan
will cause Terasen to divest itself of its petroleum transportation operations. The natural gas distribution business of
Terasen is carried on by TGI, TGVI and TGWI. Terasen also owns a 30% interest in CWP, a non-regulated shared
services business in partnership with Enbridge that provides customer service contact, meter reading, billing, support
and credit and collection services primarily to Terasen Gas and Enbridge Gas. CWP outsources these services to a
company owned and operated by Accenture. Terasen has approximately 20 employees principally involved with
finance, tax and legal matters.

Terasen was incorporated on August 15, 1985 under the Company Act (British Columbia), a predecessor to the
Business Corporations Act (British Columbia). On April 25, 2003, its name was changed from BC Gas Inc. to Terasen
Inc. For further information on Terasen, reference is made to the audited consolidated financial statements of Terasen
for the years ended December 31, 2005 and 2004 and related Management Discussion and Analysis of financial
condition and results of operations, and the unaudited consolidated financial statements of Terasen for the three- and
nine-month periods ended September 30, 2006 and related Management Discussion and Analysis of financial condition
and results of operations, which are included in this Prospectus.
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Terasen Gas Service Territory

Terasen Gas is one of the largest natural gas distribution businesses in Canada. With approximately 900,000
customers in 125 communities, Terasen Gas provides service to over 95% of the gas customers in British Columbia. Its
service area extends from Vancouver to the Fraser Valley, the interior of British Columbia, the area along the Sunshine
Coast, as well as Whistler, Squamish and Vancouver Island.

Terasen Gas Inc.

TGI provides service to more than 100 communities with a service territory that has an estimated population of
approximately 4,000,000. As at September 30, 2006, TGI and its subsidiaries transported and distributed natural gas to
approximately 734,000 residential and 82,000 commercial and industrial customers, representing approximately 87%
of the natural gas users in British Columbia. TGI’s service area extends from Vancouver to the Fraser Valley and the
interior of British Columbia. The transmission and distribution business is carried on under statutes and franchises or
operating agreements granting the right to operate in the municipalities or areas served. TGI is regulated by the BCUC.
The average rate base of TGI approved by the BCUC for 2007 is approximately $2,474 million.

TGI provides natural gas distribution services to residential, small commercial and industrial heating customers
predominantly on a non-contractual basis, whereby the customers are charged based on general services provided.
Larger commercial and industrial customers are normally provided with services on a contractual basis.
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By early 2006, 16,000 commercial and industrial customers had arranged for some or all of their own gas supply
and used TGI’s transportation services for delivery. Notwithstanding shifts over time between utility supply and direct
purchases, TGI’s earnings remain unaffected since TGI’s margins remain substantially the same whether or not
customers choose to buy natural gas from TGI or arrange their own supply. Customers arranging for their own supply
in fact reduce the credit risk to TGI. See ‘‘— Terasen Gas Inc. — Unbundling’’ below.

Of TGI’s industrial customers, 158 are on interruptible service. The majority of these customers are capable of
switching to alternative fuels. Of the various industries that comprise TGI’s industrial market, the pulp and paper and
wood products industries combined comprise approximately 47% of total system throughput. All other industries
individually represent less than 10% of total consumption.

Gas Purchase Agreements

In order to acquire supply resources that ensure reliable natural gas deliveries to its customers, TGI purchases
supply from a select list of producers, aggregators, and marketers by adhering to strict standards of counterparty
creditworthiness and contract execution/management procedures. TGI contracts for approximately 137 petajoules
(‘‘PJ’’) of baseload and seasonal supply, of which 120 PJ is delivered off the Spectra Energy Gas Transmission system
(the ‘‘Spectra Pipeline System’’), and 17 PJ is comprised of Alberta-sourced supply transported into British Columbia
via the Alberta and British Columbia systems of TransCanada Pipelines Limited (‘‘TransCanada’’). The majority of
supply contracts in the current portfolio are one year in length, with the exception of one long-term contract expiring in
October 2009. In order to recover its costs, TGI obtains advance BCUC approval of the supply agreements it proposes
to enter into.

Peak Shaving Arrangements

TGI incorporates peak shaving and gas storage facilities into its portfolio to (i) manage the load factor of baseload
supply contracts throughout the year, (ii) eliminate the risk of supply shortages during a peak throughput day,
(iii) reduce the cost of gas during winter months, and (iv) balance daily supply and demand on the distribution system.
TGI’s peak shaving and storage assets and contracts for 2006 included up to 30 PJ in storage capacity at various
locations throughout British Columbia, Alberta and the Pacific Northwest of the United States. These facilities can
deliver a maximum daily rate of 600 TJ on a combined basis.

Unbundling

Over the past several years, TGI, the BCUC and a number of interested parties have laid the groundwork for the
introduction of natural gas commodity unbundling. As of November 1, 2004, commercial customers of TGI became
eligible to sign up to buy their natural gas commodity supply directly from third-party suppliers. TGI continues to
provide delivery of the natural gas. Approximately 78,000 commercial customers are eligible to participate in
commodity unbundling.

On August 14, 2006, the BCUC released a decision to open a portion of British Columbia’s residential natural gas
market to competition, allowing homeowners to sign long-term fixed-price contracts for natural gas with companies
other than TGI. The BCUC decision was released in response to a proposal from TGI filed with the BCUC on April 18,
2006 and following several weeks of public hearings and submissions from TGI, natural gas marketers and
stakeholders. As a result of the BCUC decision, independent marketing companies, known as gas marketers, will be
allowed to start offering long-term, fixed-price contracts for natural gas for a period of time ranging from one year to
five years, starting in May 2007. TGI will continue delivering the gas to the final consumer, charging for delivery and
providing all billing and other services to all customers.

The choice of natural gas suppliers will only be available to TGI’s residential customers in the Lower Mainland
and the interior of British Columbia. It will not be available on Vancouver Island, the Sunshine Coast, Powell River or
Whistler. The opening of a portion of British Columbia’s residential natural gas market to competition will not affect
TGI’s earnings since TGI’s margins remain substantially the same whether or not customers choose to buy natural gas
from TGI or arrange their own supply.

Transmission Services

TGI serves Greater Vancouver and the Fraser Valley through a transmission and distribution system that connects
to the Spectra Pipeline System near Huntingdon, British Columbia. This transmission system also supplies gas to TGVI
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for delivery to the Sunshine Coast, Vancouver Island and Squamish, British Columbia. In addition, TGI is connected at
Huntingdon to Northwest Pipeline to facilitate gas movement both north and south.

In the interior of British Columbia, TGI serves municipalities with numerous connections to the Spectra Pipeline
System. Communities in the East Kootenay region of British Columbia are served through connections with the British
Columbia system of TransCanada. TGI is connected to TransCanada’s British Columbia system through TGI’s
Southern Crossing Pipeline between Yahk and Oliver. TGI also operates a propane distribution system in Revelstoke,
British Columbia.

In addition, TGI provides high-pressure transmission services to customers, such as TGVI, which moves natural
gas from the Spectra Pipeline System or the TransCanada system across TGI’s system to customers’ own facilities.

Transportation tolls on the Spectra Pipeline System and the TransCanada system are regulated by the National
Energy Board. TGI pays both fixed and variable charges for use of the pipelines, which are recovered through rates
paid by TGI’s customers.

Properties

As of September 30, 2006, TGI owned approximately 3,700 kilometers of natural gas transmission pipelines and
approximately 41,000 kilometers of natural gas distribution pipelines. In addition to the pipelines, TGI owns properties
and equipment utilized for service shops, warehouses, metering, and regulating stations, as well as its main operations
center in Surrey, British Columbia.

Title to Properties

TGI’s pipelines are constructed for the most part under highways and streets pursuant to permits or orders from
the appropriate authorities, franchise or operating agreements entered into with municipalities and rights-of-way held
directly or jointly with BC Hydro. Compressor stations and major regulator stations are located on freehold land,
rights-of-way owned by TGI or properties shared with BC Hydro.

Franchise and Operating Agreements

TGI currently holds franchise or operating agreements with all of the incorporated municipalities in which it
distributes gas in the Greater Vancouver and Fraser Valley service areas, other than Richmond, British Columbia, and
with most of the incorporated municipalities in which it distributes gas in the interior of British Columbia. TGI has the
right to serve all end users within its franchise area pursuant to these operating agreements. The terms of the franchise
agreements range from 10 years to 21 years.

Historically, approximately one quarter of the agreements relating to the interior of British Columbia contained a
provision enabling the municipality to purchase the distribution system at the end of the term of the agreement. Some
of these agreements have expired and TGI has negotiated or is currently negotiating renewals and extensions of others
whereby TGI enters into an arrangement whereby the relevant municipality leases TGI’s gas distribution assets within
the municipality’s boundaries for a term of 35 years for an initial cash payment paid by the municipality to TGI. TGI,
in turn, enters into a 17-year operating lease with the municipality whereby TGI operates the gas distribution assets and
has the option to terminate the lease of the assets to the municipality at the end of the 17-year term in exchange for a
payment to the municipality equal to the unamortized portion of prepaid rent initially paid by the municipality. As at
December 31, 2005, TGI had entered into such arrangements having a total value of $153 million.

Capital Program

The 2007 revenue requirements approved by the BCUC for TGI include annual capital expenditures of
$129.7 million. Capital expenditures relating to customer growth represent approximately 22% of the annual capital
budget forecast, while the remaining amount relates to capital betterments, replacements and life extensions.

Operations

As part of its multi-year Performance-Based Rate (‘‘PBR’’) agreement, TGI is required to meet several service
quality targets. These target measures include indicators such as emergency response time, speed of answering calls,
system integrity, customer satisfaction, meter exchange appointment activity, number of customer complaints to the
BCUC and number of prior period adjustments. TGI’s operations meet or exceed these target measures.
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Environment

In order to minimize impacts from its operations, TGI has developed an Environmental Management System
based on a framework, purposes and objectives so as to be compliant with the international standard ISO 14001. TGI’s
operations meet or exceed legislative standards and environmental protection requirements.

TGI is an active participant in Canada’s Voluntary Climate Change Challenge and Registry (‘‘VCR’’) and its
successor, the Canadian GHG Challenge Registry. For seven consecutive years, TGI has received gold-level reporting
status in recognition of its efforts to manage and reduce greenhouse gas emissions. TGI received the VCR Leadership
Award in 2001 and 2003, the only company in its sector to have received this award twice. The VCR ranking
acknowledges TGI’s efforts to develop specific measures and voluntarily set reduction targets.

Employees

TGI has approximately 1,100 employees. Its organized employees are represented by the Canadian Office and
Professional Employees Union (‘‘COPEU’’) and the International Brotherhood of Electrical Workers (‘‘IBEW’’) under
collective agreements which expire on March 31, 2007 and March 31, 2011, respectively.

Tax Assessment

TGI has received a Notice of Assessment dated July 31, 2006 from the British Columbia Social Service Tax
authority (the ‘‘BC Tax Authority’’) for the payment of $37.1 million of additional provincial sales tax and interest on
the Southern Crossing Pipeline which was completed in 2000 (the ‘‘Assessment’’). In October 2006, TGI made a
payment of $10 million pending its appeal of the Assessment as a good faith payment to forestall an order from the BC
Tax Authority to provide full payment or security. On October 26, 2006, TGI filed an objection to the Assessment with
the BC Tax Authority. The BCUC has allowed TGI to defer the $10 million payment pending resolution of TGI’s
objection to the Assessment.

Terasen Gas (Vancouver Island) Inc.

TGVI owns and operates the natural gas transmission pipeline from the Greater Vancouver area across the
Georgia Strait to Vancouver Island and the distribution system on Vancouver Island and along the Sunshine Coast of
British Columbia. TGVI is a franchise under development and is supported by the Vancouver Island Natural Gas
Pipeline Agreement, as discussed in more detail below.

TGVI has been operating for almost 15 years. Its combined system consists of approximately 615 kilometers of
natural gas transmission pipelines and 3,250 kilometers of distribution mains. The combined system has a designed
throughput capacity of 144 million cubic feet per day (155 TJ per day). TGVI serves approximately 85,000 residential,
commercial and industrial customers along the Sunshine Coast and in various communities on Vancouver Island
including Victoria and surrounding areas. TGVI’s largest customers are the Vancouver Island Gas Joint Venture,
representing seven large pulp and paper mills on Vancouver Island and the Sunshine Coast, and BC Hydro’s contracted
gas-fired electricity cogeneration facility at Elk Falls, Vancouver Island. During 2005, TGVI delivered approximately
33.6 PJ of gas through its system. The average rate base of TGVI approved by the BCUC for 2007 is approximately
$482 million.

TGVI’s natural gas supply is transported through TGI’s pipeline system. All natural gas flows to TGVI are from
this single source on the mainland and are dependent on the use of two undersea high-pressure transmission pipes.

Vancouver Island Natural Gas Pipeline Agreement

The transmission line to Vancouver Island and the distribution systems on Vancouver Island that are currently
owned by TGVI were originally constructed between 1989 and 1991 with financial support provided by the provincial
and federal governments which included repayable contributions of an aggregate of $75 million from these
governments (the ‘‘Repayable Contributions’’). In December 1995, the financial support arrangements with the
governments were restructured under several agreements, including the Vancouver Island Natural Gas Pipeline
Agreement (‘‘VINGPA’’) which was entered into between the predecessors of Terasen and TGVI and the Province of
British Columbia (the ‘‘Province’’).

Under the VINGPA, which runs through to December 31, 2011, the Province has agreed to provide TGVI with
financial support in the form of gas royalties on deemed volumes of natural gas transported through the Vancouver
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Island pipeline from 1996 through 2011, which decreases the cost of purchased gas by approximately 20%. The royalty
payment recognized in 2006 was approximately $36.3 million.

In turn, under the VINGPA, Terasen is required to provide financial support of up to $120 million over the period
from 1996 to 2011 to finance the principal amount of the revenue deficiencies incurred by TGVI. Annual revenue
deficiencies are calculated as the difference between the approved cost of service and revenue actually received. This
funding can be by way of subscription for Class A Instruments (redeemable preferred shares of TGVI) or Class B
Instruments (promissory notes issued by TGVI) (‘‘Class B Instruments’’), as determined by the BCUC.

Prior to 2003, rates charged by TGVI to its customers were insufficient to recover the cost of service of TGVI in
aggregate, meaning that revenues from the sale and transportation of natural gas resulted in an annual revenue
deficiency. Terasen and TGVI’s former shareholder funded these annual revenue deficiencies in accordance with the
VINGPA. The aggregate of the annual revenue deficiencies was funded with Class B Instruments bearing interest at a
rate of 275 basis points over the applicable five-year Canada bond rate. The accumulated revenue deficiency resulting
from overall revenues being below the cost of service has been recorded in a revenue deficiency deferral account
(‘‘RDDA’’). Since 2003, the aggregate annual revenues have exceeded the full cost of service and therefore TGVI has
been in a revenue surplus position. The revenue surplus is used, in part, to pay down the RDDA balance as well as to
pay the interest on the Class B Instruments described above. The BCUC has been directed to include in the cost of
service an amount to amortize the RDDA balance over the shortest period reasonably possible, having regard to
competitive energy sources and the desirability of rates. As at September 30, 2006, TGVI had issued and outstanding
approximately $42 million of Class B Instruments.

As part of the December 1995 restructuring discussed above and concurrently with the entering into of the
VINGPA, the predecessor to TGVI entered into the Pacific Coast Energy Pipeline Agreement (the ‘‘PCEPA’’) with the
Government of Canada and the Province which set out the mechanism for the repayment of the $75 million Repayable
Contributions owed to the federal and provincial governments. The PCEPA provides for scheduled repayments but also
contemplates earlier non-scheduled prepayments in certain circumstances. Repayments on the $75 million Repayable
Contributions go towards increasing the rate base on a dollar-for-dollar basis.

Vancouver Island Gas Joint Venture Transportation Agreement

TGVI provides gas transportation service to the seven pulp and paper mills under the long-term Vancouver Island
Gas Joint Venture Transportation Service Agreement that was amended effective January 1, 2005 to extend it beyond
the original renewal period by two years to December 31, 2012. The maximum daily volume of firm transportation
service under the agreement was 20 TJ per day for 2005. In 2006, the maximum daily volume changed to 12.5 TJ per
day for the remainder of the renewal period. The committed volume can be reduced to 8 TJ on twelve months’ notice at
any time on or after January 1, 2007.

Contractual Arrangements

TGVI has entered into a firm transportation agreement with BC Hydro to serve BC Hydro’s gas supply needs at a
gas-fired cogeneration plant at Elk Falls, Vancouver Island. The agreement, for 45 TJ per day, expires on December 31,
2007. BC Hydro has an option to extend the agreement for one year. BC Hydro has indicated that it is considering
changing the Elk Falls facility from a baseload facility to a dispatchable facility, which will change the transportation
agreement from firm to interruptible. Accordingly, there is no certainty with respect to the terms under which the firm
transportation agreement with BC Hydro may be extended beyond 2007. Failure to extend the agreement will result in
a reduction in TGVI’s transportation revenues of approximately $13 million, which would be expected to be recovered
through increased rates approved by the BCUC.

On February 16, 2005, the BCUC approved the construction by TGVI of a $100 million liquid natural gas storage
facility, subject to several conditions including the execution of a long-term Transportation Service Agreement with BC
Hydro backed by the capacity demand requirements of the Duke Point generation project. On June 17, 2005, BC Hydro
announced its intention to abandon the Duke Point generation project on Vancouver Island as a result of a continuing
appeal process. As a result, the expected construction timeline for TGVI’s proposed storage facility has been delayed
and, pending re-evaluation, will require BCUC approval prior to proceeding.
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Gas Purchase Agreements

In order to acquire effective supply resources that ensure reliable natural gas deliveries to its customers, TGVI
purchases supply from a select list of producers, aggregators and marketers by adhering to strict standards of
counterparty credit worthiness and contract execution/management procedures. As of November 1, 2005, TGVI
contracted approximately 12.5 TJ per day of baseload supply delivered off the Spectra Pipeline System. TGVI also
purchased approximately 31.8 TJ per day of seasonal supply to meet the higher loads during the winter months of
December 2005 to February 2006.

TGVI maintains storage contracts with Unocal Canada Limited at Aitken Creek Storage facility in northern British
Columbia and Northwest Natural Gas Company at Mist Storage facility in Oregon. As at March 14, 2006, TGVI’s
Aitken Creek Storage contract consisted of 2.1 PJ of capacity with 13.6 TJ of daily deliverability and its Mist storage
agreement consisted of 0.69 PJ of capacity with 26.4 TJ of daily deliverability. As at March 14, 2006, TGVI also had
access to an estimated 21.1 TJ of daily peaking supply deliverability from various peaking supply arrangements.

Capital Program

TGVI’s capital projects for the upcoming years are primarily associated with the expansion of the distribution
system and the addition of new customers. The capital expenditures are expected to increase the rate base and expand
the customer base. The 2007 revenue requirements approved by the BCUC for TGVI include capital expenditures of
$53.7 million, which includes $20.8 million for the Whistler pipeline. The capital expenditures relating to customer
growth on Vancouver Island represent approximately 9.1% of the capital budget for 2007, while the remaining amount
relates to system expansion, capital betterments, replacements and life extensions.

On June 28, 2006, TGVI and TGWI received final approval from the BCUC to extend natural gas service to
Whistler. Under the proposed arrangements, TGVI will extend its transmission system to serve TGWI by the
construction of a 50-kilometer pipeline lateral from Squamish to Whistler. It is expected that the pipeline will cost
$42.8 million and TGVI’s contribution to the pipeline costs, including system conversion, will be approximately
$20.8 million. TGWI will pay the remainder of the costs of the pipeline.

Employees

TGVI has approximately 105 employees. Its organized employees are represented by the COPEU and the IBEW
under the TGI Collective Agreements. See ‘‘— Terasen Gas Inc. — Employees’’ above.

Terasen Gas (Whistler) Inc.

TGWI has owned and operated the propane distribution system at Whistler since 1987. It provides service to
approximately 2,350 residential and commercial customers in the Whistler area of British Columbia. TGWI owns and
operates two propane storage and vaporization plants and approximately 100 kilometers of distribution pipelines
serving customers in the Whistler area. The propane distribution system in Whistler has grown far beyond the original
expectations and beyond the size and scale of other similar propane distribution systems in British Columbia and
Canada. Today, with annual deliveries exceeding 750,000 GJ, TGWI’s propane system is unique in terms of the size of
the customer base it serves and the scale of the facilities required by its continued operations. The average rate base of
TGWI for 2006 was approximately $16.5 million.

On June 28, 2006, TGVI and TGWI received final approval from the BCUC to extend natural gas service to
Whistler. Under the proposed arrangements, TGVI will extend its transmission system to serve TGWI by the
construction of a 50-kilometer pipeline lateral from Squamish to Whistler and TGWI will convert its current piped
propane system to natural gas. The pipeline, which is scheduled for completion in 2008 and will be co-ordinated with
the current Sea-to-Sky Highway upgrade project, will allow TGWI to better service future demand. It is expected that
the pipeline will cost $42.8 million and TGWI’s contribution to the pipeline costs, including system conversion, will be
approximately $22.0 million. TGVI will pay the remainder of the cost of the pipeline. Customer, management and
operations services are provided to TGWI by TGI.

Non-Regulated — CustomerWorks Limited Partnership

CWP is a partnership between Terasen and Enbridge that provides shared customer services primarily to the
companies’ respective regulated operations, Terasen Gas and Enbridge Gas. Enbridge owns a 70% interest in CWP and
Terasen owns a 30% interest.

22



The provision of services by CWP is governed by a customer service agreement dated January 1, 2002, as
amended (the ‘‘Customer Service Agreement’’). The Customer Service Agreement was initially entered into between
BC Gas Utility Ltd. (the predecessor of TGI) and CWP and was subsequently amended to, among other things, provide
for the outsourcing of the services by CWP to Accenture Business Services for Utilities Inc., a company indirectly
owned and operated by Accenture, and to extend the provision of services to TGVI and TGWI. The Customer Service
Agreement was entered into for a five-year term, renewable for additional one-year terms.

The services provided under the Customer Service Agreement include customer contact, meter reading, billing,
support, and credit and collection services. The Customer Service Agreement has been approved by the BCUC. The
rates under the Customer Service Agreement have both a fixed and service volume based component, include minimum
service standards and penalties and are based on market prices. In providing these services, CWP uses a customer
information services system under a licence from Enbridge Commercial Services, a subsidiary of Enbridge. During the
nine-month period ended September 30, 2006, TGI paid approximately $33.1 million to CWP under the Customer
Service Agreement.

Regulation

The Terasen Gas natural gas distribution system operates wholly within British Columbia. Gas utilities which
operate wholly within British Columbia are subject to the regulatory jurisdiction of the BCUC which derives its powers
from the Utilities Commission Act (British Columbia). In addition to approving the rate base and new financings of gas
utilities, the BCUC also approves the rates charged to customers. These rates are designed to recover the utilities’ costs
of providing service and allow the opportunity to meet financial commitments and earn a reasonable and fair ROE. The
BCUC has jurisdiction to regulate and approve the terms and conditions under which gas utilities provide service.

As part of the establishment of the rates that a gas utility charges its customers, the BCUC establishes a rate base,
approves a capital structure with which to finance such rate base, and is responsible for setting a reasonable and fair
rate of return on the debt and equity in the approved capital structure. Rate base is the aggregate of the depreciated cost
of property, plant and equipment that is used or useful in serving the public, certain deferral accounts and a reasonable
allowance for working capital. The fair rate of return is established by determining the cost of individual components of
the capital structure, including ROE, and weighting such costs to determine an aggregate rate of return on rate base.
The rates that are established and the terms and conditions of service are contained in a schedule of published and
public tariffs. Before any tariff can be put into effect, it must be filed with the BCUC. The BCUC has jurisdiction to
approve or refuse any amendment submitted for filing and to determine the rates which should be charged by a utility
for its services. The BCUC is required to have due regard, among other things, to fixing rates that are not unjust or
unreasonable. In fixing rates the BCUC must determine that such rates reflect a fair and reasonable charge for service of
the nature and quality furnished by the utility to its customers and that such rates are sufficient to yield the utility fair
and reasonable compensation for its services and a fair and reasonable rate of return on its rate base.

The BCUC uses a future test year in the establishment of rates for a utility. Pursuant to this method, the BCUC
forecasts the volume of gas that will be sold and transported, together with all of the costs of the utility (including the
rate of return) that the utility will incur in the test year. Rates are fixed to permit the utility to collect all of its costs
(including the rate of return) if the forecast sales and transportation volumes are achieved. The forecast sales volumes
assume normal weather. Certain costs are fixed and will be incurred regardless of the actual volume of gas sold.
Accordingly, if the actual volumes of gas sales are less than those forecast in the test year, the utility might not recover
all of the fixed costs. Interest expense, taxes other than income taxes, depreciation and amortization, certain operations
and maintenance costs, the portion of the cost of gas that is fixed, such as demand charges or reservation fees, and the
fixed portion of transportation costs have the effect of being virtually fixed costs.

In addition to application for approval of interim and annual rate changes, the gas utilities may apply from time to
time to the BCUC for rate changes to give effect to the changes in costs beyond the control of the utilities.
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The table below summarizes regulatory information pertaining to decisions made by the BCUC with respect to
TGI and TGVI. While also regulated by the BCUC, similar regulatory information with respect to TGWI is not
available from publicly available BCUC filings.

Regulated Values

2007(1) 2006 2005 2004 2003

TGI
Rate base ($M) ********************************************** 2,474 2,506 2,406 2,310 2,281

Deemed common equity component of total capital structure (%) ***** 35 35 33 33 33

Allowed ROE (%) ******************************************** 8.37 8.80 9.03 9.15 9.42

TGVI
Rate base ($M) ********************************************** 482 470 453 441 437

Deemed common equity component of total capital structure (%) ***** 40 40 35 35 35

Allowed ROE (%) ******************************************** 9.07 9.50 9.53 9.65 9.92

(1) As approved by the BCUC.

Terasen Gas Inc.

TGI’s allowed ROE is determined annually based on a formula that applies a risk premium to a forecast of long-
term Government of Canada Bond yields. On June 30, 2005, TGI applied to the BCUC to increase the deemed equity
components from 33% to 38%. The application also requested an increase in allowed ROEs from the levels that result
from the then-current formula, which would have yielded 8.29% for TGI in 2006. The BCUC rendered its decision on
the application on March 2, 2006, to be effective as of January 1, 2006. The generic ROE formula for a benchmark
utility in British Columbia was changed such that it will be reset annually from a forecast of 30-year Canada Bonds
plus a 3.90% risk premium when the forecast yield on 30-year Government of Canada Bonds is 5.25%. The risk
premium is adjusted annually by 75% of the difference between 5.25% and the forecast yield on 30-year Government
of Canada Bonds. For 2007, the forecast 30-year Canada Bond yield is 4.22% resulting in an ROE for TGI of 8.37%.

Two mechanisms to mitigate unanticipated changes in costs and sales volumes, such as changes caused by
weather, have been implemented specifically for TGI. The first relates to the recovery of all gas costs through deferral
accounts which capture all variances (overages and shortfalls) from forecasts. Balances are either refunded to or
recovered from customers as determined by the BCUC. The deferral accounts are called the Commodity Cost
Reconciliation Account (‘‘CCRA’’) and the Midstream Cost Reconciliation Account (‘‘MCRA’’). The second
mechanism seeks to stabilize delivery revenues from residential and commercial customers through a deferral account
that captures variances in the forecast-versus-actual customer use throughout the year. This mechanism is called the
Revenue Stabilization Adjustment Mechanism (‘‘RSAM’’). In February 2001, the BCUC issued guidelines for
quarterly calculations to be prepared to determine whether customer rate adjustments are needed to reflect prevailing
market prices for natural gas and to ensure that rate stabilization account balances are recovered on a timely basis. The
balance in the RSAM account at December 31, 2006 was approximately $36 million and the BCUC has approved
$11.5 million of this balance to be recovered in 2007 through a rate rider.

The RSAM and CCRA/MCRA accounts reduce TGI’s earnings exposure to risks associated with volatility of gas
costs and consumer demand. Variances in demand by large volume, industrial transportation customers are not covered
by these deferral accounts as their usage is more predictable and less likely to be significantly affected by weather.

The net balances of the RSAM and CCRA/MCRA accounts increased to a receivable of approximately
$148.8 million as at September 30, 2006 from a payable of approximately $9.0 million as at December 31, 2005. In
order to ensure that the balances in the CCRA/MCRA accounts are recovered on a timely basis, TGI prepares and files
quarterly calculations with the BCUC to determine whether customer rate adjustments are needed to reflect prevailing
market prices for natural gas costs.

TGI also has in place deferral accounts to absorb short-term and long-term interest rate fluctuations. The interest
rate deferral accounts which were in place during 2006 effectively fixed the interest expense on short-term funds
attributable to TGI’s regulated assets at 4.00% during 2006. The effective fixed short-term interest rate for 2007 has
been set at 4.75%. Any variations from these rates throughout the year are recorded in deferral accounts and are
subsequently either refunded to or recovered from customers as determined by the BCUC.
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In 2003, TGI received BCUC approval of a Negotiated Settlement of a 2004-2007 PBR Plan (the ‘‘TGI
Settlement’’). The TGI Settlement, which took effect January 1, 2004, establishes a process for determining TGI’s
delivery charges and incentive mechanisms for improved operating efficiencies. The four-year agreement includes
incentives for TGI to operate more efficiently through sharing of the benefits of cost reductions among TGI and its
customers. It includes ten service quality indicators designed to ensure TGI provides appropriate service levels and sets
out the requirements for an annual review process which will provide a forum for discussion between TGI and
interested parties regarding TGI’s current performance and future activities. In January 2007, TGI made application to
the BCUC to extend the TGI Settlement to 2009.

Operation and maintenance costs and base capital expenditures are subject to an incentive formula which permits
recovery of increasing costs due to customer growth and inflation. Operating costs are subject to an adjustment factor
based on 50% of inflation during the first two years and 66% of inflation during the last two years. Base capital
expenditure amounts are a function of customer numbers and projected customer additions. During the annual review
process, non-controllable expenses and extraordinary capital expenditures can be added to or subtracted from revenue
requirements under the terms of the TGI Settlement.

The TGI Settlement provides for a 50/50 customer/shareholder sharing mechanism of earnings above or below the
allowed ROE. When TGI’s earned ROE is greater than 150 basis points above or below the allowed ROE for two
consecutive years, the PBR mechanism may be reviewed. The following table sets out the allowed ROE, the earned
ROE (before sharing) and the customer share under the sharing mechanism.

TGI Earned ROEs and Shared Earnings through PBR

2006(1) 2005 2004

Allowed ROE (%) ************************************************************ 8.80 9.03 9.15

Earned ROE (%) ************************************************************* 10.10 10.78 9.34

Customer share (pre-tax)($M) ************************************************** 8.2 10.5 1.1

(1) Projected as filed by TGI in the 2007 Revenue Requirement Filing.

Terasen Gas (Vancouver Island) Inc.

Pursuant to BCUC orders from 2003 onwards, TGVI’s rates have been set so as to fully recover its cost of service
plus an amount for the timely amortization of the RDDA in accordance with the government directives. To permit
recovery of the outstanding balance in the RDDA, TGVI’s rates for residential and commercial customers are set at
levels in excess of TGVI’s cost of service, but are effectively capped at a comparable price of competitive alternative
fuels. TGVI renewed its regulatory settlement in late 2005 for a two-year period, effective January 1, 2006. It provides
for a continuation of the operation and maintenance cost incentive arrangements previously in place. The allowed ROE
for TGVI was 9.53% for 2005 compared to 9.65% in 2004. TGVI’s ROE for 2006 is 9.50% and TGVI’s deemed equity
component of its capital structure for 2006 is 40%. The 2007 approved ROE for TGVI has been set at 9.07%.

TGVI’s approved rate design methodology provides, in effect, that to the extent that cost of service inputs change
over time, TGVI’s rates will reflect a variable RDDA amortization. The rates generally are set to be equivalent to 90%
of comparable electricity price. The RDDA amortization was approximately $12.4 million in 2005 and approximately
$6.9 million in 2006. The RDDA has been amortized from approximately $87.9 million as at December 31, 2002 to
approximately $41.4 million as at December 31, 2006.

In November 2005, TGVI received BCUC approval of a Negotiated Settlement (the ‘‘TGVI Settlement’’) of
2006-2007 revenue requirements. The two-year TGVI Settlement, which took effect as of January 1, 2006, establishes
a process for determining TGVI’s delivery charges and offers incentive mechanisms for improved operating
efficiencies. TGVI is permitted to retain 100% of earnings from savings of controllable operating and maintenance
expenses from forecast and TGVI will not be provided any relief from increased controllable operating and
maintenance expenses. The operating and maintenance expense forecast is based on actual 2005 costs, adjusted for
changes outside of management’s control, expected savings from operational synergies with TGI, 66% of inflation and
customer growth. TGVI has managed actual operating and maintenance expenses close to forecast. In January 2007,
TGVI made an application to the BCUC to extend the TGVI Settlement to 2009.
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Competition

Natural gas has maintained a competitive advantage in terms of pricing when compared with alternative sources of
energy in British Columbia, despite the significant increase in natural gas commodity prices since 1999. Regulated
electricity prices in British Columbia are currently set based on the historical average production costs which are lower
than the market price of electricity. Current regulated electricity prices are only marginally higher than comparable,
market-based natural gas prices. A further sustained increase in natural gas commodity prices could cause natural gas in
British Columbia to be priced at or above electricity, thereby decreasing the use of natural gas by customers.

Hedging

Derivative instruments are used to hedge exposure to fluctuations in natural gas prices and interest rates. The
majority of the natural gas supply contracts have floating, rather than fixed, prices. Natural gas price swap contracts are
used to fix the effective purchase price. Any differences between the effective cost of natural gas purchased and the
price of natural gas included in rates are recorded in deferral accounts (MCRA and CCRA) and, subject to BCUC
approval, passed through to customers in future rates.

TGI’s short-term borrowings and variable rate long-term debt are exposed to interest rate risk which TGI manages
through the use of interest rate derivatives. Any resulting gains or losses are recorded in interest rate deferral accounts
and, subject to BCUC approval, passed through to consumers in future rates.

Financing Arrangements

Debentures

Terasen has issued and outstanding two series of unsecured medium term note debentures (‘‘Terasen MTN
Debentures’’), which are governed by a Trust Indenture dated November 21, 2001 between Terasen (as successor to
BC Gas Inc.) and CIBC Mellon Trust Company (the ‘‘2001 Indenture’’), as amended and supplemented by a First
Series Supplement dated November 22, 2001 (the ‘‘First Supplement’’). The aggregate principal amount of debentures
that may be issued under the 2001 Indenture is unlimited, subject to the restrictions set forth therein. As at
September 30, 2006, Terasen had issued and outstanding $200 million principal amount of 6.30% Series 1 MTN
Debentures due December 1, 2008 and $125 million principal amount of 5.56% Series 3 MTN Debentures due
September 15, 2014. The First Supplement includes a positive covenant of Terasen that, so long as any MTN
Debentures remain outstanding, it shall not create, assume, issue or otherwise incur or become liable for any Funded
Indebtedness unless immediately thereafter the Funded Indebtedness of Terasen and its subsidiaries will not be in
excess of 75% of Total Consolidated Capitalization. Funded Indebtedness means indebtedness that matures more than
18 months after such indebtedness was incurred, except for non-recourse debt to finance specific assets or subordinated
debt. Total Consolidated Capitalization means the sum of (a) the principal amount of consolidated Funded Indebtedness
of Terasen and its subsidiaries, (b) the total capital of Terasen, (c) the principal amount of all subordinated debt of
Terasen, (d) the sum of consolidated contributed or capital surplus and retained earnings of Terasen, and (e) provision
for future income taxes of Terasen.

On April 19, 2000, Terasen issued $125 million of 8.0% unsecured capital securities (the ‘‘Capital Securities’’)
with a term to maturity of 40 years. The Capital Securities were issued under the terms of a Trust Indenture dated
April 19, 2000 between Terasen (as successor to BC Gas Inc.) and CIBC Mellon Trust Company (the ‘‘2000
Indenture’’). Terasen may elect to defer payments on the Capital Securities for extension periods not exceeding 10
consecutive semi-annual periods. Terasen may settle such deferred payments in either cash or common shares and has
the option to settle principal at maturity through the issuance of common shares at 90% of their market price. The 2000
Indenture provides that if Terasen defers any interest payment on the Capital Securities, it is not permitted to pay
dividends on, or purchase or redeem, its common shares for so long as such interest payments are deferred. The Capital
Securities are exchangeable at the option of the holder on or after April 19, 2010 for common shares of Terasen at a
price equal to the greater of $1 per share and 90% of the market price.Terasen may, at its option, redeem the Capital
Securities in whole at a redemption price which, if the Capital Securities are redeemed prior to April 19, 2010, is equal
to the greater of Canada Yield Price (as defined in the 2000 Indenture) and 100% of the principal amount of the Capital
Securities, together in each case with accrued and unpaid interest, or if the Capital Securities are redeemed on or after
April 19, 2010, at a price that is equal to 100% of the principal amount outstanding plus any accrued and unpaid
interest.
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TGI has issued and outstanding unsecured debentures and medium-term note debentures which are governed by a
Trust Indenture dated November 1, 1977 between TGI (as successor to Inland Natural Gas Co. Ltd.) and CIBC Mellon
Trust Company (as successor to National Trust Company, Limited), as amended and supplemented (the ‘‘1977
Indenture’’). The aggregate principal amount of debentures that may be issued under the 1977 Indenture is unlimited,
subject to the restrictions set forth therein. As at September 30, 2006, TGI had issued and outstanding $59.9 million
principal amount of 10.75% debentures, Series E due June 8, 2009, and an aggregate of $1,008 million of medium-term
note debentures with fixed rates of interest ranging from 5.55% to 6.95% or with floating interest rates, and maturities
of not less than one year. The Fourth Supplemental Indenture dated June 1, 1989 and the Tenth Supplemental Indenture
dated November 15, 1993 contain certain restrictions on the ability of TGI to issue any debt securities with maturities
of more than 18 months, unless certain financial tests are met and subject to certain exceptions.

TGI also has issued and outstanding Series A and Series B Purchase Money Mortgages (the ‘‘Purchase Money
Mortgages’’), which are secured equally and rateably by a first fixed and specific mortgage and charge on TGI’s gas
distribution system in the lower mainland of British Columbia that was acquired by TGI from BC Hydro. The Purchase
Money Mortgages are governed by a Trust Indenture dated December 3, 1990 between TGI (as successor to B.C. Gas
Inc.), Inland Energy Corp. and CIBC Mellon Trust Company (as successor to National Trust Company), as amended
and supplemented (the ‘‘1990 Indenture’’). The aggregate principal amount of Purchase Money Mortgages that may be
issued under the 1990 Indenture is limited to $425 million. As at September 30, 2006, TGI had issued and outstanding
$74.9 million aggregate principal amount of 11.80% Series A Purchase Money Mortgages due September 30, 2015 and
$200 million aggregate principal amount of $10.30% Series B Purchase Money Mortgages due September 30, 2016.

Credit Facilities

On May 5, 2006, Terasen entered into a Credit Agreement with The Toronto-Dominion Bank, as administrative
agent, and the institutions named therein, as lenders (the ‘‘Terasen Credit Agreement’’). The Terasen Credit Agreement
provides a committed $450 million revolving credit facility which matures on May 5, 2009. The interest rate payable
on advances under the credit facility varies based on the type of advance. The credit facility can be used for Terasen’s
general corporate purposes. The Terasen Credit Agreement contains customary representations and warranties and
positive and negative covenants, including a requirement that Terasen maintain a total debt-to-capitalization ratio not
higher than 0.75:1 and an interest coverage ratio not less than 1.25:1. The Terasen Credit Agreement contains
customary events of default.

On June 21, 2006, TGI entered into a Credit Agreement with Canadian Imperial Bank of Commerce, as
administrative agent, lead arranger and sole bookrunner, The Bank of Nova Scotia, as syndication agent and the other
lenders identified therein (the ‘‘TGI Credit Agreement’’). The TGI Credit Agreement provides a committed
$500 million revolving credit facility. The interest rate payable on accommodations under the TGI Credit Agreement
varies based on the type of accommodation. The facility can be used for refinancing indebtedness of TGI and for
general corporate purposes, including as back-up for TGI’s commercial paper program. The TGI Credit Agreement is
extendible annually for an additional 365 days at the option of the lenders and matures on June 21, 2009. The TGI
Credit Agreement contains customary representations and warranties and positive and negative covenants, including a
requirement that TGI maintain a total debt to capitalization ratio not higher than 0.75:1. The TGI Credit Agreement
contains customary events of default.

On January 13, 2006, TGVI entered into a Credit Agreement with Royal Bank of Canada, as administrative agent,
RBC Capital Markets, as lead arranger and bookrunner, National Bank Financial, as syndication agent, and The Bank
of Nova Scotia, as documentation agent, and the other lenders identified therein (the ‘‘TGVI Credit Agreement’’). The
TGVI Credit Agreement provides for a five-year unsecured, committed, revolving credit facility of $350 million. A
portion of the facility was used to refinance TGVI’s term facility of $209.5 million. While the borrowings under this
facility are short-term bankers’ acceptances, the underlying credit facility on which the advances are provided is
committed through to January 2011 and the borrowings are primarily to support the longer-term rate base assets of
TGVI. The facility can be used for refinancing indebtedness of TGVI and for general corporate purposes, including for
capital expenditures. The TGVI Credit Agreement contains customary representations and warranties and positive and
negative covenants, including a requirement that TGVI maintain a ratio of institutional indebtedness-to-total
capitalization not higher than 0.70:1 and a ratio of earnings to interest expense of at least 2.0:1. The TGVI Credit
Agreement contains customary events of default, including a cross default under the VINGPA and certain other
agreements.
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Concurrently with the TGVI Credit Agreement, TGVI also entered into a $20 million, seven-year unsecured,
committed, non-revolving credit facility with Royal Bank of Canada which is to be used only for purposes of funding
up to 65% of each repayment of the Repayable Contributions under the PCEPA. The terms of this facility are
substantially similar to those contained in the TGVI Credit Agreement. This facility ranks junior to repayment of the
Class B Instruments held by Terasen. See ‘‘— Terasen Gas (Vancouver Island) Inc. — Vancouver Island Natural Gas
Pipeline Agreement’’ above.

The following summary outlines the credit facilities of Terasen, TGI and TGVI as at September 30, 2006.

(in millions of dollars) Terasen TGI TGVI Total

Total credit facilities ************************************************* 450 500 370 1,320

Credit facilities utilized Borrowings ************************************ 176 207 284 667

Letters of credit outstanding******************************************* 73 43.6 — 116.6

Credit facilities available ********************************************* 201 249.4 86 536.4

ACQUISITION AGREEMENT

Fortis has entered into the Acquisition Agreement dated February 26, 2007 with 3211953 Nova Scotia Company
(‘‘3211953’’) and Kinder Morgan for the purchase of all of the issued and outstanding shares of Terasen. The
Acquisition Agreement provides that prior to the closing of the Acquisition, Kinder Morgan will transfer all of the
issued and outstanding shares of Terasen which it currently owns to 3211953. In this section of the Prospectus,
‘‘Vendor’’ means Kinder Morgan prior to such transfer, and 3211953 upon the occurrence of such transfer. The
Acquisition is not a transaction with an informed person, associate or affiliate of Fortis (as such terms are defined in
National Instrument 51-102 — Continuous Disclosure Obligations).

Purchase Price

The purchase price under the Acquisition Agreement is $3.7 billion, including the assumption of approximately
$2.3 billion of consolidated indebtedness of Terasen and the balance in cash. The cash portion of the purchase price
(the ‘‘Cash Purchase Price’’) will be equal to $1.801 billion minus the unconsolidated indebtedness of Terasen
outstanding on the closing of the Acquisition, which management of Fortis expects to be at least $450 million.

Representations and Warranties

Under the Acquisition Agreement, the Vendor and Fortis have made various representations and warranties. The
Vendor’s representations and warranties relate to, among other things, organization and status, capitalization, title,
authority to enter into the Acquisition Agreement and no conflict, consents and approvals, absence of defaults under
constating documents or material agreements, absence of certain material changes or events since December 31, 2006,
employment matters, pension and employee benefits, securities regulatory filings, reports and financial statements,
compliance with laws, possession of permits, restrictions on business activities, legal or regulatory proceedings,
material contracts, tax matters, intellectual property, books and records, environmental matters, insurance, brokerage
fees, management controls and no U.S. operations. Fortis’ representations and warranties relate to, among other things,
organization and status, authority to enter into the Acquisition Agreement and no conflict, consents and approvals,
availability of financing, legal proceedings, no knowledge of a breach of the Vendor’s representations or warranties or
disclosure, brokerage fees, nature of investment and independent investigation.

Covenants

The Vendor and Fortis have made covenants relating to the closing of the Acquisition and related matters. In
particular, the Vendor has agreed to the following during the period from the date of the Acquisition Agreement until
the closing:

(a) Conduct of Business. Terasen and Terasen Gas will carry on business in the usual and ordinary course of
business consistent with past practices, maintain material properties and assets in good repair and use
commercially reasonable efforts to preserve present business organizations, officers, employees, customers
and suppliers;

28



(b) Dividends. Terasen and Terasen Gas will not declare or pay any dividends on capital stock, except for
dividends (i) by TGI or TGVI to Terasen up to an amount such that, immediately after giving effect to such
payment, TGI or TGVI, as the case may be, will have a ratio of common equity to total capital of at least
35% and 40%, respectively, and (ii) by Terasen up to but not exceeding the aggregate amount of dividends
received by it from TGI and TGVI.

(c) Capital Expenditures. Terasen and Terasen Gas will not make or commit to make any capital expenditures
in excess of $5 million, other than (i) to replace or repair damaged or destroyed facilities, (ii) budgeted
capital expenditures, (iii) expenditures approved by the BCUC, or (iv) expenditures required by law;

(d) Employees and Benefits. Terasen and Terasen Gas will not increase compensation or benefits for
employees, except nominal increases for people who are not officers or directors made in the ordinary
course of business consistent with past practice;

(e) Rates. Subject to applicable law, Terasen and Terasen Gas will not implement any changes in any rates or
charges (other than changes under existing tariffs, rate schedules or performance-based rate-making
arrangements authorized by the BCUC), standards of service or accounting, or execute any agreement
relating thereto that could reasonably be expected to materially decrease the revenues of the business unit
implementing the change;

(f) Borrowings. Terasen and Terasen Gas will not incur any indebtedness other than in the ordinary course of
business and subject to the specified exceptions in the Acquisition Agreement;

(g) Pre-Closing Reorganization. Terasen will complete the Pre-Closing Reorganization prior to closing; and

(h) Discharge of Guarantees. The Vendor shall cause Terasen and Terasen Gas to be discharged from all
obligations under certain guarantees by Terasen and Terasen Gas for the benefit of the petroleum
transportation business of Terasen.

In addition, the Vendor and Fortis have agreed to use their reasonable efforts to obtain all material authorizations,
consents, orders and approvals and to make all necessary filings with the relevant government authorities as required
under the Acquisition Agreement.

Indemnities

Pursuant to the Acquisition Agreement, the Vendor has agreed, subject to certain limits, to indemnify and save
harmless Fortis and its affiliates, and Fortis, subject to certain limits, has agreed to indemnify and save harmless the
Vendor and its affiliates in respect of all losses sustained or incurred by the other resulting from (i) certain
misrepresentations or breaches of warranty relating to title to the shares of Terasen and Terasen Gas, organization,
corporate status, authority to enter into the Acquisition Agreement, and no breach of constating documents or any laws
(the ‘‘Title Warranties’’), (ii) any breach of the covenants or obligations to be performed following the closing of the
Acquisition contained in the Acquisition Agreement, (iii) the Pre-Closing Reorganization and the operations of the
petroleum transportation business of Terasen, in the case of indemnification by the Vendor, and (iv) in the case of
indemnification by Fortis, the operations of the Terasen and Terasen Gas businesses (provided that the facts giving rise
to the losses do not constitute a breach of the representations and warranties of the Vendor). The indemnities provided
by the Vendor or Fortis, as the case may be, with respect to breaches of covenants and obligations to be performed
following the closing of the Acquisition are limited in that claims may only be made when (i) the losses suffered
exceed $500,000 in each instance or (ii) the aggregate of all such losses exceeds 2.5% of the Cash Purchase Price and,
in the latter case, only to the extent of such excess. The maximum amount that can be claimed by Fortis under the
indemnity provisions of the Acquisition Agreement is limited to 10% of the Cash Purchase Price with respect to claims
for any breach of the covenants or obligations of the Vendor following the closing of the Acquisition, and 100% of the
Cash Purchase Price with respect to claims for breaches of the Title Warranties. The maximum amount that can be
claimed by the Vendor under the indemnity provisions of the Acquisition Agreement is limited to 10% of the Cash
Purchase Price with respect to claims for any breach of the covenants or obligations of Fortis following the closing of
the Acquisition contained in the Acquisition Agreement and 100% of the Cash Purchase Price with respect to claims
for breaches of the Title Warranties. Claims sustained or incurred by Fortis as a result of the Pre-Closing
Reorganization and the operations of the petroleum transportation business of Terasen, and by the Vendor in respect of
the operations of the Terasen and Terasen Gas businesses, are not subject to any minimum or maximum limits.

29



Closing Conditions

The Acquisition Agreement provides that the obligation of Fortis or the Vendor to complete the Acquisition is subject
to the fulfillment of a number of conditions, each of which may be waived by such party, including the following:

(a) Accuracy of Representations and Warranties. The representations and warranties of the other party under
the Acquisition Agreement are true and correct as of the date of the Acquisition Agreement and as of the
closing date (except for representations and warranties made as of an earlier date, which must be true and
correct as of such earlier date), except where the failure of such representations and warranties to be true
and correct would not be reasonably likely, individually or in the aggregate, to have a Material Adverse
Effect on the other party. ‘‘Material Adverse Effect’’ is defined in the Acquisition Agreement to mean any
adverse and material change relating to the condition (financial or otherwise), results of operations or
business of either party that is material to such party and its subsidiaries, taken as a whole, or in the case of
the Vendor, that is material to Terasen and Terasen Gas, taken as a whole;

(b) Performance of Covenants. The other party has performed and complied with its material covenants and
agreements under the Acquisition Agreement in all material respects;

(c) Legal Proceedings. There must not be any decree, injunction or ruling that would prevent or otherwise make
the Acquisition illegal;

(d) Consents and Approvals. Each party has received the governmental and regulatory consents and approvals
required to be obtained by it under the Acquisition Agreement. The regulatory approvals that must be
obtained prior to the closing of the Acquisition include:

(i) approval by the BCUC of the transfer of the shares of Terasen to Fortis or a subsidiary of Fortis
pursuant to the Utilities Commission Act (British Columbia); and

(ii) one of the following has occurred: (i) an advance ruling certificate has been issued in respect of the
Acquisition pursuant to section 102 of the Competition Act (Canada) (the ‘‘Competition Act’’);
(ii) the parties have received written advice that the Commissioner has concluded that she does not
have sufficient grounds to initiate proceedings before the Competition Tribunal to challenge the
Acquisition under the merger provisions of the Competition Act; or (iii) any applicable waiting period
pursuant to section 123 of the Competition Act has expired or been earlier terminated or waived.

(e) Pre-Closing Reorganization. The Pre-Closing Reorganization has been completed.

Termination

The Acquisition Agreement may be terminated by Fortis or the Vendor at any time prior to closing in certain
circumstances, including:

(a) the mutual agreement of Fortis and the Vendor;

(b) if the other party has not satisfied the conditions that its representations and warranties under the Acquisition
Agreement be true and correct and that it has performed in all material respects the material covenants and
agreements required to be performed by it prior to the closing date, and such condition has not been waived
on or before the closing date by the party wishing to terminate;

(c) if a government authority issues a final order or injunction restraining or prohibiting the Acquisition;

(d) if prior to the closing, the other party provides additional information disclosing facts that would constitute a
breach of such other party’s representations and warranties under the Acquisition Agreement and such
breach would have a Material Adverse Effect on the party wishing to terminate the Acquisition Agreement,
if notice of termination is provided within 10 days of receipt of the relevant information; or

(e) if the closing has not occurred on or before November 30, 2007, unless the failure to close by such date is
due to the party wishing to terminate the Acquisition Agreement not having fulfilled its obligations under
the agreement.

Kinder Morgan Guarantee

Pursuant to the Acquisition Agreement, Kinder Morgan has irrevocably and unconditionally guaranteed the full
and complete performance by 3211953 of all of the obligations of 3211953 under the Acquisition Agreement, such
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guarantee to be effective upon the transfer by Kinder Morgan of all of the issued and outstanding shares of Terasen to
3211953 prior to the closing of the Acquisition.

FINANCING OF THE ACQUISITION

For purposes of financing the Acquisition, on February 26, 2007, Fortis obtained a commitment letter from
Canadian Imperial Bank of Commerce providing for an aggregate of $1.425 billion non-revolving term credit facilities
in favour of Fortis consisting of a facility in the amount of $925 million (‘‘Facility A’’) and a facility in the amount of
$500 million (‘‘Facility B’’) (together with ‘‘Facility A’’, the ‘‘Credit Facilities’’). The Credit Facilities would be
sufficient, if necessary, to fund the full Cash Purchase Price for the Acquisition.

The Credit Facilities are unsecured single borrowing credit facilities to be used by Fortis, to the extent required, to
finance the payment of the Cash Purchase Price for the Acquisition. Any amount not drawn down under the Credit
Facilities will be cancelled after the initial borrowing. Facility A and Facility B will mature on the second and third
anniversary of the initial extension of credit under Facility A and Facility B, respectively.

The credit agreement pursuant to which the Credit Facilities will be extended (the ‘‘Credit Agreement’’) will
contain certain prepayment options in favour of Fortis and certain prepayment obligations upon the occurrence of
certain events. In particular, the net proceeds of any equity or debt offering by Fortis (other than certain permitted
equity or debt offerings for strategic investments) will be required to be used to prepay the Credit Facilities and any
prepayment under the Credit Facilities may not be re-borrowed. Fortis may prepay any balance outstanding under the
Credit Facilities without penalty, provided that any such prepayment is in an amount of at least $10 million and subject
to any breakage costs being for the account of Fortis.

The Credit Agreement will contain customary representations and warranties and affirmative and negative
covenants of Fortis. As part of these covenants, Fortis will be required to maintain a consolidated debt to consolidated
capitalization ratio of not more than 0.85:1 after the date of the Acquisition Agreement until the first anniversary of the
closing of the Acquisition and 0.75:1 at any time thereafter. These ratios will reduce automatically to 0.75:1 and 0.70:1
at any time during those respective periods, if Fortis has received, free from any escrow conditions, aggregate proceeds
from equity issuances of at least $700 million. The Credit Agreement will contain customary events of default. In
addition, any failure by Fortis to maintain an investment grade credit rating will constitute an event of default under the
Credit Agreement.

Customary fees are payable by Fortis in respect of the Credit Facilities and amounts outstanding under the Credit
Facilities will bear interest at market rates.

The net proceeds from the Offering will be used to reduce the amount of the Credit Facilities. Fortis expects that
the remainder of Credit Facilities will be repaid from the proceeds of one or more offerings of Common Shares,
preferred shares and/or long-term debt.
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CAPITALIZATION

The following table sets out the consolidated capitalization of the Corporation as at September 30, 2006 and after
giving effect to the Offering (assuming no exercise of the Over-Allotment Option), the issue of 5,170,000 Common
Shares on January 18, 2007, the issue of $110 million aggregate principal amount of senior unsecured debentures by
FortisAlberta on January 3, 2007, the drawdown of $139.3 million under the Credit Facilities and completion of the
Acquisition. The financial information set out below should be read in conjunction with the unaudited consolidated
financial statements incorporated by reference into the Prospectus and the unaudited pro forma consolidated financial
statements included in the Prospectus and, in each case, the notes thereto.

Pro forma
Outstanding at outstanding at

September 30, 2006 September 30, 2006

(in millions of dollars)

Total debt (net of cash)******************************************** 2,296.1 4,863.0(2)

Preference shares (1)*********************************************** 319.5 319.5
Shareholders’ equity

Securities offered hereby***************************************** Nil 974.2
Common shares ************************************************ 822.5 968.1(2)

Preference shares *********************************************** 122.5 122.5
Contributed surplus ********************************************* 4.3 4.3
Equity portion of convertible debentures **************************** 1.4 1.4
Foreign currency translation adjustment***************************** (17.8) (17.8)
Retained earnings*********************************************** 472.2 472.2

Total capitalization *********************************************** 4,020.7 7,707.4

(1) These preference shares are classified as long-term liabilities in the financial statements of Fortis.
(2) After giving effect to the Offering (assuming no exercise of the Over-Allotment Option), the issue of 5,170,000 Common Shares on January 18,

2007, the issue of $110 million aggregate principal amount of senior unsecured debentures by FortisAlberta on January 3, 2007, the drawdown
of $139.3 million under the Credit Facilities and completion of the Acquisition.

PRICE RANGE AND TRADING VOLUME OF THE COMMON SHARES

The outstanding Common Shares of Fortis are traded on the TSX under the trading symbol ‘‘FTS’’. The following
table sets forth the reported high and low trading prices and trading volumes of the Common Shares as reported by the
TSX from January 2006.

Period High Low Volume

2006
January ****************************************************** $24.60 $22.76 3,981,812
February ***************************************************** 23.76 22.00 7,087,013
March ******************************************************* 23.50 21.65 6,775,211
April ******************************************************** 22.95 20.89 3,813,271
May ********************************************************* 24.84 20.36 7,241,148
June ********************************************************* 24.60 21.16 3,707,157
July ********************************************************* 23.40 21.99 2,328,812
August******************************************************* 25.48 22.15 6,214,513
September **************************************************** 25.40 24.00 2,553,872
October ****************************************************** 25.65 24.12 7,362,894
November **************************************************** 28.74 25.15 6,234,745
December **************************************************** 30.00 28.01 2,793,265
2007
January ****************************************************** 30.00 26.72 6,030,480
February ***************************************************** 27.96 26.00 8,612,015
March 1 to 6************************************************** 26.81 26.16 2,204,514

On March 6, 2007, the closing price of the Common Shares was $26.80.
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SHARE CAPITAL OF FORTIS

The authorized share capital of the Corporation consists of an unlimited number of Common Shares, an unlimited
number of First Preference Shares issuable in series and an unlimited number of Second Preference Shares issuable in
series, in each case without nominal or par value. As at March 6, 2007, 109,407,397 Common Shares, 5,000,000 First
Preference Shares, Series C, 7,993,500 First Preference Shares, Series E and 5,000,000 First Preference Shares,
Series F were issued and outstanding.

DIVIDEND POLICY

Dividends on the Common Shares are declared at the discretion of the Board of Directors of Fortis. The
Corporation paid cash dividends on its Common Shares of $0.67 in 2006, $0.59 in 2005 and $0.54 in 2004. On
December 7, 2006, the Fortis Board of Directors declared a first quarter dividend of $0.19 per Common Share, payable
on March 1, 2007 to holders of record on February 2, 2007. On February 8, 2007, Fortis announced that its Board of
Directors had declared a second quarter dividend of $0.21 per Common Share, payable on June 1, 2007 to holders of
record on May 4, 2007. This dividend represents an increase of 10.5% in the quarterly Common Share dividend of the
Corporation, which is the second increase in twelve months. Fortis has increased its annual dividend paid for 34
consecutive years.

Regular quarterly dividends at the prescribed annual rate have been paid on all of the First Preference Shares,
Series C, the First Preference Shares, Series E and the First Preference Shares, Series F, respectively. On December 7,
2006, the Fortis Board of Directors also declared a first quarter dividend on each such series of First Preference Shares
in accordance with the applicable prescribed annual rate, in each case payable on March 1, 2007 to holders of record on
February 2, 2007.

DESCRIPTION OF COMMON SHARES

Dividends

Holders of Common Shares are entitled to dividends on a pro rata basis if, as and when declared by the Board of
Directors of Fortis. Subject to the rights of the holders of the First Preference Shares and Second Preference Shares and
any other class of shares of the Corporation entitled to receive dividends in priority to or rateably with the holders of
the Common Shares, the Board of Directors of Fortis may declare dividends on the Common Shares to the exclusion of
any other class of shares of the Corporation.

Liquidation, Dissolution or Winding-Up

On the liquidation, dissolution or winding-up of Fortis, holders of Common Shares are entitled to participate
rateably in any distribution of assets of Fortis, subject to the rights of holders of First Preference Shares and Second
Preference Shares and any other class of shares of the Corporation entitled to receive the assets of the Corporation on
such a distribution in priority to or rateably with the holders of the Common Shares.

Voting Rights

Holders of the Common Shares are entitled to receive notice of and to attend all annual and special meetings of the
shareholders of Fortis, other than separate meetings of holders of any other class or series of shares, and to one vote in
respect of each Common Share held at such meetings.

DETAILS OF THE OFFERING

Subscription Receipts

The Subscription Receipts will be issued on the Closing Date (as defined below) pursuant to the Subscription
Receipt Agreement. The Escrowed Funds will be delivered to and held by the Escrow Agent and invested in short-term
interest bearing or discount debt obligations issued or guaranteed by the Government of Canada or a province, or one or
more of the five largest Canadian chartered banks, provided in all cases that such obligation is rated at least R1
(middle) by DBRS Limited or an equivalent rating from an equivalent rating service, pending satisfaction of the
Release Conditions.
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If the Release Conditions are satisfied prior to 5:00 p.m. (Toronto time) on November 30, 2007, the Corporation
will forthwith execute and deliver a notice of satisfaction and will issue and deliver to the Escrow Agent one Common
Share for each Subscription Receipt then outstanding (subject to any applicable adjustment). The Common Shares will
be available for delivery commencing on the second business day after the delivery of such notice. The holders of
Subscription Receipts will receive, without payment of any additional consideration, one Common Share for each
Subscription Receipt held plus an amount equal to the dividends declared on the Common Shares by the Corporation, if
any, for which record dates have occurred during the period from the Closing Date to the date of issuance of the
Common Shares in respect of the Subscription Receipts. Forthwith upon the Release Conditions being satisfied and the
required notice being delivered to the Escrow Agent, the Escrowed Funds, together with interest earned and income
generated thereon, will be released to Fortis.

In the event that the Release Conditions are not satisfied, or if the Acquisition Agreement is terminated, prior to
the Termination Time, holders of Subscription Receipts shall, commencing on the second business day following the
Termination Time, be entitled to receive from the Escrow Agent an amount equal to the full subscription price thereof
plus their pro rata share of the interest earned or income generated on such amount. The Escrowed Funds will be
applied toward payment of such amount.

In the event that, prior to the date of issue of a Common Share in respect of a Subscription Receipt, there is a
subdivision, consolidation, reclassification or other change of the Common Shares or any reorganization,
amalgamation, merger or sale of all or substantially all of the Corporation’s assets, the Subscription Receipts will
thereafter evidence the right of the holder to receive the securities, property or cash deliverable in exchange for or on
the conversion of or in respect of the Common Shares to which the holder of a Common Share would have been
entitled immediately after such event. Similarly, any distribution to all or substantially all of the holders of Common
Shares of rights, options, warrants, evidences of indebtedness or assets will result in an adjustment in the number of
Common Shares to be issued to holders of Subscription Receipts. Alternatively, such securities, evidences of
indebtedness or assets may, at the option of the Corporation, be issued to the Escrow Agent and delivered to holders of
Subscription Receipts on exercise thereof. In case the Corporation, after the Closing Date, takes any action affecting the
Common Shares, other than the actions described above, which, in the reasonable opinion of the directors of the
Corporation, would materially affect the rights of the holders of Subscription Receipts and/or the rights attached to the
Subscription Receipts, then the number of Common Shares which are to be received pursuant to the Subscription
Receipts shall be adjusted in such manner, if any, and at such time as the directors of the Corporation may, in their
discretion, reasonably determine to be equitable to the holders of Subscription Receipts in such circumstances. The
adjustments provided for in this paragraph are cumulative and shall apply to successive subdivisions, consolidations,
changes, distributions, issues or other events resulting in any adjustment.

Under the Subscription Receipt Agreement, purchasers of Subscription Receipts will have a contractual right of
rescission entitling the purchaser to receive the amount paid for the Subscription Receipts upon surrender of the
Subscription Receipts or the Common Shares, as applicable, if the Prospectus and any amendment contains a
misrepresentation, as such term is defined in the Securities Act (Ontario), provided such remedy for rescission is
exercised within 180 days of the Closing Date.

Subject to applicable law, the Corporation will be entitled to purchase the Subscription Receipts in the open
market or by private agreement or otherwise.

Subscriptions for the Subscription Receipts will be received subject to rejection or allotment in whole or in part
and the right is reserved to close the subscription books at any time without notice. It is expected that the closing of the
Offering will take place on or about March 15, 2007, or such other date as may be agreed upon by the Corporation and
the Underwriters, but not later than April 18, 2007 (the ‘‘Closing Date’’). The Subscription Receipts will be issued in
‘‘book entry only’’ form and must be purchased or transferred through a registered dealer who is a CDS participant (a
‘‘CDS Participant’’). The Corporation will cause a global certificate or certificates representing newly issued
Subscription Receipts to be delivered to and registered in the name of CDS or its nominee. All rights of Subscription
Receipt holders must be exercised through, and all payments or other money to which such holders are entitled will be
made or delivered by, CDS or the CDS Participant through which the holders hold such Subscription Receipts. Each
person who acquires Subscription Receipts will receive only a customer confirmation of purchase from the registered
dealer from or through which the Subscription Receipts are acquired in accordance with the practices and procedures of
that registered dealer. The practices of registered dealers may vary, but generally customer confirmations are issued
promptly after execution of a customer order. CDS is responsible for establishing and maintaining book entry accounts
for its CDS Participants having interests in the Subscription Receipts.
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The Subscription Receipt Agreement provides for modifications and alternations to the Subscription Receipts
issued thereunder by way of an extraordinary resolution. The term ‘‘extraordinary resolution’’ is defined in the
Subscription Receipt Agreement to mean, in effect, a resolution proposed at a meeting of holders of Subscription
Receipts duly convened for that purpose and held in accordance with the Subscription Receipt Agreement at which
there are present in person or by proxy at least two holders of Subscription Receipts entitled to receive more than 25%
of the aggregate number of Common Shares issuable upon the exchange of the Subscription Receipts which could be
received pursuant to all the then-outstanding Subscription Receipts and passed by the affirmative votes of holders of
Subscription Receipts entitled to receive not less than 662/3% of the aggregate number of such Common Shares which
could be received pursuant to all the then-outstanding Subscription Receipts represented at the meeting and voted on
the poll upon such resolution.

The holders of Subscription Receipts are not shareholders of the Corporation. Holders of Subscription
Receipts are entitled only to receive Common Shares on the exchange of their Subscription Receipts and an
amount equal to the dividends declared on the Common Shares by the Corporation, if any, for which record
dates have occurred during the period from the Closing Date to the date of issuance of the Common Shares in
respect of the Subscription Receipts, or to require the Corporation to purchase the Subscription Receipts at the
issue price and to be paid a pro rata share of interest earned or income generated thereon as described above.

