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BEACON

SECURITIES
LI M I T E D

*Please view the disclaimer at the end of this report

February 9, 2006

Dale Noseworthy, CA, CFA

Equity Research Analyst
902-422-8138

800-565-1981
dnoseworthy@beaconsecurities.ns.ca

Fortis Inc. (FTS)

Q4 and 2005 Earnings Release

12-month target $22.60 (maintained)
Market Perform (unchanged)

Market Highlights

Ticker FTS
Current Price $22.16
52-wk High $25.64
52-wk Low $17.25
Shares O/S 103.2M
Market Cap $2.3B
Current P/E 19.3
Dividend Yield 2.9%

Financial Highlights

Q4 05 Earnings $22.3M
Q4 04 Earnings $21.2M
Q4 05 EPS (basic)  $0.22

Q4 04 EPS (basic)  $0.22

Q4 05 Total Assets  $4.3B

Q4 04 Total Assets  $3.9B

Debtto Total Cap  58.7%

Q405

Debtto Total Cap  61.4%

Q404

Estimates

EPS (basic) 05 (A)  $1.35

EPS (diluted) 05 (A) $1.24

EPS (basic) 06 (E)  $1.28

EPS (diluted) 06 (E) $1.25

EPS (basic) 07 (E)  $1.37

EPS (diluted) 07 (E) $1.33

CFPS* 05 (A) $3.05

CFPS* 06 (E) $3.04
CFPS* 07 (E) $3.22

P/E on 07 EPS 17.3

P/E on 08 EPS 16.2

12-mth return (E) 4.9%

Event

Fortis released its Q4 and ‘05 earnings on Febru-
ary 7th. EPS for the quarter were $0.22, compa-
rable to earnings during Q4 ‘04 of $0.22.

Quarterly results were slightly better than our
expectation of $0.19, based on a number of
small variances in both the regulated and un-
regulated businesses.

Basic EPS for ‘05 were $1.35, up from $1.07 in
‘04. The increase during the year is primarily
attributable to a full year of contribution from
FortisBC and FortisAlberta, higher wholesale
energy prices in Ontario, higher equity from
Caribbean Utilities and a $7.9M (after tax) gain
in Q2 relating to the Ontario Power Generation
Inc. (OPGI) settlement.

Quarterly Highlights

Decreased Earnings from Regulated Canadian
Utilities

Earnings from Fortis’s regulated Canadian utili-
ties were $14.7M in the quarter, down $10.4M
from Q4 ‘04, due primarily to reduced earnings
in FortisAlberta and FortisBC.

The decrease in FortisAlberta of $3.3M, to quar-
terly earnings of $4.2M, was due primarily to a
one-time adjustment of approximately $3.0M
related to the implementation of the negotiated
rate settlement reached in May, and higher oper-
ating costs.

FortisBC earned $5.7M in the quarter, compared
to $11.6M in Q4 ‘04. The variance is due pri-
marily to a $3.7M (after-tax) adjustment in ‘04
relating to unbilled revenue. A $1.4M increase
in operating costs, due to increased customer
service and system maintenance, also impacted
earnings, as did interest on increased debt to
fund capital expansion.

Quarterly earnings in FortisOntario decreased
$0.7M, to $0.2M, due to an early retirement pro-
gram and an increase in shared service costs
from non-regulated Ontario generation opera-
tions.

Significant Earnings Growth from Caribbean
Utilities

Equity earnings from Fortis’s 39.6% interest in
Caribbean Utilities were $2.8M in the quarter,
compared to a loss of $5.8M in Q4 “04. Hurri-
cane Ivan had a significant impact on earnings in
Q4 “04. The loss in the period included unin-
sured hurricane related costs.

Unregulated Generation Up 81%

Fortis’s unregulated generation assets had a
strong quarter, with earnings increasing to
$8.5M, compared to $4.7M in Q4 ‘04. The ma-
jority of the increase was due to higher average
wholesale energy prices in Ontario and Upper
New York State. The average wholesale energy
price in Ontario for the quarter was $71.46, a
41% increase above the average price in the
same period last year. Prices in New York were
up 52% in the same period.

Capital Structure at 59% Debt

At the end of Q4 total debt, net of cash, as a per-
centage of total capital was 58.7%, up from
57.9% at the end of Q3, and improved from
61.4% at the end of Q4 “04. Net debt was in-
creased by approximately $89M in the period as
Fortis continued to invest significant capital in
BC and Alberta.

Stable Cash from Operations

Cash generated from operating activities in the
quarter, not including changes in non-cash work-
ing capital, were relatively stable quarter over
quarter, at $71.4M. Including change in non-
cash working capital cash from operations was
down $17.2 in the quarter. The variance was
due to higher accounts payable balances at year
end ‘04, due to construction of the Chalillo pro-
ject and purchased power payments at Belize
Electric.

Capital Investment Continues

As noted, Fortis continues to make significant
capital expenditures in Alberta and BC. In the
quarter $133.9M was spent on utility capital
assets. For the year, Fortis has invested

* Includes operating cash flow before non-cash working capital



Fortis Inc.

February 9, 2006

$424.7M on utility capital assets, and another $83.9M on its in-
come producing properties.

Changes to our Forecast

We have adjusted our annual forecast for ‘06 and introduced our
forecast for ‘07. Our projected EPS for ‘06 has decreased
slightly to $1.28 from $1.32. Overall we expect to see Canadian
Utilities to deliver higher earnings in ‘06, based on expected im-
provements in Ontario, and increased rate base and GWh sales in
BC and Alberta. Modest increases are expected from the Carib-
bean utilities, as well as through Fortis Properties. The biggest
negative variance expected in ‘06 is through the Company’s non-
regulated generation. Earnings in ‘05 were extraordinary, with
very high prices for wholesale power in Ontario and an after-tax
gain of $7.3M relating to the settlement with OPGI.

Our targeted EPS in ‘07 is 1.37, with the most growth expected to
come from FortisBC and FortisAlberta, with significant capital
spending continuing. FortisOntario is also expected to show im-
proved earnings.

Target Price maintained at $22.60

We have maintained our 12-month target price of $22.60. Our

valuation is based on an average of four approaches, applied

against ‘06 and ‘07 projections.

1) Adividend yield of 3%, based on a 30% discount to an an-
ticipated 10-year bond rate of 4.30%,

2) A PJE ratio of 17 against our EPS forecast of $1.28 in ‘06
and 1.37 in ‘07.

3) AP/B multiple of 1.8 on an anticipated book value of equity
of $1.3B and $1.4B at year end ‘06 and 07 respectively.

4) A dividend discount model using a long term growth rate of
5%.

Conclusion

Fortis’s operating earnings are expected to continue to grow in
‘06 and ‘07, driven primarily by FortisAlberta and FortisBC.
Even with this growth, earnings are expected to decrease in ‘06
due to some non-operational gains experienced in ’05.

Based on the current price of $22.16, dividends expected over the
next year of $0.65 and our target price of $22.60 we expect a total
return over the next 12 months of approximately 5%. We are
maintaining our rating of market perform.
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Disclaimer

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions expressed herein accurately
reflect such research analyst’s personal views about the company and securities that are the subject of the report; or any other companies
mentioned in the report that are also covered by the named analyst. In addition, no part of the research analyst’s compensation is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by such research analyst in this report.

The head of Beacon Securities’ research department and the CEO of Beacon Securities provide an annual certification that states that ana-
lysts are familiar with and complied with AIMR code of ethics and standards of Professional Conduct.

Conflicts of Interest

Beacon Securities’ research analysts are compensated from revenues generated by various segments of its business, including Beacon Secu-
rities Investment Banking Department. Beacon Securities will disclose if any research analyst involved in the preparation of the research
report has received remuneration for any services provided to the securities issuer during the 12 months preceding the date of the publica-
tion of the research report.

Beacon will not provide favourable research, a specific rating or a specific price target or delay in changing a rating or price target or
threaten to change a rating or price target or threaten to change research, a rating or a price target of an issuer as consideration or induce-
ment for the receipt of business or compensation from an issuer.

Legal Disclosure

All information contained herein has been collected and compiled by Beacon Securities Limited, an independently owned and operated
member of the IDA. All facts and statistical data have been obtained or ascertained from sources, which we believe to be reliable, but are
not warranted as accurate or complete. Beacon Securities analyst’s have visited the head office of this issuer and viewed its operations in a
limited context. The issuer did not pay for or reimburse the analysts for the travel expenses associated with the visit.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change without notice. Beacon
Securities Limited takes no responsibility for any errors or omissions contained herein, and accepts no legal responsibility from any losses
resulting from investment decisions based on the content of this report. From time to time, Beacon Securities Limited and/or their directors
or employees may hold positions in the securities mentioned, or provide advisory or underwriting services to the companies mentioned
herein. Directors or employees of Beacon Securities Limited may serve as directors of any company mentioned herein, or any of their af-
filiates and subsidiaries.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or sell securities discussed
herein. Based on their volatility, income structure, or eligibility for sale, the securities mentioned herein may not be suitable or available for
all investors in all countries. Any questions and concerns can be directed to Dale Noseworthy, at (902) 422-8138, (888) 565-1981, or
dnoseworthy @beaconsecurities.ns.ca.

Rating System

Market Outperform - Total return is expected to be 15% or higher during the next 12 months.

Speculative Buy - Total return is expected to exceed 25% over the next 12 months, however there is some significant risk associated with
the assumptions that we are using. May mean some volatility in the shorter term. May also apply to longer term potential (greater than 12-
months) for significant increases.

Market Perform - Total 12-month return is expected to be between 0% and 15%.

Market Underperform - Total return is expected to be negative over the next 12 months.

The percentage of its recommendations that fall into each category of their recommended terminology is compiled quarterly, and is also
available upon request.

Dissemination
Beacon Securities’ policies and procedures regarding the dissemination of research are available upon request.

Valuation Techniques
A combination of valuation methods are used by Beacon Securities’ analysts to determine the 12-month target price for issuers; including
but not limited to discounted cash flow techniques, historical trading multiples and capitalization rates, and peer average trading multiples
and capitalization rates.
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Equity Research Analyst
902-422-8138

800-565-1981
dnoseworthy@beaconsecurities.ns.ca

Fortis Inc. (FTS)

Q4 and 2005 Earnings Release

12-month target $22.60 (maintained)
Market Perform (unchanged)

Market Highlights

Ticker FTS
Current Price $22.16
52-wk High $25.64
52-wk Low $17.25
Shares O/S 103.2M
Market Cap $2.3B
Current P/E 19.3
Dividend Yield 2.9%

Financial Highlights

Q4 05 Earnings $22.3M
Q4 04 Earnings $21.2M
Q4 05 EPS (basic)  $0.22

Q4 04 EPS (basic)  $0.22

Q4 05 Total Assets  $4.3B

Q4 04 Total Assets  $3.9B

Debtto Total Cap  58.7%

Q405

Debtto Total Cap  61.4%

Q404

Estimates

EPS (basic) 05 (A)  $1.35

EPS (diluted) 05 (A) $1.24

EPS (basic) 06 (E)  $1.28

EPS (diluted) 06 (E) $1.25

EPS (basic) 07 (E)  $1.37

EPS (diluted) 07 (E) $1.33

CFPS* 05 (A) $3.05

CFPS* 06 (E) $3.04
CFPS* 07 (E) $3.22

P/E on 07 EPS 17.3

P/E on 08 EPS 16.2

12-mth return (E) 4.9%

Event

Fortis released its Q4 and ‘05 earnings on Febru-
ary 7th. EPS for the quarter were $0.22, compa-
rable to earnings during Q4 ‘04 of $0.22.

Quarterly results were slightly better than our
expectation of $0.19, based on a number of
small variances in both the regulated and un-
regulated businesses.

Basic EPS for ‘05 were $1.35, up from $1.07 in
‘04. The increase during the year is primarily
attributable to a full year of contribution from
FortisBC and FortisAlberta, higher wholesale
energy prices in Ontario, higher equity from
Caribbean Utilities and a $7.9M (after tax) gain
in Q2 relating to the Ontario Power Generation
Inc. (OPGI) settlement.

Quarterly Highlights

Decreased Earnings from Regulated Canadian
Utilities

Earnings from Fortis’s regulated Canadian utili-
ties were $14.7M in the quarter, down $10.4M
from Q4 ‘04, due primarily to reduced earnings
in FortisAlberta and FortisBC.

The decrease in FortisAlberta of $3.3M, to quar-
terly earnings of $4.2M, was due primarily to a
one-time adjustment of approximately $3.0M
related to the implementation of the negotiated
rate settlement reached in May, and higher oper-
ating costs.

FortisBC earned $5.7M in the quarter, compared
to $11.6M in Q4 ‘04. The variance is due pri-
marily to a $3.7M (after-tax) adjustment in ‘04
relating to unbilled revenue. A $1.4M increase
in operating costs, due to increased customer
service and system maintenance, also impacted
earnings, as did interest on increased debt to
fund capital expansion.

Quarterly earnings in FortisOntario decreased
$0.7M, to $0.2M, due to an early retirement pro-
gram and an increase in shared service costs
from non-regulated Ontario generation opera-
tions.

Significant Earnings Growth from Caribbean
Utilities

Equity earnings from Fortis’s 39.6% interest in
Caribbean Utilities were $2.8M in the quarter,
compared to a loss of $5.8M in Q4 “04. Hurri-
cane Ivan had a significant impact on earnings in
Q4 “04. The loss in the period included unin-
sured hurricane related costs.

Unregulated Generation Up 81%

Fortis’s unregulated generation assets had a
strong quarter, with earnings increasing to
$8.5M, compared to $4.7M in Q4 ‘04. The ma-
jority of the increase was due to higher average
wholesale energy prices in Ontario and Upper
New York State. The average wholesale energy
price in Ontario for the quarter was $71.46, a
41% increase above the average price in the
same period last year. Prices in New York were
up 52% in the same period.

Capital Structure at 59% Debt

At the end of Q4 total debt, net of cash, as a per-
centage of total capital was 58.7%, up from
57.9% at the end of Q3, and improved from
61.4% at the end of Q4 “04. Net debt was in-
creased by approximately $89M in the period as
Fortis continued to invest significant capital in
BC and Alberta.

Stable Cash from Operations

Cash generated from operating activities in the
quarter, not including changes in non-cash work-
ing capital, were relatively stable quarter over
quarter, at $71.4M. Including change in non-
cash working capital cash from operations was
down $17.2 in the quarter. The variance was
due to higher accounts payable balances at year
end ‘04, due to construction of the Chalillo pro-
ject and purchased power payments at Belize
Electric.

Capital Investment Continues

As noted, Fortis continues to make significant
capital expenditures in Alberta and BC. In the
quarter $133.9M was spent on utility capital
assets. For the year, Fortis has invested

* Includes operating cash flow before non-cash working capital
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$424.7M on utility capital assets, and another $83.9M on its in-
come producing properties.

Changes to our Forecast

We have adjusted our annual forecast for ‘06 and introduced our
forecast for ‘07. Our projected EPS for ‘06 has decreased
slightly to $1.28 from $1.32. Overall we expect to see Canadian
Utilities to deliver higher earnings in ‘06, based on expected im-
provements in Ontario, and increased rate base and GWh sales in
BC and Alberta. Modest increases are expected from the Carib-
bean utilities, as well as through Fortis Properties. The biggest
negative variance expected in ‘06 is through the Company’s non-
regulated generation. Earnings in ‘05 were extraordinary, with
very high prices for wholesale power in Ontario and an after-tax
gain of $7.3M relating to the settlement with OPGI.

Our targeted EPS in ‘07 is 1.37, with the most growth expected to
come from FortisBC and FortisAlberta, with significant capital
spending continuing. FortisOntario is also expected to show im-
proved earnings.

Target Price maintained at $22.60

We have maintained our 12-month target price of $22.60. Our

valuation is based on an average of four approaches, applied

against ‘06 and ‘07 projections.

1) Adividend yield of 3%, based on a 30% discount to an an-
ticipated 10-year bond rate of 4.30%,

2) A PJE ratio of 17 against our EPS forecast of $1.28 in ‘06
and 1.37 in ‘07.

3) AP/B multiple of 1.8 on an anticipated book value of equity
of $1.3B and $1.4B at year end ‘06 and 07 respectively.

4) A dividend discount model using a long term growth rate of
5%.

Conclusion

Fortis’s operating earnings are expected to continue to grow in
‘06 and ‘07, driven primarily by FortisAlberta and FortisBC.
Even with this growth, earnings are expected to decrease in ‘06
due to some non-operational gains experienced in ’05.

Based on the current price of $22.16, dividends expected over the
next year of $0.65 and our target price of $22.60 we expect a total
return over the next 12 months of approximately 5%. We are
maintaining our rating of market perform.
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Disclaimer

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions expressed herein accurately
reflect such research analyst’s personal views about the company and securities that are the subject of the report; or any other companies
mentioned in the report that are also covered by the named analyst. In addition, no part of the research analyst’s compensation is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by such research analyst in this report.

The head of Beacon Securities’ research department and the CEO of Beacon Securities provide an annual certification that states that ana-
lysts are familiar with and complied with AIMR code of ethics and standards of Professional Conduct.

Conflicts of Interest

Beacon Securities’ research analysts are compensated from revenues generated by various segments of its business, including Beacon Secu-
rities Investment Banking Department. Beacon Securities will disclose if any research analyst involved in the preparation of the research
report has received remuneration for any services provided to the securities issuer during the 12 months preceding the date of the publica-
tion of the research report.

Beacon will not provide favourable research, a specific rating or a specific price target or delay in changing a rating or price target or
threaten to change a rating or price target or threaten to change research, a rating or a price target of an issuer as consideration or induce-
ment for the receipt of business or compensation from an issuer.

Legal Disclosure

All information contained herein has been collected and compiled by Beacon Securities Limited, an independently owned and operated
member of the IDA. All facts and statistical data have been obtained or ascertained from sources, which we believe to be reliable, but are
not warranted as accurate or complete. Beacon Securities analyst’s have visited the head office of this issuer and viewed its operations in a
limited context. The issuer did not pay for or reimburse the analysts for the travel expenses associated with the visit.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change without notice. Beacon
Securities Limited takes no responsibility for any errors or omissions contained herein, and accepts no legal responsibility from any losses
resulting from investment decisions based on the content of this report. From time to time, Beacon Securities Limited and/or their directors
or employees may hold positions in the securities mentioned, or provide advisory or underwriting services to the companies mentioned
herein. Directors or employees of Beacon Securities Limited may serve as directors of any company mentioned herein, or any of their af-
filiates and subsidiaries.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or sell securities discussed
herein. Based on their volatility, income structure, or eligibility for sale, the securities mentioned herein may not be suitable or available for
all investors in all countries. Any questions and concerns can be directed to Dale Noseworthy, at (902) 422-8138, (888) 565-1981, or
dnoseworthy @beaconsecurities.ns.ca.

Rating System

Market Outperform - Total return is expected to be 15% or higher during the next 12 months.

Speculative Buy - Total return is expected to exceed 25% over the next 12 months, however there is some significant risk associated with
the assumptions that we are using. May mean some volatility in the shorter term. May also apply to longer term potential (greater than 12-
months) for significant increases.

Market Perform - Total 12-month return is expected to be between 0% and 15%.

Market Underperform - Total return is expected to be negative over the next 12 months.

The percentage of its recommendations that fall into each category of their recommended terminology is compiled quarterly, and is also
available upon request.

Dissemination
Beacon Securities’ policies and procedures regarding the dissemination of research are available upon request.

Valuation Techniques
A combination of valuation methods are used by Beacon Securities’ analysts to determine the 12-month target price for issuers; including
but not limited to discounted cash flow techniques, historical trading multiples and capitalization rates, and peer average trading multiples
and capitalization rates.
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*Please view the disclaimer at the end of this report

May 3, 2006

Dale Noseworthy, CA, CFA

Equity Research Analyst
902-422-8138

800-565-1981
dnoseworthy@beaconsecurities.ns.ca

Fortis Inc. (FTS)
QL1 Earnings Release

12-month target $22.60 (maintained)
Market Perform (unchanged)

Market Highlights

Ticker FTS
Current Price $21.49
52-wk High $25.64
52-wk Low $17.98
Shares O/S 103.2M
Market Cap $2.2B
Current P/E 18.0
Dividend Yield 3.0%

Financial Highlights

Q1 06 Earnings $36.6M
Q1 05 Earnings $39.2M
Q1 06 EPS (basic)  $0.35

Q1 05 EPS (basic)  $0.40

Q1 06 Total Assets  $4.4B

Q105 Total Assets  $4.3B

Debtto Total Cap  59.1%

Q106

Debtto Total Cap  58.7%

Q105

Estimates

EPS (basic) 05 (A)  $1.35

EPS (diluted) 05 (A) $1.24

EPS (basic) 06 (E)  $1.28

EPS (diluted) 06 (E) $1.25

EPS (basic) 07 (E)  $1.32

EPS (diluted) 07 (E) $1.29

CFPS* 05 (A) $3.05

CFPS* 06 (E) $3.04

CFPS* 07 (E) $3.19

P/E on 07 EPS 16.8

P/E on 08 EPS 16.3

12-mth return (E) 8.2%

Event

Fortis released its Q1 earnings on May 1st. EPS
for the quarter were $0.35, comparable to earn-
ings during Q1 ‘05 of $0.40.

Earnings in Q1, ‘05 included an after tax settle-
ment gain of $7.9M relating to Fortis Ontario.
Excluding this gain EPS in Q1 ‘05 would have
been approximately $0.32.

Results were in line with our expectations.

Quarterly Highlights

Increased Earnings from Regulated Canadian
Utilities

Earnings from Fortis’s regulated Canadian utili-
ties were $35.0M in the quarter, up $2.1M from
Q1 “05. The growth was due primarily to in-
creased earnings in FortisAlberta and FortisBC,
partially offset by decreased earnings in New-
foundland Power.

FortisAlberta’s earnings increased $1.6M due
primarily to increased revenue. Revenue growth
came from to higher electricity sales and the
impact of a 2.1% rate increase in 2005, which
did not impact Q1 earnings.

FortisBC earned $11.3M in the quarter, com-
pared to $8.5M in Q1 ‘05. The increase is due
primarily to a 5.9% interim rate increase and
customer growth.

Newfoundland Power recorded decreased earn-
ings of $2.3M, or 17.7%, in the first quarter,
relating primarily to a change in its revenue rec-
ognition policy. Revenue is now recorded on
the accrual basis, rather than billed. This change
is not expected to have an impact on the Com-
pany’s annual earnings, but will result in a tim-
ing difference on a quarterly basis.

Earnings down Slightly in Caribbean Utilities
Equity earnings from Fortis’s 39.6% interest in
Caribbean Utilities were $1.6M in the quarter,
compared to $2.5M in Q1 '05. This decrease
was due primarily to timing of previously de-

ferred fuel costs.

Normalized Unregulated Generation Up 157%
Fortis’s unregulated generation assets had a
strong quarter, with earnings increasing to
$5.4M, compared to $2.1M in Q1 *05, when
adjusted for the one time $7.9M after-tax On-
tario Settlement. The majority of the growth
was due to increased production in Belize and
New York, and lower operating and financing
costs. These improvements were partially offset
by lower average wholesale energy prices in
Ontario, which were 10% lower than the average
price in the same period last year

Decrease in Cash from Operations

Cash generated from operating activities in the
quarter, not including changes in non-cash work-
ing capital, were stable quarter over quarter, at
$79.6M. Including change in non-cash working
capital, cash from operations was down $30M in
the quarter. The variance was due to the timing
of income tax installments and general timing of
receipt and payment of other working capital
items.

Capital Investment Continues

Fortis continues to make significant capital ex-
penditures in Alberta and BC, with $104.3M
spent on utility capital assets in the quarter.
Approximately $80M of this investment was in
the West. A total of $450M is expected to be
invested in capital projects this year. This com-
pares with a total of $424.7M spent in ‘05.

Forecast for 2006 and 2007

Our projected EPS for 06 and ’07 are $1.28 and
$1.32. Overall we continue to expect to see the
Canadian utilities deliver increased earnings in
‘06, based on expected improvements in On-
tario, as well as increased rate base and GWh
sales in BC and Alberta. Modest increases are
expected from the Caribbean utilities, as well as
through Fortis Properties. The biggest negative
variance expected in ‘06 is through the Com-
pany’s non-regulated generation, due to the
$7.9M after tax settlement in 2005.

* Includes operating cash flow before non-cash working capital
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Target Price maintained at $22.60

We have maintained our 12-month target price of $22.60. Our

valuation is based on an average of four approaches, applied

against ‘06 and ‘07 projections.

e Adividend yield of 3%, based on a 30% discount to an an-
ticipated 10-year bond rate of 4.30%,

e A PJE ratio of 17 against our EPS forecast of $1.28 in ‘06
and 1.32 in ‘07.

e A P/B multiple of 1.8 on an anticipated book value of equity
of $1.3B and $1.4B at year end ‘06 and 07 respectively.

e Adividend discount model using a long term growth rate of
5%.

Conclusion

Fortis’s operating earnings are expected to continue to grow in
‘06 and ‘07, driven primarily by FortisAlberta and FortisBC.
Even with this growth, earnings are expected to decrease in ‘06
due to non-operational gains experienced in ’05.

Based on the current price of $21.49, dividends expected over the
next year of $0.65 and our target price of $22.60 we expect a total
return over the next 12 months of approximately 8% We are
maintaining our rating of market perform.
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Disclaimer

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions expressed herein accurately
reflect such research analyst’s personal views about the company and securities that are the subject of the report; or any other companies
mentioned in the report that are also covered by the named analyst. In addition, no part of the research analyst’s compensation is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by such research analyst in this report.
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Fortis Inc. (FTS)
QL1 Earnings Release

12-month target $22.60 (maintained)
Market Perform (unchanged)

Market Highlights

Ticker FTS
Current Price $21.49
52-wk High $25.64
52-wk Low $17.98
Shares O/S 103.2M
Market Cap $2.2B
Current P/E 18.0
Dividend Yield 3.0%

Financial Highlights

Q1 06 Earnings $36.6M
Q1 05 Earnings $39.2M
Q1 06 EPS (basic)  $0.35

Q1 05 EPS (basic)  $0.40

Q1 06 Total Assets  $4.4B

Q105 Total Assets  $4.3B

Debtto Total Cap  59.1%

Q106

Debtto Total Cap  58.7%

Q105

Estimates

EPS (basic) 05 (A)  $1.35

EPS (diluted) 05 (A) $1.24

EPS (basic) 06 (E)  $1.28

EPS (diluted) 06 (E) $1.25

EPS (basic) 07 (E)  $1.32

EPS (diluted) 07 (E) $1.29

CFPS* 05 (A) $3.05

CFPS* 06 (E) $3.04

CFPS* 07 (E) $3.19

P/E on 07 EPS 16.8

P/E on 08 EPS 16.3

12-mth return (E) 8.2%

Event

Fortis released its Q1 earnings on May 1st. EPS
for the quarter were $0.35, comparable to earn-
ings during Q1 ‘05 of $0.40.

Earnings in Q1, ‘05 included an after tax settle-
ment gain of $7.9M relating to Fortis Ontario.
Excluding this gain EPS in Q1 ‘05 would have
been approximately $0.32.

Results were in line with our expectations.

Quarterly Highlights

Increased Earnings from Regulated Canadian
Utilities

Earnings from Fortis’s regulated Canadian utili-
ties were $35.0M in the quarter, up $2.1M from
Q1 “05. The growth was due primarily to in-
creased earnings in FortisAlberta and FortisBC,
partially offset by decreased earnings in New-
foundland Power.

FortisAlberta’s earnings increased $1.6M due
primarily to increased revenue. Revenue growth
came from to higher electricity sales and the
impact of a 2.1% rate increase in 2005, which
did not impact Q1 earnings.

FortisBC earned $11.3M in the quarter, com-
pared to $8.5M in Q1 ‘05. The increase is due
primarily to a 5.9% interim rate increase and
customer growth.

Newfoundland Power recorded decreased earn-
ings of $2.3M, or 17.7%, in the first quarter,
relating primarily to a change in its revenue rec-
ognition policy. Revenue is now recorded on
the accrual basis, rather than billed. This change
is not expected to have an impact on the Com-
pany’s annual earnings, but will result in a tim-
ing difference on a quarterly basis.

Earnings down Slightly in Caribbean Utilities
Equity earnings from Fortis’s 39.6% interest in
Caribbean Utilities were $1.6M in the quarter,
compared to $2.5M in Q1 '05. This decrease
was due primarily to timing of previously de-

ferred fuel costs.

Normalized Unregulated Generation Up 157%
Fortis’s unregulated generation assets had a
strong quarter, with earnings increasing to
$5.4M, compared to $2.1M in Q1 *05, when
adjusted for the one time $7.9M after-tax On-
tario Settlement. The majority of the growth
was due to increased production in Belize and
New York, and lower operating and financing
costs. These improvements were partially offset
by lower average wholesale energy prices in
Ontario, which were 10% lower than the average
price in the same period last year

Decrease in Cash from Operations

Cash generated from operating activities in the
quarter, not including changes in non-cash work-
ing capital, were stable quarter over quarter, at
$79.6M. Including change in non-cash working
capital, cash from operations was down $30M in
the quarter. The variance was due to the timing
of income tax installments and general timing of
receipt and payment of other working capital
items.

Capital Investment Continues

Fortis continues to make significant capital ex-
penditures in Alberta and BC, with $104.3M
spent on utility capital assets in the quarter.
Approximately $80M of this investment was in
the West. A total of $450M is expected to be
invested in capital projects this year. This com-
pares with a total of $424.7M spent in ‘05.

Forecast for 2006 and 2007

Our projected EPS for 06 and ’07 are $1.28 and
$1.32. Overall we continue to expect to see the
Canadian utilities deliver increased earnings in
‘06, based on expected improvements in On-
tario, as well as increased rate base and GWh
sales in BC and Alberta. Modest increases are
expected from the Caribbean utilities, as well as
through Fortis Properties. The biggest negative
variance expected in ‘06 is through the Com-
pany’s non-regulated generation, due to the
$7.9M after tax settlement in 2005.

* Includes operating cash flow before non-cash working capital
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Target Price maintained at $22.60

We have maintained our 12-month target price of $22.60. Our

valuation is based on an average of four approaches, applied

against ‘06 and ‘07 projections.

e Adividend yield of 3%, based on a 30% discount to an an-
ticipated 10-year bond rate of 4.30%,

e A PJE ratio of 17 against our EPS forecast of $1.28 in ‘06
and 1.32 in ‘07.

e A P/B multiple of 1.8 on an anticipated book value of equity
of $1.3B and $1.4B at year end ‘06 and 07 respectively.

e Adividend discount model using a long term growth rate of
5%.

Conclusion

Fortis’s operating earnings are expected to continue to grow in
‘06 and ‘07, driven primarily by FortisAlberta and FortisBC.
Even with this growth, earnings are expected to decrease in ‘06
due to non-operational gains experienced in ’05.

Based on the current price of $21.49, dividends expected over the
next year of $0.65 and our target price of $22.60 we expect a total
return over the next 12 months of approximately 8% We are
maintaining our rating of market perform.
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FORTIS INC.

Initiating Coverage: Well Positioned for Continued Growth

Summary

o We are initiating coverage on Fortis with a BUY rating
and a 12-month target price of $32.00. Our target priceis
based on a blend of a 21.0x earnings multiple on our fisca
2008 EPS estimate of $1.60, and a 2.9% dividend yield.

o The acquisition of Terasen Gas is unique for Fortis on
two fronts: (1) it is the first time Fortis purchased a non-
electricity utility, and (2) it is the first time where there is
overlap in service territories between two of Fortis’ utili-
ties. We believe that these factors have many positive impli-
cations for the Company’s future growth in both top and bot-
tom lines.

e Fortis exposure to high growth markets coupled with the
acquisition of Terasen Gas will result in continued earnings
and dividend growth. Fortisisavery compelling investment
at current levels.

e We believe that earnings growth can be driven by the Com-
pany’s anticipated capex over the next five years of approxi-
mately $2.8 billion. We contend that capex of this magni-
tude will fuel its earnings growth even in the absence of
additional acquisitions. Furthermore, given the nature of
the industry, this capex provides the potential for growth for
the Company even in the event of economic downturns.

FTS-TSX
May 30, 2007
Stock Rating: BUY
Target Price: $32.00
Closing Price (05/29/07) : $28.66
52 Week Range: $21.16-$30.00

(December Year End)

2006A

F2007E

F2008E

EPS $1.35 $1.47 $1.60
P/E 21.2x 195x 17.9x
CFPS $3.25 $3.25 $3.80
(Millions)

Shares O/S 155.3

Mkt. Cap. $4,450.90

Ent. Value $7,098.40

Net Debt $2,647.50

Fortis Inc. (FTS-TSX)

Closing Price (C$)
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Change in EPS Forecasts
NA—Initiating Coverage

Company Description

FortisInc. isadiversified, internationa dis-
tribution utility holding company headquar-
tered in St. John’'s, Newfoundland. It pri-
marily holds regulated distribution utilities
in Canada, as well as some regulated utili-
tiesin the Caribbean. Fortisalso ownsand
operates non-regulated hydroel ectric genera-
tion assets and commercial rea estate and
hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1707 Grafton Street, Halifax, Nova Scotia, B3] 2C6

Phone: 902.423.1260 or 1.800.565.1981

www. beaconsecurities.ca
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Fortis Inc. — Initiating Coverage May 30, 2007

Investment Thesis

We are initiating coverage on Fortiswith aBUY rating and a 12-month target price of $32.00.
Our target priceis based on ablend of a 21.0x earnings multiple on our fiscal 2008 EPS estimate
of $1.60, and a 2.9% dividend yield.

Fortis successful track record of acquiring utility distribution assets across Canada, aswell asa
select few in the Caribbean, has driven the Company’ s top and bottom line, which has boosted its
stock performance. In addition to yielding a steady and predictable stream of earnings and cash
flow, as a utility should, Fortis also affords investors considerable future growth in both stock price
and dividends. In fact, over the past five years, Fortis' stock price has appreciated by 135.9%.
Thisrepresents a CAGR in stock price of 19.0%. During this period, Fortis has increased its
quarterly dividend by 62%, which has helped driveits five-year total return of 178.0%, or 23.0%
CAGR. Infact, on atotal relative return basis, Fortis has outperformed the S& P/TSX Utility
index by 42%. What is even more impressiveisthat Fortis shares have outperformed the S& P/TSX
Composite, which has been driven by the Canadian resources sector, on atotal relative return basis
by 28.0% over the same time period.

Fortis’ impressive growth has been on the back of its acquisition strategy, and has been
further fuelled by its expansion into high growth markets in Western Canada, as well as its
investments in the Caribbean. With the recent acquisition of Terasen Gas, we expect to see
this trend to continue in years to come.

We expect the acquisition of Terasen Gasto be accretive to earningsin the first full year.
However, aside from potential synergies with FortisBC, we do not believe that Terasen will be one
of the Company’ s primary catalysts for earnings growth. We do not believe that Terasen Gas will
afford growth rates similar to those experienced by FortisAlberta and FortisBC. We contend that
higher, as well as more volatile, natural gas prices will dampen new customer growth, as natural
gasislosing, and will continue to lose, its competitive pricing relative to other sources of energy.
In addition, the trend of multi-family unit contractors installing el ectricity, as opposed to natural
gas, in an effort to reduce building related costs will also act to reduce natural gas penetration in
British Columbia.

So, why are we so bullish on this stock and the recent acquisition? Our enthusiasm is primarily
fuelled by the opportunities that the Terasen transaction affords Fortis to expand into a new
territory: natural gas distribution. Fortis did not just purchase a prime natural gas
distributor; it bought key expertise in natural gas distribution. This expertise will enable
Fortis to expand in this industry in the same successful manner it has with its acquired
electricity distribution utilities.

This acquisition has also opened the door to the U.S., and Fortis management has made it very
clear that they are interested in expanding into natural gas distribution in this market. What is
especially interesting about the U.S. isthat it has several utilities that operate both natural gas and
electricity distribution. Acquiring such utilities would enable Fortis to capitalize on its expertise in
both areas, as well as benefit from synergies.

Beacon Securities Ltd. 1 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca



Fortis Inc. — Initiating Coverage May 30, 2007

Natural Gas distribution aside, Fortis has considerable potential for growth with its electricity
distribution utilities. In fact, Fortis anticipates its electric utility capital expenditures over the next
five yearsto equal approximately $2.8 billion. The majority of these expenditures are to be related
to FortisAlberta, FortisBC, and Fortis' regulated and non-regulated electric utilitiesin the
Caribbean. Thisissignificant given that FortisAlberta and FortisBC accounted for 46.8% of the
fiscal 2006 consolidated net earnings.

In summary, Fortisis now in a position to expand its regulated utility assets on two fronts: electric
distribution and now natural gas distribution. Clearly, Fortis has been very successful with its past
acquisitions. Given the similarities between natural gas and electricity distribution, we see no
reason to doubt the Company’ s ability to successfully integrate Terasen, and use it as a platform
for future acquisitions. We feel that Fortis’ exposure to high growth markets coupled with the
acquisition of Terasen Gas will result in continued earnings and dividend growth. Fortis is a
very compelling investment at current levels.

Beacon Securities Ltd. 2 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca
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Company Overview

FortisInc. isadiversified, international distribution utility holding company headquartered in St.
John’s, Newfoundland. It primarily holds regulated distribution utilities in Canada, as well as
some regulated utilitiesin the Caribbean. Fortis also owns and operates non-regul ated

hydroel ectric generation assets and commercial real estate and hotel assets.

Fortis' regulated utilities are domiciled in both Canada and the Caribbean. The Canadian regulated
utilitiesinclude Terasen Gas, FortisAlberta, FortisBC, Newfoundland Power, Maritime Electric,

and FortisOntario. The Company’s Caribbean regulated utilities include Belize Electricity (70.1%
ownership), Caribbean Utilities, (54% ownership), and Fortis Turks and Caicos (100% ownership).

ulated Assets
2006 2006

2006 Mid-200
# of Gas Volumes(PJ) / 00 Capex 1d-2007

Table 1: Summary of Fortis Re

Allowed 2006  Allowed 2007 2006

Company . , Total Assets Rate Base Earnings

pany Customers Electrlc;::]lzs(GW h) (Millions) (ill’?ﬁlt;;;l; (Millions) ROE * ROE * (Millions)
Terasen Gas ' 900,000 209 PJ $3,739 $148 $2,973 8.80% 8.37% $96
FortisAlberta 430,000 14,851 GWh $1,387 $243 $939 8.93% 8.51% $41
FortisBC 152,000 3,038 GWh $1,031 $111 $765 9.20% 8.77% $27
Newfoundland Power 230,000 4,995 GWh $936 $60 $788 9.24% 8.60% $30
Other Canadian * 123,000 2,162 GWh $509 $37 $362 9.0%-10.25% 9.0%-10.25% $14
Caribbean”’ 100,700 889 GWh $828 $27 $549 10.0% - 17.5% 10.0% - 17.5% $24

! Terasen Gas pro-forma earnings.

2 Includes Maritime Electric and FortisOntario.

®Includes Belize Electricity, Caribbean Utilities, and Fortis Turks and Caicos.
* Caribbean regulated utilities return on assets.

Source: Company reports and Beacon Securities

Fortis' non-regulated assets consist of Fortis Generation and Fortis Properties. Fortis Generation
includes generating assets in Belize, Ontario, central Newfoundland, British Columbia, and upper
New York State. In aggregate, these assets have a generating capacity of 195 MW, of which 190
MW is hydroelectric generation. Fortis Properties owns and operates 18 hotels with more than
3,200 rooms in seven Canadian provinces, and 2.7 million square feet of commercial real estatein
Atlantic Canada.

Strategy

Fortis set out in 1987 with a stated goal of pursuing growth through diversification in regul ated
utilities by utilizing its financial strength and operational experience in electric utilities. In
summary, Fortis' strategy to achieve this goal isto buy regulated utilities, and run them
independently. What is interesting about Fortis' approach to acquisitions is that they do not seek
to capitalize on operational synergies between its subsidiaries. Each of its regulated assetsis run
independently. However, in some instances, like in the event where scale results in more
favourable procurement, Fortis subsidiaries will work together in order to obtain more beneficial
prices.

While running each segment independently may be contrary to intuition, the potential cost savings
that could be achieved through a more integrated structure is far outweighed by the advantages of
running each of its utilities independently. For one, Fortis subsidiaries are able to maintain their

Beacon Securities Ltd. 3 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca
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existing relationships with the respective regulators. We believe that relationships would become
more complicated if some of these utilities were to attempt to achieve cost synergies through
shared services asit would, in al likelihood, complicate regulatory review processes. In addition,
by running the utilities as independent entities, there is no integration risk.

The key to Fortis success has been its ability to capitalize on its most important resources —
operational experience. Senior management are continually rotated throughout the organization in
order to share their experience in such areas as dealing with regulatory authorities and cost control,
which creates organization-wide best practices. That being said, Fortis never loses sight that some
situations require custom solutions. The table below lists some of the current and previous
positions held by Fortis senior management as an example of how management is rotated
throughout the organization.

Table 2: Management Current and Previous Positions

Current Position Previous Position
Stanley Marshall CEOQO, FortisInc. VP, Newfoundland Power
Barry Perry CFO, FortisInc. CFO, Newfoundland Power
Karl Smith CEOQO, FortisAlberta CEO, Newfoundland Power
John Walker CEOQO, FortisBC CEO, Fortis Properties
Earl Ludiow CEO, Newfoundland Power CEO, Fortis Properties
Fred O'Brien CEO, Maritime Electric VP, FortisOntario
Bill Daley CEO, FortisOntario VP, FortisOntario
Nora Duke CEO, Fortis Properties VP, Fortis Properties

Source: Company reports and website

In addition to Fortis' practice of rotating management, Fortis benefits from raising equity capital
more cost efficiently for its smaller subsidiaries than they would individually.

Beacon Securities Ltd. 4 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca
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Company History

Fortis was derived from Newfoundland Power and formed in 1987. Newfoundland Power, and its
predecessor companies, have distributed electricity in Newfoundland since 1885. Newfoundland

Power was its sole holding in 1987, and it served as a both a strong financial foundation, and

equally important, had strong managerial expertise in operating electric utilities.

Chart: 1: Fortis Inc. Regulated Utility Acquisitions Chart 2: Fortis Inc. Holdings by Region

Fortis is Formed

Canadian Niagara Power (50%)

Cornwall Electric

Caribbean Utilities (increased to 54%)

1987

1994

1996

1999
2000

2001
2002

2003

2004

2006

2007

Maritime Electric

Belize Electricity (67%)
Caribbean Utilities (20%)

Port Colborne Hydro Leased
Canadian Niagara Power (remaining 50%)

Operating subsidiaries of Granite Power
Caribbean Utilities (increased to 36%)
FortisAlbertaand FortisBC

Belize Electricity (increased to 70%)
Fortis Turks and Caicos

Terasen Gas

Source: Company reports and Beacon Securities
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Source: Company reports and Beacon Securities

Fortis more significant acquisitions include FortisAlberta and FortisBC from AquilaInc. in 2004,
and the most-recent acquisition of Terasen Gas in 2007. The investment in Western Canada
permits Fortis to participate in the unprecedented growth in these regions. At the time of the
acquisition of FortisAlberta and FortisBC, Fortis saw great potential to improve the operating
performance of these assets, but did not expect to see growth of this magnitude. Fortiswas able to
leverage its expertise in operational efficiency with these assets and improve their profitability.

In addition, Fortis investment in Belize Electricity in 1999 was a vehicle by which Fortis could
test utility watersin the Caribbean region. Although utilitiesin this region do afford higher
allowed return-on-assets than their Canadian counterparts, they also present greater risks than
North American based utilities in the form of hurricanes and political risk. Although Fortis has
done well with itsinvestmentsin the Caribbean, the investment in the region is expected to remain
asmall but valuable part of Fortis' overall business. Fortis remains focused on North Americaas a
vehicle for future growth.

Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca

Beacon Securities Ltd. 5



Fortis Inc. — Initiating Coverage May 30, 2007

Company Structure and Operating Subsidiaries

The Company operates under two operating segments: (1) Regulated Utility operations, and (2)
Non-Regulated Businesses. Regulated utilities account for 86% of total assets as at December 31,
2006. Although non-regulated assets do not generate a significant proportion of the Company’s
revenues, they do have a meaningful impact on net earnings.

Chart 3: Fortis Operating Segments
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REGULATED UTILITIES

The Regulated Utility segment accounted for approximately 85% of Fortis' 2006 total revenues of
$1.5 billion, and approximately 75% of its earnings from operating segmentsin 2006. Fortis
Regulated Utility operations are governed by their respective regulators, which set target customer
service levels, approve capital expenditure programs, and set bands for allowable rates of returns.
In the sections below, we discuss the more relevant regulatory requirements for each subsidiary.
In Canada, Fortis operates both gas and el ectric distribution regulated utilities.

Canadian Regulated Gas Utility

1. Terasen Gas

Fortis’ most recent acquisition was Terasen Gas. Fortis paid $3.7 billion, including the assumption
of $2.3 billion in debt, to Kinder Morgan (KMI-NY SE; Not Rated) for the natural gas distribution
assets of Terasen Inc. This transaction, which closed on May 17, 2007, increased Fortis' asset
base from approximately $5.5 billion to $10 billion, and its regulated assets from $3.4 billion to
$6.4 billion. Thisisthelargest transaction in Fortis operating history, and the first timeit has
invested in aregulated utility other than electricity transmission/distribution.