CHANGES IN SHARE AND LOAN CAPITAL STRUCTURE

The following describes the changes in the share and loan capital structure of Fortis since September 30, 2006:

) During the period from October 1, 2006 up to and including March 6, 2007, Fortis issued an aggregate of
531,345 Common Shares pursuant to the Corporation’s Consumer Share Purchase Plan, Dividend
Reinvestment Plan, Employee Share Purchase Plan and upon the exercise of options granted pursuant to the
2002 Stock Option Plan, the Executive Stock Option Plan and the Director Stock Option Plan for aggregate
consideration of approximately $10.2 million.

) On October 30, 2006, Fortis made a draw down of $20.0 million under its credit facilities for the purpose of
funding the acquisition by Fortis Properties of four hotels located in Alberta and British Columbia. See
‘‘Recent Developments’’.

) On November 7, 2006, Fortis made a draw down under its credit facilities of an amount of US$48.6 million for
the purpose of funding, on an interim basis, the acquisition of approximately 16% of the outstanding Class A
Ordinary Shares of Caribbean Utilities. See ‘‘Recent Developments’’.

) On November 7, 2006, Fortis issued, by way of private placement, US$40 million aggregate principal amount
of Debentures. The Debentures bear interest at an annual rate of 5.5% and mature on November 7, 2016. The
Debentures may be redeemed by Fortis at any time on or after November 7, 2011 and are convertible into
Common Shares at the option of the holder at any time prior to their maturity at US$29.11 per share. The
Debentures are subordinated to all other indebtedness of Fortis, other than subordinated indebtedness ranking
equally with the Debentures. On November 7, 2006, Fortis repaid US$40 million owing under its credit
facilities from the proceeds of the private placement.

) On January 3, 2007, FortisAlberta issued $110 million aggregate principal amount of senior unsecured
debentures bearing interest at a rate of 4.99% per annum, payable semi-annually, due January 2047. The
proceeds of the offering were primarily used to repay indebtedness under a credit facility.

) On January 18, 2007, the Corporation completed the public offering of 5,170,000 Common Shares at a price of
$29.00 per share for gross proceeds of $149,930,000. As a result, shareholders’ equity in the Corporation
increased by approximately $145.6 million, being the gross proceeds of the offering net of tax-effected issue
costs, to a total of $1.55 billion. Fortis used a portion of the proceeds of this offering to repay approximately
$84.5 million owing under its credit facilities.
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USE OF PROCEEDS

The proceeds to the Corporation from the Offering, after deducting the fee payable to the Underwriters and
estimated expenses of the Offering, are expected to be $959,710,000, assuming no exercise of the Over-Allotment
Option. If the Over-Allotment Option is exercised in full, the estimated proceeds of the Offering, after deducting the
fee payable to the Underwriters and estimated expenses of the Offering, are expected to be $1,103,854,000.

The net proceeds of the Offering, together with funds to be advanced pursuant to the Credit Facilities, will be used
to finance the Cash Purchase Price for the Acquisition. See ‘‘Financing of the Acquisition’’ and ‘‘Acquisition
Agreement’’. The gross proceeds from the sale of the Subscription Receipts will be held in escrow pending the
satisfaction of the Release Conditions. See ‘‘Details of the Offering’’.

PLAN OF DISTRIBUTION

Pursuant to an underwriting agreement dated February 27, 2007 (the ‘‘Underwriting Agreement’’) between Fortis
and the Underwriters, Fortis has agreed to issue and sell, and the Underwriters have agreed to purchase, as principals,
on the Closing Date, 38,500,000 Subscription Receipts offered hereby at the Offering Price of $26.00 per Subscription
Receipt, subject to compliance with all the necessary legal requirements and to the conditions contained in the
Underwriting Agreement. The Offering Price and other terms of the Offering were determined by negotiation between
the Corporation and the Underwriters.

Pursuant to the Underwriting Agreement, the Corporation has granted the Underwriters an over-allotment option
(the ‘‘Over-Allotment Option’’), exercisable at any time until 30 days following the closing of the Offering, to
purchase up to an additional 5,775,000 Subscription Receipts at the Offering Price. The Over-Allotment Option is
exercisable in whole or in part only for the purpose of covering over-allotments, if any. This Prospectus also qualifies
the grant of the Over-Allotment Option and the distribution of the securities issuable on the exercise of the Over-
Allotment Option.

The Underwriting Agreement provides that the Underwriters will be paid a fee of $40,040,000 (assuming no
exercise of the Over-Allotment Option) ($1.04 per Subscription Receipt) in consideration for its services in connection
with the Offering. One-half of the Underwriters’ fee in respect of the Offering is payable on the Closing Date and the
other half of the Underwriters’ fee is payable only if the Release Conditions have been satisfied prior to the
Termination Time and the required notice has been delivered to the Escrow Agent.

Pursuant to rules and policy statements of certain Canadian securities regulators, the Underwriters may not, at any
time during the period ending on the date the selling process for the Subscription Receipts ends and all stabilization
arrangements relating to the Subscription Receipts are terminated, bid for or purchase Subscription Receipts or
Common Shares. The foregoing restrictions are subject to certain exceptions including (a) a bid for or purchase of
Subscription Receipts or Common Shares if the bid or purchase is made through the facilities of the TSX, in
accordance with the Universal Market Integrity Rules of Market Regulation Services Inc., (b) a bid or purchase on
behalf of a client, other than certain prescribed clients, provided that the client’s order was not solicited by the
Underwriter, or if the client’s order was solicited, the solicitation occurred before the commencement of a prescribed
restricted period, and (c) a bid or purchase to cover a short position entered into prior to the commencement of a
prescribed restricted period. The Underwriters may engage in market stabilization or market balancing activities on the
TSX where the bid for or purchase of the Subscription Receipts or the Common Shares is for the purpose of
maintaining a fair and orderly market in the Subscription Receipts or Common Shares, subject to price limitations
applicable to such bids or purchases. Such transactions, if commenced, may be discontinued at any time.

The Subscription Receipts and the Common Shares for which such Subscription Receipts may be exchanged have
not been, and will not be, registered under the United States Securities Act of 1933, as amended (the ‘‘1933 Act’’) or
any state securities laws and, subject to certain exceptions, may not be offered, or delivered, directly or indirectly, or
sold in the United States except in certain transactions exempt from the registration requirements of the 1933 Act and
in compliance with any applicable state securities laws. The Underwriters have agreed that they will not offer or sell the
Subscription Receipts within the United States, its territories, its possessions and other areas subject to its jurisdiction
or to, or for the account or benefit of, a ‘‘U.S. person’’ (as defined in Regulation S under the 1933 Act), except in
accordance with the Underwriting Agreement pursuant to an exemption from the registration requirements of the
1933 Act provided by Rule 144A thereunder and in compliance with applicable state securities laws. In addition, until
40 days after the commencement of the Offering, an offer or sale of Subscription Receipts or Common Shares within
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the United States by any dealer (whether or not participating in the Offering) may violate the registration requirements
of the 1933 Act if such offer is made otherwise than in reliance on Rule 144A.

The obligations of the Underwriters under the Underwriting Agreement are several and may be terminated at their
discretion in certain circumstances, including upon the occurrence of certain stated events. The Underwriters are,
however, obligated to take up and pay for all of the Subscription Receipts if any are purchased under the Underwriting
Agreement. Under the terms of the Underwriting Agreement, the Underwriters may be entitled to indemnification by
the Corporation against certain liabilities, including liabilities for misrepresentation in the Prospectus.

CIBCWM is an affiliate of a Canadian chartered bank that has agreed to extend credit facilities to the Corporation
in connection with financing the Acquisition. CIBCWM is also acting as financial advisor to Fortis in connection with
the Acquisition and receiving a fee therefor.  In addition, each of CIBCWM, Scotia Capital, TD Securities, BMO
Nesbitt Burns, RBCDS, NB Financial and HSBC Securities is a subsidiary of a Canadian chartered bank that has, either
solely or as a member of a syndicate of financial institutions, extended credit facilities to the Corporation and/or its
subsidiaries (the ‘‘Existing Facilities’’). Consequently, the Corporation may be considered a ‘‘connected issuer’’ of
these Underwriters within the meaning of applicable securities legislation. None of these Underwriters will receive any
direct benefit from the Offering other than the underwriting commission relating to the Offering. The decision to
distribute the Subscription Receipts hereunder and the determination of the terms of the Offering were made through
negotiation between the Corporation and the Underwriters. No bank had any involvement in such decision or
determination. The proceeds of the Offering will be used to finance the Cash Purchase Price for the Acquisition and
will not be used to repay the Existing Facilities. As at January 31, 2007, an aggregate of approximately $338 million
was outstanding under the Existing Facilities. Fortis and/or its subsidiaries are in compliance with their respective
obligations under the Existing Facilities. Since the execution of the Existing Facilities, no breach thereunder has been
waived by the lenders thereunder. See ‘‘Use of Proceeds’’.

The TSX has conditionally approved the listing of the Subscription Receipts, as well as the Common Shares
issuable on the exchange of the Subscription Receipts. Listing is subject to the Corporation fulfilling all of the
requirements of the TSX on or before June 3, 2007.

CANADIAN FEDERAL INCOME TAX CONSIDERATIONS

In the opinion of Davies Ward Phillips & Vineberg LLP, counsel to the Corporation, and Stikeman Elliott LLP,
counsel to the Underwriters, the following is a general summary of the principal Canadian federal income tax
considerations generally applicable to a holder who acquires Subscription Receipts pursuant to the Offering who, within
the meaning of the Income Tax Act (Canada) (the ‘‘Tax Act’’), and at all relevant times, is or is deemed to be resident in
Canada, deals at arm’s length with, and is not affiliated with, the Corporation and holds or will hold the Subscription
Receipts and any Common Shares as capital property. Generally, the Subscription Receipts and the Common Shares will
be considered to be capital property to a holder provided the holder does not hold the Subscription Receipts and the
Common Shares in the course of carrying on a business and has not acquired them in a transaction or transactions
considered to be an adventure in the nature of trade. Certain holders whose Common Shares might not otherwise qualify
as capital property may, in certain circumstances, make the irrevocable election under subsection 39(4) of the Tax Act to
have their Common Shares and every ‘‘Canadian security’’ (as defined in the Tax Act) owned by such holder in the
taxation year of the election, and in all subsequent years, deemed to be capital property.

The Tax Act contains certain provisions (the ‘‘Mark-to-Market Rules’’) relating to securities held by certain
financial institutions, registered securities dealers and corporations controlled by one or more of the foregoing. This
summary does not take into account the Mark-to-Market Rules and taxpayers that are ‘‘financial institutions’’ as
defined for the purpose of the Mark-to-Market Rules should consult their tax advisors. This summary is not applicable
to a purchaser that is a ‘‘specified financial institution’’ or to a purchaser an interest in which is a tax shelter
investment, as defined in the Tax Act. Such purchasers should consult their own tax advisors.

This summary is based upon the provisions of the Tax Act and regulations thereunder (the ‘‘Regulations’’) in
force as at the date hereof, all specific proposals (the ‘‘Tax Proposals’’) to amend the Tax Act or Regulations that have
been publicly announced by or on behalf of the Minister of Finance (Canada) prior to the date hereof and counsel’s
understanding of the current published administrative practices of the Canada Revenue Agency. This summary does not
otherwise take into account or anticipate any changes in applicable law, whether by legislative, governmental or
judicial decision or action, nor does it take into account provincial, territorial or foreign tax laws or considerations,
which might differ significantly from those discussed herein.
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This summary is of a general nature only and is not intended to be, nor should it be construed to be, legal or
tax advice to any particular holder. This summary is not exhaustive of all possible income tax considerations
under the Tax Act that may affect a holder. The income tax consequences of acquiring and disposing of
Subscription Receipts and Common Shares will vary depending on a number of facts, including the legal status
of the holder as an individual, corporation, trust or partnership. Accordingly, prospective holders of
Subscription Receipts and Common Shares should consult their own tax advisors with respect to their
particular circumstances and the tax consequences to them of holding and disposing of Subscription Receipts
and Common Shares.

Exchange of Subscription Receipts

No gain or loss will be realized by a holder on the exchange of Subscription Receipts for Common Shares.

The cost of a Common Share issued to a holder of a Subscription Receipt acquired pursuant to the Offering will be
equal to the cost of the Subscription Receipt to the holder. The adjusted cost base to the holder of Common Shares so
acquired will be determined by averaging the cost of such Common Shares with the adjusted cost base of all other
Common Shares owned at that time by the holder as capital property.

Termination of Subscription Receipts

As described above under ‘‘Details of the Offering’’, in the event that the Release Conditions are not satisfied or if
the Acquisition Agreement is terminated prior to the Termination Time, holders of Subscription Receipts will be
entitled to receive from the Escrow Agent an amount equal to the full subscription price thereof plus their pro rata
share of the interest earned or income generated thereon. In that event, the amount of such interest or income received
or receivable by a holder of Subscription Receipts (depending on the method regularly followed by the holder in
computing income) must be included in the income of the holder.

Payment of Dividend Equivalent

As described above under ‘‘Details of the Offering’’, if Common Shares are issued in exchange for Subscription
Receipts, and if dividends have been declared on the Common Shares of the Corporation to holders of record on a date
during the period from the Closing Date to the date of such issuance of Common Shares, the Corporation will make a
cash payment to the holders of Subscription Receipts in respect of each Subscription Receipt in an amount equal to the
per share amount of such dividend. The equivalent to dividend amount, if any, paid to a holder of Subscription Receipts
by the Corporation must be included in the income of the holder. Any amount so included will be taxed as ordinary
income and not as a dividend and, as such, will not be subject to the gross-up and dividend tax credit rules described
below.

Other Dispositions of Subscription Receipts

A disposition or deemed disposition by a holder of a Subscription Receipt, other than on the exchange of a
Subscription Receipt for a Common Share or a disposition of the Subscription Receipt to the Corporation in the event
the Release Conditions are not satisfied or if the Acquisition Agreement is terminated prior to the Termination Time,
will generally result in the holder realizing a capital gain (or a capital loss) equal to the amount by which the proceeds
of disposition exceed (or are less than) the aggregate of the holder’s adjusted cost base thereof and any reasonable costs
of disposition.

Dividends on Common Shares

Dividends received on Common Shares by a holder who is an individual will be included in the individual’s
income and will be subject to the gross-up and dividend tax credit rules normally applicable to taxable dividends
received from taxable Canadian corporations, including the enhanced gross-up and dividend tax credit for ‘‘eligible
dividends’’ paid after 2005. A dividend will be eligible for the enhanced gross-up and dividend tax credit if the paying
corporation designates the dividend as an eligible dividend. There may be limitations on the ability of a corporation to
designate dividends as eligible dividends. The Corporation has advised counsel that it intends to designate all dividends
paid on the Common Shares as eligible dividends for these purposes. Taxable dividends received by an individual may
give rise to alternative minimum tax under the Tax Act, depending on the individual’s circumstances.
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Dividends received on Common Shares by a holder that is a corporation will be included in income and normally
will be deductible in computing such corporation’s taxable income. However, the Tax Act will generally impose a
331/3% refundable Part IV tax on such dividends received by a corporation that was, at any time in the taxation year in
which such dividends were received, a ‘‘private corporation’’ as defined in the Tax Act, or a corporation resident in
Canada that is controlled by or for the benefit of an individual (other than a trust) or a related group of individuals
(other than trusts), to the extent that such dividends are deductible in computing the corporation’s taxable income.

Disposition of Common Shares

In general, a disposition or a deemed disposition of a Common Share will give rise to a capital gain (or a capital
loss) equal to the amount by which the proceeds of disposition of the Common Share, net of any reasonable costs of
disposition, exceed (or are less than) the adjusted cost base to the holder of the Common Share immediately before the
disposition.

Tax Treatment of Capital Gains and Losses

Generally, one-half of any capital gain realized by a holder in a taxation year will be included in computing the
holder’s income in such year. One-half of any capital loss realized by a holder in a taxation year normally may be
deducted as an allowable capital loss by the holder against taxable capital gains realized by the holder in the year. Any
allowable capital loss not deductible in the year it is realized generally may be carried back and deducted against
taxable capital gains in any of the three preceding years or carried forward and deducted against taxable capital gains in
any subsequent year (in accordance with the rules contained in the Tax Act). Capital gains realized by an individual
will be relevant in computing possible liability for the alternative minimum tax.

The amount of any capital loss realized on the disposition or deemed disposition of a Common Share by a holder
that is a corporation may be reduced by the amount of dividends received by the holder on the Common Share to the
extent and in the circumstances prescribed by the Tax Act. Similar rules may apply where a corporation is a member of
a partnership or a beneficiary of a trust that owns Common Shares and where a trust is a member of a partnership that
owns Common Shares or a partnership or trust is a beneficiary of a trust that owns Common Shares. Holders to whom
these rules may be relevant should consult their own tax advisors.

Additional Refundable Tax

A holder that is a ‘‘Canadian-controlled private corporation’’ (as defined in the Tax Act) may be liable to pay an
additional refundable tax of 62/3% on certain investment income, including amounts in respect of taxable capital gains
and interest (but not dividends deductible in computing taxable income).

RISK FACTORS

An investment in the Subscription Receipts offered hereby and the Common Shares issuable upon the exchange
thereof involves certain risks in addition to those described in the Management Discussion and Analysis of financial
condition and results of operations contained in the Corporation’s annual information form dated March 29, 2006
incorporated by reference herein. Before investing, prospective purchasers of Subscription Receipts should carefully
consider, in light of their own financial circumstances, the factors set out below, as well as the other information
contained or incorporated by reference in the Prospectus.

Regulation

The regulated operations of Terasen Gas are subject to the normal uncertainties faced by regulated companies.
These uncertainties include the approval by the BCUC of customer rates which permit a reasonable opportunity to
recover on a timely basis the estimated costs of providing services, including a fair rate of return on rate base. Upgrades
of existing facilities and the addition of new facilities require the approval of the BCUC. There is no assurance that
capital projects perceived as required by the management of Terasen Gas will be approved or that conditions to such
approval will not be imposed. Capital cost overruns relative to approvals granted might not be recoverable. The ability
of Terasen Gas to recover the actual costs of providing services and to earn the approved rates of return depends on
achieving the forecasts established in the rate-setting process. Fair regulatory treatment by the BCUC that allows
Terasen Gas the opportunity to earn a risk-adjusted ROE comparable to that available on alternative, similar
investments is essential for maintaining service quality, as well as for ongoing capital attraction and growth.
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The ROEs of Terasen Gas are determined annually by a formula based upon a forecast of long-term interest rates.
The ability of Terasen Gas to earn the approved ROEs depends on the accuracy of the forecast for the test year. Actual
required ROEs may differ from approved ROEs based on forecast long-term interest rates.

Rate applications that establish revenue requirements may be subject to negotiated settlement procedures. Failing
a negotiated settlement, rate applications may be pursued through public hearing processes. There can be no assurance
that the rate orders issued will permit Terasen Gas to recover all costs actually incurred and to earn the allowed rate of
return. A failure to obtain acceptable rate orders may adversely affect the business carried on by Terasen Gas, the
undertaking or timing of proposed expansion projects, the issue and sale of securities, ratings assigned by rating
agencies, and other matters which may, in turn, negatively impact Terasen Gas’ results of operations or financial
position, as well as those of the Corporation.

The TGI Settlement includes incentive mechanisms that provide TGI with an opportunity to earn rates of return in
excess of the allowed ROEs determined by the BCUC. While TGI has applied to extend the TGI Settlement to 2009,
there is no certainty as to whether this application will be approved, whether and how the terms may be modified, or
what the terms of an extended, or new, settlement might be.

Traditionally, British Columbia’s regulatory framework was generally based on traditional cost of service
methodologies for designing and setting rates. Since 1996, however, incentive-based regulation has been used in the
rate setting process. Although Fortis considers the regulatory frameworks in British Columbia to be fair and balanced,
uncertainties do exist.

Forecasting Accuracy

Through the forecasting process, it is intended that any changes in cost of service, regardless of whether they are
caused by inflation or by level of business activity, would be reflected in new rates approved for that fiscal year based
on the anticipated distribution volume. However, as rates are established in advance, based on anticipated distribution
volume by class of customer, forecasting accuracy is a risk. Forecasts are also made for the future cost of capital,
including the yield rate for long-term Canada Bonds used in the determination of the ROE.

Asset Maintenance

The asset base for Terasen Gas requires maintenance, improvement and expansion. The utility could experience
service disruptions and increased costs if it is unable to maintain and replace its assets. The failure to carry out capital
expenditure programs could have a material adverse effect on Terasen Gas. Large capital projects can proceed only
with the approval of the BCUC. If actual costs exceed the costs forecast in obtaining the approval, it is uncertain as to
whether any cost overruns will be approved and recovered.

Operational Risks

The business of Terasen Gas is exposed to various operational risks, such as pipeline leaks, accidental damage to
or fatigue cracks in mains and service lines, corrosion in pipes, pipeline or equipment failure, other issues that can lead
to outages and leaks, and any other accidents involving natural gas, which could result in significant operational and
environmental liability. The facilities of Terasen Gas are also exposed to the effects of severe weather conditions and
other acts of nature. In addition, many of these facilities are located in remote areas, which makes access for repair of
damage due to weather conditions and other acts of nature difficult. Terasen Gas operates facilities in a terrain with a
risk of loss or damage from earthquakes, forest fires, floods, washouts, landslides, avalanches and similar acts of nature.
Terasen Gas has insurance which provides coverage for business interruption, liability and property damage, although
the coverage offered by this insurance is limited. In the event of a large uninsured loss caused by severe weather
conditions or other natural disasters, application will be made to the BCUC for the recovery of these costs through
higher rates to offset any loss. However, there can be no assurance that the BCUC would approve any such application.
Losses resulting from any operational accidents or failures or natural disasters could substantially exceed insurance
coverage and actual recovery from increased rates approved by the BCUC. Furthermore, Terasen Gas could be subject
to claims from its customers for damages caused by the failure to transmit or distribute gas to them in accordance with
its contractual obligations. Thus, any major damage to Terasen Gas’ facilities could result in lost revenues, repair costs
and customer claims that are substantial in amount, which amount could have a material adverse effect on Terasen Gas.
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Natural Gas Prices

Prior to 2000, natural gas consistently had a substantial competitive advantage when compared with alternative
sources of energy in British Columbia. However, with the increasing price of natural gas, the price of electricity for
residential customers in British Columbia is now only marginally higher than the comparable price for natural gas.
There is no assurance that natural gas will continue to maintain a competitive price advantage in the future.

If natural gas pricing becomes uncompetitive with electricity pricing, Terasen Gas’ ability to add new customers
could be impaired, and existing customers could reduce their consumption of natural gas or eliminate its usage
altogether as furnaces, water heaters and other appliances are replaced. This may result in higher rates and, in an
extreme case, could ultimately lead to an inability to fully recover Terasen Gas’ cost of service in rates charged to
customers.

The ability of Terasen Gas to add new customers and sales volumes could also be affected by lower prices of other
competitive energy sources as some commercial and industrial customers have the ability to switch to an alternative
fuel.

Terasen Gas employs a number of tools to reduce its exposure to natural gas price volatility. These include
purchasing gas for storage and adopting hedging strategies to reduce price volatility and ensure, to the extent possible,
that natural gas commodity costs remain competitive with electricity rates. Activities related to the hedging of gas
prices are currently approved by the BCUC and gains or losses effectively accrue entirely to customers. Future BCUC
determinations could materially impact the ability of Terasen Gas to recover the future cost of the natural gas it delivers
to its customers.

Weather and Seasonality

Weather during the year has a significant impact on distribution volume as a major portion of the gas distributed
by Terasen Gas is ultimately used for space heating. Because of natural gas consumption patterns, the natural gas
distribution operations of Terasen Gas normally generate quarterly earnings that vary by season. Typically, higher net
earnings are experienced in the first and fourth quarters, but are offset by net losses in the second and third quarters.
See ‘‘The Acquired Business — Regulation’’.

Risks Related to Terasen Gas (Vancouver Island) Inc.

TGVI is a franchise under development in the price-competitive service area of Vancouver Island, with a customer
base and revenue that is insufficient to meet its current cost of service and recover revenue deficiencies from prior
years. Recovery of the accumulated deficit puts gas at a cost disadvantage to electricity.

To assist with competitive rates during franchise development, the VINGPA provides royalty revenues from the
provincial government which currently cover approximately 20% of the current cost of service. These revenues are due
to expire at the end of 2011, after which TGVI’s customers will be required to absorb the full commodity cost of gas
and the recovery of any remaining accumulated deficit. When the VINGPA expires in 2011, the $75 million non-
interest-bearing senior government debt which is currently treated as a government contribution against rate base will
become repayable. As this debt is repaid, the cost of the higher rate base will increase the cost of service and customer
rates making gas less competitive with electricity on Vancouver Island.

Industrial load accounts for more than 65% of the system’s throughput for which approximately two thirds is
contracted on a year-to-year basis with no long-term commitment. A loss of industrial customers will increase the cost
of service to be recovered from residential and commercial customers which may impact the competitiveness of rates.

While the BCUC has approved a rate-setting mechanism for TGVI whereby customer rates are set at levels in
excess of TGVI’s cost of service to recover amortization of the RDDA, the amount of recovery is limited by the price
of competitive alternative fuels. Significant RDDA amortization was recovered in both 2005 and 2006. However,
RDDA recovery is sensitive to the relative pricing of natural gas and electricity in TGVI’s service area, as well as to
margin generated under TGVI’s firm transportation agreements discussed below. There is no certainty that TGVI will
be able to charge rates that will be sufficient to fully recover the RDDA prior to the expiry of the provincial royalty
payments at the end of 2011. Failure by TGVI to recover the RDDA by 2011 may result in an increase in the cost of
service.
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Government Permits

The acquisition, ownership and operation of gas businesses and assets require numerous permits, approvals and
certificates from federal, provincial and local government agencies. Terasen Gas may not be able to obtain or maintain
all required regulatory approvals. If there is a delay in obtaining any required regulatory approval or if Terasen Gas
fails to maintain or obtain any required approval or fails to comply with any applicable law or regulation, or condition
of approval, the operation of its assets and its distribution of gas could be prevented or become subject to additional
costs, any of which could have a material adverse effect on Terasen Gas.

Impact of Changes in Economic Conditions

New customer additions at Terasen Gas are typically a result of population growth and new housing starts, which
are affected by the state of the British Columbia economy. Terasen Gas is also affected by changes in trends in housing
starts from single-family dwellings to multi-family dwellings, for which natural gas has a lower penetration rate. While
new housing starts have increased in British Columbia in 2006, growth of new multi-family housing starts continues to
significantly outpace that of new single-family housing starts. In addition, more efficient building construction and
consistent customer conservation efforts place downward pressure on annual average consumption of natural gas.
Prevailing economic conditions also impact sales and transportation service to large-volume commercial and industrial
customers.

Natural Gas Supply

Terasen Gas is dependent on a limited selection of pipeline and storage providers, particularly in the Vancouver,
Fraser Valley and Vancouver Island service areas where the majority of Terasen Gas’ natural gas distribution
customers are located. As a result, regional market prices have been higher from time to time than prices elsewhere in
North America as a result of insufficient seasonal and peak storage and pipeline capacity to serve the increasing
demand for natural gas in British Columbia.

In addition, Terasen Gas is critically dependent on a single-source transmission pipeline. In the event of a
prolonged service disruption on the Spectra Pipeline System, Terasen Gas’ residential customers could experience
outages, thereby affecting revenues and incurring costs to safely relight customers.

Access to Capital and Credit Ratings

In order to meet the capital investment and debt repayment requirements of its business, Terasen Gas must have
reliable access to sufficient and cost-effective capital. The ability to arrange sufficient and cost-effective financing is
subject to numerous factors, including the regulatory environment in British Columbia, the results of operations and
financial position of Terasen Gas, conditions in the capital and bank credit markets, the ratings assigned by rating
agencies and general economic conditions. There can be no assurance that sufficient capital will be available on
acceptable terms to fund such capital expenditures and to repay existing debt.

An inability to maintain an investment-grade credit rating could materially adversely impact Terasen Gas’ access
to debt financing. In addition, a downgrade of Terasen Gas below investment grade by any of the major credit rating
agencies could trigger margin calls and other cash requirements under Terasen Gas’ gas purchase and commodity
derivative contracts.

Interest Rates

Terasen Gas is exposed to the interest rate risks associated with floating rate debt. Terasen Gas has hedging
programs in place to reduce its interest rate risks. The allowed ROEs for TGI and TGVI are determined by formulae
that result in lower allowed ROEs if long-term Canada Bond yields decline.

Counterparty Credit Risk

Terasen Gas is exposed to credit risk in the event of non-performance by counterparties to derivative instruments.
Terasen Gas is also exposed to significant credit risk on physical off-system sales. Because it deals with high credit
quality institutions in accordance with established credit approval practices, Terasen Gas does not expect any
counterparties to fail to meet their obligations.
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Potential Undisclosed Liabilities Associated with the Acquisition

In connection with the Acquisition, there may be liabilities that the Corporation failed to discover or was unable to
quantify in its due diligence which it conducted prior to the execution of the Acquisition Agreement and the
Corporation may not be indemnified for some or all of these liabilities. The discovery or quantification of any material
liabilities could have a material adverse effect on the Corporation’s business, financial condition or future prospects. In
addition, the Acquisition Agreement limits the amount for which the Corporation is indemnified. See ‘‘Acquisition
Agreement — Indemnities’’.

Labour Relations

The organized employees of TGI and TGVI are members of labour unions which have entered into collective
bargaining agreements with TGI. The provisions of such collective bargaining agreements affect the flexibility and
efficiency of the business carried on by TGI, TGVI and TGWI (which depends on TGI for its customer, management
and operation services). TGI considers its relationships with its labour unions to be satisfactory, but there can be no
assurance that current relations will continue in future negotiations or that the terms under the present collective
bargaining agreements will be renewed. The inability to maintain, or to renew the collective bargaining agreements on
acceptable terms, could result in increased labour costs or service interruptions arising from labour disputes for TGI
that are not provided for in approved orders, which could have an adverse effect on the results of operations, cash flow
and net income of Terasen Gas.

Underinsured and Uninsured Losses

Fortis and Terasen Gas maintain at all times insurance coverage in respect of potential liabilities and the accidental
loss of value of certain of their assets from risks, in amounts, with such insurers, as is considered appropriate, taking
into account all relevant factors including the practices of owners of similar assets and operations. It is anticipated that
such insurance coverage will be maintained. However, not all risks are covered by insurance and no assurance can be
given that insurance will be consistently available or will be consistently available on economically feasible terms or
that the amounts of insurance will be sufficient to cover losses or claims that may occur involving the assets or
operations of Fortis or Terasen Gas.

Environmental Matters

Terasen Gas is subject to numerous laws, regulations and guidelines governing the management, transportation
and disposal of hazardous substances and other waste materials and otherwise relating to the protection of the
environment and health and safety. Potential environmental damage and costs could arise due to a severe weather event
or a major equipment failure. However, there can be no assurance that such costs will be recoverable and, if substantial,
unrecovered costs may have a material effect on the business, results of operations and prospects of Terasen Gas.

Terasen Gas is exposed to environmental risks that property owners in British Columbia generally face. These
risks include the responsibility of any property owner for the site remediation of any properties determined to be
contaminated, whether or not such contamination was actually caused by the owner. Most of Terasen Gas’ distribution
and transmission facilities have been in place for many years with no apparent adverse environmental impact.
However, as facilities are upgraded and as new facilities are added, environmental assessments and regulatory
approvals will be required in the ordinary course.

Applicable environmental and safety laws make owners, operators and persons in charge of management and
control of facilities subject to prosecution or administrative action for breaches of environmental and safety laws,
including the failure to obtain certificates of approval for the discharge of contaminants causing an adverse effect.
Terasen Gas has not been notified of any such regulatory action in regard to its operation or occupation of its facilities.
However, it is not possible to predict with absolute certainty the position that a regulatory authority will take regarding
matters of non-compliance with environmental and safety laws. Changes in environmental, health and safety
regulations could also lead to significant increases in costs to Terasen Gas.

First Nations’ Lands

Terasen Gas provides service to customers on First Nations reserves in British Columbia and maintains gas
distribution facilities on lands that are subject to land claims by various First Nations. A treaty negotiation process
involving various First Nations and the Government of British Columbia is underway in British Columbia but the basis
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upon which settlements might be reached in Terasen Gas’ service area is not clear. Furthermore, not all First Nations
are participating in the process. To date, the policy of the Government of British Columbia has been to endeavour to
structure settlements without prejudicing existing rights held by third parties such as Terasen Gas. However, there can
be no certainty that the settlement process will not adversely affect the business of Terasen Gas.

Results of Operations and Financing Risks

Management of the Corporation believes, based on its expectations as to the Corporation’s future performance
(which reflects, among other things, the completion of the Acquisition), that the cash flow from its operations and funds
available to it under its credit facilities will be adequate to enable the Corporation to finance its operations, execute its
business strategy and maintain an adequate level of liquidity. However, expected revenue and the costs of planned
capital expenditures are only estimates. Moreover, actual cash flows from operations are dependent on regulatory,
market and other conditions that are beyond the control of the Corporation. As such, no assurance can be given that
management’s expectations as to future performance will be realized. In addition, management’s expectations as to the
Corporation’s future performance reflect the current state of its information about Terasen Gas and its operations and
there can be no assurance that such information is correct and complete in all material respects.

Management of Expanding Operations

As a result of the Acquisition, significant demands will be placed on the Corporation’s managerial, operational and
financial personnel and systems. No assurance can be given that the Corporation’s systems, procedures and controls
will be adequate to support the expansion of the Corporation’s operations resulting from the Acquisition. The
Corporation’s future operating results will be affected by the ability of its officers and key employees to manage
changing business conditions and to implement and improve its operational and financial controls and reporting
systems.

Realization of Acquisition Benefits

As described in ‘‘The Acquisition — Acquisition Rationale’’, the Corporation believes that the Acquisition will
provide benefits to Fortis. However, there is a risk that some or all of the expected benefits of the Acquisition may fail
to materialize, or may not occur within the time periods anticipated by the Corporation. The realization of such benefits
may be affected by a number of factors, many of which are beyond the control of the Corporation.

Subscription Receipt Structure

The Subscription Receipts will be automatically exchanged for Common Shares upon the satisfaction of the
Release Conditions. The Corporation may, in its sole discretion, waive certain closing conditions in its favour in the
Acquisition Agreement or agree with the Vendor to amend the Acquisition Agreement and consummate the
Acquisition on terms that may be substantially different from those contemplated in this Prospectus. As a result, the
expected benefits of the Acquisition may not be fully realized. See ‘‘Acquisition Agreement’’. There can be no
assurance that the Release Conditions will be satisfied on or prior to the Termination Time. Until the Release
Conditions are satisfied and the Common Shares are delivered pursuant to the Subscription Receipt Agreement, holders
of Subscription Receipts have the rights as described under ‘‘Details of the Offering — Subscription Receipts’’.

Market for Securities

There is currently no market through which the Subscription Receipts may be sold. There can be no assurance that
an active trading market will develop for the Subscription Receipts after the Offering or, if developed, that such a
market will be sustained at the price level of the Offering. The TSX has conditionally approved the listing of the
Subscription Receipts, as well as the Common Shares issuable on the exchange of the Subscription Receipts. Listing is
subject to the Corporation fulfilling all of the requirements of the TSX on or before June 3, 2007.
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AUDITORS

The auditors of the Corporation are Ernst & Young LLP, Chartered Accountants (‘‘Ernst & Young’’), The Fortis
Building, 7th Floor, 139 Water Street, St. John’s, Newfoundland and Labrador, A1C 1B2. Ernst & Young report that
they are independent of the Corporation in accordance with the Rules of Professional Conduct of the Institute of
Chartered Accountants of Newfoundland.

The auditors of Terasen as at December 31, 2005 were KPMG LLP, Chartered Accountants (‘‘KPMG’’), of
Vancouver, British Columbia. KPMG report that, as at March 31, 2006 and during the years ended December 31, 2005
and 2004 on which they reported, they were independent of Terasen within the meaning of the Rules of Professional
Conduct of the Institute of Chartered Accountants of British Columbia.

LEGAL MATTERS

Certain legal matters relating to this Offering will be passed upon on behalf of the Corporation by Davies Ward
Phillips & Vineberg LLP, Toronto and McInnes Cooper, St. John’s and on behalf of the Underwriters by Stikeman
Elliott LLP, Toronto. At the date hereof, partners and associates of each of Davies Ward Phillips & Vineberg LLP,
McInnes Cooper and Stikeman Elliott LLP own beneficially, directly or indirectly, less than 1% of any securities of the
Corporation or any associate or affiliate of the Corporation.

TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar for the Subscription Receipts is Computershare Trust Company of Canada in
Toronto and Montréal.

PURCHASERS’ STATUTORY RIGHTS

Securities legislation in certain of the provinces of Canada provides purchasers with the right to withdraw from an
agreement to purchase securities. This right may be exercised within two business days after receipt or deemed receipt
of a prospectus and any amendment. In several of the provinces, the securities legislation further provides a purchaser
with remedies for rescission or, in some jurisdictions, damages if the prospectus and any amendment contains a
misrepresentation or is not delivered to the purchaser, provided that the remedies for rescission or damages are
exercised by the purchaser within the time limit prescribed by the securities legislation of the purchaser’s province. The
purchaser should refer to any applicable provisions of the securities legislation of the purchaser’s province for the
particulars of these rights or consult with a legal advisor.
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GLOSSARY OF TERMS

In the Prospectus, unless the context otherwise requires, the following terms have the meanings set forth below.

‘‘1933 Act’’ means the United States Securities Act of 1933, as amended;

‘‘Acquisition’’ means the acquisition by Fortis of all of the issued and outstanding shares of Terasen;

‘‘Acquisition Agreement’’ means the acquisition agreement dated February 26, 2007 between Fortis, 3211953 Nova
Scotia Company and Kinder Morgan;

‘‘CDS’’ means CDS Clearing and Depository Services Inc.;

‘‘Closing Date’’ means on or about March 15, 2007, or such other date as agreed to by the Corporation and the
Underwriters, but not later than April 18, 2007;

‘‘Corporation’’ or ‘‘Fortis’’ means Fortis Inc.;

‘‘Credit Facilities’’ means the senior unsecured, non-revolving term credit facilities in the aggregate amount of
$1.425 billion, consisting of a facility in the amount of $925 million and a facility in the amount of $500 million, to be
extended to Fortis pursuant to a commitment letter dated February 26, 2007 from Canadian Imperial Bank of
Commerce;

‘‘CWP’’ means CustomerWorks Limited Partnership;

‘‘Escrow Agent’’ means Computershare Trust Company of Canada or its successor as escrow agent under the
Subscription Receipt Agreement;

‘‘Escrowed Funds’’ means the gross proceeds from the sale of the Subscription Receipts;

‘‘Offering’’ means the distribution of Subscription Receipts pursuant to the Prospectus;

‘‘Release Conditions’’ means the receipt by the Corporation of all regulatory and government approvals required to
finalize the Acquisition, including that of the BCUC, and fulfillment or waiver of all other outstanding conditions
precedent to closing the Acquisition as itemized in the Acquisition Agreement;

‘‘ROE’’ means return on equity;

‘‘SEDAR’’ means the Canadian System for Electronic Document Analysis and Retrieval;

‘‘Subscription Receipt Agreement’’ means the agreement dated as of the Closing Date among the Corporation, CIBC
World Markets Inc. and the Escrow Agent governing the terms of the Subscription Receipts;

‘‘Subscription Receipts’’ means the subscription receipts of the Corporation offered hereby;

‘‘Terasen’’ means Terasen Inc.;

‘‘Terasen Gas’’ means, collectively, TGI, TGVI, TGWI and CWP;

‘‘Termination Time’’ means the earlier of 5:00 p.m. (Toronto time) on November 30, 2007 or the date on which the
Acquisition Agreement is terminated;

‘‘TGI’’ means Terasen Gas Inc.;

‘‘TGVI’’ means Terasen Gas (Vancouver Island) Inc.;

‘‘TGWI’’ means Terasen Gas (Whistler) Inc.;

‘‘TSX’’ means the Toronto Stock Exchange;

‘‘Underwriters’’ means, collectively, CIBC World Markets Inc., Scotia Capital Inc., TD Securities Inc., BMO Nesbitt
Burns Inc., RBC Dominion Securities Inc., National Bank Financial Inc., Canaccord Capital Corporation, Beacon
Securities Limited and HSBC Securities (Canada) Inc.; and

‘‘Underwriting Agreement’’ means the underwriting agreement dated February 27, 2007, between the Corporation
and the Underwriters relating to the sale of the Subscription Receipts offered under the Prospectus.

All dollar amounts in the Prospectus are expressed in Canadian dollars.
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AUDITORS’ CONSENT

We have read the short form prospectus of Fortis Inc. (the ‘‘Corporation’’) dated March 7, 2007 relating to the
issue and sale of 38,500,000 subscription receipts of the Corporation. We have complied with Canadian generally
accepted standards for an auditor’s involvement with offering documents.

We consent to the incorporation by reference, in the above-mentioned prospectus, of our report to the shareholders
of the Corporation on the consolidated balance sheets of the Corporation as at December 31, 2005 and 2004 and the
consolidated statements of earnings, retained earnings and cash flows for the years then ended. Our report is dated
January 27, 2006.

St. John’s, Canada (Signed) ERNST & YOUNG LLP
March 7, 2007 Chartered Accountants
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AUDITORS’ CONSENT

We have read the short form prospectus of Fortis Inc. (the ‘‘Corporation’’) dated March 7, 2007 relating to the
issue and sale of 38,500,000 subscription receipts of the Corporation. We have complied with Canadian generally
accepted standards for an auditor’s involvement with offering documents.

We consent to the use in the above-mentioned prospectus of our report to the shareholder of Terasen Inc. on the
consolidated statements of financial position of Terasen Inc. as at December 31, 2005 and 2004 and the consolidated
statements of earnings, retained earnings and cash flows for the years then ended. Our report is dated February 3, 2006,
except as to note 19(b) which is as of March 2, 2006 and note 19(c) which is as of March 31, 2006.

Vancouver, Canada (Signed) KPMG LLP
March 7, 2007 Chartered Accountants
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AUDITORS’ REPORT TO THE SHAREHOLDER

We have audited the consolidated statements of financial position of Terasen Inc. as at December 31, 2005 and
2004 and the consolidated statements of earnings, retained earnings and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position
of the Company as at December 31, 2005 and 2004 and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.

(Signed) KPMG LLP
Chartered Accountants

Vancouver, Canada
February 3, 2006, except as to note 19 (b) which is
as of March 2, 2006 and note 19 (c) which is
as of March 31, 2006
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TERASEN INC.

CONSOLIDATED STATEMENTS OF EARNINGS

Years ended December 31

2005 2004

(Restated —
notes 1(p) and 3)

In millions of dollars

Revenues
Natural gas distribution **************************************************** $1,678.0 $1,494.1
Petroleum transportation**************************************************** 227.8 225.5
Other activities *********************************************************** 46.7 78.5

1,952.5 1,798.1

Expenses
Cost of natural gas ******************************************************** 1,063.7 885.4
Cost of revenues from other activities **************************************** 28.9 52.8
Operation and maintenance ************************************************* 320.7 274.7
Depreciation and amortization *********************************************** 142.6 144.5
Property and other taxes**************************************************** 71.9 69.9

1,627.8 1,427.3

Operating Income ******************************************************** 324.7 370.8
Financing costs (note 14)*************************************************** 191.4 175.6

Earnings before share of earnings of equity investments and income taxes*********** 133.3 195.2
Equity earnings from Clean Energy net of disposition costs (note 4) *************** 2.5 —
Share of earnings of Express System ***************************************** 21.9 15.0

Earnings before income taxes and discontinued operations********************* 157.7 210.2
Income taxes (note 15)***************************************************** 51.6 63.7

Earnings before discontinued operations ************************************ 106.1 146.5
Earnings (loss) from discontinued operations, net of income taxes (note 3) ********** (4.9) 3.3

NET EARNINGS ******************************************************** $ 101.2 $ 149.8
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TERASEN INC.

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

Years ended
December 31

2005 2004

(Restated —
note 1(p))

In millions of dollars

Retained earnings, beginning of year ********************************************** $418.9 $355.5
Net earnings ****************************************************************** 101.2 149.8

520.1 505.3
Dividends on common shares **************************************************** 95.1 86.4

Retained earnings, end of year *************************************************** $425.0 $418.9
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TERASEN INC.

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

In millions of dollars
As at December 31

2005 2004

(Restated —
note 1(p))

Assets
Current assets

Cash and short-term investments ****************************************** $ 79.4 $ 20.0
Accounts receivable***************************************************** 468.1 348.6
Inventories of gas in storage and supplies *********************************** 205.7 189.2
Prepaid expenses ******************************************************* 14.1 9.5
Current portion of rate stabilization accounts (note 7) ************************* 28.4 27.1
Current assets held for sale (note 3) *************************************** 54.8 —

850.5 594.4
Property, plant and equipment (note 6) *************************************** 3,907.9 3,892.5
Long-term investment ***************************************************** 238.3 218.9
Goodwill**************************************************************** 76.4 128.0
Rate stabilization accounts (note 7) ****************************************** 48.3 60.6
Other assets (note 8) ****************************************************** 84.8 87.4
Long-lived assets held for sale (note 3)*************************************** 109.9 —

$5,316.1 $4,981.8

Liabilities and shareholder’s equity
Current liabilities

Short-term notes******************************************************** $ 681.0 $ 248.0
Accounts payable and accrued liabilities ************************************ 433.8 365.7
Income and other taxes payable ******************************************* 30.8 36.4
Current portion of rate stabilization accounts (note 7) ************************* 47.9 27.6
Current portion of long-term debt (note 9) ********************************** 398.2 416.7
Due to parent company ************************************************** 0.4 —
Current liabilities held for sale (note 3)************************************* 24.5 —

1,616.6 1,094.4
Long-term debt (note 9) *************************************************** 2,012.9 2,291.6
Other long-term liabilities and deferred credits (note 10)************************* 168.5 156.0
Future income taxes (note 15) ********************************************** 88.7 68.7
Long-term liabilities held for sale (note 3) ************************************ 13.7 —

3,900.4 3,610.7

Shareholder’s equity
Common shares (note 11) ************************************************ 904.9 883.4
Contributed surplus (note 12) ********************************************* 137.5 132.5
Retained earnings******************************************************* 425.0 418.9
Cumulative currency translation adjustment ********************************* (0.7) (12.7)

1,466.7 1,422.1
Less cost of common shares held by Terasen Pipelines (Trans Mountain) Inc. ***** 51.0 51.0

1,415.7 1,371.1

$5,316.1 $4,981.8

Approved by the Board:

(Signed) JAMES M. STANFORD (Signed) DOUGLAS W.G. WHITEHEAD

Director Director
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TERASEN INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

In millions of dollars
2005 2004

Cash flows provided by (used for)
Operating activities
Net earnings ********************************************************************* $101.2 $149.8
Adjustments for non-cash items

Loss (earnings) from discontinued operations **************************************** 4.9 (3.3)
Depreciation and amortization ***************************************************** 142.6 144.5
Equity earnings from Clean Energy ************************************************ (2.5) —
Share of earnings from long-term investments, in excess of cash distributions************** (19.4) (14.3)
Future income taxes ************************************************************* 2.9 (0.5)
Other ************************************************************************* 18.7 10.2

248.4 286.4
Decrease in rate stabilization accounts ************************************************ 10.1 31.0
Discontinued operations — Water and Utility Services*********************************** 5.2 3.3
Changes in non-cash working capital ************************************************* (68.3) 14.7

195.4 335.4

Investing activities
Property, plant and equipment******************************************************* (214.7) (154.4)
Acquisition of water and utility services businesses (note 4) ****************************** — (57.9)
Proceeds on sale of Clean Energy (note 4) ******************************************** 43.0 —
Discontinued operations — Water and Utility Services*********************************** (36.8) —
Proceeds on sale of other property, plant and equipment ********************************* — 0.9
Proceeds on sale of natural gas distribution assets (note 10) ****************************** 7.2 64.6
Other assets and deferred credits***************************************************** (11.2) (13.4)

(212.5) (160.2)

Financing activities
Increase (decrease) in short-term notes************************************************ 433.0 (305.9)
Increase in long-term debt ********************************************************** 601.5 339.1
Reduction of long-term debt ******************************************************** (884.9) (118.2)
Advances from parent company ***************************************************** 0.4 —
Discontinued operations — Water and Utility Services*********************************** 0.7 —
Issue of common shares, net of issue costs (note 11) ************************************ 20.9 14.7
Dividends on common shares ******************************************************* (95.1) (86.4)

76.5 (156.7)

Net increase in cash *************************************************************** 59.4 18.5
Cash at beginning of year ********************************************************** 20.0 1.5

Cash at end of year *************************************************************** $ 79.4 $ 20.0

Supplemental cash flow information
Interest paid in the year ********************************************************** $187.6 $162.7
Income taxes paid in the year ***************************************************** 48.4 78.1

Non-cash transactions
Mark to market on certain gas derivatives deferred in rate-stabilization accounts************ 21.2 —

Cash is defined as cash or bank indebtedness.
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TERASEN INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Tabular amounts in millions of dollars, except where stated otherwise)

YEARS ENDED DECEMBER 31, 2005 AND 2004

Terasen Inc. (‘‘Terasen’’ or the ‘‘Company’’) provides energy transportation and utility asset management services. Terasen operates in three
primary business segments which are separately managed to assess operational performance.

(a) Natural gas distribution operations involve the transmission and distribution of natural gas and propane for residential, commercial,
institutional, and industrial customers in British Columbia. The operations are conducted through Terasen Gas Inc. (‘‘Terasen Gas’’), serving the
Lower Mainland and interior of British Columbia, Terasen Gas (Vancouver Island) Inc. (‘‘TGVI’’), serving Vancouver Island and the Sunshine
Coast, Terasen Gas (Whistler) Inc., and Terasen Gas (Squamish) Inc.

(b) Petroleum transportation operations are carried out through Terasen Pipelines (Trans Mountain) Inc. (‘‘Trans Mountain’’), which owns and
operates a common carrier pipeline system for crude and refined petroleum products transported from Edmonton, Alberta to Vancouver, British
Columbia and Washington State, Terasen Pipelines (Corridor) Inc. (‘‘Corridor’’), which owns a pipeline in northern Alberta transporting diluted
bitumen, and the one-third owned entities Express Pipeline LP and Express US Holdings LP (‘‘the Express System’’). The Express System transports
crude oil from Hardisty, Alberta, through the Rocky Mountain region of the United States and on to Wood River, Illinois.

(c) Water and utility services operations includes providing water and wastewater treatment services, water distribution and wastewater
collection, meter reading, meter fleet management and installation services as well as product sales related to the water, sewer and irrigation markets.
These operations are provided through Terasen Waterworks (Supply) Inc., Terasen Utility Services Inc., Terasen Utility Services (U.S.) Inc.
(collectively ‘‘Terasen Water and Utility Services’’), and the Company’s 50% interest in Fairbanks Sewer and Water Inc. (‘‘FSW’’). These
operations have been reclassified to Discontinued Operations as described in Note 3.

(d) Other activities include international consulting activities, the Company’s 30% interest in CustomerWorks LP (‘‘CWLP’’), corporate
financing costs and administration charges, and the Company’s 40% (2004 — 45%) interest in Clean Energy Fuels Corp. (‘‘Clean Energy’’), which
was proportionately consolidated until the first quarter of 2005 and was then equity-accounted for until the investment was sold on October 31, 2005
(Note 4).

The Company operates in Canada and the United States, but at the present time the United States operations are not of sufficient size to be
reportable as either operating or geographic segments.

On November 30, 2005, all of the shares of the Company were acquired by Kinder Morgan, Inc. (‘‘KMI’’) pursuant to a Combination
Agreement dated as of August 1, 2005. The Company’s shareholders were able to elect, for each Terasen share held, either (i) $35.75 in cash,
(ii) 0.3331 shares of KMI common stock, or (iii) $23.25 in cash plus 0.1165 shares of KMI common stock. In the aggregate, approximately
12.5 million shares of KMI common stock was issued together with cash payments of approximately $2.49 billion to Terasen securityholders. The
Company has charged to earnings after-tax costs of $42.9 million associated with the transaction in earnings in the year ended December 31, 2005,
mainly from pre-tax investment banking costs of $14.7 million, severance and employee-related costs of $14.4 million, share option costs of
$3.6 million as described in Note 12, and the write-off of approximately $15.3 million of income tax expense related to restricted tax loss carry-
forwards.

1. SIGNIFICANT ACCOUNTING POLICIES

The preparation of these consolidated financial statements in conformity with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses in the financial
statements, as well as the disclosure of contingent assets and liabilities. Actual results could differ from those estimates.

In the opinion of management, these consolidated financial statements have been properly prepared within reasonable limits of materiality and
reflect the following summary of significant accounting policies.

(a) BASIS OF PRESENTATION

The consolidated financial statements include the accounts of the Company, its subsidiaries, and its proportionate share of the accounts of
jointly-controlled entities. Investments in entities which are not subsidiaries or joint ventures, but over which the Company exercises
significant influence, are accounted for using the equity method.

Certain of the prior year comparative figures have been reclassified to conform with the current year’s presentation.

(b) FOREIGN CURRENCY TRANSLATION

The Company translates its self-sustaining US dollar denominated water and utility service businesses’ and Clean Energy’s financial
statements into Canadian dollars using the current rate method of foreign currency translation. Under this method, assets and liabilities are
translated at the rate of exchange in effect at the balance sheet date, revenue and expense items are translated at average rates of exchange
for the period, and the exchange gains and losses arising on the translation of the financial statements are recorded in the cumulative
currency translation adjustment account in Shareholders’ equity.

The Company’s US-based petroleum transportation operations are integrated and are translated into Canadian dollars using the temporal
method. Under this method, monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at
the balance sheet date, with the exception of certain long-term debt in the Express System, which is considered to be a hedge of
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

U.S. dollar denominated revenues in the Express System. Non-monetary assets and liabilities denominated in foreign currencies are
translated at exchange rates in effect on the dates the assets were acquired or liabilities assumed. Revenues and expenses are translated at
the average rates of exchange prevailing during the month the transactions occurred. Under this method, exchange gains and losses on
translation are reflected in income when incurred.

(c) REGULATION

The natural gas distribution companies are subject to the regulation of the British Columbia Utilities Commission (‘‘the BCUC’’), an
independent regulatory authority. Both Terasen Gas and TGVI have multi-year agreements that will expire at the end of 2007. These
multi-year agreements are cost-of-service based agreements with allowed rates of return on approved rate base set by the BCUC. For
2005, Terasen Gas’s allowed rate of return was 9.03% and TGVI’s allowed rate of return was 9.53%. The allowed rates of return are
based on a notional debt-equity ratio of 67% debt and 33% equity for Terasen Gas and 65% debt and 35% equity for TGVI. The entities
have annual review processes for rate approvals, and the allowed rates of return are reset annually unless directed differently by the
BCUC.

The Trans Mountain and Express System operations are governed by contractual arrangements with shippers and are regulated in Canada
by the National Energy Board and, in the United States, tariff matters are regulated by the Federal Energy Regulatory Commission. Both
of these regulatory authorities are independent bodies. Trans Mountain has entered into a memorandum of understanding with shippers on
a new five-year agreement which will expire at the end of 2010. The Express System has firm service agreements that extend until 2015.

Corridor’s operations are governed by contractual arrangements with shippers and are subject to regulation by the Alberta Energy and
Utilities Board (‘‘the AEUB’’), an independent regulatory authority. Corridor’s rates are cost-of-service based and determined using
formulas embedded in agreements with shippers.

FSW is regulated by the Regulatory Commission of Alaska, an independent regulatory authority. FSW has a cost-of-service based
agreement with allowed rates of return set by the Regulatory Commission. FSW is currently operating on an interim rate basis while the
Commission is hearing a new rate case.

Approximately 95% of the Company’s operations are subject to rate regulation by independent regulatory agencies. These regulatory
authorities exercise statutory authority over such matters as rates of return, construction and operation of facilities, accounting practices,
rates and tolls, and contractual agreements with customers.

In order to recognize the economic effects of regulation, the timing of recognition of certain revenues and expenses in these operations
may differ from that otherwise expected under generally accepted accounting principles for non-regulated businesses.

The impacts of rate regulation on the Company’s operations for the twelve months ending December 31, 2005 and as at December 31,
2005 are described in these Significant Accounting Policies, and in Note 6 ‘‘Property, Plant and Equipment’’, Note 7 ‘‘Rate Stabilization
Accounts’’, Note 8 ‘‘Other Assets’’, Note 10 ‘‘Other Long-Term Liabilities and Deferred Credits’’, Note 13 ‘‘Employee Benefit Plans’’,
Note 14 ‘‘Financing Costs’’, and Note 15 ‘‘Income Taxes’’.

(d) INVENTORIES

Inventories of gas in storage are valued at weighted-average cost. Supplies and other inventories are valued at the lower of cost and net
realizable value.

(e) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are recorded at cost less accumulated depreciation and unamortized contributions in aid of construction.
Cost includes all direct expenditures for system expansions, betterments and replacements, an allocation of overhead costs and an
allowance for funds used during construction. When allowed by the regulators, regulated operations capitalize an allowance for equity
funds used during construction at approved rates.

Depreciation of regulated assets is recorded on a straight-line basis over their useful lives. Depreciation rates for regulated assets are
approved by the respective regulator, and for non-regulated assets requires the use of management estimates of the useful lives of assets.
Depreciation of non-regulated equipment is recorded using the declining balance method.

The cost of regulated depreciable property retired, together with removal costs less salvage, is charged to accumulated depreciation, as is
any gain or loss incurred on disposal.

(f) IMPAIRMENT OF LONG-LIVED ASSETS

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. Recoverability of assets is measured by a comparison of the carrying amount of an asset to estimated
undiscounted future cash flows expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash
flows, an impairment charge is recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset.

(g) ASSET RETIREMENT OBLIGATIONS

The Company recognizes the fair value of a future asset retirement obligation as a liability in the period in which it incurs a legal
obligation associated with the retirement of tangible long-lived assets that results from the acquisition, construction, development, and/or
normal use of the assets. The Company concurrently recognizes a corresponding increase in the carrying amount of the related long-lived
asset that is depreciated over the life of the asset. The fair value of the asset retirement obligation is estimated using the expected cash
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

flow approach that reflects a range of possible outcomes discounted at a credit-adjusted risk-free interest rate. Subsequent to the initial
measurement, the asset retirement obligation is adjusted at the end of each period to reflect the passage of time and changes in the
estimated future cash flows underlying the obligation. Changes in the obligation due to the passage of time are recognized in income as an
operating expense using the interest method. Changes in the obligation due to changes in estimated cash flows are recognized as an
adjustment of the carrying amount of the related long-lived asset that is depreciated over the remaining life of the asset.

As the fair value of future removal and site restoration costs for the Company’s natural gas distribution and petroleum transportation
systems are not currently determinable, the Company has not recognized an asset retirement obligation as at December 31, 2005 and
2004. For regulated operations there is a reasonable expectation that asset retirement costs would be recoverable through future rates or
tolls.

(h) RATE STABILIZATION ACCOUNTS

TGVI maintains a BCUC approved Revenue Deficiency Deferral Account (‘‘RDDA’’) to accumulate unrecovered costs of providing
service to customers or to drawdown such costs where earnings exceed an allowed return as set by the BCUC. The RDDA has
accumulated the allowed earnings in excess of achieved earnings prior to 2003 and is to be recovered through future rates. During the
years ended December 31, 2005 and 2004, the RDDA has decreased as achieved earnings have exceeded the allowed return.

Terasen Gas is authorized by the BCUC to maintain rate stabilization accounts which mitigate the effect on its earnings of unpredictable
and uncontrollable factors, namely volume volatility caused principally by weather and natural gas cost volatility. The Revenue
Stabilization Adjustment Mechanism (‘‘RSAM’’) accumulates the margin impact of variations in the actual versus forecast volume use
for residential and commercial customers.

In 2004, the Gas Cost Reconciliation Account (‘‘GCRA’’), which accumulates differences between actual natural gas costs and forecast
natural gas costs as recovered in base rates, was replaced by the Commodity Cost Reconciliation Account (‘‘CCRA’’) and the Midstream
Cost Reconciliation Account (‘‘MCRA’’). The two new accounts were approved by the BCUC to segregate costs that are allocable to all
sales customers (MCRA) and all residential customers and certain commercial and industrial customers for whom Terasen Gas acquires
gas supply (CCRA). TGVI has a Gas Cost Variance Account (‘‘GCVA’’) which mitigates the effect on its earnings of natural gas cost
volatility. The GCVA is recoverable in rates from customers in TGVI’s service areas in future periods.

All rate stabilization account balances for both TGVI and Terasen Gas are amortized and recovered through rates as approved by the
BCUC.

(i) DEFERRED CHARGES

The Company defers certain costs which the regulatory authorities or contractual arrangements require or permit to be recovered through
future rates or tolls. Deferred charges are amortized over various periods as approved by the regulator and depending on the nature of the
costs.

Deferred charges include long-term debt issue costs which are amortized over the term of the related debt.

Deferred charges not subject to regulation relate to projects which are expected to benefit future periods and will be capitalized on
completion, expensed on project abandonment, or amortized over their useful lives.

(j) GOODWILL

Goodwill represents the excess of an investment over the fair value of the net assets acquired. Goodwill is not amortized and is tested
annually for impairment by comparing the book value with the fair value of the goodwill of the reporting unit to which the goodwill is
attributable. Any deficiency in the book value compared to the fair value will be recognized as an impairment loss.

(k) REVENUE RECOGNITION

The Company recognizes revenues when products have been delivered or services have been performed.

The natural gas distribution utilities record revenues from natural gas sales on the basis of regular meter readings and estimates of
customer usage since the last meter reading date to the end of the year and are adjusted for the Revenue Stabilization Adjustment
Mechanism and other BCUC approved orders.

For the petroleum transportation operations, revenues are recorded when products are delivered and adjusted according to terms
prescribed by toll settlements with the shippers and approved by the respective regulator.

For the water and utility services operations revenues are recorded when services have been performed or products have been delivered.

(l) DERIVATIVE FINANCIAL INSTRUMENTS

The Company utilizes derivatives and other financial instruments to manage its exposure to changes in foreign currency exchange, interest
rates and energy commodity prices.

A derivative must be designated and effective to be accounted for as a hedge. The Company designates each derivative instrument as a
hedge of specific assets or liabilities on the balance sheet, specific firm commitments or anticipated transactions. The Company also
assesses, both at inception and on an ongoing basis, whether the derivative instruments that are used in each hedging transaction are
highly effective in offsetting changes in fair values or cash flows of the hedged items. Derivatives accounted for as a hedge are not
recognized in the consolidated financial statements.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Derivative financial instruments not designated as effective as a hedge are recorded at fair value at the balance sheet date. The carrying
amount of these derivatives, which comprise unrealized gains and losses, are included in accounts receivable in the case of contracts in a
gain position and accounts payable and accrued liabilities in the case of contracts in a loss position. The offsetting gain/loss is recorded in
the rate stabilization accounts, as realized gains/losses are passed on to customers when realized.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk management
objective and strategy for undertaking various hedge transactions.

As approved by the regulator, derivatives are used to manage natural gas commodity price risk in the natural gas distribution operations.
The majority of natural gas supply contracts have floating, rather than fixed prices. The Company uses natural gas price swap contracts to
fix the effective purchase price. Any differences between the effective cost of natural gas purchased and the price of natural gas included
in rates are recorded in deferral accounts (CCRA and MCRA), and subject to regulatory approval, are passed through in future rates to
customers.

Foreign currency risk in natural gas distribution operations relates mainly to purchases and sales of natural gas denominated in U.S.
dollars, and is thereby managed through regulatory deferral accounts.

The Company’s short-term borrowings and variable rate long-term debt are exposed to interest rate risk. The Company manages interest
rate risk through the use of interest rate derivatives with payments and receipts under interest rate swap contracts being recognized as
adjustments to financing costs.

The Company’s earnings from the U.S. portion of Trans Mountain’s crude oil pipeline system and the Company’s investment in the
Express System are subject to foreign currency risk. The Company manages some of these foreign currency exposures through the use of
foreign currency derivatives.

Unless otherwise approved by regulation, if a derivative instrument is terminated or ceases to be effective prior to maturity, the gain or
loss at that date is deferred and recognized in income concurrently with the hedged item. Any subsequent changes in the value of the
derivative instrument are reflected in income.

Non-hedge derivatives not subject to regulation are marked to market at the balance sheet date with fluctuations in value charged to
earnings.

(m) POST-EMPLOYMENT BENEFIT PLANS

The Company sponsors a number of employee benefits plans. These plans include both defined benefit and defined contribution pension
plans, and various other post-retirement benefit plans.

The cost of pensions and other post-retirement benefits earned by employees is actuarially determined as the employee provides service,
except when the regulator requires costs to be expensed as paid. The Company uses the projected benefit method based on years of service
and management’s best estimates of expected returns on plan assets, salary escalation, retirement age of employees, mortality and
expected future health-care costs. The discount rate used to value liabilities is based on AA Corporate bond yields. The Company accrues
the cost of defined benefit pensions and post-employment benefits as the employee provides services, except when the regulator requires
costs to be expensed as paid.

The expected return on plan assets is based on management’s estimate of the long-term expected rate of return on plan assets and a
market-related value of plan assets. The market-related value of assets as of December 31, 2005 is calculated as the average of the market
value of invested assets at December 31, 2005 and two actuarially determined extrapolated market values of invested assets at
December 31, 2005. The two extrapolated market values are calculated by using the market value of invested assets at December 31, 2003
rolled forward to December 31, 2005 using 2004 and 2005 net contributions and assumed investment returns, and the market value of
invested assets at December 31, 2004 rolled forward to December 31, 2005 using 2005 net contributions and assumed investment returns.
These three amounts are then averaged to determine the market-related value of plan assets used in calculating net benefit expense.

Adjustments, in excess of 10% of the greater of the accrued benefit obligation and plan asset fair value, that result from plan amendments,
changes in assumptions and experience gains and losses, are amortized over the expected average remaining service life of the employee
group covered by the plan. Experience will often deviate from the actuarial assumptions resulting in actuarial gains and losses.

Defined contribution plan costs are expensed by the Company as contributions are payable.

(n) INCOME TAXES

The Company’s regulated gas and petroleum operations account for and recover income tax expense in rates as prescribed by their
respective regulators. This includes accounting for income taxes by the taxes payable method and accounting for certain deferral and rate
stabilization accounts on a net of realized tax basis. Therefore, future income taxes related to temporary differences are not recorded. The
taxes payable method is followed as there is a reasonable expectation that all future income taxes will be recovered in rates when they
become payable.

The Company’s non-regulated operations and FSW follow the asset and liability method of accounting for income taxes. Future income
tax assets and liabilities are determined based on temporary differences between the tax bases of assets and liabilities and their carrying
values for accounting purposes. Future income tax assets and liabilities are measured at the tax rate that is expected to apply when the
temporary differences reverse.
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1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(o) STOCK-BASED COMPENSATION

The Company had a Share Option Plan whereby officers, directors and certain key employees may be granted options to purchase
common shares. The Company uses the fair value based method for valuing stock options granted on or after January 1, 2003. Under the
fair value based method, compensation cost is measured at the fair value at the date of grant and is expensed over the award’s vesting
period.

Prior to January 1, 2003, the Company used the settlement method of accounting for stock options, whereby any consideration paid by
employees on the exercise of stock options was credited to common shares and no compensation expense was recognized.

The Company’s Share Option Plan was discontinued on November 30, 2005 as a result of the acquisition of the Company by KMI.

The Company issued Deferred Share Units (‘‘DSU’s’’) to senior management and Board members under long-term compensation
programs and also as an optional form of compensation to Board members. The DSU’s were marked-to-market at the end of each quarter
and gains or losses were recognized in earnings. The DSU’s notionally earned dividends that were reinvested as additional DSU’s when
dividends were paid, and were paid out in cash only on retirement or termination of the individual receiving them. The DSU’s were paid
out in cash upon the acquisition of the Company by KMI on November 30, 2005.

(p) LIABILITIES AND EQUITY

In accordance with recent changes to the CICA Handbook Section 3861 ‘‘Financial Instruments — Disclosures and Presentation’’, the
Company’s $125 million 8% Capital Securities have been reclassified from shareholders’ equity to liabilities because the Capital
Securities can be settled by issuing equity at a variable price dependent upon the market value of the Company’s common shares at the
settlement date. As a result of the change, distributions associated with the Capital Securities are now recorded as financing costs and the
related income-tax benefits are recorded within income tax expense. Previously, the distributions were recorded on an after-tax basis as a
deduction from net earnings to determine earnings applicable to common shares. There is no impact to earnings applicable to common
shares or earnings per share. The changes have been applied retroactively and have increased long-term debt and decreased shareholders’
equity, both by $125.0 million, compared to the amounts previously reported as at December 31, 2004. The restatement has also increased
financing costs by $10.0 million, decreased income tax expense by $3.4 million and capital securities distributions by $6.6 million
compared to the amounts previously reported for the year ended December 31, 2004.

(q) VARIABLE INTEREST ENTITIES

Effective January 1, 2005, the Company adopted the CICA Handbook Accounting Guideline 15 ‘‘Consolidation of Variable Interest
Entities’’. The Company has performed a review of the entities with whom it conducts business and determined that under the definitions
in the Guideline the Company’s investment in Express US Holdings LP, part of the Express System, is deemed to be a variable interest
entity. As the Company has not been identified as the primary beneficiary of Express US Holdings LP, the Company continues to account
for its investment in the Express System on an equity basis. The Company’s future exposure to loss regarding its investment is represented
by the carrying value of the investment.

2. SEGMENT DISCLOSURES

2005

Natural gas Petroleum Other
distribution transportation activities Total

Revenues************************************************************ $1,678.0 $ 227.8 $46.7 $1,952.5

Cost of natural gas**************************************************** 1,063.7 — — 1,063.7
Cost of revenues from other activities ************************************ — — 28.9 28.9
Operation and maintenance ********************************************* 195.8 82.3 42.6 320.7
Depreciation and amortization******************************************* 96.7 37.6 8.3 142.6
Property and other taxes *********************************************** 47.4 24.6 (0.1) 71.9

1,403.6 144.5 79.7 1,627.8

Operating income ***************************************************** 274.4 83.3 (33.0) 324.7
Financing costs******************************************************* 129.2 31.7 30.5 191.4
Share of (earnings) of Express System************************************ — (21.9) — (21.9)
Income taxes (recovery) on earnings ************************************* 54.4 9.0 (11.8) 51.6
(Earnings) from Clean Energy net of disposition costs *********************** — — (2.5) (2.5)

Net earnings (loss) before discontinued operations ************************** 90.8 64.5 (49.2) 106.1

Earnings (loss) from discontinued operations******************************* — — (4.9) (4.9)

Net earnings (loss) **************************************************** 90.8 64.5 (54.1) 101.2

Total assets ********************************************************** 3,656.9 1,397.1 262.1 5,316.1

Goodwill ************************************************************ 76.4 — — 76.4

Capital expenditures*************************************************** 176.3 37.4 1.0 214.7
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2. SEGMENT DISCLOSURES (CONTINUED)

2004

Natural gas Petroleum Other
distribution transportation activities Total

Revenues************************************************************ $1,494.1 $ 225.5 $78.5 $1,798.1

Cost of natural gas**************************************************** 885.4 — — 885.4
Cost of revenues from other activities ************************************ — — 52.8 52.8
Operation and maintenance ********************************************* 190.5 66.0 18.2 274.7
Depreciation and amortization******************************************* 98.7 35.9 9.9 144.5
Property and other taxes *********************************************** 47.1 22.5 0.3 69.9

1,221.7 124.4 81.2 1,427.3

Operating income ***************************************************** 272.4 101.1 (2.7) 370.8
Financing costs******************************************************* 126.2 22.5 26.9 175.6
Share of (earnings) of Express System************************************ — (15.0) — (15.0)
Income taxes (recovery) on earnings ************************************* 50.3 22.7 (9.3) 63.7

Net earnings (loss) **************************************************** 95.9 70.9 (20.3) 146.5

Earnings from discontinued operations************************************ — — 3.3 3.3

Net earnings (loss) **************************************************** 95.9 70.9 (17.0) 149.8

Total assets ********************************************************** 3,386.2 1,350.4 245.2 4,981.8

Goodwill ************************************************************ 76.4 — 51.6 128.0

Capital expenditures*************************************************** 112.3 31.0 11.1 154.4

The segmented disclosures in these consolidated financial statements have been changed from those reported in the December 31, 2004 annual
financial statements and no longer include the water and utility services business which are now reported as discontinued operations. Terasen’s
30% share of CWLP is now included in other activities. The comparative segment information has been restated to reflect this change.

3. DISCONTINUED OPERATIONS

In January 2006, the Company entered into an agreement to sell Terasen Water and Utility Services, including the Company’s 50% equity
interest in FSW, to a consortium of external third parties and Terasen Water and Utility Services senior management. The sale does not include
the Company’s interest in CWLP. The proceeds are anticipated to approximate the consolidated net carrying value of the discontinued
operations at December 31, 2005, and no significant gains or losses are expected to occur upon the disposition. The Company anticipates that
the sale will be completed at the end of April 2006.

The Company has classified, at December 31, 2005, the assets and liabilities of the entities being sold as assets and liabilities held for sale. The
revenue and expense items for 2005 have been classified as net earnings (loss) from discontinued operations and the comparative figures have
been restated to conform with this presentation. Gross revenues applicable to the Terasen Water and Utility Services group were $205.1 million
in 2005 (2004 — $158.9 million) and pre-tax income was $1.4 million (2004 — $6.4 million). The 2005 pre-tax income includes a charge to
earnings of $7.2 million related to currency translation losses arising on the Company’s investment in self sustaining foreign operations. Income
taxes from discontinued operations includes a charge of $3.4 million on operating earnings from the entities and a write-off of $2.9 million of
tax losses expiring as a result of the change in control.

4. ACQUISITIONS AND DISPOSITIONS

DISPOSITION OF CLEAN ENERGY

On October 31, 2005, the Company sold its 40.38% ownership in Clean Energy for proceeds of approximately U.S. $35.9 million. The sale,
together with equity earnings of Clean Energy for the nine months ended September 30, 2005, resulted in a gain of $2.5 million, including the
recognition of all unrealized gas forward contract gains of Clean Energy in 2005 totalling $10.9 million and the recognition of currency
translation losses previously included in shareholders’ equity totalling $8.4 million.

WATER AND UTILITY SERVICES ACQUISITIONS

In 2005 the Company purchased two water and utility services businesses for total cash proceeds of $11.2 million. The cash used to purchase
these businesses has been included in Investing activities of Discontinued Operations on the Statements of Cash Flow.

On July 31, 2004, the Company acquired a 50 per cent interest in FSW. FSW provides water and wastewater treatment and water distribution
and wastewater collection services to Fairbanks, Alaska. The Company paid $40.8 million for its 50 per cent interest after working capital
adjustments. The Company has accounted for the acquisition of FSW using the purchase method and has proportionately consolidated its 50%
of operations since the date of acquisition.

The Company and the other owners of FSW each have the option to have Terasen acquire the remaining 50 per cent interest in FSW at fair
market value in 2009.

During 2004, the Company also acquired 100% of two businesses and increased its investment in two other businesses that provide meter
reading, meter fleet management and installation services in Canada and the United States. The Company paid $17.1 million for the interest in
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4. ACQUISITIONS AND DISPOSITIONS (CONTINUED)

these businesses after working capital adjustments. The earnings of these acquired businesses have been included in the statement of earnings
from the date of acquisition.

The following table provides the allocation of the purchase price over the assets and liabilities acquired in 2004:

FSW Other Total

Working capital ******************************************************************************* $ 2.2 $ 7.1 $ 9.3
Property, plant and equipment ******************************************************************* 27.0 1.6 28.6
Goodwill************************************************************************************* 24.0 8.0 32.0
Other assets ********************************************************************************** 0.5 0.4 0.9
Future income taxes *************************************************************************** (2.0) — (2.0)
Long-term debt assumed ************************************************************************ (10.9) — (10.9)

Total cash paid ******************************************************************************* $ 40.8 $17.1 $ 57.9

5. INVESTMENTS IN JOINTLY-CONTROLLED ENTITIES

As at December 31, 2005, the Company has a 30% interest in CWLP and a 50% interest in FSW for which it uses the proportionate
consolidation method of accounting. The comparative information for 2004 in the table below includes the Company’s interest in Clean Energy
which was accounted for under the proportionate consolidated method until the first quarter of 2005, and then equity-accounted until the interest
in Clean Energy was sold in 2005. The revenue, expenses, and net income for 2004 has been restated to present the net earnings of the
Company’s 50% interest in FSW’s as earnings from discontinued operations. The Company’s proportionate interest in the assets and liabilities
of FSW are excluded from the table below as they are classified as assets and liabilities held for sale at December 31, 2005. The Company’s
proportionate interest in FSW at December 31, 2005 includes $52.8 million of assets and $16.0 million of liabilities, all of which are classified
as held for sale.

The Company’s proportionate share of assets, liabilities, revenues, expenses, and cash flows related to these entities proportionately
consolidated is summarized as follows:

2005 2004

Current assets ***************************************************************************************** $10.2 $ 27.1
Long-term assets (including property, plant and equipment and goodwill) **************************************** 35.6 121.0
Current liabilities ************************************************************************************** 39.4 41.3
Long-term liabilities ************************************************************************************ — 20.4
Revenues********************************************************************************************* 43.5 73.0
Expenses (including financing costs and income tax) ********************************************************* 36.4 67.7
Net earnings from continuing operations ******************************************************************* 7.1 5.3
Earnings from discontinued operations ********************************************************************* 1.7 0.6
Cash flows from operating activities*********************************************************************** 13.9 7.8
Cash flows from investing activities *********************************************************************** (0.1) (7.5)
Cash flows from financing activities *********************************************************************** — 0.2

6. PROPERTY, PLANT AND EQUIPMENT

2005

Weighted average Accumulated Net book
depreciation rate Cost depreciation Value

Natural gas distribution systems ************************************ 2.31% $3,093.9 $ 596.7 $2,497.2
Petroleum pipeline systems **************************************** 2.59% 1,329.5 329.7 999.8
Plant, buildings and equipment ************************************* 9.13% 427.4 167.0 260.4
Land and land rights********************************************** 0.15% 153.2 2.7 150.5

$5,004.0 $1,096.1 $3,907.9

2004

Weighted average Accumulated Net book
depreciation rate Cost depreciation Value

Natural gas distribution systems ************************************ 2.40% $3,009.6 $ 542.5 $2,467.1
Petroleum pipeline systems **************************************** 2.51% 1,295.0 295.9 999.1
Water and utility plant and distribution systems *********************** 3.71% 34.0 1.8 32.2
Plant, buildings and equipment ************************************* 8.98% 404.4 160.3 244.1
Land and land rights********************************************** 0.25% 152.6 2.6 150.0

$4,895.6 $1,003.1 $3,892.5
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6. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

As allowed by the regulators, during the year ended December 31, 2005 the Company capitalized an allowance for equity funds during
construction at approved rates of $1.0 million (2004 — $1.0 million) and approved capitalized overhead of $31.1 million (2004 —
$31.1 million), with offsetting inclusions in earnings.

7. RATE STABILIZATION ACCOUNTS

2005 2004

Current Assets
RDDA *********************************************************************************************** $12.8 $12.9
RSAM *********************************************************************************************** 13.0 11.1
CCRA *********************************************************************************************** — 2.7
Gas Cost Variance Account (TGVI) *********************************************************************** 2.6 0.4

28.4 27.1

Long-Term Assets
RDDA *********************************************************************************************** 22.4 32.7
RSAM *********************************************************************************************** 25.9 27.9

48.3 60.6

Current Liabilities
CCRA *********************************************************************************************** (21.3) —
MCRA*********************************************************************************************** (26.6) (27.6)

(47.9) (27.6)

Net rate stabilization accounts**************************************************************************** $28.8 $60.1

The current portion of the rate stabilization accounts represents the amounts expected to be recovered or refunded in rates over the next year.
Actual recoveries/(refunds) will vary depending on actual natural gas consumption and recovery amounts approved by the BCUC.

The RSAM account is anticipated to be recovered in rates over three years. Recovery of the RSAM balance is dependent upon annually
approved rates and actual gas consumption volumes. The MCRA and CCRA accounts, which succeeded the GCRA account in 2004, are
anticipated to be fully recovered or paid within the next fiscal year.

8. OTHER ASSETS

2005 2004

Deferred charges
Subject to rate regulation and approved for recovery in rates

Income taxes recoverable on post-employment benefits *************************************************** $10.6 $ 8.4
Long-term debt issue costs ************************************************************************** 9.5 8.6
Commercial commodity unbundling costs ************************************************************** 3.2 4.0
Replacement transportation agreement ***************************************************************** 3.2 3.6
Other items included approved for recovery in rates****************************************************** 12.2 10.9

Subject to rate regulation but not yet approved for recovery in rates
Deferred development costs for capital projects********************************************************** 19.5 7.9
Corporate capital tax deferrals************************************************************************ 7.5 7.7
Inland Pacific Connector Development costs ************************************************************ — 5.4
Other items subject to rate regulation but not yet approved ************************************************ 1.7 0.9

Included in non-regulated entities
Long-term debt issue costs ************************************************************************** 1.0 1.6
Other items included in non-regulated entities *********************************************************** 2.7 12.4

71.1 71.4
Investments ***************************************************************************************** 2.2 1.3
Long-term receivables ******************************************************************************** 11.5 14.7

$84.8 $87.4

Amortization of these deferred charges in rates for the year ended December 31, 2005 totalled $11.3 million (2004 -$9.0 million).

The deferral account for income taxes on post-employment benefits relates to income tax amounts on post employment benefit expense. The
BCUC allows post-employment benefits to be collected from customers through rates calculated on the accrual basis, rather than a cash paid
basis, which produces timing differences for income tax purposes. Since Terasen Gas accounts for income taxes using the taxes payable basis of
accounting, the tax effect of this timing difference is included in other assets, and will be reduced as cash payments for post-employment
benefits exceed required accruals and amounts collected from customers in rates.

Long-term debt issue costs are amortized over the terms of the related debt, whose maturity dates are provided in Note 9 ‘‘Long-Term Debt’’.
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8. OTHER ASSETS (CONTINUED)

The commercial commodity unbundling costs deferred are costs incurred to develop a third-party marketer alternative for commercial customers
to purchase natural gas from suppliers other than Terasen Gas. The BCUC has approved the recovery of these costs in rates over a five-year
period, of which four years remain at December 31, 2005.

The deferral account for the replacement transportation agreement relates to amounts that Terasen Gas is allowed to recover from customers in
rates in order to cover any shortfall in revenues relative to a minimum amount approved by the BCUC on the Company’s Southern Crossing
Pipeline. The deferral account is being amortized and recovered in rates over a five-year period, of which four years remain at December 31,
2005.

Deferred development costs for capital projects include costs for projects under development that are expected to be added to regulated rate-base
in future periods. These costs include approximately $16.2 million for Trans Mountain TMX expansion costs and $3.3 million for capital
projects that are currently in progress by the natural gas distribution operations.

The deferral for corporate capital tax relates to tax payments that were made to the province of British Columbia (‘‘the Province’’) related to
assessments for corporate capital tax for TGVI and Terasen Gas which the Company believes were incorrectly assessed. The Company is
currently in the process of appealing the tax assessments and depending on the success of the appeals, the Company will either be refunded these
amounts from the Province or alternatively expects to recover the costs from customers in future rates.

On October 5, 2005, the British Columbia Utilities Commission issued a decision that denied recovery of approximately $5.4 million of costs
that Terasen Gas incurred to develop the Inland Pacific Connector pipeline project that is planned to bring new gas transmission capacity to the
Lower Mainland of British Columbia when economic conditions make the project viable. The Company still believes that the project is viable
and intends to keep all existing permits and land right approvals in place that have already been granted. Terasen Gas has filed an application to
have the decision reconsidered, but has recorded an after-tax provision of $3.6 million at December 31, 2005.

Deferred charges for rate regulated entities that have been aggregated in the table above and in the table in ‘‘Other Long-term Liabilities and
Deferred Credits’’ in Note 10 relate to more than fifty deferral accounts, none of which exceed $1.6 million individually. All of these accounts
have been approved by regulators in prior annual rate approvals or orders and are being amortized over various periods depending on the nature
of the costs.
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9. LONG-TERM DEBT

2005 2004

Terasen Inc.
(a) Medium Term Note Debentures:

6.30% Series 1, due December 1, 2008 ************************************************************ $ 200.0 $ 200.0
4.85% Series 2, due May 8, 2006***************************************************************** 100.0 100.0
5.56% Series 3, due September 15, 2014 *********************************************************** 125.0 125.0

(b) 8% Capital Securities, due April 19, 2040 ********************************************************** 125.0 125.0

550.0 550.0

Terasen Gas Inc.
(c) Purchase Money Mortgages:

11.80% Series A, due September 30, 2015 ********************************************************* 74.9 74.9
10.30% Series B, due September 30, 2016 ********************************************************* 200.0 200.0

(d) Debentures and Medium Term Note Debentures:
9.75% Series D, due December 17, 2006*********************************************************** 20.0 20.0
10.75% Series E, due June 8, 2009 *************************************************************** 59.9 59.9
6.20% Series 9, due June 2, 2008***************************************************************** 188.0 188.0
6.95% Series 11, due September 21, 2029 ********************************************************** 150.0 150.0
6.50% Series 12, due July 20, 2005 *************************************************************** — 200.0
6.50% Series 13, due October 16, 2007 ************************************************************ 100.0 100.0
6.15% Series 16, due July 31, 2006 *************************************************************** 100.0 100.0
Floating Rate Series 17, interest rate of 2.93% (2004) due September 26, 2005 *************************** — 150.0
6.50% Series 18, due May 1, 2034**************************************************************** 150.0 150.0
5.90% Series 19, due February 26, 2035 *********************************************************** 150.0 —
Floating Rate Series 20, interest rate of 3.36% due October 24, 2007************************************ 150.0 —
Various series, weighted average interest rate of 9.63% (2004 — 9.63%) due in 2005 ********************** — 45.0
Obligations under capital leases, at 6.07% (2004 — 6.23%) ******************************************* 8.8 10.8

1,351.6 1,448.6

Terasen Gas (Vancouver Island) Inc.
(e) Syndicated credit facility at short-term floating rates, weighted average interest rate of 3.88% (2004 — 3.35%)

with maturities of $176.5 million in 2006 and $33.0 million in 2009 ************************************ 209.5 214.9

Terasen Pipelines (Trans Mountain) Inc.
(f) Debentures:

11.50% Series C, due June 20, 2010 ************************************************************** — 35.0

— 35.0

Terasen Pipelines (Corridor) Inc.
(g) Debentures:

4.24% Series A, due February 2, 2010************************************************************* 150.0 —
5.033% Series B, due February 2, 2015 ************************************************************ 150.0 —

(h) Commercial Paper at short-term floating rates, weighted average interest rate of 2.61% (2004 — 2.51%) ****** — 446.0

300.0 446.0

Other long-term debt ******************************************************************************* — 13.8

Total long-term debt******************************************************************************** 2,411.1 2,708.3
Less: current portion of long-term debt **************************************************************** 398.2 416.7

$2,012.9 $2,291.6

(a) TERASEN INC. MEDIUM TERM NOTE DEBENTURES:
The Company’s Medium Term Note Debentures are unsecured obligations but are subject to the restrictions of the Trust Indenture dated
November 21, 2001.

(b) TERASEN INC. CAPITAL SECURITIES:
On April 19, 2000, the Company issued $125.0 million of 8.0% Capital Securities with a term to maturity of 40 years for gross proceeds
of $123.7 million. The Company may elect to defer payments on these securities and settle such deferred payments in either cash or
common shares, and has the option to settle principal at maturity through the issuance of common shares. The securities are exchangeable
at the option of the holder on or after April 19, 2010 for common shares of the Company at 90% of the market price, subject to the right of
the Company to redeem the securities for cash. Distributions on these securities, net of related income taxes, are deducted from net
earnings for the purposes of calculating earnings applicable to common shares.
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9. LONG-TERM DEBT (CONTINUED)

(c) TERASEN GAS INC. PURCHASE MONEY MORTGAGES:
The Series A and Series B Purchase Money Mortgages are secured equally and rateably by a first fixed and specific mortgage and charge
on Terasen Gas’ Coastal Division assets, and are subject to the restrictions of the Trust Indenture dated December 3, 1990. The aggregate
principal amount of Purchase Money Mortgages that may be issued under the Trust Indenture is limited to $425 million.

(d) TERASEN GAS INC. DEBENTURES AND MEDIUM TERM NOTE DEBENTURES:
Terasen Gas’ debentures are unsecured obligations but are subject to the restrictions of the Trust Indenture dated November 1, 1977, as
amended and supplemented.

(e) TERASEN GAS (VANCOUVER ISLAND) INC. BANK SYNDICATE:
The credit facility from the syndicate of banks is secured by a first floating charge over all of the assets of TGVI, assignment of certain
material contracts, and assignment of royalty revenue and interruptible incentive payments. Subsequent to year-end the credit facility was
renegotiated, and further information is disclosed in Note 19 ‘‘Subsequent Events’’.

(f) TERASEN PIPELINES (TRANS MOUNTAIN) INC. DEBENTURES:
The Trans Mountain debentures were unsecured obligations but were subject to the restrictions of the Trust Indenture dated February 18,
1987, as amended and supplemented.

On November 1, 2005, Trans Mountain redeemed the 11.50% Series C Debentures, due June 20, 2010. The total redemption price for the
Debentures included a redemption premium of $10.9 million which has been reflected in financing costs for the year ended December 31,
2005. The Company has recognized an income tax benefit associated with the redemption costs of $3.6 million in income taxes for the
year ended December 31, 2005.

(g) TERASEN PIPELINES (CORRIDOR) INC. DEBENTURES PAPER:
On February 1, 2005, Terasen Pipelines (Corridor) Inc. (‘‘Corridor’’) issued $150 million Series A Debentures and $150 million Series B
Debentures. The debentures are unsecured and subject to restrictions of the Trust Indenture. The proceeds were used to repay a portion of
Corridor’s outstanding commercial paper.

Concurrent with the debenture issuance, Corridor entered into an operating credit facility which has annual renewal provisions. The credit
facility is unsecured and will backstop Corridor’s commercial paper issuance.

The Company’s Series 1 and Series 3 Medium Term Note Debentures and Capital Securities, Terasen Gas’ Series B Purchase Money
Mortgages, Series E Debentures, and Series 11, Series 13, Series 16, Series 18, and Series 19 Medium Term Note Debentures, and
Terasen Pipelines (Corridor) Inc. Series A and Series B Debentures are redeemable in whole or in part at the option of the Company at a
price equal to the greater of the Canada Yield Price, as defined in the applicable Trust Indenture, and the principal amount of the debt to
be redeemed, plus accrued and unpaid interest to the date specified for redemption. The Canada Yield Price is calculated as an amount that
provides a yield slightly above the yield on an equivalent maturity Government of Canada bond.

Required principal repayments over the next five years are as follows:

2006 ************************************************************************************************** $398.2
2007 ************************************************************************************************** 251.8
2008 ************************************************************************************************** 389.7
2009 ************************************************************************************************** 94.6
2010 ************************************************************************************************** 151.8

10. OTHER LONG-TERM LIABILITIES AND DEFERRED CREDITS

2005 2004

Pension and other post-employment benefit liabilities ******************************************************** $ 39.7 $ 30.8
Deferred gains on sale of natural gas distribution assets****************************************************** 59.2 60.3
Deferred payment ************************************************************************************* 36.0 33.9
Deferred credits

Subject to rate regulation and approved for refund in rates
Earnings Sharing Mechanism *********************************************************************** 8.8 1.6
Deferred Interest Mechanism************************************************************************ 2.4 2.5
Other items included approved for repayment in rates *************************************************** 6.8 8.2

Other deferred credits in entities subject to rate regulation************************************************** 1.7 1.8
Other deferred credits/liabilities************************************************************************** 13.9 16.9

$168.5 $156.0

The deferred gains on sale of natural gas distribution assets occurred upon the sale and leaseback of pipeline assets to certain municipalities in
2001, 2002, 2004 and 2005. The pre-tax gains of $70.5 million on combined cash proceeds of $141.1 million are being amortized over the
17-year terms of the operating leases that commenced at the time of the sale transactions. These operating lease commitments are included in the
table in Note 17.
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10. OTHER LONG-TERM LIABILITIES AND DEFERRED CREDITS (CONTINUED)

The deferred payment resulted from the Company’s acquisition of TGVI effective January 1, 2002. The deferred payment has a face value of
$52.0 million but was discounted at January 1, 2002 to a present value of $28.2 million. The payment is due on December 31, 2011 or sooner if
TGVI realizes revenues from transportation revenue contracts to serve power-generating plants which may be constructed in TGVI’s service
area. If any part of the deferred payment is paid prior to December 31, 2011, the difference between the payment and the carrying value of the
debt will be treated as contingent consideration for the acquisition of TGVI and will be added to the cost of the purchase at that time.

The Earnings Sharing Mechanism is a mechanism agreed to in Terasen Gas’ multi-year agreement to share, on a 50/50 basis, amounts earned by
Terasen Gas on its regulated activities that exceed or are less than amounts allowed by the BCUC in the cost-of-service allowed return
calculations. These amounts are shared on an after-tax basis, and are returned to customers in rates.

Terasen Gas has a deferred interest mechanism which has been approved by the BCUC which requires that variances due to differences in long-
term and short-term borrowings and interest rates from those that have been approved in rates be returned to customers in future rates. The
impact of this mechanism was to increase financing costs for the year ended December 31, 2005 by $2.0 million (2004 — $1.4 million) from
what otherwise would be reported. The balance of the deferred interest account is being amortized on a straight-line basis over three years.

Other deferred credits/liabilities includes amounts resulting from the Company’s acquisition of TGVI effective January 1, 2002.

Amortization of deferred credits in entities that are subject to rate regulation in rates for the year ended December 31, 2005 totalled $4.5 million
(2004 — $3.8 million).

11. SHARE CAPITAL

AUTHORIZED SHARE CAPITAL
The Company is authorized to issue 750,000,000 common shares, 100,000,000 first preference shares and 100,000,000 second preference
shares, all without par value.

STOCK SPLIT
On June 14, 2004 the Company carried out a two-for-one stock split effected by paying a stock dividend of one additional common share for
each common share held as of June 7, 2004.

All equity-based benefit plans have been amended to reflect the additional shares or options resulting from the stock split. All share and per
share data has been amended for comparative and current periods to reflect the stock split.

COMMON SHARES
Changes in the issued and outstanding common shares are as follows:

2005 2004

Number Amount Number Amount

Outstanding, beginning of year ********************************************* 114,355,665 $883.4 113,338,942 $868.7
Issued under:

Share option plan ****************************************************** 1,283,146 21.3 1,009,761 14.5
Employee share purchase plan******************************************** 4,351 0.2 6,962 0.2

115,643,162 $904.9 114,355,665 $883.4

Less common shares held by Trans Mountain ********************************* 9,184,188 9,184,188

Outstanding, end of year ************************************************** 106,458,974 105,171,477

As at December 31, 2005, Trans Mountain owned 7.9% (2004 — 8.0%) of the common shares of Terasen Inc. The cost of these shares is shown
as a deduction from shareholder’s equity.

All of the shares outstanding at December 31, 2005 are owned by KMI.

12. SHARE OPTION PLAN AND STOCK-BASED COMPENSATION

SHARE OPTION PLAN
The Company had a Share Option Plan whereby officers and certain key employees could be granted options to purchase a maximum of
12,600,000 unissued common shares with terms up to ten years. There were two categories of options which were issued under the Share Option
Plan, Regular Share Options and Performance Based Share Options. The option exercise price was the closing sale price of the common shares
on the Toronto Stock Exchange on the trading day prior to the date the option was granted. The Share Option Plan was discontinued on
November 30, 2005 as a result of the acquisition of the Company by KMI.

REGULAR SHARE OPTIONS
Since 2000, the Company had granted options with eight-year terms which were exercisable on a cumulative basis and vested at one-third per
year on the anniversary of the option grant date. Prior to 2000, the Company granted options with ten-year terms which were exercisable on a
cumulative basis at 20% per year.
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12. SHARE OPTION PLAN AND STOCK-BASED COMPENSATION (CONTINUED)

REGULAR SHARE OPTIONS OUTSTANDING
2005 2004

Weighted- Weighted-
Shares average Shares under average

under option exercise price option exercise price

Outstanding, beginning of year ********************************* 565,868 $15.53 1,118,822 $14.31
Options granted during the year ******************************** 5,000 29.45 24,800 23.93
Options exercised ******************************************** (287,165) 15.15 (537,716) 13.39
Options forfeited, cancelled and expired ************************* (82,991) 11.59 (40,038) 17.46
Options purchased by KMI and cancelled ************************ (200,712) 18.12 — —

Outstanding, end of year ************************************** — $ — 565,868 $15.40

Options exercisable, end of year******************************** — $ — 348,857 $13.25

PERFORMANCE BASED SHARE OPTIONS
The Company had granted performance based share options with eight-year terms. The options vested at one-third per year on the anniversary of
the option grant dates, subject to the market price of the Company’s common shares reaching 125% of the option’s exercise price for at least 10
out of 15 consecutive trading days within four years of the option grant date. If the market price requirement was not attained within four years
of grant date, the participant was still eligible to exercise two-thirds of the granted options if the common share price reached 125% of the
option’s exercise price for at least 10 out of 15 consecutive trading days during the subsequent four years.

PERFORMANCE BASED SHARE OPTIONS OUTSTANDING
2005 2004

Weighted- Weighted-
Shares average Shares under average

under option exercise price option exercise price

Outstanding, beginning of year ********************************* 2,339,619 $19.28 2,304,398 $17.08
Options granted during the year ******************************** 850,200 29.45 716,600 23.88
Options exercised ******************************************** (995,981) 16.96 (472,045) 15.53
Options forfeited, cancelled and expired ************************* (262,574) 17.09 (209,334) 19.68
Options purchased by KMI and cancelled ************************ (1,931,264) 25.12 — —

Outstanding, end of year ************************************** — $ — 2,339,619 $19.24

Options exercisable, end of year******************************** — $ — 1,020,508 $16.27

STOCK-BASED COMPENSATION
In 2005, 855,200 stock options were granted (2004 — 741,400) at an average exercise price of $29.45 (2004 — $23.88) under the Company’s
Share Option Plan. The Company has applied the fair value based method of accounting for stock options granted after January 1, 2003.
Reported earnings for 2005 include a compensation charge of $2.0 million (2004 — $1.2 million) representing the fair value of options granted
in 2003, 2004 and 2005 amortized over their respective vesting periods, with a corresponding increase to contributed surplus. Just prior to the
acquisition of the Company by KMI, any outstanding but not yet exercisable options became immediately exercisable and an additional pre-tax
charge of $3.6 million was recorded to recognize the accelerated vesting of the remaining options. The options were then purchased by KMI and
subsequently cancelled. Had the Company used the fair value based method to account for stock options granted during 2002, pro forma
earnings and earnings per share would have been as follows:

Year ended
December 31, 2004

Net earnings ************************************************************************** As reported $149.8 million
Pro forma $148.6 million

A Black-Scholes model was used to calculate stock option fair values. The weighted average fair value of options granted in 2005 was $4.33
(2004 — $2.40). Significant assumptions in valuing the options were as follows:

2005 2004

Regular Performance Regular Performance
Options Based Options Based

Interest rate ******************************************************* 3.6% 3.7% 3.5 - 3.7% 3.5%
Expected volatility ************************************************* 16.5% 16.5% 15.1 - 15.4% 15.4%
Expected life ****************************************************** 5 years 6 years 5 years 6 years
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12. SHARE OPTION PLAN AND STOCK-BASED COMPENSATION (CONTINUED)

DEFERRED SHARE UNITS
The Company had issued Deferred Share Units (‘‘DSU’s’’) to certain senior employees and directors. At December 31, 2005, there were no
(2004 — 52,859) DSU’s outstanding due to the payment of all outstanding DSU’s at the acquisition of the Company by KMI on November 30,
2005. The liability at December 31, 2005 was nil (2004 — $1.5 million) and was included in other long-term liabilities and deferred credits.

13. EMPLOYEE BENEFIT PLANS

The Company is a sponsor of pension plans for eligible employees. The plans include registered defined benefit pension plans, supplemental
unfunded arrangements, which provide pension benefits in excess of statutory limits, and defined contributory plans. The Company also
provides post-employment benefits other than pensions for retired employees. The following is a summary of each type of plan:

DEFINED BENEFIT PLANS
Retirement benefits under the defined benefit plans are based on employees’ years of credited service and remuneration. Company contributions
to the plan are based upon independent actuarial valuations. The most recent actuarial valuations of the defined benefit pension plans for funding
purposes were at December 31, 2004 and December 31, 2002 and the date of the next required valuations are December 31, 2005 and
December 31, 2007. The December 31, 2005 valuations will not be completed until the second quarter of 2006. The expected weighted average
remaining service life of employees covered by the defined benefit pension plans is 11.8 years (2004 — 11.8 years).

DEFINED CONTRIBUTION PLAN
Effective in 2000 for Terasen Gas and 2003 for petroleum transportation operations, all new non-union employees become members of defined
contribution pension plans. Company contributions to the plan are based upon employee age and pensionable earnings for employees of the
natural gas distribution operations and pensionable earnings for employees of the petroleum transportation operation.

SUPPLEMENTAL PLANS
Certain employees are eligible to receive supplemental benefits under both the defined benefit and defined contribution plans. The supplemental
plans provide pension benefits in excess of statutory limits. The supplemental plans are unfunded and are secured by letters of credit.

OTHER POST-EMPLOYMENT BENEFITS
The Company provides retired employees with other post-employment benefits that include, depending on circumstances, supplemental health,
dental and life insurance coverage. Post-employment benefits are unfunded and annual expense is recorded on an accrual basis based on
independent actuarial determinations, considering among other factors, health care cost escalation. The most recent actuarial valuations were
completed as at December 31, 2002 and the December 31, 2005 valuation will not be completed until second quarter of 2006. The expected
weighted average remaining service life of employees covered by these benefit plans is 9.9 years (2004 — 9.9 years).
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13. EMPLOYEE BENEFIT PLANS (CONTINUED)

The Company measures its accrued benefit obligations and the fair value of plan assets for accounting purposes as at December 31 each year.
The financial positions of the employee defined benefit pension plans and other benefit plans are presented in aggregate in the tables below:

Pension benefit Other benefit
plans plans

2005 2004 2005 2004

Plan assets
Fair value, beginning of year ******************************************************** $274.5 $255.3 $ — $ —
Company contributions ************************************************************* 6.9 5.5 1.6 1.5
Contributions by members ********************************************************** 3.3 2.9 — —
Actual return on plan assets ********************************************************* 28.6 26.7 — —
Benefits paid ********************************************************************* (14.3) (15.2) (1.5) (1.4)
Other**************************************************************************** (0.5) (0.7) (0.1) (0.1)

Fair value, end of year ************************************************************* 298.5 274.5 — —

Accrued benefit obligation
Balance, beginning of year ********************************************************** 298.0 276.7 67.3 61.0
Service cost ********************************************************************** 8.5 8.1 1.4 1.3
Interest cost ********************************************************************** 17.9 17.2 4.1 3.9
Benefit payments ****************************************************************** (14.3) (15.2) (1.5) (1.4)
Contributions by members ********************************************************** 3.3 2.9 — —
Plan amendments and curtailments**************************************************** 0.9 — — —
Past service cost******************************************************************* 0.3 0.5 0.4 —
Actuarial loss ********************************************************************* 2.8 — — —
Change in discount rate************************************************************* 27.0 7.8 10.2 2.5

Balance, end of year *************************************************************** 344.4 298.0 81.9 67.3

Plan surplus (deficiency) ************************************************************ (45.9) (23.5) (81.9) (67.3)
Unamortized transitional obligation (benefit)******************************************** (23.8) (27.2) 4.7 6.2
Unamortized actuarial loss ********************************************************** 62.7 43.2 39.7 32.0
Unamortized past service costs******************************************************* 7.4 9.0 (2.6) (3.2)

Accrued benefit asset (liability) ****************************************************** $ 0.4 $ 1.5 $(40.1) $(32.3)

The net accrued benefit liability is included in other long-term liabilities and deferred credits (Note 10).

Included in the accrued benefit obligation and fair value of the plan assets at year-end are the following amounts in respect of plans with accrued
benefit obligations in excess of fair value of assets:

Pension benefit Other benefit
plans plans

2005 2004 2005 2004

Accrued benefit obligations:
Unfunded plans ***************************************************************** $ 35.9 $ 28.0 $ 81.9 $ 67.3
Funded plans ******************************************************************* 258.0 156.5 — —

293.9 184.5 81.9 67.3

Fair value of plan assets************************************************************ 246.2 151.9 — —

Funded status deficit *************************************************************** $ (47.7) $ (32.6) $(81.9) $(67.3)

The accrued benefit obligations for unfunded pension benefit plans are secured by letters of credit.
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13. EMPLOYEE BENEFIT PLANS (CONTINUED)

The net benefit plan expense is as follows:

Pension benefit Other benefit
plans plans

2005 2004 2005 2004

Current service cost ******************************************************************* $ 8.7 $ 8.1 $1.6 $1.3
Interest cost on projected benefit obligations*********************************************** 17.9 17.2 4.1 3.9
Actual return on plan assets ************************************************************ (28.6) (26.7) — —
Net actuarial gains ******************************************************************** 29.8 7.8 9.0 2.5
Past service costs ********************************************************************* 0.3 0.5 — —
Impact of curtailment/settlement********************************************************* 0.9 — — —

Net benefit plan expense before adjustments *********************************************** 29.0 6.9 14.7 7.7
Adjustments to recognize the long-term nature of employee future benefit costs:

Difference between actual and expected return on plan assets******************************* 9.2 7.7 — —
Difference between actual and recognized actuarial gains (losses) in year ********************* (26.8) (5.2) (6.4) 0.1
Difference between actual and recognized past service costs in year ************************* 0.4 0.1 (0.3) (0.3)
Special termination benefits ********************************************************** (0.7) — — —
Amortization of transitional obligation (benefit) ****************************************** (3.4) (3.4) 1.6 1.6
Other***************************************************************************** — 1.5 — —

Net benefit plan expense *************************************************************** $ 7.7 $ 7.6 $9.6 $9.1

Defined contribution plan expense ******************************************************* $ 1.6 $ 2.3

$ 9.3 $ 9.9

BENEFIT PLAN ASSETS
The weighted-average asset allocation by asset category of the Company’s funded defined benefit pension plans is as follows:

Pension benefit
plans

2005 2004

Equity securities ************************************************************************************** 57% 55%
Fixed income securities ******************************************************************************** 38% 40%
Other assets ****************************************************************************************** 5% 5%

Total assets ****************************************************************************************** 100% 100%

The investment policy for benefit plan assets is to optimize the risk-return using a portfolio of various asset classes. The Company’s primary
investment objectives are to secure registered pension plans, and maximize investment returns in a cost-effective manner while not
compromising the security of the respective plans. The pension plans utilize external investment managers to manage the investment policy.
Assets in the plan are held in trust by independent third parties.

The pension plans do not directly hold any shares of the Company.

SIGNIFICANT ASSUMPTIONS
The discount rate assumption used in determining pension and post-retirement benefit obligations and net benefit expense reflects the market
yields, as of the measurement date, on high-quality debt instruments. The expected rate of return on plan assets assumption is reviewed annually
by management, in conjunction with actuaries. The assumption is based on the expected returns for the various asset classes, weighted by the
portfolio allocation.

The weighted average significant actuarial assumptions used to determine the accrued benefit obligation and the benefit plan expense are as
follows:

Pension benefit Other
plans benefit plans

2005 2004 2005 2004

Accrued benefit obligation
Discount rate at December 31, based on AA Corporate bonds***************************** 5.00% 6.00% 5.00% 6.00%
Rate of compensation increase ****************************************************** 3.50% 3.50% — —
Net benefit plan expense
Discount rate at January 1, based on AA Corporate bonds **************************** 6.00% 6.25% 6.00% 6.25%
Expected rate of return on plan assets ************************************************ 7.50% 7.50% — —
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13. EMPLOYEE BENEFIT PLANS (CONTINUED)

The assumed health-care cost trend rates for other post-employment benefit plans are as follows:

2005 2004

Extended health benefits
Initial health care cost trend rate************************************************************************* 9.0% 9.0%
Annual rate of decline in trend rate ********************************************************************** 1.0% 1.0%
Ultimate health care cost trend rate ********************************************************************** 5.0% 5.0%
Year that the rate reaches the ultimate trend rate *********************************************************** 2008 2008
Medical Services Plan Benefits Premium trend rate ********************************************************* 4.0% 4.0%

A one percentage-point change in assumed health-care cost trend rates would have the following effects:

One percentage- One percentage-
2005 point increase point decrease

Effect on the total of the service cost and interest cost components of the benefit plan expense *** $ 1.5 $ (1.2)
Effect on accrued benefit obligation**************************************************** 15.5 (12.9)

CASH FLOWS
Total cash contributions for employee benefit plans consist of:

Employee
benefit plans

2005 2004

Funded plans ******************************************************************************************* $ 5.3 $4.3
Beneficiaries of unfunded plans **************************************************************************** 3.2 2.7
Defined contribution plans ******************************************************************************** 1.6 2.3

Total ************************************************************************************************** $10.1 $9.3

The contributions for 2006 are anticipated to be approximately the same as 2005 for both the defined pension benefit plans and other benefit
plans.

BENEFIT CHANGES
Effective January 1, 2004, the Company modified its post-employment benefit program for non-union active employees in order to provide
future retirees with more choice of coverage and to reduce the Company’s exposure to future health and group life cost increases. The new plan
is predominantly a defined contribution plan incorporating a Company-paid health spending account, a security health plan and life insurance.
Provincial medical services plan premiums will now be paid by the retiree.

All plan members who have retired on or before December 31, 2004 receive benefits under the plans that were in effect when they retired, which
includes the payment of provincial medical services plan premiums by the Company. Employees electing to retire during 2005 will have a
choice between the new and old plan, and employees retiring after December 31, 2005 will participate in the new plan.

These assumptions, including the post-employment benefit plan changes, were included in the calculation of the accrued benefit obligation at
December 31, 2003, 2004 and 2005.

IMPACT OF RATE REGULATION
As required by the regulator, Terasen Gas is required under its approved cost of service model to defer the amounts of pension benefit expense
that exceed or are less than the amounts approved by the regulator to be recovered in rates each year. During the year ended December 31, 2005
the Company has deferred pension expense of $0.3 million that exceeded the amount approved by the regulator to be recovered in rates for
2005.

14. FINANCING COSTS

2005 2004

Interest and expense on long-term debt ******************************************************************* $177.9 $151.6
Interest on short-term debt****************************************************************************** 15.0 25.1
Interest capitalized ************************************************************************************ (1.5) (1.1)

$191.4 $175.6

Included in interest expense on long-term debt for the year ended December 31, 2005 is $10.9 million of redemption premium paid on the
redemption of Trans Mountain Debentures during the year.

As allowed by the regulators, during the year ended December 31, 2005, the Company capitalized interest for borrowing requirements for
construction of assets that have not been included in rate base of $1.5 million (2004 — $1.1 million).
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15. INCOME TAXES

PROVISION FOR INCOME TAXES

2005 2004

Current income taxes ************************************************************************************ $48.7 $66.3
Future income taxes ************************************************************************************* 2.9 (2.6)

$51.6 $63.7

VARIATION IN EFFECTIVE INCOME TAX RATE
Consolidated income taxes vary from the amount that would be computed by applying the Canadian and United States Federal, British
Columbia and Alberta combined statutory income tax rate of 33.77% (2004 — 34.52%) to earnings before income taxes as shown in the
following table:

2005 2004

Earnings before income taxes *************************************************************************** $157.7 $210.2

Combined statutory income tax rate ********************************************************************** 33.77% 34.52%
Combined income taxes at statutory rate ****************************************************************** $ 53.3 $ 72.6

Increase (decrease) in income taxes resulting from:
Capital cost allowance and other deductions claimed for income tax purposes over amounts recorded for accounting

purposes **************************************************************************************** (10.0) (14.7)
Large Corporations Tax in excess of surtax************************************************************** 6.1 6.5
Non-deductible expenses and non-taxable income ********************************************************* 9.6 5.5
Benefit of tax rate changes on losses ******************************************************************* — (0.4)
Equity income not subject to tax*********************************************************************** (4.7) (3.3)
Write-off of restricted tax loss carryforwards************************************************************* 5.9 —
Other permanent differences ************************************************************************** (8.0) (2.6)
Other ********************************************************************************************* (0.6) 0.1

Actual consolidated income taxes ************************************************************************ $ 51.6 $ 63.7
Effective income tax rate******************************************************************************* 32.72% 30.30%

FUTURE INCOME TAXES
The net future income tax liability of the Company of $88.7 million (2004 — $68.7 million) relates primarily to the tax effect of temporary
differences on non-regulated property, plant and equipment balances and tax benefits repayable to shippers in future periods.

As a result of the Company accounting for income taxes following the taxes payable method for its natural gas distribution and petroleum
transportation regulated operations, the Company has not recognized net future income tax liabilities amounting to $301.8 million at
December 31, 2005 (2004 — $278.7 million) and has not recognized a future income tax expense of $23.1 million for the year ended
December 31, 2005 (2004 — $15.2 million), all of which were calculated using the asset and liability method.

16. FINANCIAL INSTRUMENTS

FAIR VALUE ESTIMATES
The carrying values of cash and short-term investments, accounts receivable, short-term notes and accounts payable and accrued liabilities
approximate their fair values due to the relatively short period to maturity of the instruments.

The fair value of the Company’s investment in the Express System is estimated to approximate its carrying value.

The fair value of the Company’s long-term debt, calculated by discounting the future cash flow of each debt issue at the estimated yield to
maturity for the same or similar issues at December 31, 2005, or by using available quoted market prices, is estimated at $2,673.4 million
(2004 — $2,818.2 million). The majority of the Company’s long-term debt relates to regulated operations which enables the Company to
recover the existing financing charges through rates or tolls.

Fair value estimates are made at a specific point in time, based on relevant market information and information about the financial instrument.
These estimates cannot be determined with precision as they are subjective in nature and involve uncertainties and matters of judgment.

DERIVATIVE INSTRUMENTS
The Company uses derivative instruments to hedge its exposures to fluctuations in natural gas prices, interest rates and foreign currency
exchange rates.

F-25



16. FINANCIAL INSTRUMENTS (CONTINUED)

December 31

2005 2004

Number of
swaps and Term to maturity Carrying Carrying

Asset (Liability) options (years) Value Fair Value Value Fair Value

(in millions)

Interest Rate Swaps
Terasen Inc. *************************** 3 1 - 9 $ — $ 3.6 $ — $5.4
TGI ********************************** 3 2 — (1.6) — —
TGVI ********************************* 4 1 - 4 — (0.6) — (3.2)
Corridor ******************************* 2 5 - 10 — 0.3 — —

Natural Gas Commodity Swaps and Options
TGI and TGVI ************************* 161 Up to 3 21.2 105.6 — (8.3)
Clean Energy*************************** — — — — 6.5 6.5

Foreign Currency Swaps
Terasen Inc. *************************** — — — — (0.6) (0.6)

The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the
underlying future purchases of natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the
contracts at the stated dates.

Included in the carrying value of the natural gas derivatives is $22.2 million of unrealized fair value gains associated with derivative instruments
which were deemed to be ineffective at December 31, 2005, and $1.0 million of derivative instruments which did not qualify for hedge
accounting that are in a liability position.

Clean Energy, an entity in which the Company held an interest, had historically purchased gas forward contract positions to offset future
commodity supply contracts. Since these contracts were not specifically designated as hedges, these positions were marked-to-market at each
balance sheet date and gains or losses were reported in the statement of earnings as cost of revenues from other activities. During the year ended
December 31, 2005 the Company included in earnings an amount of $10.9 million (2004 — $3.3 million) net of tax and estimated selling
expenses pertaining to the Company’s proportionate share of Clean Energy’s gas forward contracts.

The derivatives entered into by Terasen Gas and TGVI relate to regulated operations and any resulting gains or losses are recorded in rate
stabilization accounts, subject to regulatory approval, and passed through to customers in future rates.

The Company is exposed to credit risk in the event of non-performance by counterparties to derivative instruments. Because it deals with high
credit quality institutions in accordance with established credit approval practices, the Company does not expect any counterparties to fail to
meet their obligations.

17. COMMITMENTS & CONTINGENCIES

The Company’s subsidiaries and proportionately consolidated entities have entered into operating leases for certain building space and natural
gas distribution assets. In addition, Terasen Gas and TGVI have entered into gas purchase contracts which represent future purchase obligations.

The following table sets forth the Company’s operating lease and gas purchase obligations due in the years indicated:

Operating Purchase
leases obligations Total

2006 ****************************************************************************** $ 21.3 $ 873.8 $ 895.1
2007 ****************************************************************************** 20.2 113.6 133.8
2008 ****************************************************************************** 20.6 33.2 53.8
2009 ****************************************************************************** 19.3 30.2 49.5
2010 ****************************************************************************** 18.2 — 18.2
2011 and later*********************************************************************** 127.5 — 127.5

$227.1 $1,050.8 $1,277.9

Gas purchase contract commitments are based on market prices that vary with gas commodity indices. The amounts disclosed reflect index
prices that were in effect at December 31, 2005.

In prior years, TGVI received non-interest bearing, repayable loans from the Federal and Provincial governments of $50 million and $25 million
respectively, in connection with the construction and operation of the Vancouver Island natural gas pipeline. The government loans are
repayable in any fiscal year after 2002 and prior to 2012 under certain circumstances and subject to the ability of TGVI to obtain non-
government subordinated debt financing on reasonable commercial terms. As approved by the BCUC, these loans have been recorded as a
government grant and have reduced the amounts reported for property, plant and equipment. The Company anticipates that all of the repayment
criteria may be met in 2006 and, if met, will result in an estimated repayment of $4.5 million of these loans in 2006. As the loans are repaid and
replaced with non-governmental loans, plant and equipment and long-term debt will increase in accordance with the approved capital structure,
as will the rate base used in determining rates. The amounts are not included in the obligations in the table above as the amounts and timing of
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17. COMMITMENTS & CONTINGENCIES (CONTINUED)

repayments is dependent upon the approved RDDA recovery each year and the ability to replace the loans with non-government subordinated
debt financing on reasonable commercial terms.

A number of claims and lawsuits seeking damages and other relief are pending against the Company. Management is of the opinion, based upon
information presently available, that it is unlikely that any liability, to the extent not provided for through insurance or otherwise, would be
material in relation to the Company’s consolidated financial statements.

18. GUARANTEES

The Company has, for a fee, arranged for the issuance of a letter of credit in the amount of US$15.1 million on behalf of co-investors in the
Express System to fund the Debt Service Reserve Account required under the Express System’s trust indenture. The letter of credit is subject to
annual renewal. If the letter of credit is drawn upon, the Company will have recourse to the co-investors, major Canadian pension funds.

The Company has, for a fee, provided indemnities with respect to performance bonds issued on behalf of Clean Energy in the amount of
US$3.5 million. These performance bonds secure construction projects undertaken by Clean Energy, and expire at various dates before
October 31, 2006.

The Company has letters of credit outstanding at December 31, 2005 totalling $118.5 million to support its operations and capital projects,
including $50.8 million for its unfunded supplemental pension benefit plans and $17.6 million for the letter of credit referred to above on behalf
of co-investors in the Express System.

19. SUBSEQUENT EVENTS

(a) On January 13, 2006, Terasen Gas (Vancouver Island) Inc. entered into a five-year unsecured, committed, revolving credit facility of
$350 million with a syndicate of banks, of which $296 million was drawn against the facility on January 17, 2006. A portion of the facility was
used to refinance TGVI’s existing term facility of $209.5 million. The facility will also be utilized to finance working capital requirements and
general corporate purposes.

Concurrently with executing the above noted facility, TGVI entered into a $20 million, seven-year unsecured, committed, non-revolving credit
facility with one bank. This facility will be utilized for purposes of refinancing any annual prepayments TGVI may be required to make on non-
interest bearing government contributions. The terms and conditions are primarily the same as the aforementioned TGVI facility except this
facility ranks junior to repayment of TGVI’s Class B subordinated debt which is held by the Company.

(b) On March 2, 2006 a Decision was issued by the BCUC approving changes to Terasen Gas’ and TGVI’s deemed equity components from
33% to 35% and from 35% to 40%, respectively, with effective from January 1, 2006. The same Decision also modified the previously existing
generic return on equity (‘‘ROE’’) reset formula resulting in an increase in allowed ROE’s from the levels that would have resulted from the old
formula. The changes increased the allowed ROE for 2006 from 8.29% to 8.80% for Terasen Gas and from 8.79% to 9.50% for TGVI.

(c) Subsequent to year-end, the Company received a letter dated March 31, 2006 from the British Columbia Social Service tax authority
indicating their intention to assess additional provincial sales tax on the Southern Crossing Pipeline which was completed in 2000. The letter
received does not indicate the amount to be assessed and a formal notice of assessment has not been received. Any assessment will be appealed
when it is received and the Company believes this assessment is without merit and it will not have a material adverse impact on the financial
results of the Company.
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Unaudited Interim Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited)

In millions of dollars
Three months ended Nine months ended

September 30 September 30

2006 2005 2006 2005

Revenues
Natural gas distribution *************************************** $217.0 $213.7 $1,204.6 $1,065.8
Petroleum transportation ************************************** 60.4 57.3 168.2 163.0
Other activities ********************************************** 10.9 11.6 33.3 35.6

288.3 282.6 1,406.1 1,264.4

Expenses
Cost of natural gas ******************************************* 108.4 109.4 767.4 637.2
Cost of revenues from other activities *************************** 6.0 6.5 21.0 22.3
Operation and maintenance ************************************ 72.1 68.7 206.9 201.3
Depreciation and amortization ********************************** 36.1 35.3 108.7 106.0
Property and other taxes ************************************** 18.6 18.0 56.3 53.8

241.2 237.9 1,160.3 1,020.6

Operating income ******************************************* 47.1 44.7 245.8 243.8
Financing costs ********************************************** 45.6 44.1 134.7 132.9

Earnings before share of equity earnings and income taxes ********** 1.5 0.6 111.1 110.9
Share of earnings (loss) from Clean Energy*********************** — (4.4) — 2.2
Share of earnings from Express system ************************** 5.8 5.0 16.2 13.7

Earnings before income taxes and discontinued operations*********** 7.3 1.2 127.3 126.8
Income taxes************************************************ 0.7 0.3 45.1 31.9

Earnings before discontinued operations************************** 6.6 0.9 82.2 94.9
Earnings (loss) from discontinued operations********************** (4.1) 3.1 (17.0) 4.9

Net earnings *********************************************** $ 2.5 $ 4.0 $ 65.2 $ 99.8
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CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
(Unaudited)

Nine months ended
September 30

2006 2005

In millions of dollars

Retained earnings, beginning of period************************************************ $425.0 $418.9
Net earnings ********************************************************************* 65.2 99.8

490.2 518.7
Dividends on common shares ******************************************************* — 71.2

Retained earnings, end of period***************************************************** $490.2 $447.5
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Unaudited)

In millions of dollars
As at

September 30, December 31,
2006 2005

(unaudited)

Assets
Current assets

Cash and short-term investments******************************************* $ 82.8 $ 79.4
Accounts receivable ***************************************************** 188.1 468.1
Inventories of gas in storage and supplies *********************************** 249.7 205.7
Prepaid expenses ******************************************************* 8.8 14.1
Current portion of rate stabilization accounts********************************* 142.5 28.4
Current assets held for sale *********************************************** — 54.8

671.9 850.5
Property, plant and equipment*********************************************** 3,994.8 3,907.9
Long-term investment ***************************************************** 254.5 238.3
Goodwill **************************************************************** 76.4 76.4
Rate stabilization accounts************************************************** 49.8 48.3
Other assets************************************************************** 86.8 84.8
Long-lived assets held for sale ********************************************** — 109.9

$5,134.2 $5,316.1

Liabilities and shareholder’s equity
Current liabilities

Short-term notes ******************************************************** $ 524.0 $ 681.0
Accounts payable and accrued liabilities ************************************ 427.2 433.8
Income and other taxes payable ******************************************* 20.0 30.8
Current portion of rate stabilization accounts********************************* — 47.9
Current portion of long-term debt ****************************************** 41.0 398.2
Due to parent company ************************************************** 6.3 0.4
Current liabilities held for sale ******************************************** — 24.5

1,018.5 1,616.6
Long-term debt *********************************************************** 2,367.0 2,012.9
Other long-term liabilities and deferred credits ********************************* 176.9 168.5
Future income taxes ******************************************************* 71.7 88.7
Long-term liabilities held for sale ******************************************** — 13.7

3,634.1 3,900.4

Shareholder’s equity
Common shares ******************************************************** 904.9 904.9
Contributed surplus ***************************************************** 155.9 137.5
Retained earnings ******************************************************* 490.2 425.0
Cumulative currency translation adjustment ********************************** 0.1 (0.7)

1,551.1 1,466.7
Less cost of common shares held by Terasen Pipelines (Trans Mountain) Inc. ***** 51.0 51.0

1,500.1 1,415.7

$5,134.2 $5,316.1
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Three months ended Nine months ended
September 30 September 30

2006 2005 2006 2005

In millions of dollars

Cash flows provided by (used for)
Operating activities
Net earnings *********************************************** $ 2.5 $ 4.0 $ 65.2 99.8
Adjustments for non-cash items

Loss from discontinued operations**************************** 4.1 — 17.0 —
Depreciation and amortization ******************************* 36.1 35.8 108.7 109.0
Share of equity earnings from long-term investments, in excess of

cash distributions**************************************** (5.8) (1.7) (16.2) (14.1)
Future income taxes *************************************** (21.0) 1.2 (27.5) 1.5
Other *************************************************** 5.4 8.5 14.1 11.5

21.3 47.8 161.3 207.7
Change in rate stabilization accounts**************************** (19.2) (21.5) 21.5 2.0
Discontinued operations — water/utility services ****************** (4.1) — (17.0) —
Changes in working capital *********************************** (50.7) (43.3) 57.2 (49.0)

(52.7) (17.0) 223.0 160.7

Investing activities
Property, plant and equipment ********************************* (84.1) (43.4) (194.2) (170.3)
Proceeds on the sale of water business ************************** 8.3 — 132.6 —
Other assets ************************************************ (2.2) (9.7) (3.9) (12.6)

(78.0) (53.1) (65.5) (182.9)

Financing activities
Increase (decrease) in short-term notes ************************** 148.0 383.0 (157.0) 495.5
Increase in long-term debt ************************************ 127.1 — 407.8 450.5
Reduction of long-term debt*********************************** (99.8) (350.7) (410.8) (848.1)
Advances from KMI ***************************************** 1.3 — 5.9 —
Issue of common shares, net of issue costs*********************** — 3.2 — 8.7
Dividends on common shares********************************** — (23.8) — (71.2)

176.6 11.7 (154.1) 35.4

Net increase (decrease) in cash ******************************** 45.9 (58.4) 3.4 13.2
Cash at beginning of period *********************************** 36.9 91.6 79.4 20.0

Cash at end of period **************************************** $ 82.8 $ 33.2 $ 82.8 $ 33.2

Supplemental cash flow information
Interest paid in the period ********************************** $ 46.8 $ 48.9 $ 137.4 $ 135.3
Income taxes paid in the period****************************** 16.4 22.7 41.5 48.0

Non-cash transaction
Mark to market on certain gas derivatives deferred in rate stabilization

accounts ************************************************* 89.6 — 185.1 —

Cash is defined as cash or bank indebtedness.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. BASIS OF PRESENTATION

The accounting policies and methods of application used in the preparation of these interim consolidated financial statements are consistent with
the accounting policies used in the Company’s year end audited consolidated financial statements of December 31, 2005. These consolidated
financial statements do not include all disclosures required for annual financial statements, and therefore these statements should be read in
conjunction with the consolidated financial statements for the year ended December 31, 2005. Certain comparative figures have been restated to
conform with the current period presentation.

2. SEGMENT DISCLOSURES

Three months ended September 30

Natural
gas Petroleum Other

distribution transportation activities Total

(in millions of dollars)

2006
Revenues *********************************************************** $ 217.0 $ 60.4 $ 10.9 $ 288.3
Earnings (loss) before discontinued operations *************************** (6.8) 17.4 (4.0) 6.6
Net earnings (loss) *************************************************** (6.8) 17.4 (8.1) 2.5
Total assets ********************************************************* 3,576.8 1,472.7 84.7 5,134.2
2005
Revenues************************************************************ $ 213.7 $ 57.3 $ 11.6 $ 282.6
Earnings (loss) before discontinued operations ***************************** (3.6) 17.2 (12.7) 0.9
Net earnings (loss) **************************************************** (3.6) 17.2 (9.6) 4.0
Total assets ********************************************************** 3,428.3 1,364.5 299.0 5,091.8

Nine months ended September 30

Natural
gas Petroleum Other

distribution transportation activities Total

(in millions of dollars)

2006
Revenues *********************************************************** $1,204.6 $ 168.2 $ 33.3 $1,406.1
Earnings (loss) before discontinued operations *************************** 48.3 51.6 (17.7) 82.2
Net earnings (loss) *************************************************** 48.3 51.6 (34.7) 65.2
Total assets ********************************************************* 3,576.8 1,472.7 84.7 5,134.2
2005
Revenues************************************************************ $1,065.8 $ 163.0 $ 35.6 $1,264.4
Earnings (loss) before discontinued operations ***************************** 59.8 50.8 (15.7) 94.9
Net earnings (loss) **************************************************** 59.8 50.8 (10.8) 99.8
Total assets ********************************************************** 3,428.3 1,364.5 299.0 5,091.8

3. SEASONAL OPERATIONS

Due to the seasonal nature of the Company’s natural gas distribution operations, quarterly earnings statements are not indicative of earnings on
an annual basis.

4. RELATED PARTY TRANSACTIONS

The Company estimates that its parent company, Kinder Morgan Inc., provided management services totalling approximately $1.1 million
(2005 — nil) for the three months ended September 30, 2006 and $8.5 million (2005 — nil) for the nine months ended September 30, 2006.

5. EMPLOYEE BENEFIT PLANS

The Company and its subsidiaries have defined benefit pension plans and defined contribution pension plans for employees. The Company also
provides post-employment benefits other than pensions for retired employees. Additional information about these benefit plans can be found in
the Company’s 2005 Annual Report. The Company’s estimated contributions to defined benefit pension plans for 2006 are anticipated to be
$10.0 million (2005 actual $10.1 million).
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Costs recognized in the periods are presented in the following tables:

Three months ended
September 30

Pension benefit Other benefit
plans plans

2006 2005 2006 2005

(in millions of dollars)

Current service cost ******************************************************************** $ 2.3 $ 2.2 $0.5 $0.4
Interest cost on projected benefit obligations ************************************************ 4.3 4.5 1.0 1.0
Expected return on plan assets *********************************************************** (5.2) (4.8) — —
Net actuarial losses********************************************************************* (0.1) — — 0.1
Plan amendments ********************************************************************** 0.1 0.2 — —

Net benefit plan expense before adjustments of employee benefit costs: ************************** 1.4 2.1 1.5 1.5
Difference between actual and expected return on plan assets ******************************** 0.1 0.1 — —
Difference between actual and recognized actuarial gains in the year ************************** 1.1 0.6 0.8 0.3
Difference between actual and recognized past service************************************** 0.2 — — 0.2
Amortization of transitional (benefit) obligation ******************************************* (0.8) (0.8) 0.3 0.4

Net benefit plan expense **************************************************************** $ 2.0 $ 2.0 $2.6 $2.4

Defined contribution plan expense ******************************************************** $ 0.5 $ 0.4

Total pension expense ***************************************************************** $ 2.5 $ 2.4

Nine months ended
September 30

Pension benefit Other benefit
plans plans

2006 2005 2006 2005

(in millions of dollars)

Current service cost ******************************************************************* $ 7.0 $ 6.6 $1.5 $1.2
Interest cost on projected benefit obligations*********************************************** 12.9 13.5 3.1 3.0
Expected return on plan assets ********************************************************** (15.6) (14.4) — —
Net actuarial losses ******************************************************************* (0.4) — — 0.3
Plan amendments ********************************************************************* 0.3 0.6 —

Net benefit plan expense before adjustments of employee benefit costs:************************* 4.2 6.3 4.6 4.5
Difference between actual and expected return on plan assets******************************* 0.3 0.3 — —
Difference between actual and recognized actuarial gains in the year************************* 3.4 1.8 2.4 0.9
Difference between actual and recognized past service ************************************ 0.6 — — 0.6
Amortization of transitional (benefit) obligation ****************************************** (2.5) (2.4) 0.9 1.2

Net benefit plan expense *************************************************************** $ 6.0 $ 6.0 $7.9 $7.2

Defined contribution plan expense ******************************************************* $ 1.7 $ 1.4

Total pension expense **************************************************************** $ 7.7 $ 7.4

6. CONTINGENCY AND COMMITMENTS

Terasen Gas, a subsidiary of the Company, received a Notice of Assessment dated July 31, 2006 from the British Columbia Social Service Tax
authority for $37.1 million of additional provincial sales tax and interest on the Southern Crossing Pipeline, which was completed in 2000. This
has not been provided for as the Company will appeal this assessment. Management believes that this assessment is without merit and will not
have a material adverse impact on our business, financial position, results of operations or cash flows. In October 2006, the Company made a
payment of $10 million pending resolution of the appeal as a good faith payment in order to forestall an order from the Province to provide full
payment or security. The payment has been recorded as a long term receivable and a request for regulatory deferral account treatment has been
made. This payment does not reflect Management’s belief as to the ultimate sustainability of the assessment.
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PRO FORMA CONSOLIDATED
FINANCIAL STATEMENTS

FORTIS INC.
(Unaudited)

As at September 30, 2006 and for the nine-month period ended
September 30, 2006 and the year ended December 31, 2005
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UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

The following unaudited pro forma consolidated financial statements give effect to the proposed acquisition (the
‘‘Acquisition’’) of Terasen Inc. (‘‘Terasen’’) under the purchase method of accounting. The unaudited pro forma
consolidated balance sheet gives effect to the Acquisition as if it had occurred on September 30, 2006. The unaudited
pro forma consolidated statements of earnings for the nine-month period ended September 30, 2006 and for the year
ended December 31, 2005 give effect to the Acquisition as if it was completed on January 1, 2005.