Fortis paid approximately 1.2x Terasen Gas' s estimated mid-2007 rate base of approximately
$2,973 million. The transaction has resulted in regulated utility assets accounting for 92% of the
Fortis' total assets, and Regulated utility assets in Canada now account for 84% of total assets.
Furthermore, the acquisition of Terasen Gas has resulted in approximately 57% of Fortis' total
assets being located in British Columbia.
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Terasen Gas is the principal distributor of natural gasin British Columbia, serving 125
communities consisting of 900,000 customers, or 95% of all natural gas users in British Columbia.
Terasen Gas owns and operates approximately 44,100 km of natural gas distribution pipeline and
4,300 km of natural gas transmission pipeline.

Chart 4: Terasen Gas Service Territory
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The operations of Terasen Gas are carried out under three wholly-owned subsidiaries: Terasen Gas
Inc., Terasen Gas (Vancouver Island) Inc., and Terasen Gas (Whistler) Inc. In addition, Terasen
Gas has a 30% stake in CustomerWorks Ltd, which is a non-regulated service business jointly
owned with Enbridge Inc. (ENB-TSX; Not Rated). In the sections below, we provide an overview
for each of these gas distribution segments.

Terasen Gas Inc.

Terasen Gas Inc. (TGI) isthe largest of the three operating companies within the Terasen Gas
segment, with a service area extending from Vancouver to the Fraser Valley. It accounts for
approximately 83% of Terasen Gas' assets, and has a rate base of approximately $2.5 billion. This
area has a population base of approximately 4 million people. TGI transports and distributes
natural gasto 100 communities consisting of 735,000 residential and 82,000 industrial customers.

TGl typically provides natural gas distribution to residential, small businesses, and industrial
heating customers on a non-contract basis, where customers are charged for general services. In
contrast, the magjority of TGI’s larger commercia and industrial customers are serviced under a
contractual basis. Under these agreements, customers are able to purchase natural gas from third-
parties and TGI charges a service fee for the transportation of gas, a practise known as unbundling.
Since TGI virtually passes the cost of natural gas to customers when they purchase natural gas
directly, the Company’ s margins are unaffected. In fact, having a proportion of its customers
buying from third-party suppliers as opposed to buying directly from TGI acts to reduce the
Companies overall credit risk exposure. Approximately 79,000 of TGI’s customers are eligible for
unbundling, and approximately 18,700 customers had arranged for their gas from third-parties as at
December 31, 2006. Thisisup considerably from 2,200 at the end of 2005.
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Approximately 150 of TGI’sindustrial customers are on interruptible services, meaning that they
can switch from natural gasto an aternative fuel. TGI aso holds transmission and distribution
agreements for natural gas distribution under statutes and franchise agreements, which grant TGI
the right to operate in municipalities and other areas its serves.

Chart 5: Terasen Gas Rate Base
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TGl isregulated by the British Columbia Utilities Commission (BCUC). TGI’srates are based on
acost-of-service basis, where TGl is alowed to recover the costs associated with providing
service, meet itsfinancial obligations, and earn a reasonable return on common equity (ROE).

The allowable ROE for 2007 has been set at 8.37%, and the deemed equity component has been
set at 35%. The average rate base for fiscal 2007 is approximately $2.5 billion, and its approved
capex budget for 2007 is $129.7 million. Approximately 22% of this amount will be spent to
support customer growth, and the balance will be used for asset betterment and upgrades. The
allowable rate of return is based on aformulathat applies arisk premium to an estimate of the
Canadian long-term bond yield. The allowable rate of return is reviewed and, if necessary,
adjusted annually.

Similar to FortisBC, TGI operates under a performance-based rate (PBR) setting methodol ogy,
where it shares improved cost efficiencies with its customers. 1n 2004, 2005, and 2006, Terasen
Gas generated ROESs of 9.34%, 10.78%, and 10.10%, respectively, while the allowable ROEs for
these years were 9.15%, 9.03%, and 8.80%, respectively.

Terasen Gas (Vancouver Island) Inc.

Terasen Gas (Vancouver Island) Inc. (TGVI) owns and operates a transmission pipeline from
greater Vancouver area across the Georgia Straight to Vancouver Island, and a distribution
network on Vancouver Island and along the Sunshine Coast of B.C. These systems have a
combined through-put capacity of 144 million cubic feet of natural gas per day, and serves
approximately 88,000 customers.

TGVI isafranchise under development, where it is financially supported by the Vancouver Island
Natural Gas Pipeline Agreement. Under the agreement, the province of British Columbia
provides TGV with royalty revenues, which covers approximately 20% of the current cost of
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service. These payments are intended to assist with competitive rates during franchise
development, as TGV’ s customer base and revenues are insufficient to cover its cost of service, as
well asrecover revenue deficiencies from prior years. This support is due to expire at the end of
2011. Atthat time, TGVI’'s customerswill have to pay the full cost of gas, aswell as the recovery
of remaining accumulated deficit. Given that industrial gas usage accounts for approximately 65%
of the TGVI’ s throughput, and two-thirds of thisis contracted on a year-to-year basis, TGVI is at
even greater risk of being unable to recover its costs post-2011. Although the BCUC' s rate-setting
mechanism sets rates at sufficient levelsfor TGV to recover cost of service, rates will be limited
by the price of competitive fuels.

Chart 6: Terasen Gas (Vancouver Island) Inc. Rate Base

$490 4.0%
3.8%

[ Rate Base
$480 r3.5%

$470 1 ==Y/Y Growth r3.0%

2.7%
2.6%

- $460 1 r25%
g

)

(Millios

2 $450 4 r2.0%

Rate B

$440 r1.5%

$430 4 r 1.0%

$420 4 r0.5%

$437 $441 $453 $470 $482
$410 0.0%
2003 2004 2005 2006 2007

Source: Company reports

TGVI's approved rate base for 2007 is approximately $482 million, and its allowable equity
component is40%. It allowable ROE is currently set at 9.07%.

Terasen Gas (Whistler) Inc.

Terasen Gas (Whistler) Inc. (TGWI) owns and operates two propane distribution centres that
services approximately 2,370 residential and commercial customersin Whistler B.C. In addition,
TGWI owns and operates two propane storage and vaporization plants, as well as approximately
130 kilometres of pipeline, with annual deliveries of approximately 750,000 gigajoules (GJ) of
propane.

In June 2006, TGWI, in conjunction with TGV, received approval from the BCUC to extend
natural gas service to Whistler viaa proposed 50 km pipeline lateral from Squamish to Whistler.
TGWI will convert its propane distribution system to natural gas. TGWI’'s average rate base in
2006 was $16.5 million, and has an allowable equity component of 40%, and has an allowable
ROE of 10.0%.

The Merits of the Acquisition

The acquisition of Terasen Gas is unique for Fortis on two fronts: (1) it is the first time Fortis
purchased a non-electricity utility, and (2) it is the first time where there is overlap in service
territories between two of Fortis’ utilities. These factors have many positive implications for
the Company’s future growth in both top and bottom lines. For top-line growth, gaining
expertise in gas distribution opens a new door for future expansion into new markets, like the U.S.
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The geographical overlap between Terasen and FortisBC will also enable Fortis to realize
synergiesin addition to the ones it typically seeks. Synergieswill be more attainable because these
utilities are both regulated by the BCUC. Thiswill enable Fortis to consolidate some functions,
and therefore reduce costs. Consolidation of functions for two or more utilities regul ated by
different agenciesis not an easy task, as each utility typically argues that the other should absorb
more Costs.

British Columbia Natural Gas Distribution Overview

British Columbiaisthe third-largest natural gas market in Canada. Industry accounts for the largest
proportion of natural gas consumption in British Columbia. 1n 2003, industry and power
generation accounted for 58% of total natural gas consumption. The majority of industrial
customers use natural gas for heat and power in the manufacturing process, aswell asin
manufacturing raw material. The majority of residential and commercial natural gas customers use
natural gas for space heating and appliances.

Demand for natural gas typically peaks when the West Coast experiences lower-than-average
precipitation, and corresponding low water levels, and when Arctic cold fronts arrive. Lower
water levelsresult in areduction in hydro generation and a corresponding increase in gas-fired
electrical generation.

Higher than historical averagesin natural gas prices has resulted in areduction in residential and
commercial gas consumption. These consumers have reduced expenditures in natural gas by
conservation or by substituting gas-fired heating furnaces with portable baseboard electrical
heaters. The result has been areduction in demand per household. Furthermore, property
developers are installing electric space heaters in new construction in an effort to reduce building
costs. This, coupled with consumers' perception that natural gas price volatility poses greater risk
of unexpected higher costs, has impeded the penetration of natural gas.

Chart 7: British Columbia Single Detached Residential and Multiple Dwelling Construction
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That being said, population growth is akey driver for residential natural gas penetration, and as we
discussed in the section above on FortisBC, British Columbia’s growth in population is surpassing
that of the country. Currently, natural gas accounts for only one-quarter of the British Columbia
industrial sector’s demand, which leaves potential for growth. The largest users of natural gasin
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the province are the pulp and paper, wood product, petroleum refinery and petrochemical
industries. Natural gas demand for the industrial sector in the province is correlated with growth in
the province’s GDP. However, theindustrial sector isthe most price sensitive market for gas, and
therefore, there is potential for future growth to be offset by the continued trend of industrial users
of natural gas to seek ways to reduce consumption, as well as looking for alternatives fuels, such as
wood waste, hog fuel, coal, and petroleum products.

Canadian Regulated Electric Utilities

Canadian regulated electric utilities accounted for 92% of the Regulated Utility segment’ s fiscal
2006 revenues of $1.2 billion, and 87.5% of Regulated Utility operating income. The Canadian
Regulated Electric Utilities consist of FortisAlberta, FortisBC, Newfoundland Power, Maritime
Electric, and FortisOntario.

Chart 8: Fortis Canadian Regulated Utility 2006 Revenue and Operating Income
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2. FortisAlberta

Fortis Inc. indirectly owns 100% of FortisAlberta s outstanding common shares. Fortis acquired
FortisAlberta and FortisBC from Aquilalnc. (ILA-NY SE; Not Rated) in 2004 for total
consideration of approximately $1.5 billion. FortisAlberta operates primarily in rural central and
southern Alberta, with a customer base of approximately 430,000 comprised of residential,
commercial, farm and industrial customers. Electricity is disseminated via 104,000 km of low-
voltage distribution network. As the table below illustrates, Fortis has not only been successful
with itsintegration of FortisAlberta, but has improved its operational efficiency aswell.
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Chart 9: FortisAlberta’s Operating Performance Before and After Fortis Acquisition
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FortisAlbertaisinvolved solely in the distribution of electricity and does not own any electrical
transmission or generating assets. Therefore, FortisAlberta' s entire asset base is regul ated.
FortisAlberta receives electricity from Alberta’ s transmission system, or from smaller third-party
electricity producers. FortisAlberta distributes this electricity to residential, commercial, and
industrial customers. The majority of these customers are located within municipality boundaries,
and are serviced directly by the respective municipality, who have franchise agreements with
FortisAlberta.

In 2006, the Company invested approximately $243 million (before customer contributions) to
improve service reliability and to meet new load growth. It isinteresting to note that FortisAlberta
invested approximately $116 million in projects related to customer growth resulting from oil and
gasindustry activity, aswell as the residential housing boom. In aggregate, FortisAlberta has
increased its rate base by approximately from $611 million from the time it was acquired by Fortis
in 2004 to approximately $939 million today.

Chart 10: FortisAlberta Capex
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FortisAlbertais regulated by the Alberta Energy and Utilities’ Board, with its distribution assets
regulated on a cost-of-service basis. Rates are set to cover FortisAlberta’ s distribution costs and to
allow for an approved rate of return on a deemed specified capital structure. This resultsin
FortisAlberta being effectively insulated from volatility in electricity prices. FortisAlberta’'s
regulated capital structureis set at 37% equity, and its allowed ROE for 2006 was 8.93%;
however, due to the impact of lower long-term Canadian bond yields on the automatic adjustment
formula, the Company’ s allowed ROE for 2007 has been reduced to 8.51%.

3. FortisBC

FortisBC is an integrated electric utility, which owns and operates hydroel ectric generating plants,
high voltage transmission lines, and distribution assets located in the southern interior of British
Columbia. FortisBC also owns both regulated and non-regulated assets. Aswe discussed above,
Fortis acquired FortisBC, as well as FortisAlberta, from AquilaInc. in 2004.

Similar to FortisAlberta, Fortis has successfully integrated FortisBC into its portfolio of utilities
and improved its operational efficiency.

Chart 11: FortisBC’s Operating Performance Before and After Fortis Acquisition
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In contrast to FortisAlberta, whose customer base is primarily in rural areas, the majority of
FortisBC' s customer base is primarily located in urban centres. FortisBC serves, both directly and
indirectly, 152,000 residential, commercial, wholesale, and industrial customers. Residential
Service isthe Company’s largest customer base, accounting for 41.6% of revenues and 36.8% of
electrical salesin 2006. This customer category represents the lower risk of the four categories.

FortisBC serves approximately 102,000 customers in Kelowna, Oliver, Osoyoos, Trail, Castlegar,
Creston and Rossland. It serves another 50,000 customers through the wholesale supply of power
to municipa distributors in Summerland, Penticton, Kelowna, Grand Forks, and Nelson. Asthe
table below illustrates, these areas have experienced an aggregate population growth level in
excess of British Columbia and the Country as awhole.
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Table 3: Communities Serviced by FortisBC

Private

2006 2001 Change

Dwellings

Kelowna® 162,276 147,739 9.8% 71,889
Osoyoos 4,752 4,295 10.6% 2,717
Trail 7,237 7,575 -4.5% 3,764
Castlegar 7,259 7,585 -4.3% 3,225
Princeton 2,677 2,610 2.6% 1,366
Rossland 3,278 3,646 -10.1% 1,656
Summerland 10,828 10,723 1.0% 4,726
Penticton 31,909 30,985 3.0% 15,271
Grand Forks 4,036 4,054 -0.4% 1,862
Nelson 9,258 9,318 -0.6% 4,427

Group Total 243,510 228,530 71% 110,903
British Columbia 4,113487 3,907,738 5.3% 1,788,474
Canada 31,612,897 30,007,094 5.4%

! Population for the metropolitan area
Source: Satistics Canada

Implications of British Columbia’s population growth are greater for FortisBC than the above table
implies, as the Kelowna area accounts for approximately 66% of private dwellingsin this area (see
Chart below), and has experienced an impressive 9.8% growth in population since 2001.

Chart 12: FortisBC Population Breakdown by Operating Region
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In addition to FortisBC' s contribution to Fortis' overall future organic growth from an increasing
population base, the subsidiary is aso in the process of investing to improve the reliability of the
utility. In aggregate, FortisBC expects to spend approximately $500 million in capex over the next
fiveyears. FortisBC has an approved capital expenditure program for 2007 of $135.8 million,
before customer contributions of $7.2 million, and $119.6 million, before customer contributions
of $8.0 million, for 2008

FortisBC' s generating assets are comprised of four hydroel ectric generating plants with an
aggregate capacity of 235 megawatts (MW). This provides approximately 45% of the energy and
30% of FortisBC's capacity requirements. The balance of its requirements is satisfied through
long-term power purchase agreements, and requirement short-falls, when they occur, are fulfilled
through short-term power purchases. Such short-fallstypically occur in the winter and summer
peak demand periods, when energy prices hit cyclical highs. These costs are recovered through
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customer rates, and FortisBC typically hedges potential exposure to volatility in hydro prices by
power purchase contracts prior to the winter months.

FortisBC isregulated by the BCUC under a performance-based framework (PBR). Under this
structure, FortisBC' s cost efficiencies/inefficiencies are shared equally between FortisBC and its
customers. Thisis executed by way of a 2% collar around the pre-determined ROE, and any
amounts equal to or less than the 2% are split. Therefore, in the event there is a positive variance
between the actual financial performance and the allowable rate, both FortisBC and its customers
benefit. However, the same scenario holdsif there is a negative variance. In the event that the
variance exceeds the 2% collar, the excess is placed into a deferral account for review and
disposition during the next rate-setting period.

4. Newfoundland Power

Fortis owns 100% of Newfoundland Power’s common shares, and 93.7% of the Company’ s voting
rights. Newfoundland Power owns and operates an integrated generation, transmission, and
distribution system throughout Newfoundland and Labrador. The Company has approximately
230,000 customers in more than 600 communities, which represents 85% of Province's electricity
consumers.

Approximately 85% of Newfoundland Power’ s customer base is residential, with the balance being
commercial. Residential customers account for approximately 58% of revenues. Newfoundland
Power is not asignificant catalyst for Fortis' future growth. In fact, Newfoundland’ s population
has experienced a 0.47% CAGR over the last four years. In spite of this, electricity sales have
experienced a modest CAGR of 1.2% for the past four years, which has been driven equally by
both commercia and residential customers.

Chart 13: Newfoundland Power Annual Electricity Sales
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Over the past five years, residential electricity sales have sightly outpaced those of commercial,
with an average annual growth rate of 1.4% versus commercia with 1.3%. During this period,
residential electricity sales, as a percentage of total electricity sales, have remained consistent at
54.7%. The moderate growth in residential electricity sales has been attributed to many factors,
including relatively weak growth in personal disposable income and higher electricity prices which
have caused the customer base to conserve electricity usage. These factors have been partially

Beacon Securities Ltd. 15 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca



Fortis Inc. — Initiating Coverage May 30, 2007

offset by a strong housing market and higher oil prices. Commercial electricity sales growth has
lagged that of residential electricity sales, and has generated growth from the ongoing devel opment
of Newfoundland’ s oil industry.

Newfoundland Power purchases approximately 90% of its electricity requirements from
Newfoundland and Labrador Hydro (Crown Corporation). The remaining 10% is generated by 30
small generating stations which are owned by Newfoundland Power.

Newfoundland Power, as well as Newfoundland and Labrador Hydro, is regulated by
Newfoundland and Labrador Board of Commissioners of Public Utilities (PUB). Newfoundland
Power operates under a cost of service regulation, which allows the Company to set rates that
permit it to recover al reasonable and prudent costs associated with providing service and earn a
reasonabl e rate of return on itsrate base. The regulated return on equity for 2007 is 8.60% (down
from 9.24% in 2006), which equates to arate of return on rate base of 8.47%, with arange of
8.29% to 8.65%. The Company’s equity component of its capital structure must not exceed 45%.
The rate of return is adjusted annually, and based on an automatically adjusted formulathat is
based on Canadian 30-year bond yields. Although the use of this formula stream-lines the rate-
setting process, the exposure to interest rates makes the Company’ s earnings susceptible to greater
volatility.

5. Maritime Electric

Maritime Electric islocated on Prince Edward Island and serves 71,000 customers, which
represents 90% of the Province's electricity consumers. Maritime Electricisinvolvedin
electricity generation, transmission, and distribution, although it purchases more than 95% of its
energy requirement from New Brunswick Power. The remaining electricity requirement is met by
the Company’ s generation facilities and the purchase of wind energy. Revenues are evenly split
between residential and commercial customers, although commercial and industrial customers
account for almost 60% of electricity sales.

Maritime Electric is regulated on a cost of service basis, where the utility’ s basic electricity rates
are based on estimated cost of service and alow for a predetermined rate of return on an approved
rate base. Maritime Electric’s maximum allowed ROE for 2007 is 10.25%, and common equity
must be at least 40% of the utility’s capital structure.
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6. FortisOntario

FortisOntario consists of both regulated and non-regulated assets. Regulated assets are comprised
of Canadian Niagara Power and Cornwall Electric.

Table 4: FortisOntario Regulated Utilities

4 of 2006 2006
Subsidiary Service Area Customers Revenue GWh Sales
(%) (%)
Canadian Niagara Power  Fort Erie 15,400 24.0% 24.7%
Port Colborne 9,200 15.0% 16.9%
Gananoque 3,600 6.3% 6.5%
Sub-Total 28,200 45.3% 48.1%
Cornwall Electric Cornwall 23,400 54.7% 51.9%
Total 51,600 100% 100%

Source: Company reports

FortisOntario participates in electricity transmission and distribution through its wholly-owned
subsidiaries, Canadian Niagara Power and Cornwall Electric.

= Canadian Niagara Power Inc.: Transmits and distributes electricity to customersin Fort
Erie, Port Colborne, and Gananoque. It also owns and operates a transmission network that
extends from Niagara Falls, Ontario through to Fort Erie connecting with National Grid's
transmission system in Buffalo, New Y ork through an international inter-tie running
between Fort Erie and Buffalo.

= Cornwall Electric: Provides utility servicesto Cornwall, South Glengarry, South
Stormont, and the Ontario portion of the Mohawk Territory of Akwesasne.
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Caribbean Regulated Utilities

Fortis first entered the Caribbean in 1999 when it purchased 67% of Belize Electricity. Fortis now
has ownership in three utilities in the Caribbean: Belize Electricity (70.1% ownership), Caribbean
Utilities (54% ownership), and Fortis Turks and Caicos (100% ownership). Although these assets
have yielded strong returns, Fortis' primary focus for future growth is on North America.

7. Belize Electricity

Belize Electric is the primary distributor of electricity in Belize, Central America and serves more
than 71,000 customers. Fortis has a 70.1% controlling interest in Belize Electricity. It acquiresits
electricity from multiple sources, including Fortis wholly-owned subsidiary, Belize Electric
Company Limited (“BECOL”), Comision Federal de Electricidad, as well asfrom its own diesel-
fired and gas-turbine generation. Belize Electricity has experienced annual energy demand
growth of approximately 3% to 7% over the past three years.

Belize Electricity isregulated by the Public Utilities Commission. The basic electricity rates are
determined by value-added delivery (“VAD”), and cost of fuel and purchased power (“COP”).
The VAD component permits the Company to recover operating expenses, transmission and
distribution expenses, taxes, amortization and earn arate of return on regulated asset base in the
range of 10.0% to 15.0%. The COP includes the variable cost of generation, which isaflow-
through in customer rates.

8. Caribbean Utilities

Caribbean Utilities (CUP.U-TSX; Not Rated) is a publicly traded utility located on Grand Cayman,
Cayman Islands. It generates, transmits, and distributes el ectricity to more than 22,000 customers.
Fortis recently became the controlling shareholder of Caribbean Utilities after increasing its
ownership to approximately 54%. Asaresult, Fortisis consolidating Caribbean Utilities' financial
statements on atwo two-month lag basis. Caribbean Utilities anticipates capital expenditures of
approximately US$33 million in fiscal 2008, and US$190 million over the next five years, which is
expected to be fuelled by customer growth.

Caribbean Utilities operates under a 25-year exclusive licence with the Government of the Cayman
Islands, which expiresin 2011, or until replaced with a new license by mutual agreement. The
utility isentitled to earn a 15% rate of return on its rate base.

9. Fortis Turks and Caicos

Fortis Turks and Caicos consists of two electric utilities acquired in 2006: (1) P.P.C. Limited, and
(2) Atlantic Equipment & Power (Turks and Caicos) Ltd. for aggregate consideration of
approximately US$90 million. Fortis Turks and Caicosisthe primary electricity distributor in the
Turks and Caicos | slands pursuant to 50-year licences that expirein 2036 and 2037. The utility
serves approximately 7,700 customers, which represents approximately 80% of the electricity
customers in the Turks and Caicos Islands.

During 2006, residential customers accounted for 36.6% of revenues and 33.6% of electricity
sales, while commercial customers account for 62.2% of revenues and 65.2% of electricity sales.
This utility has experienced considerable growth, which has been on the back of tourism and
condominium and hotel development. In fact, energy sales on Providenciales, where the majority
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(approximately 75%) of customers reside, have increased, on average, 15% annually for the last 12
years. In addition to growth resulting from tourism, utility salesin 2006 increased because of a
high level of government-funded public works initiatives. The Company has a combined diesal-
fired generating capacity of approximately 37 MW and met a combined peak demand of 25 MW in
2006. The Government of Turks and Caicosis the regulator for Fortis Turks and Caicos, and rates
are set to yield a 17.5% return on a calcul ated rate base.

NON-REGULATED BUSINESSES

Fortis non-regulated assets, which primarily consist of non-core properties and electric hydro
generation facilities, accounted for approximately 14% of the Company’ s total assets as at
December 31, 2006, and approximately 25% of total operating earnings during 2006. Asthetable
below illustrates, the non-regulated segments do not account for a significant proportion of total
assets, but did generate approximately 16% of total revenues in 2006.

Table S: Fortis Non-Regulated Assets as a Percentage of Company Total

(Excluding Corporate and including Inter-segment)

Generation 2005 2006
Total Revenue 5% 5%
Operating Earnings 18% 15%
Total Assets 6% 5%

Properties
Total Revenue 11% 11%
Operating Earnings 8% 10%
Total Assets 9% 9%

Source: Company reports

10. Fortis Generation

Fortis Generation consists of non-regulated generation assets in Belize, Ontario, central
Newfoundland, British Columbia, and upper New Y ork state. In aggregate, these assets have a
generating capacity of 195 MW. Approximately 190 MW, or 97.4%, of this capacity is

hydroel ectric generation.

Belize: BECOL owns and operates the 25 MW Mollgon and 7 MW Chalillo hydroelectric
facilities, located on the Macal River in Belize. BECOL sellsits entire output to Belize Electricity
under a 50-year power purchase agreement.

Ontario: Non-regulated operations in Ontario include 75 MW of water-right entitlement associated
with the Niagara Exchange Agreement, a5 MW gas-fired cogeneration plant in Cornwall and six
small hydroelectric generating stations in eastern Ontario with a combined capacity of 8 MW.
With the exception of the cogeneration plant in Cornwall, the electricity produced from these
facilitiesis sold in the Ontario market.

Central Newfoundland: Fortisindirectly holds a51% interest in the Exploits River Hydro
Partnership with Abitibi-Consolidated Company of Canada (A-TSX; Not Rated). The Exploits
River Hydro Partnership achieved record annual energy sales of 168 GWh in 2006. Abitibi-
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Consolidated uses generation, and additional produced energy is sold to Newfoundland Hydro
under a 30-year power purchase agreement.

British Columbia: Fortis non-regulated generating asset in British Columbiais a16-MW run-of-
river Walden hydroel ectric generating plant near Lillooet, which was acquired in May 2004 as part
of the assets of FortisBC. The plant sellsits entire output to BC Hydro under along-term contract.

Upper New York State: Fortis owns four non-regulated hydroel ectric generating stations located in
upper New York State These plants have an aggregate capacity of approximately 23 MW, with an
average annual energy output of 85 GWh that is sold at wholesale through contracts.

11. Fortis Properties

Fortis Properties owns and operates 18 hotels, consisting of approximately 3,200 rooms, in seven
Canadian provinces. In addition, Fortis Properties owns 2.7 million square feet of commercial real
estate in Atlantic Canada. Revenue per Available Room in 2006 increased from $70.95 in 2005 to
$72.67, which was on the back of increases in both average occupancy and average daily room
rates.

The 2006 occupancy rate in the real estate division of 94.9% at December 31, 2006 declined 100
basis points from December 31, 2005, but still outpaced the national rate of 92.3%.

Table 6: Hotels Owned by Fortis Properties

Hotels Location # of Guest
Rooms

DeltaSt. John's St. John’s, NL 403
Holiday Inn St. John's St. John’s, NL 252
Mount Peyton Grand Falls-Windsor, NL 150
Greenwood Inn Corner Brook Corner Brook, NL 102
Four Points by Sheraton Halifax Halifax, NS 177
Delta Sydney Sydney, NS 152
Delta Brunswick Saint John, NB 254
Holiday Inn Kitchener-Waterloo Kitchener-Waterloo, ON 183
Holiday Inn Peterborough Peterborough, ON 153
Holiday Inn Sarnia Point Edward, ON 217
Holiday Inn Cambridge Cambridge, ON 143
Greenwood Inn Calgary Calgary, AB 210
Greenwood Inn Edmonton Edmonton, AB 224
Greenwood Inn Winnipeg Winnipeg, MB 213
Ramada Hotel and Suites L ethbridge Lethbridge, AB 119
Holiday Inn Express and Suites MedicineHat ~ Medicine Hat, AB 93
Best Western Medicine Hat Medicine Hat, AB 122
Holiday Inn Express Kelowna Kelowna, BC 120

Total 3,287

Source: Company reports

Table 7: Office and Retail Properties Owned by Fortis Properties

Gross Lease

Property Location Type of Property  Area square

Fort William Building St. John's, NL Office 188
Cabot Place | St. John's, NL Office 133
TD Place St. John's, NL Office 93
Fortis Building St. John's, NL Office 82
Multiple Office St. John's, NL Office and Retail 70
Millbrook Mall Corner Brook, NL Retail 122
Fraser Mall Gander, NL Retail 102
Marystown Mall Marystown, NL Retail 87
Fortis Tower Corner Brook, NL Office 70
Viking Mall St. Anthony, NL Retail 69
Maritime Centre Halifax, NS Office and Retail 562
Brunswick Square Saint John, NB Office and Retail 512
Kings Place Fredericton, NB Office and Retail 292
Blue Cross Centre Moncton, NB Office and Retail 323
Total 2,705

Source: Company reports
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The investment in non-core properties was originally made in order to capitalize on tax
credits that arose from acquisition. For the most part, a utility can only recover interest
expenses from debt used to finance an acquisition equal-to or less-than the allowable proportion of
the book value of the purchased assets. However, this interest provides a tax shield if it can be
applied to revenues. Investing in properties has provided such a revenue stream.

Financials and Past Performance

Fortis has exhibited outstanding growth in its assets, revenues, and net earnings over its operating
history, which has supported its significant dividend growth over the same period. Since 1999,
Fortis has increased its utility capital assets and income producing properties by a CAGR of
50.7%, while increasing its revenue and net income by a CAGR of 16.5% and 26.0%, respectively,
over the same period.

Chart 14: Fortis Sales, Net Income, and Fixed Assets Growth
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Over this period, Fortis has increased its dividends (declared) by 48.0%, with a CAGR of 5.8%.
The growth in dividends has been on the back of higher earnings fuelled by acquisition. In fact,
during this period, Fortis' dividend payout ratio has declined by 41.6 percentage points to 47.2%.
The decline in dividends as a percentage of earnings has, as one would expect, been the result of
using a proportion of internally generated funds to finance its aggressive acquisition strategy.
Obviously, from the Company’ s past performance, this was a good use of these funds.
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Chart 15: Fortis Dividends Paid per Common Share Growth
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Chart 16: Fortis Inc
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Although investors seeking exposure to utilities typically prefer relatively higher dividend payout
ratios, it isinteresting to note that even though Fortis has retained a higher percentage of its
earnings, it has still been able to increase dividends on the back of higher dollar earnings, which

has been driven by accretive acquisitions and an improving profit margin.
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Chart 17: Earnings Growth and Profit Margin
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In addition, Fortis ownership of non-regulated utilities and income producing properties, has also
benefited the Company’ s earning profile.

Outlook and Financial Forecast

We are expecting Fortis to generate fiscal 2007 and 2008 EPS of $1.47 and $1.60, respectively.
For regulated utilities, our fiscal 2007 and 2008 estimates are based on respective allowed ROEs,
approved capital expenditures.

With bond yields on the decline, there is potential for Fortis' earnings growth to stall over the next
year. Thisisbecause Fortis' regulated utilities are governed under cost recovery regulations,
where they are permitted to earn a pre-determined ROE on a specified equity proportion. The
majority of Fortis’ regulated utilities, which include FortisAlberta, FortisBC, and Newfoundland
Power, allowable ROEs are tied to the Canadian long-term bond yield, and the recent declinein
bond yields has resulted in areduction in the ROEs for these utilities. In fact, the allowable ROE
for FortisAlberta, FortisBC, and Newfoundland Power have decreased by an average 50 basis
points, asillustrated in the table below.

Table 8: Change in Allowed Return on Common Equit

Newfoundland

FortisAlberta FortisBC Average Change
Power
Previous 8.93% 9.20% 9.24% 9.12%
49.7 bps
Current 8.51% 8.77% 8.60% 8.63%

Source: Company reports

The average 50 basis point decline in allowed ROEs has considerable potential to adversely impact
Fortis' trend in growing earnings, as these three utilities accounted for 78% of the Canadian
Regulated Utilities 2006 revenues and 88% of net earnings. That being said, the declinein
allowable ROEs will likely be offset by the planned capex for 2007 which will increase the rate
base.
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Chart 18: Fiscal 2007 Forecasted Capital Expenditures (Millions)
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While Newfoundland Power does have a modest 2007 capex budget of $66.0 million, it will be
primarily allocated towards equipment replacement and electricity system betterment. In contrast,
FortisAlberta and FortisBC have considerable capital expenditure budgets for customer growth, in
addition to capital expenditures pertaining to asset replacement/upgrade. Thisisthe result of
exceptional growth in both population and GDP, which have outpaced the national rates. In fact,
Alberta and British Columbiain aggregate, account for approximately 81% Canadian Regulated
Utilities forecasted capital expenditures for 2007.

Fortis exposure to these two high growth markets is compounded with the acquisition of Terasen
Gas. Asdiscussed in the sections above, natural gas distribution is likely to experience healthy
penetration rates in British Columbia, asit islargely driven by British Columbia' s GDP and
population growth rates. However, the trend of contractors installing electricity as opposed to
natural gas in multi-family units does present a hindrance. But more importantly, the Terasen
acquisition opens two unique opportunities for Fortis. Thefirst being a strong and established
foothold in natural gas distribution, which isanew catalyst for growth. The second isthe
opportunity to capitalize on cost-sharing that result from operating two utilities that are governed
by the same regulatory body.

Over the next five years, we believe that earnings growth can be driven by the Company’s
anticipated capex of approximately $2.8 billion. We contend that capex of this magnitude is equal
to purchasing a $2.8 billion utility, and that even if Fortis does not pursue another acquisition over
this period, its rate base will expand asif it had. Furthermore, given the nature of the industry, this
capex provides the potential for growth for the Company even in the event of economic
downturns.
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Valuation and Recommendation

Fortis shares are currently trading at 19.2x on our fiscal 2007 EPS estimate of $1.44, and 17.9x on
fiscal 2008 estimate of $1.55. Since the Terasen transaction closed on May 17, 2007, the fisca
2008 EPS estimate is more relevant from an earnings multiple perspective, asit includes Terasen’'s
contribution for afull year. Asillustrated in the chart below, Fortis shares have consistently
commanded a higher multiple since 2002.

Chart 19: Fortis Inc. Historical CFY P/E Multiple
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Since Fortis announced the Terasen acquisition on February 26, 2007, its shares have traded at an
average of 19.5x on fiscal 2007 EPS, and 18.2x on fiscal 2008 EPS. Before the announcement,
Fortis stock traded at an average multiple of 19.0x on fiscal 2007 EPS, and 18.3x on fiscal 2008
EPS. Surprisingly, the Terasen acquisition has not managed to expand Fortis' current fiscal year
earnings multiple. Although the stock has recovered nicely following the issue of 38.5 million
subscription receipts (plus approximately 5.8 million in over-allotment) at $26.00 (each receipt
equalling one common share), its earning multiple has remained virtualy flat.

This is despite the fact that, through the acquisition of Terasen, Fortis has purchased a
shinny new vehicle for future growth. What’s more is that this acquisition is very appealing
from a risk perspective. Terasen is a high quality, well run asset. It is regulated by the
BCUC, the same regulatory agency that governs FortisBC, and natural gas distribution is
probably the most similar utility to electricity distribution. Furthermore, with Terasen, 92%
of Fortis’ total assets will be regulated utilities versus 86% pre-Terasen. This reduces the
Company’s overall risk profile significantly.

We must also keep in mind that Fortis' operational history and strong relationships with regulators
amplifies the Company’s potential for expansion into the U.S. in natural gas distribution. We
believe that these factors give Fortis a competitive advantage over potential competing bidders for
these assets. With these factors in mind, we believe that Fortis' shares should trade at a premium
multiple relative to their historic and current levels.

We are assigning a 21.0x target multiple, which, when applied to our fiscal 2008 EPS estimate of
$1.60, yields a 12-month target price of $32.00. We are expecting Fortisto increase its dividend
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by 10% to $0.77 later thisyear. Our target indicated dividend yield is 2.9%, which is consistent
with the average for the past three years.

Chart 20: Fortis Inc. Historical Dividend Yield
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Although thereis potential for the yield to decline from price appreciation due to the flow of
capital into non-cyclical stocksin the event that the Canadian markets, eventually, experience a
decline, we have not built any such assumptionsinto our valuation. Our target yield of 2.9%
coupled with of fiscal 2007 dividend estimate of $0.75 generates a target price of $27.00.

We believe that the target price based on earnings multiple should carry greater weight, given the
reduction in volatility that we expect Fortis earnings to display resulting from a higher proportion
of regulated utilities within its portfolio. Our 12-month target priceis $32.00. Including the
Company’ s annualized dividend of $0.77, we are looking for atotal return of 14%. We are
initiating coverage on Fortis with a BUY rating.
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FORTIS INC.

Initiating Coverage: Well Positioned for Continued Growth

Summary

o We are initiating coverage on Fortis with a BUY rating
and a 12-month target price of $32.00. Our target priceis
based on a blend of a 21.0x earnings multiple on our fisca
2008 EPS estimate of $1.60, and a 2.9% dividend yield.

o The acquisition of Terasen Gas is unique for Fortis on
two fronts: (1) it is the first time Fortis purchased a non-
electricity utility, and (2) it is the first time where there is
overlap in service territories between two of Fortis’ utili-
ties. We believe that these factors have many positive impli-
cations for the Company’s future growth in both top and bot-
tom lines.

e Fortis exposure to high growth markets coupled with the
acquisition of Terasen Gas will result in continued earnings
and dividend growth. Fortisisavery compelling investment
at current levels.

e We believe that earnings growth can be driven by the Com-
pany’s anticipated capex over the next five years of approxi-
mately $2.8 billion. We contend that capex of this magni-
tude will fuel its earnings growth even in the absence of
additional acquisitions. Furthermore, given the nature of
the industry, this capex provides the potential for growth for
the Company even in the event of economic downturns.

FTS-TSX
May 30, 2007
Stock Rating: BUY
Target Price: $32.00
Closing Price (05/29/07) : $28.66
52 Week Range: $21.16-$30.00

(December Year End)

2006A

F2007E

F2008E

EPS $1.35 $1.47 $1.60
P/E 21.2x 195x 17.9x
CFPS $3.25 $3.25 $3.80
(Millions)

Shares O/S 155.3

Mkt. Cap. $4,450.90

Ent. Value $7,098.40

Net Debt $2,647.50

Fortis Inc. (FTS-TSX)
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Company Description

FortisInc. isadiversified, internationa dis-
tribution utility holding company headquar-
tered in St. John’'s, Newfoundland. It pri-
marily holds regulated distribution utilities
in Canada, as well as some regulated utili-
tiesin the Caribbean. Fortisalso ownsand
operates non-regulated hydroel ectric genera-
tion assets and commercial rea estate and
hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1707 Grafton Street, Halifax, Nova Scotia, B3] 2C6

Phone: 902.423.1260 or 1.800.565.1981

www. beaconsecurities.ca
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Investment Thesis

We are initiating coverage on Fortiswith aBUY rating and a 12-month target price of $32.00.
Our target priceis based on ablend of a 21.0x earnings multiple on our fiscal 2008 EPS estimate
of $1.60, and a 2.9% dividend yield.

Fortis successful track record of acquiring utility distribution assets across Canada, aswell asa
select few in the Caribbean, has driven the Company’ s top and bottom line, which has boosted its
stock performance. In addition to yielding a steady and predictable stream of earnings and cash
flow, as a utility should, Fortis also affords investors considerable future growth in both stock price
and dividends. In fact, over the past five years, Fortis' stock price has appreciated by 135.9%.
Thisrepresents a CAGR in stock price of 19.0%. During this period, Fortis has increased its
quarterly dividend by 62%, which has helped driveits five-year total return of 178.0%, or 23.0%
CAGR. Infact, on atotal relative return basis, Fortis has outperformed the S& P/TSX Utility
index by 42%. What is even more impressiveisthat Fortis shares have outperformed the S& P/TSX
Composite, which has been driven by the Canadian resources sector, on atotal relative return basis
by 28.0% over the same time period.

Fortis’ impressive growth has been on the back of its acquisition strategy, and has been
further fuelled by its expansion into high growth markets in Western Canada, as well as its
investments in the Caribbean. With the recent acquisition of Terasen Gas, we expect to see
this trend to continue in years to come.

We expect the acquisition of Terasen Gasto be accretive to earningsin the first full year.
However, aside from potential synergies with FortisBC, we do not believe that Terasen will be one
of the Company’ s primary catalysts for earnings growth. We do not believe that Terasen Gas will
afford growth rates similar to those experienced by FortisAlberta and FortisBC. We contend that
higher, as well as more volatile, natural gas prices will dampen new customer growth, as natural
gasislosing, and will continue to lose, its competitive pricing relative to other sources of energy.
In addition, the trend of multi-family unit contractors installing el ectricity, as opposed to natural
gas, in an effort to reduce building related costs will also act to reduce natural gas penetration in
British Columbia.

So, why are we so bullish on this stock and the recent acquisition? Our enthusiasm is primarily
fuelled by the opportunities that the Terasen transaction affords Fortis to expand into a new
territory: natural gas distribution. Fortis did not just purchase a prime natural gas
distributor; it bought key expertise in natural gas distribution. This expertise will enable
Fortis to expand in this industry in the same successful manner it has with its acquired
electricity distribution utilities.

This acquisition has also opened the door to the U.S., and Fortis management has made it very
clear that they are interested in expanding into natural gas distribution in this market. What is
especially interesting about the U.S. isthat it has several utilities that operate both natural gas and
electricity distribution. Acquiring such utilities would enable Fortis to capitalize on its expertise in
both areas, as well as benefit from synergies.

Beacon Securities Ltd. 1 Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca
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Natural Gas distribution aside, Fortis has considerable potential for growth with its electricity
distribution utilities. In fact, Fortis anticipates its electric utility capital expenditures over the next
five yearsto equal approximately $2.8 billion. The majority of these expenditures are to be related
to FortisAlberta, FortisBC, and Fortis' regulated and non-regulated electric utilitiesin the
Caribbean. Thisissignificant given that FortisAlberta and FortisBC accounted for 46.8% of the
fiscal 2006 consolidated net earnings.

In summary, Fortisis now in a position to expand its regulated utility assets on two fronts: electric
distribution and now natural gas distribution. Clearly, Fortis has been very successful with its past
acquisitions. Given the similarities between natural gas and electricity distribution, we see no
reason to doubt the Company’ s ability to successfully integrate Terasen, and use it as a platform
for future acquisitions. We feel that Fortis’ exposure to high growth markets coupled with the
acquisition of Terasen Gas will result in continued earnings and dividend growth. Fortis is a
very compelling investment at current levels.

Beacon Securities Ltd. 2 Ken Chernin, MBA
902.425.6654
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Company Overview

FortisInc. isadiversified, international distribution utility holding company headquartered in St.
John’s, Newfoundland. It primarily holds regulated distribution utilities in Canada, as well as
some regulated utilitiesin the Caribbean. Fortis also owns and operates non-regul ated

hydroel ectric generation assets and commercial real estate and hotel assets.

Fortis' regulated utilities are domiciled in both Canada and the Caribbean. The Canadian regulated
utilitiesinclude Terasen Gas, FortisAlberta, FortisBC, Newfoundland Power, Maritime Electric,

and FortisOntario. The Company’s Caribbean regulated utilities include Belize Electricity (70.1%
ownership), Caribbean Utilities, (54% ownership), and Fortis Turks and Caicos (100% ownership).

ulated Assets
2006 2006

2006 Mid-200
# of Gas Volumes(PJ) / 00 Capex 1d-2007

Table 1: Summary of Fortis Re

Allowed 2006  Allowed 2007 2006

Company . , Total Assets Rate Base Earnings

pany Customers Electrlc;::]lzs(GW h) (Millions) (ill’?ﬁlt;;;l; (Millions) ROE * ROE * (Millions)
Terasen Gas ' 900,000 209 PJ $3,739 $148 $2,973 8.80% 8.37% $96
FortisAlberta 430,000 14,851 GWh $1,387 $243 $939 8.93% 8.51% $41
FortisBC 152,000 3,038 GWh $1,031 $111 $765 9.20% 8.77% $27
Newfoundland Power 230,000 4,995 GWh $936 $60 $788 9.24% 8.60% $30
Other Canadian * 123,000 2,162 GWh $509 $37 $362 9.0%-10.25% 9.0%-10.25% $14
Caribbean”’ 100,700 889 GWh $828 $27 $549 10.0% - 17.5% 10.0% - 17.5% $24

! Terasen Gas pro-forma earnings.

2 Includes Maritime Electric and FortisOntario.

®Includes Belize Electricity, Caribbean Utilities, and Fortis Turks and Caicos.
* Caribbean regulated utilities return on assets.

Source: Company reports and Beacon Securities

Fortis' non-regulated assets consist of Fortis Generation and Fortis Properties. Fortis Generation
includes generating assets in Belize, Ontario, central Newfoundland, British Columbia, and upper
New York State. In aggregate, these assets have a generating capacity of 195 MW, of which 190
MW is hydroelectric generation. Fortis Properties owns and operates 18 hotels with more than
3,200 rooms in seven Canadian provinces, and 2.7 million square feet of commercial real estatein
Atlantic Canada.

Strategy

Fortis set out in 1987 with a stated goal of pursuing growth through diversification in regul ated
utilities by utilizing its financial strength and operational experience in electric utilities. In
summary, Fortis' strategy to achieve this goal isto buy regulated utilities, and run them
independently. What is interesting about Fortis' approach to acquisitions is that they do not seek
to capitalize on operational synergies between its subsidiaries. Each of its regulated assetsis run
independently. However, in some instances, like in the event where scale results in more
favourable procurement, Fortis subsidiaries will work together in order to obtain more beneficial
prices.