These unaudited pro forma consolidated financial statements are presented for illustrative purposes only. The pro
forma adjustments are based upon available information and certain assumptions that we believe are reasonable in the
circumstances, as described in the notes to the unaudited pro forma consolidated financial statements.

Terasen is a holding company headquartered in Vancouver, British Columbia, operating two principal lines of
business: natural gas distribution and petroleum transportation. Prior to the closing of the Acquisition, Kinder Morgan,
Inc. (‘‘Kinder Morgan’’) will cause Terasen to divest itself of its petroleum transportation operations. These unaudited
pro forma consolidated financial statements are based on Terasen’s financial statements as at and for the nine months
ended September 30, 2006 and for the year ended December 31, 2005. The financial position and results of the
petroleum transportation operations have been excluded from the unaudited pro forma consolidated balance sheet and
statements of earnings, respectively, by way of pro forma adjustments. Refer to Notes 2[b] and 2[d].

The pro forma information presented, including allocation of purchase price, is based on preliminary estimates of
fair values of assets acquired and liabilities assumed, available information and assumptions and may be revised as
additional information becomes available. The actual adjustments to our consolidated financial statements upon the
closing of the Acquisition will depend on a number of factors, including additional information available and the net
assets on the closing date of the Acquisition. Therefore, we believe that the actual adjustments will differ from the pro
forma adjustments, and the differences may be material. For example, the final purchase price allocation is dependent
on, among other things, the finalization of asset and liability valuations. A final determination of these fair values will
reflect our consideration of a final valuation prepared by independent third-party appraisers. This final valuation will be
based on the actual net tangible and intangible assets and liabilities that exist as of the closing date of the Acquisition.
Any final adjustment may change the allocation of purchase price, which could affect the fair value assigned to the
assets and liabilities and could result in a change to the unaudited pro forma consolidated financial statements,
including a change to goodwill.

F-36



Fortis Inc.

PRO FORMA CONSOLIDATED BALANCE SHEET
As at September 30, 2006

(Unaudited)
($ millions)

Pro forma
consolidated

Pro forma balance
Fortis Inc. Terasen Inc. adjustments sheet

Note
ASSETS
Current

Cash and cash equivalents************************************ 61.4 82.8 — 144.2
Accounts receivable***************************************** 207.3 188.1 2[b] (22.3) 373.1
Prepaid expenses ******************************************* 21.5 8.8 2[b] (3.2) 27.1
Regulatory assets ******************************************* 29.3 142.5 — 171.8
Gas inventories, materials and supplies ************************* 25.6 249.7 2[b] (3.2) 272.1

345.1 671.9 (28.7) 988.3
Income tax deposit******************************************** 5.9 — — 5.9
Deferred charges and other assets******************************** 161.9 86.8 2[b] (31.0) 223.1

2[m] 3.0
2[n] 2.4

Regulatory assets ********************************************* 103.4 49.8 — 153.2
Future income taxes******************************************* 8.0 — 2[f] 8.4 30.9

2[g] 14.5
Utility capital assets******************************************* 2,831.3 3,994.8 2[b] (1,158.4) 5,667.7
Income producing properties************************************ 418.8 — — 418.8
Investments************************************************** 170.7 254.5 2[b] (254.5) 170.7
Intangibles, net of amortization********************************** 10.9 — — 10.9
Goodwill**************************************************** 550.9 76.4 2[b] 631.6 1,258.9

4,606.9 5,134.2 (812.7) 8,928.4
LIABILITIES
Current

Short-term borrowings*************************************** 70.7 524.0 — 594.7
Accounts payable and accrued charges ************************* 264.2 433.5 2[b] (85.0) 625.7

2[m] 3.0
2[l] 10.0

Dividends payable ****************************************** 21.1 — — 21.1
Income taxes payable *************************************** 5.9 20.0 2[b] 2.2 28.1
Regulatory liabilities **************************************** 25.5 — — 25.5
Current installments of long-term debt and capital lease obligations** 32.8 41.0 — 73.8

420.2 1,018.5 (69.8) 1,368.9
Other long-term liabilities and deferred credits ********************* 77.2 176.9 2[b] (16.8) 237.3
Regulatory liabilities ****************************************** 33.6 — — 33.6
Future income taxes******************************************* 46.9 71.7 2[b] (63.5) 55.1
Long-term debt and capital lease obligations*********************** 2,254.0 2,367.0 2[b] (300.0) 4,484.3

2[e] 139.3
2[f] 24.0

Non-controlling interest**************************************** 50.4 — — 50.4
Preference shares ********************************************* 319.5 — — 319.5

3,201.8 3,634.1 (286.8) 6,549.1
SHAREHOLDERS’ EQUITY
Common shares (i) ******************************************* 822.5 853.9 2[k] (853.9) 1,796.7

2[g] 1,001.0
2[g] (26.8)

Preference shares ********************************************* 122.5 — — 122.5
Contributed surplus ******************************************* 4.3 155.9 2[k] (155.9) 4.3
Equity portion of convertible debentures ************************** 1.4 — — 1.4
Foreign currency translation adjustment*************************** (17.8) 0.1 2[k] (0.1) (17.8)
Retained earnings********************************************* 472.2 490.2 2[k] (490.2) 472.2

1,405.1 1,500.1 (525.9) 2,379.3
4,606.9 5,134.2 (812.7) 8,928.4

(i) Terasen Inc. common shares are net of $51.0 million of shares held by its wholly owned subsidiary, Terasen Pipelines (Trans Mountain) Inc.

See accompanying notes
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Fortis Inc.

PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS
For the year ended December 31, 2005

(Unaudited)
($ millions, except for per share amounts)

Pro forma
consolidated

Terasen Pro forma statement
Fortis Inc. Inc. adjustments of earnings

Note

Operating revenues******************************* 1,430.0 1,952.5 2[d] (227.8) 3,154.7
Equity income *********************************** 11.4 24.4 2[d] (21.9) 13.9

1,441.4 1,976.9 (249.7) 3,168.6

Expenses
Energy supply ************************************ 533.9 1,063.7 — 1,597.6
Operating**************************************** 392.4 421.5 2[d] (106.9) 707.0
Amortization ************************************* 157.6 142.6 2[d] (37.6) 263.2

2[m] 0.6

1,083.9 1,627.8 (143.9) 2,567.8

Operating income ******************************** 357.5 349.1 (105.8) 600.8

Finance charges*********************************** 153.8 191.4 2[d] (31.7) 323.2
2[e] 7.3
2[o] (5.8)
2[n] 1.0
2[p] 7.2

Gain on settlement of contractual matters************** (10.0) — — (10.0)

143.8 191.4 (22.0) 313.2

Earnings before income taxes, non-controlling interest
and discontinued operations ********************* 213.7 157.7 (83.8) 287.6

Income taxes ************************************* 70.4 51.6 2[d] (9.0) 111.9
2[i] (1.1)

Earnings before non-controlling interest and
discontinued operations ************************* 143.3 106.1 (73.7) 175.7

Non-controlling interest **************************** 6.2 — — 6.2

Earnings before discontinued operations************* 137.1 106.1 (73.7) 169.5
Loss from discontinued operations ******************* — 4.9 — 4.9

Net earnings applicable to common shares*********** 137.1 101.2 (73.7) 164.6

Average common shares outstanding (number, in
millions) ************************************** 101.8 2[g] 38.5 140.3

Earnings per common share before discontinued
operations

Basic ******************************************* $ 1.35 $ 1.21

Diluted****************************************** $ 1.24 $ 1.15

Earnings per common share
Basic ******************************************* $ 1.35 $ 1.17

Diluted****************************************** $ 1.24 $ 1.12

See accompanying notes
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Fortis Inc.

PRO FORMA CONSOLIDATED STATEMENT OF EARNINGS
For the nine-month period ended September 30, 2006

(Unaudited)
($ millions, except for per share amounts)

Pro forma
consolidated

Terasen Pro forma statement
Fortis Inc. Inc. Adjustments of earnings

Note

Operating revenues******************************* 1,071.7 1,406.1 2[d] (168.2) 2,309.6
Equity income *********************************** 6.9 16.2 2[d] (16.2) 6.9

1,078.6 1,422.3 (184.4) 2,316.5

Expenses
Energy supply ************************************ 394.0 767.4 — 1,161.4
Operating**************************************** 290.3 284.2 2[d] (74.3) 500.2
Amortization ************************************* 130.9 108.7 2[d] (28.1) 212.0

2[m] 0.5

815.2 1,160.3 (101.9) 1,873.6

Operating income ******************************** 263.4 262.0 (82.5) 442.9

Finance charges*********************************** 124.4 134.7 2[d] (20.1) 246.2
2[e] 5.5
2[o] (4.4)
2[n] 0.7
2[p] 5.4

Gain on sale of income producing properties *********** (2.1) — — (2.1)

122.3 134.7 (12.9) 244.1

Earnings before income taxes, non-controlling interest
and discontinued operations ********************* 141.1 127.3 (69.6) 198.8

Income taxes ************************************* 23.1 45.1 2[d] (10.3) 57.1
2[i] (0.8)

Earnings before non-controlling interest and
discontinued operations ************************* 118.0 82.2 (58.5) 141.7

Non-controlling interest **************************** 4.7 — — 4.7

Earnings before discontinued operations************* 113.3 82.2 (58.5) 137.0
Loss from discontinued operations ******************* — 17.0 — 17.0

Net earnings applicable to common shares*********** 113.3 65.2 (58.5) 120.0

Average common shares outstanding (number, in
millions) ************************************** 103.5 2[g] 38.5 142.0

Earnings per common share before discontinued
operations

Basic ******************************************* $ 1.09 $ 0.96

Diluted****************************************** $ 1.05 $ 0.94

Earnings per common share
Basic ******************************************* $ 1.09 $ 0.85

Diluted****************************************** $ 1.05 $ 0.84

See accompanying notes
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FORTIS INC.

NOTES TO PRO FORMA CONSOLIDATED
FINANCIAL STATEMENTS

(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited pro forma consolidated financial statements give effect to the acquisition (the ‘‘Acquisition’’) of all of the issued
and outstanding shares in Terasen Inc. (‘‘Terasen’’) as described in the short form prospectus dated March 7, 2007 (the ‘‘Prospectus’’). The
accompanying unaudited pro forma consolidated financial statements have been prepared by management of Fortis Inc. (‘‘Fortis’’ or the
‘‘Corporation’’) and are derived from the unaudited and audited consolidated financial statements of Fortis as at and for the nine-month period
ended September 30, 2006 and for the year ended December 31, 2005, respectively; and the unaudited and audited financial statements of
Terasen as at and for the nine-month period ended September 30, 2006, and for the year ended December 31, 2005, respectively.

The accounting policies used in the preparation of these unaudited pro forma consolidated financial statements are those disclosed in the
Corporation’s audited financial statements. Management has determined that no adjustments to Terasen’s financial statements are required to
comply with the accounting policies used by Fortis in the preparation of its consolidated financial statements. Certain accounting policies
followed by Terasen are different from that of Fortis due to rate regulation associated with a gas utility imposed by the British Columbia
Utilities Commission (‘‘BCUC’’).

As is standard with similar transactions in regulated utilities, the purchase price is primarily based upon the regulated assets at the point of
closing. Based on the purchase price calculation as detailed in the acquisition agreement dated February 26, 2007 (the ‘‘Acquisition
Agreement’’), the estimated net purchase price of Terasen is $1,099.0 million (refer to Note 2[a]).

The unaudited pro forma consolidated balance sheet and unaudited pro forma consolidated statements of earnings reflect the acquisition effected
on September 30, 2006 and January 1, 2005, respectively. The unaudited pro forma consolidated financial statements are not necessarily
indicative of the results that actually would have been achieved if the transactions reflected therein had been completed on the dates indicated or
the results which may be obtained in the future. For instance, the actual purchase price allocation will reflect the fair value, at the purchase date,
of the assets acquired and liabilities assumed based upon the acquirer’s evaluation of such assets and liabilities following the closing of the
transaction and, accordingly, the final purchase price allocation, as it relates principally to intangible assets, may differ significantly from the
preliminary allocation reflected herein.

These unaudited pro forma consolidated financial statements should be read in conjunction with the description of the transaction described in
the Prospectus; the audited and unaudited financial statements of Terasen, including the notes thereto, included in the Prospectus; and the
audited and unaudited consolidated financial statements of Fortis including the notes thereto, incorporated by reference in the Prospectus.

The underlying assumptions for the pro forma adjustments provide a reasonable basis for presenting the significant financial effect directly
attributable to the Acquisition. These pro forma adjustments are tentative and are based on available financial information and certain estimates
and assumptions. The actual adjustments to the consolidated financial statements will depend on a number of factors. Therefore, we believe that
the actual adjustments will differ from the pro forma adjustments, and the differences may be material.

2. PRO FORMA ASSUMPTIONS AND ADJUSTMENTS

[a] These pro forma consolidated financial statements give effect to the completion of the Acquisition, as if it had occurred on September 30,
2006 in respect of the pro forma consolidated balance sheet, and on January 1, 2005 in respect of the pro forma consolidated statements of
earnings for the year ended December 31, 2005 and for the nine-month period ended September 30, 2006. The Acquisition has been reflected in
the pro forma consolidated financial statements using the purchase method.

Estimated Net Purchase Price

($ millions)

Unadjusted purchase price **************************************************************************** 1,801.0
Estimated acquisition costs (Note 2[h]) ****************************************************************** 25.0

Estimated net purchase price, before assumed debt ******************************************************** 1,826.0
Assumed cash of Terasen in excess of normal working capital*********************************************** 40.0
Assumed short-term notes of Terasen (Note 2[f])********************************************************** (317.0)
Assumed long-term debt of Terasen (Note 2[f]) *********************************************************** (450.0)

Estimated net purchase price ************************************************************************** 1,099.0

F-40



Estimated Net Funding Requirements

($ millions)

Estimated net purchase price *************************************************************************** 1,099.0
Assumed short-term notes of Terasen ******************************************************************** 317.0
Assumed long-term debt of Terasen ********************************************************************* 450.0
Common share issuance costs (Note 2[g]) **************************************************************** 41.3

Estimated net funding requirements ********************************************************************* 1,907.3

Assumed Financing Structure
($ millions)

Assumed short-term notes of Terasen ******************************************************************** 317.0
Assumed long-term debt of Terasen ********************************************************************* 450.0
Common share issuance (Note 2[g]) ********************************************************************* 1,001.0
Incremental long-term debt issuance (Note 2[e]) *********************************************************** 139.3

1,907.3
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[b] Petroleum Transportation segment net assets and allocation of estimated net purchase price

The estimated net purchase price has been allocated to the fair values of Terasen net assets and liabilities at September 30, 2006, excluding the
net assets and liabilities of the petroleum transportation segment which are not being acquired, in accordance with the purchase method, as
follows:

($ millions)

Fair Value
Petroleum and Other

Terasen Inc. Transportation Adjustments Net Total

Note

Assets acquired:

Cash and cash equivalents*********************************** 82.8 — — 82.8

Accounts receivable**************************************** 188.1 (22.3) — 165.8

Prepaid expenses ****************************************** 8.8 (3.2) — 5.6

Regulatory assets ****************************************** 142.5 — — 142.5

Gas inventories, materials and supplies ************************ 249.7 (3.2) — 246.5

Current assets******************************************** 671.9 (28.7) — 643.2

Deferred charges and other assets***************************** 86.8 (31.0) 2[n] 2.4 58.2

Regulatory assets ****************************************** 49.8 — — 49.8

Future income taxes**************************************** — — 2[f] 8.4 8.4

Utility capital assets**************************************** 3,994.8 (1,158.4) — 2,836.4

Investments*********************************************** 254.5 (254.5) — —

Intangibles *********************************************** — — — —

5,057.8 (1,472.6) 10.8 3,596.0

Liabilities assumed:

Short-term borrowings************************************** 524.0 — — 524.0

Accounts payable and accrued charges ************************ 433.5 (85.0) 2[l] 10.0 358.5

Income taxes payable*************************************** 20.0 2.2 — 22.2

Current installments of long-term debt and capital lease obligations 41.0 — — 41.0

Other long-term liabilities and deferred credits ****************** 176.9 (16.8) — 160.1

Future income taxes**************************************** 71.7 (63.5) — 8.2

Long-term debt and capital lease obligations******************** 2,367.0 (300.0) 2[f] 24.0 2,091.0

3,634.1 (463.1) 34.0 3,205.0

Net assets at fair value, as at September 30, 2006 ************* 1,423.7 (1,009.5) (23.2) 391.0

Net purchase price**************************************** 1,099.0

Goodwill************************************************* 708.0

Goodwill previously recorded by Terasen ********************** (76.4)

Additional goodwill *************************************** 631.6

Terasen’s natural gas distribution business is regulated under traditional cost of service. The determination of revenues and earnings is based on
regulated rates of return that are applied to historic values and does not change with a change of ownership. Therefore, for the regulated
business, no fair market value adjustments are recorded as part of the purchase price on individual assets and liabilities, including intangibles, to
be acquired, because all of the economic benefits and obligations associated with them beyond regulated rates of return accrue to the customers.
The book value of the assets and liabilities of the regulated business to be acquired has been assigned as fair value for the purchase price
allocation.

[c] Goodwill

The excess of the purchase price, including estimated fees and expenses related to the Acquisition, over the preliminary fair value of net assets
acquired from Terasen is classified as goodwill on the accompanying pro forma consolidated balance sheet.
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[d] Results of Petroleum Transportation segment

The acquisition of Terasen does not include the petroleum transportation segment and, as such, the results of this segment for the year ended
December 31, 2005 and for the nine months ended September 30, 2006 have been excluded, as follows:

($ millions)

Nine-month Year ended
period ended December 31,
Sept 30, 2006 2005

Operating revenues ****************************************************************** 168.2 227.8
Equity income ********************************************************************** 16.2 21.9

184.4 249.7

Expenses
Operating ************************************************************************** 74.3 106.9
Amortization *********************************************************************** 28.1 37.6
Finance charges ********************************************************************* 20.1 31.7
Income taxes *********************************************************************** 10.3 9.0

132.8 185.2

[e] Financing

The Corporation has entered into a bridge financing agreement with its bankers at an assumed rate of 5.10%. This bridge will be refinanced with
the issuance of other permanent capital including long-term debt facilities. It is assumed the anticipated debt funding requirement of
$139.3 million will be initially financed by the bridge acquisition facility and will be subsequently refinanced at an average rate of 5.25%.

Additional interest expense of the following has been assumed:

($ millions)
Nine-month Year ended

period ended December 31,
Sept 30, 2006 2005

Interest on $139.3 million of refinanced incremental debt at 5.25% ******************** 5.5 7.3

[f] Assumed debt

Terasen has long-term debt outstanding of $450.0 million, in various series with due dates ranging from 2008 to 2040. The rates range from
5.56% to 8.0%, resulting in the fair market value of the debt exceeding book value by $24.0 million, ($15.6 million, net of future income taxes
of $8.4 million), calculated as at September 30, 2006. No adjustment was made to the carrying value of the debt securities of Terasen Gas Inc.
and Terasen Gas (Vancouver Island) Inc. This is due to the rate regulated nature of their businesses in which recovery in rates of the costs
related to these debt securities is subject to the regulation of the BCUC.

Terasen also has short-term notes of $317.0 million that are being assumed. The remaining short-term notes balance of $207.0 million relates to
the BCUC regulated business.

[g] Common share issuance

To fund a portion of the Acquisition purchase price, the Corporation plans to issue approximately 38.5 million common shares on closing
resulting in estimated gross proceeds of $1,001.0 million, or net proceeds after common share issuance costs of $974.2 million ($41.3 million
common share issuance costs less $14.5 million of future income taxes). The price of $26.00 per share, being the offering price for the issuance
of 38.5 million subscription receipts of the Corporation pursuant to the Prospectus dated March 7, 2007, has been used as the issue price per
share in the pro forma consolidated financial statements.

[h] Acquisition costs

It is assumed Acquisition costs will approximate $25.0 million, and will form part of the investment cost base. These primarily relate to
investment banking and legal fees.

[i] Income taxes

Income taxes applicable to the pro forma adjustments are tax effected at Fortis’ average tax rates of 35.0% and 35.0% for the year ended
December 31, 2005 and the nine-month period ended September 30, 2006, respectively.

[j] Earnings per common share

The calculation of the pro forma earnings per common share for the year ended December 31, 2005, and for the nine-month period ended
September 30, 2006, considers the issuance of 38.5 million common shares as contemplated in the Prospectus dated March 7, 2007, as if the
issuance had taken place as at January 1, 2005.
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[k] Terasen historical shareholder’s equity balances

The historical shareholder’s equity, contributed surplus, foreign currency translation and retained earnings balances of Terasen have been
eliminated.

[l] Transition costs

Estimated known restructuring costs of $10.0 million are related to an after-tax estimate of expenses associated with a transition plan. The
assessment of this plan will be completed as soon as possible after the consummation of the Acquisition and actions under the plan will begin as
soon as possible thereafter.

[m] Long-term debt financing costs

Long-term debt financing costs are assumed to approximate $3.0 million, and will be deferred and amortized over the estimated term of the
long-term debt of five years.

[n] Fair value of interest rate swaps and related amortization

The fair value of interest rate swaps of Terasen is an asset of $2.4 million as at September 30, 2006. The fair value adjustment will be amortized
over the term of the related debt.

[o] Amortization of fair value debt adjustment

The debt fair value adjustment will be amortized over the term of the related debt. Refer to Note 2[f].

[p] Segmentation of short-term interest expense

The $317 million of assumed short-term notes of Terasen includes $110 million which had previously been allocated to the petroleum
transportation segment by Terasen. With the acquisition of Terasen and the removal of the petroleum transportation segment, interest on the
$110 million of short-term notes has been reallocated back to the remaining business being acquired as follows:

($ millions)
Nine-month Year ended

period ended December 31,
Sept 30, 2006 2005

5.4 7.2
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This discussion should be read in conjunction with the consolidated financial statements of the Company and
related notes for the years ended December 31, 2005 and 2004. In this MD&A, we, us, our, the Company and Terasen
mean Terasen Inc., its subsidiaries, joint ventures and investments in significantly influenced companies. Terasen Gas
refers to Terasen Gas Inc., TGVI refers to Terasen Gas (Vancouver Island) Inc., Trans Mountain refers to Terasen
Pipelines (Trans Mountain) Inc., Corridor refers to Terasen Pipelines (Corridor) Inc., Terasen Pipelines refers to
Terasen Pipelines Inc., Express refers to the Express and Platte Pipeline Systems; and Water and Utility Services
refers to Terasen Waterworks (Supply) Inc., Terasen Utility Services Inc. and Terasen’s 50% interest in Fairbanks
Sewer and Water Inc. KMI refers to Kinder Morgan, Inc.

The financial data included in this discussion has been prepared in accordance with Canadian generally accepted
accounting principles, and all dollar amounts are in Canadian dollars unless otherwise stated.

About Terasen

On November 30, 2005, all of the shares of the Company were acquired by Kinder Morgan, Inc. (‘‘KMI’’), through a
subsidiary, pursuant to a Combination Agreement dated as of August 1, 2005. The Company’s shareholders were able
to elect, for each Terasen share held, either (i) $35.75 in cash, (ii) 0.3331 shares of KMI common stock, or (iii) $23.25
in cash plus 0.1165 shares of KMI common stock. In the aggregate, approximately 12.5 million shares of KMI common
stock was issued together with cash payments of approximately $2.49 billion to Terasen securityholders.

Natural Gas Distribution
Terasen’s natural gas distribution operations consist primarily of Terasen Gas and TGVI in addition to several small
related utility operations. Terasen Gas is the largest distributor of natural gas in British Columbia, serving more than
804,000 customers in more than 100 communities. Major areas served by Terasen Gas are Greater Vancouver, the
Fraser Valley and the Thompson, Okanagan, Kootenay and North Central Interior regions of the province. TGVI serves
approximately 85,000 customers on Vancouver Island and the Sunshine Coast area and Terasen Gas (Whistler) serves
approximately 2,000 customers in the Whistler region. Terasen Gas and TGVI provide transmission and distribution
services to their customers, and obtain natural gas supplies on behalf of residential and commercial customers. Gas
supplies are sourced primarily from northeastern British Columbia and, through the Company’s Southern Crossing
Pipeline, from Alberta.

Petroleum Transportation
Terasen’s petroleum transportation operations are the Trans Mountain, Corridor, Express and Platte pipelines. These
operations are conducted under the Kinder Morgan Canada name. Trans Mountain transports crude oil and refined
products from Edmonton, Alberta to Burnaby, British Columbia and also delivers Canadian crude oil to several
refineries in Washington State. Trans Mountain also owns the Westridge Marine Terminal, which is located at
tidewater in the Port of Vancouver, and a jet fuel pipeline connecting to Vancouver International Airport. Corridor
owns a dual pipeline system which transports diluted bitumen and diluent between the Muskeg River mine near
Fort McMurray and the Shell upgrader north of Edmonton, Alberta. Corridor commenced commercial operations in
May 2003. Terasen also owns a one-third interest in the Express Pipeline and the Platte Pipeline which transports crude
oil from Hardisty, Alberta to the Rocky Mountain region of the United States and on to Wood River, Illinois.

Other Activities
In addition to Terasen’s core businesses of Natural Gas Distribution and Petroleum Transportation, Terasen owns
interests in several smaller businesses including a 30% interest in CustomerWorks LP. CustomerWorks provides billing
and customer care services to utilities, municipalities and retail energy companies. CustomerWorks has outsourced the
provision of its customer care services to an entity owned and operated by Accenture Inc. Prior to the disposition of
Terasen’s 40.4% ownership interest in Clean Energy on October 31, 2005, the other activities segment also included
Clean Energy Fuel Corp. (‘‘Clean Energy’’), a provider of natural gas vehicle refueling infrastructure.

In January 2006, Terasen entered into a Purchase and Sale Agreement to dispose of its interest in its water and utility
services operations for proceeds of approximately $125 million. The disposition is expected to be completed by the end
of April 2006, subject to regulatory approvals. The water and utility services business has accordingly been reclassified
as assets and liabilities held for sale and as discontinued operations. The disposition is not expected to give rise to a
material gain or loss.
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Results of Operations

Net Earnings

Years ended
December 31

2005 2004

(in millions of
dollars)

Natural gas distribution
Terasen Gas ******************************************************************* $ 65.3 $ 69.7
TGVI************************************************************************* 25.5 26.2

90.8 95.9

Petroleum transportation
Trans Mountain **************************************************************** 25.4 39.4
Corridor*********************************************************************** 13.6 15.6
Express System***************************************************************** 25.5 15.9

64.5 70.9

Discontinued operations ************************************************************ (4.9) 3.3
Other activities ******************************************************************* (49.2) (20.3)

Net earnings ********************************************************************* $101.2 $149.8

Net earnings for 2005 decreased by $48.6 million compared to 2004. Significant items that impacted net earnings
in 2005 were as follows:

Certain items

($ millions)

KMI transaction costs******************************************************************* $42.9
Inland Pacific Connector costs************************************************************ 3.6
Clean Energy hedging gains and disposition costs******************************************** (2.5)
Premium on Trans Mountain debt redemption *********************************************** 7.3

$51.3

In 2005 the Company has charged to earnings after-tax costs of $42.9 million associated with the acquisition by KMI,
mainly from pre-tax investment banking costs of $14.7 million, severance and employee-related costs of $14.4 million,
share option costs of $3.6 million, and the write-off of approximately $15.3 million of income tax expense related to
restricted tax loss carry-forwards.

In the fourth quarter of 2005 Terasen Gas expensed $3.6 million (after-tax) of costs incurred in connection with the
Inland Pacific Connector project that were not permitted recovery in rates by the BCUC.

On October 31, 2005, the Company sold its 40.4% ownership in Clean Energy for proceeds of approximately
U.S. $35.9 million. The sale, together with equity earnings of Clean Energy for the ten months ended October 31, 2005,
has resulted in a gain of approximately $2.5 million, including the recognition of all unrealized gas forward contract
gains of Clean Energy in 2005 totalling $10.9 million and the recognition of currency translation losses previously
included in Shareholders’ Equity totalling $8.4 million.

On November 1, 2005, Trans Mountain exercised its right to redeem the $35 million Series C Debentures. An after-tax
charge to earnings of $7.3 million was incurred in connection with the premium that was paid to redeem the
debentures.

The water and utility services business operations earnings have been reclassified to discontinued operations for both
2005 and 2004.
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Selected Annual Information
Years ended December 31

2005 2004 2003

(in millions of dollars)

Total revenues1 ****************************************************** $1,952.5 $1,798.1 $1,763.1
Net income before discontinued operations1******************************* 106.1 146.5 130.7
Net income2 ******************************************************** 101.2 149.8 132.7
Common dividends paid ********************************************** 95.1 86.4 79.4
Total assets (restated)1 ************************************************ 5,316.1 4,981.8 4,933.1
Long-term debt1,3 **************************************************** 2,012.9 2,291.6 2,426.1
Current portion of long-term debt *************************************** 398.2 416.7 51.8

1. Total revenues in 2004 and 2003 have been restated to reflect the reclassification of the water and utility services business as discontinued
operations. Net income before discontinued operations and long-term debt for 2004 and 2003 have been restated for the reclassification of the
Company’s capital securities from equity to long-term debt, and the reclassification of the respective financing costs and income taxes. Total
assets for 2004 and 2003 have been restated to reflect the reclassification of deferred charges to other long-term liabilities and deferred credits.

2. Terasen is a wholly-owned subsidiary of KMI and accordingly earnings per share information is not disclosed.

3. Excluding current portion of long-term debt.

Growth in total revenues has been caused mainly by higher natural gas commodity prices, particularly in 2005, which
are flowed through in customer rates. Net income, when adjusted for the KMI transaction costs and Trans Mountain
Series C redemption costs in 2005, has grown since 2003 mainly as a result of strong earnings growth in petroleum
transportation. The completion of the Corridor Pipeline project in April 2003 and the Express System expansion in
2005 and throughput growth on the Trans Mountain system have been the main contributors to earnings growth. The
increase in total assets from 2004 to 2005 reflected both capital expenditures and growth in natural gas inventories and
accounts receivable as a result of higher natural gas commodity prices.

Results by Business Segment

Natural Gas Distribution
Years ended
December 31

2005 2004

(in millions of dollars)

Natural gas distribution revenues ************************************************* $1,678.0 $1,494.1
Natural gas distribution net earnings*********************************************** 90.8 95.9

Revenues from natural gas distribution increased in 2005 compared to 2004 mainly as a result of higher market prices
for natural gas, which are flowed through in customer rates. Cost of natural gas increased by a corresponding amount.

Earnings from natural gas distribution declined from $95.9 million in 2004 to $90.8 million in 2005 related to the
expensing of costs associated with the KMI acquisition and the expensing of costs associated with the Inland Pacific
Connector project, as well as a lower allowed return on equity in both Terasen Gas and TGVI and reduced earnings
from accretion of the RDDA acquisition discount in TGVI. These factors were partially offset by strong operating
performance in both Terasen Gas and TGVI as discussed below.

TERASEN GAS

Earnings from Terasen Gas decreased from $69.7 million to $65.3 million due to the expensing of $6.4 million of costs
related to the KMI acquisition primarily from the expiry of loss carryforwards due to the change in control, a lower
allowed return on equity in 2005 compared to 2004, and the expensing of $3.6 million (after-tax) of costs incurred in
connection with the Inland Pacific Connector project that were not permitted recovery in rates by the BCUC. These
factors were partially offset by strong operating performance, including higher transportation revenue, rate base growth
and reduced bad debt expense.

Terasen Gas net customer additions during 2005 were 12,613, up from 11,750 customer additions in 2004. Solid
economic conditions and continued strength in new housing starts in British Columbia helped drive the net customer
additions in 2005. Terasen Gas industrial sales volumes decreased by 755 terajoules while transportation volumes
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increased by 1,113 terajoules from the previous year. Terasen Gas earns approximately the same margin regardless of
whether a customer contracts for sales or transportation service.

Regulation
Terasen Gas’ rates are based on estimates of several items, such as natural gas sales volumes, cost of natural gas, and
interest rates. In order to manage the risks associated with some of these estimates, a number of regulatory deferral
accounts are in place.

Two mechanisms to ameliorate unanticipated changes in sales volumes, such as changes caused by weather, have been
implemented specifically for Terasen Gas. The first, originally called the Gas Cost Reconciliation Account (GCRA),
relates to the recovery of all gas costs through a deferral account which captures all variances (overages and shortfalls)
from forecasts. Balances are either refunded to or recovered from customers via an application with the BCUC.
Creation of the GCRA was approved by the BCUC in October 1993; effective April 2004 the GCRA was split into two
new deferral accounts called the Commodity Cost Reconciliation Account (CCRA) and the Midstream Cost
Reconciliation Account (MCRA). The CCRA and MCRA were created to support commodity unbundling and the
refund/recovery mechanism works the same as that used for the GCRA. The second mechanism seeks to stabilize
revenues from residential and commercial customers through a deferral account that captures variances in the forecast
versus actual customer use throughout the year. This mechanism is called the Revenue Stabilization Adjustment
Mechanism (RSAM).

The RSAM and CCRA/MCRA accounts reduce Terasen Gas’ earnings exposure to related risks by deferring any
variances between projected and actual gas consumption and gas costs, and refunding or recovering those variances in
rates in subsequent periods. Variances in usage by large volume, industrial transportation and sales customers are not
covered by these deferral accounts as their usage is more predictable and less likely to be significantly affected by
weather.

In 2005, the net balances of the RSAM and CCRA/MCRA accounts decreased to a payable of $9.0 million from a
receivable of $14.1 million in 2004. In order to ensure that the balances in the CCRA/MCRA account are recovered on
a timely basis, Terasen Gas prepares and files quarterly calculations with the BCUC to determine whether customer rate
adjustments are needed to reflect prevailing market prices for natural gas costs.

Short-term and long-term interest rate deferral accounts are also in place to absorb interest rate fluctuations. The
interest rate deferral accounts which were in place during 2004 effectively fixed the interest expense on short-term
funds attributable to Terasen Gas’ regulated assets at 4.00% during 2005, up from 3.25% in 2004. The effective fixed
short-term interest rate for 2006 has been set at 4.00%. Any variations from this rate throughout the year are recorded
in deferral accounts.

Allowed Return on Equity (ROE) and Capital Structure
Terasen Gas’ allowed ROE is determined annually based on a formula that applies a risk premium to a forecast of long-
term Government of Canada bond yields. For 2005, the application of the ROE formula set Terasen Gas’ allowed ROE
at 9.03%, down from 9.15% in 2004. Terasen Gas and TGVI applied to the BCUC in June 2005 to increase their
deemed equity components from 33% to 38% and from 35% to 40%, respectively. The same application also requested
an increase in allowed ROEs from the levels that would have resulted from the historic formula, which would have
been 8.29% for Terasen Gas and 8.79% for TGVI in 2006.

The BCUC rendered its decision on the application on March 2, 2006, to be effective as of January 1, 2006. The
generic ROE formula for a benchmark utility in British Columbia was changed such that it will be reset annually off a
forecast of 30 Year Canada Bonds plus a 3.90% risk premium when the forecast yield on 30 Year Canada Bond is
5.25% The risk premium is adjusted annually by 75% of the difference between 5.25% and the forecast yield on
30 Year Canada Bonds. The changes increased the allowed ROE from 8.29% to 8.80% for Terasen Gas and from
8.79% to 9.50% for TGVI in 2006. The Decision also resulted in increases in the deemed equity components of
Terasen Gas and TGVI to 35% and 40%, respectively.

2004-2007 Performance Based Rate Plan (PBR)
In July 2003, Terasen Gas received BCUC approval of a negotiated settlement for a 2004-2007 PBR. The PBR
Settlement establishes a process for determining Terasen Gas’ delivery charges and incentive mechanisms for improved
operating efficiencies. The four-year agreement includes incentives for Terasen Gas to operate more efficiently through
the sharing of the benefits between Terasen Gas and its customers. The PBR Settlement includes ten service quality
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measures designed to ensure Terasen Gas maintains service levels. It also sets out the requirements for an annual
review process which will provide a forum for discussion between Terasen Gas and interested parties regarding its
current performance and future activities.

Operation and maintenance costs and base capital expenditures are subject to an incentive formula reflecting increasing
costs due to customer growth and inflation, less an adjustment factor based on 50 percent of inflation during the first
two years of the PBR and 66 percent of inflation during the last two years. Base capital expenditure amounts are a
function of customer numbers and projected customer additions. The PBR Settlement provides for a 50/50 sharing
mechanism of earnings above or below the allowed return on equity beginning in 2004.

Upon expiry of the 2004-2007 PBR, there is no certainty as to whether a new negotiated settlement will be entered into,
or what the terms of a new settlement might be.

Municipal Leasing Transactions
Certain municipalities in Terasen Gas’ service area have an option to purchase the gas distribution franchise within
their municipal boundary. In order to address these purchase options, the Company has developed a leasing
arrangement that allows Terasen Gas to continue to operate the gas distribution assets by effectively selling the assets
to the municipality and leasing them back for a 17 year period. After 17 years, Terasen Gas has an option to repurchase
the assets at depreciated value. At December 31, 2005, Terasen Gas had entered into transactions involving a total
value of $152.7 million, and the value of future transactions is not expected to be material.

TGVI
Earnings from TGVI remained steady, decreasing only slightly from $26.2 million to $25.5 million.

TGVI net customer additions during 2005 were 4,354, up from 4,233 customer additions in 2004.

Regulation
TGVI is also regulated by the BCUC. In 1995, an agreement was entered into between TGVI, the Province of British
Columbia (the Province) and the Government of Canada, which included a Special Direction that was issued to the
BCUC. The agreement, which expires no sooner than December, 2011, includes the following terms:

) TGVI receives, for the benefit of its customers, an annual payment until 2011 from the Province based on the
wellhead price of natural gas in B.C. This payment amounted to $46.7 million in 2005, up from $33.2 million in
2004.

) The accumulated revenue deficiency resulting from overall revenues being below the cost of service prior to 2003
had been recorded in a Revenue Deficiency Deferral Account (RDDA). When Terasen acquired TGVI, the amount
of the RDDA was $85 million, for which Terasen paid a price of $61 million. The accumulated RDDA recorded on
Terasen’s consolidated financial statements totaled $35.2 million as at December 31, 2005, corresponding to a
balance for TGVI regulatory purposes of $48.3 million. The balance on Terasen’s consolidated financial statements
is down $10.4 million from December 31, 2004. Terasen is committed to fund these revenue deficiencies by
purchasing preferred shares or subordinated debt issued by TGVI. The BCUC was directed to set rates beginning in
2003 that amortize the RDDA balance over the shortest period reasonably possible, having regard for TGVI’s
competitive position relative to alternative energy sources and the desirability of reasonable rates. The earnings
impact of the RDDA discount is discussed under Results — Natural Gas Distribution.

) Any variances in the achieved ROE in a particular year from the allowed ROE (other than variances resulting from
operation and maintenance costs) are deferred and recorded in the RDDA. The RDDA accumulated by TGVI is
funded by the Company. Recovery of the deficiency through rates charged to customers is dependent upon
regulatory approval and must be balanced against maintaining the competitiveness of TGVI’s service relative to
alternative energy sources. As a result, most risks associated with TGVI’s annual financial results (other than
operating costs) are, subject to BCUC approval, transferred to customers through the RDDA. The Company began
recovery of the deficiency in 2003.

TGVI renewed its regulatory settlement in late 2005 for a two-year period effective January 1, 2006. It provides for a
continuation of the operation and maintenance cost incentive arrangements previously in place. The allowed ROE for
TGVI was 9.53% for 2005, compared to 9.65% in 2004. As described above, TGVI’s ROE for 2006 is 9.50% and
TGVI’s deemed equity component of its capital structure for 2006 is 40%.
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To ensure prompt recovery of the RDDA, the BCUC has approved a rate-setting mechanism for TGVI whereby
customer rates are set at levels in excess of TGVI’s cost of service, but effectively capped by the price of competitive
alternative fuels (electricity or heating oil). This has resulted in significant RDDA amortization in both 2004 and 2005.
However, RDDA recovery is sensitive to the relative pricing of natural gas and electricity in TGVI’s service area, as
well as to margin generated under TGVI’s firm transportation agreements discussed below. There is no certainty that
TGVI will be able to charge rates that will be sufficient to fully recover the RDDA prior to the expiry of the Provincial
royalty payments at the end of 2011.

Contractual Arrangements
During 2005 TGVI’s firm transportation agreements with the Vancouver Island Gas Joint Venture were renewed. The
new agreements extend until 2012, and the committed volume under the contracts were set at 12.5 TJ per day for 2006
to 2012, inclusive, down from 20 TJ per day in 2005.

TGVI has also entered into a firm transportation agreement with BC Hydro to serve BC Hydro’s gas supply needs to a
gas-fired cogeneration plant at Elk Falls, B.C. The agreement, for 45 TJ per day, expires on December 31, 2007.
BC Hydro has an option to extend the agreement for one year. BC Hydro has indicated that it is considering changing
the Elk Falls facility from a baseload facility to a dispatchable facility. Accordingly, there is no certainty that the firm
transportation agreement with BC Hydro will be extended beyond 2007.

On February 16, 2005, the BCUC approved TGVI’s proposed liquefied natural gas (LNG) storage facility, subject to
several conditions including the execution of a long-term Transportation Service Agreement (TSA) with BC Hydro
backed by the capacity demand requirements of the Duke Point Power project. On June 17, 2005, BC Hydro announced
its intention to abandon the Duke Point Power project on Vancouver Island as a result of a continuing appeal process.
As a result, the expected construction timeline for TGVI’s proposed storage facility has been delayed and, pending re-
evaluation, will require BCUC approval prior to proceeding.

Petroleum Transportation
Years ended
December 31

2005 2004

(in millions of
dollars)

Petroleum transportation revenues**************************************************** $227.8 $225.5
Petroleum transportation net earnings ************************************************* 64.5 70.9

Revenues from petroleum transportation increased by $2.3 million in 2005 compared to 2004 as a result of higher
revenues on the Corridor system, which offset lower throughput on the Trans Mountain system in the first quarter of
2005 as discussed below. Corridor revenues were higher in 2005 as a result of the refund in 2004 of deferral account
balances to the Corridor shippers.

Earnings from petroleum transportation declined from $70.9 million in 2004 to $64.5 million in 2005 mainly as a result
of lower throughput on the Trans Mountain system and a lower allowed return on equity on the Corridor system, offset
in part by higher earnings from the Express System as a result of the completion of the Express expansion project.
Earnings in 2005 were also impacted by a $7.3 million aftertax charge to earnings associated with the redemption of the
Trans Mountain Series C Debentures.

TRANSPORTATION VOLUMES
Years ended
December 31

2005 2004

(barrels per day)

Trans Mountain Canadian mainline************************************************* 220,900 236,100
Trans Mountain U.S. mainline***************************************************** 74,600 91,700
Express System***************************************************************** 213,000 175,900

Actual throughput on the Corridor Pipeline does not impact earnings as all of Corridor’s capacity is contracted through ship-or-pay arrangements.
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Throughput in the first quarter of 2005 on the Trans Mountain system was impacted by the decline in production from
the Alberta oilsands resulting from temporary production outages, as well as turnarounds at refineries connected to the
Trans Mountain pipeline. These issues affected throughput on both the Canadian and U.S. mainlines. Volumes returned
to more normal levels for the remainder of 2005.

Throughput on the Express System increased in 2005 as a result of the completion of the Express expansion project in
April 2005.

TRANS MOUNTAIN

Earnings from Trans Mountain were $25.4 million in 2005, down from $39.4 million in 2004 mainly as a result of the
costs of the Trans Mountain Series C Debenture redemption and the reduction in throughput on the Trans Mountain
system in the first quarter of 2005.

Regulation
The National Energy Board (NEB) regulates the Canadian portion of Trans Mountain’s crude oil and refined products
pipeline system. The NEB authorizes pipeline construction and establishes tolls and conditions of service.

In November 2000, Trans Mountain and shipper representatives reached a negotiated agreement to determine Trans
Mountain’s tolls for the period 2001-2005. This Incentive Toll Settlement (ITS) was approved by the NEB on
March 22, 2001 to take effect as of January 1, 2001.

The 2001-2005 ITS establishes base tolls, within a band of approximately 179,000 to 201,000 bpd, on Trans
Mountain’s Canadian mainline for the term of the settlement. Base tolls are set using a throughput level of
approximately 189,000 bpd. Any revenue shortfalls arising from annual throughput levels below 179,000 bpd are
recovered from the shippers. Incremental revenues arising from annual throughput above 201,000 bpd are shared
equally between Trans Mountain and the shippers. The base tolls do not escalate with inflation unless Canadian
inflation rates increase above 3.5%. Trans Mountain keeps all of the benefits achieved through productivity initiatives
and operating efficiencies.

In January 2006, Kinder Morgan Canada entered into a memorandum of understanding with the Canadian Association
of Petroleum Producers (CAPP) for a new Incentive Toll Settlement (the 2006-2010 ITS). The 2006-2010 ITS will
determine the tolls to be charged on the Trans Mountain system over the five-year term of the agreement, to take effect
as of January 1, 2006. The agreement will also govern the financial arrangements for the Pump Station Expansion and
Anchor Loop projects. The 2006-2010 ITS is subject to National Energy Board (NEB) approval, and Kinder Morgan
Canada and CAPP will work toward a final agreement by the end of June 2006. In addition to tolling and expansion
parameters, the formal agreement will allow for new pipeline rules and regulations, capacity allocation procedures for
the Westridge Marine Terminal and enhanced service standards.

The toll charged for the U.S. portion of Trans Mountain’s pipeline in Washington State falls under the jurisdiction of
the Federal Energy Regulatory Commission (FERC). Regulation by FERC is on a complaint basis. There were no
complaints in 2005.

Trans Mountain Pump Station Expansion Project
On Nov. 10, 2005, Kinder Morgan Canada received approval from the National Energy Board (NEB) to increase the
capacity of the Trans Mountain pipeline system from 225,000 bpd to 260,000 bpd. The $230 million expansion is
designed to add 35,000 bpd of heavy crude oil capacity by building new and upgrading existing pump stations along
the pipeline system between Edmonton, Alberta, and Burnaby, British Columbia. Construction began in early 2006 and
the expansion will be in service in early 2007.

Trans Mountain Anchor Loop Project
Kinder Morgan Canada filed a comprehensive environmental report with the Canadian Environmental Assessment
Agency on Nov. 15, 2005, and filed a complete NEB application for the Anchor Loop project on February 17, 2006.
The $400 million project involves twinning a 158-kilometre section of the existing Trans Mountain pipeline system
between Hinton, Alberta, and Jackman, British Columbia, and the addition of three new pump stations. With
construction of the Anchor Loop, the Trans Mountain system’s capacity will increase from 260,000 bpd to 300,000 bpd
by the end of 2008.

Based on management’s expectations for petroleum transportation demand to the West Coast of British Columbia and
shipper feedback, Kinder Morgan Canada has decided not to seek long-term contracts with shippers for the Pump
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Station Expansion Project or the Anchor Loop Project. As a result, there is no certainty that shipments on the Trans
Mountain system will be sufficient to adequately recover the entire capital costs of the Pump Station and Anchor Loop
expansions. However, the provisions of the 2006-2010 ITS will mitigate Trans Mountain’s financial exposure to
throughput shortfalls during that timeframe.

Beyond the Anchor Loop project, Kinder Morgan Canada is actively pursuing TMX 2, an approximately $1 billion
project that would loop the Trans Mountain pipeline between Valemont and Kamloops and back to Edmonton,
increasing throughput by 100,000 bpd, and TMX 3, a $900 million project that would loop the Trans Mountain pipeline
between Kamloops and the Lower Mainland, increasing throughput by 300,000 bpd. Kinder Morgan Canada plans to
conduct open seasons for both projects in 2006. Further into the future, Kinder Morgan Canada is considering building
a new 400,000 bpd pipeline across northern British Columbia to a new deep-water port facility in Kitimat, British
Columbia at a projected cost of $2.0 billion.

Kinder Morgan Canada is no longer pursuing the previously announced Spirit Pipeline due to the termination of
arrangements with its project partner.

CORRIDOR

Earnings from the Corridor system were $13.6 million in 2005, down from $15.6 million in 2004 as a result of a lower
allowed return on equity caused by lower long Canada bond yields in 2005 compared to 2004. The Firm Service
Agreement (FSA) between Corridor and its shippers sets pipeline tolls based on conventional cost of service
mechanisms. The FSA is a 25-year agreement, with return on equity linked to prevailing long Canada bond yields.
Shell Canada Limited, Chevron Canada Limited and Western Oil Sands L.P. have entered into a long-term ship-or-pay
contract with Corridor for 60%, 20% and 20%, respectively, of the available capacity on the Corridor Pipeline.

Corridor Pipeline Expansion
Kinder Morgan Canada has initiated engineering, environmental and consultation activities on its proposed Corridor
pipeline expansion project. The $1.0 billion expansion includes building a new 42-inch diluent/bitumen
(dilbit) pipeline, a new 20 inch products pipeline, tankage and upgrading existing pump stations along the existing
pipeline system from the Muskeg River Mine north of Fort McMurray to the Edmonton region. The Corridor pipeline
expansion will add an initial 200,000 bpd of dilbit capacity to accommodate the new bitumen production from the
Muskeg River Mine. The current dilbit capacity is approximately 258,000 bpd. It is expected to climb to 278,000 by
April 2006 by upgrading existing pump station facilities. By 2009, the dilbit capacity of the Corridor system is
expected to be approximately 500,000 bpd. An application for the Corridor Pipeline Expansion Project was filed with
the Alberta Energy and Utilities Board on December 22, 2005. Pending regulatory and definitive shipper approval,
construction will begin in late 2006.

EXPRESS SYSTEM

Earnings from the Express System were $25.5 million in 2005, up $9.6 million from 2004, as a result of the completion
of the Express System capacity expansion in April 2005, and the additional throughput that the Express System was
able to transport due to the expansion, and due to the realization of additional tax benefits.

In late 2003 and 2004, Terasen conducted open seasons to obtain long-term commitments for a portion of the Express
System’s uncommitted capacity and for expansion capacity. Express has 84% of its 280,000 bpd post-expansion total
capacity contracted. These contracts expire in 2007, 2012, 2014 and 2015 in amounts of 1%, 40%, 11% and 32% of
total capacity, respectively. These contracts provide for committed tolls for transportation on the Express System,
which can be increased each year by up to 2%. The remaining capacity is made available to shippers as uncommitted
capacity.

Other Activities

Years ended
December 31

2005 2004

(in millions of
dollars)

Other activities revenues ************************************************************* $46.7 $78.5
Other activities net (loss)************************************************************* (49.2) (20.3)
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Revenues from other activities declined from $78.5 million in 2004 to $46.7 million in 2005 as a result of the change in
accounting treatment for Clean Energy from proportionate consolidation to equity accounting.

The loss from other activities increased from $20.3 million in 2004 to $49.2 million in 2005 primarily as a result of
$34.4 million of costs incurred in connection with the acquisition of the Company by KMI.

Discontinued Operations
The water and utility services operations incurred a loss of $4.9 million in 2005, compared to earnings of $3.3 million
in 2004. The decline in earnings was due to the expiry of tax loss carryforwards associated with the KMI acquisition
and the recognition of a currency translation loss resulting from the pending sale of the business, somewhat offset by
strong operating performance in the business.

Summary of Quarterly Results

For the three months ended

Mar-31 Jun-30 Sep-30 Dec-31 Total

($ millions)

2005
Revenues (restated)1 ************************************ $627.5 $354.3 $282.6 $688.1 $1,952.5
Net income before discontinued operations ***************** 66.9 27.1 0.9 11.2 106.1
Net income ******************************************* 66.3 29.5 4.0 1.4 101.2

2004
Revenues (restated)1 ************************************ 625.1 321.6 275.6 575.8 1,798.1
Net income before discontinued operations ***************** 68.6 16.1 7.6 54.2 146.5
Net income ******************************************* 67.9 17.9 10.1 53.9 149.8

1. Revenues for 2004 and 2005 have been restated to reflect the reclassification of the water and utility services business as a discontinued
operation, and to reclassify certain revenues from Clean Energy to equity accounting.

Because of natural gas consumption patterns, the natural gas distribution operations of Terasen Gas normally generate
higher net earnings in the first and fourth quarters, which are offset by net losses in the second and third quarters. The
Company’s water and utility services business, which has been reclassified as a discontinued operation, typically
experiences stronger second and third quarter results, offset by weaker first and fourth quarter results, based on the
level of construction and general economic activity. Earnings from Terasen’s petroleum pipeline operations are not
subject to material fluctuations due to seasonality. As a result, interim earnings statements are not indicative of earnings
on an annual basis.

Revenues in 2005 were generally higher than in 2004 on a quarterly and annual basis as a result of higher natural gas
commodity prices in 2005.

March 2005/2004 — Earnings declined by $1.6 million due to temporary lower petroleum transportation throughput
resulting from the decline in production from the Alberta oilsands and maintenance turnarounds at refineries connected
to the Trans Mountain pipeline. Strong operating results from the other business units were able to offset the majority
of the earnings decline from petroleum transportation.

June 2005/2004 — Earnings increased by $11.6 million, driven by growth in earnings from all areas of operations.
Customer growth and operating efficiencies in the quarter were the primary factors in the $2.6 million growth in
earnings from natural gas distribution. Higher throughput on the Trans Mountain mainline and the implementation of
the Express System expansion resulted in a $4.7 million increase in contribution from petroleum transportation. Growth
in earnings from Waterworks and Clean Energy were the key drivers of the improvement in year-over-year earnings
contribution from water and utility services and other activities.

September 2005/2004 — Earnings declined by $6.1 million over the prior year third quarter, but include the hedging
activities and disposition costs associated with Clean Energy and transaction costs associated with the KMI acquisition.
After excluding these items, earnings increased by $4.2 million through a combination of growth in earnings from all
three business units, which more than offset increased corporate expenses for the quarter.
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December 2005/2004 — Earnings declined by $52.5 million mainly as a result of costs incurred in connection with the
acquisition of the Company by KMI of $38.9 million, as well as a charge to earnings associated with the redemption of
the Trans Mountain Series C Debentures of $7.3 million.

Liquidity and Capital Resources

Consolidated Cash Flow
Years ended
December 31

2005 2004

(in millions of
dollars)

Cash flow provided by (used for):
Operating activities************************************************************** $195.4 $335.4
Investing activities ************************************************************** (212.5) (160.2)
Financing activities************************************************************** 76.5 (156.7)

Net increase in cash *************************************************************** $ 59.4 $ 18.5

CASH FLOW FROM OPERATING ACTIVITIES

Cash flow from operating activities declined from $335.4 million in 2004 to $195.4 million in 2005 due to a number of
factors. Net earnings were lower in 2005 as a result of the items disclosed above in the ‘‘Certain Items’’ table. The net
recovery of rate stabilization accounts in 2005 was $10.1 million compared with $31.0 million in 2004, mainly due to
higher rate stabilization account receivable balances at the beginning of 2004. In addition, changes in non-cash working
capital were a use of $68.3 million in 2005 compared to a source of $14.7 million in 2004, mainly as a result of the
impact of higher gas prices on the value of natural gas inventory and accounts receivable.

INVESTING ACTIVITIES

Proceeds from the sale of natural gas distribution assets in municipal leasing transactions largely offset the acquisition
of water and utility services businesses in 2004, whereas expenditures on the water and utility services business in 2005
were largely offset by proceeds from the disposition of the Company’s interest in Clean Energy.

Capital expenditures totaled $214.7 million in 2005 compared with $154.4 million in 2004. The increase in capital
expenditures was primarily attributable to the acquisition of the Coastal Facilities buildings. Prior to January 2005, the
Coastal Facilities synthetic lease agreement had been accounted for as an off-balance sheet item. In 2004, Terasen Gas
applied to the BCUC for and received approval to unwind the synthetic lease and include the Coastal Facilities assets in
rate base. On January 4, 2005, Terasen Gas paid approximately $49.4 million to BCG Coastal Facilities Trust to
unwind the synthetic lease. The Coastal Facilities assets have been included in the Terasen Gas rate base commencing
January 2005.

FINANCING ACTIVITIES

In February 2005, Terasen Gas issued $150 million of 30-year medium term note debentures at an interest rate of
5.90%. In October 2005, Terasen Gas issued $150 million of two-year medium term note debentures at a floating rate
of interest. In the second quarter of 2004, Terasen Gas issued $150 million of medium term note debentures at an
interest rate of 6.50%. Funds generated from the issuance of medium term note debentures were used for general
corporate purposes of Terasen Gas and to refinance maturing medium term debentures.

In February 2005, Corridor issued $150 million each of 5-year and 10-year unsecured debentures at rates of 4.24% and
5.033%, respectively. Proceeds were used to repay commercial paper issued by Corridor.

In September 2005, Trans Mountain announced that it had exercised its right to redeem the $35 million principal
amount 11.50% Series C Debentures, due June 20, 2010. The redemption took place on November 1, 2005. The total
redemption price for the Debentures was $1,353.7615 per $1,000 principal amount, which includes accrued and unpaid
interest to the redemption date. The redemption price was determined based on the Canada Yield Price, as defined in
the Trust Indenture governing the Debentures.

As at December 31, 2005, the Company and its subsidiaries had lines of credit in place totaling $1,175 million to
finance cash requirements. These lines enable the respective companies to borrow directly from their bankers, issue
bankers’ acceptances and support commercial paper issuance. Bank lines of $375 million were unutilized at the end of
2005. Virtually all short-term cash needs are funded through commercial paper and bankers’ acceptances in the
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Canadian market at rates generally below bank prime. Terasen does not have, nor does it expect to have, any defaults or
arrears.

On January 13, 2006, Terasen Gas (Vancouver Island) Inc. entered into a five-year unsecured, committed, revolving
credit facility of $350 million with a syndicate of banks, of which $296 million was drawn against the facility on
January 17, 2006. A portion of the facility was used to refinance TGVI’s existing term facility of $209.5 million. The
facility will also be utilized to finance working capital requirements and general corporate purposes.

Concurrently with executing the above noted facility, TGVI entered into a $20 million, seven-year unsecured,
committed, non-revolving credit facility with one bank. This facility will be utilized for purposes of refinancing any
annual prepayments TGVI may be required to make on non-interest bearing government contributions. The terms and
conditions are primarily the same as the aforementioned TGVI facility except this facility ranks junior to repayment of
TGVI’s Class B subordinated debt which is held by the Company.

Dividends on common shares totaled $95.1 million in 2005, compared to $86.4 million in 2004. The increase reflects
an increase in the dividend rate paid on common shares in 2005.

Financial Position
The following table outlines the significant changes in the consolidated balance sheets as at December 31, 2005
compared to December 31, 2004, other than changes arising from the reclassification of the water and utility services
business as a discontinued operation.

Increase
(Decrease)

Balance Sheet Item ($ millions) Explanation

Cash and short-term investments **** $ 59.4 Increased as a result of significant cash flow in late 2005 that
was used to repay short-term notes subsequent to year end.

Accounts receivable ************** 119.5 Increased mainly as a result of the impact of higher gas prices
on accounts receivable for Terasen Gas and TGVI, partially
offset by the reclassification of accounts receivable in the
water and utilities services segment into assets held for resale.

Goodwill *********************** (51.6) Declined as a result of the disposition of Clean Energy and
the reclassification of water and utility services as long lived
assets held for resale.

Short-term notes ***************** 433.0 The refinancing of the Corridor bank credit facility resulted in
the reclassification of Corridor’s remaining commercial paper
outstanding from long-term debt to short-term notes. In
addition, short-term note balances at the end of 2004 were
relatively low as a result of long-term debt issuance in 2004
that pre-funded long-term debt maturities in 2005.

Accounts payable and accrued 68.1 Increased mainly as a result of the impact of higher gas prices
liabilities ********************* on accounts payable for Terasen Gas and TGVI, offset by the

reclassification of accounts payable in the water and utilities
services segment into liabilities held for resale.

Long-term debt (including current (297.2) The refinancing of the Corridor bank credit facility resulted in
portion) ********************** the reclassification of Corridor’s remaining commercial paper

outstanding from long-term debt to short-term notes. In
addition, long-term debt maturities in 2005 were partially pre-
funded by long-term debt issuance in 2004.

Working Capital
Terasen’s working capital requirements fluctuate seasonally based on natural gas consumption. Given the regulated
nature of its business, Terasen is able to maintain negative working capital balances. Terasen maintains adequate
committed credit facilities to meet its working capital requirements. On an annual basis, Terasen generates sufficient
cash flow to meet its working capital requirements.
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Dividend Restrictions
As part of its approval of the acquisition of Terasen by KMI, the BCUC imposed a number of conditions intended to
ring-fence Terasen Gas and TGVI from Terasen. These restrictions included a prohibition on the payment of dividends
unless Terasen Gas or TGVI has in place at least as much common equity as that deemed by the BCUC for rate-making
purposes. As a result of this and the Decision issued by the BCUC on March 2, 2006 Terasen Gas and TGVI must
maintain a percentage of common equity to total capital that is at least as much as that determined by the BCUC from
time to time for ratemaking purposes. Dividend payments will not be allowed by the regulator if the requisite equity is
not in place.

Dividend policies are set to ensure that Terasen Gas and TGVI maintain at least as much common equity as that
deemed by the BCUC for rate-making purposes.

Corridor’s credit agreement restricts its ability to issue dividends subject to certain debt-to-total capital requirements.
Cash distributions from Express are subject to limitations in the Express financing agreements and decisions made by
the Express Board of Directors, which Terasen does not control.

In 2005, none of these restrictions constrained the distribution of subsidiary earnings not otherwise needed for
reinvestment.

Credit Ratings
Securities issued by Terasen, Terasen Gas and Corridor are rated by DBRS Inc. (DBRS) and Moody’s Investors
Service Inc. (Moody’s). The ratings assigned to securities issued by the Terasen group of companies are reviewed by
these agencies on an ongoing basis.

The table below summarizes the ratings assigned to the Company’s various securities at December 31, 2005.

CREDIT RATINGS DBRS MOODY’S

Terasen Inc.
Commercial paper ****************************************************** R-2 (High)
Unsecured long-term debt ************************************************ BBB (High) Baa2
Capital securities ******************************************************* BBBy Baa3

Terasen Gas Inc.
Commercial paper ****************************************************** R-1 (Low)
Secured long-term debt ************************************************** A A2
Unsecured long-term debt ************************************************ A A3

Terasen Pipelines (Corridor) Inc.
Commercial paper ****************************************************** R-1 (Low)
Unsecured long-term debt ************************************************ A A2

Trans Mountain’s ratings were withdrawn by DBRS in late 2005 following the redemption of Trans Mountain’s
Series C Debentures. Trans Mountain no longer has indebtedness to third parties.

A number of ratings actions were taken on Terasen in December 2005 following the acquisition of Terasen by KMI to
make the ratings consistent with those of KMI. Moody’s downgraded the ratings on Terasen’s unsecured long-term
debt and capital securities by two gradations each (from A3 to Baa2 in the case of unsecured long-term debt). DBRS
downgraded Terasen’s ratings on unsecured long-term debt and capital securities by one gradation each (from A (Low)
to BBB (High) in the case of unsecured long-term debt). DBRS also downgraded Terasen’s commercial paper rating
from R-1 (Low) to R-2 (High). As a result, it is no longer economic for Terasen to issue commercial paper in the
Canadian market, and Terasen is issuing Bankers’ Acceptances under its committed credit facilities to fund its short-
term borrowing requirements.

Also in December 2005, Moody’s downgraded Terasen Gas’ long-term debt ratings by one gradation. However,
Moody’s noted that this downgrade was unrelated to the KMI acquisition, and was a result of Terasen Gas’ weak
financial profile compared to its peers.

After reassessing its relationship with Standard & Poor’s Ratings Services, a division of the McGraw-Hill Companies
(Canada) Corporation (S&P), Terasen decided early in 2004 to discontinue the engagement of S&P to provide credit
ratings on the debt of Terasen and Terasen Gas. Terasen believes the credit ratings issued by Moody’s and DBRS will
be sufficient to service the requirements of creditors and maintain the Company’s access to capital. S&P continues to
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provide an unsolicited rating on Terasen’s outstanding debt based on publicly available information. As of
December 31, 2005, Terasen’s unsecured long-term debt was rated BBB– by S&P.

There is a provision in Terasen’s $450 million credit facilities that a downgrade of Terasen’s unsecured long-term debt
rating below BBB (low) or Baa3 by DBRS or Moody’s, respectively, would shorten the remaining term of Terasen’s
credit facility to ten months. In addition, a downgrade of Terasen Gas below investment grade by any of the major
credit rating agencies could trigger margin calls and other cash requirements under Terasen Gas’ gas purchase and
commodity derivative contracts.

Projected Capital Expenditures
Terasen has estimated total 2006 consolidated capital expenditures of $501 million. Major capital expenditures in 2006
include construction on the Trans Mountain Pump Station Expansion project ($168 million), initial expenditures on the
Corridor Pipeline Expansion ($95 million) and upgrades to the Trans Mountain U.S. mainline in Washington State to
support future expansion ($31 million).

The Company expects to finance capital expenditures in 2006 with a combination of proceeds from the refinancing of
TGVI’s credit facility and shareholder advances, short-term borrowings and internally generated funds. The Company
does not expect to pay common dividends to its shareholder in 2006, instead retaining its earnings for reinvestment in
growth opportunities.

Off-Balance Sheet Arrangements

In 2000, Terasen Gas entered into a leasing arrangement with a syndicate of Canadian banks and the BCG Coastal
Facilities Trust, a special-purpose entity, to finance new building facilities in the Greater Vancouver area. The Coastal
Facilities synthetic lease agreement had been accounted for as an off-balance sheet item. As at December 31, 2004, the
value of the Coastal Facilities leasing agreement was approximately $49.4 million. Lease payments of approximately
$4.5 million were made by Terasen Gas in 2004.

In 2004, Terasen Gas applied to the BCUC for and received approval to unwind the synthetic lease and include the
Coastal Facilities assets in rate base. On January 4, 2005, Terasen Gas paid approximately $49.4 million to BCG
Coastal Facilities Trust to unwind the synthetic lease. The Coastal Facilities assets have been included in the Terasen
Gas rate base commencing January 2005.

Other than the Coastal Facilities lease, which has been refinanced, there are no other material off-balance sheet
agreements.

Transactions with Related Parties

The Company has not had any significant transactions with related parties outside of the consolidated group in 2005.

Changes in Accounting Policies

Liabilities and Equity
In accordance with recent changes to the CICA Handbook Section 3861 ‘‘Financial Instruments — Disclosures and
Presentation’’, the Company’s $125 million 8% Capital Securities have been reclassified from shareholders’ equity to
liabilities because the Capital Securities can be settled by issuing equity at a variable price dependent upon the market
value of the Company’s common shares at the settlement date. As a result of the change, distributions associated with
the Capital Securities are now recorded as financing costs and the related income-tax benefits are recorded within
income tax expense. Previously, the distributions were recorded on an after-tax basis as a deduction from net earnings
to determine earnings applicable to common shares. There is no impact to earnings applicable to common shares or
earnings per share. The changes have been applied retroactively and have increased long-term debt and decreased
shareholders’ equity, both by $125.0 million, compared to the amounts previously reported as at December 31, 2004.
The restatement has also increased financing costs by $10.0 million, decreased income tax expense by $3.4 million and
capital securities distributions by $6.6 million compared to the amounts previously reported for the year ended
December 31, 2004.
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Variable Interest Entities
In January 2005, the Company adopted the CICA Handbook Accounting Guideline 15 ‘‘Consolidation of Variable
Interest Entities’’. The Company has performed a review of the entities with whom it conducts business and determined
that under the definitions in the Guideline the Company’s investment in Express US Holdings LP, part of the Express
System (the ‘‘Express System’’), is deemed to be a variable interest entity. As the Company has not been identified as
the primary beneficiary of Express US Holdings LP, the Company continues to account for its investment in the
Express System on an equity basis. The Company’s future exposure to loss regarding its investment is represented by
the carrying value of the investment.

Rate Regulated Entities
The Canadian Institute of Chartered Accountants have undertaken a project to review and change how rate regulated
enterprises recognize and measure regulated assets and liabilities. The results of this project could introduce significant
volatility into the earnings of such businesses, which may include the elimination of regulatory deferral accounts. The
project could also require rate regulated enterprises to include future income taxes payable on their balance sheets.
There is very real risk that this could negatively affect debt covenant compliance and impact utilities’ ability to attract
financing and equity capital. The industry has actively intervened in this process over the past two years, and an
exposure draft on this matter is anticipated in late 2006.

Disclosure Controls and Procedures
The President and the Chief Financial Officer evaluated the effectiveness of the Company’s disclosure controls and
procedures (as defined in Multilateral Instrument 52-109) and concluded that the company’s disclosure controls and
procedures were effective as of December 31, 2005.

Financial Instruments

Fair Value Estimates
The fair value of the Company’s long-term debt, calculated by discounting the future cash flow of each debt issue at the
estimated yield to maturity for the same or similar issues at December 31, 2005, or by using available quoted market
prices, is estimated at $2,673.4 million. The majority of the Company’s long-term debt relates to regulated operations
which enables the Company to recover the existing financing charges through rates or tolls.

Fair value estimates are made at a specific point in time, based on relevant market information and information about
the financial instrument. These estimates cannot be determined with precision as they are subjective in nature and
involve uncertainties and matters of judgment.

Derivative Instruments
The Company uses derivative instruments to hedge its exposures to fluctuations in natural gas prices and interest rates.
As approved by the regulator, derivatives are used to manage natural gas price risk in the natural gas distribution
operations. The majority of the natural gas supply contracts have floating, rather than fixed prices. The Company uses
natural gas price swap contracts to fix the effective purchase price. Any differences between the effective cost of
natural gas purchased and the price of natural gas included in rates are recorded in a deferral account (MCRA and
CCRA), and subject to regulatory approval, are passed through in future rates to customers.

The Company’s short-term borrowings and variable rate long-term debt are exposed to interest rate risk. The Company
manages interest rate risk through the use of interest rate derivatives. Foreign currency risk in natural gas distribution
operations relates mainly to purchases and sales of natural gas denominated in U.S. dollars, and is thereby managed
through regulatory deferral accounts.

M-16



The Company’s earnings from the U.S. portion of Trans Mountain’s crude oil pipeline system and the Company’s
investment in the Express System are subject to foreign currency risk. The Company’s earnings are also subject to
translation risk associated with certain Express System assets and liabilities.

December 31, 2005 December 31, 2004

Number Term to
of swaps maturity Carrying Fair Carrying Fair

Asset (Liability) and options (years) Value Value Value Value

(in millions)

Interest Rate Swaps1

Terasen Inc. ***************************** 3 1 - 9 $ — $ 3.6 $ — $5.4
TGI************************************* 3 2 — (1.6) — —
TGVI *********************************** 4 1 - 4 — (0.6) — (3.2)
Corridor ********************************* 2 5 - 10 — 0.3 — —

Natural Gas Commodity Swaps and Options
Terasen Gas and TGVI2 ******************** 161 Up to 3 21.2 105.6 — (8.3)
Clean Energy3 **************************** — — — — 6.5 6.5

Foreign Currency Swaps
Terasen Inc.4 ***************************** — — — — (0.6) (0.6)

1 The interest rate derivatives entered into by Terasen Inc. resulted in lower interest expense of $4.8 million in 2005, compared with a
$3.6 million interest expense reduction in 2004. The derivatives entered into by TGI and TGVI relate to regulated operations and any resulting
gains or losses are recorded in deferral accounts, subject to regulatory approval, and passed through to customers in future rates. The gains and
losses associated with derivatives entered into by Corridor are similarly passed through to shippers in future rates.

2 The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the
underlying future purchases of natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the
contracts at the stated dates. Included in the carrying value of the natural gas derivatives is $22.2 million of unrealized fair value gains
associated with derivative instruments which were deemed to be ineffective at December 31, 2005, and $1.0 million of derivative instruments
which did not qualify for hedge accounting that are in a liability position. The gains and losses associated with natural gas derivatives are
recorded in deferral accounts, subject to regulatory approval, and passed through to customers in future rates.

3 Clean Energy entered into natural gas commodity derivatives to manage its exposure to the cost of natural gas. These transactions resulted in a
$10.9 million contribution to earnings in 2005, compared with a $3.3 million contribution in 2004. The carrying and fair value of Clean
Energy’s natural gas commodity swaps at December 31, 2004 reflected Terasen’s 45.0% ownership interest at that time. Terasen disposed of
its interest in Clean Energy on October 31, 2005.

4 The change in fair value of the derivatives of $1.6 million in 2005 and $0.7 million in 2004 has been included in the earnings contribution from
the Express System for the respective periods.

Outstanding Share Data

December 31, 2005

Common shares issued and outstanding ************************************************* 115,643,162
Less: Common shares held by Terasen Pipelines (Trans Mountain) Inc. ********************** 9,184,188

106,458,974
8.0% capital securities issued and outstanding******************************************** $125,000,000

Terasen is an indirect wholly-owned subsidiary of Kinder Morgan, Inc. At December 31, 2005 all of the common
shares of the Company are owned by Kinder Morgan, Inc.

The 8.0% capital securities are exchangeable on or after April 19, 2010 for common shares of the Company at 90% of
the market price, subject to the right of the Company to redeem the securities for cash. A maximum of 125,000,000
common shares could be issued if this right was exercised.

M-17



Forward Looking Statement
When used in this report, the words ‘‘anticipate’’, ‘‘expect’’, ‘‘project’’, ‘‘believe’’, ‘‘estimate’’, ‘‘forecast’’ and
similar expressions are intended to identify forward looking statements, which include statements relating to pending
and proposed projects or possible acquisitions. Such statements are subject to certain risks, uncertainties and
assumptions pertaining to operating performance, regulatory parameters, economic conditions and, in the case of
pending and proposed projects, risks relating to design and construction, regulatory processes, obtaining financing and
performance of other parties, including partners, contractors and suppliers and in the case of possible acquisitions,
obtaining financing, acquiring assets or companies at an appropriate price and the ability to effect synergies in a timely
and cost-effective manner.

Additional Information
Additional information relating to Terasen Inc. is available on SEDAR at www.sedar.com.
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Terasen Inc.

Interim Management’s Discussion and Analysis
For the three and nine Months Ended September 30, 2006

Dated November 27, 2006
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The following discussion of the financial condition and the results of operations of Terasen Inc. (Terasen or the
Company) should be read in conjunction with the Company’s December 31, 2005 annual audited consolidated
financial statements and related notes together with Management’s Discussion and Analysis and the unaudited interim
consolidated financial statements and related notes for the periods ended September 30, 2006.

In this MD&A, we, us, our, the Company and Terasen mean Terasen Inc., its subsidiaries, joint ventures and
investments in significantly influenced companies. Terasen Gas refers to Terasen Gas Inc., TGVI refers to Terasen Gas
(Vancouver Island) Inc., Trans Mountain refers to Terasen Pipelines (Trans Mountain) Inc., Corridor refers to Terasen
Pipelines (Corridor) Inc., Kinder Morgan Canada refers to Kinder Morgan Canada Inc., Express refers to the Express
and Platte Pipeline Systems; and Water and Utility Services refers to Terasen Waterworks (Supply) Inc., Terasen
Utility Services Inc. and Terasen’s 50% interest in Fairbanks Sewer and Water Inc. KMI or the parent refers to Kinder
Morgan, Inc.

The financial data included in the discussion provided in this report has been prepared in accordance with Canadian
generally accepted accounting principles, and all dollar amounts are in Canadian dollars.

THIRD QUARTER 2006 FINANCIAL RESULTS

Result of Operations

Three months ended Nine months ended
September 30 September 30

NET EARNINGS 2006 2005 2006 2005

In millions of dollars

Natural gas distribution ******************************************* $(6.8) $(3.6) $48.3 $59.8
Petroleum transportation ****************************************** 17.4 17.2 51.6 50.8
Discontinued operations1 ****************************************** (4.1) 3.1 (17.0) 4.9
Other activities************************************************** (4.0) (12.7) (17.7) (15.7)

Net earnings ****************************************************** $ 2.5 $ 4.0 $65.2 $99.8

1 In January 2006, Terasen entered into a Purchase and Sale Agreement to dispose of its interest in its water and utility services operations for
proceeds of approximately $132 million. The disposition was completed on May 19, 2006 with the proceeds from the sale being used to reduce
debt. The disposition gave rise to a $17.0 million loss which has been fully recorded.

Terasen reported earnings of $2.5 million for the three months ended September 30, 2006 compared with earnings of
$4.0 million in the corresponding quarter of 2005. For the nine months ended September 30, 2006, earnings were
$65.2 million compared to $99.8 million in the nine months of 2005. The decrease in earnings for the nine months is
mainly due to a provision of $14.5 million made for retroactive tax amending legislation that was introduced in a
provincial legislature, a loss of $17.0 million recorded on the sale of water and utility services operations and the
$2.2 million loss of earnings from Clean Energy operations which was disposed on October 31, 2005.

Results by Business Segment

Natural Gas Distribution
Three months ended Nine months ended

September 30 September 30

2006 2005 2006 2005

In millions of dollars

Revenues************************************************* $217.0 $213.7 $1,204.6 $1,065.8

Net earnings ********************************************** $ (6.8) $ (3.6) $ 48.3 $ 59.8

For the three and nine months ending September 30, 2006, revenues from natural gas distribution increased by
$3.3 million and $138.8 million, respectively, compared to the corresponding periods in 2005. Cost of natural gas, on a
year-over-year basis, decreased $1.0 million in the third quarter and increased $130.2 million for the nine months ended
September 30, 2006. Higher revenues and cost of natural gas reflected mainly the higher commodity cost of gas
charged to customers due to higher market prices and some customer growth in the quarter. Changes in both
consumption levels and the commodity cost of natural gas do not materially impact earnings as a result of regulatory
deferral accounts.
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As noted in the Company’s annual 2005 Management’s Discussion and Analysis, the allowed Return on Equity
(‘‘ROE’’) for 2006 for Terasen Gas has been set at 8.80% (9.03% in 2005) and at 9.50% for TGVI (9.53% in 2005), In
addition, the deemed equity components for Terasen Gas and TGVI, with the approval of the British Columbia Utilities
Commission (‘‘BCUC’’) were increased to 35% and 40% respectively in 2006 compared to 33% and 35% in 2005.

For the three months ended September 30, 2006, Terasen Gas and TGVI net customer additions were 1,102 and 1,150
respectively, bringing the total number of utility customers to 896,488 at September 30, 2006. Although the net
increase of 6,126 customers for the first three quarters of 2006 is lower than the 8,446 net new customers reported in
the same period of 2005, favorable economic conditions and housing activity in British Columbia continue to drive
customer growth in the region.

Although the above items result in higher earnings for both Terasen Gas and TGVI, overall loss for the gas distribution
segment have increased by $3.2 million in the third quarter of 2006, mainly due to higher non-recurring bad debt
expenses related to the unbilled basic charge revenues in the current quarter compared to the same quarter in the prior
year. Earnings for the first nine months of 2006 were $48.3 million compared to $59.8 million in 2005. The decline in
the earnings in 2006 compared to 2005 is mainly due to a tax provision made in the second quarter related to the
retroactive tax amending legislation in the Province of Quebec. The remaining difference is a result of TGVI’s
operations and maintenance (‘‘O&M’’) expenses which were rebased as part of its 2006-2007 rate settlement and
reduced the contribution of incentive earnings in 2006. In addition, Terasen Gas has changed the timing of its
recognition of earnings sharing obligation related to its forecast O&M and capital expenditures incentives to coincide
with the timing of revenues received. Previously, these obligations were recognized on a straight line basis. This
change affects the timing of revenues and net earnings for each quarter but is not a material amount.

Petroleum Transportation
Three months

Nine months endedended
September 30September 30

2006 2005 2006 2005

In millions of dollars

Revenues********************************************************* $60.4 $57.3 $168.2 $163.0

Net earnings ****************************************************** $17.4 $17.2 $ 51.6 $ 50.8

Three months ended Nine months ended
September 30 September 30

Transportation volumes 2006 2005 2006 2005

(barrels per day)

Trans Mountain Canadian mainline****************************** 236,700 229,100 230,700 213,900
Trans Mountain U.S. mainline********************************** 103,000 84,900 97,800 68,200
Express System********************************************** 249,200 224,600 230,700 205,200

Actual throughput on the Corridor Pipeline does not impact earnings as all of Corridor’s capacity is contracted through ship-or-pay arrangements.

Revenues from petroleum transportation were $60.4 million in the third quarter of 2006, up $3.1 million from the same
quarter of 2005 mainly due to higher throughput in the third quarter of 2006 offset partially by lower tolls. For the first
three quarters of 2006, revenues were $168.2 million as compared to $163.0 million in the same period of 2005. Year-
to-date revenues were slightly higher than the previous year’s nine months as the first quarter of 2005 was negatively
impacted by temporary production outages and turnarounds at refineries, the impact of which is shown in the
throughput figures.

Earnings from petroleum transportation were $17.4 million in the third quarter of 2006, up $0.2 million from the
previous year’s third quarter mainly due to higher revenues, as described above, offset by higher power and O&M
expenses. Earnings increased to $51.6 million in the first nine months of 2006 compared to $50.8 million in the
corresponding period of 2005, mainly due higher earnings in TransMountain due to the increase in revenues described
above.
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Other activities
Three months ended Nine months ended

September 30 September 30

2006 2005 2006 2005

In millions of dollars

Revenues***************************************************** $10.9 $ 11.6 $ 33.3 $ 35.6

Net loss before discontinued operations **************************** $ (4.0) $ (12.7) $ (17.7) $ (15.7)

During the third quarter of 2006, revenues from other activities decreased by $0.7 million on a year-over-year basis as a
result of a decrease in international operations revenues and a slight decrease in revenues from CustomerWorks LP due
to some lower rates from contracts renegotiated in 2006. The loss from other activities decreased from $12.7 million in
the third quarter of 2005 to $4.0 million in the third quarter of 2006. On a year to date basis, the loss increased to
$17.7 million from a loss $15.7 million in the first nine months of 2005. The year over year change is primarily due to
the inclusion of earnings and gains from hedging activities from Clean Energy in 2005, which Terasen disposed of on
October 31, 2005, a tax provision of $3.5 million made in the second quarter of 2006 for retroactive tax amending
legislation that was introduced in a provincial legislature and higher operating expenses due to management fees to
KMI and $4.0 million of non-recurring charges in 2005 related to the acquisition of Terasen by Kinder Morgan.

Discontinued Operations
The water and utility operations incurred an incremental loss of $4.1 million in the third quarter of 2006 compared to
$3.1 million of income in the corresponding period of 2005. The total loss recorded on the disposition of these
operations amounted to $17.0 million.

QUARTERLY FINANCIAL INFORMATION

2006 2005 2004

Sept. June Mar. Dec. Sept. June Mar. Dec.

Revenues ******************************* $288.3 $367.3 $750.5 $688.1 $282.6 $354.3 $627.5 $575.8
Net earnings before discontinued operations *** $ 6.6 $ 6.1 $ 69.5 $ 11.2 $ 0.9 $ 27.1 $ 66.9 $ 54.2
Net (loss) earnings************************ $ 2.5 $ (1.6) $ 64.3 $ 1.4 $ 4.0 $ 29.5 $ 66.3 $ 53.9

December 2005/2004 — Earnings declined by $52.5 million mainly as a result of costs incurred in connection with the
acquisition of the Company by KMI of $38.9 million, as well as a charge to earnings associated with the redemption of
the Trans Mountain Series C Debentures of $7.3 million.

March 2006/2005 — Earnings decreased by $2.0 million due to the expected loss of $5.0 million on the sale of the
water and utility operation, offset by higher petroleum transportation throughput as the first quarter of 2005 was
negatively impacted by the decline in production from the Alberta oilsands and maintenance turnarounds at refineries
connected to the Trans Mountain pipeline. Higher throughput in the Express system also contributed to higher earnings
as the expansion Project was completed in April 2005.

June 2006/2005 — Earnings decreased by $31.1 million due to a provision of $14.5 million made for retroactive tax
amending legislation that was introduced in a provincial legislature, an incremental loss of $7.7 million recorded on the
sale of water and utility services operations, the loss of earnings from Clean Energy operations which was disposed on
October 2005, and higher operating expenses due to higher management fees.

September 2006/2005 — Earnings decreased by $1.5 million due to a loss on disposal of the water business offset by
lower costs in 2006 due to 2005 one time transaction costs of $4.1 million on the sale of Clean Energy and $4.0 million
of transaction costs associated with the Kinder Morgan acquisition incurred in 2005.

SEASONALITY

Because of natural gas consumption patterns, the natural gas distribution operations of Terasen Gas normally generate
higher net earnings in the first and fourth quarters, which are offset by net losses in the second and third quarters.
Earnings from Terasen’s petroleum pipeline operations are not subject to material fluctuations due to seasonality. As a
result, interim earnings statements are not indicative of earnings on an annual basis.
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LIQUIDITY AND CAPITAL RESOURCES

Terasen expects to generate sufficient cash from operations to meet its working capital needs and to maintain its
financial capacity and flexibility. The Company’s liquidity and capacity to access capital markets to maintain
operations and fund growth remain substantially unchanged since December 31, 2005.

CONSOLIDATED CASH FLOW
Three months ended Nine months ended

September 30 September 30

2006 2005 2006 2005

In millions of dollars

Cash flow provided by (used for):
Operating activities**************************************** $ (52.6) $ (17.0) $ 223.0 $ 160.7
Investing activities **************************************** $ (78.0) $ (53.1) $ (65.5) $ (182.9)
Financing activities**************************************** $176.5 $ 11.7 $ (154.1) $ 35.4

Net increase in cash ***************************************** $ 45.9 $ (58.4) $ 3.4 $ 13.2

CASH FLOW FROM OPERATING ACTIVITIES
Cash from operations refers to cash generated before the impact of working capital and rate-stabilization deferral
account changes. Cash from operations for the three months ended September 30, 2006 was $21.3 million, compared to
$47.8 million in the corresponding period of 2005. Cash flow from for operating activities, which includes the impact
of changes in working capital and deferral accounts, was $223.0 million in the first nine months of 2006 compared with
$160.7 million in the corresponding period of 2005.

Between December 31, 2005 and September 30, 2006, accounts receivable, accounts payable and accrued liabilities
declined while gas in storage inventory increased as a result of the typical seasonal increase in natural gas consumption
during the period. These changes in working capital accounts and rate stabilization accounts generated increased cash
flow from operating activities compared to 2005.

INVESTING ACTIVITIES
Capital expenditures totaled $84.1 million in the third quarter of 2006 compared to $43.4 million in the corresponding
period in 2005. Year to date capital expenditures were $194.2 million in 2006 compared to $170.3 million in the first
nine months of 2005. The increase in the third quarter is mainly due to expenditures incurred in the pipeline operations
as construction of the first phase of the expansion of the Trans Mountain system West Coast pipeline expansion
(‘‘TMX’’) is underway. The increase in capital expenditures on a year to date basis was primarily attributable to the
TMX expansion which is currently underway. The decrease in the overall investing activities is due to the proceeds
from the sale of the water and utility services business.

There have been no material changes to Terasen’s planned capital expenditures from those reported in the
Company’s Annual 2005 Management’s Discussion and Analysis.

FINANCING ACTIVITIES
On January 13, 2006, TGVI entered into a five-year unsecured, committed, revolving credit facility of $350 million
with a syndicate of banks, of which $296 million was drawn against the facility on January 17, 2006. A portion of the
facility was used to refinance TGVI’s existing term facility of $209.5 million. The facility will also be utilized to
finance working capital requirements and general corporate purposes.

Concurrently with executing the above noted facility, TGVI entered into a $20 million, seven-year unsecured,
committed, non-revolving credit facility with one bank. This facility will be utilized for purposes of refinancing any
annual prepayments TGVI may be required to make on non-interest bearing government contributions. The terms and
conditions are primarily the same as those for the aforementioned TGVI facility except this facility ranks junior to
repayment of TGVI’s Class B subordinated debt which is held by the Company. Borrowings outstanding under this
facility were $3.7 million as of September 30th, 2006.

On May 9, 2006, Terasen Inc. entered into a $450 million three-year revolving credit facility. This facility replaces
three bi-lateral facilities aggregating $450 million and includes terms and conditions similar to the facilities it replaced.
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On June 21, 2006, Terasen Gas Inc. entered into a $500 million three-year revolving credit facility, extendible annually
for an additional 364 days at the option of the lenders. This facility replaces five bi-lateral facilities aggregating
$500 million and includes terms and conditions similar to the facilities it replaced.

In September 2006, Terasen Gas issued $120 million of 30-year medium term note debentures at an interest rate of
5.55%. Funds generated from the issuance of medium term note debentures were used to repay $100 million which
matured in the quarter with the remainder available to fund the retirement of a $20 million debenture which is due to
mature in the fourth quarter.

As at September 30, 2006, the Company and its subsidiaries had lines of credit in place totaling $1,175 million to
finance cash requirements. These lines enable the respective companies to borrow directly from their bankers, issue
bankers’ acceptances and support commercial paper issuance. Bank lines of $534 million were unutilized at
September 30, 2006. Utilized lines are used for short term borrowings and letters of credit. Virtually all short-term cash
needs are funded through commercial paper and bankers’ acceptances in the Canadian market at rates generally below
bank prime. Terasen does not have, nor does it expect to have, any defaults or arrears. The company has thirty eight
letters of credit outstanding totaling $117 million.

In addition to the above lines of credit, TGVI on its $350 million credit facility had borrowings outstanding at
September 30, 2006 of $284 million. While the borrowings are short-term bankers acceptances, the underlying credit
facility on which the advances are provided is committed through to January 2011 and the borrowings are primarily to
support the longer term rate base assets of TGVI. Accordingly, a portion of the borrowings have been classified as long
term debt in the consolidated balance sheet.

On June 30, 2006, TGVI made a $6.2 million payment on its government loans, of which, approximately
$3.7 million was refinanced through borrowings under its $20 million non-revolving credit facility and the remaining
amount funded with cash on hand.

No dividends were declared in the first nine months of 2006 compared to $23.8 million in the third quarter of 2005
and $71.2 million in the first nine months of 2005.

FINANCIAL POSITION

The following table outlines the significant changes in the consolidated balance sheets as at September 30, 2006
compared to December 31, 2005, other than changes arising from the reclassification of the water and utility services
business as a discontinued operation.

Increase
(Decrease)

Balance Sheet Item ($ millions) Explanation

Accounts receivable ************** $(280.0) Decrease is mainly due to lower sales of gas in the summer
months compared to winter.

Rate stabilization accounts (including 163.5 The increase in the net asset position of rate stabilization
current and long term) ********** accounts is mainly due to the fair value mark to market for

the gas derivatives. The derivatives are ‘‘out of the money’’
and any losses are passed through to customers.

Short-term notes ***************** (157.0) Decrease is due to the repayment of short-term notes from the
refinancing of TGVI and due to the lower debt requirements
in the utility operations as a result of the higher equity
requirements as rendered by the BCUC decision.

Inventories of gas in storage and 44.0 Increase is mainly due a build up in supply in anticipation for
supplies ********************** usage in the cooler winter months.

WORKING CAPITAL

Terasen’s working capital requirements fluctuate seasonally based on natural gas consumption. Given the regulated
nature of its business, Terasen is able to maintain negative working capital balances. Terasen maintains adequate
committed credit facilities to meet its working capital requirements. On an annual basis, Terasen generates sufficient
cash flow to meet its working capital requirements.

M-24



LETTERS OF CREDIT

$117 million of letters of credit were outstanding at September 30, 2006 primarily related to unfunded pension plans
and guarantees to third parties for power purchases and on behalf of co-investors in the Express System to fund the
Debt Service Account.

CREDIT RATINGS

Following the Kinder Morgan Inc management buyout offer announced in May 2006, both DBRS and Moody’s have
placed Terasen Inc.’s credit ratings under review with negative implications and possible downgrades. There have been
no other changes to the Company’s credit ratings from those reported in the annual 2005 Management’s Discussion and
Analysis.

TRANSACTIONS WITH RELATED PARTIES

The Company estimates that its parent company, Kinder Morgan Inc., provided corporate management services it
receives totaling approximately $1.2 million for the three-months ended September 30, 2006. Year to date corporate
management service fees were $8.5 million.

FINANCIAL AND OTHER INSTRUMENTS

The Company hedges its exposure to fluctuations in natural gas prices and interest rates through the use of derivative
instruments. The table below indicates the valuation of the derivative instruments as at September 30, 2006. For more
information on Terasen’s derivatives please refer to Terasen’s 2005 Annual Management’s Discussion and Analysis.

September 30, 2006 December 31,2005

Term to
Number maturity Carrying Fair Carrying Fair

Asset (Liability) of swaps (years) Value Value Value Value

(in millions)

Interest Rate Swaps
Terasen Inc. ***************************** 2 2 - 9 $ $ 1.6 $ — $ 3.6
Terasen Gas1 ***************************** 3 2 — (1.1) — (1.6)
TGVI1 ********************************** 2 3 — (0.5) — (0.6)
Corridor1 ******************************** 2 4 - 9 (0.4) — (0.3)

Natural Gas Commodity Swaps Terasen Gas and
TGVI1,2 ********************************* 263 Up to 3 (162.8) (176.5) 21.2 105.6

1 The derivatives entered into by Terasen Gas and TGVI relate to regulated operations and any resulting gains or losses are, subject to regulatory
approval, passed through to customers in future rates. The derivatives entered into by Corridor are done so on behalf of its shippers and any
gains are losses are passed through directly to its shippers.

2 The natural gas derivatives fair value reflects only the value of the natural gas derivatives and not the offsetting change in value of the
underlying future purchases of natural gas. These fair values reflect the estimated amounts the Company would receive or pay to terminate the
contracts at the stated dates.

BUSINESS DEVELOPMENT
The following is an update on Terasen’s business development activities during the first nine months of 2006. More
information on the Company’s business development activities is provided in Terasen’s 2005 annual Management’s
Discussion and Analysis.

TERASEN GAS (WHISTLER) (‘‘TGW’’) AND TERASEN GAS VANCOUVER ISLAND (‘‘TGVI’’)

On June 28, 2006, TGW and TGVI received final approval from the BCUC to extend natural gas service to Whistler.
Under the proposed arrangements, TGVI will extend its transmission system to serve TGW by the construction of a 50
kilometre pipeline lateral from Squamish to Whistler and TGW will convert its current piped propane system to natural
gas. The pipeline construction is expected to commence in the fall of 2006 and will be co-ordinated with the current
Sea to Sky Highway upgrade project. Gas service is expected to be available by November 2008.

M-25



CORRIDOR EXPANSION

We have initiated engineering, environmental, consultation and procurement activities on the proposed Corridor
pipeline expansion project, as authorized and supported by shipper resolutions and the underlying firm service
agreement. The proposed C$1.6 billion expansion includes building a new 42-inch diameter diluent/bitumen (‘‘dilbit’’)
pipeline, a new 20-inch diameter products pipeline, tankage and upgrading existing pump stations along the existing
pipeline system from the Muskeg River Mine north of Fort McMurray to the Edmonton region. The Corridor pipeline
expansion would add an initial 180,000 bpd of dilbit capacity to accommodate the new bitumen production from the
Muskeg River Mine. An expansion of the Corridor pipeline system has been completed in 2006 increasing the dilbit
capacity to 278,000 barrels per day (‘‘bpd’’) by upgrading existing pump station facilities. By 2009, the dilbit capacity
of the Corridor system is expected to be approximately 460,000 bpd. An application for the Corridor pipeline
expansion project was filed with the Alberta Energy Utilities Board and Alberta Environment on December 22, 2005,
and approval was received in August 2006. Construction of the Corridor pipeline expansion is expected to begin in
November 2006 as the shippers have received definitive approval of their Muskeg River Mine expansion.

TMX

On February 17, 2006, Kinder Morgan Canada filed a complete National Energy Board (‘‘NEB’’) application for the
Anchor Loop project. On November 15, 2005, Kinder Morgan Canada filed a comprehensive environmental report with
the Canadian Environmental Assessment Agency regarding the project. The C$435 million project involves looping a
98-mile section of the existing Trans Mountain pipeline system between Hinton, Alberta, and Jackman, British
Columbia, and the addition of three new pump stations. With construction of the Anchor Loop, the Trans Mountain
system’s capacity will increase from 260,000 bpd to 300,000 bpd by the end of 2008. The public hearing of the
application was held the week of August 8, 2006. On October 26, 2006, the NEB released its favorable decision on the
application.

RISK ASSESSMENT

The risk profile of Terasen remains substantially unchanged from the profile outlined in Terasen’s 2005 Annual
Management’s Discussion and Analysis.

FORWARD LOOKING STATEMENT

When used in this report, the words ‘‘anticipate’’, ‘‘expect’’, ‘‘project’’, ‘‘believe’’, ‘‘estimate’’, ‘‘forecast’’ and
similar expressions are intended to identify forward looking statements, which include statements relating to pending
and proposed projects or possible acquisitions. Such statements are subject to certain risks, uncertainties and
assumptions pertaining to operating performance, regulatory parameters, economic conditions and, in the case of
pending and proposed projects, risks relating to design and construction, regulatory processes, obtaining financing and
performance of other parties, including partners, contractors and suppliers and in the case of possible acquisitions,
obtaining financing, acquiring assets or companies at an appropriate price and the ability to effect synergies in a timely
and cost-effective manner.

ADDITIONAL INFORMATION

Additional information relating to Terasen including its Annual Information Form is available on SEDAR at
www.sedar.com.
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CERTIFICATE OF FORTIS INC.

Dated: March 7, 2007

This short form prospectus, together with the documents incorporated herein by reference, constitutes full, true
and plain disclosure of all material facts relating to the securities offered by this prospectus as required by the securities
legislation of each of the provinces of Canada. For the purpose of the Province of Québec, this simplified prospectus,
together with documents incorporated herein by reference and as supplemented by the permanent information record,
contains no misrepresentation that is likely to affect the value or the market price of the securities to be distributed.

(Signed) H. STANLEY MARSHALL (Signed) BARRY V. PERRY

President and Vice-President, Finance and
 Chief Executive Officer Chief Financial Officer

On behalf of the Board of Directors

(Signed) BRUCE CHAFE (Signed) DAVID G. NORRIS

Director Director
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Dated: March 7, 2007

To the best of our knowledge, information and belief, this short form prospectus, together with the documents
incorporated herein by reference, constitutes full, true and plain disclosure of all material facts relating to the securities
offered by this prospectus as required by the securities legislation of each of the provinces of Canada. For the purpose
of the Province of Québec, to our knowledge, this simplified prospectus, together with the documents incorporated
herein by reference and as supplemented by the permanent information record, contains no misrepresentation that is
likely to affect the value or the market price of the securities to be distributed.

CIBC WORLD MARKETS INC. SCOTIA CAPITAL INC. TD SECURITIES INC.

(Signed) DAVID H. WILLIAMS (Signed) JOHN MATOVICH (Signed) HAROLD R. HOLLOWAY

BMO NESBITT BURNS INC. RBC DOMINION SECURITIES INC.

(Signed) JAMES A. TOWER (Signed) DAVID DAL BELLO
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(Signed) ROBERT B. WONNACOTT
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(Signed) RONALD A. RIMER
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C-2



O

PRINTED IN CANADA
O35040



 
 

 
 
 

Attachment 8.3 



- 11 - 

 
Execution Copy 

 

Terasen Pipelines 
(Corridor) Inc.

[Alberta]

Terasen Pipelines 
(Corridor) Inc.

[Alberta]

At Signing
Kinder 

Morgan, Inc.
[Kansas]

Terasen Inc.
[Canada]

Inland Pacific 
Energy Corp.

[B.C.]

Inland Pacific 
Energy Services 

Ltd.
[B.C.]

Terasen Gas 
(Vancouver 
Island) Inc.

[B.C.] 3857042 
Canada Inc.

[Canada]

Terasen 
Huntingdon Inc.

[Canada]

Kinder Morgan 
Canada Inc.

[Alberta]

1019996 
Alberta Ltd.

[Alberta]

1020019 
Alberta Ltd.

[Alberta]

1020076 
Alberta Ltd.

[Alberta]

1197774 
Alberta ULC

[Alberta]

1197779 
Alberta ULC

[Alberta]

Kinder Morgan 
Finance 

Company ULC
[Alberta)

Public 
Bonds
$0.4 BN 

CDN

Public 
Bonds
$2.15BN 

USD

$2.492 BN CDN
Hybrid Debt

Acquired Entities & 
Partially Owned Entities

KMC Business 
Companies

8%

92%

603445 
Canada Inc.

[Canada]
Trustee

NS 307 
Holdings Inc.

[Delaware 
Beneficiary]

1108437 
Alberta Ltd.

[Alberta]

Express 
Pipeline Ltd.

[Canada]

Express Holdings 
(Canada) Limited 

Partnership
[Manitoba]

Express Pipeline 
Limited 

Partnership
[Alberta]

Express Pipeline 
Limited 

Partnership
[Alberta]

Terasen 
International 

Inc.
[B.C.]

Terasen Gas 
(Whistler) 

Inc.
[B.C.]

Terasen 
Gas Inc.
[B.C.]

Public 
Bonds 
$1.7BN 
CDN

Canadian 
Energy Services 

Ltd. LLC
[Oman]

Palmet-Engineering 
Contracting Trade 

Company Inc.
[Turkey]

IPP 
Development 

Associates LLC
[Wyoming]

BC Gas 
International 
Projects Ltd,

[B.C.]
Trustee

BC Gas 
International 

(Middle East) Inc.
[B.C.] 

Beneficiary

The BC 
Gas 

International 
Trust

BC Gas 
International 

(BVI) Inc.

BC Gas 
International 
(BVI-II) Inc.

BC Gas 
International 
(BVI-III) Inc.

Lootah/BC Gas 
International 

LLC
[Lootah]

Inland Energy 
Corp.
[B.C.]

1205952 
Alberta ULC

[Alberta]

1205945 
Alberta ULC

[Alberta]

Southern Crossing 
Pipeline Holding 

Company
[Bermuda]

3327051 
Canada Inc.

[Canada]

Homeworks
Services Inc.

[Canada]

630319 B.C. 
Ltd.

[B.C.]

Customer 
Works 
L.P.

[Ontario]

605555 BC 
Ltd.

[B.C.]

TLUP G
[B.C,]

SC Equity 
Holding 

Company Ltd.
[Bermuda]

Terasen 
Pipelines (USA) 

Inc.
[Delaware]

Terasen Pipelines 
(Bison) Inc.
[Alberta]

Terasen Pipelines 
(Heartland) Inc.

[Alberta]

Trans Mountain 
Holdings Ltd.

[B.C.]

Terasen 
Pipelines (Jet 

Fuel) Inc.
[B.C.]

Terasen 
Environmental 

Services Inc.
[Nevada]

Terasen Pipelines 
(Puget Sound) 
Corporation
[Delaware]

ExPlatte
Holdings Inc.
[Delaware]

Express 
Holdings (USA) 

Inc.
[Delaware]

Express 
Pipeline LLC
[Delaware]

Platte Pipe 
Line 

Company
[Delaware]

Express 
Pipeline LLC
[Delaware]

Platte Pipe 
Line 

Company
[Delaware]

3071978 Nova 
Scotia Company

[Nova Scotia]

Express US 
Holdings LP
[Delaware]

6048935 
Canada Inc.

[Canada]

35% 49%

10%

90%

19%

18.76% 81.24%

Express US 
Holdings 

LP
Grantor 

Trust

0.1%

99.6%

25%

33.33%

1/3 Ltd. Partner

0.1% G.P.

33.33%

33.33%
0.1% G.P.

0.1% General 
Partner

99.9% Limited 
Partner

30.07%

CONFIDENTIAL

Attachment A to Section 4.2 of the Disclosure Schedule (pg. 1)Legend

B.C. Company

Canada Company

Alberta Company

Other CDN Company

KMB Op. Agreement

Offshore Company

U.S. Company

Express Partnership

Express Corporation

TP (USA) Op. Agreement

Dissolution in progress

Legend

B.C. Company

Canada Company

Alberta Company

Other CDN Company

KMB Op. Agreement

Offshore Company

U.S. Company

Express Partnership

Express Corporation

TP (USA) Op. Agreement

Dissolution in progress
3211953 Nova 

Scotia Company



- 12 - 
 
 
 

 
Execution Copy 

At Closing following 
Pre-Closing 

Reorganization
Kinder 

Morgan, Inc.
[Kansas]

KMC Canada 
Holdings ULC*
[Nova Scotia]

Inland Pacific 
Energy Corp.

[B.C.]

Inland Pacific 
Energy Services 

Ltd.
[B.C.]

Terasen Gas 
(Vancouver 
Island) Inc.

[B.C.] 3857042 
Canada Inc.

[Canada]

Terasen 
Huntingdon Inc.

[Canada]

Kinder Morgan 
Canada Inc.

[Alberta]

1019996 
Alberta Ltd.

[Alberta]

1020019 
Alberta Ltd.

[Alberta]

1020076 
Alberta Ltd.

[Alberta]

1197774 
Alberta ULC

[Alberta]

1197779 
Alberta ULC

[Alberta]

Kinder Morgan 
Finance 

Company ULC
[Alberta)

Public 
Bonds
$0.4 BN 

CDN

Public 
Bonds
$2.15BN 

USD

$2.492 BN CDN
Hybrid Debt

Acquired Entities & 
Partially-Owned Entities

KMC Business 
Companies

603445 
Canada Inc.

[Canada]
Trustee

NS 307 
Holdings Inc.

[Delaware 
Beneficiary]

1108437 
Alberta Ltd.

[Alberta]

Express 
Pipeline Ltd.

[Canada]

Express Holdings 
(Canada) Limited 

Partnership
[Manitoba]

Express Pipeline 
Limited 

Partnership
[Alberta]

Express Pipeline 
Limited 

Partnership
[Alberta]

Terasen 
International 

Inc.
[B.C.]

Terasen Gas 
(Whistler) 

Inc.
[B.C.]

Terasen 
Gas Inc.

[B.C.]

Public 
Bonds 
$1.7BN 
CDN

Canadian 
Energy Services 

Ltd. LLC
[Oman]

Palmet-Engineering 
Contracting Trade 

Company Inc.
[Turkey]

IPP 
Development 

Associates LLC
[Wyoming]

BC Gas 
International 
Projects Ltd,

[B.C.]
Trustee

BC Gas 
International 

(Middle East) Inc.
[B.C.] 

Beneficiary

The BC 
Gas 

International
Trust

BC Gas 
International 

(BVI) Inc.

BC Gas 
International 
(BVI-II) Inc.

Lootah/BC Gas 
International 

LLC
[Lootah]

Inland 
Energy Corp.

[B.C.]

1205952 Alberta 
ULC

[Alberta]

1205945 
Alberta ULC

[Alberta]

3327051 
Canada Inc.

[Canada]

Homeworks
Services Inc.

[Canada]

630319 B.C. 
Ltd.

[B.C.]

Customer 
Works 
L.P.

[Ontario]

605555 BC 
Ltd.

[B.C.]

TLUP G
[B.C,]

Terasen Pipelines 
(USA) Inc.
[Delaware]

Terasen Pipelines 
(Bison) Inc.
[Alberta]

Terasen Pipelines 
(Heartland) Inc.

[Alberta]

Terasen Pipelines 
(Jet Fuel) Inc.

[B.C.]

Terasen 
Environmental 

Services Inc.
[Nevada]

Terasen Pipelines 
(Puget Sound) 
Corporation
[Delaware]

ExPlatte
Holdings Inc.
[Delaware]

Express 
Holdings (USA) 

Inc.
[Delaware]

Express 
Pipeline LLC
[Delaware]

Platte Pipe 
Line 

Company
[Delaware]

Express 
Pipeline LLC
[Delaware]

Platte Pipe 
Line 

Company
[Delaware]

3071978 Nova 
Scotia Company

[Nova Scotia]

Express US 
Holdings LP
[Delaware]

6048935 
Canada Inc.

[Canada]

Legend

B.C. Company

Canada Company

Alberta Company

Other CDN Company

KMB Op. Agreement

Offshore Company

U.S. Company

Express Partnership

Express Corporation

TP (USA) Op. Agreement

Legend

B.C. Company

Canada Company

Alberta Company

Other CDN Company

KMB Op. Agreement

Offshore Company

U.S. Company

Express Partnership

Express Corporation

TP (USA) Op. Agreement

35% 49%

10%

90%

19%

18.76% 81.24%

Express US 
Holdings LP

Grantor 
Trust0.1%

99.6%

25%

33.33%

1/3 Ltd. Partner

0.1% G.P.

33.33%

33.33%
0.1% G.P.

0.1% General 
Partner

99.9% Limited 
Partner

30.07%

CONFIDENTIAL

Attachment A to Section 4.2 of the Disclosure Schedule (pg. 2)

Terasen Inc.
[Canada]

* formerly named 
3211953 Nova Scotia 

Company



 
 

 
 
 

Attachment 11.2 



 
 

 1

 
 

FOR IMMEDIATE RELEASE 

St. John’s, NL (February 8, 2007): 
 

Fortis Achieves Record Earnings of $147.2 Million in 2006 
 

“For the seventh consecutive year, Fortis has delivered record earnings to shareholders.  Significant capital 
investments in electrical infrastructure, growth from acquisitions and lower corporate taxes were the major drivers 
of performance,” says Stan Marshall, President and Chief Executive Officer, Fortis Inc.  
 
Fortis Inc., (“Fortis” or the “Corporation”) (TSX:FTS), realized net earnings applicable to common shares of 
$147.2 million, 7.4 per cent higher than earnings of $137.1 million last year.  Earnings per common share were 
$1.42 compared to $1.35 last year.  Earnings in 2005 included a $7.9 million after-tax gain resulting from the 
settlement of contractual matters between FortisOntario and Ontario Power Generation Inc. 
(the “Ontario Settlement”).  Growth in annual earnings was primarily driven by the performance of FortisAlberta 
and FortisBC, hydroelectric generation in Belize, Fortis Properties, Belize Electricity and contributions from 
recently acquired utilities in the Turks and Caicos Islands (“Fortis Turks and Caicos”).   
 
Earnings for the fourth quarter were $33.9 million, or $0.33 per common share, compared to $22.3 million, or 
$0.22 cents per common share, for the fourth quarter last year.  The increase in earnings was driven by 
Newfoundland Power, due to a change in the Company’s revenue recognition policy to the accrual method, effective 
January 1, 2006, earnings growth at FortisAlberta and the contribution from Fortis Turks and Caicos.   
 
“Our history of profitable growth has enabled Fortis to increase annual dividend payments for 33 consecutive years, 
the longest record of any public corporation in Canada,” says Marshall.  Dividends paid to common shareholders 
grew to 67 cents in 2006, up from 59 cents per common share last year.  Commencing with the fourth quarter 
dividend paid on December 1, 2006, Fortis increased its quarterly dividend 18.75 per cent to 19 cents from 16 cents.   
 
Canadian Regulated Utilities contributed $112.7 million to earnings, $7.9 million higher than earnings of 
$104.8 million last year.  The increase was primarily driven by earnings derived from the significant investments in 
electrical infrastructure made by FortisAlberta and FortisBC and lower corporate income taxes at FortisAlberta.  
 
“Our western utilities, especially FortisAlberta, continue to maintain, enhance and expand their electricity systems at 
an unprecedented pace to accommodate new customers and to improve system reliability,” explains Marshall.  
  
The western Canadian utilities invested approximately $354 million, before customer contributions, in capital 
projects, up 26 per cent from 2005.  The rate bases of FortisAlberta and FortisBC have increased approximately 
29 per cent and 36 per cent, respectively, since the utilities were acquired in May 2004.  Over the next two years, 
each utility’s rate base is expected to grow approximately 30 per cent. 
 
The allowed rate of return on common equity (“ROE”) for each of the Corporation’s three largest utilities, 
FortisAlberta, FortisBC and Newfoundland Power, is formula based and tied to long-term Canada bond yields.  Due 
to declining bond yields, the allowed ROEs for 2007 for these utilities have been lowered.  “Strong rate base growth 
at our western utilities is expected to more than offset the impact of the lower allowed ROEs while earnings at 
Newfoundland Power are expected to be slightly lower,” says Marshall.       
 
“Fortis achieved a new milestone this year when we expanded our utility business to a third Caribbean country, the 
Turks and Caicos Islands,” says Marshall.  In August, Fortis acquired two electric utilities in the Turks and Caicos 
Islands for an aggregate purchase price of approximately US$90 million, including assumed debt.  Fortis Turks and 
Caicos serves approximately 7,700 customers, or 80 per cent of electricity customers, in the Turks and Caicos 
Islands.   
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“The Turks and Caicos Islands is experiencing rapid growth in electricity demand, driven by a strong developing 
economy.  With well-established electric utilities in Belize and Grand Cayman, Fortis has considerable experience 
meeting the electricity needs of growing communities in the Caribbean region.  Our customers in the Turks and 
Caicos Islands will benefit from the expertise of Fortis in delivering reliable electricity service.   
 
“In November, Fortis increased its investment in Caribbean Utilities Company, Ltd. to approximately 54 per cent to 
become controlling shareholder.  This investment was immediately accretive to earnings and reflects our confidence 
in the future of Grand Cayman and the ability of Caribbean Utilities to meet the existing and future electricity needs 
of its customers.  Fortis is the leading operator of electric distribution utilities in Canada.  Our increased investment 
in Caribbean Utilities, combined with our investments in Belize Electricity and Fortis Turks and Caicos, positions 
Fortis as a leading utility operator in the Caribbean region,” explains Marshall.  
 
Caribbean Regulated Utilities delivered earnings of $23.6 million this year, 21.6 per cent higher than earnings of 
$19.4 million last year.  Earnings growth was primarily attributable to $3.5 million of contribution from Fortis Turks 
and Caicos and improved earnings at Belize Electricity due to lower finance charges, growth in electricity sales and 
an overall 11 per cent increase in electricity rates, effective July 1, 2005.  
 
Non-regulated Fortis Generation contributed earnings of $26.7 million compared to $29.6 million last year.  
Excluding the $7.9 million after-tax Ontario Settlement gain in 2005, earnings were $5.0 million higher year over 
year.  Improved performance in Belize, driven by increased hydroelectric production and lower finance charges, was 
partially offset by the impact of lower average wholesale energy prices in Ontario.  Hydroelectric production in 
Belize was 178 gigawatt hours (“GWh”), more than two-and-a-half times the level of production in 2005 due to the 
first full year of operations for the Chalillo storage facility.  Energy sales in Ontario, which on an annual basis 
remains relatively consistent at approximately 700 GWh, were sold at an average annual wholesale energy price per 
megawatt hour of $46.38 compared to $68.49 last year.   
 
Fortis Properties delivered earnings of $18.7 million, 32.6 percent higher than earnings of $14.1 million last year.  
The increase in earnings was largely driven by a $1.6 million after-tax gain on the sale of the Days Inn Sydney hotel, 
reduced corporate income taxes and growth at hotel operations in western Canada. 
 
In November, Fortis Properties purchased four internationally branded hotels in Alberta and British Columbia for 
approximately $52 million, including assumed debt.  The addition of these hotels increased the Company’s portfolio 
to 18 hotels, operating more than 3,200 rooms, in seven provinces across Canada. 
 
Corporate expenses were $34.5 million in 2006 compared to $30.8 million last year.  The increase was largely due 
to higher finance charges primarily associated with interim borrowings on credit facilities, and dividends on 
preference shares issued to fund recent acquisitions.   
 
“Investors continue to demonstrate confidence in our strategy of profitable growth.  The Corporation raised 
approximately $300 million in the capital markets since the beginning of 2006,” explains Marshall.  In September, 
Fortis issued 5,000,000 4.90% First Preference Shares, Series F for gross proceeds of $125.0 million.  In January 
2007, the Corporation issued 5,170,000 Common Shares for gross proceeds of $149.9 million.  Net proceeds from 
these equity issues were used to repay indebtedness incurred for recent acquisitions, to support the capital 
expenditure programs of the regulated utilities in western Canada and for general corporate purposes.  
 
“Going forward, organic earnings growth will be driven by significant electricity infrastructure investment at our 
regulated utilities in western Canada and at our regulated and non-regulated utilities in the Caribbean.  Investment in 
all our utilities is expected to exceed $600 million in 2007 and surpass $2.6 billion over the next five years.  We 
remain focused on doing what we do best - operating efficient utilities while meeting the growing needs of our 
customers.  Fortis will continue to seek regulated utility acquisitions in Canada, the Caribbean and the United States 
that provide opportunities to continue to grow our business profitably.  We will also pursue growth in our non-
regulated businesses in support of our regulated utility growth strategy,” concludes Marshall. 
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Fortis Inc. 
Interim Management Discussion and Analysis 

For the three and twelve months ended December 31, 2006 
Dated February 8, 2007 

 
The following analysis should be read in conjunction with the Fortis Inc. (“Fortis” or the “Corporation”) interim 
unaudited consolidated financial statements for the three and twelve months ended December 31, 2006 and the 
Management Discussion and Analysis and audited consolidated financial statements for the year ended 
December 31, 2005 included in the Corporation’s 2005 Annual Report. This material has been prepared in 
accordance with National Instrument 51-102 relating to Management Discussion and Analysis.  Financial 
information in this release has been prepared in accordance with Canadian generally accepted accounting principles 
(“Canadian GAAP”) and is presented in Canadian dollars unless otherwise specified. 
 
Fortis includes forward-looking statements in this material which reflect management’s expectations regarding the Corporation’s future growth, 
results of operations, performance and business prospects and opportunities.  Wherever possible, words such as “anticipate”, “believe”, 
“expects”, “intend” and similar expressions have been used to identify the forward-looking statements.  These statements reflect management’s 
current beliefs and are based on information currently available to the Corporation’s management.  Certain material factors or assumptions 
have been applied in drawing the conclusions, forecasts or projections contained in the forward-looking statements.  These factors or 
assumptions are subject to inherent risks and uncertainties surrounding future expectations.  Such risk factors or assumptions include, but are 
not limited to, regulation, energy prices, general economic conditions, weather, derivative instruments and hedging, capital resources, loss of 
service area, licences and permits, environment, insurance, labour relations, human resources and liquidity risk.  Fortis cautions readers that 
should certain events or uncertainties materialize, or should underlying assumptions prove incorrect, actual results could differ materially from a 
conclusion, forecast or projection in the forward-looking statements.  For additional information with respect to these risk factors or 
assumptions, reference should be made to the Corporation’s continuous disclosure materials filed from time to time with Canadian securities 
regulatory authorities including those factors described under the heading “Business Risk Management” in the Management Discussion and 
Analysis for the year ended December 31, 2005 and in the Management Discussion and Analysis for the three and twelve months ended 
December 31, 2006.  The Corporation disclaims any intention or obligation to update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 
 
Fortis is principally a diversified, international electric utility holding company with investments primarily in 
regulated electric utilities in Canada and the Caribbean region.  The Corporation serves more than 1,000,000 
electricity customers and meets a peak demand of approximately 5,100 megawatts (“MW”).  Fortis also owns and 
operates non-regulated generation assets, commercial real estate and hotels.   
 
The key goals of the Corporation’s regulated utilities are to operate sound electricity systems and delivering safe, 
reliable electricity to customers at reasonable rates.  The Corporation’s core business is highly regulated.  It is 
segmented by franchise area and, depending on regulatory requirements, by the nature of the assets.  The operating 
and reporting segments of the Corporation are: (i) Regulated Utilities - Canadian, (ii) Regulated Utilities - 
Caribbean, (iii) Non-Regulated - Fortis Generation, (iv) Non-Regulated - Fortis Properties, and (v) Corporate.  The 
Corporation’s Canadian regulated utilities operate in 5 provinces, making Fortis the leader in its business segment in 
Canada.  The utility operations comprising the Corporation’s Regulated Utilities - Canadian operating segment are 
FortisAlberta, FortisBC, Newfoundland Power, FortisOntario and Maritime Electric on Prince Edward Island 
(“PEI”).  The Corporation’s Regulated Utilities - Caribbean operating segment is comprised of Belize Electricity, in 
which Fortis holds a 70.1 per cent controlling interest; Caribbean Utilities, the sole provider of electricity on Grand 
Cayman, in which Fortis holds an approximate 54 per cent controlling interest; and Fortis Turks and Caicos, in 
which Fortis holds a 100 per cent interest.  The earnings of the Corporation’s regulated utilities are primarily 
determined under traditional cost of service and rate of return methodologies. Earnings of the Canadian regulated 
utilities are generally exposed to changes in interest rates associated with the rate-setting mechanisms.  
 
The Corporation’s non-regulated generation assets operate in 3 countries with a combined generating capacity of 
195 MW, principally hydroelectric.  The Corporation, through its non-regulated subsidiary Fortis Properties, owns 
and operates 18 hotels with more than 3,200 rooms in 7 Canadian provinces and 2.7 million square feet of 
commercial real estate in Atlantic Canada. 
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FINANCIAL HIGHLIGHTS 
 
Fortis has adopted a strategy of profitable growth with earnings per common share as the primary measure of 
performance.  Key financial highlights, including segmented earnings, for the fourth quarter and year ended 
December 31, 2006 and December 31, 2005 are provided in the table below.  The table is followed by a detailed 
discussion of the financial results of the Corporation’s segments.  
 
 

Financial Highlights (Unaudited) 
Periods Ended December 31st 

 Quarter Annual 
($ millions, except earnings per common 
    share amounts and common shares   
    outstanding) 2006 2005 Variance 2006 2005 Variance 
Revenue and equity income 393.1 353.1 40.0 1,471.7 1,441.5 30.2 
Cash flow from operations  59.5 76.1 (16.6) 263.1 303.6 (40.5)
Net earnings applicable to common shares 33.9 22.3 11.6 147.2 137.1 10.1 
Basic earnings per common share ($) 0.33 0.22 0.11 1.42 1.35 0.07 
Diluted earnings per common share ($)  0.32 0.21 0.11 1.37 1.24 0.13 
Weighted average # of common shares 
outstanding (millions) 104.0 103.1 0.9 103.6 101.8 1.8 

 
                                                                            Segmented Net Earnings  

 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
    FortisAlberta 8.3 4.2 4.1 41.4 36.1 5.3 
    FortisBC (1) 6.4 5.7 0.7 27.4 24.6 2.8 
    Newfoundland Power 8.8 2.9 5.9 30.1 30.7 (0.6)
    Maritime Electric 2.4 1.7 0.7 9.8 9.1 0.7 
    FortisOntario (2)  1.0 0.2 0.8 4.0 4.3 (0.3)
Regulated Utilities - Canadian  26.9 14.7 12.2 112.7 104.8 7.9 
    Belize Electricity 2.8 2.0 0.8 10.4 8.0 2.4 
    Caribbean Utilities (3)  2.8 2.8 - 9.7 11.4 (1.7)
    Fortis Turks and Caicos (4)  2.8 - 2.8 3.5 - 3.5 
Regulated Utilities - Caribbean  8.4 4.8 3.6 23.6 19.4 4.2 
Total Regulated Utilities 35.3 19.5 15.8 136.3 124.2 12.1 
Non-Regulated - Fortis Generation (5) 6.8 8.5 (1.7) 26.7 29.6 (2.9)
Non-Regulated - Fortis Properties 2.8 2.9 (0.1) 18.7 14.1 4.6 
Corporate (11.0) (8.6) (2.4) (34.5) (30.8) (3.7)
Net earnings applicable to common shares 33.9 22.3 11.6 147.2 137.1 10.1 
(1) Includes the regulated operations of FortisBC Inc. and non-regulated operating, maintenance and management services related to the 

Waneta, Brilliant and the Arrow Lakes hydroelectric plants and the distribution system owned by the City of Kelowna.  Also includes 
Princeton Light and Power Company, Limited (“PLP”), but excludes the non-regulated generation operations of FortisBC Inc.’s 
wholly owned partnership, Walden Power Partnership.  Financial results for PLP are included in the FortisBC segmented results from 
May 31, 2005, the date of acquisition of PLP by Fortis, through an indirect wholly owned subsidiary.  Effective January 1, 2007, PLP 
was amalgamated with FortisBC Inc. as part of an internal reorganization. 

(2) FortisOntario includes Canadian Niagara Power Inc. (“Canadian Niagara Power”) and Cornwall Street Railway, Light and Power 
Company, Limited (“Cornwall Electric”). 

(3) On November 7, 2006, Fortis acquired an additional 16 per cent ownership interest in Caribbean Utilities and now owns approximately 
54 per cent of the Company.  Caribbean Utilities’ balance sheet as at November 7, 2006 has been consolidated in the December 31, 2006 
balance sheet of Fortis.  During 2006 and 2005, the statements of earnings of Fortis reflected the Corporation’s previous approximate 
37 per cent ownership interest in Caribbean Utilities, previously accounted for on a 2-month equity lag basis.  

(4) On August 28, 2006, Fortis, through a wholly owned subsidiary, acquired all of the issued and outstanding shares of P.P.C. Limited and 
Atlantic Equipment & Power (Turks and Caicos) Ltd., (collectively referred to as “Fortis Turks and Caicos”), 2 utilities serving 
approximately 7,700 customers in the Turks and Caicos Islands.  Financial results for Fortis Turks and Caicos are from August 28, 2006. 

(5) Includes the operations of non-regulated generating assets in Belize, Ontario, central Newfoundland, British Columbia and 
upper New York State. 
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REGULATED UTILITIES - CANADIAN 
 
FortisAlberta 
 

FortisAlberta 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Energy Deliveries (GWh) 3,901 3,833 68 14,851 14,445 406
($ millions) 
Revenue  65.8 58.7 7.1 250.8 259.8 (9.0)
Operating Expenses  30.8 30.0 0.8 115.2 113.0 2.2
Amortization  17.6 15.8 1.8 68.8 61.4 7.4
Finance Charges  8.1 6.3 1.8 30.1 24.2 5.9
Corporate Taxes 1.0 2.4 (1.4) (4.7) 25.1 (29.8)
Earnings 8.3 4.2 4.1 41.4 36.1 5.3

 
Regulation: On June 29, 2006, FortisAlberta received approval from the Alberta Energy and Utilities Board 
(“AEUB”) of the 2006/2007 Negotiated Settlement Agreement associated with the Company’s 
2006/2007 Distribution Access Tariff Application.  The 2006/2007 Negotiated Settlement Agreement, effective 
January 1, 2006 and based on an allowed rate of return on common equity (“ROE”) of 8.93 per cent for 2006, 
provided for distribution revenue requirements, excluding miscellaneous revenue and adjustment riders, of 
$217.1 million for 2006 and $228.2 million for 2007.  These items translated into a 1.9 per cent reduction in 
distribution rates in 2006 and a 0.7 per cent increase in distribution rates in 2007.  The revenue requirements reflect 
AEUB-approved forecast operating expenses of $100.8 million for 2006 and $100.1 million for 2007.  Additional 
operating expenses of $13.0 million in 2006 and $13.5 million in 2007 will be collected by separate rate riders 
during those years.  The revenue requirements also reflect AEUB-approved forecast capital expenditures of 
approximately $184.5 million, before customer contributions of $23.3 million, for 2006, and approximately 
$191.2 million, before customer contributions of $24.0 million, for 2007.  Additionally, the AEUB-approved 
2006/2007 Negotiated Settlement Agreement included contributions to Alberta Electric System Operator (“AESO”) 
projects of $10.7 million in 2006 and $10.0 million in 2007.  The AESO contributions represent payments made to 
the AESO for investment in transmission facilities that are needed for reliability or contingency planning in 
accordance with the AESO Terms and Conditions of Service.     
 
During the second quarter of 2006, FortisAlberta recorded the impact of the AEUB-approved 2006/2007 Negotiated 
Settlement Agreement.  During 2006, the AEUB-approved 2006/2007 Negotiated Settlement Agreement resulted in 
a $4.2 million reduction in revenue as a result of providing for the difference between interim rates and those in the 
AEUB-approved 2006/2007 Negotiated Settlement Agreement, which will be refunded to customers in 2007 as 
ordered by the AEUB.   
 
The AEUB-approved 2006/2007 Negotiated Settlement Agreement also resulted in changes in amortization rates 
and pension and income tax methodologies.  The move to the taxes payable method for federal income taxes 
simplified FortisAlberta’s accounting for income taxes and reduced the Company’s revenue requirements for 2006 
and 2007, as future income tax expenses are no longer recovered in current customer distribution rates, rather they 
are recovered in customer distribution rates when they become payable. 
 
The Company’s 2007 distribution revenue requirement, as approved in the 2006/2007 Negotiated Settlement 
Agreement, was based upon using the 2006 allowed ROE of 8.93 per cent.  FortisAlberta’s allowed ROE has been 
reduced to 8.51 per cent, effective January 1, 2007, due to the impact of lower long-term Canada bond yields on the 
automatic adjustment formula used to calculate the allowed ROE.  As a result of the lower allowed ROE, 
FortisAlberta expects it will have to refund approximately $1.9 million of the revenue collected in base rates in 2007 
to customers in future rates by including this refund in its 2008/2009 Distribution Access Tariff Application.    
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FortisAlberta expects gross capital expenditures during 2007 to increase to $255.6 million, up from $191.2 million 
as previously forecasted.  The increase is primarily driven by customer growth and will be included in 
FortisAlberta’s 2008 rate application for the purpose of setting customer rates for that year. 
 
FortisAlberta intends on filing its 2008/2009 Distribution Access Tariff Application during the second quarter of 
2007 for AEUB approval of customer rates and capital expenditures for 2008 and 2009. 
 
Earnings: FortisAlberta’s earnings were $4.1 million higher quarter over quarter, driven by reduced revenue 
deferrals, increased energy deliveries and lower corporate income taxes, partially offset by higher amortization 
costs, finance charges and operating expenses and the impact of the 1.9 per cent decrease in distribution rates, 
effective January 1, 2006.  Annual earnings were $5.3 million higher than last year, driven by lower corporate 
income taxes, increased energy deliveries and reduced revenue deferrals, partially offset by higher amortization 
costs, finance charges and operating expenses, and the impact of the 1.9 per cent decrease in distribution rates. Also, 
last year’s results included earnings related to the resolution of tax-related matters pertaining to prior years and the 
finalization of load settlement amounts and billing adjustments. 
 
Energy Deliveries:  Energy deliveries were 68 gigawatt hours (“GWh”), or 1.8 per cent, higher quarter over quarter, 
and 406 GWh, or 2.8 per cent, higher year over year.  The increases were primarily due to growth in the number of 
customers in the residential, commercial, industrial and oilfield sectors as a result of a strong provincial economy.  
The Company added approximately 15,000 customers during the year bringing the total number of customers at 
FortisAlberta to approximately 430,000. 
 
Revenue: Revenue was $7.1 million higher quarter over quarter.  The increase was largely driven by reduced 
revenue deferrals of $3.3 million, the $2.5 million impact of increased energy deliveries, increased net transmission 
revenue of $0.8 million, increased franchise fee revenue of $0.7 million and increased miscellaneous revenue of 
$0.8 million.  These increases were partially offset by $1.1 million related to the 1.9 per cent decrease in distribution 
rates, effective January 1, 2006.  As a result of the AEUB-approved 2005 Negotiated Settlement Agreement, 
approximately $3.0 million of revenue related to future income taxes collected in customer rates was deferred during 
the fourth quarter last year.  No similar revenue deferral was recorded in 2006.  
 
Annual revenue was $9.0 million lower than last year; however, revenue last year included approximately 
$19.7 million related largely to the resolution of tax-related matters pertaining to prior years and the finalization of 
load settlement amounts and billing adjustments.  Revenue also decreased $4.2 million related to the 1.9 per cent 
decrease in distribution rates, effective January 1, 2006.  These items were partially offset by the $7.8 million impact 
of increased energy deliveries, reduced revenue deferrals of $4.6 million, increased franchise fee revenue of 
$1.7 million, and the recognition of $1.0 million of revenue during the first quarter of 2006 upon AEUB approval of 
the Company’s 2004 AESO Charges Deferral Account Application.  
 
Expenses: Operating expenses were $0.8 million and $2.2 million higher quarter over quarter and year over year, 
respectively, primarily due to higher labour, and employee benefit and contracted manpower costs, partially offset 
by an increase in the amount of labour and overhead costs charged to capital projects as a result of FortisAlberta’s 
intensive capital program.  Labour costs increased due to higher salaries and additional employees.  Employee 
benefit costs increased primarily due to the expensing of employer contributions associated with the defined benefit 
pension plan, partially offset by the recording of other post-employment benefit and supplemental pension plan 
expenses on a cash basis in 2006 compared to the accrual basis in 2005.  This change in pension methodology 
resulted from the AEUB-approved 2006/2007 Negotiated Settlement Agreement.  Contracted manpower costs 
associated with brushing and meter reading activities increased as a result of higher contracted labour rates due to 
Alberta’s inflationary economy.  An increase in corporate governance activities during 2006, related to compliance 
with Multilateral Instrument 52-109, also contributed to higher contracted manpower costs.    
 