While running each segment independently may be contrary to intuition, the potential cost savings
that could be achieved through a more integrated structure is far outweighed by the advantages of
running each of its utilities independently. For one, Fortis subsidiaries are able to maintain their

Beacon Securities Ltd. 3 Ken Chernin, MBA
902.425.6654
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existing relationships with the respective regulators. We believe that relationships would become
more complicated if some of these utilities were to attempt to achieve cost synergies through
shared services asit would, in al likelihood, complicate regulatory review processes. In addition,
by running the utilities as independent entities, there is no integration risk.

The key to Fortis success has been its ability to capitalize on its most important resources —
operational experience. Senior management are continually rotated throughout the organization in
order to share their experience in such areas as dealing with regulatory authorities and cost control,
which creates organization-wide best practices. That being said, Fortis never loses sight that some
situations require custom solutions. The table below lists some of the current and previous
positions held by Fortis senior management as an example of how management is rotated
throughout the organization.

Table 2: Management Current and Previous Positions

Current Position Previous Position
Stanley Marshall CEOQO, FortisInc. VP, Newfoundland Power
Barry Perry CFO, FortisInc. CFO, Newfoundland Power
Karl Smith CEOQO, FortisAlberta CEO, Newfoundland Power
John Walker CEOQO, FortisBC CEO, Fortis Properties
Earl Ludiow CEO, Newfoundland Power CEO, Fortis Properties
Fred O'Brien CEO, Maritime Electric VP, FortisOntario
Bill Daley CEO, FortisOntario VP, FortisOntario
Nora Duke CEO, Fortis Properties VP, Fortis Properties

Source: Company reports and website

In addition to Fortis' practice of rotating management, Fortis benefits from raising equity capital
more cost efficiently for its smaller subsidiaries than they would individually.

Beacon Securities Ltd. 4 Ken Chernin, MBA
902.425.6654
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Company History

Fortis was derived from Newfoundland Power and formed in 1987. Newfoundland Power, and its
predecessor companies, have distributed electricity in Newfoundland since 1885. Newfoundland

Power was its sole holding in 1987, and it served as a both a strong financial foundation, and

equally important, had strong managerial expertise in operating electric utilities.

Chart: 1: Fortis Inc. Regulated Utility Acquisitions Chart 2: Fortis Inc. Holdings by Region

Fortis is Formed

Canadian Niagara Power (50%)

Cornwall Electric

Caribbean Utilities (increased to 54%)

1987

1994

1996

1999
2000

2001
2002

2003

2004

2006

2007

Maritime Electric

Belize Electricity (67%)
Caribbean Utilities (20%)

Port Colborne Hydro Leased
Canadian Niagara Power (remaining 50%)

Operating subsidiaries of Granite Power
Caribbean Utilities (increased to 36%)
FortisAlbertaand FortisBC

Belize Electricity (increased to 70%)
Fortis Turks and Caicos

Terasen Gas

Source: Company reports and Beacon Securities
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Fortis more significant acquisitions include FortisAlberta and FortisBC from AquilaInc. in 2004,
and the most-recent acquisition of Terasen Gas in 2007. The investment in Western Canada
permits Fortis to participate in the unprecedented growth in these regions. At the time of the
acquisition of FortisAlberta and FortisBC, Fortis saw great potential to improve the operating
performance of these assets, but did not expect to see growth of this magnitude. Fortiswas able to
leverage its expertise in operational efficiency with these assets and improve their profitability.

In addition, Fortis investment in Belize Electricity in 1999 was a vehicle by which Fortis could
test utility watersin the Caribbean region. Although utilitiesin this region do afford higher
allowed return-on-assets than their Canadian counterparts, they also present greater risks than
North American based utilities in the form of hurricanes and political risk. Although Fortis has
done well with itsinvestmentsin the Caribbean, the investment in the region is expected to remain
asmall but valuable part of Fortis' overall business. Fortis remains focused on North Americaas a
vehicle for future growth.

Ken Chernin, MBA
902.425.6654
kchernin@beaconsecurities.ca

Beacon Securities Ltd. 5



Fortis Inc. — Initiating Coverage May 30, 2007

Company Structure and Operating Subsidiaries

The Company operates under two operating segments: (1) Regulated Utility operations, and (2)
Non-Regulated Businesses. Regulated utilities account for 86% of total assets as at December 31,
2006. Although non-regulated assets do not generate a significant proportion of the Company’s
revenues, they do have a meaningful impact on net earnings.

Chart 3: Fortis Operating Segments
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Source: Company reports and Beacon Securities

REGULATED UTILITIES

The Regulated Utility segment accounted for approximately 85% of Fortis' 2006 total revenues of
$1.5 billion, and approximately 75% of its earnings from operating segmentsin 2006. Fortis
Regulated Utility operations are governed by their respective regulators, which set target customer
service levels, approve capital expenditure programs, and set bands for allowable rates of returns.
In the sections below, we discuss the more relevant regulatory requirements for each subsidiary.
In Canada, Fortis operates both gas and el ectric distribution regulated utilities.

Canadian Regulated Gas Utility

1. Terasen Gas

Fortis’ most recent acquisition was Terasen Gas. Fortis paid $3.7 billion, including the assumption
of $2.3 billion in debt, to Kinder Morgan (KMI-NY SE; Not Rated) for the natural gas distribution
assets of Terasen Inc. This transaction, which closed on May 17, 2007, increased Fortis' asset
base from approximately $5.5 billion to $10 billion, and its regulated assets from $3.4 billion to
$6.4 billion. Thisisthelargest transaction in Fortis operating history, and the first timeit has
invested in aregulated utility other than electricity transmission/distribution.

Fortis paid approximately 1.2x Terasen Gas' s estimated mid-2007 rate base of approximately
$2,973 million. The transaction has resulted in regulated utility assets accounting for 92% of the
Fortis' total assets, and Regulated utility assets in Canada now account for 84% of total assets.
Furthermore, the acquisition of Terasen Gas has resulted in approximately 57% of Fortis' total
assets being located in British Columbia.

Beacon Securities Ltd. 6 Ken Chernin, MBA
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Terasen Gas is the principal distributor of natural gasin British Columbia, serving 125
communities consisting of 900,000 customers, or 95% of all natural gas users in British Columbia.
Terasen Gas owns and operates approximately 44,100 km of natural gas distribution pipeline and
4,300 km of natural gas transmission pipeline.

Chart 4: Terasen Gas Service Territory
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The operations of Terasen Gas are carried out under three wholly-owned subsidiaries: Terasen Gas
Inc., Terasen Gas (Vancouver Island) Inc., and Terasen Gas (Whistler) Inc. In addition, Terasen
Gas has a 30% stake in CustomerWorks Ltd, which is a non-regulated service business jointly
owned with Enbridge Inc. (ENB-TSX; Not Rated). In the sections below, we provide an overview
for each of these gas distribution segments.

Terasen Gas Inc.

Terasen Gas Inc. (TGI) isthe largest of the three operating companies within the Terasen Gas
segment, with a service area extending from Vancouver to the Fraser Valley. It accounts for
approximately 83% of Terasen Gas' assets, and has a rate base of approximately $2.5 billion. This
area has a population base of approximately 4 million people. TGI transports and distributes
natural gasto 100 communities consisting of 735,000 residential and 82,000 industrial customers.

TGl typically provides natural gas distribution to residential, small businesses, and industrial
heating customers on a non-contract basis, where customers are charged for general services. In
contrast, the magjority of TGI’s larger commercia and industrial customers are serviced under a
contractual basis. Under these agreements, customers are able to purchase natural gas from third-
parties and TGI charges a service fee for the transportation of gas, a practise known as unbundling.
Since TGI virtually passes the cost of natural gas to customers when they purchase natural gas
directly, the Company’ s margins are unaffected. In fact, having a proportion of its customers
buying from third-party suppliers as opposed to buying directly from TGI acts to reduce the
Companies overall credit risk exposure. Approximately 79,000 of TGI’s customers are eligible for
unbundling, and approximately 18,700 customers had arranged for their gas from third-parties as at
December 31, 2006. Thisisup considerably from 2,200 at the end of 2005.

Beacon Securities Ltd. 7 Ken Chernin, MBA
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Approximately 150 of TGI’sindustrial customers are on interruptible services, meaning that they
can switch from natural gasto an aternative fuel. TGI aso holds transmission and distribution
agreements for natural gas distribution under statutes and franchise agreements, which grant TGI
the right to operate in municipalities and other areas its serves.

Chart 5: Terasen Gas Rate Base
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Source: Company reports

TGl isregulated by the British Columbia Utilities Commission (BCUC). TGI’srates are based on
acost-of-service basis, where TGl is alowed to recover the costs associated with providing
service, meet itsfinancial obligations, and earn a reasonable return on common equity (ROE).

The allowable ROE for 2007 has been set at 8.37%, and the deemed equity component has been
set at 35%. The average rate base for fiscal 2007 is approximately $2.5 billion, and its approved
capex budget for 2007 is $129.7 million. Approximately 22% of this amount will be spent to
support customer growth, and the balance will be used for asset betterment and upgrades. The
allowable rate of return is based on aformulathat applies arisk premium to an estimate of the
Canadian long-term bond yield. The allowable rate of return is reviewed and, if necessary,
adjusted annually.

Similar to FortisBC, TGI operates under a performance-based rate (PBR) setting methodol ogy,
where it shares improved cost efficiencies with its customers. 1n 2004, 2005, and 2006, Terasen
Gas generated ROESs of 9.34%, 10.78%, and 10.10%, respectively, while the allowable ROEs for
these years were 9.15%, 9.03%, and 8.80%, respectively.

Terasen Gas (Vancouver Island) Inc.

Terasen Gas (Vancouver Island) Inc. (TGVI) owns and operates a transmission pipeline from
greater Vancouver area across the Georgia Straight to Vancouver Island, and a distribution
network on Vancouver Island and along the Sunshine Coast of B.C. These systems have a
combined through-put capacity of 144 million cubic feet of natural gas per day, and serves
approximately 88,000 customers.

TGVI isafranchise under development, where it is financially supported by the Vancouver Island
Natural Gas Pipeline Agreement. Under the agreement, the province of British Columbia
provides TGV with royalty revenues, which covers approximately 20% of the current cost of

Beacon Securities Ltd. 8 Ken Chernin, MBA
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service. These payments are intended to assist with competitive rates during franchise
development, as TGV’ s customer base and revenues are insufficient to cover its cost of service, as
well asrecover revenue deficiencies from prior years. This support is due to expire at the end of
2011. Atthat time, TGVI’'s customerswill have to pay the full cost of gas, aswell as the recovery
of remaining accumulated deficit. Given that industrial gas usage accounts for approximately 65%
of the TGVI’ s throughput, and two-thirds of thisis contracted on a year-to-year basis, TGVI is at
even greater risk of being unable to recover its costs post-2011. Although the BCUC' s rate-setting
mechanism sets rates at sufficient levelsfor TGV to recover cost of service, rates will be limited
by the price of competitive fuels.

Chart 6: Terasen Gas (Vancouver Island) Inc. Rate Base
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TGVI's approved rate base for 2007 is approximately $482 million, and its allowable equity
component is40%. It allowable ROE is currently set at 9.07%.

Terasen Gas (Whistler) Inc.

Terasen Gas (Whistler) Inc. (TGWI) owns and operates two propane distribution centres that
services approximately 2,370 residential and commercial customersin Whistler B.C. In addition,
TGWI owns and operates two propane storage and vaporization plants, as well as approximately
130 kilometres of pipeline, with annual deliveries of approximately 750,000 gigajoules (GJ) of
propane.

In June 2006, TGWI, in conjunction with TGV, received approval from the BCUC to extend
natural gas service to Whistler viaa proposed 50 km pipeline lateral from Squamish to Whistler.
TGWI will convert its propane distribution system to natural gas. TGWI’'s average rate base in
2006 was $16.5 million, and has an allowable equity component of 40%, and has an allowable
ROE of 10.0%.

The Merits of the Acquisition

The acquisition of Terasen Gas is unique for Fortis on two fronts: (1) it is the first time Fortis
purchased a non-electricity utility, and (2) it is the first time where there is overlap in service
territories between two of Fortis’ utilities. These factors have many positive implications for
the Company’s future growth in both top and bottom lines. For top-line growth, gaining
expertise in gas distribution opens a new door for future expansion into new markets, like the U.S.
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The geographical overlap between Terasen and FortisBC will also enable Fortis to realize
synergiesin addition to the ones it typically seeks. Synergieswill be more attainable because these
utilities are both regulated by the BCUC. Thiswill enable Fortis to consolidate some functions,
and therefore reduce costs. Consolidation of functions for two or more utilities regul ated by
different agenciesis not an easy task, as each utility typically argues that the other should absorb
more Costs.

British Columbia Natural Gas Distribution Overview

British Columbiaisthe third-largest natural gas market in Canada. Industry accounts for the largest
proportion of natural gas consumption in British Columbia. 1n 2003, industry and power
generation accounted for 58% of total natural gas consumption. The majority of industrial
customers use natural gas for heat and power in the manufacturing process, aswell asin
manufacturing raw material. The majority of residential and commercial natural gas customers use
natural gas for space heating and appliances.

Demand for natural gas typically peaks when the West Coast experiences lower-than-average
precipitation, and corresponding low water levels, and when Arctic cold fronts arrive. Lower
water levelsresult in areduction in hydro generation and a corresponding increase in gas-fired
electrical generation.

Higher than historical averagesin natural gas prices has resulted in areduction in residential and
commercial gas consumption. These consumers have reduced expenditures in natural gas by
conservation or by substituting gas-fired heating furnaces with portable baseboard electrical
heaters. The result has been areduction in demand per household. Furthermore, property
developers are installing electric space heaters in new construction in an effort to reduce building
costs. This, coupled with consumers' perception that natural gas price volatility poses greater risk
of unexpected higher costs, has impeded the penetration of natural gas.

Chart 7: British Columbia Single Detached Residential and Multiple Dwelling Construction
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That being said, population growth is akey driver for residential natural gas penetration, and as we
discussed in the section above on FortisBC, British Columbia’s growth in population is surpassing
that of the country. Currently, natural gas accounts for only one-quarter of the British Columbia
industrial sector’s demand, which leaves potential for growth. The largest users of natural gasin
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the province are the pulp and paper, wood product, petroleum refinery and petrochemical
industries. Natural gas demand for the industrial sector in the province is correlated with growth in
the province’s GDP. However, theindustrial sector isthe most price sensitive market for gas, and
therefore, there is potential for future growth to be offset by the continued trend of industrial users
of natural gas to seek ways to reduce consumption, as well as looking for alternatives fuels, such as
wood waste, hog fuel, coal, and petroleum products.

Canadian Regulated Electric Utilities

Canadian regulated electric utilities accounted for 92% of the Regulated Utility segment’ s fiscal
2006 revenues of $1.2 billion, and 87.5% of Regulated Utility operating income. The Canadian
Regulated Electric Utilities consist of FortisAlberta, FortisBC, Newfoundland Power, Maritime
Electric, and FortisOntario.

Chart 8: Fortis Canadian Regulated Utility 2006 Revenue and Operating Income

Canadian Regulated Electric Utility Revenues Canadian Regulated Electric Utility Operating Income
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Source: Company reports and Beacon Securities

2. FortisAlberta

Fortis Inc. indirectly owns 100% of FortisAlberta s outstanding common shares. Fortis acquired
FortisAlberta and FortisBC from Aquilalnc. (ILA-NY SE; Not Rated) in 2004 for total
consideration of approximately $1.5 billion. FortisAlberta operates primarily in rural central and
southern Alberta, with a customer base of approximately 430,000 comprised of residential,
commercial, farm and industrial customers. Electricity is disseminated via 104,000 km of low-
voltage distribution network. As the table below illustrates, Fortis has not only been successful
with itsintegration of FortisAlberta, but has improved its operational efficiency aswell.
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Chart 9: FortisAlberta’s Operating Performance Before and After Fortis Acquisition
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FortisAlbertaisinvolved solely in the distribution of electricity and does not own any electrical
transmission or generating assets. Therefore, FortisAlberta' s entire asset base is regul ated.
FortisAlberta receives electricity from Alberta’ s transmission system, or from smaller third-party
electricity producers. FortisAlberta distributes this electricity to residential, commercial, and
industrial customers. The majority of these customers are located within municipality boundaries,
and are serviced directly by the respective municipality, who have franchise agreements with
FortisAlberta.

In 2006, the Company invested approximately $243 million (before customer contributions) to
improve service reliability and to meet new load growth. It isinteresting to note that FortisAlberta
invested approximately $116 million in projects related to customer growth resulting from oil and
gasindustry activity, aswell as the residential housing boom. In aggregate, FortisAlberta has
increased its rate base by approximately from $611 million from the time it was acquired by Fortis
in 2004 to approximately $939 million today.

Chart 10: FortisAlberta Capex
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FortisAlbertais regulated by the Alberta Energy and Utilities’ Board, with its distribution assets
regulated on a cost-of-service basis. Rates are set to cover FortisAlberta’ s distribution costs and to
allow for an approved rate of return on a deemed specified capital structure. This resultsin
FortisAlberta being effectively insulated from volatility in electricity prices. FortisAlberta’'s
regulated capital structureis set at 37% equity, and its allowed ROE for 2006 was 8.93%;
however, due to the impact of lower long-term Canadian bond yields on the automatic adjustment
formula, the Company’ s allowed ROE for 2007 has been reduced to 8.51%.

3. FortisBC

FortisBC is an integrated electric utility, which owns and operates hydroel ectric generating plants,
high voltage transmission lines, and distribution assets located in the southern interior of British
Columbia. FortisBC also owns both regulated and non-regulated assets. Aswe discussed above,
Fortis acquired FortisBC, as well as FortisAlberta, from AquilaInc. in 2004.

Similar to FortisAlberta, Fortis has successfully integrated FortisBC into its portfolio of utilities
and improved its operational efficiency.

Chart 11: FortisBC’s Operating Performance Before and After Fortis Acquisition
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In contrast to FortisAlberta, whose customer base is primarily in rural areas, the majority of
FortisBC' s customer base is primarily located in urban centres. FortisBC serves, both directly and
indirectly, 152,000 residential, commercial, wholesale, and industrial customers. Residential
Service isthe Company’s largest customer base, accounting for 41.6% of revenues and 36.8% of
electrical salesin 2006. This customer category represents the lower risk of the four categories.

FortisBC serves approximately 102,000 customers in Kelowna, Oliver, Osoyoos, Trail, Castlegar,
Creston and Rossland. It serves another 50,000 customers through the wholesale supply of power
to municipa distributors in Summerland, Penticton, Kelowna, Grand Forks, and Nelson. Asthe
table below illustrates, these areas have experienced an aggregate population growth level in
excess of British Columbia and the Country as awhole.
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Table 3: Communities Serviced by FortisBC

Private

2006 2001 Change

Dwellings

Kelowna® 162,276 147,739 9.8% 71,889
Osoyoos 4,752 4,295 10.6% 2,717
Trail 7,237 7,575 -4.5% 3,764
Castlegar 7,259 7,585 -4.3% 3,225
Princeton 2,677 2,610 2.6% 1,366
Rossland 3,278 3,646 -10.1% 1,656
Summerland 10,828 10,723 1.0% 4,726
Penticton 31,909 30,985 3.0% 15,271
Grand Forks 4,036 4,054 -0.4% 1,862
Nelson 9,258 9,318 -0.6% 4,427

Group Total 243,510 228,530 71% 110,903
British Columbia 4,113487 3,907,738 5.3% 1,788,474
Canada 31,612,897 30,007,094 5.4%

! Population for the metropolitan area
Source: Satistics Canada

Implications of British Columbia’s population growth are greater for FortisBC than the above table
implies, as the Kelowna area accounts for approximately 66% of private dwellingsin this area (see
Chart below), and has experienced an impressive 9.8% growth in population since 2001.

Chart 12: FortisBC Population Breakdown by Operating Region
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In addition to FortisBC' s contribution to Fortis' overall future organic growth from an increasing
population base, the subsidiary is aso in the process of investing to improve the reliability of the
utility. In aggregate, FortisBC expects to spend approximately $500 million in capex over the next
fiveyears. FortisBC has an approved capital expenditure program for 2007 of $135.8 million,
before customer contributions of $7.2 million, and $119.6 million, before customer contributions
of $8.0 million, for 2008

FortisBC' s generating assets are comprised of four hydroel ectric generating plants with an
aggregate capacity of 235 megawatts (MW). This provides approximately 45% of the energy and
30% of FortisBC's capacity requirements. The balance of its requirements is satisfied through
long-term power purchase agreements, and requirement short-falls, when they occur, are fulfilled
through short-term power purchases. Such short-fallstypically occur in the winter and summer
peak demand periods, when energy prices hit cyclical highs. These costs are recovered through
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customer rates, and FortisBC typically hedges potential exposure to volatility in hydro prices by
power purchase contracts prior to the winter months.

FortisBC isregulated by the BCUC under a performance-based framework (PBR). Under this
structure, FortisBC' s cost efficiencies/inefficiencies are shared equally between FortisBC and its
customers. Thisis executed by way of a 2% collar around the pre-determined ROE, and any
amounts equal to or less than the 2% are split. Therefore, in the event there is a positive variance
between the actual financial performance and the allowable rate, both FortisBC and its customers
benefit. However, the same scenario holdsif there is a negative variance. In the event that the
variance exceeds the 2% collar, the excess is placed into a deferral account for review and
disposition during the next rate-setting period.

4. Newfoundland Power

Fortis owns 100% of Newfoundland Power’s common shares, and 93.7% of the Company’ s voting
rights. Newfoundland Power owns and operates an integrated generation, transmission, and
distribution system throughout Newfoundland and Labrador. The Company has approximately
230,000 customers in more than 600 communities, which represents 85% of Province's electricity
consumers.

Approximately 85% of Newfoundland Power’ s customer base is residential, with the balance being
commercial. Residential customers account for approximately 58% of revenues. Newfoundland
Power is not asignificant catalyst for Fortis' future growth. In fact, Newfoundland’ s population
has experienced a 0.47% CAGR over the last four years. In spite of this, electricity sales have
experienced a modest CAGR of 1.2% for the past four years, which has been driven equally by
both commercia and residential customers.

Chart 13: Newfoundland Power Annual Electricity Sales
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Over the past five years, residential electricity sales have sightly outpaced those of commercial,
with an average annual growth rate of 1.4% versus commercia with 1.3%. During this period,
residential electricity sales, as a percentage of total electricity sales, have remained consistent at
54.7%. The moderate growth in residential electricity sales has been attributed to many factors,
including relatively weak growth in personal disposable income and higher electricity prices which
have caused the customer base to conserve electricity usage. These factors have been partially
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offset by a strong housing market and higher oil prices. Commercial electricity sales growth has
lagged that of residential electricity sales, and has generated growth from the ongoing devel opment
of Newfoundland’ s oil industry.

Newfoundland Power purchases approximately 90% of its electricity requirements from
Newfoundland and Labrador Hydro (Crown Corporation). The remaining 10% is generated by 30
small generating stations which are owned by Newfoundland Power.

Newfoundland Power, as well as Newfoundland and Labrador Hydro, is regulated by
Newfoundland and Labrador Board of Commissioners of Public Utilities (PUB). Newfoundland
Power operates under a cost of service regulation, which allows the Company to set rates that
permit it to recover al reasonable and prudent costs associated with providing service and earn a
reasonabl e rate of return on itsrate base. The regulated return on equity for 2007 is 8.60% (down
from 9.24% in 2006), which equates to arate of return on rate base of 8.47%, with arange of
8.29% to 8.65%. The Company’s equity component of its capital structure must not exceed 45%.
The rate of return is adjusted annually, and based on an automatically adjusted formulathat is
based on Canadian 30-year bond yields. Although the use of this formula stream-lines the rate-
setting process, the exposure to interest rates makes the Company’ s earnings susceptible to greater
volatility.

5. Maritime Electric

Maritime Electric islocated on Prince Edward Island and serves 71,000 customers, which
represents 90% of the Province's electricity consumers. Maritime Electricisinvolvedin
electricity generation, transmission, and distribution, although it purchases more than 95% of its
energy requirement from New Brunswick Power. The remaining electricity requirement is met by
the Company’ s generation facilities and the purchase of wind energy. Revenues are evenly split
between residential and commercial customers, although commercial and industrial customers
account for almost 60% of electricity sales.

Maritime Electric is regulated on a cost of service basis, where the utility’ s basic electricity rates
are based on estimated cost of service and alow for a predetermined rate of return on an approved
rate base. Maritime Electric’s maximum allowed ROE for 2007 is 10.25%, and common equity
must be at least 40% of the utility’s capital structure.
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6. FortisOntario

FortisOntario consists of both regulated and non-regulated assets. Regulated assets are comprised
of Canadian Niagara Power and Cornwall Electric.

Table 4: FortisOntario Regulated Utilities

4 of 2006 2006
Subsidiary Service Area Customers Revenue GWh Sales
(%) (%)
Canadian Niagara Power  Fort Erie 15,400 24.0% 24.7%
Port Colborne 9,200 15.0% 16.9%
Gananoque 3,600 6.3% 6.5%
Sub-Total 28,200 45.3% 48.1%
Cornwall Electric Cornwall 23,400 54.7% 51.9%
Total 51,600 100% 100%

Source: Company reports

FortisOntario participates in electricity transmission and distribution through its wholly-owned
subsidiaries, Canadian Niagara Power and Cornwall Electric.

= Canadian Niagara Power Inc.: Transmits and distributes electricity to customersin Fort
Erie, Port Colborne, and Gananoque. It also owns and operates a transmission network that
extends from Niagara Falls, Ontario through to Fort Erie connecting with National Grid's
transmission system in Buffalo, New Y ork through an international inter-tie running
between Fort Erie and Buffalo.

= Cornwall Electric: Provides utility servicesto Cornwall, South Glengarry, South
Stormont, and the Ontario portion of the Mohawk Territory of Akwesasne.
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Caribbean Regulated Utilities

Fortis first entered the Caribbean in 1999 when it purchased 67% of Belize Electricity. Fortis now
has ownership in three utilities in the Caribbean: Belize Electricity (70.1% ownership), Caribbean
Utilities (54% ownership), and Fortis Turks and Caicos (100% ownership). Although these assets
have yielded strong returns, Fortis' primary focus for future growth is on North America.

7. Belize Electricity

Belize Electric is the primary distributor of electricity in Belize, Central America and serves more
than 71,000 customers. Fortis has a 70.1% controlling interest in Belize Electricity. It acquiresits
electricity from multiple sources, including Fortis wholly-owned subsidiary, Belize Electric
Company Limited (“BECOL”), Comision Federal de Electricidad, as well asfrom its own diesel-
fired and gas-turbine generation. Belize Electricity has experienced annual energy demand
growth of approximately 3% to 7% over the past three years.

Belize Electricity isregulated by the Public Utilities Commission. The basic electricity rates are
determined by value-added delivery (“VAD”), and cost of fuel and purchased power (“COP”).
The VAD component permits the Company to recover operating expenses, transmission and
distribution expenses, taxes, amortization and earn arate of return on regulated asset base in the
range of 10.0% to 15.0%. The COP includes the variable cost of generation, which isaflow-
through in customer rates.

8. Caribbean Utilities

Caribbean Utilities (CUP.U-TSX; Not Rated) is a publicly traded utility located on Grand Cayman,
Cayman Islands. It generates, transmits, and distributes el ectricity to more than 22,000 customers.
Fortis recently became the controlling shareholder of Caribbean Utilities after increasing its
ownership to approximately 54%. Asaresult, Fortisis consolidating Caribbean Utilities' financial
statements on atwo two-month lag basis. Caribbean Utilities anticipates capital expenditures of
approximately US$33 million in fiscal 2008, and US$190 million over the next five years, which is
expected to be fuelled by customer growth.

Caribbean Utilities operates under a 25-year exclusive licence with the Government of the Cayman
Islands, which expiresin 2011, or until replaced with a new license by mutual agreement. The
utility isentitled to earn a 15% rate of return on its rate base.

9. Fortis Turks and Caicos

Fortis Turks and Caicos consists of two electric utilities acquired in 2006: (1) P.P.C. Limited, and
(2) Atlantic Equipment & Power (Turks and Caicos) Ltd. for aggregate consideration of
approximately US$90 million. Fortis Turks and Caicosisthe primary electricity distributor in the
Turks and Caicos | slands pursuant to 50-year licences that expirein 2036 and 2037. The utility
serves approximately 7,700 customers, which represents approximately 80% of the electricity
customers in the Turks and Caicos Islands.

During 2006, residential customers accounted for 36.6% of revenues and 33.6% of electricity
sales, while commercial customers account for 62.2% of revenues and 65.2% of electricity sales.
This utility has experienced considerable growth, which has been on the back of tourism and
condominium and hotel development. In fact, energy sales on Providenciales, where the majority
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(approximately 75%) of customers reside, have increased, on average, 15% annually for the last 12
years. In addition to growth resulting from tourism, utility salesin 2006 increased because of a
high level of government-funded public works initiatives. The Company has a combined diesal-
fired generating capacity of approximately 37 MW and met a combined peak demand of 25 MW in
2006. The Government of Turks and Caicosis the regulator for Fortis Turks and Caicos, and rates
are set to yield a 17.5% return on a calcul ated rate base.

NON-REGULATED BUSINESSES

Fortis non-regulated assets, which primarily consist of non-core properties and electric hydro
generation facilities, accounted for approximately 14% of the Company’ s total assets as at
December 31, 2006, and approximately 25% of total operating earnings during 2006. Asthetable
below illustrates, the non-regulated segments do not account for a significant proportion of total
assets, but did generate approximately 16% of total revenues in 2006.

Table S: Fortis Non-Regulated Assets as a Percentage of Company Total

(Excluding Corporate and including Inter-segment)

Generation 2005 2006
Total Revenue 5% 5%
Operating Earnings 18% 15%
Total Assets 6% 5%

Properties
Total Revenue 11% 11%
Operating Earnings 8% 10%
Total Assets 9% 9%

Source: Company reports

10. Fortis Generation

Fortis Generation consists of non-regulated generation assets in Belize, Ontario, central
Newfoundland, British Columbia, and upper New Y ork state. In aggregate, these assets have a
generating capacity of 195 MW. Approximately 190 MW, or 97.4%, of this capacity is

hydroel ectric generation.

Belize: BECOL owns and operates the 25 MW Mollgon and 7 MW Chalillo hydroelectric
facilities, located on the Macal River in Belize. BECOL sellsits entire output to Belize Electricity
under a 50-year power purchase agreement.

Ontario: Non-regulated operations in Ontario include 75 MW of water-right entitlement associated
with the Niagara Exchange Agreement, a5 MW gas-fired cogeneration plant in Cornwall and six
small hydroelectric generating stations in eastern Ontario with a combined capacity of 8 MW.
With the exception of the cogeneration plant in Cornwall, the electricity produced from these
facilitiesis sold in the Ontario market.

Central Newfoundland: Fortisindirectly holds a51% interest in the Exploits River Hydro
Partnership with Abitibi-Consolidated Company of Canada (A-TSX; Not Rated). The Exploits
River Hydro Partnership achieved record annual energy sales of 168 GWh in 2006. Abitibi-
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Consolidated uses generation, and additional produced energy is sold to Newfoundland Hydro
under a 30-year power purchase agreement.

British Columbia: Fortis non-regulated generating asset in British Columbiais a16-MW run-of-
river Walden hydroel ectric generating plant near Lillooet, which was acquired in May 2004 as part
of the assets of FortisBC. The plant sellsits entire output to BC Hydro under along-term contract.

Upper New York State: Fortis owns four non-regulated hydroel ectric generating stations located in
upper New York State These plants have an aggregate capacity of approximately 23 MW, with an
average annual energy output of 85 GWh that is sold at wholesale through contracts.

11. Fortis Properties

Fortis Properties owns and operates 18 hotels, consisting of approximately 3,200 rooms, in seven
Canadian provinces. In addition, Fortis Properties owns 2.7 million square feet of commercial real
estate in Atlantic Canada. Revenue per Available Room in 2006 increased from $70.95 in 2005 to
$72.67, which was on the back of increases in both average occupancy and average daily room
rates.

The 2006 occupancy rate in the real estate division of 94.9% at December 31, 2006 declined 100
basis points from December 31, 2005, but still outpaced the national rate of 92.3%.

Table 6: Hotels Owned by Fortis Properties

Hotels Location # of Guest
Rooms

DeltaSt. John's St. John’s, NL 403
Holiday Inn St. John's St. John’s, NL 252
Mount Peyton Grand Falls-Windsor, NL 150
Greenwood Inn Corner Brook Corner Brook, NL 102
Four Points by Sheraton Halifax Halifax, NS 177
Delta Sydney Sydney, NS 152
Delta Brunswick Saint John, NB 254
Holiday Inn Kitchener-Waterloo Kitchener-Waterloo, ON 183
Holiday Inn Peterborough Peterborough, ON 153
Holiday Inn Sarnia Point Edward, ON 217
Holiday Inn Cambridge Cambridge, ON 143
Greenwood Inn Calgary Calgary, AB 210
Greenwood Inn Edmonton Edmonton, AB 224
Greenwood Inn Winnipeg Winnipeg, MB 213
Ramada Hotel and Suites L ethbridge Lethbridge, AB 119
Holiday Inn Express and Suites MedicineHat ~ Medicine Hat, AB 93
Best Western Medicine Hat Medicine Hat, AB 122
Holiday Inn Express Kelowna Kelowna, BC 120

Total 3,287

Source: Company reports

Table 7: Office and Retail Properties Owned by Fortis Properties

Gross Lease

Property Location Type of Property  Area square

Fort William Building St. John's, NL Office 188
Cabot Place | St. John's, NL Office 133
TD Place St. John's, NL Office 93
Fortis Building St. John's, NL Office 82
Multiple Office St. John's, NL Office and Retail 70
Millbrook Mall Corner Brook, NL Retail 122
Fraser Mall Gander, NL Retail 102
Marystown Mall Marystown, NL Retail 87
Fortis Tower Corner Brook, NL Office 70
Viking Mall St. Anthony, NL Retail 69
Maritime Centre Halifax, NS Office and Retail 562
Brunswick Square Saint John, NB Office and Retail 512
Kings Place Fredericton, NB Office and Retail 292
Blue Cross Centre Moncton, NB Office and Retail 323
Total 2,705

Source: Company reports
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The investment in non-core properties was originally made in order to capitalize on tax
credits that arose from acquisition. For the most part, a utility can only recover interest
expenses from debt used to finance an acquisition equal-to or less-than the allowable proportion of
the book value of the purchased assets. However, this interest provides a tax shield if it can be
applied to revenues. Investing in properties has provided such a revenue stream.

Financials and Past Performance

Fortis has exhibited outstanding growth in its assets, revenues, and net earnings over its operating
history, which has supported its significant dividend growth over the same period. Since 1999,
Fortis has increased its utility capital assets and income producing properties by a CAGR of
50.7%, while increasing its revenue and net income by a CAGR of 16.5% and 26.0%, respectively,
over the same period.

Chart 14: Fortis Sales, Net Income, and Fixed Assets Growth
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Over this period, Fortis has increased its dividends (declared) by 48.0%, with a CAGR of 5.8%.
The growth in dividends has been on the back of higher earnings fuelled by acquisition. In fact,
during this period, Fortis' dividend payout ratio has declined by 41.6 percentage points to 47.2%.
The decline in dividends as a percentage of earnings has, as one would expect, been the result of
using a proportion of internally generated funds to finance its aggressive acquisition strategy.
Obviously, from the Company’ s past performance, this was a good use of these funds.
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Chart 15: Fortis Dividends Paid per Common Share Growth
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Chart 16: Fortis Inc
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Although investors seeking exposure to utilities typically prefer relatively higher dividend payout
ratios, it isinteresting to note that even though Fortis has retained a higher percentage of its
earnings, it has still been able to increase dividends on the back of higher dollar earnings, which

has been driven by accretive acquisitions and an improving profit margin.
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Chart 17: Earnings Growth and Profit Margin

12% $200,000

[ Net Earnings Applicable to Common Shares
102% I $180,000

= Profit Margin 9.6%

10%
F $160,000

F $140,000

®
=

- $120,000

ousands)

F $100,000

Net Profit Margin (%)
2
£

S
g
5
=1

£
I $80,000

4%

r $60,000

F $40,000
2%

I $20,000
0% $0

2000 2001 2002 2003 2004 2005 2006

Source: Company reports

In addition, Fortis ownership of non-regulated utilities and income producing properties, has also
benefited the Company’ s earning profile.

Outlook and Financial Forecast

We are expecting Fortis to generate fiscal 2007 and 2008 EPS of $1.47 and $1.60, respectively.
For regulated utilities, our fiscal 2007 and 2008 estimates are based on respective allowed ROEs,
approved capital expenditures.

With bond yields on the decline, there is potential for Fortis' earnings growth to stall over the next
year. Thisisbecause Fortis' regulated utilities are governed under cost recovery regulations,
where they are permitted to earn a pre-determined ROE on a specified equity proportion. The
majority of Fortis’ regulated utilities, which include FortisAlberta, FortisBC, and Newfoundland
Power, allowable ROEs are tied to the Canadian long-term bond yield, and the recent declinein
bond yields has resulted in areduction in the ROEs for these utilities. In fact, the allowable ROE
for FortisAlberta, FortisBC, and Newfoundland Power have decreased by an average 50 basis
points, asillustrated in the table below.

Table 8: Change in Allowed Return on Common Equit

Newfoundland

FortisAlberta FortisBC Average Change
Power
Previous 8.93% 9.20% 9.24% 9.12%
49.7 bps
Current 8.51% 8.77% 8.60% 8.63%

Source: Company reports

The average 50 basis point decline in allowed ROEs has considerable potential to adversely impact
Fortis' trend in growing earnings, as these three utilities accounted for 78% of the Canadian
Regulated Utilities 2006 revenues and 88% of net earnings. That being said, the declinein
allowable ROEs will likely be offset by the planned capex for 2007 which will increase the rate
base.
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Chart 18: Fiscal 2007 Forecasted Capital Expenditures (Millions)
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While Newfoundland Power does have a modest 2007 capex budget of $66.0 million, it will be
primarily allocated towards equipment replacement and electricity system betterment. In contrast,
FortisAlberta and FortisBC have considerable capital expenditure budgets for customer growth, in
addition to capital expenditures pertaining to asset replacement/upgrade. Thisisthe result of
exceptional growth in both population and GDP, which have outpaced the national rates. In fact,
Alberta and British Columbiain aggregate, account for approximately 81% Canadian Regulated
Utilities forecasted capital expenditures for 2007.

Fortis exposure to these two high growth markets is compounded with the acquisition of Terasen
Gas. Asdiscussed in the sections above, natural gas distribution is likely to experience healthy
penetration rates in British Columbia, asit islargely driven by British Columbia' s GDP and
population growth rates. However, the trend of contractors installing electricity as opposed to
natural gas in multi-family units does present a hindrance. But more importantly, the Terasen
acquisition opens two unique opportunities for Fortis. Thefirst being a strong and established
foothold in natural gas distribution, which isanew catalyst for growth. The second isthe
opportunity to capitalize on cost-sharing that result from operating two utilities that are governed
by the same regulatory body.

Over the next five years, we believe that earnings growth can be driven by the Company’s
anticipated capex of approximately $2.8 billion. We contend that capex of this magnitude is equal
to purchasing a $2.8 billion utility, and that even if Fortis does not pursue another acquisition over
this period, its rate base will expand asif it had. Furthermore, given the nature of the industry, this
capex provides the potential for growth for the Company even in the event of economic
downturns.
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Valuation and Recommendation

Fortis shares are currently trading at 19.2x on our fiscal 2007 EPS estimate of $1.44, and 17.9x on
fiscal 2008 estimate of $1.55. Since the Terasen transaction closed on May 17, 2007, the fisca
2008 EPS estimate is more relevant from an earnings multiple perspective, asit includes Terasen’'s
contribution for afull year. Asillustrated in the chart below, Fortis shares have consistently
commanded a higher multiple since 2002.

Chart 19: Fortis Inc. Historical CFY P/E Multiple
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Since Fortis announced the Terasen acquisition on February 26, 2007, its shares have traded at an
average of 19.5x on fiscal 2007 EPS, and 18.2x on fiscal 2008 EPS. Before the announcement,
Fortis stock traded at an average multiple of 19.0x on fiscal 2007 EPS, and 18.3x on fiscal 2008
EPS. Surprisingly, the Terasen acquisition has not managed to expand Fortis' current fiscal year
earnings multiple. Although the stock has recovered nicely following the issue of 38.5 million
subscription receipts (plus approximately 5.8 million in over-allotment) at $26.00 (each receipt
equalling one common share), its earning multiple has remained virtualy flat.

This is despite the fact that, through the acquisition of Terasen, Fortis has purchased a
shinny new vehicle for future growth. What’s more is that this acquisition is very appealing
from a risk perspective. Terasen is a high quality, well run asset. It is regulated by the
BCUC, the same regulatory agency that governs FortisBC, and natural gas distribution is
probably the most similar utility to electricity distribution. Furthermore, with Terasen, 92%
of Fortis’ total assets will be regulated utilities versus 86% pre-Terasen. This reduces the
Company’s overall risk profile significantly.

We must also keep in mind that Fortis' operational history and strong relationships with regulators
amplifies the Company’s potential for expansion into the U.S. in natural gas distribution. We
believe that these factors give Fortis a competitive advantage over potential competing bidders for
these assets. With these factors in mind, we believe that Fortis' shares should trade at a premium
multiple relative to their historic and current levels.

We are assigning a 21.0x target multiple, which, when applied to our fiscal 2008 EPS estimate of
$1.60, yields a 12-month target price of $32.00. We are expecting Fortisto increase its dividend
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by 10% to $0.77 later thisyear. Our target indicated dividend yield is 2.9%, which is consistent
with the average for the past three years.

Chart 20: Fortis Inc. Historical Dividend Yield
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Although thereis potential for the yield to decline from price appreciation due to the flow of
capital into non-cyclical stocksin the event that the Canadian markets, eventually, experience a
decline, we have not built any such assumptionsinto our valuation. Our target yield of 2.9%
coupled with of fiscal 2007 dividend estimate of $0.75 generates a target price of $27.00.

We believe that the target price based on earnings multiple should carry greater weight, given the
reduction in volatility that we expect Fortis earnings to display resulting from a higher proportion
of regulated utilities within its portfolio. Our 12-month target priceis $32.00. Including the
Company’ s annualized dividend of $0.77, we are looking for atotal return of 14%. We are
initiating coverage on Fortis with a BUY rating.
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Summary

We are re-initiating coverage of Fortis with a BUY rating
and 12-month target price of $31.00 Our target equates to
19.7x 2009E earnings and 10.5x 2009E EV/ EBITDA.

Fortisis Canada s largest investor-owned distribution utility,
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with amost two million gas and electricity customers. The
Company’s Regulated Utilities segment contributes to
achieving alow risk organization, with Regulated Utilities
assets representing 92% of total assets.

o The Fortis assets are well positioned for future growth
opportunities, both organically and through acquisitions.
The Company’ s previous acquisitions in Western Canada
and the Caribbean have provided the opportunity for strong
growth rates in those regions. We expect organic growth to
occur largely through the Company’ s electrical infrastruc-
ture, particularly from FortisBC and FortisAlberta. The
Terasen Gas acquisition provides Fortis with the experience
and expertise necessary to further grow in the regulated natu-
ral gas utility business. We expect future regulated gas utility
acquisitions from Fortis.

o Fortisisthe only public company in Canada that hasin-
creased its annual dividend for 35 consecutive years. With
sustainable dividend growth, continuous investment in
rate base, and stable earnings, we view this blue-chip
company as a lower risk investment for investors looking
for a defensive stock during this time of economic uncer-
tainty.
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Company Description
FortisInc. is Canada’ s largest investor-owned
distribution utility, with almost two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focusisthe
ownership and operation of regulated utilities,
with operations in five provinces and three Carib-
bean countries. Fortis aso owns and operates non-
regulated generation assets and commercia real
estate and hotel assets.

*Please view the disclaimer at the end of this report
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Investment Thesis

We are re-initiating coverage of Fortis with a BUY rating and 12-month target price of
$31.00. Our vauation is based on analysis of P/E and EV/EBITDA multiples and our dividend
discount model. Our target equates to 19.7x 2009E earnings and 10.5x 2009E EV/ EBITDA.

After the acquisition of Terasen, Fortisis Canada s largest investor-owned distribution utility,
with almost two million gas and electricity customers. The Company is highly diversified in
terms of its franchise area and nature of its assets. The Company’ s Regulated Utilities segment
contributes to lowering the overall risk of Fortis, with 92% of total assetsin Regulated Utilities.
The Non-Regulated segment is structured so that it covers the holding company costs of Fortis,
which cannot be flowed through to the customer.

The Fortis assets are well positioned for future growth opportunities, both organically and
through acquisitions. The Company’s previous acquisitions in Western Canada and the
Caribbean have provided the opportunity for strong growth rates in those regions. We expect
organic growth to occur largely through the Company’ s electrical infrastructure, particularly
FortisBC and FortisAlberta. Significant growth plans are expected over the next five years, with a
capital budget of $3 billion allocated towards Regulated Electric Utilities and $1 billion allocated
towards Regulated Gas Utilities. Growth in the Non-Regulated operations will likely be
proportionate to the increase in corporate financing costs involved in the expansion of the
Regulated operations.