Amortization costs were $1.8 million and $7.4 million higher quarter over quarter and year over year, respectively, 
primarily due to an increase in capital assets, largely the result of load growth within FortisAlberta’s service 
territory, combined with the impact of higher overall amortization rates that resulted from the AEUB-approved 
2006/2007 Negotiated Settlement Agreement.   
 
Finance charges were $1.8 million and $5.9 million higher quarter over quarter and year over year, respectively, 
primarily due to higher debt levels arising from increased drawings under the Company’s committed unsecured 



 

Interim Management Discussion and Analysis  December 31, 2006 7

credit facility and the issuance of long-term debt to finance capital projects required to satisfy FortisAlberta’s 
obligations to serve its customers.  On April 21, 2006, FortisAlberta issued $100 million of unsecured debentures 
bearing interest at 5.40% per annum, due April 21, 2036.  The net proceeds of the offering were used primarily to 
repay existing indebtedness on FortisAlberta’s committed unsecured credit facility.  
 
Corporate taxes were $1.4 million lower during the quarter compared to the same quarter last year.  The decrease 
was primarily due to increased deductions taken for corporate income tax purposes in excess of amounts taken for 
accounting purposes in 2006 as compared to 2005.  The impact of higher deductions for tax purposes was partially 
offset by the impact of higher earnings before corporate income taxes.  Annual corporate taxes were $29.8 million 
lower than last year.  The decrease was due to the impact of higher deductions for tax purposes and the impact of 
lower annual earnings before corporate income taxes.  The difference in the deductions taken for income tax 
purposes and those taken for accounting purposes in 2006 was accounted for entirely on the taxes payable method 
compared to the use in 2005 of the tax liability method for federal income taxes and the taxes payable method for 
provincial income taxes.  The change in the income tax methodology, as a result of the AEUB-approved 2006/2007 
Negotiated Settlement Agreement, resulted in the cessation of recognizing future income tax expense for federal 
income tax which would have partially offset the effects of these timing differences.  
 
 
FortisBC 
 

FortisBC 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Electricity Sales (GWh) 842 820 22 3,038 2,968 70
($ millions) 
Revenue  58.3 50.2 8.1 215.6 194.7 20.9
Energy Supply Costs 20.2 15.9 4.3 67.6 60.4 7.2
Operating Expenses 16.9 16.8 0.1 63.1 64.8 (1.7)
Amortization  6.9 4.9 2.0 27.3 19.0 8.3
Finance Charges  6.0 5.4 0.6 23.4 18.5 4.9
Corporate Taxes 1.9 1.5 0.4 6.8 7.4 (0.6)
Earnings 6.4 5.7 0.7 27.4 24.6 2.8

 
Regulation: On May 23, 2006, FortisBC received approval from the British Columbia Utilities Commission 
(“BCUC”) of the 2006 Negotiated Settlement Agreement associated with the Company’s 2006 Revenue 
Requirements Application.  The 2006 Negotiated Settlement Agreement, effective January 1, 2006 and based on an 
approved ROE of 9.20 per cent, resulted in a 5.9 per cent increase in electricity rates, an increase in the Company’s 
composite amortization rate from 2.6 per cent to 3.2 per cent and an increase in the amount of capitalized overhead 
from approximately 9 per cent of BCUC-approved 2005 forecast gross operating and maintenance expenses to 
20 per cent of BCUC-approved 2006 forecast gross operating and maintenance expenses. Additionally, a new 
performance-based rate-setting (“PBR”) mechanism for the years 2006 through 2008, and optionally for 2009, was 
approved to allow a 2 percentage point band around the allowed ROE whereby variances (adjusted for certain cost 
variances which flow through to customer rates) as a result of actual financial performance, positive or negative, will 
be shared equally between customers and the Company.  If the variance exceeds the 2 percentage point band, the 
excess will be placed in a deferral account for review and disposition during the next rate-setting process.  The 
5.9 per cent electricity rate increase was primarily driven by the Company’s ongoing capital expenditure program 
and was the same as the refundable interim electricity rate increase previously approved by the BCUC.  
 
On September 29, 2006, FortisBC filed its 2007 Preliminary Revenue Requirements Application requesting a 
2.9 per cent increase in electricity rates, effective January 1, 2007.  The proposed rate increase was primarily driven 
by FortisBC’s ongoing capital expenditure program.  Additionally, the rate increase was calculated using the new 
PBR mechanism described above.  On December 19, 2006, an updated 2007 Revenue Requirements Application 
was filed requesting a 1.2 per cent rate increase which was approved by the BCUC on December 20, 2006.  The 
difference in the revenue requirements between the 2 filings largely related to increased incentives owing to 
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customers and reduced power purchase costs.  Under separate consideration by the BCUC is a change in the 
treatment of allowance for funds used during construction for utility capital assets for the purpose of setting rates.  
This change in treatment may increase 2007 customer rates further.  
 
FortisBC’s allowed ROE for 2007 has been reduced to 8.77 per cent, from 9.20 percent for 2006, due to the impact 
of lower long-term Canada bond yields on the automatic adjustment formula used to calculate the allowed ROE. 
 
On November 24, 2006, the BCUC approved FortisBC’s 2007 and 2008 Capital Expenditure Plan (“Capital Plan”), 
filed on July 26, 2006, to spend approximately $135.8 million, before customer contributions of $7.2 million, in 
2007 and $119.6 million, before customer contributions of $8.0 million, in 2008.  The 2-year Capital Plan was 
approved with 6 projects totaling $61.2 million subject to further approval processes. The capital expenditures 
address the expansion and upgrade of the transmission and distribution systems to keep pace with load growth while 
improving customer service, and the continuation of the life-extension program of the Company’s generating plants.   
 
On April 12, 2006, the amended and restated Canal Plant Agreement (“CPA”) between BC Hydro, FortisBC, 
Teck Cominco, and Columbia Power Corporation and Columbia Basin Trust became effective and continues in 
force until terminated by any of the parties upon giving no less than 5 years notice at any time on or after 
December 31, 2030.  The CPA governs the coordinated operations of 7 major hydroelectric plants owned by the 
4 parties to the CPA.   
 
Earnings: FortisBC’s earnings were $0.7 million higher quarter over quarter, driven by the 5.9 per cent increase in 
electricity rates, effective January 1, 2006, and electricity sales growth, partially offset by higher energy supply 
costs, higher amortization costs and increased finance charges.  Annual earnings were $2.8 million higher than last 
year.  The increase was due to the 5.9 per cent increase in electricity rates, effective January 1, 2006, electricity sales 
growth, lower operating expenses and lower corporate income taxes, partially offset by increased amortization costs, 
higher finance charges and lower other revenue. 
 
Electricity Sales: Electricity sales were 22 GWh, or 2.7 per cent, higher quarter over quarter, and 70 GWh, or 
2.4 per cent, higher year over year.  Sales growth was primarily attributable to continued customer growth in the 
Okanagan area.  
 
Revenue: Revenue was $8.1 million higher quarter over quarter, primarily due to the 5.9 per cent increase in 
electricity rates, effective January 1, 2006, customer growth, and higher revenue contributions of $1.1 million from 
non-regulated operating, maintenance and management services and Princeton Light and Power Company, Limited 
(“PLP”).  Annual revenue was $20.9 million higher than last year, primarily due to the 5.9 per cent increase in 
electricity rates, effective January 1, 2006, customer growth, higher revenue contributions of $3.1 million from 
non-regulated operating, maintenance and management services and PLP, and increased management fees on 
third-party contracts of $0.9 million.  The increase was partially offset by lower other revenue due to increased 
PBR-incentive adjustments owing to customers of $3.7 million as a result of the new PBR mechanism approved by 
the BCUC, effective January 1, 2006.  
 
Expenses: Energy supply costs were $4.3 million and $7.2 million higher quarter over quarter and year over year, 
respectively, primarily as a result of increased electricity sales, higher average power purchase prices and a higher 
proportion of purchased energy versus energy generated from Company-owned plants.  Energy supply costs for 
2006 included an accrual of $1.2 million to recognize expected insurance proceeds, which directly offset the 
incremental power purchase costs incurred in 2006 due to a turbine failure at the Lower Bonnington generation 
plant.   Hydroelectric facilities owned by FortisBC generate approximately 45 per cent of the energy and 30 per cent 
of the capacity necessary to meet existing customer demand.  The majority of the additional energy and capacity 
required to meet existing customer demand is purchased under firm, long-term power purchase contracts. Any 
remaining energy and capacity required is purchased on the open market and is subject to fluctuations in market 
rates. 
 
Operating expenses were comparable quarter over quarter.  A decline in operating expenses associated with 
increased capitalized overhead costs of $1.4 million, as a result of the BCUC-approved 2006 Negotiated Settlement 
Agreement, effective January 1, 2006, was offset by increased water fees and wheeling charges of $0.4 million, and 
increased PLP operating expenses and expenses related to non-regulated operating, maintenance and management 
services totalling approximately $1.0 million. Annual operating expenses were $1.7 million lower than last year, 
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primarily due to increased capitalized overhead costs of $5.0 million and operating cost efficiencies of 
approximately $0.3 million, partially offset by increased water fees and property taxes of $0.9 million, higher PLP 
operating expenses and expenses related to non-regulated operating, maintenance and management services totalling 
approximately $2.2 million, and a $0.5 million provincial capital tax appeal refund recorded during the second 
quarter of 2005.  
 
Amortization costs were $2.0 million and $8.3 million higher quarter over quarter and year over year, respectively. 
Additional amortization costs were primarily due to the increase in the Company’s composite amortization rate from 
2.6 per cent to 3.2 per cent, as a result of the BCUC-approved 2006 Negotiated Settlement Agreement, effective 
January 1, 2006, and an increase in FortisBC’s capital assets due to its capital expenditure program. 
 
Finance charges were $0.6 million and $4.9 million higher quarter over quarter and year over year, respectively, 
primarily due to the cost of increased borrowings to finance the Company’s capital expenditure program and a 
decrease in the amount of interest capitalized as a result of fewer assets under construction compared to the same 
periods last year. 
 
Corporate taxes increased $0.4 million quarter over quarter, primarily due to increased earnings before corporate 
income taxes, partially offset by the impact of the elimination of the Federal Large Corporations’ Tax, effective 
January 1, 2006.  Annual corporate taxes decreased $0.6 million from last year, primarily due to the impact of the 
elimination of the Federal Large Corporations’ Tax, effective January 1, 2006, partially offset by increased earnings 
before corporate income taxes. 
 
 
Newfoundland Power 
 

Newfoundland Power 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Electricity Sales (GWh) 1,353 1,191 162 4,995 5,004 (9)
($ millions) 
Revenue  113.7 101.4 12.3 421.3 420.0 1.3
Energy Supply Costs 69.2 69.1 0.1 257.2 256.0 1.2
Operating Expenses  14.8 13.9 0.9 54.0 53.8 0.2
Amortization  8.9 6.3 2.6 33.1 32.1 1.0
Finance Charges  8.3 7.9 0.4 32.7 31.4 1.3
Corporate Taxes 3.6 1.2 2.4 13.6 15.4 (1.8)
Non-Controlling Interest 0.1 0.1 - 0.6 0.6 -
Earnings  8.8 2.9 5.9 30.1 30.7 (0.6)

 
Regulation: In January 2006, Newfoundland Power received approval from the Newfoundland and Labrador Board 
of Commissioners of Public Utilities (the “PUB”) of its final 2006 electricity rates. The rates were based on an 
allowed ROE of 9.24 per cent, which remained unchanged from 2005. 
 
Effective January 1, 2006, the Company changed its revenue recognition policy from the billed basis to the accrual 
basis, as approved by the PUB on December 23, 2005.  The use of the accrual method for revenue recognition 
better matches revenue and expenses and is consistent with mainstream Canadian utility practice.  Adoption of the 
accrual method for revenue recognition gave rise to a $23.6 million balance sheet accrual for unbilled revenue at 
December 31, 2005 (the “2005 Unbilled Revenue”).  Pursuant to an Order by the PUB, Newfoundland Power 
recorded $3.1 million of the 2005 Unbilled Revenue as revenue in 2006 to offset the income tax impact of changing 
to the accrual method for revenue recognition.  The PUB also ordered that the Company defer recovery of a 
$5.8 million increase in 2006 capital asset amortization.  The deferral establishes a regulatory asset to be recovered 
in a future period.  During the fourth quarter, the remaining $1.6 million of the $5.8 million deferral was 
recognized, offsetting what would otherwise have been an increase in amortization costs during the quarter. 
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On December 5, 2006, the PUB approved, as filed on September 13, 2006, Newfoundland Power’s 
2007 Amortization and Cost Deferral Application (the “2007 Application”).  The approved 2007 Application 
allows for amortization of $2.7 million of the 2005 Unbilled Revenue to offset the 2007 income tax impact of 
changing to the accrual method for revenue recognition, and the deferred recovery of capital asset amortization of 
$5.8 million similar to 2006.  The approval also allows for the deferred recovery of $1.1 million related to the cost 
of replacement energy while the Company’s Rattling Brook hydroelectric generating facility is being refurbished.  
The approved 2007 Application will provide the Company an opportunity to achieve a fair and reasonable ROE in 
2007 without the need to increase customer electricity rates in 2007.  Disposition of the remaining 2005 Unbilled 
Revenue will be determined by future orders of the PUB.  During 2007, Newfoundland Power expects to file a 
general rate application with the PUB for the purpose of setting customer rates for 2008.  
 
Newfoundland Power’s allowed ROE has been reduced to 8.60 per cent, effective January 1, 2007, due to the 
impact of lower long-term Canada bond yields on the automatic adjustment formula used to calculate the allowed 
ROE.   
 
On December 14, 2006, the PUB approved, on an interim basis, an average 0.07 per cent increase in customer 
electricity rates, effective January 1, 2007.  The increase is the result of the flow-through of increased costs from 
Newfoundland and Labrador Hydro Corporation, which will have no impact on Newfoundland Power’s earnings, 
partially offset by a 0.5 per cent decrease due to the reduction in Newfoundland Power’s allowed ROE to 
8.60 per cent, effective January 1, 2007. The decrease in the allowed ROE is anticipated to reduce 
Newfoundland Power’s revenue by approximately $2.5 million in 2007. 
 
In September 2006, the PUB approved Newfoundland Power’s $62.2 million 2007 Capital Program, which will 
focus on the replacement of aging equipment to strengthen the electricity system and the Company’s obligation to 
meet the demands of customer and electricity sales growth. Approximately $18.8 million of the 2007 Capital 
Program will be spent to refurbish the Company’s Rattling Brook hydroelectric generating plant in central 
Newfoundland. 

 
Earnings: Newfoundland Power’s earnings were $5.9 million higher quarter over quarter, primarily due to the 
adoption of the accrual method for revenue recognition, effective January 1, 2006.  Had revenue continued to be 
recognized on the billed basis during 2006, earnings during the fourth quarter would have been $3.1 million, 
$0.2 million higher than earnings of $2.9 million during the fourth quarter last year.  Annual earnings were 
$0.6 million lower than last year due to lower electricity sales, lower interest revenue and increased costs associated 
with purchased power, amortization and finance charges, partially offset by the impact of a lower effective income 
tax rate.  Adoption of the accrual method for revenue recognition did not have a material impact on 2006 annual 
earnings.  

 
Electricity Sales: Electricity sales were 162 GWh, or 13.6 per cent, higher quarter over quarter.  Electricity sales 
increased 149 GWh due to the adoption of the accrual method for revenue recognition, effective January 1, 2006, 
representing the difference between electricity delivered to customers during the latter half of September 2006 and 
the latter half of December 2006.  The remaining 13 GWh increase in electricity sales was due to a normal variance 
in the meter reading schedule and an increase in the number of customers in 2006, partially offset by lower average 
consumption.   
 
Annual electricity sales were 9 GWh, or 0.2 per cent, lower than last year, primarily due to a decrease in average 
consumption, partially offset by an increase in the number of customers.  Adoption of the accrual method for 
revenue recognition did not have a material impact on 2006 annual electricity sales. 
 
Revenue:  Revenue was $12.3 million higher quarter over quarter, primarily due to a $10.7 million increase related 
to the adoption of the accrual method for revenue recognition, the recognition of $0.9 million of 2005 Unbilled 
Revenue, as approved by the PUB, and the impact of increased electricity sales.  Annual revenue was $1.3 million 
higher than last year, primarily due to the recognition of $3.1 million of 2005 Unbilled Revenue, partially offset by 
lower electricity sales and lower interest revenue.  Interest revenue during the second quarter of 2005 included 
$2.1 million ($1.4 million after-tax) as a result of an income tax settlement with the Canada Revenue Agency 
(“CRA”).  Adoption of the accrual method for revenue recognition did not have a material impact on 2006 annual 
revenue. 
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Expenses: Energy supply costs were comparable quarter over quarter.  Annual energy supply costs were 
$1.2 million higher than last year, primarily due to an increase in demand charges under the wholesale demand and 
energy rate structure.  As a result, the unit cost of purchased power increased to 5.289 cents per kilowatt hour 
(“kWh”) compared to 5.261 cents per kWh last year. 

 
Operating expenses were $0.9 million higher quarter over quarter, primarily due to higher pension and early 
retirement program costs. Annual operating expenses were $0.2 million higher than last year.  Higher pension and 
early retirement program costs of approximately $0.9 million were partially offset by lower labour costs resulting 
from a 2005 early retirement program, a reduction in PUB assessments in 2006 and the reduction of other 
non-labour costs due to the Company’s ongoing focus on initiatives to reduce operating expenses.  Annual and 
quarterly pension costs increased primarily due to a reduction in the discount rate used in 2006 to determine annual 
pension expense. 

 
Amortization costs increased $2.6 million quarter over quarter, largely due to the allocation of amortization costs to 
quarters based on contribution margin, in addition to the impact of continued investment in capital assets.  Annual 
amortization costs increased $1.0 million over last year, primarily due to the impact of continued investment in 
capital assets. 

 
Finance charges were $0.4 million higher quarter over quarter due to higher borrowings on credit facilities used to 
finance the Company’s capital expenditure program.  Annual finance charges were $1.3 million higher than last 
year due to the replacement in August 2005 of lower-cost revolving credit facility borrowings with 30-year 5.441% 
first mortgage sinking fund bonds in the amount of $60 million, and additional credit facility borrowings used to 
finance the Company’s capital expenditure program.  

 
Corporate taxes increased $2.4 million quarter over quarter, primarily due to the quarterly shift in revenue as a 
result of the adoption of the accrual method for revenue recognition.  Annual corporate taxes were $1.8 million 
lower than last year, primarily due to the elimination of the Federal Large Corporations’ Tax, effective 
January 1, 2006, increased capital cost allowance rates and the income tax treatment of regulatory amortizations 
and deferrals. 

 
 
Maritime Electric 
 

Maritime Electric (Unaudited) 
Financial Highlights  

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Electricity Sales (GWh) 248 242 6 999 989 10
($ millions) 
Revenue  31.2 28.9 2.3 122.4 116.7 5.7
Energy Supply Costs 19.0 18.3 0.7 73.0 71.6 1.4
Operating Expenses  3.3 3.4 (0.1) 12.8 12.5 0.3
Amortization 2.5 2.4 0.1 10.1 9.7 0.4
Finance Charges  2.5 1.8 0.7 10.3 7.6 2.7
Corporate Taxes 1.5 1.3 0.2 6.4 6.2 0.2
Earnings 2.4 1.7 0.7 9.8 9.1 0.7

 
Regulation:  On June 27, 2006, The Island Regulatory and Appeals Commission (“IRAC”) issued its Order with 
respect to Maritime Electric’s general rate application filed on January 31, 2006.  The impact was an overall 
average decrease in customer electricity rates of 1.2 per cent, effective July 1, 2006.  The 1.2 per cent decrease was 
the result of the impact of the refund to customers of energy-related costs associated with the operation of the 
energy cost adjustment mechanism (“ECAM”), partially offset by a 3.35 per cent increase in basic electricity rates.  
IRAC also approved Maritime Electric’s maximum allowed ROE at 10.25 per cent for 2006 and 2007. IRAC also 
approved continuation of the amortization of the $20.8 million in deferred costs recoverable from customers 
accumulated as at December 31, 2003 in the amount of $1.5 million in 2006.  IRAC ordered the continuation of the 
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interim and transitional ECAM currently in effect, with the amortization period contained in the ECAM to decrease 
from 18 months to 12 months, effective January 1, 2007. 

 
On August 22, 2006, Maritime Electric received approval from IRAC of a 39-MW Wind Power Purchase 
Agreement (the “Agreement”) with PEI Energy Corporation.  The Agreement took effect on January 1, 2007.  
Recent legislation proclaimed by the Government of PEI will require Maritime Electric to obtain at least 
15 per cent of its annual energy requirements from renewable sources, such as wind-powered energy, by 2010.  The 
Agreement, in conjunction with the existing wind-energy purchase agreements, will enable the Company to reach 
this 15 per cent target.  Energy from the Agreement is subject to the operation of the ECAM. 
 
In November 2006, IRAC approved a new Energy Purchase Agreement (“EPA”) with New Brunswick Power 
(“NB Power”) covering the period November 2006 to March 2008.  The cost of energy under the new EPA is 
subject to the operation of the ECAM. 

 
In November 2006, the Company filed its 2007 Capital Budget Application for approximately $20.5 million, before 
customer contributions of $2.7 million.  A decision on the Application is expected in February 2007. 

 
In December 2006, IRAC approved the amortization of $1.3 million of the deferred costs recoverable from 
customers accumulated as at December 31, 2003 and increased the amortization to $2.0 million in 2008 and each 
year thereafter.  Deferred costs recoverable from customers totalled $15.3 million at the end of 2006. 
 
Maritime Electric expects to file a rate application with IRAC in the fall of 2007, for the purpose for setting rates 
for 2008.  

 
Earnings: Maritime Electric’s earnings were $0.7 million higher quarter over quarter and $0.7 million higher year 
over year, primarily due to the 3.35 per cent increase in basic electricity rates, effective July 1, 2006, and higher 
electricity sales, partially offset by increased finance charges. 
 
Electricity Sales: Electricity sales were 6 GWh, or 2.5 per cent, higher quarter over quarter, and 10 GWh, or 
1.0 per cent, higher year over year.  The increase was driven by customer growth in the residential sector.  Customer 
energy conservation practices have tempered sales growth during 2006 with average consumption remaining stable 
period over period. 
 
Revenue: Revenue increased $2.3 million quarter over quarter, primarily due to increased electricity sales, a 
3.35 per cent increase in basic electricity rates, effective July 1, 2006, and a $0.2 million decrease in the 
amortization of pre-2004 deferred costs recoverable from customers.  Annual revenue increased $5.7 million over 
last year, primarily as a result of increased electricity sales, the 3.35 per cent increase in basic electricity rates, 
effective July 1, 2006, and a $1.0 million decrease in the amortization of pre-2004 deferred costs recoverable from 
customers.  
 
Expenses: Energy supply costs (adjusted for the ECAM) were $0.7 million and $1.4 million higher quarter over 
quarter and year over year, respectively, primarily due to increased electricity sales.  Gross energy supply costs, 
before ECAM adjustments, however, were $6.2 million and $4.0 million higher quarter over quarter and year over 
year, respectively, primarily due to increased electricity sales and higher prices paid for energy under the new EPA 
with NB Power that came into effect in November 2006.  During 2006 and 2005, Maritime Electric purchased the 
majority of its energy from NB Power under several energy purchase agreements. 
 
Operating expenses were comparable quarter over quarter and $0.3 million higher year over year.  The increase year 
over year was driven by costs associated with an extensive tree trimming program during 2006 and increased 
insurance and regulatory costs. 
  
Amortization costs were $0.4 million higher than last year.  The increase reflected the addition of the 
50-MW combustion turbine generating facility and expenditures associated with the Company’s ongoing capital 
program, partially offset by a $0.5 million reduction in the amortization of the deferred charge related to the Point 
Lepreau Nuclear Generating Station as the expected life of the Station will be extended to 2034 upon its 
refurbishment by NB Power.  
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Finance charges increased $0.7 million and $2.7 million quarter over quarter and year over year, respectively, 
primarily due to financing associated with the Company’s capital expenditure program. 
 
FortisOntario 
 

FortisOntario 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Electricity Sales (GWh) 281 296 (15) 1,163 1,195 (32)
($ millions) 
Revenue  31.8 32.9 (1.1) 130.0 139.7 (9.7)
Energy Supply Costs 23.8 25.7 (1.9) 97.7 110.2 (12.5)
Operating Expenses  3.7 4.1 (0.4) 14.7 14.5 0.2 
Amortization  1.4 1.3 0.1 5.4 5.1 0.3
Finance Charges  1.3 1.3 - 5.1 5.1 -
Corporate Taxes 0.6 0.3 0.3 3.1 0.5 2.6 
Earnings 1.0 0.2 0.8 4.0 4.3 (0.3)

 
Regulation: On April 28, 2006, the Ontario Energy Board (“OEB”) issued its Decision and Order concerning 
Canadian Niagara Power’s application for new electricity rates, effective May 1, 2006.  The Decision and Order also 
approved the final recovery from customers of regulatory assets including the transitional costs incurred in 
preparation for the open market in May 2002.  The impact of the Decision and Order on a typical residential 
customer with average monthly consumption of 1,000 kWhs in Fort Erie, Port Colbourne and Gananoque was an 
increase in customer rates, effective May 1, 2006, of 17.5 per cent, 17.5 per cent, and 10.8 per cent, respectively.  
The rate increases also included the impact associated with the flow through to specified low-volume customers of 
increased power prices paid to the Independent Electricity System Operator as set under the OEB’s Regulated Price 
Plan.  The new distribution electricity rates were based on 2004 costs using a deemed capital structure at 50 per cent 
long-term debt and 50 per cent common equity, with an allowed ROE of 9.0 per cent.   
 
On January 26, 2007, Canadian Niagara Power filed applications with the OEB requesting a 0.2 per cent average 
increase in electricity distribution rates, effective May 1, 2007, associated with its operations in Fort Erie, 
Port Colbourne and Gananoque.  Canadian Niagara Power also applied to the OEB to recover in customer rates 
extraordinary costs incurred as a result of an early winter storm that occurred in October 2006. 
 
Earnings: Earnings were $0.8 million higher quarter over quarter, primarily due to increased distribution electricity 
rates, effective May 1, 2006, and lower operating expenses, partially offset by reduced electricity sales.  Annual 
earnings were $0.3 million lower than last year.  Earnings for the third quarter of 2005 included $1.6 million related 
to the recognition of a future tax asset associated with the favourable resolution of a CRA reassessment related to 
Cornwall Electric. Excluding this item, annual earnings were $1.3 million higher than last year, primarily due to 
increased distribution electricity rates, effective May 1, 2006, partially offset by increased effective corporate taxes 
and reduced electricity sales. 
 
Electricity Sales: Electricity sales were 15 GWh, or 5.1 per cent, and 32 GWh, or 2.7 per cent, lower during the 
quarter and the year, respectively, compared to the same periods last year, primarily due to the impact of moderate 
weather conditions and the loss in December 2005 of an industrial customer. 
 
Revenue: Revenue was $1.1 million and $9.7 million lower during the quarter and the year, respectively, compared 
to the same periods last year, primarily due to decreased market energy costs billed to customers and lower 
electricity sales, partially offset by higher distribution electricity rates, effective May 1, 2006, and increased other 
revenue.  An increase in other revenue of $0.2 million and $0.8 million quarter over quarter and year over year, 
respectively, was associated with street lighting maintenance and other miscellaneous customer billings and interest 
revenue. 
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Expenses: Energy supply costs decreased $1.9 million and $12.5 million during the quarter and the year, 
respectively, compared to the same periods last year, primarily due to lower market energy prices and reduced 
electricity sales, partially offset by the impact of increased power purchases rates under the OEB’s Regulated Price 
Plan. 
 
Operating expenses were $0.4 million lower during the quarter compared to the same period last year; however, 
operating expenses during the fourth quarter last year included approximately $0.8 million in costs associated with 
an early retirement program.  The higher operating expenses in the fourth quarter of 2006 largely related to 
increased internal labour costs associated with repairing damage to a portion of the distribution system caused by an 
early winter storm.  Annual operating expenses were $0.2 million higher than last year.  Operating expenses last 
year included approximately $0.8 million in costs associated with the early retirement program.  Annual operating 
expenses increased primarily due to higher payroll and benefit costs as a result of the transferring of certain former 
Rankine Generating Station employees to Canadian Niagara Power, increased internal labour costs associated with 
the early winter storm, and other miscellaneous cost increases. 
 
Corporate taxes were $0.3 million higher quarter over quarter, primarily due to increased earnings before corporate 
taxes.  Annual corporate taxes were $2.6 million higher than last year.  During the third quarter last year, a 
$1.6 million future tax asset and corresponding decrease in corporate income taxes were recorded in connection with 
the favourable resolution of a CRA assessment of a tax asset created when Cornwall Electric was acquired by a 
previous owner.  Excluding this item, annual corporate taxes were higher than last year because of higher earnings 
before corporate taxes and the impact of the reduction of future income tax asset balances during the second quarter 
of 2006 resulting from enacted future Federal income tax rate reductions. 
 
 
REGULATED UTILITIES - CARIBBEAN 
 
Belize Electricity 
 

Belize Electricity 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Average US:CDN Exchange Rate  1.14 1.17 (0.03) 1.13 1.21 (0.08)
Electricity Sales (GWh) 91 87 4 360 350 10
($ millions) 
Revenue  22.2 19.8 2.4 88.5 75.8 12.7
Energy Supply Costs 13.0 10.8 2.2 51.7 40.8 10.9
Operating Expenses  3.0 2.8 0.2 10.8 10.7 0.1
Amortization  1.2 1.2 - 5.4 5.8 (0.4)
Finance Charges  0.5 1.7 (1.2) 3.8 6.0 (2.2)
Foreign Exchange Loss (Gain) 0.1 0.1 - 0.4 (0.4) 0.8
Corporate Taxes and 

Non-Controlling Interest 1.6 1.2 0.4 6.0 4.9 1.1
Earnings 2.8 2.0 0.8 10.4 8.0 2.4

 
Regulation:  Belize Electricity’s base electricity rates are comprised of 2 components.  The first component is Value 
Added Delivery (“VAD”) and the second is the cost of fuel and purchased power (“COP”), including the variable 
cost of generation, which is a flow through in customer rates.   
 
On December 31, 2005, the PUC approved a BZ0.6 cent per kWh, or 1.5 per cent, increase in electricity rates 
associated with the recovery of excess deferrals to the Cost of Power Rate Stabilization Account (“CPRSA”) and a 
BZ4.5 cent per kWh, or 11.5 per cent, increase in electricity rates related to COP.  There was no increase in the 
VAD component of rates.  The result was an overall 13 per cent increase in electricity rates to 
BZ44.1 cents per kWh from BZ39.0 cents per kWh, effective January 1, 2006.  This increase in electricity rates was 
the result of the Public Utilities Commission’s (“PUC’s”) Final Decision on Belize Electricity’s Threshold Event 
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Review Application filed on December 20, 2005 and had no impact on the Company’s earnings due to the flow 
through of cost of power to customers.  
 
On May 9, 2006, the PUC issued its Final Decision approving, as filed, Belize Electricity’s Annual Tariff Review 
Application for the annual tariff period July 1, 2006 through June 30, 2007.  The Final Decision confirmed that the 
average mean electricity rate of BZ44.1 cents per kWh would remain unchanged from that in effect at 
January 1, 2006.  The COP component of rates, however, decreased slightly from BZ25.5 cents per kWh to 
BZ25.3 cents per kWh, while an Annual Correction Rate, at BZ0.2 cents per kWh, was introduced to collect from 
customers the differences between actual expenses and revenues from original forecasts for the immediately 
preceding annual tariff period.  The tariff can only be reviewed prior to June 30, 2007 by way of a Threshold Event 
Review Proceeding based on fluctuations in the cost of power and fuel. 
 
Earnings: Belize Electricity’s earnings were $0.8 million (BZ$1.4 million) higher quarter over quarter.  Excluding 
the impact of foreign currency exchange upon the translation of Belize Electricity’s results into Canadian dollars, 
Belize Electricity’s earnings increased primarily due to lower finance charges and growth in electricity sales, 
partially offset by increased operating expenses.  Annual earnings were $2.4 million (BZ$5.4 million) higher than 
last year.  Excluding foreign currency translation impacts, the increase in annual earnings was driven by the overall 
11 per cent increase in electricity rates, effective July 1, 2005, as a result of the new 4-year tariff agreement, 
electricity sales growth and lower finance charges, partially offset by the foreign exchange impact associated with 
the Company’s Euro and Canadian dollar-denominated debt and increased operating expenses.  The translation of 
Belize Electricity’s annual results was unfavourably impacted by the weakening of the US dollar against the 
Canadian dollar compared to the same periods last year.  
 
Electricity Sales: Electricity sales were 4 GWh, or 4.6 per cent, higher quarter over quarter, driven by growth in 
sales in the commercial sector.  Annual electricity sales were 10 GWh, or 2.9 per cent, higher than last year, driven 
by growth in sales in the commercial and industrial sectors.  The rate of sales growth for 2006 was lower than the 
rate of sales growth for last year, due to a slowdown in economic growth and customer energy-conservation efforts 
as a result of the rate increases in July 2005 and January 2006. 
 
Revenue: Revenue was $2.4 million (BZ$5.5 million) higher quarter over quarter. Excluding foreign currency 
translation impacts, revenue increased 16.5 per cent, primarily due to the increase in the COP component of 
electricity rates, effective January 1, 2006, and electricity sales growth.  Annual revenue was $12.7 million 
(BZ$30.7 million) higher than last year.  Excluding foreign currency translation impacts, revenue increased 
24.5 per cent, largely driven by the increase in the VAD and COP components of electricity rates, effective 
July 1, 2005, the increase in the COP component of electricity rates, effective January 1, 2006, and electricity sales 
growth.  
 
Expenses: Energy supply costs were $2.2 million (BZ$4.7 million) higher quarter over quarter. Excluding foreign 
currency translation impacts, energy supply costs increased 25.8 per cent, primarily due to the increase in the COP 
component of electricity rates from BZ21 cents per kWh, effective July 1, 2005 to BZ25.3 cents per kWh, effective 
July 1, 2006, and electricity sales growth.  Annual energy supply costs were $10.9 million (BZ$23.7 million) higher 
than last year.  Excluding foreign currency translation impacts, energy supply costs increased 35.1 per cent, 
primarily due to increases in the COP component of electricity rates, effective July 1, 2005 and January 1, 2006, and 
electricity sales growth.  On July 1, 2006, the COP component of electricity rates decreased BZ0.2 cents per kWh 
from BZ25.5 cents per kWh to BZ25.3 cents per kWh.  The decrease did not have a significant impact on energy 
supply costs year over year. 
 
Operating expenses were $0.2 million (BZ$0.4 million) higher quarter over quarter and $0.1 million 
(BZ$1.2 million) higher year over year.  Excluding foreign currency translation impacts, operating expenses 
increased primarily due to increased licences and fees, increased line maintenance activities, new customer service 
and loss reduction initiatives, higher employee costs and general increases in the cost of goods and services. 
 
Amortization costs were comparable quarter over quarter and, excluding foreign exchange impacts, annual 
amortization costs were comparable year over year.  Year over year, the impact of capital asset growth was offset by 
the recovery of all generation equipment amortization through cost of power, as a result of the July 1, 2005 Final 
Tariff Decision.  
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Finance charges were $1.2 million (BZ$1.9 million) lower during the quarter compared to the same quarter last year.  
Annual finance charges were $2.2 million (BZ$3.2 million) lower than last year.  The decreases were primarily due 
to the repayment, with proceeds from a recent share offering, of certain trade payables, inter-company and external 
loans, and overdraft facilities incurred primarily to finance the CPRSA for the cost of power and fuel.  Additionally, 
during the last half of 2006, excess funds from the share offering were invested on a short-term basis. 
 
In June 2006, Belize Electricity received gross proceeds of approximately $37.2 million (US$33.4 million) upon the 
closing of a share offering in which approximately 97 per cent of the share purchase rights issued to shareholders 
were exercised.  Under the offering, Belize Electricity issued a right to acquire one Ordinary Share of the Company 
at par value BZ$2.00 for every issued and outstanding Ordinary Share.  The ownership level of Belize Electricity by 
Fortis increased slightly from 68.5 per cent to 70.1 per cent as a result of Fortis purchasing all of the Ordinary 
Shares on which it had rights, and acquiring shares under rights purchased from other shareholders.  The result was a 
$26.8 million increase in the Corporation’s investment in Ordinary Shares of Belize Electricity.  The proceeds from 
the rights offering will allow Belize Electricity to continue its capital projects to improve service reliability and meet 
growing energy demand. 
 
The foreign exchange losses and gains primarily related to foreign currency exchange rate fluctuations associated 
with Belize Electricity’s Euro and Canadian dollar-denominated debt.  During 2006, net foreign exchange losses 
were $0.4 million (BZ$0.6 million) compared to net foreign exchange gains of $0.4 million (BZ$0.6 million) last 
year.  During 2006, the US dollar weakened relative to the Euro and Canadian dollar. 
 
Belize Electricity signed a new Power Purchase Agreement (“PPA”) with Comisión Federal de Electricidad (“CFE”) 
of Mexico following the expiration of the previous agreement with CFE on August 20, 2006.  The PPA is effective 
until August 20, 2008 for the provision of up to 15 MW of firm energy and up to a maximum of 40 MW on an 
economic basis if no firm energy is utilized.  Under the PPA, the cost of power to Belize Electricity is based on 
international fuel prices which increased the average cost of power from CFE by approximately 59 per cent.  As a 
result, Belize Electricity has reduced its supply of power from CFE from 25 MW to 15 MW of firm energy.  
Increased power purchases from Belize Electric Company Limited (“BECOL”) have offset the increased cost of 
power from CFE and stabilized rates during the latter part of 2006.  Any decreases or increases in the cost of power 
above the reference cost of power, currently set at BZ25.3 cents per kWh, flows through to customers through the 
operation of the CPRSA.  The balance in the CPRSA declined from BZ$28.2 million at the beginning of 2006 to 
BZ$18.4 million at the end of 2006. 
 
 
Caribbean Utilities  
 

Caribbean Utilities 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2005 Variance 2006 2005 Variance 
Average US:CDN Exchange Rate  1.14 1.19 (0.05) 1.14 1.22 (0.08)
Electricity Sales (GWh) (1)  135 123 12 485 402 83
($ millions) 
Equity Income 2.8 2.8 - 9.7 11.4 (1.7)
(1) As reported by Caribbean Utilities for the three- and twelve-month periods ended October 31, 2006 and October 31, 2005, respectively. 

 
During 2006 and 2005, Fortis accounted for its approximate 37 per cent ownership interest in Caribbean Utilities on 
an equity basis.  Equity income was recorded on a 2-month lag basis and, as a result, the quarterly and annual equity 
income noted above represented the Corporation’s share of Caribbean Utilities earnings for the three- and 
twelve-month periods ended October 31, 2006 and October 31, 2005, respectively.  On November 7, 2006, Fortis 
acquired an additional 16 per cent ownership interest in Caribbean Utilities for $55.7 million (US$49.0 million), 
including acquisition costs, and now owns approximately 54 per cent of the Company.  Caribbean Utilities’ balance 
sheet as at November 7, 2006 has been consolidated in the December 31, 2006 balance sheet of Fortis.  Beginning 
with the first quarter of 2007, Fortis will consolidate Caribbean Utilities’ financial statements on a 2-month lag 
basis.  
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Regulation: Licence renewal negotiations between Caribbean Utilities and the Government of the Cayman Islands 
recommenced in November 2005.  The Company’s Licence remains in full force and effect until January 2011 or 
until replaced with a new licence by mutual agreement.  Pursuant to the Licence, Caribbean Utilities is permitted to 
set electricity rates to allow the Company to earn a 15 per cent rate of return on capital employed.  Under its current 
Licence, Caribbean Utilities was entitled to a 2.0 per cent basic electricity rate increase, effective August 1, 2006, 
primarily as a result of increased operating expenses and investment in fixed assets.  Caribbean Utilities did not 
implement this basic electricity rate increase, as it had agreed with the Government of the Cayman Islands that it 
would freeze basic rates during the period of the hurricane cost-recovery surcharge (“CRS”).   
 
Equity Income: Equity income from Caribbean Utilities was comparable quarter over quarter.  The impact of strong 
electricity sales growth and lower maintenance costs was largely offset by increased amortization costs and finance 
charges.  On a comparative basis, the Company’s second quarter ended October 31, 2005 results included 
US$1.8 million of business interruption insurance revenue.  There was no business interruption insurance revenue 
during the second quarter ended October 31, 2006.   The final impact of business interruption insurance loss claims 
was recorded during Caribbean Utilities’ fourth quarter ended April 30, 2006.  During the second quarter ended 
October 31, 2006, electricity sales at Caribbean Utilities were 135 GWh, approximately 10 per cent higher than 
electricity sales of 123 GWh reported in the same quarter last year, due to strong residential and commercial sales 
growth.  In June 2006, the number of customers at Caribbean Utilities surpassed pre-Hurricane Ivan levels, with 
total customers at October 31, 2006 of 22,052.  Also, at the end of July 2006, the Company’s total owned generating 
capacity reached 120 MW compared to 123 MW pre-Hurricane Ivan.  During its second quarter ended 
October 31, 2006, Caribbean Utilities recorded US$1.2 million in revenue associated with the CRS, comparable 
with the same quarter last year.  As at October 31, 2006, approximately US$8.0 million of direct uninsured 
Hurricane Ivan losses remained to be collected from customers through the CRS.  The CRS is expected to remain in 
place until 2008 
 
Equity income from Caribbean Utilities during 2006 was $1.7 million lower than last year.  Excluding the 
$1.1 million positive adjustment to equity income last year related to a change in Caribbean Utilities’ accounting 
practice for recognizing unbilled revenue, equity income from Caribbean Utilities decreased $0.6 million due to 
foreign currency translation impacts associated with the weakening of the US dollar against the Canadian dollar 
compared to the same period last year.  The impact of strong electricity sales growth, revenue associated with the 
CRS and lower maintenance costs was offset largely by higher insurance premiums, amortization costs and finance 
charges.  During the twelve-month period ended October 31, 2006, electricity sales at Caribbean Utilities were 
485 GWh, approximately 21 per cent higher than electricity sales of 402 GWh reported in the same period last year, 
due to strong residential and commercial sales growth post-Hurricane Ivan.  Business interruption insurance revenue 
during the twelve-month period ended October 31, 2006 was US$10 million lower than the same period last year, 
due to the final impact of business interruption insurance loss claims being recorded during the fourth quarter ended 
April 30, 2006.  Revenue associated with the CRS was US$3.3 million higher period over period due to the CRS 
becoming effective August 1, 2005.   
 
In May 2006, Caribbean Utilities entered into a project agreement with its strategic alliance partner, MAN B&W 
Diesel AG of Germany, for the purchase of a 16-MW diesel generating unit and auxiliary equipment to be 
commissioned in the summer of 2007 for a total project cost of approximately US$22.2 million.  As at 
October 31, 2006, approximately US$5.7 million had been spent related to this project. 
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Fortis Turks and Caicos 
 

Fortis Turks and Caicos (1) 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
 2006 2006 
Average US:CDN Exchange Rate 1.14 1.13
Electricity Sales (GWh) 33 44
($ millions) 
Revenue  9.5 12.6
Energy Supply Costs 3.7 5.1
Operating Expenses  1.5 2.0
Amortization  1.1 1.4
Finance Charges  0.4 0.6
Earnings 2.8 3.5
(1) Annual financial data is from August 28, 2006, the date of acquisition of Fortis Turks and Caicos. 

 
On August 28, 2006, Fortis, through a wholly owned subsidiary, acquired all of the outstanding shares of 
P.P.C. Limited and Atlantic Equipment & Power (Turks and Caicos) Ltd. (collectively referred to as “Fortis Turks 
and Caicos”) for aggregate consideration of approximately $97.7 million (US$87.8 million).  The purchase price net 
of assumed debt and acquisition costs was $75.6 million (US$68.0 million).  The acquisition was initially financed 
through borrowings under the Corporation’s credit facilities.  A portion of such borrowings was repaid with partial 
proceeds of a preference share offering that was completed by the Corporation on September 28, 2006.  The 
acquisition was immediately accretive to earnings.  Fortis Turks and Caicos serves approximately 7,700 customers, 
or 80 per cent of electricity customers, in the Turks and Caicos Islands pursuant to 50-year licences that expire in 
2036 and 2037.  Fortis Turks and Caicos is regulated under a traditional rate of return on rate base approach, with a 
fixed rate of return of 17.5 per cent on a defined asset base of approximately US$50 million.   
 
Earnings:  Earnings from Fortis Turks and Caicos are from August 28, 2006 and were $2.8 million (US$2.4 million) 
during the quarter and $3.5 million (US$3.0 million) for the 4-month period ended December 31, 2006.  Earnings 
from Fortis Turks and Caicos are being driven by economic growth throughout the utility’s service territories.  
Electricity sales were 33 GWh during the quarter, up approximately 32 per cent, or 8 GWh, from electricity sales of 
25 GWh during the same quarter last year.  Electricity sales were 44 GWh during the 4-month period ended 
December 31, 2006, up approximately 26 per cent, or 9 GWh, from electricity sales of 35 GWh during the same 
period last year.  Most of the growth in electricity sales was due to new construction taking place primarily on the 
island of Providenciales.  Electricity sales growth at Fortis Turks and Caicos is expected to average in excess of 
15 per cent annually over the next 5 years with investment in capital assets expected to average approximately 
US$15 million annually over the same time period. 
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NON-REGULATED - FORTIS GENERATION  
 

Non-Regulated - Fortis Generation 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
Energy Sales (GWh) 2006 2005 Variance 2006 2005 Variance 
Belize 53 36 17 178 68 110
Ontario 186 182 4 722 708 14
Central Newfoundland 59 50 9 168 159 9
British Columbia 4 8 (4) 30 39 (9)
Upper New York State 38 35 3 105 75 30
Total  340 311 29 1,203 1,049 154

 Quarter Annual 
($ millions) 2006 2005 Variance 2006 2005 Variance 
Revenue  20.2 26.0 (5.8) 79.4 84.0 (4.6)
Energy Supply Costs 1.5 1.6 (0.1) 6.2 6.2 -
Operating Expenses  4.0 6.1 (2.1) 15.2 17.8 (2.6)
Amortization  2.6 2.6 - 10.5 10.4 0.1
Finance Charges  2.3 2.7 (0.4) 10.0 14.0 (4.0)
Gain on Settlement of 

Contractual Matters - - - - (10.0) 10.0
Corporate Taxes 1.4 3.5 (2.1) 8.1 13.8 (5.7)
Non-Controlling Interest 1.6 1.0 0.6 2.7 2.2 0.5
Earnings  6.8 8.5 (1.7) 26.7 29.6 (2.9)

 
Earnings: Earnings from Non-Regulated - Fortis Generation were $1.7 million lower during the quarter compared to 
the same quarter last year.  The decrease was primarily due to lower average wholesale energy prices in Ontario, a 
lower contracted price for energy sales in Belize, partially offset by increased production, lower operating expenses 
and lower effective corporate income taxes. Annual earnings from Non-Regulated - Fortis Generation were 
$2.9 million lower than last year.  Earnings last year included the $10.0 million ($7.9 million after-tax) Ontario 
Settlement gain.  Excluding the impact of the Ontario Settlement gain, annual earnings were $5.0 million higher 
than last year.  The increase was primarily due to higher production and decreased finance charges largely in Belize, 
lower operating expenses and lower effective corporate income taxes, partially offset by the impact of lower average 
wholesale energy prices in Ontario. 
 
Energy Sales: Energy sales were 29 GWh, or 9.3 per cent, higher quarter over quarter, driven by higher 
hydroelectric production at the Mollejon and Chalillo generating facilities in Belize, due to the operation of the 
Chalillo storage facility and higher rainfall levels, and increased production in central Newfoundland due to higher 
rainfall levels.  Annual energy sales were 154 GWh, or 14.7 per cent, higher than last year, largely driven by higher 
hydroelectric production in Belize and upper New York State.  The annual increase in production in Belize was due 
to the factors described for the quarter, with production in 2006 more than two-and-a-half times that experienced in 
2005.  Production in upper New York State increased primarily due to nearly 9 months of operations of the 
Dolgeville plant in 2006 compared to almost 4 months last year, and higher production at the Moose River plant.  In 
late January 2005, the Dolgeville plant went out of service as a result of flooding and did not resume production 
until October 2005.  In late June 2006, the Dolgeville plant experienced a disruption in water supply due to flooding 
and resumed production late in the third quarter of 2006.   
 
Revenue: Revenue was $5.8 million lower during the quarter compared to the same quarter last year, primarily due 
to lower average wholesale energy prices in Ontario and a lower contracted price for energy sales in Belize, partially 
offset by increased production.  The average wholesale energy price per megawatt hour (“MWh”) in Ontario was 
$42.69 compared to $71.46 for the same quarter last year, resulting in a decrease in revenue of approximately 
$4.6 million during the quarter compared to the same quarter last year.  As stipulated in the power sales agreement, 
annual production in Belize above 100 GWh is sold at a price that is approximately 45 per cent below the price at 
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which production below 100 GWh is sold. All of the production in Belize during the fourth quarter was sold at the 
lower price while all production in the same period last year was sold at the higher price. 
 
Annual revenue was $4.6 million lower than last year, driven by lower average wholesale energy prices in Ontario, 
partially offset by increased production largely in Belize and the receipt of $1.2 million in insurance proceeds.  The 
average annual wholesale energy price per MWh in Ontario was $46.38 compared to $68.49 last year, resulting in a 
decrease in annual revenue of approximately $14.2 million.  The insurance proceeds related to the Dolgeville plant 
in upper New York State as a result of the 2005 flood and represented the final amounts received related to property 
damage and business interruption loss insurance claims.   
 
Expenses: Operating expenses were $2.1 million lower during the quarter compared to the same quarter last year; 
however, operating expenses during the fourth quarter last year included a $1.7 million write down of assets 
associated with the lay-up of the Rankine Generating Station and $0.5 million of costs associated with an early 
retirement program at FortisOntario, partially offset by a $0.8 million insurance gain related to the involuntary 
disposition of assets associated with the 2005 Dolgeville flood.  During the fourth quarter of 2006, operating 
expenses were favourably impacted by cost savings of approximately $0.6 million associated with the cessation of 
operations at the Rankine Generating Station, upon implementation of the Niagara Exchange Agreement in late 
2005.  Annual operating expenses were $2.6 million lower than last year, largely due to the factors described for the 
quarter in addition to operating expenses at FortisOntario last year including $0.3 million related to business 
development activities.  Additionally, annual operating expenses in 2006 were favourably impacted by cost savings 
of approximately $1.0 million associated with the cessation of operations at the Rankine Generating Station. 
 
Finance charges were $0.4 million lower during the quarter compared to the same quarter last year, largely due to 
the reduction in loan balances associated with regular principal repayments.  Annual finance charges were 
$4.0 million lower than last year, primarily due to the reduction of inter-company finance charges in the Belizean 
operations and the early repayment of a $22.5 million term loan in the second quarter of 2005 associated with the 
Ontario operations. 
 
Corporate taxes were $2.1 million lower during the quarter compared to the same quarter last year, primarily due to 
lower earnings before corporate income taxes and the recording of the impact of certain tax deductions finalized in 
2006 associated with the current and prior taxation years.  Annual corporate taxes were $5.7 million lower than last 
year, primarily due to lower earnings before corporate income taxes at the taxable jurisdictions and an increase in 
the proportion of tax-exempt Belizean operation earnings.  
 
 
NON-REGULATED - FORTIS PROPERTIES 
 

Non-Regulated - Fortis Properties 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
($ millions) 2006 2005 Variance 2006 2005 Variance 
Real Estate Revenue 13.8 13.2 0.6 54.8 52.9 1.9
Hospitality Revenue 28.1 25.1 3.0 108.1 101.5 6.6
Total Revenue 41.9 38.3 3.6 162.9 154.4 8.5
Operating Expenses  28.3 25.7 2.6 105.3 100.0 5.3
Amortization  3.6 3.1 0.5 12.4 11.2 1.2
Finance Charges  5.6 5.2 0.4 21.0 20.0 1.0
Gain on Sale of Income 

Producing Property - - - (2.1) - (2.1)
Corporate Taxes 1.6 1.4 0.2 7.6 9.1 (1.5)
Earnings 2.8 2.9 (0.1) 18.7 14.1 4.6

 
Earnings: Fortis Properties’ earnings were comparable quarter over quarter.  Growth in the Company’s hotel 
operations in western Canada, including contributions from the 4 hotels acquired on November 1, 2006, and 
contributions from the operations of several expanded properties were offset by higher amortization costs and 
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finance charges.  Annual earnings were $4.6 million higher than last year, primarily due to a $2.1 million 
($1.6 million after-tax) gain on the sale of Days Inn Sydney during the second quarter of 2006, lower corporate 
income taxes, growth in the Company’s hotel operations in western Canada driven by the Greenwood Inns and 
contributions from the operations of several expanded properties.  The increase was partially offset by higher 
amortization costs and finance charges. 
 
On November 1, 2006, Fortis Properties purchased 4 hotels in Alberta and British Columbia from Lodge Motel 
(Kelowna) Ltd. for an aggregate purchase price of approximately $52.0 million, including assumed debt.  The 
4 acquired hotels were the Holiday Inn Express and Suites, and Best Western in Medicine Hat, Alberta; Ramada 
Hotel and Suites in Lethbridge, Alberta; and Holiday Inn Express in Kelowna, British Columbia.  The acquisition 
increased the hospitality operations of Fortis Properties by 454 rooms. 
 
During the second quarter of 2006, Fortis Properties completed the expansion of the Holiday Inn Sarnia, with a new 
5-storey tower increasing rooms by 70 and an additional 3,000 square feet of banquet space, and the 11,000-square 
foot expansion of the conference facilities at the Holiday Inn Kitchener-Waterloo.  The 57,000-square foot 
expansion of the Blue Cross Centre in Moncton was completed during the third quarter of 2006.  Total capital 
expenditures related to these projects were approximately $16.3 million, with approximately $9.3 million spent in 
2006.   
 
Revenue: Real estate revenue was $0.6 million and $1.9 million higher quarter over quarter and year over year, 
respectively, due to the leasing of the Blue Cross Centre expansion and growth experienced in most of the 
Company’s operating regions.  
 
The occupancy rate in the Real Estate Division was 94.9 per cent as at December 31, 2006, down from 95.9 per cent 
as at December 31, 2005.  The decrease in occupancy was primarily attributable to vacancies at the rural 
Newfoundland mall properties and recent lease expiries at the Brunswick Square property in New Brunswick.   
 
Hospitality revenue was $3.0 million higher quarter over quarter, primarily due to growth in the Company’s 
operations in western Canada and additional revenue received from the expanded Ontario hotels, partially offset by 
the elimination of revenue following the sale of Days Inn Sydney.  Revenue per available room (“REVPAR”) for the 
fourth quarter of 2006 was $67.84 compared to $63.38 for the same quarter last year.  The 7.0 per cent increase in 
REVPAR was attributable to increases in both average occupancy and average room rates. 
 
Annual hospitality revenue was $6.6 million higher than last year, driven by growth experienced in the Company’s 
hotel operations in western Canada, the first full year of operations of the expanded Delta St. John’s Hotel and the 
impact of the expanded Ontario hotels, partially offset by the elimination of revenue following the sale of Days Inn 
Sydney.  REVPAR for 2006 was $72.67 compared to $70.95 for 2005.  The 2.4 per cent increase in REVPAR was 
due to increases in both average occupancy and average room rates. 
 
Expenses: Operating expenses were $2.6 million and $5.3 million higher quarter over quarter and year over year, 
respectively.  The increases were driven primarily by the Company’s hotel operations in western Canada and the 
impact of the expanded hotel properties.  The increases were partially offset by the elimination of operating 
expenses following the sale of Days Inn Sydney. 
 
Amortization costs were $0.5 million and $1.2 million higher quarter over quarter and year over year, respectively, 
due to the Company’s capital program, including property expansions, and acquisition of hotels. 
 
Finance charges were $0.4 million and $1.0 million higher quarter over quarter and year over year, respectively, 
primarily due to financing associated with the 4 newly acquired hotels and property expansions.  
 
Annual corporate taxes were $1.5 million lower than last year, largely due to the reduction of future income tax 
liability balances resulting from enacted future Federal income tax rate reductions and the elimination of the Federal 
Large Corporations’ Tax, effective January 1, 2006. 
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CORPORATE 
 

Corporate 
Financial Highlights (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
($ millions) 2006 2005 Variance 2006 2005 Variance 
Total Revenue 2.7 1.9 0.8 9.0 10.0 (1.0)
Operating Expenses  3.1 3.0 0.1 10.6 9.5 1.1
Amortization  0.7 0.8 (0.1) 3.0 2.9 0.1
Finance Charges (1) 10.9 9.6 1.3 40.5 38.9 1.6 
Foreign Exchange Gain - - - (2.1) (2.0) (0.1)
Corporate Tax Recovery  (2.6) (2.9) 0.3 (9.9) (8.3) (1.6)
Non-Controlling Interest - - - (0.2) (0.2) -
Preference share dividends 1.6 - 1.6 1.6 - 1.6
Net Corporate Expenses (11.0) (8.6) (2.4) (34.5) (30.8) (3.7)
(1) Includes dividends on preference shares classified as long-term liabilities. 

 
The Corporate segment captures expense and revenue items not specifically related to any operating segment.  
Included in the Corporate segment are finance charges, including interest on debt incurred directly by Fortis and 
dividends on preference shares classified as long-term liabilities, foreign exchange gains or losses, dividends on 
preference shares classified as equity, other corporate expenses, net of recoveries from subsidiaries, interest and 
miscellaneous revenues, and corporate income taxes. 
 
Net corporate expenses were $2.4 million higher quarter over quarter, primarily due to higher preference share 
dividends associated with the issue of the First Preference Shares, Series F, increased finance charges, and a lower 
corporate income tax recovery, partially offset by higher inter-company interest revenue. Finance charges increased 
due to higher drawings on corporate credit facilities and interest on US$40 million of unsecured subordinated 
convertible debentures issued in November 2006.  The corporate income tax recovery was lower during the quarter 
compared to the same quarter last year, primarily due to the difference in the timing of recognition of items for 
income tax purposes compared to accounting purposes. Operating expenses were comparable quarter over quarter.  
Operating expenses during the fourth quarter last year included $1.2 million of charges resulting from restructuring 
costs associated with the western utilities which had not been provided for in the acquisition purchase price.  This 
impact on quarterly comparison of operating expenses was offset primarily by increased pension and compensation 
expenses during the fourth quarter of 2006.   
 
Annual net corporate expenses were $3.7 million higher than last year, primarily due to increased finance charges, 
higher preference share dividends associated with the issue of the First Preference Shares, Series F, higher operating 
expenses, and lower inter-company interest revenue.  Annual finance charges were higher than last year due to 
increased drawings on corporate credit facilities and interest on US$40 million of unsecured subordinated 
convertible debentures issued in November 2006, partially offset by lower interest costs of $0.8 million on 
US dollar-denominated debt as a result of the weakening of the US dollar against the Canadian dollar during 2006.  
Operating expenses last year included $1.8 million of charges resulting from restructuring and related costs 
associated with the western utilities as described above for the quarter. The increase in annual operating expenses 
was driven by business development costs of $1.7 million incurred in 2006 and an increase in pension and 
compensation expenses of $1.8 million, partially offset by miscellaneous credits recorded during 2006 that reduced 
operating expenses by approximately $0.6 million.   
 
Quarterly and annual pension expense increased compared to the same periods last year, largely due to pension plan 
changes and a decrease in the assumed discount rate used to calculate pension expense.  Compensation expense 
increased due to the impact of the appreciation of the Corporation’s Common Shares on the measurement and 
expensing of Restricted Share Units (“RSUs”) and Directors’ Deferred Share Units (“DSUs”) issued under the 
Corporation’s RSU and DSU Plans.   
 
On September 28, 2006, Fortis issued 5,000,000 4.90% First Preference Shares, Series F for gross proceeds of 
$125 million, or approximately $122.5 million net of after-tax expenses.  The net proceeds were largely used to 
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partially fund the recent acquisition of Fortis Turks and Caicos and to fund equity injections into FortisAlberta and 
FortisBC in support of their extensive capital expenditure programs.  The First Preference Shares, Series F are 
classified as equity on the balance sheet as they are not redeemable at the option of the shareholder.  The 
Corporation’s previously issued First Preference Shares, Series C and First Preference Shares, Series E, however, 
are redeemable at the option of the shareholder and, therefore, are classified as long-term liabilities on the balance 
sheet.   
 
CONSOLIDATED FINANCIAL POSITION 
 
The following table outlines the significant changes in the consolidated balance sheets between December 31, 2006 
and December 31, 2005. 
 

Fortis Inc. 
Significant Changes in the Consolidated Balance Sheets (Unaudited) 

between December 31, 2006 and December 31, 2005 

($ millions) 
Increase 

(Decrease)  
 

Explanation 
Accounts receivable 73.9 The increase primarily related to accounts receivable of $21.3 million at Caribbean Utilities 

and $10.3 million at Fortis Turks and Caicos, higher transmission revenue accruals at 
FortisAlberta as a result of costs previously paid by generators now being paid by load 
customers, and higher accounts receivable balances at most of the regulated utilities due to 
higher revenues. 

Materials and supplies 14.1 The increase primarily related to materials and supplies of $6.1 million at Caribbean Utilities 
and $5.0 million at Fortis Turks and Caicos. 

Deferred charges and 
other assets 

26.7 The increase primarily related to the undepreciated balance of contributions made by 
FortisAlberta to the AESO for investment in transmission facilities, pension funding in excess 
of pension expense at Newfoundland Power, an investment at Fortis Properties required as 
collateral for debt associated with Days Inn Sydney, and $1.9 million of deferred charges and 
other assets at Caribbean Utilities.  The increase was partially offset by amortization during 
2006.  

Regulatory assets – 
long-term 

50.7 The increase primarily related to an increase in AESO charges deferrals at FortisAlberta,   
the deferred recovery of utility capital asset amortization at Newfoundland Power, an increase 
in regulatory assets associated with other post-employment benefits at Newfoundland Power, 
FortisAlberta and FortisBC, combined with $13.7 million of regulatory assets at 
Caribbean Utilities.  The increase was partially offset by a $6.1 million reduction in the cost of 
power rate stabilization account at Belize Electricity.   

Future income tax asset – 
long-term 

(51.8) The decrease primarily related to the conversion to the taxes payable method of accounting for 
federal income taxes from the tax liability method for regulatory purposes at FortisAlberta.  As 
a result, the future income tax asset and the corresponding offsetting regulatory liability at 
FortisAlberta were each reduced by approximately $50.7 million during the second quarter of 
2006. 

Utility capital assets 674.5 The increase primarily related to $483.1 million invested in electricity systems,   
$45.8 million of utility capital assets acquired upon the acquisition of Fortis Turks and Caicos 
and $318.6 million of utility assets acquired upon the acquisition of a controlling interest in 
Caribbean Utilities.  The increase was partially offset by customer contributions and 
amortization for 2006.  

Income producing 
properties 

54.4 On November 1, 2006, Fortis Properties acquired 4 hotels in Alberta and British Columbia for 
an aggregate purchase price of approximately $52 million.  The remainder of the increase 
related to the expansions of Holiday Inn Sarnia, Holiday Inn Kitchener-Waterloo and the Blue 
Cross Centre, partially offset by the sale of Days Inn Sydney and amortization.  

Investments (164.9) The decrease related to the Corporation’s investment in Caribbean Utilities which, upon   
acquiring a controlling interest in November 2006, has been consolidated in the financial 
statements of the Corporation.  Previously, the Corporation’s investment in Caribbean Utilities 
was accounted for on the equity basis. 

Goodwill 149.2 The increase related to US$34.8 million of goodwill recorded upon the acquisition of Fortis 
Turks and Caicos in August 2006, US$93.2 million of goodwill recorded upon the acquisition 
of a controlling interest in Caribbean Utilities in November 2006 and the impact of foreign 
exchange on the translation of the US dollar-denominated goodwill amounts. 

Short-term borrowings 48.8 The increase related to short-term borrowings at Maritime Electric, FortisBC and 
FortisAlberta, primarily to fund utility capital expenditures and operating activities and to fund 
Maritime Electric’s $5.9 million corporate income tax deposit.  The increase also related to 
short-term borrowings of $9.3 million at Caribbean Utilities.  The increase was partially offset 
by repayment of short-term borrowings at Belize Electricity, Fortis Generation and the 
Corporation. 
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Fortis Inc. 

Significant Changes in the Consolidated Balance Sheets (Unaudited) 
between December 31, 2006 and December 31, 2005 (cont’d) 

($ millions) 
Increase 

(Decrease)  
 

Explanation 
Accounts payable and 
accrued charges 

68.5 The increase primarily related to accounts payable and accrued charges of $29.5 million at 
Caribbean Utilities and $6.6 million at Fortis Turks and Caicos.  The increase also related to 
higher accounts payable and accrued charges at FortisAlberta as a result of the Company’s 
capital expenditure program and costs previously paid by generators now being paid by load 
customers, and the impact of higher purchased power costs at Newfoundland Power. 

Income taxes payable (22.8) The decrease primarily related to the payment of income taxes at FortisAlberta, 
Newfoundland Power, FortisOntario and Maritime Electric during 2006.  

Deferred credits 14.7 The increase primarily related to the accrual of post-employment benefits at 
Newfoundland Power, FortisBC and the Corporation, combined with customer deposits 
associated with Fortis Turks and Caicos. 

Regulatory liabilities – 
long-term 

(28.8) The decrease related to the conversion to the taxes payable method of accounting for federal 
income taxes from the tax liability method for regulatory purposes at FortisAlberta.  As a 
result, both the future income tax asset and the corresponding offsetting regulatory liability at 
FortisAlberta were each reduced by approximately $50.7 million during the second quarter of 
2006.  The decrease was partially offset by an increase in the future removal and site 
restoration provision at FortisAlberta, FortisBC, Newfoundland Power and Maritime Electric. 

Future income tax 
liability – long-term 

13.0 The increase primarily related to a taxable temporary difference related to the AESO charges 
deferrals at FortisAlberta.  

Long-term debt and 
capital lease obligations 
(including current 
portion) 

476.2 The increase related to long-term debt of $173.4 million at Caribbean Utilities and 
$23.2 million at Fortis Turks and Caicos, combined with increased net drawings on long-term 
credit facilities of $66.1 million, $39.2 million, $23.4 million and $21.0 million by the 
Corporation, FortisAlberta, Newfoundland Power and FortisBC, respectively.   
 
The increase also related to $100 million of unsecured public debentures issued by 
FortisAlberta on April 21, 2006, US$40 million of unsecured subordinated convertible 
debentures issued by the Corporation on November 7, 2006, $11.6 million in long-term debt 
assumed by Fortis Properties upon the acquisition of the 4 hotels on November 1, 2006 and 
approximately $8.5 million in new long-term debt at Belize Electricity.  The increase was 
partially offset by regular debt repayments during the year. 

Non-controlling interest 90.9 The increase primarily related to the 46 per cent non-controlling interest in Caribbean Utilities 
recognized upon consolidation of the financial results of Caribbean Utilities upon Fortis 
acquiring controlling interest in the Company in November 2006, combined with the 
non-controlling proceeds related to Belize Electricity’s share offering in June 2006. 

Shareholders’ equity 184.7 The increase primarily related to the $125 million preference share issue, $122.5 million net of 
after-tax expenses, combined with net earnings reported for 2006, less common share 
dividends.  The remainder of the increase primarily related to the issuance of common shares 
under the Corporation’s share purchase, dividend reinvestment and stock option plans, 
combined with an increase in the equity portion of convertible debentures associated with the 
Corporation’s US$40 million of unsecured subordinated convertible debentures issued on 
November 7, 2006. 
 
The increase was partially offset by a foreign currency translation adjustment of $39.3 million 
upon consolidation of the previously reported equity investment in Caribbean Utilities. 
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LIQUIDITY  
 
The following table outlines the summary of cash flows.  
 

Fortis Inc. 
Summary of Cash Flows (Unaudited) 

Periods Ended December 31st 
 Quarter Annual 
($ millions) 2006 2005 Variance 2006 2005 Variance 
Cash, beginning of period 61.4 18.6 42.8 33.4 37.2 (3.8)
Cash provided by (used in)      
 Operating activities  59.5 76.1 (16.6) 263.1 303.6 (40.5)
 Investing activities (243.3) (125.3) (118.0) (634.1) (467.1) (167.0)
 Financing activities 162.8 64.0 98.8 378.4 159.9 218.5 
 Foreign currency impact on cash 

balances 
 

0.5 
 

- 
 

0.5 
 

0.1 
 

(0.2) 
 

0.3 
Cash, end of period 40.9 33.4 7.5 40.9 33.4 7.5 

 
Operating Activities:  Cash flow from operations, after working capital adjustments, decreased $16.6 million during 
the quarter compared to the same period last year. Cash flow from working capital adjustments decreased 
$24.2 million primarily due to the timing of amounts due from customers, income taxes payable and accounts 
payable at FortisAlberta, FortisOntario, Newfoundland Power and Maritime Electric. This decrease was partially 
offset by earnings contribution from Fortis Turks and Caicos and increased earnings at most subsidiaries, partially 
offset by the timing differences between when transmission costs were paid and when transmission revenues were 
collected at FortisAlberta.  
 
Annual cash flow from operations, after working capital adjustments, was $40.5 million lower than last year.  Cash 
flow from operations, after working capital adjustments, last year included the $10 million Ontario Settlement gain 
and the corporate income tax refund and related interest at Newfoundland Power of approximately $9.0 million. The 
decrease in cash flow from operations, after working capital adjustments, was primarily due to timing differences 
between when transmission costs were paid and when transmission revenues were collected at FortisAlberta, higher 
cash taxes paid at FortisAlberta related to the previous taxation year, the payment of a $5.9 million corporate income 
tax deposit at Maritime Electric, the impact of lower average wholesale energy prices in Ontario and the timing of 
amounts due from customers, income taxes payable and accounts payable at Maritime Electric and FortisOntario.  
The decrease was partially offset by the recovery of higher amortization expense through customer rates at 
FortisBC, the impact of increased electricity rates at Belize Electricity, higher earnings at BECOL due to the 
operation of the Chalillo storage facility and improved hydrology and earnings contribution from Fortis Turks and 
Caicos. 
 
Investing Activities: Cash used in investing activities was $118.0 million higher during the quarter compared to the 
same period last year.  The increase was primarily due to the acquisition of an additional 16 per cent ownership 
interest in Caribbean Utilities in November 2006 for a net purchase price of $53.0 million, the purchase of 4 hotels 
in Alberta and British Columbia in November 2006 for a net purchase price of $40.4 million, increased utility 
capital expenditures and increased deferred charges at FortisAlberta related to payments made to the AESO 
associated with transmission capital projects, partially offset by higher contributions in aid of construction.  
 
Cash used in investing activities during 2006 was $167.0 million higher than last year.  The increase was primarily 
due to the acquisition of Fortis Turks and Caicos in August 2006 for a net purchase price of $75.6 million, the 
acquisition of an additional 16 per cent ownership interest in Caribbean Utilities in November 2006 for a net 
purchase price of $53.0 million, the purchase of 4 hotels in Alberta and British Columbia in November 2006 for a 
net purchase price of $40.4 million, increased utility capital expenditures, and increased deferred charges at 
FortisAlberta related to payments made to the AESO associated with transmission capital projects.  The increase 
was partially offset by lower capital expenditures associated with income producing properties, increased 
contributions in aid of construction, and proceeds from the sale of Days Inn Sydney in June 2006.   
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Gross utility capital expenditures were $152.5 million for the fourth quarter of 2006, $18.5 million higher than gross 
utility capital expenditures for the same quarter last year.  The increase was primarily related to capital spending at 
FortisAlberta, largely driven by customer growth and facilities costs, and capital spending at Fortis Turks and 
Caicos.  Annual gross utility capital expenditures were $483.1 million, $58.3 million higher than last year.  The 
increase primarily related to capital spending at FortisAlberta, largely driven by customer growth, rising material 
and labour costs, capacity increases, system improvements and substation upgrades.  The increase was partially 
offset by decreased utility capital expenditures at Maritime Electric and BECOL due to the substantial completion 
during 2005 of the construction of the 50-MW combustion turbine generating facility on PEI and the Chalillo 
Project in Belize, respectively. 
 
Capital expenditures associated with income-producing properties were $5.8 million lower during the quarter 
compared to the same period last year.   Capital expenditures for income producing properties during the fourth 
quarter of 2005 included expenditures largely related to the expansions of Holiday Inn Sarnia and the Blue Cross 
Centre in Moncton. 
 
Annual capital expenditures associated with income producing properties were $4.4 million lower than last year. 
During 2006 and 2005, capital expenditures associated with income producing properties included expenditures 
related to the expansions of Holiday Inn Sarnia, Holiday Inn Kitchener-Waterloo and the Blue Cross Centre in 
Moncton, which were completed in 2006. Capital expenditures associated with income producing properties during 
2005 also included expenditures related to the completion of the expansion of Delta St. John’s Hotel. 
 
Contributions received in aid of construction were $2.0 million and $8.4 million higher quarter over quarter and year 
over year, respectively, primarily due to increased contributions associated with FortisAlberta’s capital expenditure 
program.  
 
Financing Activities:  Cash provided from financing activities was $162.8 million during the quarter, $98.8 million 
higher than last year.  
 
During the fourth quarter, the Corporation issued, by way of private placement, US$40 million of unsecured 
subordinated convertible debentures to fund, in part, the acquisition in November 2006 of an additional 16 per cent 
ownership interest in Caribbean Utilities. Additionally, the Corporation drew approximately $33.6 million under 
long-term credit facilities primarily to finance, in part, the acquisition, on an interim basis, of the 4 hotels in Alberta 
and British Columbia in November 2006 and to finance, in part, the acquisition of the additional 16 per cent 
ownership interest in Caribbean Utilities.  The remaining borrowings under long-term credit facilities during the 
quarter largely related to FortisAlberta, Newfoundland Power and FortisBC at $62.0 million, $14.7 million and 
$11.0 million, respectively, to primarily fund their respective capital expenditure programs.  During the fourth 
quarter last year, FortisBC issued 30-year 5.6% $100 million senior unsecured debentures of which $70 million was 
used to repay borrowings under its long-term credit facilities.  Additionally, FortisAlberta drew $35.8 million under 
long-term credit facilities primarily to fund its capital expenditure program and the Corporation drew $18.0 million 
under long-term credit facilities primarily to fund equity injections into subsidiaries. 
 
Cash provided from financing activities during 2006 of $378.4 million was $218.5 million higher than last year.  
 
In September 2006, the Corporation issued preference shares for net proceeds of approximately $121.1 million. A 
portion of the proceeds were used to repay certain indebtedness under Corporate long-term credit facilities as 
outlined below. In March 2005, the Corporation issued 6.9 million common shares for net proceeds of 
approximately $123.9 million which were used, in part, to repay short-term indebtedness associated with the 
acquisition of FortisAlberta and FortisBC in 2004.  
 
During 2006, the Corporation issued, by way of private placement, US$40 million of unsecured subordinated 
convertible debentures to fund, in part, the acquisition in November 2006 of an additional 16 per cent ownership 
interest in Caribbean Utilities. Additionally, the Corporation drew approximately $135.3 million under long-term 
credit facilities to finance, on an interim basis, the acquisition of Fortis Turks and Caicos; to finance, in part, the 
acquisition by Fortis Properties of 4 hotels in Alberta and British Columbia in November 2006 and the acquisition of 
an additional 16 per cent ownership interest in Caribbean Utilities in November 2006; to fund an equity injection 
into one of the Corporation’s western utilities; and for general corporate purposes. Additionally, FortisAlberta issued 
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$100 million in unsecured debentures in April 2006.  The net proceeds of the debenture offering were used primarily 
to repay existing indebtedness on FortisAlberta’s long-term credit facility. Belize Electricity also issued 
approximately $8.5 million in debentures during 2006.  During 2006, an aggregate of $176.3 million was drawn 
under long-term credit facilities at FortisAlberta, FortisBC and Newfoundland Power, primarily to fund their 
respective capital expenditure programs. During 2005, proceeds from long-term debt primarily related to the issue 
by FortisBC of 30-year 5.6% $100 million senior unsecured debentures, the proceeds of which were primarily used 
to repay borrowings under its long-term credit facilities, a $60 million bond issue at Newfoundland Power, 
$41.9 million of financing related to the acquisition of the Greenwood Inns and approximately $126.8 million of 
drawings under long-term credit facilities at FortisAlberta and FortisBC primarily to fund their respective capital 
expenditure programs.  The Corporation also drew $18.0 million under long-term credit facilities during 2005 for 
the reason described for the fourth quarter of 2005. 
 
During 2006, significant repayments of long-term debt and capital lease obligations primarily related to the 
repayment by the Corporation of approximately $71.5 million previously borrowed under long-term credit facilities 
with partial proceeds from the preference share offering, and the repayment by FortisAlberta of approximately 
$97.1 million of indebtedness under its long-term credit facility primarily with proceeds from the $100 million 
unsecured debenture issue. During 2005, long-term debt and capital lease repayments included the early repayment 
by FortisOntario of a $22.5 million term loan in May 2005. 
 
During the second quarter of 2006, the Corporation received approximately $10.6 million in advances from 
non-controlling shareholders related to Belize Electricity’s share offering in June 2006.     
 
The remaining financing activities during the fourth quarter and annual periods in 2006 and 2005 largely related to 
dividend payments, normal course issuance of common shares through the Corporation’s share purchase and stock 
option plans, regularly scheduled long-term debt repayments and normal course changes in short-term borrowings. 
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Contractual Obligations:  The consolidated contractual obligations over the next 5 years and for periods thereafter, 
as at December 31, 2006, are outlined in the following table. 
 

Fortis Inc. 
Contractual Obligations (Unaudited) 

as at December 31, 2006 
($ millions)  Total ≤ 1 year >1-3 years 4-5 years > 5 years 
Long-term debt  2,614.1 83.6 205.6 392.8 1,932.1 
Brilliant Terminal Station (“BTS”) (1)  68.2 2.6 5.1 5.1 55.4 
Power purchase obligations 
     FortisBC (2) 
     FortisOntario (3) 

     Maritime Electric (4) 
     Belize Electricity (5) 

 
2,884.6 

310.7 
38.7 
20.2 

 
38.6 
21.9 
30.1 

2.7 

 
74.1 
42.7 

8.6 
3.4 

 
76.0 
44.5 

- 
2.3 

 
2,695.9 

201.6 
- 

11.8 
Capital cost (6) 426.5 15.7 27.9 35.4 347.5 
Joint-use asset and shared service agreements (7) 64.5 3.8 7.7 6.7 46.3 
Office lease – FortisBC (8) 21.7 1.1 2.6 2.4 15.6 
Caribbean Utilities (9) 19.2 7.7 11.5 - - 
Operating lease obligations (10) 18.0 4.5 7.6 5.2 0.7 
Other 4.2 1.4 1.6 0.1 1.1 
Total 6,490.6 213.7 398.4 570.5 5,308.0 
(1) On July 15, 2003, FortisBC began operating the BTS under an agreement, the term of which expires in 2056 (unless the Company has earlier terminated the 

agreement by exercising its right, at any time after the anniversary date of the agreement in 2029, to give 36 months notice of termination).  The BTS is 
jointly owned by the Columbia Power Corporation and the Columbia Basin Trust (the “Owners”) and is used by the Company on its own behalf and on 
behalf of the Owners.  The agreement provides that FortisBC will pay the Owners a charge related to the recovery of the capital cost of the BTS and related 
operating costs.  

 
(2) Power purchase obligations of FortisBC include the Brilliant Power Purchase Agreement (the “BPPA”) as well as the Power Purchase Agreement with 

BC Hydro.  On May 3, 1996, an Order was granted by the BCUC approving a 60-year BPPA for the output of the Brilliant hydroelectric plant located near 
Castlegar, British Columbia.  The BPPA requires monthly payments based on the operation and maintenance costs and a return on capital for the plant in 
exchange for the specified natural flow take-or-pay amounts of power.  The BPPA includes a market-related price adjustment after 30 years of the 60-year 
term.  The Power Purchase Agreement with BC Hydro, which expires in 2013, provides for any amount of supply up to a maximum of 200 MW, but includes 
a take-or-pay provision based on a 5-year rolling nomination of the capacity requirements. 

 
(3) Power purchase obligations for FortisOntario primarily include a long-term take-or-pay contract between Cornwall Electric and Hydro-Québec Energy 

Marketing for the supply of electricity and capacity.  The contract provides approximately 237 GWh of energy per year and up to 45 MW of capacity at any 
one time.  The contract, which expires December 31, 2019, provides approximately one-third of Cornwall Electric’s load.  Cornwall Electric also has a 2-year 
contract in place with Hydro-Québec Energy Marketing which expires June 30, 2008.  This take-or-pay contract provides energy on an as-needed basis but 
charges for 100 MW of capacity at $0.14 million per month.   

 
(4) Maritime Electric has 1 take-or-pay contract for the purchase of either capacity or energy.  This contract totals approximately $38.7 million through 

March 31, 2008. 
 
(5) Power purchase obligations for Belize Electricity include a 15-year power purchase agreement between Belize Electricity and Hydro Maya for the supply of 

3 MW of capacity, which is scheduled to commence early in 2007, and a 2-year power purchase agreement between Belize Electricity and CFE of Mexico, 
expiring August 2008, for the supply of 15 MW of firm energy.  Belize Electricity has also signed a 15-year power purchase agreement with Belize 
Cogeneration Energy Limited (“Belcogen”) that provides for the supply of approximately 14 MW of capacity, which is scheduled to commence in the second 
half of 2008.  Belcogen has not yet commenced construction of the related bagasse-fired electric generating facility; therefore, the obligation related to the 
purchase power agreement with Belcogen has not been included in the Corporation’s contractual obligations. 

 
(6) Maritime Electric has entitlement to approximately 6.7 per cent of the output from the NB Power Dalhousie Generating Station and approximately 

4.7 per cent from the NB Power Point Lepreau Generating Station for the life of each unit. As part of its participation agreement, Maritime Electric is 
required to pay its share of the capital costs of these units. 

 
(7) FortisAlberta and an Alberta transmission service provider have entered into an agreement in consideration for joint attachments of distribution facilities to 

the transmission system. The expiry terms of this agreement state that the agreement remains in effect until the Company no longer has attachments to the 
transmission facilities.  Due to the unlimited term of this contract, the calculation of future payments after 2011 includes payments to the end of 20 years.  
However, the payments under this agreement may continue for an indefinite period of time.  FortisAlberta and an Alberta transmission service provider have 
also entered into a number of service agreements to ensure operational efficiencies are maintained through coordinated operations. The service agreements 
have minimum expiry terms of 5 years from September 1, 2005 and are subject to extensions based on mutually agreeable terms. 

 
(8) Under a sale-leaseback agreement, on September 29, 1993, FortisBC began leasing its Trail, British Columbia office building for a term of 30 years. The 

terms of the agreement grant FortisBC repurchase options at approximately year 20 and year 28 of the lease term.  On December 1, 2004, FortisBC also 
entered into a 5-year lease for the Kelowna, British Columbia head office.  The terms of the lease allow for termination without penalty after 3 years. 

 
(9) During 2006, Caribbean Utilities entered into a project agreement for the purchase and turnkey installation of one 16-MW medium-speed diesel generating 

unit and auxiliary equipment.  This unit is scheduled for installation to meet the summer 2007 demand.  The contract cost is US$18.4 million and the total 
estimated cost for completion of the project is US$22.2 million.  As at October 31, 2006, approximately US$5.7 million had been spent related to this project. 

 
(10) Operating lease obligations include certain office, vehicle and equipment leases and the lease of electricity distribution assets of Port Colborne Hydro Inc.   
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CAPITAL RESOURCES 
 
The Corporation’s principal business of regulated electric utilities requires Fortis to have ongoing access to capital 
to allow it to build and maintain its electricity systems.  In order to ensure access to capital is maintained, the 
Corporation targets a long-term capital structure that includes a minimum of 40 per cent equity and 60 per cent debt 
as well as investment grade credit ratings. The Corporation targets the equity component of its capital structure to 
consist of at least 75 per cent common share equity.  The capital structure of Fortis is presented in the following 
table. 
 

Fortis Inc. 
Capital Structure (Unaudited) 

 December 31, 2006 December 31, 2005 
 ($ millions) (%) ($ millions) (%)
Total debt and capital lease obligations (net of cash) 2,700.0 61.1 2,182.5 58.7
Preference shares (1) 442.0 10.0 319.5 8.6
Common shareholders’ equity (2) 1,275.6 28.9 1,213.4 32.7
Total 4,417.6 100.0 3,715.4 100.0
(1) Includes preference shares classified as both long-term liabilities and equity 

(2) On January 18, 2007, Fortis issued 5,170,000 Common Shares for proceeds of $149.9 million, $145.6 million net of after-tax expenses, 
improving the common shareholders’ equity component of capital structure to approximately 32 per cent and total equity to approximately 
42 per cent.  

 
The change in the Corporation’s capital structure is primarily the result of the issue in September 2006 of 5,000,000, 
 4.90% First Preference Shares, Series F for proceeds of $122.5 million, net of after-tax expenses, increased debt 
primarily to finance the consolidated capital program of Fortis and debt associated with Fortis Turks and Caicos and 
Caribbean Utilities, combined with net earnings, less common share dividends, of $74.6 million during 2006. 
 
As at December 31, 2006, the Corporation’s unsecured debt credit ratings were as follows: 
 

Standard & Poor’s (“S&P”) BBB 
Dominion Bond Rating Service (“DBRS”) BBB(high) 

 
Capital Program: The Corporation’s principal business of regulated electric utilities is capital intensive.  Capital 
investment in electrical infrastructure (also known as rate base) is required to ensure continued and enhanced 
performance, reliability and safety of the electricity systems, and to meet customer growth.  All costs that are 
maintenance and repairs in nature are expensed as incurred.  Costs related to replacements, upgrades and 
betterments of capital assets are capitalized as incurred.  During 2006, gross consolidated utility capital expenditures 
of Fortis were $483.1 million. Approximately 38 per cent of these expenditures were incurred to ensure the 
continued and enhanced performance, reliability and safety of the Corporation’s generation, transmission and 
distribution assets; 45 per cent was incurred to meet customer growth with the remaining 17 per cent related to 
facilities, equipment, vehicles and information technology systems.  Gross consolidated utility capital expenditures 
for 2007 are expected to be approximately $610 million.  Approximately 33 per cent of these expenditures are 
expected to be incurred to ensure the continued and enhanced performance, reliability and safety of the 
Corporation’s generation, transmission and distribution assets; 46 per cent is expected to meet customer growth with 
the remaining 21 per cent expected to relate to facilities, equipment, vehicles and information technology systems.  
Planned capital expenditures are based on detailed forecasts such as customer demand, weather, cost of labour and 
material, as well as other factors which could change and cause actual expenditures to differ from forecasts. 
 
Capital investment at FortisAlberta and FortisBC represented approximately 73 per cent of gross consolidated utility 
capital expenditures in 2006 and is expected to represent approximately 65 per cent of gross consolidated utility 
capital expenditures in 2007.  The rate bases of FortisAlberta and FortisBC have increased approximately 
29 per cent and 36 per cent, respectively, since the utilities were acquired in May 2004.  Over the next 2 years, each 
utility’s rate base is expected to grow approximately 30 per cent. 
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Gross consolidated utility capital expenditures over the next 5 years are expected to surpass $2.6 billion.  The 
Corporation’s total utility capital assets are expected to grow at an average annual rate of approximately 7 per cent 
over the next 5 years.  Growth in utility capital assets is expected to be driven by FortisAlberta and FortisBC and 
their need to enhance electrical system reliability and meet strong customer growth.   
 
The cash needed to complete the capital programs is expected to be supplied by a combination of long-term and 
short-term borrowings, internally generated funds, and the issuance of common and preference shares.  Fortis does 
not anticipate any difficulties with accessing the required capital. 
 
Cash Flows: The Corporation’s ability to service debt obligations as well as dividends on its common and 
preference shares is dependent on the financial results of the operating subsidiaries and the related cash payments 
from these subsidiaries. Certain regulated subsidiaries may be subject to restrictions which may limit their ability to 
distribute cash to Fortis.  
 
At December 31, 2005, as outlined in the Fortis Inc. 2005 Annual Report, Belize Electricity was non-compliant with 
its debt service coverage ratio of 1.5 times related to its loans with the International Bank for Reconstruction and 
Development and with the Caribbean Development Bank.   Belize Electricity’s debt service coverage ratio improved 
during 2006 and, at December 31, 2006, Belize Electricity was compliant with its debt service coverage ratio of 
1.5 times. 
 
The Corporation and its subsidiaries had consolidated authorized lines of credit of $952.0 million, of which 
$546.7 million was unused at December 31, 2006.  The following summary outlines the Corporation’s credit 
facilities by reporting segments. 
 

Fortis Inc. 
Credit Facilities (Unaudited) 

 
($ millions) 

 
 

Corporate 

 
Regulated 

Utilities 

 
Fortis 

Generation 

 
Fortis 

Properties 

Total as at 
December 31, 

2006 

Total as at 
December 31, 

2005 
Total credit facilities 315.0 622.2 2.3 12.5 952.0 747.1 
Credit facilities utilized       
       Short-term borrowings - (94.3) - (3.4) (97.7) (48.9)
       Long-term debt (84.1) (151.4) - - (235.5) (85.8)
Letters of credit outstanding (4.6) (65.3) - (2.2) (72.1) (73.6)
Credit facilities available 226.3 311.2 2.3 6.9 546.7 538.8 

 
At December 31, 2006 and December 31, 2005, certain borrowings under the Corporation’s and subsidiaries’ credit 
facilities have been classified as long-term debt. These borrowings are under long-term credit facilities and 
management’s intention is to refinance these borrowings with long-term permanent financing during future periods.  

 
In January 2006, Newfoundland Power renegotiated its $100 million committed credit facility extending the term 
from 1 year to 3 years, with maturity now in January 2009. 

 
In January 2006, Maritime Electric’s $25 million non-revolving unsecured short-term bridge financing was extended 
until July 2007.  In August 2006, the amount available on Maritime Electric’s operating credit facilities was 
increased to $30 million from $25 million. 

 
In March 2006, FortisAlberta amended its committed unsecured credit facility increasing the amount available to 
$200 million from $150 million and extending the maturity date from May 2008 to May 2010.  In addition, the 
Company, with the consent of the lenders, has the ability to request an increase in the limit of this credit facility by 
$50 million under the same terms of the existing credit facility.  In July 2006, FortisAlberta entered into a demand 
credit facility for $10 million increasing the amount available to the Company under unsecured demand credit 
facilities to $20 million. 
 
In May 2006, the maturity date of FortisBC’s $50 million 364-day operating credit facility was extended to 
May 2007. 
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In June 2006, Fortis renegotiated and amended its $145 million and $50 million unsecured credit facilities extending 
the maturity dates of these facilities from May 2008 and January 2009 to May 2010 and January 2011, respectively.  
Additionally, in July 2006, the amount available under the committed unsecured $145 million facility was increased 
to $250 million.  These credit facilities can be used for general corporate purposes, including acquisitions. 
 
At December 31, 2006, Regulated Utilities’ credit facilities included both a US$2.0 million overdraft facility and a 
US$9.0 million standby credit facility for hurricane damage at Fortis Turks and Caicos.  No drawings were made on 
these facilities as at December 31, 2006. 

 
At December 31, 2006, Regulated Utilities’ credit facilities included a total of US$22.7 million related to 
Caribbean Utilities, consisting of a US$10.0 million capital expenditures line of credit, a US$5.0 million operating 
line of credit, a US$5.0 million catastrophe standby loan, and US$2.7 million in letters of credit and corporate credit 
card line.  On November 27, 2006, Caribbean Utilities renegotiated its credit facilities, increasing its capital 
expenditures line of credit to US$17.0 million and increasing both its US$5.0 million operating line of credit and 
US$5.0 million catastrophe standby loan to US$7.5 million each, for total credit facilities of US$34.7 million.  
These changes to the credit facilities in November 2006 have not been reflected in the table above as the 
Corporation has consolidated the balance sheet of Caribbean Utilities as at November 7, 2006. 
 
 
OFF-BALANCE SHEET ARRANGEMENTS 
 
Disclosure is required of all off-balance sheet arrangements such as transactions, agreements or contractual 
arrangements with unconsolidated entities, structured finance entities, special purpose entities or variable interest 
entities that are reasonably likely to materially affect liquidity or the availability of, or requirements for, capital 
resources. The Corporation had no such off-balance sheet arrangements as at December 31, 2006.  
 
 
BUSINESS RISK MANAGEMENT 
 
There were no material changes to the Corporation’s significant business risks for the year ended 
December 31, 2006 from those disclosed in the Corporation’s Management Discussion and Analysis for the year 
ended December 31, 2005, except for those described below. 
 
Regulation:  As required by the respective regulators, the allowed ROE for each of the Corporation’s 3 largest 
utilities, FortisAlberta, FortisBC and Newfoundland Power, is formula based and tied to long-term Canada bond 
yields.  Due to declining bond yields, the  allowed ROEs for these utilities have been reset.  The 2006 allowed ROEs 
for FortisAlberta, FortisBC and Newfoundland Power were 8.93 per cent, 9.20 per cent and 9.24 per cent, 
respectively.  Effective January 1, 2007, the allowed ROEs for FortisAlberta, FortisBC and Newfoundland Power 
have been lowered to 8.51 per cent, 8.77 per cent and 8.60 per cent, respectively.  Strong rate base growth at the 
western utilities is expected to more than offset the impact of the lower allowed ROEs while earnings at 
Newfoundland Power are expected to be slightly lower in 2007. 
 
Hedging: With the acquisition of Fortis Turks and Cacois and of a controlling ownership interest in 
Caribbean Utilities in 2006, the impact on future earnings of foreign currency exchange rate fluctuations associated 
with the translation of US dollar borrowings has been reduced as all of the Corporation’s US dollar borrowings have 
been designated as hedges against the Corporation’s net investment in these and other foreign subsidiaries.   
 
Weather: Upon acquiring a controlling ownership interest in Caribbean Utilities and upon the acquisition of Fortis 
Turks and Caicos, the Corporation’s exposure to risks from natural disasters in the Caribbean region has increased.  
Specifically, the assets and earnings of Belize Electricity, Caribbean Utilities and Fortis Turks and Caicos are 
subject to hurricane risk.  Similar to other Fortis utilities, these companies manage weather risks through insurance 
on generation assets, business interruption insurance and self insurance on transmission and distribution assets. 
 
Capital Resources: The Corporation’s financial position could be adversely affected if it or its operating subsidiaries 
fail to arrange sufficient and cost-effective financing to fund, among other things, capital expenditures and the 
repayment of maturing debt. Funds generated from operations after payment of expected expenses (including 
interest payments on any outstanding debt) will not be sufficient to fund the repayment of all outstanding liabilities 
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when due and anticipated capital expenditures. The ability to arrange sufficient and cost-effective financing is 
subject to numerous factors including the results of operations and financial position of the Corporation and its 
subsidiaries, conditions in the capital and bank credit markets, ratings assigned by rating agencies and general 
economic conditions. There can be no assurance that sufficient capital will be available on acceptable terms to fund 
such capital expenditures and to repay existing debt. 
 
Generally, the Corporation and its regulated utilities are subject to financial risk associated with changes to the 
credit ratings assigned to them by credit rating agencies.  A change in the credit ratings could potentially increase or 
decrease finance charges of the Corporation. 
 
Licences and Permits: The acquisition, ownership and operation of electric utilities and assets require numerous 
licences, permits, approvals and certificates from various levels of government and government agencies. The 
Corporation’s regulated utilities and non-regulated generation operations may not be able to obtain or maintain all 
required regulatory approvals.  If there is a delay in obtaining any required regulatory approval or if there is failure 
to maintain or obtain any required approval or failure to comply with any applicable law, regulation or condition of 
an approval, the operation of the assets and the sale of electricity could be prevented or become subject to additional 
costs, any of which could have a material adverse effect on the Corporation. 
 
Separation of FortisBC from FortisAlberta: The final step required in the separation of FortisBC operations from 
FortisAlberta operations was completed during 2006 upon the repatriation of FortisBC’s information technology 
systems from FortisAlberta. 
 
Labour Relations: The collective agreement between FortisBC and Local 213 of the International Brotherhood of 
Electrical Workers (“IBEW”) expired on January 31, 2005.  IBEW represents employees in specified occupations in 
the areas of generation, transmission and distribution. The Company and IBEW reached an agreement which was 
ratified in early January 2006.  The agreement expires on January 31, 2008.  The collective agreement between 
FortisBC and Local 378 of the Canadian Office and Professional Employees Union (“COPE”) expired on 
January 31, 2006. COPE represents employees in office and professional occupations.  The Company and COPE 
reached an agreement which was ratified in early July 2006.  The agreement expires on January 31, 2011. 

The majority of employees at FortisAlberta are represented by the United Utility Workers’ Association (“UUWA”). 
There were 2 collective agreements with UUWA.  The Dispatch/Contact Centre Collective Agreement expired 
December 31, 2004 and the main collective agreement expired December 31, 2005.  A new combined agreement 
was reached with UUWA during the second quarter of 2006.  The new agreement expires on December 31, 2007 
and FortisAlberta plans to initiate bargaining with the union in the fall of 2007.  
 
Belize Electricity’s collective agreement with the Belize Energy Workers Union was signed on November 29, 2000 
and is to be reviewed every 5 years.  Union negotiations commenced during the third quarter of 2006 for a new 
collective agreement and are ongoing. 
 
 
CHANGE IN PRESENTATION 
 
Prior to December 31, 2006, the regulatory provision at FortisAlberta, FortisBC, Newfoundland Power and 
Maritime Electric for future removal and site restoration costs was part of amortization expense and was recorded in 
accumulated amortization, as these costs were recoverable in amortization rates from customers.  Actual costs of 
removal and site restoration incurred, net of salvage proceeds, were recorded against this provision in accumulated 
amortization.  In accordance with Canadian GAAP, FortisOntario, Belize Electricity, Caribbean Utilities and 
Fortis Turks and Caicos are recording removal and site restoration costs in earnings when incurred.  In the absence 
of rate regulation, removal and site restoration costs, net of salvage proceeds, at FortisAlberta, FortisBC, 
Newfoundland Power and Maritime Electric would be recognized as incurred rather than over the life of the asset 
through amortization expense.  The Corporation has changed the presentation of the provision for future removal 
and site restoration to a regulatory liability rather than including it with accumulated amortization. This change in 
presentation has been applied retroactively, with restatement of 2005 comparative balances, and has had no impact 
on earnings.  The effect of this change in presentation at December 31, 2006 was a $306.5 million (2005 - $280.9 
million) increase in long-term regulatory liabilities and a $306.5 million (2005 - $280.9 million) increase in net 
utility capital assets resulting from a decrease in accumulated amortization. 



 

Interim Management Discussion and Analysis  December 31, 2006 33

CHANGES IN ACCOUNTING POLICIES 
 
Revenue Recognition:  Effective January 1, 2006, Newfoundland Power prospectively changed its revenue 
recognition policy from a billed basis to an accrual basis, as approved by the PUB.  The transition to recording 
revenue on an accrual basis had no material impact on Newfoundland Power’s annual earnings, but resulted in a 
shift in the Company’s 2006 quarterly earnings compared to 2005.  Adoption of the accrual method for revenue 
recognition gave rise to a $23.6 million balance sheet accrual for unbilled revenue at December 31, 2005.  The PUB  
approved the recognition of $3.1 million in 2006 and $2.7 million in 2007 of the 2005 unbilled revenue as revenue 
in these years to offset the income tax impact of changing to the accrual method for revenue recognition. The 
disposition of the remaining 2005 unbilled revenue balance will be determined by future orders of the PUB. 
 
Conditional Asset Retirement Obligations: On April 1, 2006, Fortis retroactively adopted EIC 159, Conditional 
Asset Retirement Obligations (“EIC 159”).  EIC 159 requires an entity to recognize a liability for the fair value of an 
asset retirement obligation (“ARO”) even though the timing and/or method of settlement are conditional on future 
events.  While conditional AROs have been identified, no amounts have been recorded as they are immaterial to the 
Corporation’s results of operations and financial position.  The Corporation also has AROs which cannot be 
reasonably estimated at this time as the final date of removal of the related assets and the costs to do so cannot be 
reasonably determined as the assets are reasonably expected to operate in perpetuity due to the nature of their 
operation. 
 
Corporate Income Taxes: Effective January 1, 2006, FortisAlberta is following the taxes payable method of 
accounting for federal income taxes.  As prescribed by the 2006/2007 Negotiated Settlement Agreement, approved 
by the AEUB on June 29, 2006, corporate income tax expenses are now recovered through customer rates based 
only on income taxes that are currently payable for regulatory purposes.  Therefore, current rates do not include the 
recovery of future income taxes related to certain temporary differences between the tax basis of assets and 
liabilities and their carrying amounts for regulatory purposes, as these taxes are expected to be collected in customer 
rates when they become payable.  Accordingly, FortisAlberta no longer recognizes income taxes deferred to future 
years as a result of the specified temporary differences.  The Company only recognizes future income taxes for 
certain deferral amounts where the future income taxes will not be collected in future customer rates. 
 
In 2005, FortisAlberta followed the taxes payable method of accounting only for provincial income taxes because 
federal income tax expenses were recovered through customer rates based on a modified liability method.  Under the 
modified liability method, customer rates included the recovery of future federal income taxes related to specified 
temporary differences between the tax basis of assets and liabilities and their carrying amounts for regulatory 
purposes.  As a result, FortisAlberta previously recognized future federal income taxes and set up a regulatory 
liability equal to the amount of future federal income taxes recognized that had not yet been reflected in customer 
rates.    However, due to the 2006/2007 Negotiated Settlement Agreement, the future income tax asset and offsetting 
regulatory liability were no longer recognized which resulted in a $50.7 million reduction in the Corporation’s future 
income tax assets and regulatory liabilities during the second quarter of 2006.  Had FortisAlberta accounted for its 
regulated operations using the liability method in 2006, the Corporation would have had additional future income 
tax assets of approximately $56.3 million at December 31, 2006 and would have recognized additional future 
income tax expense of approximately $3.9 million and $17.7 million for the quarter ended and year ended 
December 31, 2006, respectively. 
 
Employee Future Benefits:  Effective January 1, 2006, as prescribed by the AEUB-approved 2006/2007 Negotiated 
Settlement Agreement, FortisAlberta is recovering in customer rates other post-employment benefits and 
supplemental pension plan costs based on the cash payments made.  However, any difference between the expense 
recognized under Canadian GAAP and that recovered from customers in current customer rates for other 
post-employment and pension plans, which is expected to be recovered or refunded in future customer rates, is 
subject to deferral treatment and is recorded as a regulatory asset on the balance sheet.  The change in how other 
post-employment benefits and supplemental pension plan costs are recovered in customer rates had no impact on the 
Corporation’s earnings during 2006. 
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FUTURE ACCOUNTING PRONOUNCEMENTS 
 
Comprehensive Income, Financial Instruments and Hedges: New accounting standards for comprehensive income, 
financial instruments (recognition, measurement, presentation and disclosure) and hedges have been issued by the 
Canadian Institute of Chartered Accountants (“CICA”) and are effective for the Corporation for the fiscal year 
beginning January 1, 2007. These standards were intended to harmonize Canadian GAAP with US GAAP and with 
International Financial Reporting Standards.   
 
The new comprehensive income standard provides guidance for the reporting and display of other comprehensive 
income.  Comprehensive income represents the change in equity of an enterprise during a period from transactions 
and other events arising from non-owner sources including unrealized foreign currency translation amounts, net of 
hedging arising from self-sustaining foreign operations, and changes in the fair value of the effective portion of cash 
flow hedging instruments.  The Corporation expects to report a Statement of Comprehensive Income upon adoption 
of this new standard. 
 
The financial instruments standards address the criteria for recognition and presentation of financial instruments on 
the balance sheet and the measurement of financial instruments according to prescribed classifications.  The 
standards also address how the financial instruments are measured subsequent to initial recognition and how the 
gains and losses are recognized.  All financial instruments, including derivatives and derivative features embedded 
in financial instrument or other contracts but which are not considered closely related to the host financial 
instrument or contract, are required to be initially recorded at fair value.  The classification of financial instruments 
determines whether they are to be remeasured at each balance sheet date at fair value or at amortized cost and 
whether any resulting gains or losses are recognized in earnings or in other comprehensive income.  Based on the 
expected classification of the Corporation’s financial assets and liabilities, these financial assets and liabilities would 
be recorded at amortized cost, which is not expected to be materially different than the carrying value of these items.  
Under the new standards, deferred financing costs are no longer recognized as a deferred charge and Fortis expects 
to recognize unamortized deferred financing costs as part of its debt balances.  These costs are required to be 
amortized using the effective interest method versus the straight line method.  This change in methodology is not 
expected to have a material impact on the Corporation’s earnings.  Currently, the Corporation limits the use of 
free-standing derivative financial instruments and, therefore, does not expect that the recognition of derivatives at 
fair value upon adoption of the new financial instrument standards will have a material impact on the Corporation.  
The Corporation is in the process of finalizing its assessment of contracts for embedded derivatives, including debt 
prepayment options, to determine whether or not they are considered closely related to the host contract and require 
fair value recognition.   
 
The new accounting standard for hedges specifies the criteria under which hedge accounting is applied, how hedge 
accounting should be performed under permitted hedging strategies, and the required disclosures.  The Corporation 
expects its 3 existing interest rate swaps will continue to qualify for hedge accounting as cash flow hedges under the 
new standard.  Gains or losses on the interest rate swaps would be recorded in other comprehensive income and 
reclassified to earnings in the periods in which earnings are effected by the variable-rate interest payments.  Under 
the new standard, the Corporation expects that foreign exchange gains or losses on its US-dollar borrowings 
designated as hedges of the Corporation’s net investment in US-dollar denominated self-sustaining foreign 
operations will be recognized in other comprehensive income.   
 
Rate-Regulated Operations: The Canadian Accounting Standards Board (“AcSB”) recently considered the effects 
on its rate-regulated operations project of its recently adopted Strategic Plan and decided that the project, as 
originally planned, should be discontinued.  It further decided, subject to exposure of its proposals, that: (i) the 
temporary exemption in Section 1100 of the CICA Handbook providing relief to entities subject to rate regulation 
from the requirement to apply the Section to the recognition and measurement of assets and liabilities arising from 
rate regulation should be removed; (ii) the explicit guidance for rate-regulated operations provided in Section 1600, 
Consolidated Financial Statements, Section 3061, Property, Plant and Equipment, Section 3465, Income Taxes, and 
Section 3475, Disposal of Long-Lived Assets and Discontinued Operations, should be removed; and (iii) Accounting 
Guideline 19, Disclosures by Entities Subject to Rate Regulation, should be retained as is.  The Canadian AcSB also 
observed that relying on US Statement of Financial Accounting Standards No. 71, Accounting for the Effects of 
Certain Types of Regulation (“FAS 71”), as another source of Canadian GAAP in the absence of CICA Handbook 
guidance addressing the specific circumstances of entities subject to rate regulation, is consistent with Section 1100 
when the qualifying criteria of FAS 71 are met.   
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The Corporation is following these developments closely and is in the process of assessing the potential impact on 
its financial statements.  No Exposure Draft for public comment based on these preliminary decisions has been 
issued to date. 
 
 
CRITICAL ACCOUNTING ESTIMATES 
 
The preparation of the Corporation’s interim unaudited consolidated financial statements in accordance with 
Canadian GAAP requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenue and expenses during the reporting periods. Estimates are based on historical 
experience, current conditions and various other assumptions believed to be reasonable under the circumstances. 
Additionally, certain estimates are necessary since the regulatory environments in which the Corporation’s utilities 
operate often require amounts to be recorded at estimated values until these amounts are finalized pursuant to 
regulatory decisions or other regulatory proceedings.   
 
Due to changes in facts and circumstances and the inherent uncertainty involved in making estimates, actual results 
may differ significantly from current estimates.  Estimates are reviewed periodically and, as adjustments become 
necessary, are reported in earnings in the period they become known.  Interim financial statements may also employ 
a greater use of estimates than the annual financial statements.  There were no material changes to the Corporation’s 
critical accounting estimates for the year ended December 31, 2006 from those disclosed in the Corporation’s 
Management Discussion and Analysis for the year ended December 31, 2005, except as discussed below.  
 
Rates:  At FortisAlberta, the AEUB approved a 1.9 per cent decrease in distribution rates, effective January 1, 2006.  
FortisAlberta has been charging interim rates which are the same as those charged in 2005.  The impact of the 
decrease in rates at FortisAlberta, effective January 1, 2006, was a reduction of revenue of $1.1 million and 
$4.2 million in the Corporation’s fourth quarter and annual consolidated financial statements, respectively, 
compared to the same periods last year, which will be refunded to customers during 2007 as ordered by the AEUB. 
 
Amortization and Capitalized Overhead: FortisBC recently completed a depreciation study on the estimated useful 
life of its utility capital assets recommending an increase in the Company’s composite amortization rate.  The 
BCUC-approved 2006 Negotiated Settlement Agreement resulted in an increase in the composite amortization rate 
from 2.6 per cent to 3.2 per cent, effective January 1, 2006, the impact of which increased amortization costs in the 
Corporation’s fourth quarter and annual consolidated financial statements by approximately $1.2 million and 
$4.6 million, respectively, compared to the same periods last year. 
 
FortisBC also recently completed an analysis of its capitalized overhead allocation method.  This analysis supported 
a change in the estimate of capitalized overhead.  The changed estimate calculates capitalized overhead as a 
percentage of all corporate overhead, whereas previously the percentage was applied to a limited pool of corporate 
costs.  The BCUC-approved 2006 Negotiated Settlement Agreement resulted in an increase in the amount of 
capitalized overhead, effective January 1, 2006, from approximately 9 per cent of BCUC-approved 2005 forecast 
gross operating and maintenance expenses to 20 per cent of BCUC-approved 2006 forecast gross operating and 
maintenance expenses.  The impact of this change in estimate has decreased operating expenses in the Corporation’s 
fourth quarter and annual consolidated financial statements by approximately $1.4 million and $5.0 million, 
respectively, compared to the same periods last year. 
 
Contingencies:  Fortis is a party to a number of disputes and lawsuits in the normal course of business.  The 
following describes the nature of the Corporation’s contingent liabilities. 
 
Maritime Electric 
In April 2006, CRA reassessed Maritime Electric’s 1997-2004 taxation years.  The reassessment encompasses the 
Company’s tax treatment, specifically the Company’s timing of deductions, with respect to: (i) the ECAM in the 
2001-2004 taxation years, (ii) customer rebate adjustments in the 2001-2003 taxation years, and (iii) the Company’s 
payment of approximately $6 million on January 2, 2001 associated with a settlement with NB Power regarding its 
$450 million write-down of the Point Lepreau Nuclear Generating Station in 1998.  Maritime Electric believes it has 
reported its tax position appropriately in all aspects of the reassessment and filed a Notice of Objection with the 
Chief of Appeals at CRA.  Should the Company be unsuccessful in defending all aspects of the reassessment, the 
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Company would be required to pay approximately $12.1 million in taxes and accrued interest.  As at 
December 31, 2006, Maritime Electric has provided for, through future and current income taxes payable, 
approximately $11.6 million and, therefore, an additional liability of $0.5 million would arise.  In this event, the 
Company would apply to IRAC to include this amount in the regulatory rate-making process.  The provisions of the 
Income Tax Act require the Company to deposit one-half of the assessment under objection with CRA and the 
Company made a payment on deposit of $5.9 million with CRA on June 29, 2006. 
 
FortisAlberta 
On March 24, 2006, Her Majesty the Queen in Right of Alberta (the “Crown”) filed a statement of claim in the 
Court of Queen’s Bench of Alberta in the Judicial District of Edmonton against FortisAlberta.  The Crown’s claim is 
that the Company is responsible for a fire that occurred in October 2003 in an area of the Province of Alberta 
commonly referred to as Poll Haven Community Pasture.  The Crown is seeking approximately $2.7 million in 
fire-fighting and suppression costs and approximately $2.4 million in timber losses, as well as interest and other 
costs.  FortisAlberta and the Crown have exchanged several investigation and expert reports.  Both the factual 
evidence and expert opinion received to date lead management to believe that FortisAlberta is not responsible for the 
cause of the fire and has no liability for the damages.  However, given the preliminary stage of the proceedings, 
FortisAlberta has not made any definitive assessment of potential liability with respect to the claim.   No amount, 
therefore, has been accrued in the consolidated financial statements. 
 
FortisBC  
The B.C. Ministry of Forests (the “Ministry”) has alleged breaches of the Forest Practices Code and negligence 
relating to a fire near Vaseux Lake and has filed and served a writ and statement of claim against FortisBC.  The 
Company is currently communicating with the Ministry and its insurers. In addition, FortisBC has been served with 
2 filed writs and statements of claim by private land owners in relation to the same matter.  The outcome cannot be 
reasonably determined and estimated at this time and, accordingly, no amount has been accrued in the consolidated 
financial statements. 
 
On January 5, 2006, FortisBC was served a writ and statement of claim filed with the B.C. Supreme Court under the 
Class Proceedings Act, 1995 on behalf of a class consisting of all persons who are or were customers of FortisBC 
and who paid or have been charged FortisBC’s late payment penalties at any time between April 1, 1981 and the 
date of any judgment in this action.  The claim is that forfeitures of the prompt payment discount offered to 
customers constitute “interest” within the meaning of section 347 of the Criminal Code and, since the effective 
annual rate of such interest exceeds 60 per cent, they are illegal and void.  In the action, the Plaintiff seeks damages 
and restitution of all late payment penalties which were forfeited.  On December 13, 2006, the application to certify 
the action as a class action was heard in the B.C. Supreme Court.  In a decision delivered on January 11, 2007, the 
B.C. Supreme Court dismissed the application to certify the action as a class suit.  Any appeal by the Plaintiff must 
be filed within 30 days of the decision. The final outcome cannot be reasonably determined and estimated at this 
time and, accordingly, no amount has been accrued in the consolidated financial statements. 
 
FortisUS Energy 
Legal proceedings were initiated against FortisUS Energy by the Village of Philadelphia (the “Village”), New York.  
The Village claimed that FortisUS Energy should honour a series of current and future payments set out in an 
agreement between the Village and a former owner of the hydro site, located in the Village of Philadelphia 
municipality, now owned by FortisUS Energy, totalling approximately US$7.1 million (CDN$8.0 million).  The First 
American Title Insurance Company is defending the action on behalf of FortisUS Energy.  A memorandum Decision 
and Order was filed by the State of New York Supreme Court of Jefferson County on December 21, 2006 granting 
summary judgment to FortisUS Energy dismissing the action by the Village.  The Village, however, filed a notice of 
appeal in January 2007.  Management believes that the appeal will not be successful and, therefore, no provision has 
been made in these consolidated financial statements.   
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QUARTERLY RESULTS 
 
The following table sets forth unaudited quarterly information for each of the 8 quarters ended March 31, 2005 
through December 31, 2006.  The quarterly information has been obtained from the Corporation’s interim unaudited 
consolidated financial statements which, in the opinion of management, have been prepared in accordance with 
Canadian GAAP and as required by utility regulators. The timing of the recognition of certain assets, liabilities, 
revenues and expenses, as a result of regulation, may differ from that otherwise expected using Canadian GAAP for 
non-regulated entities.  These differences are disclosed in Notes 2 and 4 to the Corporation’s 2005 annual audited 
consolidated financial statements. These operating results are not necessarily indicative of results for any future 
period and should not be relied upon to predict future performance.   
 

Fortis Inc. 
Summary of Quarterly Results (Unaudited) 

 
 
 
Quarter Ended 

 
Revenue and 

Equity Income 
($ thousands) 

Net Earnings 
Applicable to 

Common Shares 
($ thousands) 

 
Earnings per 

Common Share  
Basic ($)                   Diluted ($) 

December 31, 2006 393,111 33,886 0.33 0.32 
September 30, 2006 341,947 38,750 0.37 0.36 
June 30, 2006 345,851 37,946 0.37 0.35 
March 31, 2006 390,827 36,605 0.35 0.34 
December 31, 2005 353,084 22,263 0.22 0.21 
September 30, 2005 341,650 37,450 0.36 0.33 
June 30, 2005 364,948 38,188    0.37(1)    0.34(1) 
March 31, 2005 381,789 39,196    0.40(1)    0.36(1) 
(1)  Earnings per common share data have been restated to reflect the 4-for-1 stock split completed in October 2005. 

 
A summary of the past 8 quarters reflects the Corporation’s continued growth as well as the seasonality associated 
with its businesses.  Interim results will fluctuate due to the seasonal nature of electricity demand and water flows as 
well as the timing and recognition of regulatory decisions.  Given the diversified group of companies, seasonality 
may vary.  The Corporation’s non-utility investment, Fortis Properties, generally produces its highest earnings in the 
second and third quarters.  Financial results from February 1, 2005 were impacted by the acquisition of 
3 Greenwood Inns. Also, the comparability of 2006 and 2005 quarterly earnings and revenue has been somewhat 
impacted by the shift in reported revenue at Newfoundland Power resulting from the change to the accrual basis for 
revenue recognition from the billed basis.  Each of the comparative quarterly earnings, except for the comparative 
quarters ended March 31, 2006 and March 31, 2005 and comparative quarters ended June 30, 2006 and 
June 30, 2005, have increased as a result of both the Corporation’s acquisition strategy and improved operating 
earnings at most subsidiaries.  Results for the first quarter of 2005 included the $7.9 million after-tax Ontario 
Settlement gain.  Revenue and equity income and earnings were higher during the second quarter ended 
June 30, 2005 compared to the same quarter in 2006, primarily due to a $7.0 million positive after-tax adjustment to 
FortisAlberta’s earnings driven largely by the resolution of tax-related matters pertaining to prior years. 
 
December 2006/December 2005 - Net earnings applicable to common shares were $33.9 million, or 
$0.33 per common share, for the fourth quarter of 2006 compared to earnings of $22.3 million, or 
$0.22 per common share, for the fourth quarter of 2005.  The increase in earnings was largely driven by 
Newfoundland Power due to a change in the Company’s revenue recognition policy to the accrual method effective 
January 1, 2006, earnings growth at FortisAlberta and contributions from Fortis Turks and Caicos acquired on 
August 28, 2006, partially offset by the impact of lower wholesale energy prices in Ontario and increased corporate 
costs.  The change in the revenue recognition policy did not have a material impact on Newfoundland Power’s 
annual earnings. 
 
September 2006/September 2005 - Net earnings applicable to common shares were $38.8 million, or 
$0.37 per common share, for the third quarter of 2006 compared to earnings of $37.4 million, or 
$0.36 per common share, for the third quarter of 2005.  Excluding $1.6 million of earnings during the third quarter 
of 2005 associated with the favourable resolution of a corporate income tax reassessment at FortisOntario, earnings 
were $3.0 million higher quarter over quarter  The increase was largely driven by improved hydroelectric production 
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in Belize, lower corporate taxes at FortisAlberta, increased electricity rates at FortisBC, higher earnings from 
Fortis Properties, higher earnings from Regulated Utilities - Caribbean due, in part, to the recent acquisition of 
Fortis Turks and Caicos and increased electricity rates at FortisOntario.  The increase in quarterly earnings was 
partially offset by higher corporate expenses and lower average wholesale energy prices in Ontario.  Corporate 
expenses during the third quarter of 2005 were reduced by a $3.8 million ($3.1 million after-tax) unrealized foreign 
currency translation gain associated with unhedged US dollar-denominated debt.  
 
June 2006/June 2005 - Net earnings applicable to common shares were $37.9 million, or $0.37 per common share, 
for the second quarter of 2006 compared to earnings of $38.2 million, or $0.37 per common share, for the second 
quarter of 2005.  Earnings for the second quarter last year included a $7.0 million positive after-tax adjustment to 
FortisAlberta’s earnings, driven largely by the resolution of tax-related matters pertaining to prior years, which 
favourably impacted revenue.  Earnings for the second quarter last year also included a $1.1 million positive 
adjustment to equity income from Caribbean Utilities related to a change in accounting practice for recognizing 
unbilled revenue.  Excluding these items, the Corporation’s earnings were $7.8 million higher in the second quarter 
of 2006 compared to the second quarter of 2005.  The increase was driven by lower corporate income taxes largely 
at FortisAlberta, improved hydroelectric production in Belize, higher earnings at Fortis Properties and an unrealized 
foreign exchange gain on the translation of US dollar-denominated long-term corporate debt.   The increase was 
partially offset by lower earnings at Newfoundland Power related to the shifting of revenue from the first half of 
2006 to the second half of 2006 upon adopting the accrual method of recognizing revenue, effective 
January 1, 2006, and the impact of recording the cumulative effects of the regulator-approved Negotiated Settlement 
Agreements during the second quarter of 2006 at FortisAlberta and FortisBC. 
 
March 2006/March 2005 - Net earnings applicable to common shares were $36.6 million, or 
$0.35 per common share, for the first quarter of 2006 compared to earnings of $39.2 million, or 
$0.40 per common share, for the first quarter of 2005.  Earnings for the first quarter last year included the 
$7.9 million after-tax Ontario Settlement gain.  Excluding the Ontario Settlement gain in 2005, earnings increased 
quarter over quarter primarily due to higher earnings at FortisBC and FortisAlberta, and increased non-regulated 
hydroelectric production in Belize.  The increase in earnings was also due to an 11 per cent overall increase in 
electricity rates, effective July 1, 2005, and higher electricity sales at Belize Electricity.  Partially offsetting the 
earnings increase was an anticipated decline in earnings at Newfoundland Power as a result of a change in the 
Company’s revenue recognition policy, a decrease in equity income from Caribbean Utilities, driven by higher fuel 
costs, and the impact of lower average wholesale energy prices in Ontario.  Earnings per common share for the first 
quarter of 2006 were impacted by the dilution created by the $130 million issue of common shares on 
March 1, 2005. 
 
 
SUBSEQUENT EVENTS 

 
On January 3, 2007, FortisAlberta closed a $110 million senior unsecured debenture offering.  The debentures bear 
interest at a rate of 4.99 per cent, to be paid semi-annually and mature on January 3, 2047.  The proceeds of the 
offering were used to repay existing indebtedness incurred under the Company’s committed unsecured credit 
facility, which was incurred primarily to fund capital expenditures, and for general corporate purposes. 
 
On January 18, 2007, Fortis issued 5,170,000 Common Shares of the Corporation for $29.00 per Common Share.  
The common share issue resulted in gross proceeds of $149.9 million, or approximately $145.6 million net of 
after-tax expenses.  The net proceeds of the offering were used by Fortis to repay indebtedness incurred for recent 
acquisitions, to support the capital expenditure programs of the Corporation’s regulated utilities in western Canada 
and for general corporate purposes.  
 
 
OUTLOOK  
 
The Corporation’s principal business of regulated electric utilities is capital intensive and Fortis expects that most of 
its utility capital expenditures of more than $2.6 billion over the next 5 years will be driven by FortisAlberta and 
FortisBC.  Gross consolidated utility capital expenditures for 2007 are expected to be more than $600 million, 
approximately $256 million and $139 million of which is expected to be invested in FortisAlberta and FortisBC, 
respectively.  Capital expenditures related to income producing properties are expected to be approximately 
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$13 million in 2007.  Upward pressure on future capital expenditures may be experienced by FortisAlberta in 2007 
in response to expected continued robust economic growth in Alberta, driven by the oil and gas industry in that 
province. 

Organic earnings growth at Fortis will be driven by significant electricity infrastructure investment at the regulated 
utilities in western Canada and at the regulated and non-regulated utilities in the Caribbean.  

Fortis also expects to focus its capital on funding further acquisitions of utility assets. Fortis will continue to pursue 
regulated utility acquisition opportunities in Canada, the Caribbean and the United States that provide opportunities 
to continue to grow its business profitably.  Fortis will also pursue growth in its non-regulated businesses in support 
of its regulated utility growth strategy.  

 
OUTSTANDING SHARE DATA 
 
At February 7, 2007, the Corporation had issued and outstanding 109,273,401 Common Shares, 
5,000,000 First Preference Shares, Series C; 7,993,500 First Preference Shares, Series E; and 5,000,000 First 
Preference Shares, Series F.  As at December 31, 2006, the number of Common Shares that would be issued upon 
conversion of share options, convertible debt and First Preference Shares, Series C and First Preference Shares, 
Series E is described in the Notes to the interim unaudited consolidated financial statements for the three and twelve 
months ended December 31, 2006. 
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FORTIS INC. 
 
Interim Consolidated Financial Statements 
For the three and twelve months ended December 31, 2006 and 2005 
(Unaudited) 

 



Fortis Inc.
Consolidated Balance Sheets (Unaudited)

As at December 31
(in thousands)

2006 2005
(Note 4)

ASSETS

Current assets
Cash and cash equivalents 40,921$            33,416$          
Accounts receivable 278,114             204,169          
Income taxes receivable 7,505                -                     
Prepaid expenses 14,255              9,786              
Regulatory assets 35,669              33,289            
Materials and supplies 32,675              18,614            

409,139            299,274          

Corporate income tax deposit (Note 17 (a)) 5,922                -                     
Deferred charges and other assets 174,835            148,140          
Regulatory assets 132,991             82,315            
Future income taxes 7,053                58,815            
Utility capital assets 3,574,851         2,900,393       
Income producing properties 468,984            414,608          
Investments 2,536                167,393          
Intangibles, net of amortization 9,819                14,027            
Goodwill 661,311             512,139          

5,447,441$       4,597,104$     

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities
Short-term borrowings (Note 6) 97,669$            48,868$          
Accounts payable and accrued charges 333,755            265,223          
Dividends payable 21,705              17,924            
Income taxes payable -                       22,785            
Regulatory liabilities 26,380              19,392            
Current instalments of long-term debt and capital lease obligations 84,786              31,392            
Future income taxes 959                   6,714              

565,254            412,298          

Deferred credits 78,987              64,261            
Regulatory liabilities 338,901            367,693          
Future income taxes 57,737              44,718            
Long-term debt and capital lease obligations (Note 6) 2,558,463         2,135,674       
Non-controlling interest 130,505            39,555            
Preference shares (Note 9 (i) and (ii)) 319,492            319,492          

4,049,339         3,383,691       

Shareholders' equity
Common shares (Note 7) 828,985            813,304          
Preference shares (Note 9 (iii)) 122,466            -                     
Contributed surplus 4,687                3,179              
Equity portion of convertible debentures 7,175                1,500              
Foreign currency translation adjustment (51,508)             (16,312)           
Retained earnings 486,297            411,742          

1,398,102          1,213,413       

5,447,441$       4,597,104$     

Contingent liabilities and commitments (Note 17)

See accompanying notes to interim consolidated financial statements.
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Quarter Ended
2006 2005 2006 2005

Operating revenues 390,273$       350,230$        1,461,998$     1,430,005$     
Equity income 2,838            2,854             9,738            11,466           

393,111          353,084         1,471,736       1,441,471       

Expenses
Energy supply costs 146,455         136,345         540,485         533,915          
Operating 108,279         104,774         398,587         392,380          
Amortization 46,597           38,454           177,511          157,622          

301,331         279,573         1,116,583       1,083,917       

Operating income 91,780           73,511           355,153         357,554          

Finance charges (Note 11) 43,937           40,175           168,329         153,825          
Gain on sale of income producing property (Note 12) -                    -                (2,088)           -                    
Gain on settlement of contractual matters (Note 13) -                    -                -                    (10,000)          

43,937           40,175           166,241         143,825          

Earnings before corporate taxes 47,843           33,336           188,912         213,729          

Corporate taxes (Note 14) 9,490            9,036             32,538           70,416           

Net earnings before non-controlling interest 38,353           24,300           156,374         143,313          

Non-controlling interest 2,882            2,037             7,602            6,216             

Net earnings 35,471           22,263           148,772         137,097          

Preference share dividends 1,585             -                1,585             -                    

Net earnings applicable to common shares 33,886$         22,263$         147,187$        137,097$        

Weighted average common shares outstanding (Note 7) 103,958         103,119         103,578         101,750          

Earnings per common share (Note 7)
Basic 0.33$            0.22$             1.42$             1.35$             
Diluted 0.32$            0.21$             1.37$             1.24$             

Quarter Ended
2006 2005 2006 2005

Balance at beginning of period 472,211$        406,020$       411,742$        337,013$        

Net earnings applicable to common shares 33,886           22,263           147,187         137,097          
506,097         428,283         558,929         474,110          

Dividends on common shares (19,800)          (16,541)          (72,632)         (62,368)          

Balance at end of period 486,297$       411,742$       486,297$       411,742$        

See accompanying notes to interim consolidated financial statements.

Fortis Inc.
Consolidated Statements of Earnings (Unaudited)

For the periods ended December 31
(in thousands, except per share amounts)

(in thousands)

Year Ended

Year Ended
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Consolidated Statements of Retained Earnings (Unaudited)
For the periods ended December 31



Quarter Ended
2006 2005 2006 2005

Operating Activities
Net earnings 35,471$         22,263$          148,772$       137,097$        
  Items not affecting cash

Amortization - capital assets, net of contributions in aid of construction 43,778           35,822           166,954         147,222          
Amortization - intangibles 1,052             1,665             4,208            4,428             
Amortization - other 1,767             967                6,349            5,972             
Future income taxes 15,615           3,040             10,257           12,322           
Accrued employee future benefits (253)              4,817             (2,738)           1,915             
Equity income, net of dividends (1,034)           (1,039)            (2,635)           (3,426)            
Stock-based compensation 806               392                1,965             1,569             
Unrealized foreign exchange loss (gain) on long-term debt (Note 11) 83                 71                  (1,725)           (2,335)            
Non-controlling interest 2,882            2,037             7,602            6,216             
Gain on sale of income producing property (Note 12) -                -                    (2,088)           -                    
Other 62                 1,339             (681)              1,653             

Change in long-term regulatory assets and liabilities (19,625)          1,593             (30,594)         (3,160)            
Increase in corporate income tax deposit (Note 17 (a)) -                -                    (5,922)           -                    

80,604           72,967           299,724         309,473          
Change in non-cash operating working capital (21,106)          3,112             (36,587)         (5,888)            

59,498           76,079           263,137         303,585          

Investing Activities
Change in deferred charges and credits (12,316)          2,670             (25,028)         (1,550)            
Purchase of utility capital assets (152,482)        (133,950)        (483,103)        (424,754)        
Purchase of income producing properties (1,538)           (7,375)            (16,887)          (21,275)          
Contributions in aid of construction 14,934           12,921           53,564           45,130           
Proceeds on sale of capital assets 1,666             574                8,196             1,556             
Business acquisitions, net of cash acquired (Note 15) (93,574)         40                  (168,931)        (66,018)          
Increase in investments -                    (193)               (1,893)           (193)               

(243,310)        (125,313)        (634,082)       (467,104)        

Financing Activities
Change in short-term borrowings 17,669           4,774             37,557           (132,818)        
Proceeds from long-term debt 168,511          154,321          468,823         348,698          
Repayment of long-term debt and capital lease obligations (7,107)           (81,261)          (197,270)        (126,411)        
Redemption of  preference shares -                    -                    -                    (38)                 
Advances from (to) non-controlling interest -                    257                9,535            (596)               
Issue of common shares 6,083            2,926             15,224           135,253          
Issue of  preference shares -                    -                    121,117          -                    
Dividends

Common shares (19,800)          (16,541)          (72,632)         (62,368)          
Preference shares (1,585)           -                    (1,585)           -                    
Subsidiary dividends paid to non-controlling interest (930)              (441)               (2,407)           (1,803)            

162,841         64,035           378,362         159,917          

Effect of exchange rate changes on cash 498               (7)                  88                 (185)               

Change in cash and cash equivalents (20,473)         14,794           7,505            (3,787)            

Cash and cash equivalents, beginning of period 61,394           18,622           33,416           37,203           

Cash and cash equivalents, end of period 40,921$         33,416$         40,921$         33,416$         

See accompanying notes to interim consolidated financial statements.

(in thousands)
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Fortis Inc.
Consolidated Statements of Cash Flows (Unaudited)

For the periods ended December 31

Year Ended
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1. DESCRIPTION OF THE BUSINESS 
 

Fortis Inc. (“Fortis” or the “Corporation”) is principally a diversified, international electric utility holding 
company.  Fortis segments its utility operations by franchise area and, depending on regulatory requirements, by 
the nature of the assets.  Fortis also holds investments in non-regulated generation and commercial real estate 
and hotels, which are treated as separate segments. The operating segments allow senior management to 
evaluate the operational performance and assess the overall contribution of each segment to the Corporation’s 
long-term objectives. Each operating segment operates as an autonomous unit, assumes profit and loss 
responsibility and is accountable for its own resource allocation. 
 
The following summary briefly describes the operations included in each of the Corporation’s operating and 
reportable segments. 
 