The Terasen Gas acquisition is expected to be accretive to earnings per common share of Fortis
in the first full year of ownership. The acquisition has nearly doubled Fortis' assets. Terasen
experiences seasonality with its earnings, with Q1 and Q4 contributing the most to annual
earnings. The Terasen acquisition further lowers the Company’s risk profile and is a good
fit geographically with Fortis’ electric utilities in Western Canada. The acquisition provides
Fortis with the experience and expertise necessary to grow in the regulated natural gas
utility business, and we expect future regulated gas utility acquisitions from the Company.

Fortisis not without its risks, and can be impacted by lower long-term bond yields which could
result in lower allowed ROEs. Lower bond yields may result in Fortis having to lower the
rates for certain subsidiaries, thereby hampering earnings.

However, Fortis benefits from an experienced management team, with expertise in growing
Fortis both organically and through acquisitions. Management has a profound knowledge of all
facets of the organization. This has been achieved by rotating management through several Fortis
subsidiaries. Each subsidiary operates as a stand-alone unit, thereby facilitating the relationship
with each subsidiary and its respective regulator.

Fortis is the only public company in Canada with 35 consecutive years of dividend
increases. With sustainable dividend growth, continuous investment in rate base, and stable
earnings, we view this blue-chip company as a lower risk investment for investors looking
for a defensive stock during this time of economic and market uncertainty. Including
dividends, there is a potential return of approximately 20% over the next year, which justifies our
BUY rating.
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Company Profile

Fortis Inc. isadiversified holding company based out of St. John’'s, NL. Fortisisthe largest
investor-owned distribution utility in Canada, with aimost two million gas and el ectricity
customers. Its main business is the ownership and operation of regulated utilities, with these
assets representing 92% of total assets. The Regulated Utilities assets are segmented according to
the nature of the asset, depending on the regulatory requirements, and also according to the
assets' franchise area. The Company’ s regulated holdings include a natural gas utility in British
Columbia, where Fortis met a peak day demand of 1,360 TJin 2007. The electric utilities are
located in Alberta, British Columbia, Newfoundland, Prince Edward Island, Ontario, Belize,
Turks and Caicos, and Grand Cayman, and met a peak electricity demand of approximately 5,700
MW in 2007. In addition, Fortis has Non-Regulated Generation operations in Canada, Upper
New Y ork State and Belize. Finally, Fortis also owns hotels and commercial real estate across
Canada.

Chart 1. Breakdown of Fortis’ Assets (Total Value Exceeds $10 Billion)
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Fortisis comprised of the following operating segments: Regulated Gas Utilities-Canadian,
Regulated Electric Utilities-Canadian, Regulated Electric Utilities-Caribbean, Non-Regul ated-
Fortis Generation, Non-Regul ated-Fortis Properties, and Corporate.

Chart 2. Fortis Organization Chart
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Regulated Gas Utilities

Fortis entered into the regulated natural gas business with the acquisition of Terasen Inc. in Q2
2007. Terasen is one of the largest regulated gas utilitiesin Canada. Asthis recent acquisition has
almost doubled the assets of Fortis, we have included a detailed description of Terasen in this
report.

Terasen Gas

The Regulated Gas Utilities segment of Fortisis comprised of the natural gas distribution
companies of British Columbia-based Terasen Inc: Terasen Gas Inc. (TGI), Terasen Gas
(Vancouver Island) Inc. (TGVI), and Terasen Gas (Whistler) Inc. (TGWI). These businesses are
collectively known as the Terasen Gas Companies. TGI provides gas distribution servicesin the
region spanning from Vancouver to the Fraser Valley, and also interior British Columbia. TGV
has a gas distribution and transmission system, which services customers along the Sunshine
Coadt, Victoria, and various other communities on Vancouver Island. TGWI provides propane
distribution services to the Whistler region. Terasen is the principle natural gas distributor in
British Columbia, with over 918,000 customers, or 96% gas users in the province.

On May 17, 2007, Fortis acquired Terasen for $3.7 billion, including the assumption of $2.4
billion in debt. Terasen was formerly a subsidiary of Kinder Morgan Inc. (KMP-NY SE; not
rated). After the acquisition, 100% of the Terasen management team has been retained. The net
cash purchase price was largely financed with net proceeds of the public offering of subscription
receipts, which was completed on March 15, 2007. The Company issued 44,275,000 subscription
receipts for gross proceeds of approximately $1.15 billion. The remaining portion of the purchase
price was financed on an interim basis with $125 million from Fortis existing credit facility.

An alowed ROE of 8.62% has been approved for TGI for 2008, and a 9.32% rate for TGV for
the same period. On March 18, 2008, BC Utilities Commission (BCUC) approved Terasen’'s
requested rate increases for natural gas, but not for propane. With the approval, customers
natural gas rates will increase within arange of 3.5% to 17% effective April 1, 2008, depending
on the service area. Customers’ propane rates will remain the same. The price of natural gas has
increased over the winter months on supply pressure, resulting from a colder than normal winter
in the East, and lower than expected volumes of LNG imports to North America.

Terasen purchases natural gas and propane, and then passes on the cost of the commaodity to its
customers without a mark-up. Terasen then generates earnings by charging for the delivery of
gas. The utility implements several strategiesin order to offer the best possible price to its
customers. Such strategies include purchasing the commodities through several sources, firming
a price through futures contracts, purchasing gas for storage when the price is low, and
purchasing a portion of the gas from the spot market.

Both TGI and TGV operate according to a cost of service regulation. This allows Terasen to
charge rates formulated to allow for the collection of revenues equivalent to the cost of service.
The cost of service includes the total amount of money required to perform a service, such as
operating and maintenance costs, in addition to areturn on invested capital. Terasen also operates
according to a performance based rate setting (PBR) mechanism, where Terasen’ s performance is
compared against an allowed ROE. When the earned ROE is greater than 200 basi s points above
the allowed ROE for two consecutive years, the PBR mechanism may be reviewed. TGI and its
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customers share equally in earnings above or below the allowed ROE. TGVI may retain 100% of
earnings from lower-than-forecasted controllable operating and mai ntenance expenses, but will
not be granted any relief from increased operating and maintenance expenses. The BCUC
permitted TGl and TGV to extend their PBR mechanisms to 20009.

Earnings from the Terasen Gas Companies are not significantly impacted by changes in
consumption levels or commodity prices, due to approved regulatory deferral mechanisms from
the BCUC. These mechanisms accumulate the differences between actual -versus-forecast
consumption levels and commodity prices, which are then recovered in base rates. Therefore, the
majority of the changes are flowed through to the customer, providing little or no shareholder
risk. The presence of fixed price contracts aso helpsto alleviate the impact of decreasesin
consumption levels. Terasen also has an interest-rate deferral account to protect from interest rate
fluctuations, which essentially produces the effect of afixed rate.

On November 15, 2007, TGV received conditional approval from the BCUC to construct and
operate aliquefied natural gas storage facility on Vancouver Island. The proposed facility would
store 1.5 Bcf of LNG. The project is estimated to cost between $175 million and $200 million.
Construction is expected to begin in April 2008, with the facility expected to come into servicein
late 2011. Thisfacility will be financed at the TGV level, and will likely require a debt issue.
Fortis Inc. will put in equity of up to $80 million to finance the project.

Terasen experiences seasonality with its earnings, with Q1 and Q4 contributing to the majority of
annual earnings, as a substantial portion of the gas distributed is required for space heating.
Management expects the acquisition to be accretive to earnings per common share in itsfirst full
year of ownership. We believe the Terasen acquisition is an excellent geographic complement
with Fortis' electric utilitiesin Western Canada. The acquisition provides Fortis with the
experience and expertise necessary to further grow in the regulated natural gas utility business.

Regulated Electric Utilities-Canadian

The Canadian Regulated Electric Utilities are comprised of the wholly own subsidiaries:
FortisAlberta, FortisBC, FortisOntario, Maritime Electric in Prince Edward Island, and
Newfoundland Power. This division serves approximately one million customers. Earnings are
generally determined under traditional cost of service and rate of return methodologies, resulting
in earnings from certain subsidiaries being exposed to interest rates changes. Allowed ROE is
determined for FortisAlberta, FortisBC, and Newfoundland Power using an automatic adjustment
formula. Lower long-term bond yields could result in lower allowed ROE, due to the impact
of the lower yields on the Company’s automatic adjustment formula.

FortisAlberta is an electric distribution utility which owns and/or operates 106,000km of
distribution lines and serves over 448,000 customers. FortisAlberta distributes electricity
generated by other market participants to customers in the southern and central regions of
Alberta. On February 13, 2008, FortisAlbertareceived approval to increase its rates by 6.8% in
2008 and 7.3% in 2009. An allowed ROE of 8.75% has been approved for FortisAlbertafor
2008, an increase from 8.51% in 2007. Capital expenditures of $264 million are forecast for
2008, and spending of $296 million is expected in 2009, in order to meet the growth in this
market and improve the reliability of the system. Capital expenditures are expected to average
$275 million over the next five years.
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FortisBC generates and distributes electricity to approximately 154,000 customersin south
central British Columbia. The Company owns four hydroel ectric generating plants with a
combined capacity of 223 MW and maintains 6,900 km of transmission and distribution lines.
FortisBC received approval for a2.9% increase in its 2008 rates and an allowed ROE of 9.02%,
an increase from 8.77% in 2007. Capital expenditures of $136 million are expected for 2008,
with on average $130 million expected to be invested annually over the next five years.

Significant rate base growth is planned for Western Canada over the coming years, with a
rate base of more than $3 billion expected for FortisAlberta and FortisBC combined in
2012. Thisis a58% increase from the 2008 mid-year rate base of $1.9 billion. We expect
favourable customer growth rates for 2008 and 2009, however, FortisBC’ s customer growth rate
will also depend somewhat on the state of the British Columbia forestry industry. We also expect
Alberta’s earnings for the next two years to be hindered dlightly, as FortisAlberta s tax benefits
begin to decrease. However, we expect thiswill be more than offset by the growth levels
expected from the region, driven mainly by the oil and gasindustry.

Newfoundland Power operates an integrated generation, transmission and distribution system
throughout Newfoundland, serving 85% of electricity customersin the province. Newfoundland
Power purchases approximately 90% of its electricity is approximately from the Crown
corporation, Newfoundland and Labrador Hydro, and generates much of the remaining electricity
necessary from its 23 smaller hydroel ectric generating stations. Newfoundland Power also owns
three diesel plants and three gas turbine facilities. Total generation capacity is 139 MW, of which
96 MW is hydroel ectric generation. The Company also maintains approximately 11,000 km of
transmission and distribution lines and serves approximately 232,000 customers.

Newfoundland Power has been approved for an average 2.8% increase in rates for 2008 and an
allowed ROE of 8.95% +/- 50 basis points, up from 8.60% +/- 50 basis pointsin 2007. The utility
does not expect to file its next general rate application until 2010 to set rates for 2011. A capital
budget of $53 million has been approved for 2008, which will be used toward replacing older and
deteriorated equipment in the system. Newfoundland is not a growing market for Fortis, with rate
base growth expected at 1% to 2% per year. This business has a purchased power rate structure
which results in Newfoundland Power paying more on average for each KWh of power in the
winter months, and |ess during the summer. Variances from the forecast unit cost of power are
accumulated in a regul ator-approved deferral account.

The Other Canadian segment is composed of FortisOntario and Maritime Electric.

FortisOntario is focused on electricity distribution, transmission and generation, serving
approximately 52,000 customers in Ontario. Allowed ROE at FortisOntario has been 9.0% for the
past three years. Maritime Electric isthe principal electric utility in Prince Edward Island, serving
approximately 72,000 customers. The Company purchased more than 87% of its required amount
of electricity from New Brunswick Power in 2007. Maritime Electric has an allowed ROE of
10% for 2008, down from 10.25% in 2007. Capital expenditures for FortisOntario and Maritime
Electric for 2008 are $38 million combined, demonstrating the low growth potential from these
regions.
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Regulated Electric Utilities-Caribbean

The Caribbean Regulated Electric Utilities are comprised of Fortis Turks and Caicos; Belize
Electricity, in which Fortis holds a 70.1% interest; and Caribbean Utilities, in which Fortis holds
approximately 54% controlling interest and is the sole provider of electricity on Grand Cayman,
Cayman Islands. Fortis Turks and Caicosis the principal distributor of electricity on the Turks
and Caicos Islands, and serves over 8,700 customers. Fortis Turks and Caicos has a diesel-fired
generating capacity of 48 MW. Belize Electricity, the principal distributor in Belize, serves
approximately 73,000 customers and has an installed generating capacity of 36 MW. Caribbean
Utilities serves over 23,000 customers and has an installed generating capacity of approximately
137 MW. Capital expenditures of $101 million have been alocated to the Caribbean Regul ated
Electric Utilities for 2008. The ROA approved for the utilities for 2008 ranges from 9% to
17.5%, depending on the country. Significant growth is expected from this region with annual
sales growth from Belize Electricity, Caribbean Utilities, and Fortis Turks and Caicos expected at
6%, 8%, and 16%, respectively.

Non-Regulated

Currently, the Non-Regulated assets account for 8% of the total assets of Fortis; thisisalower
percentage than has occurred in the past due to the Terasen acquisition. We expect Fortis will
grow its Non-Regulated operations in order to increase this percentage. The Non-Regulated
businesses generate a source of stable income to cover Fortis holding company expenses, which
cannot be passed to the customer. This division is expected to continue growing
proportionally to the increase in corporate financing costs going forward.

Non-Regulated Fortis Generation assets operate in three countries, with a combined capacity of
195 MW, and are primarily hydroelectric. Generating assets total $235 million.

Table 1. Fortis Generation Capacity

Plants Fuel Capacity (MW)
Belize 2 hydro 32
Ontario 8 hydro, thermal 88
Central Newfoundland 2 hydro 36
British Columbia 1 hydro 16
Upper New York State 4 hydro 23
Total 17 195

Source: Company Reports

Fortis plans to continue to pursue opportunities in the area of non-regulated hydroelectric
generation. The Company has commenced construction of an 18 MW hydroel ectric generating
facility at Vacaon the Macal River in Belize. Thisfacility is expected to begin operationsin late
2009. This new facility will help to alleviate the impact of the expiration of the 75 MW Rankine
rights in Ontario, which are expected to expire in April 2009.

According to the National Energy Board of Canada, small hydro has been the largest contributor
to green power for quite awhile. Small hydro facilities can generate el ectricity efficiently, do not
depend on fuel prices, and have low operating and maintenance costs.
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Non-Regulated Fortis Properties owns and operates 19 hotels with more than 3,500 roomsin
eight Canadian provinces. Some hotel banners of Fortis Propertiesinclude: Delta, Holiday Inn,
and Greenwood Inn. The business division has approximately 2.8 million square feet of
commercia real estate property, primarily in Atlantic Canada.

Financials

2007 Results Summary

Fortis reported year-end results on February 7, 2008, with earnings for 2007 of $193
million, a 31% increase over 2006, primarily due to the acquisition of Terasen in May. Earnings
per common share were $1.40 in 2007, down from $1.42 in 2006, in part due to seasonality of
earnings and common share dilution of approximately $0.07 from the Terasen acquisition.

Canadian Regulated Utilities earned $125 million in 2007, an 11% increase over 2006, due
to customer growth in Alberta and British Columbia, higher corporate income tax recoveries at
FortisAlberta, increased rates at FortisBC, and an after tax gain at FortisOntario.

Caribbean Regulated Utilities increased earnings 35% year-over-year to $31 million in
2007, benefiting from the first full year of contributions from Fortis Turks and Caicos, and
electricity sales growth and lower finance charges at Belize Electricity. Gains were somewhat
hampered by the impact of unfavorable foreign exchange rates due to the strengthening Canadian
dollar. Performance from Caribbean Utilities was hindered by a charge associated with the
disposal of steam turbine assets.

Earnings from Non-Regulated Fortis Generation slipped 11% to $24 million in 2007,
hampered by lower hydroelectric production due to lower rainfall amounts. Fortis Properties
earnings were lifted 26% to $24 million, benefiting from expanded hospitality operationsin
Western Canada, and a $4 million corporate tax adjustment in regards to lower future corporate
income tax rates.

Gross utility capital expenditures were $790 million in 2007, which included $120 million
related to Terasen Gas from the date of acquisition. A large portion of the capital spending was
related to FortisAlberta, as capital spending from the subsidiary was driven by load growth and
inflation. Of that budget, 46% was spent associated with growth, primarily in the areas of
Western Canada and the Caribbean.

The Terasen acquisition resulted in Standard & Poor’s raising Fortis’ unsecured debt
credit rating to A- from BBB. This upgrade reflects the diversity achieved by the move into
natural gas distribution. Fortis' credit rating also benefits from the Company running each
subsidiary as a stand alone operation, maintaining low levels of debt at the company level, and
continued growth from the regulated utility operations.

Record Breaking Dividend Growth

Dividends increased to $0.82 per share in 2007, up from $0.67 per share in 2006. Dividends will
increase further in 2008, with a quarterly dividend of $0.25 per share beginning in Q1 2008. The
19% increase in quarterly dividends represents Fortis’s 35" consecutive year of dividend
growth, a record in Canada. We expect Fortisto continue its dividend growth as the Company
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continues to grow through acquisitions and organically. With a dividend payout of 58.6% for
2007, dividend growth is quite sustainable, in our opinion.

Chart 3. Dividend Increases for 35 Consecutive Years.
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Asdemonstrated in Chart 4, Fortis' share price has been inversely related to the Government of
Canada’ s 10-year bond yield. Bond rates have shown an overall decline since Q2 2007, on
concerns of a global economic slowdown. Fortis' share price has shown an overall inverse
reaction during this period. Bloomberg consensus estimates forecast a further declinein the 10-
year bond yield over 2008, before rebounding to expected levels of approximately 4.23% in Q1
2009.

Chart 4. Inverse Relationship between the Share Price for Fortis and 10-Year Government
of Canada Bond Yields for 2000-March 19, 2008.
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Asdemonstrated in Chart 5 below, Fortis' dividend yield is at a discount to the Government of
Canada 10-year bond yield. Assuming bond yields do show further declinesin 2008, before
rebounding in the beginning of 2009, we would expect Fortis' dividend yields to exhibit similar
movements going forward.
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Chart 5. Relationship between the Dividend Yield for Fortis and 10-Year Government of
Canada Bond Yields for 2000-2007.
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As Fortis uses rate of return methodologies for several subsidiaries, lower long-term bond yields
could impact the automatic adjustment formula used to calculate the allowed ROE for a
subsidiary. Lower bond yields may result in Fortis having to lower the rates for certain
subsidiaries, due to a lower allowed ROE, thereby hampering earnings.

Utility Capital Expenditures

Gross utility capital expenditures for 2008 are forecast at approximately $890 million, with a
large focus on Western Canada due to the three utilities’ significant growth potential. Increased
customer demand has resulted in the need for an expansion of infrastructure in those Western
Canadian segments. Of this budget, approximately 50% is allocated towards growth driven by the
three Western Canadian subsidiaries, Terasen, FortisAlberta, and FortisBC, and also in the
Caribbean. The portion of the budget allocated to Newfoundland Power, FortisOntario, and
Maritime Electric will primarily focus on the maintenance of these companies. We have forecast
low growth rates for these Eastern Canadian subsidiaries for 2008 and 20009.
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Chart 6. Comparison of Actual 2007 Gross Utility Capital Expenditures for 2007 to
Forecast Gross Utility Capital Expenditures for 2008.

Gross Utility Capital Expenditures of $790 Million = Forecast Gross Utility Capital Expenditures of $890
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This budget will be financed through equity injections from the corporate level, cash from
operations, drawdown on credit facilities, and some debt financing. We expect Fortis will require
additional financing for its future growth projects over the next five years. Significant capital
investment will be required over thistime, with $3 billion expected to be invested towards its
electric business and approximately $1 billion allocated towards gas distribution. These expected
capital expenditures will be largely allocated towards the growth of the Western Canadian
subsidiaries and the Caribbean.

Financial Outlook

Earnings Forecast

Continuing with the growth theme discussed above, we expect the majority of earningsto be
generated from the Western Canadian subsidiaries and the Caribbean. We have forecast diluted
EPS of $1.53 for 2008 and $1.57 for 2009, as demonstrated in Table 2 below.

Table 2. Beacon Estimates for 2008 and 2009
($C Millions except per share data) 2008E 2009E

EBITDA $999 $1,039
Net Income $245 $252
EPS (basic) $1.57 $1.61
EPS (diluted) $1.53 $1.57
Cash Flow $574 $596
CFPS (basic) $3.66 $3.80

Source; Beacon Securities
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We expect earnings to be somewhat hampered going forward, due to the increased amount of
debt acquired by Fortis, largely due to the Terasen acquisition. However, we expect growth in
Western Canada and the Caribbean will help to alleviate the impact of the higher finance charges.

Table 3. Actual 2007 and Expected 2008 Segmented Earnings
Segmented

Earnings

2007A  2008E
Terasen Gas Companies $50 $104
Western Canada $79 $80
Newfoundland Power $30 $31
Other Canadian $16 $15
Caribbean $31 $39
Fortis Generation $24 $26
Fortis Properties $24 $21
Corporate -$61 -$70
Net Earnings Applicable to Common Shareholders $193 $245

Source: Beacon Securities, Company Reports

Valuation and Recommendation

We are re-initiating coverage of Fortis with a BUY rating and 12-month target price of
$31.00. Our valuation is based on analysis of P/E and EV/EBITDA multiples and our dividend
discount model. Our target equates to 19.7x 2009E earnings and 10.5x 2009E EV/ EBITDA. As
demonstrated in the Appendix of this report, Fortis trades at higher P/E and EV/EBITDA ratios
than that of its peer group. We believe thisis justified considering the stability and lower risk
profile of this Company.

The Fortis assets are well positioned for future growth opportunities through organic
growth and acquisitions. We largely expect organic growth to occur through the Company’s
electrical infrastructure. We expect that Western Canada and the Caribbean will represent the
main growth areas, and we have forecast regions such as Newfoundland, Prince Edward Island,
and Ontario to show little to no growth. The Company’s commitment to growth is demonstrated
through the capital budget of $4 billion over the next five years. Thisis a significant investment,
which will allow the Company to meet the growing demand, which largely existsin the Alberta
and British Columbia markets.

With earnings from Terasen of $52 million in Q4 2007, we expect the Terasen acquisition to be
accretive to earnings per share of Fortisin itsfirst full year of ownership. Strong Q4 earnings
from Terasen convey the integration of the acquisition is proceeding well thus far. We expect
Fortis to acquire additional regulated gas utilities in Canada, in addition to electric utilities. We
also expect the Company to use acquisitions as means to expand its footprint in the Caribbean, as
well as the United States.

Fortis' risk is minimized through its focus on regulated utilities and diversification. With
sustainable dividend growth, continuous investment in rate base, and stable earnings, we
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view this blue-chip company as a lower risk investment for investors looking for a defensive
stock during this time of economic uncertainty.

Management Team

Fortisisled by Stanley Marshall, President and CEO of Fortis since 1995. Mr. Marshall joined
Newfoundland Power in 1979. Mr. Marshall serves on the Boards of the Fortis Utilitiesin
Western Canada, and the Caribbean and on the Board of Fortis Properties. He is also a Director
of Toromont Industries. Barry Perry is Vice President, Finance and CFO, and has served in this
position since 2004. Mr. Perry serves on the Boards of Terasen, Maritime Electric,
Newfoundland Power and FortisOntario.

Table 4. Fortis Board of Directors

Director Principal Occupation Board Committees Shares Owned
H. Stanley Marshall | President & CEO, FortisInc. 395,405
Peter E. Case Corporate Director Audit 10,500
Bruce Chafe Chair, FortisInc. Audit, Human Resources, 104,321
Governance and Nominating
Frank Crothers Chairman & CEO, Idand 10,000
Corporate Holdings Limited
Geoffrey F. Hyland | Corporate Director Human Resources 32,000
LindaL. Inkpen Medical Practitioner Governance and Nominating 25,115
John S. McCallum Professor of Finance, Audit, Governance and Nominating 4,000
University of Manitoba
Harry McWatters President, Sumac Ridge Governance and Nominating 100
Estate Wine Group
David G. Norris Corporate Director Audit, Human Resources 5,679
Michael A. Pavey Corporate Director Human Resources 2,000
Roy P. Rideout Corporate Director Human Resources, Governance and 31,516
Nominating

Source; SEDI, Company Reports

Key Risks

o Integration Risk — The acquisition of Terasen has resulted in Fortis nearly doubling its asset
size. Difficultly with the integration of Terasen could hinder future earnings.

¢ Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

¢ International Risk — With operationsin Belize, the Cayman Islands and the Turks and
Caicos, Fortisis subject to currency risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis' total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regul atory issues.

¢ Risk of Fluctuating Bond Yields — The share price of Fortisisinversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.
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Appendix — Peer Comparables

Last Shares Market

Company Price o/s Cap. EV Div Yield BVPS
(Million)  ($ Million) ($ Million)

Canadian Utilities Ltd. $39.81 125.29 $4,987.98  $8,016.42 $1.33 3.3% $20.13

Emera Inc. $19.80 111.56 $2,208.89  $4,267.04 $0.95 4.8% $11.46

Enbridge Inc. $40.17 368.69 $14,810.32 $25,862.97 $1.32 3.3% $13.98

TransAlta Corp. $30.36 201.20 $6,108.43  $9,062.94 $1.08 3.6% $11.36

TransCanada Corp. $38.06 541.45 $20,607.49 $35,353.26 $1.44 3.8% $18.13

Fortis Inc. (Beacon est.) $26.66 156.55 $4,173.64 $10,212.94 $1.00 3.8% $16.58

Average (excl. Fortis) 3.8%

2.0x
1.7 x
2.9x
2.7 X
2.1x

1.6 x

2.3 X

Source: Beacon Securities and Company Reports for Fortis Estimates, Company Reports and Bloomberg Consensus
for CU, EMA, ENB, TA, and TRP

2007 2008 2009

Company EV/ EV/

EV/

EPS P/E  EBITDA EPS P/E  EBITDA EPS P/E

Canadian Utilities Ltd. $3.07 13.0x 8.0 x $2.75 14.5 x 7.3 X $2.88 13.8 x
Emera inc. $1.32 15.0x 7.8 X $1.27 15.6 x 7.9 X $1.33 14.9 x
Enbridge Inc. $1.95 20.6x 14.8 x $2.15 18.7x 11.2x $2.15 18.7 x
TransAlta Corp. $1.53 19.8x 9.6 x $1.60 189x 85x $1.88 16.2x
TransCanada Corp. $2.30 16.5x 9.2 x $2.25 16.9x 9.1x $2.38 16.0 x

Fortis Inc. (Beacon est.) | $1.32 20.2x 125X $1.53 174x 10.2x $1.57 17.0 x

Average (excl. Fortis) 17.0 x 9.9 x 16.9 x 8.8 X 15.9 x

EBITDA

6.9 x
7.6 X
9.7x
8.1x
8.7 x

9.8 x

8.2x

Source: Beacon Securities and Company Reports for Fortis Estimates, Company Reports and Bloomberg Consensus
for CU, EMA, ENB, TA, and TRP
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Positive Q1 Results Fuelled By Terasen Acquisition

Summary
e FortisInc. reported Q1 2008 earnings of $91 million, anin-

crease over earnings of $42 million in Q1 2007. Diluted EPS
was $0.55, up 57% from $0.35 reported during Q1 2007.
Fortis largely benefited from contributions from the Terasen
acquisition. Earnings growth was partially offset by higher
corporate costs associated with the Terasen acquisition and
decreased quarterly earnings from Newfoundland Power,
due to a shift in the quarterly distribution of annual pur-
chased power expense.

e We havelowered our EPS estimates slightly to account for
increased financing and amortization expense going forward.
This decreaseis partially offset by increased expected earn-
ings from Fortis Properties. We have forecast diluted EPS of
$1.51 for 2008 and $1.56 for 2009.

o We view the Q1 2008 results as positive and continue to
rate Fortis a BUY with a 12-month target price of $31.00.
Our target equates to 19.9x 2009E earnings and 10.3x 2009E
EV/ EBITDA. Results from Q1 2008 continued to demon-
strate the benefit of the Terasen acquisition, as the acquisi-
tion became accretive to EPS.

o Significant organic growth is expected from the Western Ca-
nadian utilities, and the Caribbean. The Company’s commit-
ment to growth is demonstrated through the capital budget of
$4 billion planned for the next five years. We expect such
significant rate base growth will fuel future earnings
growth from Fortis.

FTS-TSX
May 2, 2008
Stock Rating: BUY
Target Price: $31.00
Closing Price (05/01/08): $27.96
52 Week Range: $24.50-$29.94

(C$ Millions except per share data, December Year End)
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EPS (basic) $140 $155  $161
EPS (fd) $132  $151 156
CFPS (basic) 86 W77 B
P/E(fd) 212x  186x  17.9x
P/CF 78X 74X 72X
Shares O/S (basic)  156.6
Shares O/S (fd) 172.3
Mkt. Cap. $4,817.51
Net Debt/Total Cap.  66.1%
BVPS $17.03
Price/Book Value 16x
Dividend $1.00
Dividend Yield 3.6%
ROE 11.%
Change in Diluted EPS Forecasts
2008E was: $1.53
2009E was: $1.57

Company Description
FortisInc. is Canada’ s largest investor-owned
distribution utility, with almost two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focusisthe
ownership and operation of regulated utilities,
with operations in five provinces and three Carib-
bean countries. Fortis aso owns and operates non-
regulated generation assets and commercia real
estate and hotel assets.

*Please view the disclaimer at the end of this report
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Q1 2008 results

Fortis Inc. reported Q1 2008 earnings of $91 million, in line with our estimate, and an increase
over earnings of $42 million in Q1 2007. Diluted EPS was $0.55, in-line with our estimate of
$0.57, and up 57% from an EPS of $0.35 reported during the same period last year. Fortislargely
benefited from contributions from the Terasen acquisition. Earnings growth was partially offset
by higher corporate costs associated with the Terasen acquisition and decreased quarterly
earnings from Newfoundland Power, due to a shift in the quarterly distribution of annual
purchased power expense.

Table 1. Results Summary

Q1 2008 Q12007
Net earnings applicable to common shares $91 million $42 million
Basic EPS $0.58 $0.38
Diluted EPS $0.55 $0.35
Cash Flow from Operating Activities $188 million $94 million

Source: Company Reports

Segmented Results

Regulated Gas Utilities, composed of the Terasen Gas companies, reported earnings of $58
million during the quarter, in line with our estimate of $59 million. Terasen experiences
seasonality with its earnings, with Q1 and Q4 contributing to the majority of annual earnings, asa
substantial portion of the gas distributed is required for space heating.

Regulated Electric Utilities-Canadian reported quarterly earnings of $33 million, a15%
decrease from earnings of $39 million in Q1 2007, primarily due to the shift in the quarterly
distribution of annual purchased power expense incurred by Newfoundland Power (this shiftis
discussed in more detail below).

FortisAlberta reported earnings of $11 million, an 8% drop from $12 million in earnings
reported in Q1 2007. While FortisAlberta experienced a 4.9% increase in sales and a 6.8%
increase in distribution rates compared to Q1 2007, this was offset by lower corporate tax
recoveries, increased labour and employee-benefit costs, and higher amortization expenses. We
expect these factors to continue to impact earnings going forward; however thiswill be offset by
the growth levels expected from the region, which are driven mainly by the oil and gas industry.

FortisBC reported Q1 2008 annual earnings of $12 million, comparable to Q1 2007. FortisBC
benefited from increased electricity revenue, due to two rate increase which resulted in a
combined 5% increase in rates compared to Q1 2007. Thiswas partially offset by augmented
power purchases, operating, amortization and interest expenses, and also reduced electricity sales.
Electricity sales were down dightly by 4GWh to 875GWh, compared to the same quarter last
year, reflecting a general slowdown in the forestry industry.

Newfoundland Power reported Q1 2008 earnings of $6 million, a 45% drop from $11 million
reported in Q1 2007. Earnings were lower due to the shift in the quarterly distribution of annual
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purchased power expense, which reduced quarterly earnings by $6 million. Effective January 1,
2007, Newfoundland Power had a purchased power rate structure which resulted in
Newfoundland Power paying more on average for each kWh of power in the winter months, and
less during the summer. However in 2007, monthly revenue remained based on customer rates
that reflected the average annual cost per kWh, and Newfoundland Power recognized monthly
power purchase expense based on the forecast annual cost per kWh. Variances from the forecast
unit cost of power were adjusted to the Purchased Power Unit Cost Variance Reserve
(PPUCVR). In regards to the 2008 general rate application, the PUB ordered that, effective
January 1, 2008, the PPUCV R be discontinued. The monthly purchased power expense now
reflects the actual cost per kWh, which resulted in the seasonal shift in earnings experienced in
Q1 2008. The Company will now incur lower earningsin the winter and higher earningsin the
summer. However, annual earnings will not be impacted by this shift. Excluding the impact of
the shift, quarterly earnings would have increased by $1 million in Q1 2008.

Quarterly earnings from Other Canadian Electric Utilities were flat at $4 million year-over-
year. Subsequent to the quarter in April 2008, FERC issued an order stating it did not have
jurisdiction to award FortisOntario arefund of $3 million, in December 2007, from Niagara
Mohawk Power Corp (NIMO), regarding a cross-border transmission interconnection agreement.
FERC expects NIMO will be able to recover the funds. FortisOntario has until May 17, 2008 to
request a rehearing. We expect Fortis will be required to repay this refund, which will negatively
impact 2008 earnings from the Other Canadian Electric Utilities segment.

Regulated Electric Utilities-Caribbean earningsincreased 75% from $4 million in Q1 2007, to
$7 million in Q1 2008. Excluding the one-time loss of approximately $2 million, associated with
disposal of steam-turbine assets at Caribbean Utilitiesin Q1 2007, Regulated Electric Utilities-
Caribbean earnings increased by $1 million. The Caribbean earnings benefited from increased
sales, but were hindered by the stronger Canadian dollar.

Earnings from Fortis Generation decreased 14%, from $7 million in Q1 2007, to $6 millionin
Q1 2008, hampered by lower hydroel ectric production due to lower rainfall in Belize, and were
also impacted by a stronger Canadian dollar.

Fortis Properties earnings increased year-over-year from $2 million in Q1 2007 to $3 millionin
Q1 2008. Earnings benefited from contributions from the acquisition of the Delta Regina.

Quarterly Corporate expenses were $16 million, a 60% increase over expenses of $10 millionin
Q1 2007. Thiswas largely the result of finance changes associated with the Terasen acquisition.
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Table 2. Segmented Results Summary

Q1 2008 Earnings Q1 2007 Earnings

(C$ Milllions) (C$ Milllions)
Terasen Gas Companies 58 -
FortisAlberta 11 12
FortisBC 12 12
Newfoundland Power 6 11
Other Canadian 4 4
Caribbean 7 4
Fortis Generation 6 7
Fortis Properties 3 2
Corporate -16 -10

Source; Company Reports

Capital expenditures were approximately $162 million in Q1 2008, with capital expenditures
expected to total approximately $900 million in 2008. This capital budget is primarily focused on
growth in the Western Canadian operations (Terasen, FortisAlberta, and FortisBC) and the
Caribbean operations.

Forecast

We have lowered our EPS estimates slightly to account for increased financing and amortization
expenses. Thisdecreaseis partially offset by our increased earnings estimates for Fortis
Properties, due to higher than expected earnings growth. Thisislargely aresult of contributions
from the Delta Regina acquisition. We have forecast diluted EPS of $1.51 for 2008 and $1.56 for
2009, as demonstrated in Table 3 below.

Table 3. Beacon Securities’ Forecast

2008E 2009E

($C Millions except per share data) New Previous \ New  Previous \
EBITDA $1,024 $999 $1,063 $1,039
Net Earnings $244 $245 $253 $252
EPS (basic) $1.55 $1.57 $1.61 $1.61
EPS (diluted) $1.51 $1.53 $1.56 $1.57
Cash Flow $591 $574 $605 $596
CFPS (basic) $3.77 $3.66 $3.86 $3.80

Source: Beacon Securities

We expect earnings to continue to be impacted by increased finance charges, the result of an
increased amount of debt acquired by Fortis, largely due to the Terasen acquisition. Furthermore,
we expect additional financing and drawdown on existing credit facilities will be required to
finance the 2008 capital budget of approximately $900 million. This budget is also expected to be
financed through equity injections from the corporate level and cash from operations.
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We expect Fortis will require additional financing for its future growth projects over the next five
years. Significant capital investment will be required over thistime, with $3 billion expected to
be invested towards its el ectric business and approximately $1 billion allocated towards gas
distribution. These expected capital expenditures will be largely allocated towards the growth of
the Western Canadian subsidiaries and the Caribbean.

Valuation and Recommendation

We view the Q1 2008 results as positive and continue to rate Fortis a BUY with a 12-month
target price of $31.00. Our valuation is based on analysis of P/E and EV/EBITDA multiples and
our dividend discount model. Our target equates to 19.9x 2009E earnings and 10.3x 2009E EV/
EBITDA.

Results from Q1 2008 continued to demonstrate the benefit of the Terasen acquisition, as
the acquisition became accretive to EPS. We believe the Terasen acquisition is an excellent
geographic complement with Fortis' electric utilitiesin Western Canada. The acquisition
provides Fortis with the experience and expertise necessary to further grow in the regulated
natural gas utility business, and we expect future regulated gas utility acquisitions from the
Company.

Significant rate base growth is planned for Western Canada over the coming years, with arate
base of more than $3 billion expected for FortisAlberta and FortisBC combined in 2012. We
expect organic growth to occur largely through the Company’s electrical infrastructure in
Western Canada and the Caribbean. We have forecast regions such as Newfoundland, Prince
Edward Island, and Ontario to show little to no growth. The Company’ s commitment to growth is
demonstrated through the capital budget of $4 billion over the next five years. We expect such
significant rate base growth will fuel future earnings growth from Fortis.

Key Risks

¢ Integration Risk — The acquisition of Terasen has resulted in Fortis nearly doubling its asset
size. Difficultly with the integration of Terasen could hinder future earnings.

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

o International Risk — With operationsin Belize, the Cayman Islands and the Turks and
Caicos, Fortisis subject to currency risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis' total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

¢ Risk of Fluctuating Bond Yields — The share price of Fortisisinversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.
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Disclaimer
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A combination of valuation methods are used by Beacon Securities' analysts to determine the 12-month target price for
issuers; including but not limited to discounted cash flow techniques, historical trading multiples and capitalization rates,
and peer average trading multiples and capitalization rates.
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Reports Neutral Q2 After One-Time Charges

Summary FTS-TSX
August 11, 2008
Stock Rating: BUY (unchanged)
Target Price: $30.00 (was $31.00)
Closing Price (08/08/08): $26.76
52 Week Range: $24.11-$29.94

schiasson@beaconsecurities.ca

o Fortisreported Q2 08 earnings of $29 million, down from
$41 million in Q2 07. Diluted EPS was $0.18, lower than
our estimate of $0.28 and EPS of $0.27 reported in Q2'07.
Q2 results were impacted by a $13 million charge at BEL
and a one-time charge of $2 million at FortisOntario. With-
out these one-time charges, EPS would have been $0.28.

« We have lowered our estimates to account for the decisionin | (C®Millions except per share data, Deoember Year End)

Belize and the one-time charges. Our estimates have also 2007A  2008E  2009E
been lowered due to an increase in forecasted amortization _
and financing costs and a stronger Canadian dollar. We have | EPS (basic) $L40  81%  Slel
forecast diluted EPS of $1.43 for 2008 and $1.51 for 2009. | EPS (fd) $132  $151  $157
e We are lowering our 12-month target price from $31.00 | CFPS (basic) $35%6 L6780
to $30.00. We maintain our BUY recommendation. Our
: P/E(f 203x  180x  17.3x
target equates to 19.9x 2009E earnings and 9.6x 2009E EV/ )
EBITDA. We view the recent declinein Fortis' shareprice | P/CF 1ox  74x 11X
as an overreaction to the PUC s decision on BEL’s Shares O/S (basic) ~ 157.0
2008/2009 rate application. Shares O/S (fd) 1581
* Weremain encouraged by Fortis’ growth potential, with | n Cap. 2013

a capital budget of over $4.5 billion planned for the next

five years. We expect organic growth to occur largely Net Debt/Total Cap.  63.7%

through the electric operations in Western Canada and the BVPS $16.96
Caribbean. With Fortis' expertisein both electrical and gas Price/Book Value 16x
regulated utilities, we expect Fortis to look to the U.S. for | yui4end $1.00
future acquisitions, where many utilities are both gas and |
. Dividend Yield 37%
electric.
ROE 8.%
Fortis Inc. Change in Diluted EPS Forecasts
o 2008E was: $1.51
Closing Price (C$) 2009E was: $156

Company Description
FortisInc. is Canada’ s largest investor-owned
distribution utility, with almost two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focusisthe
ownership and operation of regulated utilities,

40000 ] Volume (thousands) with operations in five provinces and three Carib-
o] bean countries. Fortis aso owns and operates non-
o regulated generation assets and commercia real
& & 8 s 8 ® S & & & & & ®
B I s I N T ) estate and hotel assets.

*Please view the disclaimer at the end of this report
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02 2008 results

Fortis Inc. reported Q2 2008 earnings of $29 million, a 29% decrease over earnings of $41
million in Q2 2007. Diluted EPS was $0.18, lower than our estimate of $0.28, and down 33%
from adiluted EPS of $0.27 reported during the same period last year. Q2 results were impacted
by a $13 million ($0.08 per share) charge that represented disallowed previously incurred fuel
and purchased power costs at Belize Electricity. This charge was the result of adecision by the
Public Utilities Commission of Belize (PUC) on BEL'’ s rate 2008/2009 application.

FortisOntario incurred a one-time charge of $2 million associated with the repayment of
interconnection agreement amounts received in Q4 2007. Without these one-time charges, EPS
would have been $0.28. Earnings were also hampered by higher corporate costs associated with
the Terasen acquisition and higher corporate income taxes at FortisAlberta. Fortis earnings were
given support by contributions from the Terasen acquisition and increased quarterly earnings
from Newfoundland Power, due to a shift in the quarterly distribution of annual purchased power
expense.

Table 1. Results Summary (in Canadian dollars)

Q2 2008 Q2 2007
Net Earnings Applicable to Common Shares $29 million $41 million
Basic EPS $0.19 $0.31
Diluted EPS $0.18 $0.27
Cash Flow from Operating Activities $244 million $68 million

Source: Company Reports

Segmented Results

Regulated Gas Utilities, composed of the Terasen Gas companies, reported earnings of $12
million during the quarter, up from $1 million in Q2 2007. However, last year’s contributions
from Terasen commenced from May 17, 2007. On afull quarter basis, earnings are comparable.
Gains attributed to an increase in allowed ROEsS, effective January 1, 2008, were offset by
increased amortization costs and higher finance costs. Terasen experiences seasonality with its
earnings, with Q1 and Q4 contributing to the majority of annual earnings, as a substantial portion
of the gas distributed is required for space heating. In Q3, Terasen is expected to incur an
earnings benefit of $7.5 million, after settling historical tax matters.

Construction began on the $200 million liquefied natural gas storage facility on Vancouver Island
in Q2. Construction is expected to take three years, with the facility expected to come into service
inlate 2011.

Regulated Electric Utilities-Canadian reported quarterly earnings of $28 million, a 15%
decrease from earnings of $33 million in Q2 2007, excluding the one-time charge from
FortisOntario. The decrease was largely the result of higher future income tax expense at
FortisAlberta. This expense was partially offset by increased quarterly earnings from
Newfoundland Power.

Beacon Securities Ltd. 2 Sarah Chiasson, MBA
902.425.6654
schiasson@beaconsecurities.ca



FortisInc. August 11, 2008

FortisAlberta reported earnings of $7 million, a 53% drop from $15 million in earnings reported
in Q2 2007. While FortisAlberta experienced a 3.2% increase in energy deliveries year-over-year
in Q2 and incurred higher rates than the same period last year, this was more than offset by
higher future income tax expense. FortisAlbertaincurred a $4 million future income tax expense
associated with the AESO charges deferral account and the timing of the accounts' collection.
This account captures the difference between the amounts charged to FortisAlberta by AESO for
transmission tariffs and the amount collected from FortisAlberta' s customers for the transmission
tariff component of rates. If the amounts charged by AESO are greater than that collected from
customers, then the difference is deferred as aregulatory asset for future recovery from
customers, subject to regulatory approval. When the deferral accounts are collected,
FortisAlberta is expected to incur a future income tax recovery. The expected period until
recovery is approximately two years.

Increased contracted manpower costs, labour and employee-benefit costs, in addition to higher
amortization costs and financing charges, also hindered earnings. We expect these factorsto
continue to impact earnings going forward; however this will be more than offset by the growth
levels expected from the region, which are driven mainly by the oil and gas industry. We are
modeling a customer growth rate of 2.5% for the remainder of 2008 and 2009.

FortisBC reported Q2 2008 earnings of $7 million, a 17% rise over $6 million in Q2 2007. The
benefits of higher rates were partially offset by higher finance charges. FortisBC expectstofilea
2009 Revenue Requirements application with the BCUC in Q4 2008.

Newfoundland Power reported Q2 2008 earnings of $10 million, a 25% increase from $8.0
million reported in Q2 2007. Thisincrease in earnings was largely due to the shift in the quarterly
distribution of annual purchased power expense, which increased quarterly earnings by $2.5
million. Higher rates also supported earnings during the quarter. Thisincrease was partially offset
by adecrease of $0.5 million related to the timing differences of operating expenses. As of 2008,
the Company will now incur lower earnings in the winter and higher earnings in the summer.
However, annual earnings will not be impacted by this shift. A more detailed explanation of the
shift in quarterly earnings can be viewed in Fortis Inc: Positive Q1 Fuelled by Terasen
Acquisition —May 2, 2008.

Quarterly earnings from Other Canadian Electric Utilities tumbled 50% year-over-year to $2
million, due to a one-time repayment of a $3 million ($2 million after-tax) refund to Niagara
Mohawk Power Corp (NIMO). In April 2008, FERC issued an order stating it did not have
jurisdiction to award FortisOntario arefund of $3 million, in December 2007, from NIMO
regarding a cross-border transmission interconnection agreement. Without the one-time charge,
guarterly earnings would have been comparable year-over year.

Regulated Electric Utilities-Caribbean earnings plunged from $8 million in Q2 2007, to aloss
of $5 million in Q2 2008. Thisloss was the result of a $13 million charge (Fortis' 70% share of
$18 million) associated with the PUC’ s decision on BEL' s 2008/2009 rate application. The PUC
ordered a BZ$36 million (C$13 million) retroactive adjustment associated with BEL prior year's
results. This adjustment disallowed previously incurred fuel and power purchase costs.
Furthermore, the PUC reduced BEL s target allowed ROA to 10% from 12%. Without this
charge, earnings would have been comparable year-over-year. Earnings from the Caribbean were
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also impacted by a stronger Canadian dollar, higher operating and amortization expenses, and a
3.25% reduction in Caribbean Utilities' rates, effective January 1, 2008. Thisrate reductionis
expected to reduce annual revenue by US$2.1 million. The Caribbean earnings did benefit from
increased sales and a change in the method of calculating fuel costs under Caribbean Utilities
new transmission and distribution license, which resulted in a movement of deferred fuel costs.
Asof June 1, 2009, Caribbean Utilities will be permitted to adjust basic el ectricity rateswith a
formula based on published consumer price indices, thereby adjusting for inflation.

On July 25, 2008, BEL filed an application for judicial review and appeal of the PUC’ sdecision
with the Supreme Court of Belize. Fortis knows it has a strong case in Belize, asthe PUC's
decision is not good regulatory practice. The decision violates both the established regul atory
practice and contractual obligations made by the government of Belize, when Fortis made its
initial investment into the country. Fortisis optimistic it will see some changes, but it will take at
least ayear for a decision to be reached. This decision has the potential to hinder Fortis' share of
BEL’s earnings by approximately $5 million over the next year. A recent salary increase at BEL
is not expected to further hinder BEL’ s earnings to a great extent. BEL currently represents
approximately 2% of the total assets of Fortis.

Earnings from Fortis Generation rose 40%, from $5 million in Q2 2007, to $7 million in Q2
2008, benefiting from augmented hydroel ectric production in Newfoundland due to higher
rainfall and increased average wholesale prices. A stronger Canadian dollar hampered gains
dightly.

Fortis Properties earnings increased 17% year-over-year from $6 million in Q2 2007 to $7
million in Q2 2008. Earnings benefited from contributions from the acquisition of the Delta
Regina and improved performance from Atlantic Canada’ s hospitality operations.

Quarterly Corporate expenses were $18 million, a 50% increase over expenses of $12 millionin
Q2 2007. Thiswas largely the result of finance charges associated with the Terasen acquisition.

Table 2. Segmented Results Summary

Q2 2008 Earnings Q2 2007 Earnings
(C$ Milllions) (C$ Milllions)
Terasen Gas Companies 12 1
FortisAlberta 7 15
FortisBC 7 6
Newfoundland Power 10 8
Other Canadian 2 4
Caribbean -5 8
Fortis Generation 7 5
Fortis Properties 7 6
Corporate -18 -12

Source: Company Reports

Capital expenditures were approximately $381 million in H1 2008, and $219 million in Q2 2008,
with capital expenditures expected to total approximately $900 million in 2008. Much of the H1
capital expenditures were allocated towards Terasen Gas companies. Capital expenditures over
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the next five years are expected to exceed $4.5 billion, with over $1 billion allocated towards gas
distribution and the remaining $3.5 billion mostly towards electric distribution at FortisAlberta,
FortisBC, and the Caribbean. There is not a significant amount expected to be invested in the
Non-Regulated operations during this time period, with $175 million estimated to be spent from
2009 to 2013. The rate base is expected to grow over thistime from a current $6.8 billion to $9.4
billion in mid-2013.

Forecast & Outlook

We have lowered our 2008 estimates to account for the one-time charges and FortisAlberta’' s
income tax expense that ocurred during the quarter. We have also forecast increased amortization
and financing expenses going forward for the Western operations and the Caribbean, due to the
significant amount of capital investment planned for the areas. We have lowered our earnings
estimates from the Caribbean operations for 2008 and 2009, to account for the PUC’ s decision on
BEL’s rate application and changes in forecasted exchange rate from Bloomberg consensus
estimates. We have forecast higher earnings from Terasen for 2008, due to the $7.5 million
earnings benefit expected in Q3. We increased our earnings forecast for Fortis Properties,
reflecting an increase in forecasted hospitality revenue. We have forecast diluted EPS of $1.43
for 2008 and $1.51 for 2009, as demonstrated in Table 3 below.

Table 3. Beacon Securities’ Forecast

2008E

($C Millions except per share data) New Previous \ New

EBITDA $1,047 $1,024 $1,117 $1,063
Net Earnings $232 $244 $247 $253
EPS (basic) $1.48 $1.55 $1.57 $1.61
EPS (diluted) $1.43 $1.51 $1.51 $1.56
Cash Flow $625 $591 $638 $605
CFPS (basic) $3.98 $3.77 $4.06 $3.86

Source: Beacon Securities

We expect earnings to begin to reflect the Company’s growth effortsin 2009. However, we aso
expect 2009 earnings to be hampered by lower contributions from Fortis Generation, due to the
expiration of the 75 MW Rankine rights in Ontario, which are expected to expire in April 2009.
Thiswill be partially offset by the 18 MW hydroelectric generating facility at Vaca on the Macal
River in Belize when it beginsits operations in |ate 20009.

We expect earnings to continue to be impacted by increased finance charges, the result of an
increased amount of debt acquired by Fortis, largely due to the Terasen acquisition. Furthermore,
we expect additional financing and drawdown on existing credit facilities will be required to
finance the 2008 capital budget of approximately $900 million. This budget is also expected to be
financed through equity injections from the corporate level and cash from operations. We
anticipate Fortiswill require additional financing for its future growth projects over the next five
years.

Beacon Securities Ltd. B Sarah Chiasson, MBA
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Valuation and Recommendation

We view the Q2 2008 results as neutral; when the one-time charges are removed, earnings are
relatively flat year-over-year. Due to the decrease in our 2009 estimates, we are lowering our
12-month target price from $31.00 to $30.00. We maintain our BUY recommendation. Our
valuation is based on analysis of P/E and EV/EBITDA multiples and our dividend discount
model. Our target equates to 19.9x 2009E earnings and 9.6x 2009E EV/ EBITDA. We view the
recent decline in Fortis share price as an overreaction to the PUC’ s decision of BEL’s 2008/2009
rate application, particularly where Belize accounts for approximately 2% of Fortis' total assets.
Including dividends, there is a potential return of approximately 16% over the next year, which
justifies our BUY rating.

We remain encouraged by Fortis' growth potential, with significant rate base growth planned for
Western Canada over the next five years. We expect organic growth to occur largely through
the Company’s electrical infrastructure in Western Canada and the Caribbean. We have
forecast regions such as Newfoundland, Prince Edward Island, and Ontario to show little to no
growth. The Company’s commitment to growth is demonstrated through the capital budget of
over $4.5 billion planned for the next five years. We expect such significant rate base growth
will fuel future earnings growth from Fortis. We a so expect further growth through
acquisitions. With its expertise both in electrical and gas regulated utilities, we expect Fortis to
look to the U.S. for future acquisitions, where many utilities are both gas and electric.

Key Risks

e Integration Risk — The acquisition of Terasen has resulted in Fortis nearly doubling its asset
size. Difficultly with the integration of Terasen could hinder future earnings.

¢ Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman Islands, and the Turks and
Caicos, Fortisis subject to currency risk, sovereign risk, and the risk of hurricanes.

¢ Regulatory Risk — Regulated assets consist of 92% of Fortis' total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regul atory iSsues.

¢ Risk of Fluctuating Bond Yields — The share price of Fortisisinversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.

Beacon Securities Ltd. 6 Sarah Chiasson, MBA
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Disclaimer
Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions expressed
herein accurately reflect such research analyst’s personal views about the company and securities that are the subject of the
report; or any other companies mentioned in the report that are also covered by the named analyst. In addition, no part of
the research analyst’s compensation is, or will be, directly or indirectly, related to the specific recommendations or views
expressed by such research analyst in this report. The head of Beacon Securities' research department and the President of
Beacon Securities provide an annual certification that states that analysts are familiar with and complied with CFA Institute
code of ethics and standards of Professional Conduct.

Conflicts of Interest

Beacon Securities research analysts are compensated from revenues generated by various segments of its business,
including Beacon Securities Investment Banking Department. Beacon Securities will disclose if any research analyst
involved in the preparation of the research report has received remuneration for any services provided to the securities
issuer during the 12 months preceding the date of the publication of the research report.

Beacon will not provide favourable research, a specific rating or a specific price target or delay in changing a rating or
price target or threaten to change a rating or price target or threaten to change research, a rating or a price target of an
issuer as consideration or inducement for the receipt of business or compensation from an issuer.

Beacon, nor its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's equity securities.
Beacon Securities Analysts may beneficially own the Company's securities. Fortis Inc. isaclient for which Beacon
Securities Ltd. has performed investment banking services in the past 12 months and has received compensation for
investment banking services from Fortis Inc. in the past 12 months.

Legal Disclosure

All information contained herein has been collected and compiled by Beacon Securities Limited, an independently owned
and operated member of the IDA. All facts and statistical data have been obtained or ascertained from sources, which we
believe to be reliable, but are not warranted as accurate or complete. Beacon Securities analyst’s have visited the head
office of thisissuer and viewed its operations in alimited context. The issuer did not pay for or reimburse the analysts for
the travel expenses associated with the visit.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change without
notice. Beacon Securities Limited takes no responsibility for any errors or commission contained herein, and accepts no
legal responsibility from any losses resulting from investment decisions based on the content of this report. From time to
time, Beacon Securities Limited and/or their directors or employees may hold positions in the securities mentioned, or
provide advisory or underwriting services to the companies mentioned herein. Directors or employees of Beacon
Securities Limited may serve as directors of any company mentioned herein, or any of their affiliates and subsidiaries.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or sell
securities discussed herein. Based on their volatility, income structure, or eligibility for sae, the securities mentioned
herein may not be suitable or available for al investorsin all countries. Any questions and concerns may be directed to
Daniel Holland, at 902.423.1260, 800.565.1981, or dholland@beaconsecurities.ca.

Rating System

Beacon Securities' system for rating investment opportunities and how each recommendation fits within the system is
available on our website: (www.beaconsecurities.ca). The percentage of its recommendations that fall into each category of
their recommended terminology is compiled quarterly, and is also avail able upon request.

Dissemination

Beacon Securities’ policies and procedures regarding the dissemination of research are available upon request.

Valuation Techniques

A combination of valuation methods are used by Beacon Securities' analysts to determine the 12-month target price for
issuers; including but not limited to discounted cash flow techniques, historical trading multiples and capitalization rates,
and peer average trading multiples and capitalization rates.
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Reports Neutral Q1 Results - Continues to Demonstrate Stability
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Fortis Inc. reported neutral Q1 results, with earnings of $92
million, or $0.54 per share, compared to $91 million, or
$0.58 per share, reported in Q1 2008. Q1 2009 EPS was
slightly lower than our estimate of $0.55, and lower than
consensus of $0.57. Increases in earnings from FortisBC
and FortisAlberta were offset by lower earnings at the Carib-
bean Regulated Utilities and Fortis Properties.

FortisAlberta and FortisBC benefited from investment in
electrical infrastructure and higher rates. Caribbean earnings
were hampered by reduced demand (due to cooler weather
and the economic downturn) and decreases in CUC’s and
BEL's allowed rate of return. Fortis Properties was hindered
by one-time operating costs associated with the Sheraton
Hotel Newfoundland and lower hotel occupancies.

We have decreased our estimates from the Caribbean op-
erations and Fortis Properties. We believe growth from the
Regulated Caribbean operations will continue to be ham-
pered by decreased demand and lower levels of tourism due
to the global economic slowdown. We expect hotel occupan-
cies at Fortis Properties will be lower for 2009 and 2010. We
are decreasing our 2009 EPS estimate from $1.50 to
$1.47, and our 2010 EPS from $1.57 to 1.53.

With the reduction of our 2009 and 2010 estimates, we are
lowering our 12-month target price from $28.25 to
$27.00. We maintain our BUY recommendation. Our tar-
get equates to 17.7x 2010E EPS and 9.6x 2010E EV/
EBITDA. In addition to providing sustainable dividend growth
and stable earnings through its Regulated Utilities, Fortis
offers strong rate base growth.

Fortis Inc.

Closing Price (C$)
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FTS-TSX
April 30, 2009
Stock Rating: BUY (unchanged)
Target Price: $27.00 (was $28.25)
Closing Price (4/30/09) $22.15
52 Week Range: $20.70-$28.34

(C$ Millions except per share data, December Year End)

2008A  2009E  2010E
EPS (basic) $156  $147  $153
EPS (fd) $152  $145  $151
CFPS (basic) $395 $380  $3.90
PIE 142x  150x  145x
PICF 56x 5.8x 5.7x
Shares OIS (basic) 169.8
Shares OIS (fd) 1854
Mkt. Cap. $3,761.1
Net Debt/Total Cap. 61.0%
BVPS $17.90
Price/Book Value 12X
Dividend $1.04
Dividend Yield 4.7%
ROE 8.7%

Change in Basic EPS Forecasts
2009E: was $1.50
2010E: was $1.57

Company Description
Fortis Inc. is Canada’s largest investor-owned dis-
tribution utility, with more than two million gas and
electricity customers. The Company is headquar-
tered in St. John's, NL. Its main focus is the owner-
ship and operation of regulated utilities, with opera-
tions in five provinces and three Caribbean coun-
tries. Fortis also owns and operates non-regulated
generation assets and commercial real estate and
hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville Street, Halifax, Nova Scotia, B3] 1X2

Phone: 902.423.1260 or 1.800.565.1981

www. beaconsecurities.ca
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01 2009 Results

Fortis Inc. reported neutral Q1 results. Q1 2009 earnings were $92 million, or $0.54 per share,
compared to $91 million, or $0.58 per share, reported in Q1 2008. Q1 2009 EPS was slightly
lower than our estimate of $0.55 per share, and lower than consensus of $0.57. Increases in
earnings from FortisBC and FortisAlberta were offset by lower earnings at the Caribbean
Regulated Utilities and Fortis Properties.

Exhibit 1. Results Summary (in Canadian dollars)

Q1 2009 Q1 2008
Net Earnings Applicable to Common Shares $92 million $91 million
Reported Basic EPS $0.54 $0.58
Reported Diluted EPS $0.52 $0.55
Cash Flow from Operations $229 million  $193 million

Source: Company Reports, Beacon Securities

Segmented Results

The Terasen Gas companies reported Q1 earnings of $58 million, in line with earnings of $58
million reported in Q1 2008. Benefits from increased customer delivery rates and a lower
effective corporate income tax rate, were offset by higher labour and employee-benefit costs.

Rate applications for 2010 are expected to be filed with the BCUC by both Terasen Gas Inc.
(TGI) and Terasen Gas (Vancouver Island) Inc. (TGVI) in the summer of 2009. Approval of rates
from the BCUC is required, as the current performance-based settlement agreements expire at
the end of 2009. As part of this rate filing, TGl and TGVI plan to seek a review of the current
generic ROE adjustment mechanism and of the deemed equity component of the capital
structure.

FortisAlberta reported earnings of $12 million, a 9% lift from $11 million in earnings reported in
Q1 2008, benefiting from growth in electrical infrastructure investment and an increase in
customer distribution rates. These contributions to earnings were partially offset by increased
labour and employee-benefit costs, in addition to higher amortization costs and finance charges.
We expect amortization and finance expenses to continue to increase, as much investment is
expected in the area over the next five years.

FortisAlberta is currently involved in a Generic Cost of Capital Proceeding with the AUC, which
will include reviewing 2009 ROE calculations and capital structures for regulated gas, electric,
and pipeline utilities in Alberta. The results of this proceeding are expected in the fall of 2009.
FortisAlberta expects to file its 2010/2011 Revenue Requirements Application in Q2 2009.

FortisBC reported Q1 2009 earnings of $14 million, a 17% increase over $12 million reported in
Q1 2008. FortisBC earnings benefited from growth in electrical infrastructure investment and
increased electricity rates. This was partially was offset by increases in energy supply costs,
higher operating costs, and higher amortization expense associated with a significant investment
in capital expenditures.

Newfoundland Power reported Q1 2009 earnings of $6 million, in line with Q1 2008. Electricity
sales growth was offset by the impact of higher demand charges from Newfoundland and
Labrador Hydro and increased amortization costs.

Beacon Securities Ltd. 2 Sarah Chiasson, MBA
902.425.6654
schiasson@beaconsecurities.ca
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Quatrterly earnings from Other Canadian Electric Utilities were $5 million, up from $4 million in
Q1 2008. High rates more than offset higher finance charges. Approval by the Ontario Ministry of
Finance, for the acquisition of a 10% ownership interest in Grimsby Power, is expected in Q2
2009.

Regulated Electric Utilities-Caribbean earnings fell from $7 million in Q1 2008, to $6 million in
Q1 2009. Excluding one-time gains of approximately $2 million at Fortis Turks and
Caicos, Q1 2009 earnings would be $4 million (a $3 million decrease). Earnings were
hampered by cooler weather, and the global economic downturn, both of which reduced energy
demand. Earnings from the Caribbean were also impacted by the decrease in Caribbean
Utilities’ and Belize Electricity’s allowed rate of return. Increased amortization costs also weighed
down earnings. These factors were partially offset by a weaker Canadian dollar. The favourable
impact from the stronger U.S. dollar contributed approximately $1 million to earnings.

We expect sales growth to be hampered by the impact of the slowdown in the U.S. economy on
the Caribbean tourism industry. However, a weaker Canadian dollar should help to alleviate the
impact of the weaker economy. We believe additional growth opportunities from BEL will be
minimal, as approximately $9 million of Belize Electricity’s indebtedness (at the end of Q1) did
not meet certain debt covenant ratios. The lenders have been informed as to the situation and
the necessary waivers have been requested. This default was the result of the PUC’s decision
on BEL’s 2008/2009 rate application. This is the third quarter in a row that BEL has been unable
to meet these debt covenant ratios.

Earnings from Fortis Generation were $6 million in Q1 2009, comparable to the same period
last year. Gains attributed to a stronger U.S. dollar, and increased hydroelectric production in
Belize, were offset by lower production and decreased wholesale market energy prices in both
Upper New York State and Ontario.

Fortis Properties earnings dropped 33% year-over-year from $3 million in Q1 2008 to $2 million
in Q1 2009. Earnings were hindered by one-time operating costs associated with Sheraton Hotel
Newfoundland and lower hotel occupancies. In April 2009, Fortis Properties purchased a
Holiday Inn Select (214 room) in Windsor, Ontario for $7 million.

Exhibit 2. Segmented Results Summary

Q1 2009 Earnings Q1 2008 Earnings
(C$ Milllions) (C$ Milllions)
Terasen Gas Companies 58 58
FortisAlberta 12 11
FortisBC 14 12
Newfoundland Power 6 6
Other Canadian 5 4
Caribbean 6 7
Fortis Generation 6 6
Fortis Properties 2 3
Corporate -17 -16

Source: Company Reports

Capital expenditures amounted to $219 million in Q1 2009 alone. Gross capital expenditures for
2009 are forecast at $1 billion. Future organic growth will come from major projects such as the
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$200 million LNG storage facility at Terasen Gas, the $161 million Automated Meter
Infrastructure Project at FortisAlberta, FortisBC's $139 million Okanagan Transmission
Reinforcement Project, and the US$53 million 19 MW hydroelectric generating facility in Belize.

Forecast & Outlook

We have decreased our estimates from the Regulated Caribbean operations and Fortis
Properties. We believe growth from the Regulated Caribbean operations will continue to be
hampered by decreased demand and lower levels of tourism due to the global economic
slowdown. We expect hotel occupancies at Fortis Properties will be lower for 2009 and 2010. As
demonstrated in Exhibit 3, we are decreasing our 2009 EPS estimate from $1.50 to $1.47,
and our 2010 EPS from $1.57 to 1.53. Earnings from Fortis Generation will be lower in Q2, due
to the expiration of the 75 MW Rankine rights in Ontario, which expired in April 2009. This had
previously been factored into our estimates.

Exhibit 3. Beacon Securities’ Forecast

2009E 2010E

($C Millions except per share data) New Previous New Previous
EBITDA $1,094 $1,137 $1,133 $1,174
Net Income $250 $254 $260 $266
EPS (basic) $1.47 $1.50 $1.53 $1.57
EPS (diluted) $1.45 $1.48 $1.51 $1.55
Cash Flow $645 $647 $662 $676
CFPS (basic) $3.81 $3.83 $3.91 $3.99

Source: Beacon Securities, Bloomberg

Fortis is confident in its ability to renew debt upon maturity over the coming years. Terasen and
FortisAlberta each raised $100 million of 30-year unsecured debentures at 6.55% and 7.06%,
respectively. Long-term debt totalled $5.1 billion, as of the end of Q1 2009. Long-term debt
maturities and repayments total approximately $234 million for the next year. Management
expect long-term debt maturities and repayments to average approximately $170 million over the
next five years. The Company had consolidated credit facilities of $2.2 billion, with $1.6 billion
unused as of March 31, 2009, which will provide necessary flexibility. Approximately $2 billion of
the total credit facilities are committed facilities, with many having maturities between 2011 and
2013.
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Valuation and Recommendation

With the reduction of our 2009 and 2010 estimates, we are lowering our 12-month target
price from $28.25 to $27.00. We maintain our BUY recommendation. Our valuation is based
on analysis of P/E and EV/EBITDA multiples and our dividend discount model. Our target
equates to 17.7x 2010E EPS and 9.6x 2010E EV/EBITDA. Including dividends, there is a
potential return of approximately 26% over the next year, which justifies our BUY rating. The
dividend currently yields 4.7%.

In addition to providing sustainable dividend growth and stable earnings through its
Regulated Utilities, Fortis offers strong rate base growth, with rate base growth expected
to average 7% over the next 5 years. Capital expenditures over the next five years are
expected to exceed $4.5 billion, with approximately $1.2 billion allocated towards gas
distribution, $3.1 billion towards the regulated electric utilities (primarily FortisAlberta, FortisBC,
and the Caribbean), and $200 million towards the Non-Regulated operations. We expect Fortis’
five-year capital program should drive growth in earnings, with the majority of organic
growth coming from the Regulated Electric Utilities in Western Canada and the
Caribbean.

Key Risks

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman Islands, and the Turks and
Caicos, Fortis is subject to currency risk, sovereign risk, and the risk of hurricanes.

o Regulatory Risk — Regulated assets consist of 92% of Fortis’ total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

¢ Risk of Fluctuating Bond Yields — The share price of Fortis is inversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.

Beacon Securities Ltd. 5 Sarah Chiasson, MBA
902.425.6654
schiasson@beaconsecurities.ca



Fortis Inc. April 30, 2009

Disclaimer
Disclosure Requirements

Does Beacon, or its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's equity
securities? [ ] Yes [X] No

Does the analyst who prepared this research report hold any of the issuer’s securities? [_] Yes [X] No
Does Beacon Securities beneficially own more than 1% of equity securities of the issuer? [] Yes [X] No

Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the research
report, received remuneration for any services provided to the securities issuer during the preceding 12 months?

[]vYes X No

Has Beacon Securities performed investment banking services in the past 12 months and received compensation for
investment banking services for this issuer in the past 12 months? Xl yes [ ]No

Was the analyst who prepared this research report compensated from revenues generated solely by the Beacon
Securities Investment Banking Department? [_| Yes [X] No

Does any director, officer, or employee of Beacon Securities serve as a director, officer, or in any advisory capacity to
the issuer? [_] Yes [X] No

Are there any material conflicts of interest with Beacon Securities or the analyst who prepared the report and the
issuer? [_]Yes X No

Is Beacon Securities a market maker in the equity of the issuer? []Yes X No
Has the analyst visited the head office of the issuer and viewed its operations in a limited context? Xl yes [ ]No
Did the issuer pay for or reimburse the analyst for the travel expenses? [] Yes [X] No

Beacon analysts are not permitted to own the securities they cover, but may own securities covered by other
members of the research team, subject to blackout conditions.

All information contained herein has been collected and compiled by Beacon Securities Limited, an independently
owned and operated member of the IIROC. All facts and statistical data have been obtained or ascertained from
sources, which we believe to be reliable, but are not warranted as accurate or complete.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change
without notice. Beacon Securities Limited takes no responsibility for any errors or omissions contained herein, and
accepts no legal responsibility from any losses resulting from investment decisions based on the content of this report.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or sell
securities discussed herein. Based on their volatility, income structure, or eligibility for sale, the securities mentioned
herein may not be suitable or available for all investors in all countries.

Ending
1 2009 |# Stocks Distributi
B%Y 08C s IS 42 1u%|) o Buy Total 12-month return expected to be >15%
HOLD 8 42: 1% HOLD Total 12-month return expected to be between 0% and 15%
SELL 3 15.8% SELL Total 12-month return expected to be negative
Total 19 100.0%

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All
research is then available on www.beaconsecurities.ca via login and password.

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions
expressed herein accurately reflect such research analyst's personal views about the company and securities that are
the subject of the report; or any other companies mentioned in the report that are also covered by the named analyst.
In addition, no part of the research analyst’'s compensation is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by such research analyst in this report.
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e Fortis Inc. reported Q1 earnings that were slightly lower May 3, 2010
than we expected. However, Q1 was still a positive quar- Stock Rating: HOLD (unchanged)
ter, in our opinion. Q1 2010 earnings were $100 million, or Target Price: $31.25 (was $30.50)
$0.58 per share, compared to $92 million, or $0.54 per Closing Price (04/30/10): $28.05
share, reported in Q1 2009. Q1 2010 EPS was 3% weaker 52 Week Range: $22.15-29.32

than our estimate of $0.60 per share, but in line with consen-
sus. Q1 2010 results benefited from strong earnings from
Terasen and FortisAlberta, partially offset by weaker results
from the Caribbean operations and Fortis Generation. Earn-
ings gained on the increase in allowed ROE and equity com-
ponent at FortisAlberta and Terasen Gas.

(C$ Millions except per share data, December Year End)

) _ EPS (basic) $1.54 $1.65 $1.76
e We have lowered our estimates due to weakness from Fortis ¢ (fd) $151 $1.62 $1.72
Generation. We have also factored in higher financing . (basic) $3.96 $4.25 $4.48
charges from FortisAlberta and the Corporate segment. This
has been partially offset by an increase in our Terasen esti-
P/E 18.2 x 17.0x 15.9 x
mates to reflect stronger than expected Q1 results. We are . o 66 63
decreasing our 2010 basic EPS estimate from $1.71 to - o =
$1.65, and our 2011 EPS is dropping from $1.82 to $1.76.
. i i . Shares O/S (basic) 172.2
o Despite the decrease to our estimates, we are increasing . .. o (fd) 1859
our 12-month target price to $31.25 from $30.50, but MKt, Cap $48302
maintaining our HOLD recommendation. We are adjust- o o
. . . Net Debt/Total Cap. 59.5%
ing our price target to now reflect F2011 estimates. Our tar- BUPS $18.62

get equates to 17.8x 2011E EPS and 9.8x 2011E EV/
EBITDA. The dividend currently yields 4.0%. Fortis’ focus on ©'ice/Book value 5%

organic growth and capital investment will continue to drive PVidend $1.12
earnings growth, in our opinion. We are encouraged by For- Dvidend Yield 4.0%
tis’ ability to continually grow its rate base, while maintaining <°F 8.5%
its stability.
Fortis Inc. Change in Basic EPS Forecasts
$30.00 2010E: was $1.71

$20.00 2011E: was $1.82
$28.00 4 Closing Price (C$)
$27.00 4
$26.00 4
$25.00 1
$24.00 4

$23.00 1

Company Description

Fortis Inc. is Canada’s largest investor-owned
distribution utility, with more than two million gas
$22.00 and electricity customers. The Company is head-
$21.00 1 quartered in St. John’s, NL. Its main focus is the
$2000 ownership and operation of regulated utilities,
2,500,000

2,000,000 Volume (thousands) with operatiqns in fi\{e provinces and three Carib-
1500000 bean countries. Fortis also owns and operates
50008 non-regulated generation assets and commercial

& ® ® & ® ® ® ® ® S © © $ real estate and hotel assets.
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*Please view the disclaimer at the end of this report
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01 2010 Results

Fortis Inc. reported Q1 earnings that were slightly lower than we expected. Q1 2010
earnings were $100 million, or $0.58 per share, compared to $92 million, or $0.54 per share,
reported in Q1 2009. Q1 2010 EPS was 3% weaker than our estimate of $0.60 per share, and in
line with the consensus estimate of $0.58. Q1 2010 results benefited from strong earnings from
Terasen and FortisAlberta, partially offset by weaker results from the Caribbean operations and
Fortis Generation.

Exhibit 1. Results Summary (in Canadian dollars)

Q1 2010 Q1 2009
Net Earnings Applicable to Common Shares $100 million  $92 million
Reported Basic EPS $0.58 $0.54
Reported Diluted EPS $0.56 $0.52

Source: Company Reports, Beacon Securities

Segmented Results

The Terasen Gas companies reported strong earnings of $73 million, up from earnings of $58
million reported in Q1 2009. Earnings benefited from the increase in allowed ROEs, effective
July 1, 2009. TGI's ROE was set at 9.5%, up from 8.47%. The BCUC decided the premium
should be 50bp for both TGVI and TGW (ROE of 10%). Earnings were also boosted by an
increase in the equity component for TGl from 35% to 40%, effective January 1, 2010. Lower
finance charges also lifted earnings. Terasen earnings were higher than we expected as we
underestimated the impact of the ROE decision on Q1 earnings, and overestimated finance
charges. This was partially offset by higher operating expenses and increased amortization
costs.

FortisAlberta reported earnings of $14 million, an increase of 17% from the $12 million in Q1
2009. FortisAlberta gained on higher rates, a positive ROE decision, and customer growth.
Earnings were boosted by an increase in allowed ROE to 9.0% from the interim rate of 8.51%,
and an increase in equity thickness from 37% to 41%. FortisAlberta also benefited from
customer growth. These contributions to earnings were partially offset by higher operating
expenses, amortization costs, and finance charges. While FortisAlberta showed positive
earnings growth, results were lower than we had forecast partially due to financing charges
coming in higher than we expected.

FortisBC reported Q1 earnings of $14 million, in line with the same period last year. The impact
of increased electricity rates was offset by higher financing expenses associated with a
significant investment in capital expenditures and lower energy sales. Effective January 1,
2010, the allowed ROE increased to 9.90% from 8.87%.

Newfoundland Power reported Q1 2010 earnings of $7 million, up 17% from $6 million in Q1
2009. Higher rates and increased sales were offset by higher costs associated with pensions,
wages, and severance, in addition to increased financing costs.

Q1 earnings from Other Canadian Electric Utilities were flat at $5 million, compared to Q1
20009.
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Regulated Electric Utilities-Caribbean earnings decreased 33% year-over-year to $4 million.
This was in line with our expectations. An unfavourable foreign currency translation hampered
earnings in Q1 2010, plus Fortis Turks and Caicos incurred a one-time gain of $1 million in Q1
2009. Excluding these impacts, earnings were flat year-over-year. Earnings were supported by
higher sales and a rate increase at CUC, which was offset by increased financing charges.

Q1 earnings from Fortis Generation were $2 million, down from $6 million in the same period
last year, weaker than we had expected. Earnings from Fortis Generation were lower, due to the
expiration of the 75 MW Rankine rights in Ontario, which expired in April 2009 (we had factored
into our estimates). Earnings were also hampered by lower production in Belize, due to lower
rainfall, which we had not forecast. The 19-MW Vaca hydroelectric generating facility was
commissioned in March 2010.

Fortis Properties earnings were flat year-over-year at $2 million. Contributions from the Real
Estate division, the Holiday Inn Select Windsor, and hotel operations in Atlantic Canada were
offset by lower hotel occupancies at the western Canadian hotels. We continue to expect hotel
occupancies at Fortis Properties will be lower for the remainder of 2010.

Corporate expenses were higher year-over-year at $21 million in Q1 2010, up from $17 million
in Q1 2009, largely due to higher preference share dividends from the issuance of First
Preference Shares, Series H in January 2010. Higher than expected finance charges also
increased Corporate expenses.

Exhibit 2. Segmented Results Summary

Q1 2010 Earnings Q1 2009 Earnings
(C$ Milllions) (C$ Milllions)

Terasen Gas Companies $73 $58
FortisAlberta 14 12
FortisBC 14 14
Newfoundland Power 7 6
Other Canadian 5 5
Caribbean 4 6
Fortis Generation 2 6
Fortis Properties 2 2
Corporate -21 -17
Total $100 $92
Source: Company Reports
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Forecast & Outlook

We have lowered our estimates due to weakness in the Fortis Generation earnings. We are
forecasting the low production levels from Belize will persist into Q2. The Vaca facility is now
operational, which should help support Fortis Generation in H2 2010. We have also factored in
higher financing charges from FortisAlberta and the Corporate segment. This has been partially
offset by an increase in our Terasen estimates to reflect stronger than expected Q1 results. As
demonstrated in Exhibit 3, we are decreasing our 2010 basic EPS estimate from $1.71 to
$1.65 per share. Our 2011 EPS is dropping from $1.82 to $1.76 per share.

Exhibit 3. Beacon Securities’ Forecast

2010E 2011E ‘

($C Millions except per share data) New Previous New Previous
EBITDA $1,165 $1,154 $1,217 $1,198
Net Income $283 $292 $303 $311
EPS (basic) $1.65 $1.71 $1.76 $1.82
EPS (diluted) $1.62 $1.68 $1.72 $1.78
Cash Flow $729 $708 $769 $740
CFPS (basic) $4.25 $4.14 $4.48 $4.33

Source: Beacon Securities, Bloomberg

Total debt was $5.7 billion at the end of Q1 2010. Management expect long-term debt maturities
and repayments to average approximately $280 million annually over the next five years. The
Company had consolidated credit facilities of $2.2 billion, with $1.6 billion unused as of March
31, 2010. The FortisBC and Maritime Electric credit facilities that were due to mature in May
2010 and March 2010, respectively, were extended for another year (combined equal $150
million).

Exhibit 4. Beacon Securities’ Segmented 2010 Forecast

Segmented
Earnings

($C Millions) 2009A  2010E
Regulated Gas Utilities - Canadian $117 $129
Regulated Electric Utilities - Canadian $149 $166
Regulated Electric Utilities - Caribbean $27 $27
Non-Regulated - Fortis Generation $16 $17
Non- Regulated - Fortis Properties $24 $24
Corporate and Other -$71 -$81
Net Earnings Applicable to Common

Shareholders $262 $283

Source: Beacon Securities, Bloomberg, Company Reports

4 Sarah Chiasson, MBA
. Philip Bassil, MBA
" O N 902.425.6654




Fortis Inc. May 3, 2010

Valuation and Recommendation

Despite the decrease to our estimates, we are increasing our 12-month target price to $31.25
from $30.50 per share, but maintaining our HOLD recommendation. We are adjusting our
price target to now reflect F2011 estimates. Our valuation is based on analysis of P/E and
EV/EBITDA multiples and our dividend discount model. Our target equates to 17.8x 2011E EPS
and 9.8x 2011E EV/EBITDA. The dividend currently yields 4.0%.

Fortis’ focus on organic growth and capital investment will continue to drive earnings growth, in
our opinion. Capital expenditures of $5 billion are planned over the next five years.
Approximately 27% of that spending is allocated toward growing the Regulated Gas operations,
70% toward the Regulated Electric utilities (primarily FortisAlberta and FortisBC), and 3% toward
the Non-Regulated operations. Gross capital expenditures for 2010 are forecast at $1.1 billion
(with $188 million incurred in Q1). In the long-term, we also expect further growth to also come
from acquisitions. Acquisition opportunities exist, in both gas and electric utilities, particularly in
the U.S. We are encouraged by Fortis’ ability to continually grow its rate base, while maintaining
its stability.

Key Risks

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman Islands, and the Turks and
Caicos, Fortis is subject to currency risk, sovereign risk, and the risk of hurricanes.

¢ Regulatory Risk — Regulated assets consist of 92% of Fortis’ total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

e Risk of Fluctuating Bond Yields — The share price of Fortis is inversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.
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Fortis reported Q4 results that were slightly weaker than
expected. Q4 2009 earnings were $81 million, or $0.48 per
share, compared to $76 million, or $0.48 per share, reported
in Q4 2008. Q4 2009 EPS was 4% lower than our estimate
of $0.50. Results benefited from an approximate $10 million
cumulative retroactive impact from the increase in allowed
ROEs for 2009 at FortisAlberta and Terasen Gas, in addition
to the increased equity component at FortisAlberta. This was
partially offset by costs of approximately $5 million (after-tax)
associated with the conversion of Whistler customer appli-
ances from propane to natural gas.

We have lowered our Caribbean forecasts to reflect a
weaker U.S. dollar for 2010. We have also lowered our esti-
mates for FortisBC and Fortis Generation, as we believe we
overestimated the impact of the ROE decision and Vaca
generating facility, respectively, on 2010 earnings. Our 2010
EPS estimate is decreasing slightly (2%) from $1.75 to
$1.71. We are introducing our 2011 estimates.

We are maintaining our 12-month target price of $30.50
and our HOLD recommendation. Our target equates to
17.8x 2010E EPS and 10.2x 2010E EV/EBITDA. Including
dividends, there is a potential return of approximately 14%
over the next year, which justifies our HOLD rating. As a
whole, we view the outcomes of the recent ROE decisions
as positive. Contributions from the combined ROE decisions
fortified Fortis’ ability to increase its annual dividend 7.7%,
and will contribute to further earnings growth. We are en-
couraged by Fortis’ focus on organic growth, the increased
returns from the ROE decisions, and its ability to select and
integrate accretive acquisition opportunities.
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FTS-TSX
February 5, 2010
Stock Rating: HOLD (unchanged)
Target Price: $30.50 (unchanged)
Closing Price (02/04/10) $27.76
52 Week Range: $21.52-$29.24

(C$ Millions except per share data, December Year End)

2009A  2010E  2011E
EPS (basic) $154  $171  $1.82
EPS (fd) $151  $168  $1.78
CFPS (basic) $396  $4.14  $433
PIE 180x 162x  152x
PICF 70x 6.7x 6.4 x
Shares OIS (basic) 1709
Shares OIS (fd) 184.8
Mkt. Cap. $4,744.2
Net Debt/Total Cap. 62.2%
BVPS $18.65
Price/Book Value 15x
Dividend $1.12
Dividend Yield 4.0%
ROE 8.4%

Change in Basic EPS Forecasts
2010E: was $1.75
2011E: new

Company Description
Fortis Inc. is Canada’s largest investor-owned dis-
tribution utility, with more than two million gas and
electricity customers. The Company is headquar-
tered in St. John's, NL. Its main focus is the owner-
ship and operation of regulated utilities, with opera-
tions in five provinces and three Caribbean coun-
tries. Fortis also owns and operates non-regulated
generation assets and commercial real estate and
hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville Street, Halifax, Nova Scotia, B3] 1X2
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04 2009 Results

Fortis Inc. reported Q4 earnings that were slightly weaker than we expected. Q4 2009
earnings were $81 million, or $0.48 per share, compared to $76 million, or $0.48 per share,
reported in Q4 2008. Q4 2009 EPS was 4% lower than our estimate of $0.50 per share, and 8%
lower than the consensus estimate of $0.52. Q4 2009 results benefited from an approximate $10
million cumulative retroactive impact from the increase in allowed ROEs for 2009 at FortisAlberta
and Terasen Gas, in addition to the increased equity component at FortisAlberta. This was
partially offset by costs of approximately $5 million (after-tax) associated with the conversion of
Whistler customer appliances from propane to natural gas. The Company is seeking regulatory
approval to have the additional conversion costs included in rate base. Excluding the costs of
the Whistler Conversion Project, Q4 2009 earnings were $86 million, or $0.50 per share, inline
with our estimates.

Earnings for 2009 were $262 million, up from $245 million in 2008. EPS for 2009 was $1.54,

compared to $1.56 in 2008. Excluding the costs of the Whistler Conversion Project, 2009
earnings were $267 million, or $1.56.

Exhibit 1. Results Summary (in Canadian dollars)

Q4 2009 Q4 2008 2009
Net Earnings Applicable to Common Shares $81 million $76 million $262 million
Reported Basic EPS $0.48 $0.48 $1.54
Reported Diluted EPS $0.46 $0.46 $1.51

Source: Company Reports, Beacon Securities

Segmented Results

The Terasen Gas companies reported earnings of $48 million, slightly lower than our estimates,
but up from earnings of $47 million reported in Q4 2008. The lower than expected earnings are
the result of costs related to the Whistler Pipeline Conversion Project, partially offset by lower
than expected energy supply costs. Earnings benefited from the increase in allowed ROEs,
effective July 1, 2009. TGI's ROE was set at 9.5%, up from the current 8.47%. The BCUC
decided the premium should be 50bp for both TGVI and TGW (ROE of 10%). Earnings would
have been $53 million in Q4 2009, excluding the costs of the conversion of Whistler appliances
from propane to natural gas.

FortisAlberta reported earnings of $15 million, an increase of 36% from the $11 million reported
in Q4 2008. Earnings were supported by increased rates, in addition to customer and load
growth. Earnings were also boosted by an increase in allowed ROE for 2009 to 9.0% from the
interim rate of 8.51%, and an increase in equity thickness from 37% to 41%. These contributions
to earnings were partially offset by higher amortization costs and finance charges.

FortisBC reported Q4 2009 earnings of $8 million, up 14% from $7 million in Q4 2008. The
impact of customer growth and increased electricity rates was offset by higher operating costs,
in addition to increased financing expenses associated with a significant investment in capital
expenditures.

Newfoundland Power reported Q4 2009 earnings of $8 million, in line with Q4 2008. Increased
electricity sales were offset by higher demand charges from Newfoundland and Labrador Hydro,
increased operating expenses, and higher financing costs.
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Quatrterly earnings from Other Canadian Electric Utilities were $6 million, in an increase from
$3 million in Q4 2008. FortisOntario benefited from a one-time $3 million corporate tax
adjustment.

Regulated Electric Utilities-Caribbean earnings decreased 13% year-over-year to $7 million.
The drop is the result of two additional months of contributions from Caribbean Utilities in 2008
(when CUC changed its year-end). An unfavourable foreign currency translation also decreased
earnings. Excluding these impacts, earnings were $2 million higher year-over-year. Earnings
were supported by lower depreciation expense at Fortis Turks and Caicos, in addition to higher
sales and a rate increase at CUC. We are expecting relatively flat sales growth from the
Caribbean in 2010, due to the impact of economic weakness on tourism.

Earnings from Fortis Generation were $3 million in Q4 2009, down from $8 million the same
period last year. Earnings from Fortis Generation were lower in Q4, due to the expiration of the
75 MW Rankine rights in Ontario, which expired in April 2009. This had previously been factored
into our estimates. Earnings were once again hampered by lower wholesale market energy
prices in Upper New York State. Lower production in Belize and Upper New York State also
hindered earnings.

The 19-MW Vaca hydroelectric generating facility is expected to be completed by the end of
February 2010. Fortis is not planning any further investment in Belize at this time, due the
changes in electricity legislation by the Public Utilities Commission in Belize. An update on the
court appeal is expected in H1 2010.

Fortis Properties earnings rose 25% year-over-year to $5 million. Contributions from the Real
Estate division and newly acquired hotels were offset by lower hotel occupancies at the
remaining hotels. We continue to expect hotel occupancies at Fortis Properties will be lower for
the remainder of 2010.

Exhibit 2. Segmented Results Summary

Q4 2009 Earnings Q4 2008 Earnings
(C$ Milllions) (C$ Milllions)
Terasen Gas Companies 48 47
FortisAlberta 15 11
FortisBC 8 7
Newfoundland Power 8 8
Other Canadian 6 3
Caribbean 7 8
Fortis Generation 3 8
Fortis Properties 5 4
Corporate -19 -20
Total 81 76

Source: Company Reports

Gross capital expenditures were approximately $1 billion for 2009, of which 75% was directed
towards the Western Canadian utilities. Gross capital expenditures for 2010 are forecast at $1.1
billion. Future organic growth will come from major projects such as the $200 million LNG
storage facility at Terasen Gas, the $155 million Automated Meter Infrastructure Project at
FortisAlberta, and FortisBC’s $110 million Okanagan Transmission Reinforcement Project.
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Forecast & Outlook

We have further lowered our Caribbean forecasts to reflect a weaker U.S. dollar for 2010 (based
on Bloomberg consensus). We have also lowered our 2010 estimates for FortisBC and Fortis
Generation, as we believe we overestimated the impact of the ROE decision and Vaca
generating facility, respectively, on 2010 earnings. As demonstrated in Exhibit 3, we are
decreasing our 2010 EPS estimate slightly (2%) from $1.75 to $1.71.