Regulated Utilities - Canadian  
 
The following summary describes the Corporation’s interest in Regulated Utilities in Canada by utility:  
 
a. FortisAlberta: FortisAlberta owns and operates the electricity distribution system in a substantial portion of 

southern and central Alberta serving approximately 430,000 customers.   
 
b. FortisBC: Includes FortisBC Inc., an integrated electric utility operating in the southern interior of 

British Columbia serving more than 152,000 customers.  FortisBC Inc. owns 4 hydroelectric generation 
plants with a combined capacity of 235 megawatts (“MW”).  Included with the FortisBC component of the 
Regulated Utilities - Canadian segment are the non-regulated operating, maintenance and management 
services relating to the 450-MW Waneta hydroelectric generating facility owned by Teck Cominco, the 
149-MW Brilliant Hydroelectric Plant owned by Columbia Power Corporation and the Columbia Basin 
Trust (“CPC/CBT”), the 185-MW Arrow Lakes Hydroelectric Plant owned by CPC/CBT and the 
distribution system owned by the City of Kelowna.  FortisBC’s assets also include the regulated electric 
utility formerly operated as Princeton Light and Power Company, Limited (‘‘PLP”). PLP was purchased by 
Fortis through an indirect subsidiary on May 31, 2005. Effective January 1, 2007, PLP was amalgamated 
with FortisBC Inc. as part of an internal reorganization. 

 
c. Newfoundland Power: Newfoundland Power is the principal distributor of electricity in Newfoundland 

serving approximately 230,000 customers.  Newfoundland Power has an installed generating capacity of 
136 MW of which 92 MW is hydroelectric generation. 

 
d. Maritime Electric: Maritime Electric is the principal distributor of electricity on Prince Edward Island 

serving approximately 71,000 customers.  Maritime Electric also maintains on-Island generating facilities 
at Charlottetown and Borden-Carleton with a combined capacity of 150 MW.  

 
e. FortisOntario: FortisOntario provides an integrated electric utility service to approximately 

52,000 customers in Fort Erie, Cornwall, Gananoque and Port Colborne in Ontario. FortisOntario 
operations include Canadian Niagara Power Inc. (“Canadian Niagara Power”) and Cornwall Street 
Railway, Light and Power Company, Limited (“Cornwall Electric”).  Included in Canadian Niagara 
Power’s accounts is the operation of the electricity distribution business of Port Colborne Hydro Inc., 
which has been leased from the City of Port Colborne under a 10-year lease agreement entered into in 
April 2002.  FortisOntario also owns a 10 per cent interest in each of Westario Power Holdings Inc. and 
Rideau St. Lawrence Holdings Inc., 2 regional electrical distribution companies formed in 2000 serving 
more than 27,000 customers. 
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1. DESCRIPTION OF THE BUSINESS (cont’d) 

 
Regulated Utilities - Caribbean 

 
The following summary describes the Corporation’s interest in Regulated Utilities in the Caribbean by utility:  
 
a. Belize Electricity Limited (“Belize Electricity”): Belize Electricity is the principal distributor of electricity 

in Belize, Central America serving more than 71,000 customers.  The Company has an installed generating 
capacity of 37 MW.  Fortis holds a 70.1 per cent controlling interest in Belize Electricity.  

 
b. Caribbean Utilities Company, Ltd. (“Caribbean Utilities”): Caribbean Utilities is the sole provider of 

electricity on Grand Cayman, Cayman Islands serving more than 22,000 customers.  The Company has an 
installed generating capacity of 120 MW.  On November 7, 2006, Fortis acquired an additional 16 per cent 
ownership interest in Caribbean Utilities and now owns approximately 54 per cent of the Company.  
Caribbean Utilities is a public company traded on the Toronto Stock Exchange and has an April 30th year 
end.  Caribbean Utilities’ balance sheet as at November 7, 2006 has been consolidated in the 
December 31, 2006 balance sheet of Fortis.  Beginning with the first quarter of 2007, Fortis will 
consolidate Caribbean Utilities’ financial statements on a 2-month lag basis and will include 
Caribbean Utilities’ January 31, 2007 balance sheet and statement of earnings and cash flows for the 
three-month period ended January 31, 2007.  During 2006 and 2005, the statements of earnings of Fortis 
reflected the Corporation’s previous approximate 37 per cent ownership interest in Caribbean Utilities, 
previously accounted for on a 2-month equity lag basis. 

 
c. P.P.C. Limited and Atlantic Equipment & Power (Turks and Caicos) Ltd. (collectively referred to as 

“Fortis Turks and Caicos”):  Fortis Turks and Caicos was acquired on August 28, 2006 by Fortis through a 
wholly owned subsidiary. Fortis Turks and Caicos serves approximately 7,700 customers, or 80 per cent of 
electricity customers, in the Turks and Caicos Islands and has an installed generating capacity of 
approximately 37 MW.  The Company is the principal distributor of electricity in the Turks and Caicos 
Islands pursuant to 50-year licences that expire in 2036 and 2037.  Fortis Turks and Caicos is regulated 
under a traditional rate of return on rate base approach, with a fixed rate of return of 17.5 per cent on a 
defined asset base of approximately US$50 million.   

 
Non-Regulated - Fortis Generation 

 
The following summary describes the Corporation’s non-regulated generation assets by location:  
 
a. Belize: Operations consist of the 25-MW Mollejon and 7-MW Chalillo hydroelectric facilities in Belize. 

All of the electricity output is sold to Belize Electricity under a 50-year power purchase agreement expiring 
in 2055. Hydroelectric generation operations in Belize are conducted through the Corporation’s wholly 
owned indirect subsidiary, Belize Electric Company Limited (“BECOL”), under a Franchise Agreement 
with the Government of Belize.  

b. Ontario: Includes 75 MW of water right entitlement associated with the Niagara Exchange Agreement, a 
5-MW cogeneration plant and 6 small hydroelectric generating stations in eastern Ontario with a combined 
capacity of 8 MW.  Non-regulated generating operations in Ontario are conducted through 
FortisOntario Inc. and Fortis Properties.  On January 1, 2006 the former FortisOntario Generation 
Corporation was amalgamated with CNE Energy Inc. and, effective January 1, 2007, CNE Energy Inc. was 
amalgamated with Fortis Properties. 

c. Central Newfoundland: Through the Exploits River Hydro Partnership (“Exploits Partnership”), a 
partnership between the Corporation, through an indirect wholly owned subsidiary, Fortis Properties, and 
Abitibi-Consolidated Company of Canada (“Abitibi-Consolidated”), 36 MW of additional capacity was 
developed and installed at 2 of Abitibi-Consolidated’s hydroelectric plants in central Newfoundland.  On 
January 1, 2007, CNE Energy Inc. was amalgamated with Fortis Properties, which now holds directly the 
51 per cent interest in the Exploits Partnership.  The Exploits Partnership sells its output to Newfoundland 
and Labrador Hydro Corporation under a 30-year power purchase agreement. 
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1. DESCRIPTION OF THE BUSINESS (cont’d) 

 
Non-Regulated - Fortis Generation (cont’d) 

 
d. British Columbia: Includes the 16-MW run-of-river Walden hydroelectric power plant near Lillooet, 

British Columbia. This plant sells its entire output to BC Hydro under a long-term contract expiring in 
2013.  Hydroelectric generating operations in British Columbia are conducted through the Walden Power 
Partnership, a wholly owned partnership of FortisBC Inc.   

 
e. Upper New York State: Includes the operations of 4 hydroelectric generating stations in upper New York 

State with a combined capacity of approximately 23 MW operating under licences from the US Federal 
Energy Regulatory Commission.  Hydroelectric generation operations in upper New York State are 
conducted through the Corporation’s indirect wholly owned subsidiary, FortisUS Energy Corporation. 

 
Non-Regulated - Fortis Properties 

 
Fortis Properties owns and operates 18 hotels with more than 3,200 rooms in 7 Canadian provinces and 
approximately 2.7 million square feet of commercial real estate in Atlantic Canada.   
 
Corporate 
 
The Corporate segment captures expense and revenue items not specifically related to any operating segment.  
Included in the Corporate segment are finance charges, including interest on debt incurred directly by Fortis and 
dividends on preference shares classified as long-term liabilities, foreign exchange gains or losses, dividends on 
preference shares classified as equity, other corporate expenses, net of recoveries from subsidiaries, interest and 
miscellaneous revenues, and corporate income taxes. 

 
 
2. BASIS OF PRESENTATION 

 
These interim consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (“Canadian GAAP”) for interim financial statements and do not include all of 
the disclosures normally found in the Corporation’s annual consolidated financial statements.  These interim 
consolidated financial statements should be read in conjunction with the Corporation’s 2005 annual audited 
consolidated financial statements.  Interim results will fluctuate due to the seasonal nature of electricity demand 
and water flows as well as the timing and recognition of regulatory decisions.  Given the diversified group of 
companies, seasonality may vary.  The Corporation’s non-utility investment, Fortis Properties, generally 
produces its highest earnings in the second and third quarters. 

 
 
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 
These interim consolidated financial statements have been prepared in accordance with Canadian GAAP, 
including selected accounting treatments that differ from those used by entities not subject to rate regulation. 
The timing of the recognition of certain assets, liabilities, revenues and expenses, as a result of regulation, may 
differ from that otherwise expected using Canadian GAAP for entities not subject to rate regulation.  These 
differences and nature of regulation are disclosed in Notes 2 and 4 to the Corporation’s 2005 annual audited 
consolidated financial statements.  These interim consolidated financial statements have been prepared 
following the same accounting policies and methods as those used in preparing the Corporation’s 2005 annual 
audited consolidated financial statements except as described below.  All amounts are presented in Canadian 
dollars unless otherwise stated.   
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d) 

 
Revenue Recognition 
Effective January 1, 2006, Newfoundland Power prospectively changed its revenue recognition policy from a 
billed basis to an accrual basis, as approved by the Newfoundland and Labrador Board of Commissioners of 
Public Utilities (the “PUB”).  The transition to recording revenue on an accrual basis, while having no material 
impact on Newfoundland Power’s annual revenue and earnings, resulted in a shift in the Company’s 
2006 quarterly revenue and earnings compared to 2005.  The change in the revenue recognition policy resulted 
in a $10.7 million increase in revenue quarter over quarter.  Pursuant to an Order by the PUB, during 2006 
Newfoundland Power recorded as revenue $3.1 million of $23.6 million of 2005 unbilled revenue to offset the 
income tax impact in 2006 of changing to the accrual method for revenue recognition.  The PUB also approved 
the recognition as revenue of $2.7 million of the 2005 unbilled revenue in 2007.  The disposition of the 
remaining 2005 unbilled revenue will be determined by future orders of the PUB.  The change in the revenue 
recognition policy, including the impact of the recognition of a portion of 2005 unbilled revenue, resulted in an 
increase in earnings of $5.7 million quarter over quarter.  
 
Conditional Asset Retirement Obligations 
On April 1, 2006, Fortis retroactively adopted EIC 159, Conditional Asset Retirement Obligations (“EIC 159”). 
EIC 159 requires an entity to recognize a liability for the fair value of an asset retirement obligation (“ARO”) 
even though the timing and/or method of settlement are conditional on future events.  While conditional AROs 
have been identified, no amounts have been recorded as they are immaterial to the Corporation’s results of 
operations and financial position.  The Corporation also has asset retirement obligations which cannot be 
reasonably estimated at this time as the final date of removal of the related assets and the costs to do so cannot 
be reasonably determined as the assets are reasonably expected to operate in perpetuity due to the nature of their 
operation. 
 
Corporate Income Taxes 
Effective January 1, 2006, FortisAlberta is following the taxes payable method of accounting for federal income 
taxes.  As prescribed by the 2006/2007 Negotiated Settlement Agreement, approved by the Alberta Electric 
Utility Board (“AEUB”) on June 29, 2006, corporate income tax expenses are now recovered through customer 
rates based only on income taxes that are currently payable for regulatory purposes.  Therefore, current rates do 
not include the recovery of future income taxes related to certain temporary differences between the tax basis of 
assets and liabilities and their carrying amounts for regulatory purposes, as these taxes are expected to be 
collected in customer rates when they become payable.  Accordingly, FortisAlberta no longer recognizes 
income taxes deferred to future years as a result of the specified temporary differences.  The Company only 
recognizes future income taxes for certain deferral amounts where the future income taxes will not be collected 
in future customer rates.  
 
In 2005, FortisAlberta followed the taxes payable method of accounting only for provincial income taxes 
because federal income tax expenses were recovered through customer rates based on a modified liability 
method. Under the modified liability method, customer rates included the recovery of future federal income 
taxes related to specified temporary differences between the tax basis of assets and liabilities and their carrying 
amounts for regulatory purposes.  As a result, FortisAlberta previously recognized future federal income taxes 
and set up a regulatory liability equal to the amount of future federal income taxes recognized that had not yet 
been reflected in customer rates.  However, due to the 2006/2007 Negotiated Settlement Agreement, the future 
income tax asset and offsetting regulatory liability were no longer recognized which resulted in a $50.7 million 
reduction in the Corporation’s future income tax assets and regulatory liabilities during the second quarter of 
2006.  Had FortisAlberta accounted for its regulated operations using the liability method in 2006, the Company 
would have had additional future income tax assets of approximately $56.3 million at December 31, 2006 and 
would have recognized additional future income tax expense of approximately $3.9 million and $17.7 million 
for the quarter ended and year ended December 31, 2006, respectively (Note 14).  Had the liability method been 
used during 2006, there would have been no net earnings impact associated with the additional future income 
tax expense as FortisAlberta would have recorded an offsetting regulatory asset for future recovery in customer 
rates. 
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d) 

 
Employee Future Benefits 
Effective January 1, 2006, as prescribed by the AEUB-approved 2006/2007 Negotiated Settlement Agreement, 
FortisAlberta is recovering in customer rates other post-employment benefits and supplemental pension plan 
costs based on the cash payments made.  However, any difference between the expense recognized under 
Canadian GAAP and that recovered from customers in current customer rates for other post-employment and 
pension plans, which is expected to be recovered or refunded in future customer rates, is subject to deferral 
treatment and is recorded as a regulatory asset on the balance sheet.  The change in how other post-employment 
benefits and supplemental pension plan costs are recovered in customer rates had no impact on the 
Corporation’s earnings during 2006. 
 
 

4. CHANGE IN PRESENTATION 
 

Prior to December 31, 2006, the regulatory provision at FortisAlberta, FortisBC, Newfoundland Power and 
Maritime Electric for future removal and site restoration costs was part of amortization expense and was 
recorded in accumulated amortization, as these costs were recoverable in amortization rates from customers.  
Actual costs of removal and site restoration incurred, net of salvage proceeds, were recorded against this 
provision in accumulated amortization.  In accordance with Canadian GAAP, FortisOntario, Belize Electricity, 
Caribbean Utilities and Fortis Turks and Caicos are recording removal and site restoration costs in earnings 
when incurred.  In the absence of rate regulation, removal and site restoration costs, net of salvage proceeds, 
would be recognized as incurred rather than over the life of the asset through amortization expense.  The 
Corporation has changed the presentation of the provision for future removal and site restoration to a regulatory 
liability rather than including it with accumulated amortization.  This change in presentation has been applied 
retroactively, with restatement of 2005 comparative balances, and has had no impact on earnings.  The effect of 
this change in presentation at December 31, 2006 was a $306.5 million (2005 - $280.9 million) increase in long-
term regulatory liabilities and a $306.5 million (2005 - $280.9 million) increase in net utility capital assets 
resulting from a decrease in accumulated amortization. 

 
 
5. USE OF ESTIMATES 

 
The preparation of the Corporation’s interim consolidated financial statements in accordance with Canadian 
GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenue and expenses during the reporting periods. Estimates are based on historical 
experience, current conditions and various other assumptions believed to be reasonable under the 
circumstances.  
 
Additionally, certain estimates are necessary since the regulatory environments in which the Corporation’s 
utilities operate often require amounts to be recorded at estimated values until these amounts are finalized 
pursuant to regulatory decisions or other regulatory proceedings. 
 
Due to changes in facts and circumstances and the inherent uncertainty involved in making estimates, actual 
results may differ significantly from current estimates.  Estimates are reviewed periodically and, as adjustments 
become necessary, are reported in earnings in the period they become known.  Interim financial statements may 
also employ a greater use of estimates than the annual financial statements. There were no material changes to 
the Corporation’s critical accounting estimates during the year ended December 31, 2006 from those disclosed 
in the Corporation’s Management Discussion and Analysis for the year ended December 31, 2005, except as 
discussed below and as described in Note 17 to these interim consolidated financial statements.  
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5. USE OF ESTIMATES (cont’d) 

 
Rates  
At FortisAlberta, the AEUB approved a 1.9 per cent decrease in distribution rates, effective January 1, 2006.  
FortisAlberta has been charging interim rates which are the same as those charged in 2005. The impact of the 
decrease in rates at FortisAlberta, effective January 1, 2006, was a reduction of revenue of $1.1 million and 
$4.2 million in the Corporation’s fourth quarter and annual consolidated financial statements, respectively, 
compared to the same periods last year, which will be refunded to customers during 2007 as ordered by the 
AEUB. 

 
Amortization and Capitalized Overhead  
FortisBC recently completed a depreciation study on the estimated useful life of its utility capital assets 
recommending an increase in the Company’s composite amortization rate.  The BCUC-approved 2006 
Negotiated Settlement Agreement resulted in an increase in the composite amortization rate from 2.6 per cent to 
3.2 per cent, effective January 1, 2006, the impact of which increased amortization costs in the Corporation’s 
fourth quarter and annual consolidated financial statements by approximately $1.2 million and $4.6 million, 
respectively, compared to the same periods last year. 

 
FortisBC also recently completed an analysis of its capitalized overhead allocation method.  This analysis 
supported a change in the estimate of capitalized overhead.  The changed estimate calculates capitalized 
overhead as a percentage of all corporate overhead, whereas previously the percentage was applied to a limited 
pool of corporate costs.  The BCUC-approved 2006 Negotiated Settlement Agreement resulted in an increase in 
the amount of capitalized overhead, effective January 1, 2006, from approximately 9 per cent of 
BCUC-approved 2005 forecast gross operating and maintenance expenses to 20 per cent of BCUC-approved 
2006 forecast gross operating and maintenance expenses.  The impact of this change in estimate has decreased 
operating expenses in the Corporation’s fourth quarter and annual consolidated financial statements by 
approximately $1.4 million and $5.0 million, respectively, compared to the same periods last year. 
 

 
6. CREDIT FACILITIES AND LONG-TERM DEBT 

  
Credit Facilities 
The Corporation and its subsidiaries had consolidated authorized lines of credit of $952.0 million, of which 
$546.7 million was unused at December 31, 2006. The following summary outlines the Corporation’s credit 
facilities by reporting segments. 
 

 
Credit Facilities 
($ millions) 

 
 

Corporate 

 
Regulated 
Utilities 

 
Fortis 

Generation 

 
Fortis 

Properties 

Total as at 
December 31, 

2006 

Total as at 
December 31, 

2005 
Total credit facilities 315.0 622.2 2.3 12.5 952.0 747.1 
Credit facilities utilized       
    Short-term borrowings 
    Long-term debt 

- 
(84.1) 

(94.3) 
(151.4) 

- 
- 

(3.4) 
- 

(97.7) 
(235.5) 

(48.9) 
(85.8)    

Letters of credit outstanding (4.6) (65.3) - (2.2) (72.1) (73.6) 
Credit facilities available 226.3 311.2 2.3 6.9 546.7 538.8 

 
At December 31, 2006 and December 31, 2005, certain borrowings under the Corporation’s and subsidiaries’ 
credit facilities have been classified as long-term debt. These borrowings are under long-term credit facilities 
and management’s intention is to refinance these borrowings with long-term permanent financing during future 
periods.  
 
In January 2006, Newfoundland Power renegotiated its $100 million committed term credit facility extending 
the term from 1 year to 3 years, with maturity now in January 2009. 
 
In January 2006, Maritime Electric’s $25 million non-revolving unsecured short-term bridge financing was 
extended until July 2007.  In August 2006, the amount available on Maritime Electric’s operating credit 
facilities was increased to $30 million from $25 million. 
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6. CREDIT FACILITIES AND LONG-TERM DEBT (cont’d) 

 
Credit Facilities (cont’d) 
 
In March 2006, FortisAlberta amended its committed unsecured credit facility increasing the amount available 
to $200 million from $150 million and extending the maturity date from May 2008 to May 2010.  In addition, 
the Company, with the consent of the lenders, has the ability to request an increase in the limit of this credit 
facility by $50 million under the same terms of the existing credit facility.  In July 2006, FortisAlberta entered 
into a demand credit facility for $10 million increasing the amount available to the Company under unsecured 
demand credit facilities to $20 million. 
 
In May 2006, the maturity date of FortisBC’s $50 million 364-day operating credit facility was extended to 
May 2007. 
 
In June 2006, Fortis renegotiated and amended its $145 million and $50 million unsecured credit facilities 
extending the maturity dates of these facilities from May 2008 and January 2009 to May 2010 and 
January 2011, respectively.  Additionally, in July 2006, the amount available under the committed unsecured 
$145 million facility was increased to $250 million.  These credit facilities can be used for general corporate 
purposes, including acquisitions. 

 
At December 31, 2006, Regulated Utilities’ credit facilities included both a US$2.0 million overdraft facility 
and a US$9.0 million standby credit facility for hurricane damage at Fortis Turks and Caicos.  No drawings 
were made on these facilities as at December 31, 2006. 
 
At December 31, 2006, Regulated Utilities’ credit facilities included a total of US$22.7 million related to 
Caribbean Utilities, consisting of a US$10.0 million capital expenditures line of credit, a US$5.0 million 
operating line of credit, a US$5.0 million catastrophe standby loan, and US$2.7 million in letters of credit and 
corporate credit card line.  On November 27, 2006, Caribbean Utilities renegotiated its credit facilities, 
increasing its capital expenditures line of credit to US$17.0 million and increasing both its US$5.0 million 
operating line of credit and US$5.0 million catastrophe standby loan to US$7.5 million each, for total credit 
facilities of US$34.7 million.  These changes to the credit facilities in November 2006 have not been reflected 
in the table above as the Corporation has consolidated the balance sheet of Caribbean Utilities as at 
November 7, 2006. 
 
 
Long-term Debt 
On April 21, 2006, FortisAlberta issued $100 million in unsecured debentures bearing interest at 
5.40 per cent per annum, due April 21, 2036.  The net proceeds of the offering were used primarily to repay 
existing indebtedness on FortisAlberta’s committed unsecured credit facility.  

 
On August 28, 2006, the Corporation assumed approximately $22.1 million in long-term debt obligations upon 
the acquisition of Fortis Turks and Caicos (Note 15).  

 
On November 1, 2006, the Corporation assumed approximately $11.6 million in long-term debt obligations 
upon the purchase of the 4 hotels by Fortis Properties (Note 15). 

 
On November 7, 2006, the Corporation issued, by way of private placement, US$40 million of unsecured 
subordinated convertible debentures bearing interest at 5.50 per cent per annum, due November 7, 2016.  The 
proceeds of the offering were used to finance a portion of the acquisition of the additional 16 per cent 
ownership in Caribbean Utilities. 
 
Upon the acquisition of a controlling interest in Caribbean Utilities on November 7, 2006, the Corporation’s 
long-term debt obligations included approximately $178.1 million related to Caribbean Utilities (Note 15).  
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7. COMMON SHARES  
 

Authorized: an unlimited number of Common Shares without nominal or par value. 
 

  December 31, 2006  December 31, 2005 
 

a) 
 
Issued and Outstanding  

   Number of 
Shares 

  Amount 
   (in thousands) 

 Number of 
Shares 

Amount 
(in thousands) 

 Common Shares 104,091,542 $  828,985  103,203,981 $  813,304 
 

Common Shares issued during the period were as follows: 
 

  

 Quarter Ended 
December 31, 2006 

Year Ended 
December 31, 2006 

 Number of 
Shares  

Amount  
(in thousands) 

Number of 
Shares  

Amount  
(in thousands) 

Opening balance 103,706,052 $  822,518 103,203,981 $  813,304 
Consumer Share Purchase Plan 18,010 509 77,213 1,896 
Dividend Reinvestment Plan 43,241 1,223 176,264 4,342 
Employee Share Purchase Plan 25,162 712 135,502 3,279 
Directors’ and Executive Stock Option Plans 299,077 4,023 498,582 6,164 
 104,091,542 $  828,985 104,091,542 $  828,985 

 
At December 31, 2006, 10,958,906 Common Shares remained reserved for issuance under the terms of the 
above-noted share purchase, dividend reinvestment and stock option plans. 
 
On January 18, 2007, Fortis issued 5,170,000 Common Shares of the Corporation for $29.00 per Common 
Share.  The common share issue resulted in gross proceeds of $149.9 million, or approximately $145.6 million 
net of after-tax expenses.  The net proceeds of the offering were used by Fortis to repay indebtedness incurred 
from recent acquisitions, to support the capital expenditure program of the Corporation’s regulated utilities in 
western Canada and for general corporate purposes. 
 
 

b) Earnings per Common Share 
The Corporation calculates earnings per common share on the weighted average number of common shares 
outstanding.  The annual weighted average number of common shares outstanding was 103,578,222 and 
101,749,758 at December 31, 2006 and December 31, 2005, respectively.  The weighted average number of 
common shares outstanding was 103,958,476 and 103,119,468 for the quarters ended December 31, 2006 and 
December 31, 2005, respectively. 
 
Diluted earnings per common share are calculated using the treasury stock method for options and the 
“if-converted” method for convertible securities. 
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7. COMMON SHARES (cont’d)  

 
b) Earnings per Common Share (cont’d) 

 
Earnings per common share are as follows: 

   Quarter Ended December 31 
   2006  2005 
    Weighted  Earnings   Weighted  Earnings 
    Average per    Average per  
   Earnings Shares Common  Earnings Shares Common 
      (in thousands) (in thousands) Share    (in thousands) (in thousands) Share 
Net earnings applicable to 
  common shares $  33,886    $  22,263   
Weighted average         
  shares outstanding    103,958    103,119  
Basic Earnings per           
  Common Share     $ 0.33    $ 0.22 
Effect of dilutive 
  securities:        
Stock options  - 1,160   - 1,046  
Preference Shares 
  (Note 9 (i) and (ii))  

 
4,151 14,096   4,151 19,689  

Convertible debentures 590 2,738   268 1,925  
Diluted Earnings per        
  Common Share  $  38,627 121,952 $ 0.32  $  26,682 125,779 $ 0.21 

  
 

   Year Ended December 31 
   2006  2005 
    Weighted  Earnings   Weighted  Earnings 
    Average per    Average per  
   Earnings Shares Common  Earnings Shares Common 
      (in thousands) (in thousands) Share    (in thousands) (in thousands) Share 
Net earnings applicable to 
  common shares $  147,187    $  137,097   
Weighted average         
  shares outstanding    103,578    101,750  
Basic Earnings per           
  Common Share     $ 1.42    $1.35 
Effect of dilutive 
  securities:        
Stock options  - 1,160   - 1,046  
Preference Shares 
  (Note 9 (i) and (ii))  

 
16,606 14,096   16,606 19,689  

Convertible debentures 1,364 2,128   1,104 1,925  
Diluted Earnings per        
  Common Share  $  165,157 120,962 $ 1.37  $  154,807 124,410 $ 1.24 
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8. STOCK OPTIONS 

 
The Corporation is authorized to grant certain key employees of Fortis Inc. and its subsidiaries options to 
purchase Common Shares of the Corporation.  At December 31, 2006, the Corporation had the following 
stock-based compensation plans: 2006 Stock Option Plan, 2002 Stock Option Plan and Executive Stock Option 
Plan.  The 2002 Stock Option Plan was adopted at the Annual and Special General Meeting on May 15, 2002 to 
ultimately replace the Executive and the former Directors’ Stock Option Plans.  The Executive Stock Option 
Plan will cease to exist when all outstanding options are exercised or expire in or before 2011.  A 2006 Stock 
Option Plan (“2006 Plan”) was approved at the May 2, 2006 Annual Meeting at which Special Business was 
conducted.  The 2006 Plan will ultimately replace the Executive Stock Option Plan and the 2002 Stock Option 
Plan. The Corporation has ceased to grant options under the Executive Stock Option Plan and 2002 Stock 
Option Plan and all new options to be granted by Fortis will be granted under the 2006 Plan.  Options granted 
under the 2006 Plan will have a maximum term of 7 years, which is reduced from 10 years under the 
2002 Stock Option Plan, and will expire no later than 3 years after the termination, death or retirement of the 
optionee.  Directors are not eligible to receive grants of options under the 2006 Plan. 

 
 Quarter Ended 

December 31, 2006 
Year Ended 

December 31, 2006 
  

Number of 
Options 

Weighted 
Average 

Price 

 
Number of  

Options 

Weighted 
Average 

Price 
Options outstanding at beginning of period 3,849,132 $  15.80 3,421,876 $  14.18 
Granted - $          - 626,761 $  22.94 
Cancelled - $          - - $          - 
Exercised (299,077) $  12.17 (498,582) $  11.45 
Options outstanding at end of period 3,550,055 $  16.11 3,550,055 $  16.11 

 
 

Details of stock options 
outstanding are as follows: 

Number of 
Options 

Exercise 
Price 

Expiry 
Date 

 209,984 $       9.57 2011 
 515,148 $     12.03 2012 
 627,500 $     12.81 2013 
 675,648 $     15.28 2014 
 12,000 $     15.23 2014 
 68,557 $     14.55 2014 
 752,717 $     18.40 2015 
 28,000 $     18.11 2015 
 33,740 $     20.82 2015 
 626,761 $     22.94 2016 
 3,550,055   
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8. STOCK OPTIONS (cont’d) 
 

Details of stock options vested as 
at December 31, 2006 are as 
follows: 

 
Number of 

Options 

 
Exercise 

Price 
Expiry 

Date 
 209,984 $       9.57 2011 
 515,148 $     12.03 2012 
 453,020 $     12.81 2013 
 329,628 $     15.28 2014 
 6,000 $     15.23 2014 
 29,467 $     14.55 2014 
 181,077 $     18.40 2015 
 7,000 $     18.11 2015 
 8,435 $     20.82 2015 
 1,739,759   

 
The weighted average exercise price of stock options vested as at December 31, 2006 was $13.34. 
 
Stock-Based Compensation 
 
On February 28, 2006, the Corporation granted 626,761 options on Common Shares under its 2002 Stock 
Option Plan at the 5-day average trading price immediately preceding the date of grant of $22.94. These options 
vest evenly over a 4-year period on each anniversary of the date of grant. The options expire 10 years after the 
date of grant.  The fair market value of each option granted was $3.90 per option. 

 
The fair value was estimated on the date of grant using the Black-Scholes fair value option-pricing model and 
the following assumptions: 

 
The Corporation records compensation expense upon the issuance of stock options under its 2002 Stock Option 
Plan.  Beginning in 2007, all new stock options will be granted under the Corporation’s 2006 Stock Option 
Plan.  Using the fair value method, the compensation expense is amortized over the 4-year vesting period of the 
options.  Under the fair value method, $0.8 million and $2.0 million were recorded as compensation expense for 
the quarter ended and year ended December 31, 2006, respectively ($0.4 million and $1.6 million for the quarter 
ended and year ended December 31, 2005, respectively). 
 

   February 28, 2006 
Dividend yield (%)  3.02 
Expected volatility (%)  16.7 
Risk-free interest rate (%)  4.12 
Weighted-average expected life (years)  7.5 
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9. PREFERENCE SHARES 

 
Authorized 
 
(a) an unlimited number of First Preference Shares, without nominal or par value 
(b) an unlimited number of Second Preference Shares, without nominal or par value 
 

  December 31, 2006 December 31, 2005 

 
Issued and Outstanding 

Balance 
Sheet 

Classification 
Number of 

Shares 
Amount 

(in thousands) 
Number of 

Shares 
Amount 

(in thousands) 
(i)   First Preference Shares, Series C Debt 5,000,000 $122,992 5,000,000 $122,992 
(ii)  First Preference Shares, Series E Debt 7,993,500 196,500 7,993,500 196,500 
         Total classified as debt  12,993,500 $319,492 12,993,500 $319,492 
      
(iii) First Preference Shares, Series F Equity 5,000,000 $122,466 - - 
      

 
(i)  First Preference Shares, Series C 

The First Preference Shares, Series C are entitled to fixed cumulative preferential cash dividends at a rate of 
$1.3625 per share per annum.  On or after June 1, 2010, the Corporation may, at its option, redeem for cash the 
First Preference Shares, Series C, in whole at any time or in part from time to time, at $25.75 per share if 
redeemed before June 1, 2011, at $25.50 per share if redeemed on or after June 1, 2011 but before June 1, 2012, 
at $25.25 per share if redeemed on or after June 1, 2012 but before June 1, 2013 and at $25.00 per share if 
redeemed on or after June 1, 2013 plus, in each case, all accrued and unpaid dividends up to but excluding the 
date fixed for redemption. 

On or after June 1, 2010, the Corporation may, at its option, convert all, or from time to time any part of the 
outstanding First Preference Shares, Series C into fully paid and freely tradable common shares of the 
Corporation.  The number of common shares into which each Preference Share may be so converted will be 
determined by dividing the then-applicable redemption price per Preference Share, together with all accrued and 
unpaid dividends up to but excluding the date fixed for conversion, by the greater of $1.00 and 95 per cent of 
the then-current market price of the common shares at such time.   
 
On or after September 1, 2013, each First Preference Share, Series C will be convertible at the option of the 
holder on the first day of September, December, March and June of each year into freely tradable common 
shares determined by dividing $25.00, together with all accrued and unpaid dividends up to but excluding the 
date fixed for conversion, by the greater of $1.00 and 95 per cent of the then-current market price of the 
common shares.   
 
If a holder of First Preference Shares, Series C elects to convert any of such shares into common shares, the 
Corporation can redeem such First Preference Shares, Series C for cash or arrange for the sale of those shares to 
substitute purchasers. 
 
As the First Preference Shares, Series C are redeemable at the option of the shareholder, they meet the 
definition of a financial liability and, therefore, are classified as long-term liabilities with associated dividends 
classified as finance charges. 
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9. PREFERENCE SHARES (cont’d) 

 
(ii) First Preference Shares, Series E  

 
The First Preference Shares, Series E are entitled to receive fixed cumulative preferential cash dividends in the 
amount of $1.2250 per share per annum. 

 
On or after June 1, 2013, the Corporation may, at its option, redeem all, or from time to time any part of, the 
outstanding First Preference Shares, Series E by the payment in cash of a sum per redeemed share equal to 
$25.75 if redeemed during the 12 months commencing June 1, 2013, $25.50 if redeemed during the 12 months 
commencing June 1, 2014, $25.25 if redeemed during the 12 months commencing June 1, 2015, and $25.00 if 
redeemed on or after June 1, 2016 plus, in each case, all accrued and unpaid dividends up to but excluding the 
date fixed for redemption.   
 
On or after June 1, 2013, the Corporation may, at its option, convert all, or from time to time any part of the 
outstanding First Preference Shares, Series E into fully paid and freely tradable common shares of the 
Corporation.  The number of common shares into which each Preference Share may be so converted will be 
determined by dividing the then-applicable redemption price per First Preference Share, Series E, together with 
all accrued and unpaid dividends up to but excluding the date fixed for conversion, by the greater of $1.00 and 
95 per cent of the then-current market price of the common shares at such time. 

 
On or after September 1, 2016, each First Preference Share, Series E will be convertible at the option of the 
holder on the first business day of September, December, March and June of each year, into fully paid and 
freely tradable common shares determined by dividing $25.00, together with all accrued and unpaid dividends 
up to but excluding the date fixed for conversion, by the greater of $1.00 and 95 per cent of the then-current 
market price of the common shares.  If a holder of Preference Shares, Series E elects to convert any of such 
shares into common shares, the Corporation can redeem such Preference Shares, Series E for cash or arrange for 
the sale of those shares to other purchasers. 
 
As the First Preference Shares, Series E are redeemable at the option of the shareholder, they meet the definition 
of a financial liability and, therefore, are classified as long-term liabilities with associated dividends classified 
as finance charges. 
 

(iii) First Preference Shares, Series F 
 
On September 28, 2006, the Corporation issued 5,000,000 First Preference Shares, Series F at $25.00 per share 
for net after-tax proceeds of $122.5 million. 
 
The First Preference Shares, Series F are entitled to receive fixed cumulative preferential cash dividends in the 
amount of $1.2250 per share per annum. 
 
On or after December 1, 2011, the Corporation may, at its option, redeem for cash the First Preference Shares, 
Series F, in whole at any time or in part from time to time, at $26.00 per share if redeemed before 
December 1, 2012, at $25.75 per share if redeemed on or after December 1, 2012 but before December 1, 2013, 
at $25.50 per share if redeemed on or after December 1, 2013 but before December 1, 2014, at $25.25 per share 
if redeemed on or after December 1, 2014 but before December 1, 2015, and at $25.00 per share if redeemed on 
or after December 1, 2015 plus, in each case, all accrued and unpaid dividends up to but excluding the date 
fixed for redemption. 
 
As the First Preference Shares, Series F are not redeemable at the option of the shareholder, they are classified 
as equity and the associated dividends are deducted on the income statement immediately before arriving at net 
earnings applicable to common shares. 
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10. EMPLOYEE FUTURE BENEFITS 

 
The Corporation provides pension arrangements and other post-employment benefits to qualified employees 
through both defined contribution and defined benefit arrangements. The cost of providing the defined benefit 
arrangements was $5.6 million and $19.7 million for the quarter ended and year ended December 31, 2006, 
respectively ($5.5 million and $16.2 million for the quarter ended and year ended December 31, 2005, 
respectively).  The cost of providing the defined contribution arrangements for the quarter ended and year ended 
December 31, 2006 was $1.5 million and $4.0 million, respectively ($1.2 million and $3.5 million for the 
quarter ended and year ended December 31, 2005, respectively). 
 
 

11. FINANCE CHARGES 
 

 Quarter Ended 
December 31 

Year Ended 
December 31 

(in thousands) 2006 2005 2006 2005 
Amortization of debt and stock issue expenses $      216 $      600 $       683 $    1,093 
Interest - Long-term debt and capital lease obligations 

 - Short-term borrowings  
39,490 
1,852 

36,173 
1,771 

154,308 
6,339 

142,710 
5,912 

Interest charged to construction (1,310) (2,043) (4,389) (6,727) 
Interest earned (545) (548) (3,493) (3,434) 
Unrealized foreign exchange loss (gain) on long-term debt            83           71 (1,725) (2,335) 
Dividends on preference shares  4,151 4,151 16,606 16,606 
 $ 43,937 $ 40,175 $168,329 $153,825 

 
 
12. GAIN ON SALE OF INCOME PRODUCING PROPERTY 

 
 On June 28, 2006, Fortis Properties sold the Days Inn Sydney for gross proceeds of $4.5 million resulting in a 

gain of $2.1 million ($1.6 million after-tax). 
 
 

13. GAIN ON SETTLEMENT OF CONTRACTUAL MATTERS  
  

In the first quarter of 2005, Fortis recorded a $10.0 million ($7.9 million after-tax) gain resulting from the 
settlement of contractual matters between FortisOntario and Ontario Power Generation Inc.  
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14. CORPORATE TAXES 

 
Corporate taxes differ from the amount that would be expected by applying the enacted Canadian federal and 
provincial statutory tax rates to earnings before corporate taxes.  The following is a reconciliation of the 
consolidated statutory tax rate to the consolidated effective tax rate: 
 

 Quarter Ended  
December 31 

(%) 

Year Ended 
December 31 

(%) 
 2006 2005 2006 2005 
Statutory tax rate 35.3 35.5 35.2 35.3 
Preference share dividends 3.1 4.5 3.2 2.8 
Large corporations’ tax - 3.0 - 2.1 
Differences between Canadian statutory rates and those 

applicable to foreign subsidiaries (7.9)
 

(8.0) 
 

(6.8) (3.6)
Items capitalized for accounting but expensed for income 

tax purposes (5.8)
 

(0.7) 
 

(10.7) (0.1)
Other timing differences (0.2) (5.3) (1.2) (1.6)
Impact of reduction in income tax rates on future income 
     tax balances (1.3)

 
- 

 
(2.4) 

 
- 

Change in revenue recognition policy at Newfoundland 
     Power (Note 3) 

 
0.9 

 
- 

 
0.8 

 
- 

Maritime Electric tax reassessment (Note 17) - - 0.9 - 
Cornwall Electric tax reassessment  - (0.5) - (0.8)
Pension costs (0.3) (0.2) (0.4) (0.8)
Other (4.0) (1.2) (1.4) (0.4)
Effective tax rate 19.8 27.1 17.2 32.9 

 
The AEUB-approved 2006/2007 Negotiated Settlement Agreement, effective January 1, 2006, resulted in a 
change in the income tax methodology used at FortisAlberta whereby future income tax expense for federal 
income tax, associated with specified timing differences, is no longer being recognized.  The effect of the 
change in income tax methodology has been a decrease in income tax expense during the quarter and year 
compared to the same periods last year, primarily associated with the timing of recognition for income tax 
purposes of those items capitalized for accounting purposes (Note 3). 
 
 

15. BUSINESS ACQUISITIONS 
 

Caribbean Utilities 
 

On November 7, 2006, Fortis, through a wholly owned subsidiary, acquired an aggregate of 4,113,116 of the 
outstanding Class A Ordinary Shares of Caribbean Utilities for US$11.89 per share under a private agreement 
with International Power Holdings Ltd. (“IPHL”) and 4 other vendors affiliated with IPHL.  The aggregate 
purchase price of $55.7 million (US$49.0 million), including acquisition costs, was financed through cash 
consideration from the issuance of US$40 million unsecured subordinated convertible debentures, combined 
with drawings on the Corporation’s credit facilities.  
 
Following this acquisition, Fortis controls Caribbean Utilities by beneficially owning 13,565,511, or 
approximately 54 per cent, of the outstanding Class A Ordinary Shares of Caribbean Utilities. 
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15. BUSINESS ACQUISITIONS (cont’d) 

 
Caribbean Utilities (cont’d) 

 
The acquisition has been accounted for using the purchase method.  Caribbean Utilities’ balance sheet as at 
November 7, 2006, has been consolidated in the December 31, 2006 balance sheet of Fortis.  Beginning with 
the first quarter of 2007, Fortis will consolidate Caribbean Utilities’ financial statements on a 2-month lag basis 
and will include Caribbean Utilities’ January 31, 2007 balance sheet and statement of earnings and cash flows 
for the three-month period ended January 31, 2007.  During 2006 and 2005, the statements of earnings of Fortis 
reflected the Corporation’s previous approximate 37 per cent ownership interest in Caribbean Utilities, 
previously accounted for on a 2-month equity lag basis.  Caribbean Utilities’ financial results are reported in the 
Corporation’s Regulated Utilities – Caribbean operating segment.  
 
The regulated nature of Caribbean Utilities and the determination of revenues and earnings are based on historic 
values and do not change with market conditions or change of ownership.  Therefore, no fair market value 
increments were recorded as part of the purchase price on those net assets included in the defined asset base 
upon which the Company is permitted to earn a regulated rate of return, as all economic benefits associated with 
them will accrue to customers.  The book value of the net assets included in the defined asset base has been 
assigned as fair value for purchase price allocation.  The book value of net assets not included in the defined 
asset base approximate fair value.  Therefore, no fair market value increments have been recorded as part of the 
purchase price associated with these items. 
 
The Corporation has accounted for the acquisition of the controlling interest in Caribbean Utilities as a 2-step 
acquisition for the purpose of purchase price allocation and the assigning of costs to identifiable assets, 
goodwill and intangible assets, if any. 

 
Upon acquiring additional Class A Ordinary Shares in Caribbean Utilities in January 2003, the Corporation’s 
ownership interest in Caribbean Utilities increased to approximately 37 per cent.  As of January 2003, this 
investment was accounted for on an equity basis and, therefore, was considered the first step in the 2-step 
acquisition process.  Previous to January 2003, the Corporation’s approximate 22 per cent ownership interest in 
Caribbean Utilities was accounted for on a cost basis.  On November 7, 2006, the Corporation increased its 
ownership interest in Caribbean Utilities to approximately 54 per cent representing a controlling interest in the 
Company and, therefore, was considered the second step in the 2-step acquisition process. 
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15. BUSINESS ACQUISITIONS (cont’d) 

 
Caribbean Utilities (cont’d) 
 
The total purchase price allocation, subject to final adjustment to be made by September 30, 2007, is estimated 
as follows: 

 

 
(in thousands) 

      
Total   

Fair value assigned to net assets:       

Utility capital assets      $   318,587 

Current assets      29,704 

Goodwill      105,859 

Regulatory assets      13,367 

Other assets      1,850 

Current liabilities      (28,764) 

Long-term debt (including current portion) (Note 6)      (178,146) 

Non-controlling interest      (76,836) 

Other liabilities      (190) 

      185,431 

Cash      2,676 

      $   188,107 
 
 
Fortis Turks and Caicos 
 
On August 28, 2006, Fortis, through a wholly owned subsidiary, acquired all issued and outstanding common 
shares of  P.P.C. Limited and Atlantic Equipment & Power (Turks and Caicos) Ltd. (collectively referred to as 
“Fortis Turks and Caicos”) for aggregate consideration of approximately $97.7 million (US$87.8 million).  The 
purchase price net of assumed debt and acquisition costs of $75.6 million (US$68.0 million) was initially 
financed, through cash consideration, by way of drawings on the Corporation’s credit facilities that were repaid 
in part, with partial proceeds from the issuance of First Preference Share, Series F of Fortis on 
September 28, 2006.  
 
The acquisition has been accounted for using the purchase method, whereby the results of full operations of 
Fortis Turks and Caicos have been included in the consolidated financial statements of Fortis in the Regulated 
Utilities - Caribbean segment, commencing August 28, 2006. The regulated nature of Fortis Turks and Caicos 
and the determination of revenues and earnings are based on historic values and do not change with market 
conditions or change of ownership.  Therefore, no fair market value increments were recorded as part of the 
purchase price on those net assets included in the defined asset base upon which the Company is permitted to 
earn a regulated rate of return, as all economic benefits associated with them will accrue to customers. The book 
value of the net assets included in the defined asset base has been assigned as fair value for purchase price 
allocation.  The book value of net assets not included in the defined asset base approximate fair value. 
Therefore, no fair market value increments have been recorded as part of the purchase price associated with 
these items. 
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15. BUSINESS ACQUISITIONS (cont’d) 

 
Fortis Turks and Caicos (cont’d) 
 
The purchase price allocation, subject to final adjustments to be made by June 30, 2007, is estimated as follows: 
 

(in thousands)  PPC  Atlantic  Total     

Fair value assigned to net assets:       

Utility capital assets  $     45,196  $        605  $    45,801 

Current assets  17,787  815  18,602 

Goodwill  38,747                -  38,747 

Other assets  905                -  905 

Current liabilities  (3,162)         (105)  (3,267) 

Assumed debt (including current portion) (Note 6)  (22,072)             -        (22,072) 

Other liabilities  (2,057)  (1,075)  (3,132) 

  $     75,344  $        240  $    75,584 
 
 
Fortis Properties 
 
On November 1, 2006, Fortis Properties purchased assets comprising of 4 hotels in Alberta and British 
Columbia for an aggregate cash purchase price of $51.9 million, including assumed debt and acquisition costs.  
The 4 hotels are Holiday Inn Express and Suites, and Best Western, in Medicine Hat, Alberta; Ramada Hotel 
and Suites, in Lethbridge, Alberta; and Holiday Inn Express, in Kelowna, British Columbia.   

The acquisition has been accounted for using the purchase method, whereby the results of full operations have 
been included in the consolidated financial statements of Fortis from the date of acquisition, commencing 
November 1, 2006. 

 
The purchase price allocation to net assets based on their fair values is as follows: 

 

(in thousands)           
Fair value assigned to net assets:       
Income producing properties      $       51,803   
Other assets      362 
Other liabilities      (245) 
Long-term debt (Note 6)      (11,571) 
      $       40,349   
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16. SEGMENTED INFORMATION 
a)    Information by reportable segment is as follows: 
Quarter ended Inter-
(in thousands of dollars) Fortis Fortis NF Maritime Fortis Total Total Fortis Fortis segment
December 31, 2006 Alberta BC Power Electric Ontario Canadian     Caribbean ¹ Generation Properties Corporate eliminations Consolidated

Operating revenues 65,792           58,327         113,663      31,204        31,810      300,796          31,643              20,236            41,902             2,656          (6,960)            390,273             
Equity income -                    -                 -                 -                 -               -                     2,838                -                     -                     -                 -                    2,838                 
Energy supply costs -                    20,151         69,177        18,998        23,801      132,127          16,750              1,466              -                     -                 (3,888)            146,455              
Operating expenses 30,833           16,941         14,747        3,314          3,732        69,567            4,401                3,985              28,342            3,044          (1,060)            108,279              
Amortization 17,615           6,894          8,938          2,506          1,393        37,346            2,325                2,619              3,578              729             -                    46,597               
Operating income 17,344           14,341         20,801        6,386          2,884        61,756            11,005               12,166             9,982              (1,117)         (2,012)            91,780               
Finance charges 8,074             6,026          8,229          2,494          1,303        26,126            1,035                2,341              5,568              10,879        (2,012)            43,937               
Corporate taxes 986               1,894          3,611          1,550          565          8,606              374                   1,474              1,606              (2,570)         -                    9,490                 

Non-controlling interest -                    -                 146            -                 -               146                 1,175                1,602              -                     (41)              -                    2,882                 

Net earnings (loss) 8,284             6,421          8,815          2,342          1,016        26,878            8,421                6,749              2,808              (9,385)         -                    35,471               
Preference share dividends -                    -                 -                 -                 -               -                     -                       -                     -                     1,585          -                    1,585                 
Net earnings (loss) applicable to common shares 8,284             6,421          8,815          2,342          1,016        26,878            8,421                6,749              2,808              (10,970)       -                    33,886               

Goodwill 228,615         220,719       -                 19,858        42,947      512,139          149,172             -                     -                     -                 -                    661,311              
Identifiable assets 1,158,546      809,923       936,300      317,331      128,653    3,350,753       678,803            245,854           485,732           43,368        (18,380)          4,786,130           
Total assets 1,387,161      1,030,642    936,300      337,189      171,600    3,862,892       827,975            245,854           485,732           43,368        (18,380)          5,447,441           

Capital expenditures 67,221           37,930         19,004        8,824          4,026        137,005          15,099              353                 1,538              25               -                    154,020              

December 31, 2005

Operating revenues 58,668           50,164         101,411      28,882        32,905      272,030          19,836              26,043            38,287            1,884          (7,850)            350,230             
Equity income -                    -                 -                 -                 -               -                     2,854                -                     -                     -                 -                    2,854                 
Energy supply costs -                    15,934         69,054        18,268        25,750      129,006          10,789              1,635              -                     -                 (5,085)            136,345              
Operating expenses 29,987           16,781         13,953        3,380          4,079        68,180            2,850                6,093              25,683            3,027          (1,059)            104,774              
Amortization 15,788           4,924          6,267          2,433          1,337        30,749            1,228                2,623              3,069              785             -                    38,454               
Operating income 12,893           12,525         12,137        4,801          1,739        44,095            7,823                15,692             9,535              (1,928)         (1,706)            73,511                
Finance charges 6,325             5,350          7,925          1,829          1,254        22,683            1,741                2,681              5,188              9,588          (1,706)            40,175               
Corporate taxes 2,397             1,487          1,176          1,275          323          6,658              342                   3,499              1,430              (2,893)         -                    9,036                 
Non-controlling interest -                    -                 147            -                 -               147                 904                   1,027              -                     (41)              -                    2,037                 
Net earnings (loss) applicable to common shares 4,171             5,688          2,889          1,697          162          14,607            4,836                8,485              2,917              (8,582)         -                    22,263               

Goodwill 228,615         220,719       -                 19,858        42,947      512,139          -                       -                     -                     -                 -                    512,139              
Identifiable assets 970,738         722,392       895,892      290,356      120,867    3,000,245       212,157             267,049           427,753           41,655        (28,702)          3,920,157           
Equity investment assets -                    -                 -                 -                 -               -                     164,808             -                     -                     -                 -                    164,808              
Total assets 1,199,353      943,111       895,892      310,214      163,814    3,512,384       376,965            267,049           427,753           41,655        (28,702)          4,597,104           

Capital expenditures 58,210           38,885         17,571        6,628          5,265        126,559          3,580                3,178              7,375              633             -                    141,325              

¹ Includes Belize Electricity, Fortis Turks and Caicos, and Caribbean Utilities in Grand Cayman.

Non-RegulatedRegulated Utilities
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16. SEGMENTED INFORMATION (cont’d) 
 
Year Ended Inter-
(in thousands of dollars) Fortis Fortis NF Maritime Fortis Total Total Fortis Fortis segment
December 31, 2006 Alberta BC Power Electric Ontario Canadian Caribbean ¹ Generation Properties Corporate eliminations Consolidated

Operating revenues 250,776        215,618      421,264    122,407    130,034    1,140,099        101,039        79,387            162,928           9,037          (30,492)          1,461,998                
Equity income -                   -                 -               -               -               -                     9,738           -                     -                     -                 -                    9,738                       
Energy supply costs -                   67,576        257,157    72,980      97,762      495,475          56,823         6,233              -                     -                 (18,046)          540,485                   
Operating expenses 115,230        63,103        53,996      12,828      14,642      259,799          12,778          15,150             105,323           10,592        (5,055)            398,587                   
Amortization 68,766          27,333        33,129      10,148      5,407        144,783          6,807           10,496             12,456             2,969          -                    177,511                    
Operating income 66,780          57,606        76,982      26,451      12,223      240,042          34,369         47,508            45,149             (4,524)         (7,391)            355,153                   
Finance charges 30,118          23,423        32,677      10,255      5,074        101,547           4,742           10,013             20,973            38,445        (7,391)            168,329                   
Gain on sale of income producing property -                   -                 -               -               -               -                     -                  -                     (2,088)             -                 -                    (2,088)                     
Corporate taxes (4,734)           6,767          13,639      6,429        3,082        25,183            1,525           8,125              7,563              (9,858)         -                    32,538                     
Non-controlling interest -                   -                 588          -               -               588                 4,490           2,690              -                     (166)            -                    7,602                       
Net earnings (loss) 41,396          27,416        30,078      9,767        4,067        112,724           23,612          26,680            18,701             (32,945)       -                    148,772                   
Preference share dividends -                   -                 -               -               -               -                     -                  -                     -                     1,585          -                    1,585                       
Net earnings (loss) applicable to common shares 41,396          27,416        30,078      9,767        4,067        112,724           23,612          26,680            18,701             (34,530)       -                    147,187                   

Goodwill 228,615        220,719      -               19,858      42,947      512,139           149,172        -                     -                     -                 -                    661,311                    
Identifiable assets 1,158,546      809,923      936,300    317,331    128,653    3,350,753       678,803       245,854           485,732           43,368        (18,380)          4,786,130                
Total assets 1,387,161      1,030,642    936,300    337,189    171,600    3,862,892       827,975       245,854           485,732           43,368        (18,380)          5,447,441                

Capital expenditures 243,151        110,914      60,235      26,853      10,357      451,510           26,764         3,153              16,887             1,676          -                    499,990                   

December 31, 2005

Operating revenues 259,775        194,765      419,963    116,693    139,668    1,130,864        75,790         83,955            154,403           9,977          (24,984)          1,430,005                
Equity income -                   -                 -               -               -               -                     11,466          -                     -                     -                 -                    11,466                     
Energy supply costs -                   60,412        255,954    71,568      110,164    498,098          40,845         6,204              -                     -                 (11,232)          533,915                   
Operating expenses 113,006        64,738        53,812      12,535      14,520      258,611           10,725          17,812             99,967            9,490          (4,225)            392,380                   
Amortization 61,395          19,038        32,143      9,670        5,100        127,346          5,770           10,380             11,244             2,882          -                    157,622                   
Operating income 85,374          50,577        78,054      22,920      9,884        246,809          29,916          49,559            43,192             (2,395)         (9,527)            357,554                   
Finance charges 24,198          18,513        31,369      7,614        5,058        86,752            5,614           14,051             19,988             36,947        (9,527)            153,825                   
Gain on settlement of contractual matters -                   -                 -               -               -               -                     -                  (10,000)           -                     -                 -                    (10,000)                    
Corporate taxes 25,105          7,424          15,368      6,224        493          54,614            1,261            13,811             9,077              (8,347)         -                    70,416                     
Non-controlling interest -                   -                 588          -               -               588                 3,610           2,183              -                     (165)            -                    6,216                       
Net earnings (loss) applicable to common shares 36,071          24,640        30,729      9,082        4,333        104,855          19,431          29,514             14,127             (30,830)       -                    137,097                   

Goodwill 228,615        220,719      -               19,858      42,947      512,139           -                  -                     -                     -                 -                    512,139                   
Identifiable assets 970,738        722,392      895,892    290,356    120,867    3,000,245       212,157        267,049           427,753           41,655        (28,702)          3,920,157                
Equity investment assets -                   -                 -               -               -               -                     164,808        -                     -                     -                 -                    164,808                   
Total assets 1,199,353      943,111      895,892    310,214    163,814    3,512,384        376,965       267,049           427,753           41,655        (28,702)          4,597,104                

Capital expenditures 164,962        115,989      55,399      40,369      10,913      387,632          15,197          19,310             21,275             2,615          -                    446,029                   

¹ Includes Belize Electricity, Fortis Turks and Caicos, and Caribbean Utilities in Grand Cayman.

Non-RegulatedRegulated Utilities
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16. SEGMENTED INFORMATION (cont’d) 

 
b)  Inter-Segment Transactions 

 
Inter-segment transactions are in the normal course of operations and are measured at the exchange 
amount, which is the amount of consideration established and agreed to by the related parties. The 
significant inter-segment transactions primarily related to the sale of energy from Fortis Generation to 
Belize Electricity and FortisOntario, electricity sales from Newfoundland Power to Fortis Properties 
and finance charges on inter-segment borrowings.  The significant inter-segment transactions for the 
three and twelve months ended December 31, 2006 and 2005 are detailed below. 
 

 
Inter-segment transactions  

Quarter Ended 
December 31 

Year Ended 
December 31 

(in thousands) 2006 2005 2006 2005 
Sales from Fortis Generation to Belize Electricity $3,449 $4,335 $16,629 $8,217 
Sales from Fortis Generation to FortisOntario 459 527 1,481 2,032 
Sales from Newfoundland Power to Fortis Properties 644 874 3,422 3,474 
Inter-segment finance charges on borrowings from:     
    Corporate to Fortis Properties 1,548 926 4,751 3,763 
    Corporate to Fortis Generation - - - 2,222 
    Fortis Generation to Belize Electricity - 478 742 2,266 

 
 
17. CONTINGENT LIABILITIES AND COMMITMENTS 

 
Contingent liabilities 
Fortis is a party to a number of disputes and lawsuits in the normal course of business.  The following 
describes the nature of the Corporation’s contingent liabilities. 
 

(a) Maritime Electric 
In April 2006, Canada Revenue Agency (“CRA”) reassessed Maritime Electric’s 1997-2004 taxation 
years.  The reassessment encompasses the Company’s tax treatment, specifically the Company’s 
timing of deductions, with respect to: (i) the ECAM in the 2001-2004 taxation years, (ii) customer 
rebate adjustments in the 2001-2003 taxation years, and (iii) the Company’s payment of approximately 
$6 million on January 2, 2001 associated with a settlement with New Brunswick Power regarding its 
$450 million write-down of the Point Lepreau Nuclear Generating Station in 1998. 
 
Maritime Electric believes it has reported its tax position appropriately in all aspects of the 
reassessment and filed a Notice of Objection with the Chief of Appeals at CRA.  Should the Company 
be unsuccessful in defending all aspects of the reassessment, the Company would be required to pay 
approximately $12.1 million in taxes and accrued interest.  As at December 31, 2006, 
Maritime Electric has provided for, through future and current income taxes payable, approximately 
$11.6 million and, therefore, an additional liability of $0.5 million would arise.  In this event, the 
Company would apply to the Island Regulatory and Appeals Commission to include this amount in the 
regulatory rate-making process.  The provisions of the Income Tax Act require the Company to deposit 
one-half of the assessment under objection with CRA and the Company made a payment on deposit of 
$5.9 million with CRA on June 29, 2006. 
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17. CONTINGENT LIABILITIES AND COMMITMENTS (cont’d) 

 
(b) FortisAlberta 

On March 24, 2006, Her Majesty the Queen in Right of Alberta (the “Crown”) filed a statement of 
claim in the Court of Queen’s Bench of Alberta in the Judicial District of Edmonton against 
FortisAlberta.  The Crown’s claim is that the Company is responsible for a fire that occurred in 
October 2003 in an area of the Province of Alberta commonly referred to as Poll Haven Community 
Pasture.  The Crown is seeking approximately $2.7 million in fire-fighting and suppression costs and 
approximately $2.4 million in timber losses, as well as interest and other costs.  FortisAlberta and the 
Crown have exchanged several investigation and expert reports.  Both the factual evidence and expert 
opinion received to date leads management to believe that FortisAlberta is not responsible for the 
cause of the fire and has no liability for the damages.  However, given the preliminary stage of the 
proceedings, FortisAlberta has not made any definitive assessment of potential liability with respect to 
the claim.   No amount, therefore, has been accrued in the consolidated financial statements. 
 

(c) FortisBC 
The B.C. Ministry of Forests (the “Ministry”) has alleged breaches of the Forest Practices Code and 
negligence relating to a fire near Vaseux Lake and has filed and served a writ and statement of claim 
against FortisBC.  The Company is currently communicating with the Ministry and its insurers. In 
addition, FortisBC has been served with 2 filed writs and statements of claim by private land owners in 
relation to the same matter.  The outcome cannot be reasonably determined and estimated at this time 
and, accordingly, no amount has been accrued in the consolidated financial statements. 
 
On January 5, 2006, FortisBC was served a writ and statement of claim filed with the B.C. Supreme 
Court under the Class Proceedings Act, 1995 on behalf of a class consisting of all persons who are or 
were customers of FortisBC and who paid or have been charged FortisBC’s late payment penalties at 
any time between April 1, 1981 and the date of any judgment in this action.  The claim is that 
forfeitures of the prompt payment discount offered to customers constitute “interest” within the 
meaning of section 347 of the Criminal Code and, since the effective annual rate of such interest 
exceeds 60 per cent, they are illegal and void.  In the action, the Plaintiff seeks damages and restitution 
of all late payment penalties which were forfeited.  On December 13, 2006, the application to certify 
the action as a class action was heard in the B.C. Supreme Court.  In a decision delivered on 
January 11, 2007, the B.C. Supreme Court dismissed the application to certify the action as a class suit.  
Any appeal by the Plaintiff must be filed within 30 days of the decision. The final outcome cannot be 
reasonably determined and estimated at this time and, accordingly, no amount has been accrued in the 
consolidated financial statements. 
 

(d) FortisUS Energy 
Legal proceedings were initiated against FortisUS Energy by the Village of Philadelphia 
(the “Village”), New York.  The Village claimed that FortisUS Energy should honour a series of current 
and future payments set out in an agreement between the Village and a former owner of the hydro site, 
located in the Village of Philadelphia municipality, now owned by FortisUS Energy, totalling 
approximately US$7.1 million (CDN$8.0 million).  The First American Title Insurance Company is 
defending the action on behalf of FortisUS Energy.  A memorandum Decision and Order was filed by 
the State of New York Supreme Court of Jefferson County on December 21, 2006 granting summary 
judgment to FortisUS Energy dismissing the action by the Village.  The Village, however, filed a notice 
of appeal in January 2007.  Management believes that the appeal will not be successful and, therefore, 
no provision has been made in these consolidated financial statements.  
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17. CONTINGENT LIABILITIES AND COMMITMENTS (cont’d) 

 
Commitments 
 
The Corporation’s commitments are consistent with disclosures in its annual audited consolidated 
financial statements for the year ended December 31, 2005, except as described below. 
 
Belize Electricity has a 15-year power purchase agreement with Hydro Maya for the supply of 3 MW 
of capacity, which is scheduled to commence early in 2007.  Additionally, Belize Electricity has 
entered into a 2-year power purchase agreement, expiring August 2008, with Comisión Federal de 
Electricidad of Mexico for the supply of 15 MW of firm energy.  Commitments under these power 
purchase agreements total approximately $20.2 million. 
 

 During 2006, Caribbean Utilities entered into a project agreement for the purchase and turnkey 
installation of one 16-MW medium-speed diesel generating unit and auxiliary equipment.  This unit is 
scheduled for installation to meet the summer 2007 demand.  The contract cost is US$18.4 million and 
the total estimated cost for completion of the project is US$22.2 million.  As at October 31, 2006, 
approximately US$5.7 million had been spent related to this project. 
 
 

18. SUBSEQUENT EVENTS 
 

(a) On January 3, 2007, FortisAlberta closed a $110 million senior unsecured debenture offering.  The 
debentures bear interest at a rate of 4.99 per cent, to be paid semi-annually and mature on January 3, 
2047.  The proceeds of the offering were used to repay existing indebtedness incurred under the 
Company’s committed unsecured credit facility, which was incurred primarily to fund capital 
expenditures, and for general corporate purposes. 

 
(b) On January 18, 2007, Fortis issued 5,170,000 Common Shares of the Corporation for 

$29.00 per Common Share.  The common share issue resulted in gross proceeds of $149.9 million, or 
approximately $145.6 million net of after-tax expenses.  The net proceeds of the offering were used by 
Fortis to repay indebtedness incurred for recent acquisitions, to support the capital expenditure 
programs of the Corporation’s regulated utilities in western Canada and for general corporate purposes.  
 

 
19. COMPARATIVE FIGURES 

 
Certain comparative figures have been reclassified to comply with current period classifications. 
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CORPORATE INFORMATION 
 
Fortis Inc. is primarily a diversified, international electric utility holding company with assets exceeding 
$5.4 billion and annual revenues of approximately $1.5 billion.  The Corporation holds investments in 
regulated electric utilities, non-regulated generation operations and a non-utility company with investments 
in real estate and hotels.  The Common Shares, First Preference Shares, Series C; First Preference Shares, 
Series E; and First Preference Shares, Series F of Fortis Inc. are traded on the Toronto Stock Exchange 
under the symbols FTS, FTS.PR.C, FTS.PR.E and FTS.PR.F, respectively.  Fortis Inc. information can be 
accessed at www.fortisinc.com. 
 
Share Transfer Agent and Registrar: 
Computershare Trust Company of Canada 
9th Floor, 100 University Avenue 
Toronto, ON  M5J 2Y1 
T:  514.982.7555 or 1.866.586.7638 
F:  416.263.9394 or 1.888.453.0330 
W: www.computershare.com 
E:  service@computershare.com 
 
For the year ended December 31, 2006, Fortis Inc. will be filing the Certification of Annual Filings 
(Form 52-109F1) on SEDAR. Additional information including the Fortis 2005 Annual Information Form, 
Management Information Circular and Annual Report are available on SEDAR at www.sedar.com and on 
the Corporation’s web site at www.fortisinc.com. 
 
 
For further information, please contact: 
 
Mr. Barry V. Perry 
Vice President Finance and Chief Financial Officer 
Fortis Inc. 
T: 709.737.2800 
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