We are now introducing our 2011 estimates. The outcomes of the ROE decisions should
continue to benefit earnings in 2011; however, there is some uncertainty as we await further
regulatory decisions. Earnings from FortisAlberta are uncertain, as the AUC plans to re-examine
the ROE in 2011 and determine whether an ROE-adjustment formula should be adopted.
FortisAlberta’s ROE of 9.0% will be in place on an interim basis for 2011. In regards to Terasen,
the BCUC decided that the automatic adjustment mechanism that was used to determine ROE
would be eliminated. It directed TGI to complete its study of alternative formulae and report to
the Commission by December 31, 2010. TGI's 9.5% ROE will apply until further review.
Furthermore, where Newfoundland Power received such a small boost in ROE (from 8.95% to
9.0%), we expect the utility to look for a further increase.

Exhibit 3. Beacon Securities’ Forecast

2010E
($C Millions except per share data) New Previous New
EBITDA $1,154 $1,192 $1,198
Net Income $292 $298 $311
EPS (basic) $1.71 $1.75 $1.82
EPS (diluted) $1.68 $1.71 $1.78
Cash Flow $708 $717 $740
CFPS (basic) $4.14 $4.20 $4.33

Source: Beacon Securities, Bloomberg

Total debt equalled $5.9 billion at the end of Q4 2009. Management expect long-term debt
maturities and repayments to average approximately $230 million annually over the next five
years. The Company had consolidated credit facilities of $2.2 billion, with $1.4 billion unused as
of December 31, 2009. A FortisBC and a Maritime Electric credit facility are due to mature in
May 2010 and March 2010, respectively. Combined, these facilities total $150 million. Fortis
expects these facilities will be extended for another year. Fortis continues to have strong access
to capital markets, having raised approximately $1.3 billion since December 2008.
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Exhibit 4. Beacon Securities’ Segmented 2010 Forecast

Segmented
B Earnings

2009A 2010E
Regulated Gas Utilities - Canadian $117 $127
Regulated Electric Utilities - Canadian $149 $173
Regulated Electric Utilities - Caribbean $27 $27
Non - Regulated - Fortis Generation $16 $18
Non - Regulated - Fortis Properties $24 $24
Corporate and Other -$71 -$76
Net Earnings Applicable to Common
Shareholders $262 $292

Source: Beacon Securities, Bloomberg, Company Reports

Valuation and Recommendation

We are maintaining our 12-month target price of $30.50 and our HOLD recommendation.
Our valuation is based on analysis of P/E and EV/EBITDA multiples and our dividend discount
model. Our target equates to 17.8x 2010E EPS and 10.2x 2010E EV/EBITDA. Including
dividends, there is a potential return of approximately 14% over the next year, which justifies our
HOLD rating. The dividend currently yields 4.0%.

As a whole, we view the outcomes of the recent ROE decisions as positive. Contributions from
the combined ROE decisions fortified Fortis’ ability to increase its quarterly dividend 7.7% to
$0.28 per share, or $1.12 annually. This is the 37" consecutive annual dividend increase.

Fortis continues to demonstrate strong organic growth. Capital expenditures of $5 billion
are planned over the next five years, which is expected to drive rate base growth at an average
annual rate of 6-7%. Approximately $3.5 billion is expected to be invested in the Regulated
Electric Utilities (mostly in Western Canada), approximately $1.35 billion is planned for Terasen
Gas, and the remaining $0.15 billion has been allocated to Non-Regulated activities.

We are encouraged by Fortis’ focus on organic growth, the increased returns from the ROE
decisions, and its ability to select and integrate accretive acquisition opportunities. Acquisition
opportunities exist, in both gas and electric utilities, particularly in the U.S.

Key Risks

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman lIslands, and the Turks and
Caicos, Fortis is subject to currency risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis’ total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

e Risk of Fluctuating Bond Yields — The share price of Fortis is inversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.
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Updating Estimates for BCUC Decision - Boosting Target

e Fortis subsidiary, Terasen Gas Inc., announced yesterday
that it had received the BCUC’s decision on its ROE and
Capital Structure Application. TGI's ROE was set at 9.5%,
effective July 1, 2009, up from the current 8.47%. While an
increase in ROE is positive, it is not the 11% TGI had re-
quested. The common equity component in capital structure
increased to 40% (the equity thickness Terasen Gas had
requested), from 35%, effective from January 1, 2010.

e The BCUC decided that the automatic adjustment mecha-
nism that was used to determine ROE would be eliminated.
It directed TGI to complete its study of alternative formulae
and report to the Commission by December 31, 2010. The
9.5% ROE will apply until further review.

e TGI had requested the new ROE be used in establishing the
ROE for TGVI and TGW, at a premium of 70bp and 50bp,
respectively, over TGI's ROE. The BCUC decided the pre-
mium should be 50bp for both TGVI and TGW (ROE of
10%), due to a reduction in TGVI's risk since 2005.

e FortisBC is also impacted by the decision, as TGI will con-
tinue to serve as the benchmark ROE for FortisBC. The
ROE for FortisBC increased to 9.90% from 8.87%.

e« We have adjusted our estimates to reflect the BCUC'’s deci-
sion. We are increasing our 2009 EPS estimate from
$1.54 to $1.56, and our 2010 EPS from $1.61 to $1.75.

e With the increase to our estimates, we are boosting our
12-month target to $30.50 from $28.50. We are maintain-
ing our HOLD rating. Including dividends, there is a poten-
tial return of approximately 9% over the next year, which jus-
tifies our HOLD rating. Our target equates to 17.4x 2010E
EPS and 9.7x 2010E EV/EBITDA.
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FTS-TSX
December 18, 2009
Stock Rating: HOLD (unchanged)
Target Price: $30.50 (was $28.50)
Closing Price (12/17/09) $28.84
52 Week Range: $21.52-$28.88

(C$ Millions except per share data, December Year End)

2008A  2009E  2010E

EPS (basic) $156  $156  $1.75
EPS (fd) $152  $153  $171
CFPS (basic) $395  $403  $4.20
PIE 185x 184x 165X
PICF 73x 72X 69X

Shares OIS (basic) 170.4
Shares OIS (fd) 1711

Mkt. Cap. $4,914.3
Net Debt/Total Cap. 61.8%
BVPS $18.16
Price/Book Value 1.6
Dividend $1.04
Dividend Yield 3.6%
ROE 8.9%

Change in Basic EPS Forecasts
2009E: was $1.54
2010E: was $1.61

Company Description
Fortis Inc. is Canada’s largest investor-owned dis-
tribution utility, with more than two million gas and
electricity customers. The Company is headquar-
tered in St. John's, NL. Its main focus is the owner-
ship and operation of regulated utilities, with opera-
tions in five provinces and three Caribbean coun-
tries. Fortis also owns and operates non-regulated
generation assets and commercial real estate and
hotel assets.

*Please view the disclaimer at the end of this report
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Stable Structure Produces Solid Q3

Highlights
. FTS-TSX
o Fortis reported stronger than expected Q3 results. Q3 November 5. 2009
2009 earnings were $36 million, or $0.21 per share, com- Stock Rating: BU\} (unchanged)

pared to $49 million, or $0.31 per share, in Q3 2008. How- -

ever, Q3 2008 benefited from one-time tax reductions of $12 E‘ggsit] g ggieée$(21£13/.55/(())9()u£§g?§ged)
million. Excluding this impact, Q3 earnings were $1 million 52 Week Range: $21.52-$28.00
lower year-over-year. The lower earnings were largely the

result of the expiration of the 75 MW Rankine rights in On-

tario, which expired in April 2009 and was factored into our (C$ Millions except per share data, December Year End)
estimates. Q3 2009 EPS was higher than our estimate of

$0.19, and inline with the consensus estimate of $0.21. Re- 2008A  2009E  2010E
sults from FortisAlberta were better than our forecasts. EPS (basic) $156  $151  $1.59

« A decision on FortisAlberta’s Generic Cost of Capital Pro- gpg fq) $152  $149  $154
ceeding is expected next week (mid-November). Decisions

on both the Terasen and Newfoundland Power ROE applica- CFPS (basic) $395 9398 404
tions are anticipated by the end of 2009. PIE 166x 171x  16.3x
+ We have adjusted our estimates to reflect stronger than fore- p,cr 6.5 X 65X 6.4 x

cast results from FortisAlberta. We have lowered our Carib- _

bean forecasts to reflect a weaker U.S. dollar for the remain- Shares OfS (basic) ~170.4

der of 2009 and 2010. We are increasing our 2009 EPS  ghares 0fS (fd) 1711

estimate from $1.50 to $1.51, and dropping our 2010

EPS from $1.60 to $1.59. Mkt Cap. $4398.0
Net Debt/Total Cap. 61.8%

e We are maintaining our 12-month target price of $28.50
and our BUY rating. Our target equates to 17.9x 2010E BVPS $18.16
EPS and 9.7x 2010E EV/EBITDA. Including dividends, there  pi.e/Book Value 14x
is a potential return of approximately 15% over the next -
year, which justifies our BUY rating. Fortis’ planned capital ~ Dividend $1.04
expenditures of $5 hillion over the next five years is ex- Dividend Yield 4.0%
pected to drive rate base growth at a forecasted average ROE 8.4%
annual rate of 6-7%. :

Change in Basic EPS Forecasts

Fortis Inc. 2009E: was $1.50
$30.00 2010E: was $1.60
$29.00 Closing Price (C$)
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o Company Description
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03 2009 Results

Fortis Inc. reported stronger than expected Q3 results. Q3 2009 earnings were $36 million,
or $0.21 per share, compared to $49 million, or $0.31 per share, reported in Q3 2008. Q3 2009
EPS was higher than our estimate of $0.19 per share, and inline with the consensus estimate of
$0.21. Q3 2008 benefited from one-time tax reductions of $12 million at Terasen and
FortisAlberta. Excluding the impact of the tax reductions, Q3 2009 earnings were only $1 million
lower year-over-year. The lower earnings were largely the result of the expiration of Fortis
Generation’s 75 MW Rankine rights in Ontario, which expired in April 2009 and was factored into
our estimates. Performance from FortisAlberta was better than expected, due to higher load and
customer growth and increased net transmission revenue.

Exhibit 1. Results Summary (in Canadian dollars)

Q3 2009 Q3 2008
Net Earnings Applicable to Common Shares $36 million $49 million
Reported Basic EPS $0.21 $0.31
Reported Diluted EPS $0.21 $0.31

Source: Company Reports, Beacon Securities

Segmented Results

The Terasen Gas companies reported a loss of $3 million, inline with our estimates, and down
from earnings of $1 million reported in Q3 2008 due to a $5.5 million tax reduction last year.
Excluding the impact of the tax reduction, earnings were $1.5 million higher year-over-year,
supported by lower income taxes and higher delivery rates.

A hearing regarding the rate applications for 2010 and 2011 (for both Terasen Gas Inc. and
Terasen Gas (Vancouver Island) Inc.) was held in September 2009. As part of this rate filing,
TGI and TGVI were seeking a review of the current generic ROE adjustment mechanism and of
the deemed equity component of the capital structure. A decision is expected by the end of Q4
2009. Terasen is requesting allowed ROE be set at 11% effective July 1, 2009 (from 8.47%).
TGI requests that the deemed common equity component in its capital structure allowed for rate
making purposes be increased to 40%, as compared to the current 35%, effective from January
1, 2010.

FortisAlberta reported earnings of $16 million, which was higher than we had expected, but
down 6% from the $17 million reported in Q3 2008. Earnings from the same period last year
benefited from a future income tax recovery of $4.5 million. Excluding this tax recovery, earnings
were $3.5 million higher, compared to Q3 last year. Earnings were supported by increased rates,
customer and load growth, and higher net transmission revenue. These contributions to
earnings were partially offset by higher operating costs, amortization costs, and finance charges.

FortisAlberta is currently involved in a Generic Cost of Capital Proceeding with the AUC, which
includes reviewing 2009 ROE calculations and capital structures for regulated gas, electric, and
pipeline utilities in Alberta. A decision on this proceeding is expected next week (mid-
November).

FortisBC reported Q3 2009 earnings of $8 million, in line with Q3 2008. The impact of customer
growth and increased electricity rates was offset by higher energy supply costs and operating
costs, in addition to increased amortization and financing expenses associated with a significant

2 Sarah Chiasson, MBA
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investment in capital expenditures.

Newfoundland Power reported Q3 2009 earnings of $7 million, dropping 13% from $8 million in
Q3 2008, on higher operating and amortization charges. A hearing regarding Newfoundland
Power’s application with the PUB to set 2010 rates, and review cost of capital, occurred in
October. A decision is expected by the end of this year. Newfoundland Power is looking to
increase its allowed ROE from 8.95% to 11%.

Quatrterly earnings from Other Canadian Electric Utilities were $5 million, in line with Q3 2008.
On October 8, 2009, Fortis Ontario announced it had closed the acquisition of Great Lakes
Power Distribution from Brookfield Renewable Power for approximately $75 million, subject to
adjustment. Great Lakes Power Distribution has been renamed Algoma Power. Algoma Power
serves approximately 12,000 customers in the district of Algoma in northern Ontario, and has
over 1,800km of distribution lines.

We do not expect the purchase of NB Power’s assets by Hydro-Québec will have a significant
impact on Maritime Electric. Most of Maritime Electric’'s power is purchased from NB Power, and
Fortis expects these contracts will remain honoured. We do not foresee the sale of Maritime
Electric to Hydro-Quebec at this time, and Fortis has not had any recent discussions with the
Québec utility.

Regulated Electric Utilities-Caribbean earnings were flat year-over-year at $7 million. The
favourable foreign currency translation, higher sales, and the rate increase at CUC, were offset
by higher operating expenses and amortization costs.

Belize Electricity’s energy supply from CFE of Mexico continued to be reduced in Q3, due to
repairs on some of CFE’s generating plants. As a result, Belize has increased its purchases from
emergency sources, which comes at a higher cost. BEL also increased its use of in-house
generation, with little reserve capacity remaining available. Any energy supply cost increases
incurred as a result should be flowed through rates. The 19-MW Vaca hydroelectric generating
facility is expected to be completed the beginning of 2010, which will assist in meeting demand.

Earnings from Fortis Generation were $4 million in Q3 2009, down from $9 million the same
period last year. Earnings from Fortis Generation were lower in Q3, due to the expiration of the
75 MW Rankine rights in Ontario, which expired in April 2009. This had previously been factored
into our estimates. For the third quarter in a row, earnings were hampered by lower wholesale
market energy prices in Upper New York State.

Fortis Properties earnings were flat year-over-year at $9 million. Contributions from the Real
Estate division and newly acquired hotels were offset by lower hotel occupancies at the
remaining hotels. We expect hotel occupancies at Fortis Properties will be lower for the
remainder of 2009 and 2010.

3 Sarah Chiasson, MBA
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Exhibit 2. Segmented Results Summary

Q3 2009 Earnings Q3 2008 Earnings
(C$ Milllions) (C$ Milllions)
Terasen Gas Companies -3 1
FortisAlberta 16 17
FortisBC 8 8
Newfoundland Power 7 8
Other Canadian 5 5
Caribbean 7 7
Fortis Generation 4 9
Fortis Properties 9 9
Corporate -17 -15
Total 36 49

Source: Company Reports

Gross capital expenditures were $763 million for the first nine months of 2009. Gross capital
expenditures for 2009 are forecast at over $1 billion. Future organic growth will come from major
projects such as the $200 million LNG storage facility at Terasen Gas, the $168 million
Automated Meter Infrastructure Project at FortisAlberta, and FortisBC’s $110 million Okanagan
Transmission Reinforcement Project.

Forecast & Outlook

We have adjusted our estimates to reflect stronger than forecast results from FortisAlberta. We
have lowered our Caribbean forecasts to reflect a weaker U.S. dollar for the remainder of 2009
and 2010 (based on Bloomberg consensus). As demonstrated in Exhibit 3, we are increasing
our 2009 EPS estimate from $1.50 to $1.51, and dropping our 2010 EPS from $1.60 to
$1.59.

Exhibit 3. Beacon Securities’ Forecast

2009E s 2010E

($C Millions except per share data) New Previous New Previous
EBITDA $1,087 $1,086 $1,159 $1,161
Net Income $258 $255 $271 $272
EPS (basic) $1.51 $1.50 $1.59 $1.60
EPS (diluted) $1.49 $1.47 $1.54 $1.55
Cash Flow $678 $670 $690 $701
CFPS (basic) $3.98 $3.94 $4.04 $4.12

Source: Beacon Securities, Bloomberg

Long-term debt totalled $5.4 billion, as of the end of Q3 2009. Management expect long-term
debt maturities and repayments to average approximately $157 million annually over the next
five years. The Company had consolidated credit facilities of $2.2 billion, with $1.6 billion unused
as of September 30, 2009, which will provide necessary flexibility. Fortis continues to have
strong access to capital markets, having raised more than $700 million of long-term debt year-to-
date.

4 Sarah Chiasson, MBA
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Valuation and Recommendation

We are maintaining our 12-month target price of $28.50 and our BUY recommendation.
Our valuation is based on analysis of P/E and EV/EBITDA multiples and our dividend discount
model. Our target equates to 17.9x 2010E EPS and 9.7x 2010E EV/EBITDA. Including
dividends, there is a potential return of approximately 15% over the next year, which justifies our
BUY rating. The dividend currently yields 4.0%. Fortis has 36 years of consecutive dividend
increases, and we expect another dividend increase to be announced next month.

Fortis remains a quality company with sustainable dividend growth, continuous investment in
rate base, and stable earnings through its Regulated Utilities. We view this blue-chip company
as a lower risk investment for investors looking for a defensive stock during periods of market
volatility. In addition to stability, Fortis continues to grow organically, with planned capital
expenditures of $5 billion expected over the next five years, which is expected to drive rate base
growth at an average annual rate of 6-7%. Furthermore, acquisition opportunities exist, in both
gas and electric utilities, particularly in the U.S.

Key Risks

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman Islands, and the Turks and
Caicos, Fortis is subject to currency risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis’ total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

¢ Risk of Fluctuating Bond Yields — The share price of Fortis is inversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.

5 Sarah Chiasson, MBA
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Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the research
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investment banking services for this issuer in the past 12 months? Xl yes [ ]No
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Updating Estimates for AUC Decision - Downgrading to HOLD

Highlights

e FortisAlberta, a subsidiary of Fortis Inc., has received the
AUC’s decision on the 2009 Generic Cost of Capital pro-
ceeding. The AUC has discontinued its annual adjustment
formula for establishing generic ROE. The AUC set the 2009
and 2010 generic ROE at 9.0% for all Alberta utilities. This is
higher than the 8.61% the former adjustment formula would
have provided and FortisAlberta’s 2009 interim rate of
8.51%. For FortisAlberta, the deemed common equity level
of rate base was set at 41%, up from 37%. The AUC stated
this was a “fair return”, and was warranted to address the
impact of the credit crunch. On its own, the increase in ROE
would not have a significant impact. However, we view the
increases to ROE and equity thickness, combined, as
positive.

e The ROE of 9.0% will be in place on an interim basis for
2011. The AUC plans to re-examine the ROE in 2011 and
determine whether an ROE-adjustment formula should be
adopted. Therefore, there is uncertainty in the ROE level for
post 2010.

¢ We have adjusted our estimates to reflect the AUC’s deci-
sion. We are expecting a boost in earnings of $4 million in
2009. We are increasing our 2009 EPS estimate from
$1.51 to $1.54, and our 2010 EPS from $1.59 to $1.61.

e We are maintaining our 12-month target price of $28.50.
Given the recent rise in share price, we are lowering our
recommendation to HOLD from BUY. Including dividends,
there is a potential return of approximately 11% over the
next year, which justifies our HOLD rating. Our target
equates to 17.7x 2010E EPS and 9.7x 2010E EV/EBITDA.

Fortis Inc.
$30.00

$29.00 - Closing Price (C$)
$28.00 -
$27.00
$26.00
$25.00 -
$24.00
$23.00
$22.00
$21.00
$20.00

4,000,000
3,000,000 Volume (thousands)
2,000,000
1,000,000
0
&® & & & & & o ® ® » o ® B
& & # & ¢ o &S & o 5 & o

FTS-TSX
November 17, 2009
Stock Rating: HOLD (was BUY)
Target Price: $28.50 (unchanged)
Closing Price (11/16/09) $26.55
52 Week Range: $21.52-$28.00

(C$ Millions except per share data, December Year End)

2008A  2009E  2010E

EPS (basic) $156  $154  $1.61
EPS (fd) $152  $151  $157
CFPS (basic) $395  $401  $4.07
PIE 171x  173x  164x
PICF 6.7 x 6.6 x 6.5 x

Shares OIS (basic) 170.4
Shares OIS (fd) 1711

Mkt. Cap. $4,524.1
Net Debt/Total Cap. 61.8%
BVPS $18.16
Price/Book Value 15x
Dividend $1.04
Dividend Yield 3.9%
ROE 8.4%

Change in Basic EPS Forecasts
2009E: was $1.51
2010E: was $1.59

Company Description
Fortis Inc. is Canada’s largest investor-owned dis-
tribution utility, with more than two million gas and
electricity customers. The Company is headquar-
tered in St. John's, NL. Its main focus is the owner-
ship and operation of regulated utilities, with opera-
tions in five provinces and three Caribbean coun-
tries. Fortis also owns and operates non-regulated
generation assets and commercial real estate and
hotel assets.

*Please view the disclaimer at the end of this report
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Strong Q2 - Demonstrates Stability During Economic Uncertainty
Highlights
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Fortis reported stronger than expected Q2 results, with
earnings of $53 million, or $0.31 per share, compared to $29
million, or $0.19 per share, reported in Q2 2008. Q2 2009
EPS was higher than our estimate of $0.26 per share, and
consensus of $0.27. (Note: The results from Q2 2008 were
hindered by one-time charges from BEL and FortisOntario. )
Excluding these one-time charges, earnings were up $9 mil-
lion year-over-year. Q2 2009 earnings benefited from strong
results from FortisAlberta and Terasen. This was partially
offset by lower earnings from Fortis Generation.

We are increasing our 2009 EPS estimate from $1.47 to
$1.50, and our 2010 EPS from $1.53 to $1.60. The favour-
able impact from the strong Q2 results has been partially
offset by a reduction in our forecasts for the Caribbean op-
erations. We have lowered this forecast to reflect a weaker
U.S. dollar for the remainder of 2009 and 2010 (based on
Bloomberg consensus estimates). We have updated our
2010 estimates for Terasen, FortisAlberta, and Newfound-
land Power to reflect information from the rate applications.

With an increase in our estimates, we are raising our 12-
month target price from $27.00 to $28.50, and maintain-
ing our BUY rating. Our target equates to 17.8x 2010E
EPS and 9.6x 2010E EV/EBITDA. Including dividends, there
is a potential return of approximately 15% over the next
year, which justifies our BUY rating.

The solid Q2 results demonstrate Fortis’ stability, even in
times of economic uncertainty. We believe Fortis is a low
risk and stable investment. In addition to providing sustain-
able dividend growth and stable earnings through its Regu-
lated Utilities, Fortis offers strong rate base growth.

Fortis Inc.
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FTS-TSX
August 6, 2009
Stock Rating: BUY (unchanged)
Target Price: $28.50 (was $27.00)
Closing Price (8/5/09) $25.63
52 Week Range: $20.70-$28.00

(C$ Millions except per share data, December Year End)

2008A  2009E  2010E
EPS (basic) $156 $150  $1.60
EPS (fd) $152  $147  $155
CFPS (basic) $395  $394  $4.12
PIE 165x 17.1x  16.0x
PICF 6.5 X 6.5x 6.2 x
Shares OIS (basic) 170.3
Shares OIS (fd) 1793
Mkt. Cap. $4,364.8
Net Debt/Total Cap. 60.6%
BVPS $18.29
Price/Book Value 14X
Dividend $1.04
Dividend Yield 4.1%
ROE 9.3%

Change in Basic EPS Forecasts
2009E: was $1.47
2010E: was $1.53

Company Description
Fortis Inc. is Canada’s largest investor-owned dis-
tribution utility, with more than two million gas and
electricity customers. The Company is headquar-
tered in St. John's, NL. Its main focus is the owner-
ship and operation of regulated utilities, with opera-
tions in five provinces and three Caribbean coun-
tries. Fortis also owns and operates non-regulated
generation assets and commercial real estate and
hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville Street, Halifax, Nova Scotia, B3] 1X2

Phone: 902.423.1260 or 1.800.565.1981

www. beaconsecurities.ca
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02 2009 Results

Fortis Inc. reported stronger than expected Q2 results. Q2 2009 earnings were $53 million,
or $0.31 per share, compared to $29 million, or $0.19 per share, reported in Q2 2008. Q2 2009
EPS was higher than our estimate of $0.26 per share, and consensus of $0.27. The results for
the same period last year were hindered by one-time charges of $15 million from Belize
Electricity and FortisOntario. Excluding these one-time charges, earnings were up $9
million year-over-year. Q2 2009 earnings benefited from increased contributions from
FortisAlberta and the Terasen Gas companies. This was partially offset by lower earnings from
Fortis Generation.

Exhibit 1. Results Summary (in Canadian dollars)

Q2 2009 Q2 2008
Net Earnings Applicable to Common Shares $53 million $29 million
Reported Basic EPS $0.31 $0.19
Reported Diluted EPS $0.31 $0.18
Cash Flow from Operations $275 million  $232 million

Source: Company Reports, Beacon Securities

Segmented Results

The Terasen Gas companies reported Q2 earnings of $14 million, up 17% from earnings of $12
million reported in Q2 2008. Earnings were boosted by lower income taxes and finance charges.
This was partially offset by higher amortization charges.

Rate applications for 2010 and 2011 were filed with the BCUC by both Terasen Gas Inc. (TGI)
and Terasen Gas (Vancouver Island) Inc. (TGVI) in Q2. As part of this rate filing, TGl and TGVI
are seeking a review of the current generic ROE adjustment mechanism and of the deemed
equity component of the capital structure. A hearing is set for the end of September, 2009, and a
decision is expected by Q4 2009 or Q1 2010. Terasen is requesting an ROE be set at 11%
effective July 1, 2009 (from 8.47%). TGI requests that the deemed common equity component in
its capital structure allowed for rate making purposes be increased to 40%, as compared to the
current 35%, effective from January 1, 2010. In regards to TGVI and TGW, it is asking for
elimination of the ROE formula and continuation of the utility specific risk premium of TGVI
(70bp) and TGW (50bp) be applied to the new benchmark ROE, effective July 1, 2009.

FortisAlberta reported earnings of $17 million, a jump from $7 million in earnings reported in Q2
2008, and significantly higher than we had expected. Earnings benefited from a corporate tax
recovery and growth in electrical infrastructure investment. These contributions to earnings were
partially offset by higher amortization costs and finance charges, which we had expected and
continue to forecast going forward.

FortisAlberta is currently involved in a Generic Cost of Capital Proceeding with the AUC, which
will include reviewing 2009 ROE calculations and capital structures for regulated gas, electric,
and pipeline utilities in Alberta. The oral hearing occurred in May and June, and a decision on
this proceeding is expected by the end of 2009. FortisAlberta filed its 2010/2011 Revenue
Requirements Application in Q2 2009.

FortisBC reported Q2 2009 earnings of $7 million, in line with Q2 2008. FortisBC earnings
benefited from customer growth and increased electricity rates. This was offset by increases in

Beacon Securities Ltd. 2 Sarah Chiasson, MBA
902.425.6654
schiasson@beaconsecurities.ca
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energy supply costs, and higher amortization and financing expenses associated with a
significant investment in capital expenditures.

British Columbia has been experiencing an incredibly hot summer. In response to the increased
demand due to this heat wave, FortisBC has been asking customers to conserve energy when
possible, and has been reviewing the loading on the system and making adjustments where
necessary. FortisBC has been accelerating the final phase of the Black Mountain substation
project to bring it online as quickly as possible. Furthermore, a mobile substation was moved to
assist in strengthening the Kelowna system.

Newfoundland Power reported Q2 2009 earnings of $11 million, up 10% from $10 million in Q2
2008, on lower amortization charges and income tax. Newfoundland Power filed an application
with the PUB to set 2010 rates, and has also requested a cost of capital review. Newfoundland
Power is looking to increase its allowed ROE from 8.95% to 11%. The hearing is expected to
occur this fall.

Quarterly earnings from Other Canadian Electric Utilities were $4 million, up from $2 million in
Q2 2008. Earnings were comparable year-over-year after deducting a $2 million after-tax one-
time charge at FortisOntario, due to a one-time repayment of a $3 million ($2 million after-tax)
refund to Niagara Mohawk Power Corp (NIMO).

On June 23, 2009, FortisOntario entered into an agreement with Brookfield Renewable Power
Inc. to purchase Great Lakes Power Distribution Inc. for $68 million (subject to adjustment).
Great Lakes Power Distribution serves approximately 12,000 customers in the district of Algoma
in northern Ontario, and has over 1,800km of distribution lines. The transaction is expected to
close by the end of the year.

Regulated Electric Utilities-Caribbean earnings rose from a loss of $5 million in Q2 2008, to a
gain of $7 million in Q2 2009. However, earnings from Q2 2008 included a $13 million one-time
charge related to the June 2008 regulatory rate decision at BEL. Excluding this one-time charge
and approximately $1 million related to favourable foreign currency translation, earnings were $2
million lower year-over-year, impacted by the decrease in Belize Electricity’s allowed rate of
return and increased amortization costs.

On July 22, 2009, Fortis increased its ownership in Caribbean Utilities by approximately 2.7%,
bringing total ownership to approximately 59.5%. Fortis purchased 768,200 CUC Shares at a
price of approximately C$8.78 per share.

Belize Electricity’s energy supply from CFE of Mexico has been reduced in the last few months,
due to repairs on some of CFE’s generating plants. As a result, Belize has increased its
purchases from emergency sources, which comes at a higher cost. This should be resolved by
the end of August, and any energy supply cost increases incurred in Q3 as a result should be
flowed through rates.

Earnings from Fortis Generation were $3 million in Q2 2009, down from $7 million the same
period last year. Earnings from Fortis Generation were lower in Q2, due to the expiration of the
75 MW Rankine rights in Ontario, which expired in April 2009. This had previously been factored
into our estimates. For the second quarter in a row, earnings were hampered by lower wholesale
market energy prices in both Upper New York State and Ontario.

Beacon Securities Ltd. 3 Sarah Chiasson, MBA
902.425.6654
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Fortis Properties earnings increased 14% year-over-year from $7 million in Q2 2008 to $8
million in Q2 2009, due to increased contributions from the Real Estate operations (largely due
to one-time lease termination fees) and lower operating expenses. This was partially offset by
lower contributions from the Hospitality segment, due to lower hotel occupancies. We expect
hotel occupancies at Fortis Properties will be lower for 2009 and 2010.

Exhibit 2. Segmented Results Summary

Q2 2009 Earnings Q2 2008 Earnings
(C$ Milllions) (C$ Milllions)
Terasen Gas Companies 14 12
FortisAlberta 17 7
FortisBC 7 7
Newfoundland Power 11 10
Other Canadian 4 2
Caribbean 7 -5
Fortis Generation 3 7
Fortis Properties 8 7
Corporate -18 -18

Source: Company Reports

Gross capital expenditures were $496 million in H1 2009. Gross capital expenditures for 2009
are forecast at over $1 billion. Future organic growth will come from major projects such as the
$200 million LNG storage facility at Terasen Gas, the $168 million Automated Meter
Infrastructure Project at FortisAlberta, and FortisBC's $110 million Okanagan Transmission
Reinforcement Project.

Forecast & Outlook

The favourable impact from the strong Q2 results has been partially offset by a reduction in our
forecasts for the Caribbean operations. We have lowered our Caribbean forecasts to reflect a
weaker U.S. dollar for the remainder of 2009 and 2010 (based on Bloomberg consensus). We
updated our 2010 estimates for Terasen, FortisAlberta, and Newfoundland Power to incorporate
information from the rate applications. As demonstrated in Exhibit 3, we are increasing our
2009 EPS estimate from $1.47 to $1.50, and our 2010 EPS from $1.53 to $1.60.

Exhibit 3. Beacon Securities’ Forecast

2009E 2010E

($C Millions except per share data) Previous Previous
EBITDA $1,086 $1,094 $1,161 $1,133
Net Income $255 $250 $272 $260
EPS (basic) $1.50 $1.47 $1.60 $1.53
EPS (diluted) $1.47 $1.45 $1.55 $1.51
Cash Flow $670 $645 $701 $662
CFPS (basic) $3.94 $3.80 $4.12 $3.90

Source: Beacon Securities, Bloomberg

Long-term debt totalled $5.4 billion, as of the end of Q2 2009. Management expect long-term
debt maturities and repayments to average approximately $170 million annually over the next

Beacon Securities Ltd. 4 Sarah Chiasson, MBA
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five years. The Company had consolidated credit facilities of $2.2 billion, with $1.6 billion unused
as of June 30, 2009, which will provide necessary flexibility. Fortis and its utilities have raised
over $600 million in debt in H1 2009. On July 2, 2009, Fortis closed its offering of $200 million of
6.51% senior unsecured debentures due 2039. The net proceeds are allocated to pay down the
indebtedness on the credit facility and for general corporate purposes. The funds from this
debenture offering would bring the total amount unused on the credit facility to $1.8 billion,
subsequent to Q2.

Valuation and Recommendation

With an increase in our estimates, we are raising our 12-month target price from $27.00 to
$28.50, and maintaining our BUY recommendation. Our valuation is based on analysis of
P/E and EV/EBITDA multiples and our dividend discount model. Our target equates to 17.8x
2010E EPS and 9.6x 2010E EV/EBITDA. Including dividends, there is a potential return of
approximately 15% over the next year, which justifies our BUY rating. The dividend currently
yields 4.1%.

The solid Q2 results demonstrate Fortis’ stability, even in times of economic uncertainty. We
believe Fortis is a low risk and stable investment. In addition to providing sustainable dividend
growth and stable earnings through its Regulated Utilities, Fortis offers strong rate base growth.
Its capital expenditures over the next five years are expected to exceed $4.5 billion. This capital
program is mainly allocated towards the Western Canadian operations and the Caribbean, and
should continue to drive earnings growth from these areas.

Key Risks

e Interest Rate Risk — The capital requirements outlined by the Company will likely require
additional debt financing.

e International Risk — With operations in Belize, the Cayman Islands, and the Turks and
Caicos, Fortis is subject to currency risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis’ total assets, with each of the
regulated utilities subject to some form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with current regulations and
proactive measures towards regulatory issues.

e Risk of Fluctuating Bond Yields — The share price of Fortis is inversely related to bond
yields. Furthermore, lower bond yields may result in Fortis having to lower the rates for
certain subsidiaries, thereby hampering earnings.

Beacon Securities Ltd. 5 Sarah Chiasson, MBA
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Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the research
report, received remuneration for any services provided to the securities issuer during the preceding 12 months?
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Has Beacon Securities performed investment banking services in the past 12 months and received compensation for
investment banking services for this issuer in the past 12 months? Xl yes [ ]No
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Securities Investment Banking Department? [_| Yes [X] No
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owned and operated member of the IIROC. All facts and statistical data have been obtained or ascertained from
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Western Canada Leads Strong Q3 Results
Highlights

Fortis reported strong Q3/10 results with consolidated
net earnings attributable to common equity of $45 mil-
lion, or $0.26 per share, compared to $36 million, or
$0.21 per share in Q3/09. Results for the quarter were
boosted by the strong performance of the regulated electric
utilities in Western Canada, and non-regulated hydroelectric
generation.

FTS-TSX

November 9, 2010

Stock Rating: HOLD (was BUY)

Target Price: $34.00 (was $32.00)
Closing Price (11/08/10): $33.60

52 Week Range: $21.60-33.60

« FortisAlberta and FortisBC benefited from higher allowed Fortis Inc. 20097 2010E  2011E
ROE and Newfoundland Power improved results by increas-
ing electricity sales. All three utilities also grew their respec- EBITDA $1,065.0  $1,166.6 $1,232.9
tive electrical infrastructure investments helping results fur- EPS (basic) $1.54 $168  $1.80
ther. At the same time, lower transmission revenues, EPS (fd) $1.51 $1.64  $1.79
weather-related decreases in electricity sales, and higher crps (basic) $3.96 $4.29 $4.44
operating expenses due to hurricane damage repairs, held
back some of those improvements. PIE (Basic) 21.8x 200x  187x
o Fortis Generation was another area of strength in the quarter EV/EBITDA 11.5x 105x  10.0x
helped by the increased hydroelectric production in Belize. PICF 8.5x 7.8 7.6x
« We remain optimistic that management should be able to
identify and gxecut_e_ an accretive acqwsmon of an mv_esto_r— Shares OIS (basic) 1732
owned electrical utility in the U.S., but remain uncertain this
will occur in 2011. Shares OIS (fd) 185.9
e We have increased our 2010 EPS estimate to $1.64 from Mkt Cap. (fd) $5.820
$1.62 and we remain comfortable with our 2011 EPS es- Entreprise Value $12,297
timate of $1.79. As a result of expanding our P/E multi- Net Debt/Total Cap. 63%
ple to 19.0x, we are raising our 12-month target price to BVPS (basic) $17.19
$34.00 from $32.00. With the recent significant run up, Price/Book Value 2.0x
we are reducing our rating to a HOLD on the shares. The Dividend $1.12
current dividend yield stands at 3.3%. Dividend Yield 3.3%
ROE 9.3%

Fortis Inc. (FTS-TSX)

Change in Basic EPS Forecasts

$34.00

2010E: was $1.62
2011E: unchanged

$32.00 -

Closing Price (C$)

$30.00 -

Company Description
Fortis Inc. is Canada’s largest investor-owned
distribution utility, with more than two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focus is the
ownership and operation of regulated utilities,
with operations in five provinces and three Carib-
bean countries. Fortis also owns and operates
non-regulated generation assets and commercial
real estate and hotel assets.
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*Please view the disclaimer at the end of this report
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Fortis Inc. reported strong
Q3/10 results with
consolidated net earnings
attributable to common
equity of $45 million, or
$0.26 per share, compared
to $36 million, or $0.21 per
share in Q3/09.

03 Financial Results

Fortis Inc. reported strong Q3/10 results with consolidated
net earnings attributable to common equity of $45 million,
or $0.26 per share, compared to $36 million, or $0.21 per
share in Q3/09. Results for the quarter were boosted by the
strong performance of the regulated electric utilities in Western
Canada, and non-regulated hydroelectric generation. The
exhibit below details the variances in year-over-year and
guarter-over-quarter results for each of the Company’s
segments.

Exhibit 2: Fortis’ Segmented Q3 Results Summary

Segmented net earnings summary yly % q/q %
(in C$ millions, except per share data) Q3/10 Q3/09 change Q2/10| change
Regulated Gas Utilities - Canadian

Terasen Gas Companies* 9) 3)| n.m. 17 n.m.
Regulated Electric Utilities - Canadian

FortisAlberta 19 15| 26.7% 17 | 11.8%

FortisBC 11 9| 22.2% 8| 37.5%

Newfoundland Power 8 71 14.3% 11| -27.3%

Other Canadian 5 5 0.0% 4| 25.0%

43 36| 19.4% 40.0 7.5%

Regulated Electric - Caribbean 8 71 14.3% 7| 14.3%
Non-Regulated - Fortis Generation 9 41 125.0% 3| 200.0%
Non-Regulated - Fortis Properties 9 9 0.0% 8| 12.5%
Corporate and Other (19) 7)) 11.8% (20)| -5.0%
Operating earnings 41 | 36| 13.9% 55.0 | -25.5%
Adjustment 4 1 n.m - n.m.
Operating earnings per share 45 | 37| 21.6% 55.0 | -18.2%
Operating earnings per share - fully diluted $0.24 $0.21| 14.3% $0.32| -25.0%
Reported earnings per share - fully diluted $0.26| $0.21| 23.8% $0.32| -18.8%

*note: Terasan Gas’ earnings exclude $4 million in approved project overrun reversals by BCUC
Source: Company reports, Beacon Securities.

The Terasen Gas companies reported a loss of $9 million,
excluding the benefit of $4 million in project overrun reversals
approved by BCUC. The Company saw lower demand in the
seasonally weaker quarter, and was further impacted by
warmer temperatures in Q3/10. Terasen also saw higher
operating and maintenance expenses in the quarter.

The Canadian regulated electric utilities  (primarily
FortisAlberta, FortisBC and Newfoundland Power) drove most
of Fortis’ overall results delivering net earnings of $43 million in
the quarter, $7 million higher than the same period a year ago.

FortisAlberta reported earnings of $19 million, higher than our
$17 million expectation, and an improvement of $4 million
compared to the $15 million in Q3/09. The improved results at
the Western Canada utility were primarily driven by higher
allowed ROE, higher equipment component of total capital
structure, growth in electrical infrastructure investment and
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growth in customer base. These were partially offset by lower
net transmission revenue.

FortisBC improved its earnings by $2 million compared to
Q3/09, primarily due to higher allowed ROE, and growth in
electrical infrastructure investment, partially offset by weather-
related decrease in electricity sales.

Newfoundland Power also improved its earnings by $1
compared to Q3/09, primarily due to higher electricity sales
and growth in electrical infrastructure investment, partially
offset by higher operating expenses due to hurricane damage
repairs.

Regulated Electric Utilities-Caribbean improved earnings by
$1 million over the same period last year, largely due to the
deferral of previously expensed business taxes at Belize
Electricity. The Company expects to collect these in customer
rates in the future.

Earnings from Fortis Generation were $9 million in Q3 2010,
up $5 million from the same period last year primarily due to
increased hydroelectric production in Belize. The strength was
helped by higher rainfall and the commissioning of the Vaca
hydroelectric generating facility in March 2010, and lower
finance charges.

Fortis Properties earnings came at $9 million, flat with the
same period a year ago.

Corporate and other expenses came in at $19 million,
compared to $17 million for the same quarter last year. The
increase in dividends associated with the First Preference
Shares, Series H issued in January 2010 was partially offset by
lower finance charges.

Gross capital expenditures were $703 million for the first nine
months of 2010 compared to $763 million in the same period a
year ago.
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We are increasing our
2010 EPS estimate to
$1.64 from $1.62. Our
2011 EPS remains at
$1.79

We are increasing our
12-month target price to
$34.00, from $32.00,
and reducing our rating
to a HOLD

Outlook and Financial Forecast

We have adjusted our estimates to reflect stronger than forecast
results from FortisAlberta, FortisBC and Newfoundland Power. We
have tempered our expectation for the Caribbean utilities slightly
and increase our estimates for Fortis Generation and maintained
our forecasts for Fortis Properties. Exhibit 2 shows our updated
forecast for overall EBITDA, net income and EPS. We are
increasing our 2010 EPS estimate to $1.64 from $1.62, and
maintaining our 2011 EPS at $1.79.

Exhibit 2: Beacon Securities’ Forecast

2010E 2011E

($C Millions except per share data) New Previous New Previous
EBITDA $1,167 $1,134 $1,233 $1,219
Net Income $290 $286 $311 $309
EPS (basic) $1.68 $1.67 $1.80 $1.80
EPS (diluted) $1.64 $1.62 $1.79 $1.79
Cash Flow $740 $721 $768 $763
CFPS (basic) $4.29 $4.20 $4.44 $4.45

Source: Company reports, Beacon Securities.

Long-term debt totaled $5.4 billion, as of the end of Q3 2010. Fortis
continues to have strong access to capital markets, to finance its
future capital programs. We expect gross capital expenditures for
2010 to be almost $1.1 billion and management expects the
Company’s capex to reach almost $5.5 billion over the next five
years, including the work related to the Waneta Expansion Project.

Valuation and Recommendation

We are increasing our 12-month target price $34.00 (was
$32.00) and reducing our rating to a HOLD recommendation.
Our valuation is based on analysis of P/E and EV/EBITDA multiples
and our dividend discount model. Our target equates to 19.0x
2011E EPS and 10.0x 2011E EV/EBITDA. Including dividends,
there is a potential return of approximately 4% over the next year,
which justifies our HOLD rating. The dividend currently yields 3.3%.
Fortis has a long history of dividend increases, and we expect
another dividend increase to be announced in the coming months.

We believe management continues to pursue acquisition
opportunities to assertively add a regulated electric utility in the
United States to its portfolio. We have not included any acquisitions
in our numbers for next year, primarily due to the uncertainty on the
timing of such an acquisition.
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Key Risks

Interest Rate Risk — The capital requirements outlined by the
Company will likely require additional debt financing.

International Risk — With operations in Belize, the Cayman
Islands, and the Turks and Caicos, Fortis is subject to currency
risk, sovereign risk, and the risk of hurricanes.

Regulatory Risk — Regulated assets consist of 92% of Fortis’
total assets, with each of the regulated utilities subject to some
form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with
current regulations and proactive measures towards regulatory
issues.

Risk of Fluctuating Bond Yields — The share price of Fortis
is inversely related to bond yields. Furthermore, lower bond
yields may result in Fortis having to lower the rates for certain
subsidiaries, thereby hampering earnings.
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Disclaimer
Disclosure Requirements

Does Beacon, or its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's
equity securities? [_] Yes [X] No

Does the analyst who prepared this research report hold any of the issuer’s securities? [_] Yes [X] No
Does Beacon Securities beneficially own more than 1% of equity securities of the issuer? [_] Yes [X] No

Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the
research report, received remuneration for any services provided to the securities issuer during the preceding
12 months?

[]Yes XINo

Has Beacon Securities performed investment banking services in the past 12 months and received
compensation for investment banking services for this issuer in the past 12 months? X Yes []No

Was the analyst who prepared this research report compensated from revenues generated solely by the
Beacon Securities Investment Banking Department? [1Yes XINo

Does any director, officer, or employee of Beacon Securities serve as a director, officer, or in any advisory
capacity to the issuer? [ Yes [X] No

Are there any material conflicts of interest with Beacon Securities or the analyst who prepared the report and
the issuer? [ ] Yes [X] No

Is Beacon Securities a market maker in the equity of the issuer? [1vYes XINo

Has the analyst visited the head office of the issuer and viewed its operations in a limited context? X ves []
No

Did the issuer pay for or reimburse the analyst for the travel expenses? [1vYes XINo

Beacon analysts are not permitted to own the securities they cover, but may own securities covered by other
members of the research team, subject to blackout conditions.

All information contained herein has been collected and compiled by Beacon Securities Limited, an
independently owned and operated member of the IIROC. All facts and statistical data have been obtained or
ascertained from sources, which we believe to be reliable, but are not warranted as accurate or complete.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change
without notice. Beacon Securities Limited takes no responsibility for any errors or omissions contained herein,
and accepts no legal responsibility from any losses resulting from investment decisions based on the content of
this report.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or
sell securities discussed herein. Based on their volatility, income structure, or eligibility for sale, the securities
mentioned herein may not be suitable or available for all investors in all countries.

Ending

Q3 2010 |# Stocks Distribution
BUY 10 55.6% BUY Total 12-month return expected to be >15%
Spec. Buy 3 16.7% i _ i hi >150 i
HOLD : 7 8% SPECULATIVE BUY Potential tptal _12 month return is hlgh_( 15%), b_ut given
SELL 0 0.0% elevated risk, investment could result in a material loss
Restricted 0 0.0% HOLD Total 12-month return expected to be between 0% and 15%
Total 18 100.0% SELL Total 12-month return expected to be negative

*as of quarter end

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All
research is then available on www.beaconsecurities.ca via login and password.

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions
expressed herein accurately reflect such research analyst’'s personal views about the company and securities
that are the subject of the report; or any other companies mentioned in the report that are also covered by the
named analyst. In addition, no part of the research analyst's compensation is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by such research analyst in this report.
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Reports 11" Consecutive Record Annual Earnings
Highlights

Fortis reported record annual earnings of $285 million,
or $1.65 per common share, for the year ended Decem-
ber 31, 2010, compared to $262 million, or $1.54 per
share, in 2009. The 8.8% y/y growth in earnings was
boosted by the strong performance of the regulated electric
utilities in Canada, and the Company’s non-regulated hy-
droelectric generation segment.

The Canadian Regulated Electric Utilities (primarily FortisAl-
berta, FortisBC and Newfoundland Power) delivered $164
million of the year’s overall earnings, a year-over-year im-
provement of more than 10%. The strong results in that
segment were helped by an increase in electrical infrastruc-
ture investment and the increase in allowable ROE at For-
tisBC effective January 1, 2010.

We are confident the Company’s management remains dis-
ciplined and patient in its pursuit of an accretive acquisition
opportunity to add a regulated utility, in the United States or
Canada, to its portfolio.

We are maintaining our 12-month target price of $34.00
and our HOLD rating on the name. Our valuation is based
on analysis of P/E and EV/EBITDA multiples and our divi-
dend discount model. Our target equates to 19.6x 2011E
EPS and 10.2x 2011E EV/EBITDA. Including dividends,
there is a potential return of approximately 4% over the next
year, which justifies our HOLD rating. The shares currently
yield 3.3%.

Fortis Inc. (FTS-TSX)
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February 11, 2011
Stock Rating: HOLD (unchanged)
Target Price: $34.00 (unchanged)
Closing Price (10/02/11): $33.81

52 Week Range: $21.60-35.45

Fortis Inc.

EBITDA
EPS (basic)
EPS (fd)

P/E (Basic)
EV/EBITDA

Shares O/S
Mkt. Cap.
Entreprise Value

Net Debt/Total Cap.

BVPS (basic)
Price/Book Value
Dividend
Dividend Yield

2009A

$1,071.0

$1.54
$1.51

22.0x
11.3x

172.9
$5,846
$12,118
63%
$19.09
1.8x
$1.12
3.3%

2010A

2011E

$1,150.0 $1,190.9

$1.65
$1.62

20.5x
10.5x

$1.74
$1.68

19.5x
10.2 X

Change in Basic EPS Forecasts

Company Description

2011E: was $1.79

Fortis Inc. is Canada’s largest investor-owned
distribution utility, with more than two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focus is the
ownership and operation of regulated utilities,
with operations in five provinces and three Carib-
bean countries. Fortis also owns and operates
non-regulated generation assets and commercial

real estate and hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville St. Halifax, Nova Scotia, B3] 1X2

Phone: 902.423.1260 or 1.800.565.1981

www. beaconsecurities.ca
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Financial Results

e Fortis Inc. reported record annual results for fiscal 2010
with consolidated net earnings attributable to common
equity shareholders of $285 million, or $1.65 per share,
compared to $262 million, or $1.54 per share, in 2009. This
represents the 11" consecutive year of record earnings for the
Company. The 8.8% yly growth in 2010 earnings was

Fortis Inc. reported a
4.9% yly growth in Q4/10
consolidated net
earnings attributable to

common equity of $85 supported by strength in the Canadian Regulated Utilities and
million, or $0.49 per non-regulated hydroelectric generation segments, which more
share, compared to $81 than offset pressures in the Caribbean Regulated Electric
million, or $0.48 per Utilities and higher corporate expenses. Fortis also delivered
share in Q4/09 good Q4 results with a 4.9% y/y growth in earnings to reach

$85 million in the quarter. Below is a summary of the key
drivers in each of the Company’s businesses.

Exhibit 1: Results Summary (in Canadian dollars)

Q42010 Q4 2009 2010 2009
Net Earnings Applicable to
Common Shares ($M) $85 $81 $285 $262
Reported Basic EPS $0.49 $0.48 $1.65 $1.54
Reported Diluted EPS $0.47 $0.46 $1.62 $1.51

Source: Company reports, Beacon Securities.

e The Terasen Gas companies reported an 11% y/y growth in
earnings to reach $130 million for the year. However, almost
$9 million of the $13 million in earnings growth was attributed
to a reversal of a provision taken in Q4/09 for project cost
overruns. The reversal was approved by the regulator. The
Company also saw a boost to earnings due to an increase to
the allowable ROE at Terasen Gas effective July 1, 2009 and
an increase in the common equity thickness effective January

The Canadian Regulated 1, 2010.

Electric Utilities

(primarily FortisAlberta, e The Canadian Regulated Electric Utilities (primarily
FortisBC and FortisAlberta, FortisBC and Newfoundland Power) delivered
Newfoundland Power) $164 million of the year's overall earnings, a year-over-year
delivered $164 million of improvement of more than 10%. The strong results in that

the year’s overall
earnings, a year-over-
year improvement of
more than 10%

segment were helped by an increase in electrical infrastructure
investment and the increase in allowable ROE at FortisBC
effective January 1, 2010.

e FortisAlberta reported 2010 earnings of $68 million, almost
13% higher than last year's $60 million. The improved results
at the Western Canada utility were primarily driven by higher
allowed ROE, higher energy deliveries and an increase in
customers. These were partially offset by slightly lower than
average consumption in the residential customer base.

e FortisBC improved its earnings by 14% vyly to reach $42
million for the year compared to $37 million in 2009. The
Philip S. Bassil, MBA

;’f‘i BEACON 902.425.6654

pbassil@beaconsecurities.ca
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increase was primarily due to a 6% increase in customer
electricity rates, effective January 1, 2010, reflecting increased
allowed ROE of 9.90% for 2010, compared to 8.87% in 2009.
This was slightly offset by a 3.5% decrease in annual electricity
sales.

Newfoundland Power also improved its earnings by more
than 9% to reach $35 million for the year, compared to $32
million in 2009. Customer growth drove the improved results,
however lower average consumption due to milder
temperatures and lower activity in the commercial sector offset
some of that growth.

Regulated Electric Utilities-Caribbean delivered weaker
earnings of $23 million for the year, compared to $27 million in
2009. This segment was the key drag on overall results,
primarily due to lower consumption driven by lower average
temperatures experienced on Grand Cayman and Turks and
Caicos Islands and Belize. This was offset slightly by some
customer growth in Belize and Turks and Caicos Islands.

Earnings from Fortis Generation were up 25% to reach $20
million for the year, compared to $16 million in 2009. The
results were boosted by higher rainfall and the commissioning
of Vaca hydroelectric generating facility in Belize in March
2010. Higher production in Upper New York State, Ontario
and British Columbia was also experienced due to higher
rainfall.

Fortis Properties earnings came at $26 million, compared to
$24 million in 2009. The results were primarily due to higher
revenue from hotel properties in Atlantic Canada and offset by
slightly lower occupancy rates in the Real Estate division.

Corporate and other expenses came in at $78 million for the
year, compared to $71 million in 2009. The increase in
dividends associated with the First Preference Shares, Series
H issued in January 2010 was patrtially offset by lower finance
charges.

Exhibit 2: Segmented Results (in Canadian dollars)

Q4 2010 Q4 2009 2010 2009

Terasen Gas Companies $45 $48 $130 $117
FortisAlberta $17 $15 $68 $60
FortisBC $10 $8 $42 $37

Newfoundland Power $9
Other Canadian Electric Utils $5
Regulated Electric Utils - Caribbean $5
Non-Regulated - Fortis Generation $5
Non-Regulated - Fortis Properties $7
Corporate and Other -$18

$8
$7
$7
$2
$5

-$19

$35
$19
$23
$20
$26
-$78

$32
$20
$27
$16
$24
-$71

Total $85

$81

$285

$262

Source: Company reports, Beacon Securities.
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e Cash flow from operations grew almost 23% y/y to reach $783
million in 2010, largely driven by the strong earnings, increased
amortization costs and improved working capital management.
Gross capital expenditures reached almost $1.1 billion in 2010
as the Company continues to aggressively invest in its
infrastructure assets.

Outlook and Financial Forecast

We have updated our model to better reflect results from
FortisAlberta, FortisBC and Newfoundland Power. We have
tempered our expectation for the Caribbean utilities slightly and
increase our estimates for Fortis Generation and maintained our
forecasts for Fortis Properties. Exhibit 3 shows our updated
forecast for overall EBITDA, net income and EPS.

Exhibit 3: Beacon Securities’ Updated Forecast (in Canadian dollars)

2010A 2011E - New 2011E - Old

EBITDA ($M) $1,150 $1,191 $1,233
Net Income ($M) $285 $302 $311

EPS (basic) $1.65 $1.74 $1.80
EPS (diluted) $1.62 $1.68 $1.79

Source: Company reports, Beacon Securities.

We are maintaining our
12-month target price
of $34.00 and our
HOLD rating on the

name

Long-term debt increased slightly to end 2010 at $5.6 billion,
compared to $5.3 billion at the end of 2009. Fortis continues to
have strong access to capital markets, to finance its future capital
programs. We expect the Company to continue to invest in
infrastructure and estimated gross capital expenditures for 2011 to
reach nearly $1.2 billion. Management also plans to spend almost
$5.5 billion on further capex projects over the next five years,
including the work related to the Waneta Expansion Project.

Valuation and Recommendation

We are maintaining our 12-month target price of $34.00 and our
HOLD rating on the name. Our valuation is based on analysis of
P/E and EV/EBITDA multiples and our dividend discount model.
Our target equates to 19.6x 2011E EPS and 10.2x 2011E
EV/EBITDA. Including dividends, there is a potential return of
approximately 4% over the next year, which justifies our HOLD
rating. The dividend currently yields 3.3%.

We are confident the Company’s management remains disciplined
and patient in its pursuit of an accretive acquisition opportunity to
add a regulated utility, in the United States or Canada, to its
portfolio. We have not included any acquisitions in our numbers,
primarily due to the uncertainty on the timing of such an acquisition.
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Key Risks

Interest Rate Risk — The capital requirements outlined by the
Company will likely require additional debt financing.

International Risk — With operations in Belize, the Cayman
Islands, and the Turks and Caicos, Fortis is subject to currency
risk, sovereign risk, and the risk of hurricanes.

Regulatory Risk — Regulated assets consist of 92% of Fortis’
total assets, with each of the regulated utilities subject to some
form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with
current regulations and proactive measures towards regulatory
issues.

Risk of Fluctuating Bond Yields — The share price of Fortis
is inversely related to bond yields. Furthermore, lower bond
yields may result in Fortis having to lower the rates for certain
subsidiaries, thereby hampering earnings.
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Disclaimer
Disclosure Requirements

Does Beacon, or its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's
equity securities? [_] Yes [X] No

Does the analyst who prepared this research report hold any of the issuer’s securities? [_] Yes [X] No
Does Beacon Securities beneficially own more than 1% of equity securities of the issuer? [_] Yes [X] No

Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the
research report, received remuneration for any services provided to the securities issuer during the preceding
12 months?

[]Yes XINo

Has Beacon Securities performed investment banking services in the past 12 months and received
compensation for investment banking services for this issuer in the past 12 months? X Yes []No

Was the analyst who prepared this research report compensated from revenues generated solely by the
Beacon Securities Investment Banking Department? [1Yes XINo

Does any director, officer, or employee of Beacon Securities serve as a director, officer, or in any advisory
capacity to the issuer? [ Yes [X] No

Are there any material conflicts of interest with Beacon Securities or the analyst who prepared the report and
the issuer? [ ] Yes [X] No

Is Beacon Securities a market maker in the equity of the issuer? [1vYes XINo

Has the analyst visited the head office of the issuer and viewed its operations in a limited context? X ves []
No

Did the issuer pay for or reimburse the analyst for the travel expenses? [1vYes XINo

Beacon analysts are not permitted to own the securities they cover, but may own securities covered by other
members of the research team, subject to blackout conditions.

All information contained herein has been collected and compiled by Beacon Securities Limited, an
independently owned and operated member of the IIROC. All facts and statistical data have been obtained or
ascertained from sources, which we believe to be reliable, but are not warranted as accurate or complete.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change
without notice. Beacon Securities Limited takes no responsibility for any errors or omissions contained herein,
and accepts no legal responsibility from any losses resulting from investment decisions based on the content of
this report.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or
sell securities discussed herein. Based on their volatility, income structure, or eligibility for sale, the securities
mentioned herein may not be suitable or available for all investors in all countries.

Ending

Q4 2010 |# Stocks Distribution
BUY 10 55.6% BUY Total 12-month return expected to be >15%
i%ich“y 2 ;ngﬁ SPECULATIVE puy  Potential total 12-month return is high (>15%), but given
SELL 0 0.0% elevated risk, investment could result in a material loss
Restricted 0 0.0% HOLD Total 12-month return expected to be between 0% and 15%
Total 19 100.0% SELL Total 12-month return expected to be negative

*as of quarter end

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All
research is then available on www.beaconsecurities.ca via login and password.

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions
expressed herein accurately reflect such research analyst’'s personal views about the company and securities
that are the subject of the report; or any other companies mentioned in the report that are also covered by the
named analyst. In addition, no part of the research analyst's compensation is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by such research analyst in this report.
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Healthy Economic Activity in Western Canada Driving Fortis’ Performance
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Highlights FTS-TSX

e Fortis reported strong Q1/2011 earnings of $117 million, May 5, 2011
or $0.65 per common share, compared to $100 million, Stock Rating: HOLD (unchanged)
or $0.58 per share, in Q1/2010. The 17.0% y/y growth in Target Price: $34.00 (unchanged)
earnings was driven by the Company’s regulated utilities in Closing Price (04/05/11): $32.35
Western Canada. 52 Week Range: $21.60-35.45

e FortisAlberta grew its quarterly earnings by 50% y/y. Re-
sults were primarily driven by customer electricity rate

growth and growth in electricity sales. FortisBC also deliv- Fortis Inc. 20104 2UE 2008
ered strong quarterly earnings which grew 34% yly largely
due to increased electricity rates and continued investment EBITDA $1,150.0  $1,1725 $1,251.0
in utility infrastructure. The Company also maintained its pg (pasic) $1.65 $1.75 $1.83
expectation to invest $5.5 billion on capex initiatives EPS (fd) $1.62 $1.70 $1.78
over the next five years.

e We believe the Company’s management remains disciplined P/E (Basic) 19.6 x 185 17.7x
and patient in its pursuit of an accretive regulated utility ac- gyegTpa 105 x 10.3x 97x

quisition, in the United States or Canada. We believe cur-
rent valuations dictate additional patience in order to prevent

overpayment for desired targets. We have not included any Shares 0/S 175.0
acquisitions in our numbers, primarily due to the uncertainty t. cap. $5,661
on the timing of _sqch an acquisition. _ Entreprise Value $12.104
e We are maintaining our 12-month target price 01_‘ $34.00 Net Debt/Total Cap. 59%
and our HOLD rating on the name. Our valuation is based _
on analysis of P/E and EV/EBITDA multiples and our divi- BYPS (basic) $19.38
dend discount model. Our target equates to 19.4x 2011E Price/Book Value 17x
EPS and 10.3x 2011E EV/EBITDA. Including dividends, Dividend $1.16
there is a potential return of approximately 8.7% over the Dividend Yield 3.6%
next year, which justifies our HOLD rating. The shares cur-
rently yield 3.6%.
w00 Fortis Inc. (FTS-TSX) Change in Basic EPS Forecasts
2011E: was $1.74
$34.00 2012E: new

Closing Price (C$)
$32.00 4
Company Description

Fortis Inc. is Canada’s largest investor-owned
distribution utility, with more than two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focus is the
$24.00 ownership and operation of regulated utilities,
with operations in five provinces and three Carib-
zgggggg i Volume (lrusands] | | I bean countries. Fortis also owns and operates
1,000,000 non-regulated generation assets and commercial
0

real estate and hotel assets.

$30.00

$28.00 1

$26.00 4
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*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville St. Halifax, Nova Scotia, B3] 1X2
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Fortis Inc. reported a
17.0% yly growth in
Q1/2011 consolidated net
earnings attributable to
common equity of $117
million, or $0.67 per
share, compared to $100
million, or $0.58 per
share in Q1/2010

Effective March 1, 2011,
the Company’s Canadian
Regulated Gas Utilities,
the Terasen Gas
companies, were
renamed FortisBC
Energy Inc.

FortisBC Energy’s
strong performance in
the quarter was
supported by higher
transportation volumes
driven by increased
economic activity,
especially in the forestry
sector

Financial Results

Fortis Inc. reported strong Q1/2011 results with
consolidated net earnings attributable to common equity
shareholders of $117 million, or $0.67 per common share,
compared to $100 million, or $0.58 per share, in Q1/2010.
The 17.0% yly growth in Q1 earnings was largely driven by
strength in the Company’s regulated utilities in western
Canada. Below is a summary of the contribution from each of
the Company’s business segments in the quarter compared to
the same period last year.

Exhibit 1: Consolidated net earnings summary

(in millions of Canadian dollars, except per share data) Q12011 Q12010
Net Earnings Applicable to Common Shares ($M) $117 $100
Reported Basic EPS $0.67 $0.58
Reported Diluted EPS $0.65 $0.56

Source: Company reports, Beacon Securities.

Effective March 1, 2011, the Company’s Canadian Regulated
Gas Utilities, the Terasen Gas companies, were renamed
FortisBC Energy Inc. These Gas Utilities grew earnings by
4.1% yly to reach $76 million in the first quarter. The strength
was driven by growth in utility infrastructure investment,
reduced amortization costs and higher capitalized finance
charges. This was partially offset by an increase in operating
expenses. Management also commented positively on the
heightened focus on natural gas and its potential use for
transportation in North America. Key contributors to FortisBC
Energy’s strong performance in the quarter were higher
average consumption by residential and commercial customers
driven by cooler weather, and higher transportation volumes
driven by increased economic activity, especially in the forestry
sector.

Exhibit 2: Segmented net earnings

(in millions of Canadian dollars) Q12011 Q12010
FortisBC Energy Inc. (formerly Terasen Gas) $76 $73
FortisAlberta $21 $14
FortisBC Electric $19 $14
Newfoundland Power $7 $7
Other Canadian Electric Utils $6 $5
Electric Caribbean $4 $4
Non-Regulated - Fortis Generation $3 $2
Non-Regulated - Fortis Properties $1 $2
Corporate and Other -$20 -$21
Total $117 $100

Source: Company reports, Beacon Securities.

The Canadian Regulated Electric Utilities delivered 32% yly
growth in earnings, to reach $53 million (primarily driven by
FortisAlberta, and FortisBC Electric.)
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FortisAlberta’s
performance was largely
supported by a 4.7%
increase in base
customer electricity
distribution rates over
final approved 2010
rates, growth in
customer base and
higher energy deliveries

Fortis Generation grew
to $3 million in the
quarter, compared to $2
million in Q1/2010,
mainly due to higher
production in Belize and
higher average energy
sales rates in Ontario.

FortisAlberta’s quarterly earnings grew by 50% yly, to reach
$21 million. The improvements were largely supported by a
4.7% increase in base customer electricity distribution rates
over final approved 2010 rates, growth in customer base and
higher energy deliveries. The segment’'s results were also
boosted by a $1 million gain from the sale of property.

FortisBC Electric quarterly earnings grew 36% yly, to reach
$19 million.  The improvements were largely supported by a
6.6% increase in customer electricity rates and a 10.4%
increase in electricity sales as a well as continued investment
in utility infrastructure. This was slightly offset by lower pole
attachment revenue and an increase in incentive adjustments
owed to customers.

Newfoundland Power delivered flat y/y growth with quarterly
earnings of $7 million. The growth in the number of customers
and higher average consumption were offset by the decrease
in allowed ROE and higher maintenance costs and higher
labour costs in the quarter.

Regulated Electric Utilities-Caribbean quarterly earnings of
$4 million were also flat on a year-over-year basis. Key
contributors to the segment’'s performance were increased
electricity sales in Grand Cayman and lower maintenance
costs at Caribbean Utilities in the quarter. These were offset
by higher provisions for bad debt at Belize Electricity and
higher finance charges at that same utility, due to interest
expense on regulatory liabilities.

Earnings from Fortis Generation grew to $3 million in the
quarter, compared to $2 million in Q1/2010, mainly due to
higher production in Belize and higher average energy sales
rates in Ontario. Higher finance charges dampened earnings
slightly.

Fortis Properties earned $1 million in the quarter, compared
to $2 million in Q1/2010, primarily due to the negative impact of
economy on hotel operations and higher amortization costs
driven by capital investments in Hospitality and Real Estate
divisions. The segment benefited, however, from a gain on the
sale of the Viking Mall.

Corporate and other expenses came in at $20 million for the
quarter, compared to $21 million in Q1/2010. The increase in
dividends associated with the First Preference Shares, Series
H issued in January 2010 and lower corporate tax recovery in
the quarter, was partially offset by reduced operating
expenses, lower finance charges and lower amortization costs.

Cash flow from operations, before changes in non-cash
operating working capital, also grew nearly 19% yly to reach
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The Company is
continuing work on the
$126 million Automated
Meter Project at
FortisAlberta and the
$106 million Okanagan
Transmission
Reinforcement Project at
FortisBC Electric

Fortis’ $900 million
Waneta Expansion
Project is expected to be
completed in the spring
of 2015

$242 million in Q1/2010 largely driven by strong net earnings.
Gross capital expenditures reached almost $233 million in
Q1/2010 as the Company continues to aggressively invest in
its infrastructure assets, including the construction of the $214
million liquefied natural gas (LNG) storage facility on
Vancouver Island, which is expected to be completed in the
next several weeks. The Company is also continuing work on
the $126 million Automated Meter Project at FortisAlberta and
the $106 million Okanagan Transmission Reinforcement
Project at FortisBC Electric. Work is also continuing on the
$900 million Waneta Expansion Project which is expected to
be completed in the spring of 2015.

Outlook and Financial Forecast

We have updated our model to reflect the strong Q1/2010
performance. We expect the Company’s operation in western
Canada, namely its regulated utilities FortisAlberta, and FortisBC
Electric to continue to benefit from the region’s healthy economic
activity. We have tempered our expectation for the Caribbean
utilities slightly and increase our estimates for Fortis Generation but
maintained our forecasts for Fortis Properties. Exhibit 3 shows our
updated forecast for overall EBITDA, net income and EPS.

Exhibit 3: Beacon Securities’ Updated Forecast (in Canadian dollars)

2010A 2011E - New 2011E-0OIld 2012E - New
EBITDA ($M) $1,150 $1,172 $1,191 $1,251
Net Income ($M) $285 $307 $302 $320
EPS (basic) $1.65 $1.75 $1.74 $1.83
EPS (diluted) $1.62 $1.70 $1.68 $1.78

Source: Company reports, Beacon Securities.

Long-term debt remained flat g/q at $5.6 billion, but increase from
$5.1 billion at the end of Q1/2010. We believe Fortis continues to
have strong access to capital markets, to finance its future capital
programs. The Company maintained its expectation to continue to
invest in its infrastructure and reiterated its $5.5 billion estimate of
gross capital expenditures on various projects over the next five
years, including the work related to the Waneta Expansion Project.

ES LIMIT

Philip S. Bassil, MBA
902.425.6654
pbassil@beaconsecurities.ca

N

ED



Fortis Inc.

May 5, 2011

We are maintaining our
12-month target price
of $34.00 and our
HOLD rating on the

Valuation and Recommendation

We are maintaining our 12-month target price of $34.00 and our
HOLD rating on the name. Our valuation is based on analysis of
P/E and EV/EBITDA multiples and our dividend discount model.
Our target equates to 19.4x 2011E EPS and 10.3x 2011E

name EV/EBITDA. Including dividends, there is a potential return of
approximately 8.7% over the next year, which justifies our HOLD
rating. The shares currently yield 3.6%.
We believe the Company’s management remains disciplined and
patient in its pursuit of an accretive regulated utility acquisition, in
the United States or Canada. We believe current valuations dictate
additional patience in order to prevent overpayment for desired
targets. We have not included any acquisitions in our numbers,
primarily due to the uncertainty on the timing of such an acquisition.
Key Risks

e Interest Rate Risk — The capital requirements outlined by the
Company will likely require additional debt financing.

e International Risk — With operations in Belize, the Cayman
Islands, and the Turks and Caicos, Fortis is subject to currency
risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis’
total assets, with each of the regulated utilities subject to some
form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with
current regulations and proactive measures towards regulatory
issues.

e Risk of Fluctuating Bond Yields — The share price of Fortis
is inversely related to bond yields. Furthermore, lower bond
yields may result in Fortis having to lower the rates for certain
subsidiaries, thereby hampering earnings.
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Disclaimer
Disclosure Requirements

Does Beacon, or its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's
equity securities? [_] Yes [X] No

Does the analyst who prepared this research report hold any of the issuer’s securities? [_] Yes [X] No
Does Beacon Securities beneficially own more than 1% of equity securities of the issuer? [_] Yes [X] No

Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the
research report, received remuneration for any services provided to the securities issuer during the preceding
12 months?

[]Yes XINo

Has Beacon Securities performed investment banking services in the past 12 months and received
compensation for investment banking services for this issuer in the past 12 months? X Yes []No

Was the analyst who prepared this research report compensated from revenues generated solely by the
Beacon Securities Investment Banking Department? [1Yes XINo

Does any director, officer, or employee of Beacon Securities serve as a director, officer, or in any advisory
capacity to the issuer? [ Yes [X] No

Are there any material conflicts of interest with Beacon Securities or the analyst who prepared the report and
the issuer? [ ] Yes [X] No

Is Beacon Securities a market maker in the equity of the issuer? [1vYes XINo

Has the analyst visited the head office of the issuer and viewed its operations in a limited context? X ves []
No

Did the issuer pay for or reimburse the analyst for the travel expenses? [1vYes XINo

Beacon analysts are not permitted to own the securities they cover, but may own securities covered by other
members of the research team, subject to blackout conditions.

All information contained herein has been collected and compiled by Beacon Securities Limited, an
independently owned and operated member of the IIROC. All facts and statistical data have been obtained or
ascertained from sources, which we believe to be reliable, but are not warranted as accurate or complete.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change
without notice. Beacon Securities Limited takes no responsibility for any errors or omissions contained herein,
and accepts no legal responsibility from any losses resulting from investment decisions based on the content of
this report.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or
sell securities discussed herein. Based on their volatility, income structure, or eligibility for sale, the securities
mentioned herein may not be suitable or available for all investors in all countries.

Ending

Q12011 |# Stocks Distribution
BUY 1 55-624’ BUY Total 12-month return expected to be >15%
ﬁ%?_chuy i ;3:;02 SPECULATIVE BUY Potential total 12-month return is high (>15%), but given
SELL 0 0.0% elevated risk, investment could result in a material loss
Restricted 0 0.0% HOLD Total 12-month return expected to be between 0% and 15%
Total 18 100.0% g Total 12-month return expected to be negative

*as of quarter end

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All
research is then available on www.beaconsecurities.ca via login and password.

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions
expressed herein accurately reflect such research analyst's personal views about the company and securities
that are the subject of the report; or any other companies mentioned in the report that are also covered by the
named analyst. In addition, no part of the research analyst's compensation is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by such research analyst in this report.
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Infrastructure Investments Keep Performance Strong in Q2/2011
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e Fortis Inc. reported another strong quarter with the re- August 4, 2011
lease of its Q2/2011 results today. Consolidated net earn- Stock Rating: HOLD (unchanged)
ings attributable to common equity shareholders were $58 Target Price: $34.00 (unchanged)
million, or $0.33 per common share, compared to $55 mil- Closing Price (03/08/11): $30.87
lion, or $0.32 per share, in Q2/2010. Overall EBITDA mar- 52 Week Range: $28.25-35.45

gins also improved to 32.8%, up 90 bps from the same quar-
ter, a year ago. Fortis also generated impressive cash
flow from operations in the first half of 2011, reaching

$527 million, up $122 million or 30% from the first half of Fortis Inc. 20107 0UE 2012
2010.

* We continue to expect the Company’s operation in western EBITDA $1,1500  $1,1702 $1,248.6
Canada, namely its regulated utilities FortisBC Electric and Eps (basic) $1.65 $1.69 $1.78
FortisAlberta to continue to benefit from the region’s sound gps (fq) $1.62 $1.67 $1.76
fundamentals and healthy customer demand.

e Capital expenditures totaled $519 million in first half of 2011 P/E (Basic) 185x 181x  17.2x
as the Company continues to aggressively invest in its infra- EV/EBITDA 10.6 x 10.4 x 9.8x

structure assets. The Company is on track to invest over
$1.2 billion in 2011. By the end of 2015, we expect the

Company to have invested close to $5.7 billion on its capex Sares 0 1771
program. Mkt. Cap. $5,414
e We are maintaining our 12-month target price of $34.00 Entreprise Value $12,175
and our HOLD rating on the name. Our valuation is based Net Debt/Total Cap. 59%
on analysis of P/E and EV/EBITDA multiples and our divi- BVPS (basic) $19.15
dend discount model. Our target equates to 19.1x 2012E Pprice/Book Value 16x
EPS and 9.8x 2012E EV/EBITDA. Including dividends, there pividend $1.16
is a potential return of approximately 14% over the next pjidend Yield 3.8%
year, which justifies our HOLD rating. The shares currently
yield 3.8%.
w100 Fortis Inc. (FTS-TSX) Change in Basic EPS Forecasts
2011E: was $1.70
$35.00 Closing Price (C$) 2012E: was $1.78

$33.00 -

Company Description
Fortis Inc. is Canada’s largest investor-owned
distribution utility, with more than two million gas
and electricity customers. The Company is head-
quartered in St. John’s, NL. Its main focus is the
$27.00 ownership and operation of regulated utilities,
with operations in five provinces and three Carib-

Btopot Volume (thofsands) bean countries. Fortis also owns and operates
1,000,000 non-regulated generation assets and commercial
0
5 o » $ > > >

$31.00 -

$29.00

real estate and hotel assets.

*Please view the disclaimer at the end of this report

Beacon Securities Ltd., 1669 Granville St. Halifax, Nova Scotia, B3] 1X2

Phone: 902.423.1260 or 1.800.565.1981 www.beaconsecutrities.ca
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Fortis Inc. reported
another strong quarter
with the release of its
Q2/2011 results today.
Consolidated net
earnings attributable to
common equity
shareholders were $58
million, or $0.33 per
common share,
compared to $55 million,
or $0.32 per share, in
Q2/2010

FortisBC Energy Inc.
results were slightly
negatively impacted by
lower natural gas
volumes under fixed
contracts, mainly due to
higher precipitation and
lower natural gas pricing
charged to customers

Financial Results

e Fortis Inc. reported another strong quarter with the release
of its Q2/2011 results today. Consolidated net earnings
attributable to common equity shareholders were $58
million, or $0.33 per common share, compared to $55
million, or $0.32 per share, in Q2/2010, and slightly below
our $0.36 EPS estimate. Net earnings growth in the quarter
was primarily driven by 1) the strong results in the Company’s
regulated utilities in western Canada, primarily related to
overall growth in the utility infrastructure investments, 2) lower
market-priced purchased power costs at FortisBC, and 3)
additional return earned on FortisAlberta’s investment in
automated meters. Overall EBITDA margins also improved to
32.8%, up 90 bps from the same quarter a year ago. Fortis
also generated impressive cash flow from operations in the first
half of 2011, reaching $527 million, up $122 million or 30%
from the first half of 2010. In addition to higher earnings, the
growth in cash flows was largely driven by the collection from
customers of higher amortization costs and favourable
changes in working capital and regulatory deferral accounts.
Exhibit 1 shows a summary of Fortis’ consolidated net earnings
for the quarter.

Exhibit 1. Consolidated net earnings summary

(in millions of Canadian dollars, except per share data) Q22011 Q22010

Net Earnings Applicable to Common Shares ($M) $58 $55
Reported Basic EPS $0.33 $0.32
Reported Diluted EPS $0.33 $0.32

Source: Company reports, Beacon Securities.

Below is a summary of the contribution from each of the
Company’s business segments in the quarter compared to the
same period last year.

e FortisBC Energy Inc. results were slightly negatively
impacted by lower natural gas volumes under fixed contracts,
mainly due to higher precipitation and lower natural gas pricing
charged to customers. Revenues and net earnings in the
segment were $320 million and $15 million, respectively, in
Q2/2011, compared to revenues of $336 million and net
earnings of $17 million in Q2/2010.

e The Company’'s Canadian Regulated Electric Utilities delivered
12.5% yly growth in earnings, to reach $45 million, again
driven by FortisAlberta, and FortisBC Electric, similar to
Q1/2011.

e FortisAlberta’s quarterly earnings grew to reach $19 million in
Q2/2011, compared to $17 million in Q2/2011. The
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FortisAlberta’s quarterly
earnings grew to reach

$19 million in Q2/2011, o
compared to $17 million

in Q2/2011. Meanwhile,
FortisBC Electric

quarterly earnings grew

12.5% yly, to reach $9

million

Fortis Properties earned
$7 million in the quarter,
compared to $8 million in
Q2/2010, primarily due to
a 2.2% decrease in hotel
occupancy, mainly in
Western Canada

improvements in the quarter were largely due to growth in the
number of total customers by approximately 9,400 over the
same quarter last year.

FortisBC Electric quarterly earnings grew 12.5% yly, to reach
$9 million.  The improvements were largely supported by the
6.6% increase in customer electricity rates and a 1.4%
increase in electricity sales in the quarter. This was slightly
offset by lower pole attachment revenue and an increase in
incentive adjustments owed to customers.

Newfoundland Power delivered flat y/y growth with quarterly
earnings of $11 million. The growth in the number of
customers and higher average consumption were offset by the
decrease in allowed ROE and wage
increases.

Other Canadian Electric Utilities grew quarterly earnings to
reach $6 million in Q2/2011, compared to $4 million in
Q2/2010. The growth was driven primarily by an average 3.8%
increase in customer electricity rates, and higher allowed ROE
at Algoma Power.

Exhibit 2: Segmented net earnings

(in millions of Canadian dollars) Q22011 Q22010
FortisBC Energy Inc. (formerly Terasen Gas) $15 $17
FortisAlberta $19 $17
FortisBC Electric $9 $8
Newfoundland Power $11 $11
Other Canadian Electric Utils $6 $4
Electric Caribbean $7 $7
Non-Regulated - Fortis Generation $2 $3
Non-Regulated - Fortis Properties $7 $8
Corporate and Other -$18 -$20
Total $58 $55

Source: Company reports, Beacon Securities.

Regulated Electric Utilities-Caribbean quarterly earnings of
$7 million were flat on a year-over-year basis. This was
primarily driven by lower electricity sales in Grand Cayman,
and the discontinuance of consolidation method accounting for
financial results of Belize Electricity, effective June 20, 2011.
These were offset by lower corporate taxes at Belize Electricity
and a commercial customer billing adjustment at Caribbean
Utilities.

Earnings from Fortis Generation declined to $2 million in the
quarter, compared to $3 million in Q2/2010, mainly due to
decreased production in Belize and higher finance charges in
the quarter.

Fortis Properties earned $7 million in the quarter, compared
to $8 million in Q2/2010, primarily due to a 2.2% decrease in
hotel occupancy, mainly in Western Canada. This was slightly
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FortisBC Energy
substantially completed
the construction of its
$214 million liquefied
natural gas (LNG)
storage facility on
Vancouver Island

FortisAlberta
substantially completed
its $126 million
Automated Meter
Project, including the
replacement of 466,000
conventional meters

Fortis’ $900 million
Waneta Expansion
Project is expected to be
completed in the spring
of 2015

offset by an overall 2.0% increase in the average daily room
rate. The Real Estate division’s occupancy rate decreased to
93.4% as at June 30, 2011, from 94.8% at the end of the same
period last year.

e Corporate and other expenses came in at $18 million for the
quarter, compared to $20 million in Q2/2010. Last year, the
Company incurred higher business development costs in Q2.
In the quarter, the Company also incurred lower finance
charges, largely due to the redemption of the $125 million 8%
Capital Securities in April 2010 and a favourable foreign
exchange impact, which were slightly offset by lower corporate
tax recoveries.

e Gross capital expenditures totaled $519 million in first half of
2011 as the Company continues to aggressively invest in its
infrastructure assets. In the quarter, FortisBC Energy
substantially completed the construction of its $214 million
liuefied natural gas (LNG) storage facility on Vancouver
Island. At the same time, FortisAlberta substantially completed
its $126 million Automated Meter Project, including the
replacement of 466,000 conventional meters. In the meantime,
work continues to progress on the $900 million Waneta
Expansion Project, which is expected to be completed in the
spring of 2015.

e The Company’'s merger agreement with Central Vermont
Public Service Corporation (CVPS) was terminated in July,
subsequent to quarter end. According to the terms of the
agreement, CVPS paid Fortis a US$17.5 million termination
fee plus US$2 million for expenses.

Outlook and Financial Forecast

We believe Fortis Inc. is on track to complete $1.2 billion in capital
expenditures in 2011, primarily in infrastructure projects across its
Western Canada businesses. By the end of 2015, we expect the
Company to have invested close to $5.7 billion on its capex
program. We continue to expect the Company’s operation in
western Canada, namely its regulated FortisBC Electric and
FortisAlberta utilities to continue to benefit from the region’s sound
fundamentals and healthy customer demand. Our updated model
reflects the latest Q2/2011 results. Exhibit 3 shows our updated
forecast for overall EBITDA, net income and EPS.

Exhibit 3: Beacon Securities’ Updated Forecast (in Canadian dollars)

2011E - New  2011E - Old _ 2012E - New 2012E - Old
EBITDA ($M) $1,170 $1,172 $1,249 $1,251
Net Income ($M) $298 $307 $314 $320
EPS (basic) $1.69 $1.75 $1.78 $1.83
EPS (diluted) $1.67 $1.70 $1.76 $1.78

Source: Company reports, Beacon Securities.
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We are maintaining our
12-month target price
of $34.00 and our
HOLD rating on the

Valuation and Recommendation

We are maintaining our 12-month target price of $34.00 and our
HOLD rating on the name. Our valuation is based on analysis of
P/E and EV/EBITDA multiples and our dividend discount model.
Our target equates to 19.1x 2012E EPS and 9.8x 2012E

name EV/EBITDA. Including dividends, there is a potential return of
approximately 14% over the next year, which justifies our HOLD
rating. The shares currently yield 3.8%.
The Company continues to remain disciplined and patient in its
pursuit of an accretive regulated utility acquisition, in the United
States or Canada. Current valuations seem to be making it difficult
to not overpay for desired targets. We have not included any
acquisitions in our numbers, primarily due to the uncertainty on the
timing of such an acquisition.
Key Risks

e Interest Rate Risk — The capital requirements outlined by the
Company will likely require additional debt financing.

e International Risk — With operations in Belize, the Cayman
Islands, and the Turks and Caicos, Fortis is subject to currency
risk, sovereign risk, and the risk of hurricanes.

e Regulatory Risk — Regulated assets consist of 92% of Fortis’
total assets, with each of the regulated utilities subject to some
form of regulation which can impact future revenue and
earnings. Each operating utility must ensure compliance with
current regulations and proactive measures towards regulatory
issues.

e Risk of Fluctuating Bond Yields — The share price of Fortis
is inversely related to bond yields. Furthermore, lower bond
yields may result in Fortis having to lower the rates for certain
subsidiaries, thereby hampering earnings.
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Disclaimer
Disclosure Requirements

Does Beacon, or its affiliates or analysts collectively, beneficially own 1% or more of any class of the issuer's
equity securities? [_] Yes [X] No

Does the analyst who prepared this research report hold any of the issuer’s securities? [_] Yes [X] No
Does Beacon Securities beneficially own more than 1% of equity securities of the issuer? [_] Yes [X] No

Has any director, partner, or officer of Beacon Securities, or the analyst involved in the preparation of the
research report, received remuneration for any services provided to the securities issuer during the preceding
12 months?

[]Yes XINo

Has Beacon Securities performed investment banking services in the past 12 months and received
compensation for investment banking services for this issuer in the past 12 months? X Yes []No

Was the analyst who prepared this research report compensated from revenues generated solely by the
Beacon Securities Investment Banking Department? [1Yes XINo

Does any director, officer, or employee of Beacon Securities serve as a director, officer, or in any advisory
capacity to the issuer? [ Yes [X] No

Are there any material conflicts of interest with Beacon Securities or the analyst who prepared the report and
the issuer? [ ] Yes [X] No

Is Beacon Securities a market maker in the equity of the issuer? [1vYes XINo

Has the analyst visited the head office of the issuer and viewed its operations in a limited context? X ves []
No

Did the issuer pay for or reimburse the analyst for the travel expenses? [1vYes XINo

Beacon analysts are not permitted to own the securities they cover, but may own securities covered by other
members of the research team, subject to blackout conditions.

All information contained herein has been collected and compiled by Beacon Securities Limited, an
independently owned and operated member of the IIROC. All facts and statistical data have been obtained or
ascertained from sources, which we believe to be reliable, but are not warranted as accurate or complete.

All projections and estimates are the expressed opinion of Beacon Securities Limited, and are subject to change
without notice. Beacon Securities Limited takes no responsibility for any errors or omissions contained herein,
and accepts no legal responsibility from any losses resulting from investment decisions based on the content of
this report.

This report is provided for informational purposes only and does not constitute an offer or solicitation to buy or
sell securities discussed herein. Based on their volatility, income structure, or eligibility for sale, the securities
mentioned herein may not be suitable or available for all investors in all countries.

Ending

Q2 2011 [# Stocks Distribution
BUY 8 55.6% BUY Total 12-month return expected to be >15%
Spec. Buy 3 16.7% : _ e hi >159 ;
HoLp e 7 8% SPECULATIVE BUY Potential tptal _12 month return is hlgh_( 15%), b_ut given
SELL 0 0.0% elevated risk, investment could result in a material loss
Restricted 0 0.0% HOLD Total 12-month return expected to be between 0% and 15%
Total 17 100.0% SELL Total 12-month return expected to be negative

*as of quarter end

Dissemination
Beacon Securities distributes its research products simultaneously, via email, to its authorized client base. All
research is then available on www.beaconsecurities.ca via login and password.

Analyst Certification

The Beacon Securities Analyst named on the report hereby certifies that the recommendations and/or opinions
expressed herein accurately reflect such research analyst’'s personal views about the company and securities
that are the subject of the report; or any other companies mentioned in the report that are also covered by the
named analyst. In addition, no part of the research analyst's compensation is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by such research analyst in this report.

6 Philip S. Bassil, MBA
nE A O O N 902.425.6654
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BMO 9 Nesbitt Burns Research

January 17, 2006
Research Comment
Gas & Electrical

Fortis Inc.

(FTS-TSX)

Market Perform
Market Perform

Stock Rating:

Industry Rating: Karen Taylor, CFA

(416) 359-4304
Karen.Taylor@bmonb.com
Assoc: Kevin Cheng

$25.64
$17.11

Price (16-Jan)
Target Price

$24.01
$23.25

52-Week High
52-Week Low

Newfoundland Regulator Approves 2006

Accounting Policy Application - Market Perform Fortis Tne. (FIS)
Price: High,Low,Close Eamings/Shari‘
25 7/7747“’*‘7/7\4/H“L .
Event 2 N ’ Ww :
On December 23, the Newfoundland Board of Commissioners of Public 15 ! mwmwﬁ 08
Utilities approved Newfoundland Power Inc.’s (100% - Fortis Inc.) Accounting o *}j ’Nwr»wrmm o
Policy Application, as highlighted in our December 16 research comment. On o
January 9, the utility submitted a compliance filing with the Board, requesting 15 Volume (min) (1):
final approval of the following pursuant to the December 23 decision: (1) s s
forecast rate base for 2006 of $743.976 million and actual capital outstanding of 0 |||.nl|||||||||||u||n|.|.||||||III|I||||||||||I|||I|I|||I| o
$745.402 million for the purpose of determining the 2006 return on capital; and 400 FI'S Relatve (o SEPITSX Comp 400
(2) approval of a range of return on rate base for 2006 of 8.50% to 8.86%, w0
which is unchanged from 2004 and accordingly, no change in customer ratesis
0 L L L 1 L L L 1 L L L 1 L L L 1 L L L 1 0
required for 2006 by the virtue of the operation of the cost of capital formula. 2001 2002 2003 2004 2005
Last Data Point: January 13, 2006
(FY-Dec.) 2004A 2005E 2006E 2007E
Impact EPS $0.99 $1.10 $1.137  $1.257
P/E 21.8x 21.2x 19.2x
Neutral.
CFPS $3.35 $2.77 $2.89 $3.06
P/CFPS 8.7x 8.3x 7.9x
Forecasts )
Div. $0.54 $0.59 $0.64 $0.70
Our 2006 and 2007 diluted EPS estimates increase by $0.01 respectively to ~ EV ($mm) $3,846  $4775  $5340  $5,400
EBITDA ($mm) $380 $510 $558 $608
$1.13 and $1.25. EV/EBITDA 10.1x 9.4x 9.6x 8.9x
Quarterly EPS Q1 Q2 Q3 Q4
. 2004A $0.27 $0.31 $0.27 $0.22
Va'l Uatlon 2005E $0.32a $0.28a $0.33a $0.20
Our target price of $23.25 reflects a weighted average valuation approach: 17x 20068 $0.32 $0.30 $0.24 $0.291
diluted 2007E EPS of $1.25 (12.5%), 1.75x 2007E book value per share of  Dividend $0.64 Yield 2.7%
: ] . Book Value $11.68 Price/Book 2.1x
$13.15 (12.5%), and a target yield of 3% (75%), assuming 2007 dividends per ~ Shares O/S (mm)  103.0 Mkt. Cap ($mm) $2,473
Float O/S (mm) 103.0 Float Cap ($mm) $2,473
share of $0.70 per share. Wkly Vol (000s) 746 Wkly $ Vol (mm) $15.8
Net Debt ($mm)  $2,599.7 Next Rep. Date 07-Feb (E)

Recommendation

We believe that the shares are reasonably valued at current levels. Our rating is
Market Perform.

Notes: EPS estimates are diluted; Quarterly numbers are basic
Major Shareholders: Widely held
First Call Mean Estimates: FORTIS INCORPORATED (C$) 2005E:
$1.19; 2006E: $1.22; 2007E: $1.27

Changes Annual EPS
2006E $1.12 to $1.13

2007E $1.24 to $1.25

Quarterly EPS
Q4/06E $0.28 to $0.29

Please refer to pages 3 to 5 for Disclosure Statements, including the Analyst's Certification.




BMO Nesbitt Burns Fortis Inc.

Table 1. Consolidated Summary Sheet

16-Jan-06 Karen J. Taylor
Current Price: $24.01 BMO Nesbitt Burns Inc.
12-Month Target Price: $23.25

ROR: -0.5% Recommendation: Market Perform

Year Ending December 31
2000 2001 2002 2003 2004 2005E 2006E 2007E

Total Earnings Per Share $0.59 $0.84 $0.97 $1.06 $1.05 $1.13 $1.15 $1.29
Total Diluted Earnings Per Share $0.59 $0.84 $0.96 $1.03 $0.99 $1.10 $1.13 $1.25

Segmented EPS
Newfoundland Power ~ $0.49 $0.48 $0.44 $0.43 $0.37 $0.30 $0.30 $0.32
Maritime Electric  ($0.01) $0.10 $0.10 $0.12 $0.10 $0.09 $0.09 $0.09
CNP/Cornwall Elec/Fortis Ontario  $0.10 $0.09 $0.14 $0.24 $0.20 $0.07 $0.07 $0.10
Fortis Properties ~ $0.05 $0.10 $0.14 $0.16 $0.14 $0.13 $0.13 $0.14
Fortis Trust/Fortis Generation ~ $0.01 $0.00 $0.00 $0.00 $0.00 $0.21 $0.20 $0.19
Belize BECOL ,CUP/Fortis Caribbean  $0.17 $0.29 $0.25 $0.24 $0.09 $0.17 $0.19 $0.19
FortisAlberta/lFortisBC ~ $0.00 $0.00 $0.00 $0.00 $0.43 $0.45 $0.47 $0.51
Other/Corporate  ($0.21)  ($0.23) ($0.11) ($0.12) ($0.28) ($0.30) ($0.30) ($0.25)

Dividends $0.46 $0.47 $0.49 $0.52 $0.54 $0.59 $0.64 $0.70
Payout Ratio 78.0% 56.1%  49.9% 48.9% 51.4% 52.0% 55.6% 54.3%
Average Shares (mm) 54.1 59.5 65.1 69.2 84.7 101.5 103.3 106.1
Net Book Value 6.99 7.43 8.72 8.98 10.47 11.59 12.14 13.15]

Market Valuation
Price: High $9.13  $11.74 $13.28 $15.20 $17.68 - - -
Price: Low  $7.00 $8.65 $10.76 $12.25 $14.38 - - -

Price: Current - - - - - $24.01
P/E Ratio: High 155 14.0 13.7 14.3 16.8 - - -
P/E Ratio: Low 119 10.3 111 115 13.7 - - -
P/E Ratio: Current - - - - - 21.3 20.8 18.6
Price/Book Value: High 131 1.58 152 1.69 1.69 - - -
Price/Book Value: Low 1.00 116 123 1.36 1.37 - - -
Price/Book Vaue: Current - - - - - 2.07 1.98 1.83

Yield: HighPrice 5.04% 4.01%  3.65% 3.42% 3.06% - - -
Yield: Low Price  6.57% 544%  4.51% 4.24% 3.76% - -
Yield: Current - - - - - 2.45% 2.67% 2.92%

Balance Sheet ($mm)
Debt (ST) 1486 259.0 446.1 4219 231.3 178.7 377.3 355.8
Debt (L-T) 4984 558.5 583.8 910.7 1855.8 2074.5 2071.6 2084.9

DepositsDue ~ 47.4 52.1 0.0 0.0 0.0 0.0 0.0 0.0

Deferred Credits 82.2 48.8 61.5 107.5 64.6 65.0 65.0 65.0
Minority Interest 315 29.6 40.0 36.8 375 375 375 375
Preferred Shares 50.0 50.0 0.0 125.0 3215 3215 3215 3215
Convertible Debentures 0.0 0.0 15.8 245 229 25.0 24.0 24.0

Shareholders Equity  412.1 444.0 584.2 624.6 1000.1 1193.7 1256.5 1429.1
1270.3 14421 17312 2250.9 3533.6 3895.8 4153.4 4317.8

Balance Sheet (%)
Debt (ST) 11.7% 18.0%  25.8% 18.7% 6.5% 4.6% 9.1% 8.2%
Debt (L-T)  39.2% 387%  33.7% 40.5% 52.5% 53.2% 49.9% 48.3%

Deposits Due 3.7% 3.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Deferred Credits 6.5% 3.4% 3.6% 4.8% 1.8% 1.7% 1.6% 1.5%
Minority Interest 2.5% 2.1% 2.3% 1.6% 1.1% 1.0% 0.9% 0.9%

Preferred Shares 3.9% 3.5% 0.0% 5.6% 9.1% 8.3% 7.7% 7.4%)
Convertible Debentures 0.0% 0.0% 0.9% 1.1% 0.6% 0.6% 0.6% 0.6%
Shareholders Equity  32.4% 30.8% 33.7% 27.7% 28.3% 30.6% 30.3% 33.1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Income Statement
Net Profit to Common 319 49.9 63.3 73.6 89.0 114.6 118.9 136.8
Cash Flow from Operations 97.5 94.2 134.4 160.7 283.7 269.9 303.4 3318

Source: BMO Nesbitt Burns
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BMO Nesbitt Burns Fortis Inc.

Fortis Inc. (FTS)

—— Target Price

Quarterly Price
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1985 1990 1995 2000 2005 2003 2004 2005

FYE EPS P/IE DPS Yield Payout BV P/B ROE _Rati Feb.03 =
(Dec.) $ $ % % $ % FTS - Rating as of 4-Feb-03 = Mkt
1982 0.44 7 0238 75 51 273 11 16
1323 84?1 7 8%4 g,e 38 ggg }g 17 Date Rating Change Share Price
5 7 027 7 : : 7
ol %K s 3 ik i3 % 2 comes  OPuwa  ams
1987 052 9 031 65 60 38 12 14 2 4-Sep-03 OP to Mkt $14.83
i9g8 056 9 054 68 G0 416 12 14 3 2-Nov-04 Mkt to OP $16.12
e o= @ o &5 @ & 1 B e arrns e on e
1992 064 10 038 62 60 528 12 12 5 28Mar-05 Mkt to OP $17.90
N e 0P M st
I S R RO T PoSoRueds Meeom oSS
5 ) 5. 7 : : -Sep-
1097 060 18 044 42 74 640 16 9 8 20-Sep05  OP to Mkt $22.72
1998 045 21 045 47 >100 663 14 7
1999 056 14 045 57 80 657 12 9
2000 060 15 046 51 77 697 13 9
2001 084 14 047 40 56 749 16 12
2002 096 13 049 37 50 850 15 12
2003 103 14 052 35 49 88 17 12
2004 099 16 054 31 51 1045 17 10
Current* 115 21 064 26 56 11.68 21 10
Average: 12 5.6 63 1.3 121
Growth(%):
5 Year: 14.0 6.8 10.9
10Year 6.2 41 6.8
20 Year: 41 4.4 6.2

* Current EPS is the 4 Quarter Trailing to Q3/2005.

Last Daily Data Point: January 13, 2006
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BMO Nesbitt Burns Fortis Inc.

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 avariety of provincial, state and federal (Canada, Cayman Islands & Belize) agencies. Changesin regulation may
adversely affect performance.

Financial performance is dependent upon 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 commercia 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.
| also certify that | have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations
or viewsin this report.

General Disclosure

The information and opinions in this report were prepared by BMO Neshitt Burns Research, the research department of BMO Neshitt Burns Inc., and
BMO Neshitt Burns Ltee/Ltd. (“BMO Neshitt Burns’). Harris Neshitt Corp. (“HNC") is an affiliate of BMO Neshitt Burns. BMO Neshitt Burns and
HNC are subsidiaries of Bank of Montreal. The reader should assume that BMO Nesbitt Burns, HNC 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 Nesbitt Burns Research as of the date of this report and are subject to
change without notice. BMO Nesbitt Burns Research 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 Neshitt Burns 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 Neshitt Burns or its
affiliates that is not reflected in this report. This report isnot to be construed as an offer to sell or the solicitation of an offer to buy or sell any security.

The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO
Neshitt Burns, HNC and their affiliates, which includes the overall profitability of investment banking services. BMO Neshitt Burns, HNC or their
affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all issuers covered by BMO
Nesbitt Burns Research.

BMO Neshitt Burns, HNC or their affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principa basis.
BMO Neshitt Burns, HNC, their affiliates, officers, directors or employees may have along or short position in the securities discussed herein, related
securities or in options, futures or other derivative instruments based thereon. BMO Neshitt Burns, HNC or their affiliates may act as financial advisor
and/or underwriter for the issuers mentioned herein and may receive remuneration for same. Bank of Montrea or its affiliates (“BMO Financia
Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Neshitt Burns Research. A
significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein.

Company Specific Disclosure

Disclosure 9: HNC or an affiliate received compensation for products or services other than investment banking services from thisissuer within the past
12 months.

Disclosure 10: This issuer is aclient (or was a client) of BMO Neshitt Burns, HNC or an affiliate within the past 12 months: Non Securities Related
Services.

Distribution of Ratings

Rating BMO NB BMO NB BMO NB First Call
Category Rating Universe L.B. Clients* Universe**
Buy Outperform 41% 54% 47%
Hold Market Perform 48% 39% 46%
Sl Underperform 11% 7% 7%

* Reflectsrating distribution of all companies where BMO NB has received compensation for Investment Banking services.
** Reflectsrating distribution of all North American equity research analysts.

Page 4 « January 17, 2006 BMO 9 Nesbitt Burns



BMO Nesbitt Burns Fortis Inc.

Ratings Key

BMO Neshitt Burns uses 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
= Norating at thistime; (R) = Restricted - Dissemination of research is currently restricted.

N Market performance as measured by a benchmark index such as the S& PITSX Composite Index, S& P 500, Nasdagq Composite, as appropriate for
each company.

Prior to September 1, 2003, a fourth rating tie—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

BMO Neshitt Burns Research publications are available via our web site http://bmonesbittburns.com. Institutional clients may also receive our research
via FIRST CALL Research Direct and Multex. All of our research is made widely available at the same time to all BMO Neshitt Burns client groups
entitled to our research. Please contact your investment advisor or institutional salesperson for more information.

Additional Matters

TO U.S. RESIDENTS: HNC and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Neshitt Burns, 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 HNC and/or BMO Neshitt Burns Securities Ltd.

TO U.S. RESIDENTS: Harris Neshitt Corp. and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Neshitt Burns, 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 Harris Nesbitt Corp. and/or BMO Neshitt 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 Burnsis aMember of CIPF. Harris Nesbitt Corp. and BMO Neshitt Burns Securities Ltd. areis a Members of SIPC.
“BMO (M-Bar roundel symbol)” is aregistered trade-mark of Bank of Montreal, used under licence.
“Neshitt Burns’ is aregistered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence.
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BMO 9 Nesbitt Burns Research

February 7, 2006

FO rt i S I n C Brief Research Note

Gas & Electrical

(FTS-TSX)

Stock Rating: Market Perform Karen Taylor, CFA
Stock Price: $23.13 (416) 359-4304

Target Price: $23.25 Karen.Taylor@bmonb.com

Assoc: Kevin Cheng

Q4/05 and Fiscal 2005 Slightly Higher Than Expected

|mpact Neutral

Details & Analysis Fortis Inc. reported Q4/05 and fiscal 2005 EPS of $0.22 and $1.35,
respectively. After adjusting for one-time items in Q4/05 and throughout
fiscal 2005, reported results were $0.25 and $1.17 (basic) respectively.
Results were slightly higher than our expectation of $0.20 for the quarter
and $1.15 (basic) for the year. We continue to review the comprehensive
release. Fortis is rated Market Perform.

Please refer to pages 2 to 4 for Disclosure Statements, including the Analyst's Certification.

Brief Research Note « Page 1 .
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Fortis Inc. (FTS)
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FYE EPS P/E DPS Yield Payout BV P/B ROE - Rati Feb-03 =
(Dec.) $ % % $ % FTS - Rating as of 26-Feb-03 = Mkt
1982  0.44 7 0238 75 51 273 1.1 16
1983  0.49 7 024 66 49 299 1.2 17 Date Rating Change  Share Price
1984  0.54 7 027 67 49 323 12 17
ol %% s 3 iR i3 % 2 comes  OPuwa  ams
1987 052 9 031 65 60 39 12 14 2 4-Sep-03 OP to Mkt $14.83
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mEoge o ogmos ow om0 et s
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1097 060 18 044 42 74 640 16 9 8 20-Sep05  OP to Mkt $22.72
1998  0.45 21 045 47 >100 6.63 1.4 7
1999  0.56 14 045 57 80 657 12 9
2000 0.60 15 046 5.1 77 697 13 9
2001  0.84 14 047 40 56 749 1.6 12
2002  0.96 13 049 37 50 850 15 12
2003 1.03 14 052 35 49 882 17 12
2004 0.99 16 054 3.1 51 1045 1.7 10
Current*  1.15 21 064 27 56 1168 20 10
Average: 12 5.6 63 1.3 121
Growth(%):
5 Year: 14.0 6.8 10.9
10 Year: 62 41 6.8
20 Year: 41 4.4 6.2

* Current EPS is the 4 Quarter Trailing to Q3/2005.
Last Daily Data Point: February 6, 2006
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BMO 9 Nesbitt Burns Research

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 is dependent upon 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. | also certify that | have not, am not, and will not receive, directly or indirectly, compensation in
exchange for expressing the specific recommendations or views in this report.

General Disclosure

The information and opinions in this report were prepared by BMO Nesbitt Burns Inc., and BMO Nesbitt Burns Ltee/Ltd.
(“BMO Nesbitt Burns™). Harris Nesbitt Corp. (“HNC”) is an affiliate of BMO Nesbitt Burns. BMO Nesbitt Burns and HNC are
subsidiaries of Bank of Montreal. The reader should assume that BMO Nesbitt Burns, HNC 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 Nesbitt Burns as of the date of this report and
are subject to change without notice. BMO Nesbitt Burns 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
Nesbitt Burns 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 Nesbitt Burns or its affiliates that is not reflected in this report. This report
is not to be construed as an offer to sell or the solicitation of an offer to buy or sell any security.

The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall
profitability of BMO Nesbitt Burns, HNC and their affiliates, which includes the overall profitability of investment banking
services. BMO Neshitt Burns, HNC or their affiliates expect to receive or will seek compensation for investment banking
services within the next 3 months from all issuers covered by BMO Nesbitt Burns” Equity Research. BMO Nesbitt Burns HNC
or their affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis.

BMO Nesbitt Burns, HNC, their 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. BMO Nesbitt Burns, HNC
or their affiliates may act as financial advisor and/or underwriter for the issuers mentioned herein and may receive remuneration
for same. Bank of Montreal or its affiliates (“BMO Financial Group”) has lending arrangements with, or provides other
remunerated services to, many issuers covered by BMO Nesbitt Burns’ Equity Research. A significant lending relationship may
exist between BMO Financial Group and certain of the issuers mentioned herein.

Company Specific Disclosure

Disclosure 9: HNC or an affiliate received compensation for products or services other than investment banking services from
this issuer within the past 12 months.

Disclosure 10: This issuer is a client (or was a client) of BMO Nesbitt Burns, HNC or an affiliate within the past 12 months: Non
Securities Related Services.

Distribution of Ratings

Rating BMO NB BMO NB BMO NB First Call
Category Rating Universe I.B. Clients* Universe**
Buy Outperform 41% 54% 47%
Hold Market Perform 48% 39% 46%
Sell Underperform 11% 7% 7%

* Reflects rating distribution of all companies where BMO NB has received compensation for Investment Banking services.
** Reflects rating distribution of all North American equity research analysts.
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Ratings Key

BMO Nesbitt Burns uses 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 as measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdag 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

BMO Neshitt Burns Equity Research is available via our web site http://bmonesbittburns.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 Neshitt Burns client groups entitled to our research. Please contact your investment advisor or institutional
salesperson for more information.

Additional Matters

TO U.S. RESIDENTS: HNC and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 HNC and/or
BMO Nesbitt Burns Securities Ltd.

TO U.S. RESIDENTS: Harris Nesbitt Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 Harris
Nesbitt 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 is a Member of CIPF. Harris Neshitt Corp. and BMO Nesbitt Burns Securities Ltd. are is a Members of
SIPC.

“BMO (M-Bar roundel symbol)” is a registered trade-mark of Bank of Montreal, used under licence.
“Nesbitt Burns” is a registered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence.
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Fortis Inc.

(FTS-TSX)

Market Perform
Market Perform

Stock Rating:
Industry Rating:

Fiscal 2005 Diluted EPS In Line With Expectations;
No Change in View - Market Perform

Event

Fortis reported Q4/05 and fiscal 2005 EPS of $0.22 and $1.35, respectively.
After adjusting for one-time items in Q4/05 and those in the first three quarters
of the year, reported results were $0.24 and $1.17 (basic), respectively. Diluted
2005 EPS were $1.10. Aggregate normalized earnings of $119.3 million were
slightly higher than our expectation of $114.6 million. On a diluted basis, fiscal
2005 EPS of $1.10 were directly in line with our diluted EPS estimate of $1.10.

Impact
Neutral.

Forecasts

We have fine-tuned our financial model to reflect actual fiscal 2005 results and
updated our outlook for FortisAlberta. Our 2006 and 2007 diluted EPS
estimates increase to $1.18 and $1.29, respectively from $1.13 and $1.25.

Valuation

Our new target price of $23.75 reflects a weighted average valuation approach:
17x diluted 2007E EPS of $1.29 (12.5%), 1.75x estimate 2007 book value per
share of $13.37 (12.5%), and a target yield of 3.00% (75%), assuming 2007
dividends of $0.72 per share.

Recommendation

We believe that the shares are reasonably valued at current levels. Our rating is
Market Perform.

February 8, 2006
Research Comment
Gas & Electrical

Karen Taylor, CFA
(416) 359-4304
Karen.Taylor@bmonb.com
Assoc: Kevin Cheng

Price (7-Feb)
Target Price

$22.96
$23.75T

52-Week High
52-Week Low

$25.64
$17.25

Fortis Inc. (FTS)
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Last Data Point: February 6, 2006

2001 2002 2003

(FY-Dec.) 2004A 2005A 2006E 2007E
EPS $0.99 $1.10 $1.18T $1.297
P/E 19.5x 17.8x
CFPS $3.35 $2.77 $2.89 $3.06
P/CFPS 7.9x 7.5x
Div. $0.54 $0.61 $0.64 $0.72
EV ($mm) $3,846 $4,775 $5,303 $5,361
EBITDA ($mm) $380 $510 $560 $610
EV/EBITDA 10.1x 9.4x 9.5x 8.8x
Quarterly EPS Q1 Q2 Q3 Q4
2004A $0.27 $0.31 $0.27 $0.22
2005A $0.32 $0.28 $0.33 $0.24
2006E $0.32 $0.29) $0.337 $0.261
Dividend $0.64 Yield 2.8%
Book Value $11.76 Price/Book 2.0x
Shares O/S (mm) 103.2 Mkt. Cap ($mm) $2,369
Float O/S (mm) 103.2 Float Cap ($mm) $2,369
WKkly Vol (000s) 763 WKly $ Vol (mm) $16.3
Net Debt ($mm)  $2,599.7 Next Rep. Date  04-May (E)

Notes: EPS estimates are diluted; Quarterly numbers are basic
Major Shareholders: Widely held

First Call Mean Estimates: FORTIS INCORPORATED (C$) 2005E:
$1.18; 2006E: $1.22; 2007E: $1.27

Changes Annual EPS
2006E $1.13 to $1.18

2007E $1.25 to $1.29

Quarterly EPS

Q2/06E $0.30 to $0.29
Q3/06E $0.24 to $0.33
Q4/06E $0.29 to $0.26

Target
$23.25 t0 $23.75

Please refer to pages 6 to 8 for Disclosure Statements, including the Analyst's Certification.




BMO Nesbitt Burns Fortis Inc.

Details & Analysis

Fortis reported Q4/05 and fiscal 2005 EPS of $0.22 and $1.35, respectively. After adjusting for
one-time items in Q4/05 and those in the first three quarters of the year, reported results were
$0.24 and $1.17 (basic), respectively. Diluted 2005 EPS were $1.10. Aggregate normalized
earnings of $119.3 million were dslightly higher than our expectation of $114.6 million. On a
diluted basis, fiscal 2005 EPS of $1.10 were directly in line with our diluted EPS estimate of
$1.10.

We believe that the following points are relevant about Q4/05 and fiscal 2005 performance:

— We have normalized reported fiscal 2005 results for the following one-time items and
adjustments:

First Quarter

o $7.9 million after-tax benefit in Fortis Ontario arising from the Niagara Exchange
Agreement with Ontario Power Generation.

Second Quarter

o $7.0 million after-tax gain relating to the resolution of tax matters resulting in the
reduction of liabilities associated with prior periods at FortisAlberta.

o $1.4 million after-tax interest revenue from atax settlement at Newfoundland Power.

o $1.1 million after-tax gain at Caribbean Utilities relating to a change in accounting
practice for recognizing unbilled revenue.

Third Quarter
o $1.6 million future income tax reduction at Cornwall Electric.

o Approximately $1.8 million after-tax associated with Fortis Alberta and the resolution
of the EPCOR litigation.

Fourth Quarter

o $3 million after-tax one-time adjustment relating to the implementation of the
Negotiated Settlement reached on May 24, 2005 by FortisAlberta.

—  Segment performance was largely in line with expectations, as set out in Table 1.

Page 2 « February 8, 2006 BMO 9 Nesbitt Burns
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Fortis Inc.

Table 1. Performance by Segment: Actual and Expected

Contribution by Segment (Millions)
2003 2004 Q1/05 Q2/05 Q3/05 Q4/05 2005A 2005E 2006E 2007E
Newfoundland Power 295 311 130 10.1 34 29 294 309 30.9 337
Maritime Electric 7.2 82 21 23 30 17 9.1 9.0 9.6 10.0
Fortis Ontario 6.5 4.3 11 0.9 05 0.2 2.7 7.1 3.6 6.2
FortisAlbertal 0.0 18.6 7.8 7.8 75 7.2 30.3 23.7 325 35.7
FortisBC]| 0.0 17.7 8.9 54 4.8 56 24.6 221 24.7 27.3
Belize Electricity] 6.7 7.2 1.0 19 32 20 8.1 7.6 85 8.8
Caribbean Utilities] 105 0.8 25 20 30 28 10.3 10.0 10.8 11.3
Fortis Generation| 10.9 12.8 21 32 78 85 216 217 19.8 19.8
Fortis Propertie] 11.0 11.8 15 4.8 4.9 29 14.1 12.9 15.8 17.2
Corporate] 86) (4 @7 (9.6) (3.9) (86) (09| (304 (325  (292)
Earnings Before Non-Recurring items] 73.6 89.1 31.3 28.7 34.2 252 119.3 114.6 123.8 140.7
Average Shares| 69.2 84.7 98.0 102.9 103.0 103.0 101.8 101.5 103.4 106.3
Net Earnings to Common (Basic) $1.06 $1.05 $0.32 $0.28 $0.33 $0.24 $1.17 $1.13 $1.20 1.32)
Net Earnings to Common (Diluted) $1.03 $0.99 $1.10 $1.10 $1.18 1.29)

Source: BMO Neshitt Burns, Company Reports

The contribution from FortisOntario was lower than expected, largely due to the timing of
anticipated regulatory decisions that are anticipated to provide rate relief at Canadian
Niagara Power, increase the return on invested capital. We have reduced our outlook from
this segment in 2006 and 2007 to more appropriately reflect the requirement for future rate
applications to increase the realized return on equity at this utility.

The contribution from FortisAlberta was higher than expected on a normalized basis,
reflecting the difference between the contribution from the utility on a stand-alone basis (as
reported separately) and the contribution to Fortis Inc. on a consolidated basis. The latter
reflects adjustments to various regulatory accounts at the time of acquisition, increasing the
return on a consolidated basis. We have made the requisite adjustments to our financia
model to more appropriately reflect these ongoing adjustments.

Our estimates and outlook for Maritime Electric do not yet include the January 31, 2006
rate application filed by the utility with the Island Regulatory and Appeals Commission and
the January 20, 2006 decision by the regulator regarding the fiscal 2006 capital budget. We
will update our outlook upon the receipt of these documents; however, we do not expect the
application and the capital budget decision to materially change our outlook.

We have fully incorporated the December 12, 2005 rate application filed by FortisAlberta
for 2006/2007 with the Alberta Energy and Utilities Board and the November 24, 2005
application by FortisBC to the British Columbia Utilities Commission for 2006 rates.

The contribution from FortisProperties was dlightly higher than expected, largely due to
the contribution from three hotels acquired in Alberta and Manitoba that were acquired in
February 2005.

The December 31, 2005 decision by the Public Utilities Commission of Belize that allows
Belize Electricity Limited to: (1) recover approximately BZ$8.4 million that has accrued
in the Cost of Power Rate Stabilization Account viaa BZ0.6 cent per kilowatt increase in
electricity rates; (2) increase the cost of power per kilowatt hour for calendar year 2006 by
BZ$0.045 to BZ$0.255 (or a reference cost of power of BZ$0.224 per kwh); and (3)
increase the mean electricity rate charged to customers to BZ$0.441 from BZ$0.39

Page 3 « February 8, 2006
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Fortis Inc.

previoudly, is positive. The decision does not increase the earnings contribution from the
utility on a consolidated basis; however, we believe that a reduction in energy-related cost
deferral accounts and the “true-up” of customer rates and power costs are likely to reduce
capital employed, moderate risk and facilitate the continued investment in the utility
system.

— We assume that capital expenditures are approximately $419.8 million and $381.0 million
in 2006 and 2007, respectively. Anticipated expenditure levels reflect large capita
programs at FortisAlberta and FortisBC.

Estimates

We have fine-tuned our financial model to reflect actual fiscal 2005 results and updated our
outlook for FortisAlberta. Our 2006 and 2007 diluted EPS estimates increase to $1.18 and
$1.29, respectively from $1.13 and $1.25. We assume that Fortis issues approximately $100
million of common stock in 2007 to support the ongoing utility capital program and maintain
adequate bal ance sheet strength.

Valuation

Our new target price of $23.75 reflects a weighted average valuation approach: 17x diluted
2007E EPS of $1.29 (12.5%), 1.75x estimate 2007 book value per share of $13.37 (12.5%), and
atarget yield of 3.00% (75%), assuming 2007 dividends of $0.72 per share.

Recommendation

We believe that the shares are reasonably valued at current levels. Our rating is Market
Perform.
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Table 2. Consolidated Summary Sheet
08-Feb-06 Karen J. Taylor
Current Price: $22.96 BMO Nesbitt Burns Inc.
12-Month Target Price: $23.75
ROR: 6.2% Recommendeation: Market Perform
Year Ending December 31
2000 2001 2002 2003 2004 2005 2006E 2007E
Total Earnings Per Share $0.59 $0.84 $0.97 $1.06 $1.05 $1.17 $1.20 $1.32
Total Diluted Earnings Per Share $0.59 $0.84 $0.96 $1.03 $0.99 $1.10 $1.18 $1.29
Segmented EPS
Newfoundland Power ~ $0.49 $0.48 $0.44 $0.43 $0.37 $0.29 $0.30 $0.32
Maritime Electric  ($0.01) $0.10 $0.10 $0.12 $0.10 $0.09 $0.09 $0.09
CNP/Cornwall Elec/Fortis Ontario ~ $0.10 $0.09 $0.14 $0.24 $0.20 $0.03 $0.03 $0.06
Fortis Properties  $0.05 $0.10 $0.14 $0.16 $0.14 $0.14 $0.15 $0.16
Fortis Trust/Fortis Generation ~ $0.01 $0.00 $0.00 $0.00 $0.00 $0.21 $0.19 $0.19
Belize BECOL ,CUP/Fortis Caribbean  $0.17 $0.29 $0.25 $0.24 $0.09 $0.18 $0.19 $0.19
FortisAlberta/FortisBC ~ $0.00 $0.00 $0.00 $0.00 $0.43 $0.54 $0.55 $0.59
Other/Corporate  ($0.21)  ($0.23)  ($0.11) ($0.12) ($0.28) ($0.30) ($0.31) ($0.27)
Dividends $0.46 $0.47 $0.49 $0.52 $0.54 $0.61 $0.64 $0.72
Payout Ratio 78.0% 56.1% 49.9% 48.9% 51.4% 52.3% 53.5% 54.4%
Average Shares (mm) 54.1 59.5 65.1 69.2 84.7 101.8 103.4 106.3
Net Book Value 6.99 7.43 8.72 8.98 10.47 11.76 12.36 13.37
Market Valuation
Pricet High  $9.13 $11.74  $13.28 $15.20 $17.68 $25.40 - -
Price: Low  $7.00 $8.65 $10.76 $12.25 $14.38 $17.01 - -
Price: Current - - - - - - $22.96
P/E Ratio: High 155 14.0 13.7 14.3 16.8 217 - -
P/E Ratio: Low 119 10.3 111 11.5 13.7 145 - -
P/E Ratio: Current - - - - - - 19.2 173
Price/Book Vaue: High 131 158 1.52 1.69 1.69 2.16 - -
Price/Book Vaue: Low 1.00 1.16 1.23 1.36 137 1.45 - -
Price/Book Value: Current - - - - - - 1.86 172
Yield: HighPrice 5.04% 4.01% 3.65% 3.42% 3.06% 2.41% - -
Yield: Low Price  6.57% 5.44% 4.51% 4.24% 3.76% 3.60% - -
Yield: Current - - - - - - 2.79% 3.14%
Balance Sheet ($mm)
Debt (ST) 148.6 259.0 446.1 421.9 2313 225.8 367.8 344.7
Debt (L-T) 498.4 558.5 583.8 910.7 1855.8 1990.2 2071.0 2084.3
Deposits Due 47.4 52.1 0.0 0.0 0.0 0.0 0.0 0.0
Deferred Credits 82.2 48.8 61.5 107.5 64.6 195.8 195.0 195.0
Minority Interest 315 29.6 40.0 36.8 375 35.7 35.7 35.7
Preferred Shares 50.0 50.0 0.0 125.0 3215 319.5 319.5 319.5
Convertible Debentures 0.0 0.0 158 245 22.9 25.0 24.0 24.0
Shareholders Equity  412.1 444.0 584.2 624.6 1000.1 1213.4 1281.0 1455.2
1270.3 14421  1731.2 2250.9 3533.6 4005.4 4294.0 4458.4
Balance Sheet (%)
Debt (ST) 11.7% 18.0% 25.8% 18.7% 6.5% 5.6% 8.6% 7.7%
Debt (L-T)  39.2% 38.7% 33.7% 40.5% 52.5% 49.7% 48.2% 46.7%
Deposits Due 3.7% 3.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%)
Deferred Credits 6.5% 3.4% 3.6% 4.8% 1.8% 4.9% 4.5% 4.4%)
Minority Interest 2.5% 2.1% 2.3% 1.6% 1.1% 0.9% 0.8% 0.8%)
Preferred Shares 3.9% 3.5% 0.0% 5.6% 9.1% 8.0% 7.4% 7.2%
Convertible Debentures 0.0% 0.0% 0.9% 1.1% 0.6% 0.6% 0.6% 0.5%)
Shareholders Equity  32.4% 30.8% 33.7% 27.7% 28.3% 30.3% 29.8% 32.6%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Income Statement
Net Profit to Common 319 49.9 63.3 73.6 89.0 119.3 123.8 140.7
Cash Flow from Operations 97.5 94.2 134.4 160.7 283.7 320.0 308.5 335.8

Source: BMO Nesbitt Burns
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Fortis Inc. (FTS)
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1998  0.45 21 045 47 >100 663 1.4 7
1999  0.56 14 045 57 80 6.57 1.2 9
2000  0.60 15 046 5.1 77 6.97 1.3 9
2001  0.84 14 047 40 56  7.49 1.6 12
2002 0.96 13 049 37 50 850 1.5 12
2003 1.03 14 052 35 49 882 1.7 12
2004 0.99 16 054 31 51 10.45 1.7 10
Current*  1.15 21 064 27 56 1168 20 10
Average: 12 5.6 63 1.3 121
Growth(%):
5 Year: 14.0 6.8 10.9
10 Year: 62 4.1 6.8
20 Year: 41 4.4 6.2

* Current EPS is the 4 Quarter Trailing to Q3/2005.
Last Daily Data Point: February 6, 2006
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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 avariety of provincial, state and federal (Canada, Cayman Islands & Belize) agencies. Changesin regulation may
adversely affect performance.

Financial performance is dependent upon 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 commercia 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.
| also certify that | have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations
or viewsin this report.

General Disclosure

The information and opinions in this report were prepared by BMO Neshitt Burns Research, the research department of BMO Neshitt Burns Inc., and
BMO Neshitt Burns Ltee/Ltd. (“BMO Neshitt Burns’). Harris Neshitt Corp. (“HNC") is an affiliate of BMO Neshitt Burns. BMO Neshitt Burns and
HNC are subsidiaries of Bank of Montreal. The reader should assume that BMO Nesbitt Burns, HNC 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 Nesbitt Burns Research as of the date of this report and are subject to
change without notice. BMO Nesbitt Burns Research 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 Neshitt Burns 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 Neshitt Burns or its
affiliates that is not reflected in this report. This report isnot to be construed as an offer to sell or the solicitation of an offer to buy or sell any security.

The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO
Neshitt Burns, HNC and their affiliates, which includes the overall profitability of investment banking services. BMO Neshitt Burns, HNC or their
affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all issuers covered by BMO
Nesbitt Burns Research.

BMO Neshitt Burns, HNC or their affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principa basis.
BMO Neshitt Burns, HNC, their affiliates, officers, directors or employees may have along or short position in the securities discussed herein, related
securities or in options, futures or other derivative instruments based thereon. BMO Neshitt Burns, HNC or their affiliates may act as financial advisor
and/or underwriter for the issuers mentioned herein and may receive remuneration for same. Bank of Montrea or its affiliates (“BMO Financia
Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Neshitt Burns Research. A
significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein.

Company Specific Disclosure

Disclosure 9: HNC or an affiliate received compensation for products or services other than investment banking services from thisissuer within the past
12 months.

Disclosure 10: This issuer is aclient (or was a client) of BMO Neshitt Burns, HNC or an affiliate within the past 12 months: Non Securities Related
Services.

Distribution of Ratings

Rating BMO NB BMO NB BMO NB First Call
Category Rating Universe L.B. Clients* Universe**
Buy Outperform 41% 54% 47%
Hold Market Perform 48% 39% 46%
Sl Underperform 11% 7% 7%

* Reflectsrating distribution of all companies where BMO NB has received compensation for Investment Banking services.
** Reflectsrating distribution of all North American equity research analysts.

Ratings Key
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BMO Nesbitt Burns Fortis Inc.

BMO Nesbitt Burns uses 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
= Norating at thistime; (R) = Restricted - Dissemination of research is currently restricted.

N Market performance as measured by a benchmark index such as the S& PITSX Composite Index, S& P 500, Nasdaq Composite, as appropriate for
each company.

Prior to September 1, 2003, a fourth rating tie—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

BMO Neshitt Burns Research publications are available via our web site http://bmonesbittburns.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 al BMO Neshitt Burns client groups
entitled to our research. Please contact your investment advisor or institutional salesperson for more information.

Additional Matters

TO U.S. RESIDENTS: HNC and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 HNC and/or BMO Neshitt Burns Securities Ltd.

TO U.S. RESIDENTS: Harris Neshitt Corp. and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 Harris Neshitt Corp. and/or BMO Neshitt 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 Financia Services and Markets Act 2000 (Financial Promotion) Order 2001.

BMO Nesbitt Burnsis aMember of CIPF. Harris Nesbitt Corp. and BMO Neshitt Burns Securities Ltd. areis a Members of SIPC.
“BMO (M-Bar roundel symbol)” is aregistered trade-mark of Bank of Montreal, used under licence.
“Neshitt Burns” is aregistered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence.
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March 3, 2006

FO rt i S I n C . Research Comment

Gas & Electrical
(FTS-TSX)

Stock Rating: Market Perform

Industry Rating:  Underperform Karen Taylor, CFA

(416) 359-4304
Karen.Taylor@bmonb.com
Assoc: Kevin Cheng

Maritime Electric Files for 2006/07 Rates; Targes Price 97575 SWeek Low 9175
Market Perform Rating Maintained e Fortis e TS o
R 1.

% /”/7_7”7/“7/MHP 11

Event 20 - , J“ 1.0
On January 31, Maritime Electric Company, Limited (100% - Fortis Inc.) 15 /7»,/ rr“w””“f””ﬂ e 09
applied to the Island Regulatory and Appeals Commission for rates, tolls and o HM;(w“*w”””“ 08
charges for electric service for the period July 1 2006 to December 31, 2007. ! o7
The application was made available as a public document on March 1. The 1; Volume (min) ::

application contains the following highlights: (1) average 2006 and 2007 rate | s
base of $223.1 million and $250.9 million; (2) net capital expenditures of $20.5 |.uI|nlll.lluulml...||||||III|I||||||||||I|||||I|||I|, o
million in 2006 and $15.9 million in 2007; (3) deemed equity of 42.2% in 2006 200 FI'S Relatve (o SEPITSX Comp 200

and 41.5% in 2007; and (4) return on equity range of 10.0% to 10.5%, as per the 100 W 100

current authorization.

5

o

0 ‘20‘01 ‘ ‘20‘02 ‘ ‘20‘03 ‘ ‘20‘04 ‘ ‘20‘05 ‘ oo

I m aCt Last Data Point: March 1, 2006
p (FY-Dec.) 2004A 2005A 2006E 2007E
Neutral. EPS $0.99 $1.10 $1.171 $1.261
P/E 19.3x 17.9x
CFPS $3.35 $2.77 $2.89 $3.06
Forecasts PICFPS 7.8x 7.4x
We have updated our financial model to reflect the application and fine-tuned $0.54 $0.61 $0.64 $0.72
our outlook pursuant to the conclusion of fiscal 2005. Our diluted 2006 and  EV ($mm) $3,846 34871 $5426  $5482
] ) ) EBITDA ($mm) $380 $507 $568 $615
2007 EPS estimates decline marginally to $1.17 and $1.26 from $1.18 and  Ev/iEBITDA 10.1x 9.6x 9.6x 8.9x
$1.29, respectively. Quarterly EPS Q1 Q2 Q3 Q4
2004A $0.27 $0.31 $0.27 $0.22
2005A $0.32 $0.28 $0.33 $0.24
Valuation 2006E $0.320  s028l  $033l  $0.25
i i i . Dividend $0.64 Yield 2.8%
Qur target price of $23.75 reflects a weighted a\./erage valuation approach: 17x B s e $11.76 Br/Book o
diluted 2007E EPS of $1.26 (12.5%), 1.75x estimated book value per share of  Shares o/s (mm)  103.2 Mkt. Cap ($mm) $2,332
. . .. Fl o/s 103.2 Fl C 2,332
$13.33 (12.5%), and a target yield of 3% (75%), assuming 2007 dividends Per iy vor 0000 550 \irh searemm) aias
Net Debt (mm)  $2,560.5 Next Rep. Date 5-Apr (E)

share of $0.72 per share.

Notes: EPS estimates are diluted; Quarterly numbers are basic
Major Shareholders: Widely held

i First Call Mean Estimates: FORTIS INCORPORATED (C$) 2006E:
Recommendatlon $1.23; 2007E: $1.32

We believe that the shares are reasonably valued. Our rating is Market Perform.

Changes Annual EPS Quarterly EPS
2006E $1.18 to $1.17 Q1/06E $0.32 to $0.32
2007E $1.29 to $1.26 Q2/06E $0.29 to $0.28
Q3/06E $0.33 to $0.33

Q4/06E $0.26 to $0.25

Please refer to pages 3 to 5 for Disclosure Statements, including the Analyst's Certification.



BMO Nesbitt Burns

Fortis Inc.

Table 1. Consolidated Summary Sheet

03-Mar-06 Karen J. Taylor
Current Price: $22.60 BMO Nesbitt Burns Inc.
12-Month Target Price: $23.75
ROR: 7.9% Recommendation: Market Perform
Year Ending December 31
2000 2001 2002 2003 2004 2005 2006E 2007E
Total Earnings Per Share $0.59 $0.84 $0.97 $1.06 $1.05 $1.17 $1.18 $1.29
Total Diluted Earnings Per Share $0.59 $0.84 $0.96 $1.03 $0.99 $1.10 $1.17 $1.26
Segmented EPS
Newfoundland Power ~ $0.49 $0.48 $0.44 $0.43 $0.37 $0.29 $0.30 $0.32
Maritime Electric  ($0.01) $0.10 $0.10 $0.12 $0.10 $0.09 $0.10 $0.11
CNP/Cornwall Elec/Fortis Ontario ~ $0.10 $0.09 $0.14 $0.24 $0.20 $0.03 $0.03 $0.06
Fortis Properties ~ $0.05 $0.10 $0.14 $0.16 $0.14 $0.14 $0.15 $0.16
Fortis Trust/Fortis Generation ~ $0.01 $0.00 $0.00 $0.00 $0.00 $0.21 $0.19 $0.19
Belize, BECOL,CUP/Fortis Caribbean ~ $0.17 $0.29 $0.25 $0.24 $0.09 $0.18 $0.19 $0.19
FortisAlberta/FortisBC ~ $0.00 $0.00 $0.00 $0.00 $0.43 $0.54 $0.53 $0.55
Other/Corporate  ($0.21)  ($0.23)  ($0.11) ($0.12) ($0.28) ($0.30) ($0.31) ($0.27)
Dividends $0.46 $0.47 $0.49 $0.52 $0.54 $0.61 $0.64 $0.72
Payout Ratio 78.0% 56.1%  49.9% 48.9% 51.4% 52.3% 54.1% 55.7%
Average Shares (mm) 54.1 59.5 65.1 69.2 84.7 101.8 103.4 106.3
Net Book Value 6.99 7.43 8.72 8.98 10.47 11.76 12.34 13.33
Market Valuation
Price: High $9.13  $11.74 $13.28 $15.20 $17.68 $25.40 - -
Price: Low  $7.00 $8.65 $10.76 $12.25 $14.38 $17.01 - -
Price: Current - - - - - - $22.60
P/E Ratio: High 155 14.0 13.7 143 16.8 217 - -
P/E Ratio: Low 119 10.3 11.1 115 137 14.5 - -
P/E Ratio: Current - - - - - - 19.1 175
Price/Book Value: High 131 1.58 1.52 1.69 1.69 2.16 - -
Price/Book Value: Low 1.00 1.16 1.23 1.36 1.37 1.45 - -
Price/Book Value: Current - - - - - - 1.83 1.70
Yield: High Price  5.04% 4.01%  3.65% 3.42% 3.06% 2.41% - -
Yield: Low Price  6.57% 5.44% 4.51% 4.24% 3.76% 3.60% - -
Yield: Current - - - - - - 2.83% 3.19%
Balance Sheet ($mm)
Debt (S-T) 148.6 259.0 446.1 4219 231.3 225.8 367.3 340.6
Debt (L-T)  498.4 558.5 583.8 910.7 1855.8 1990.2 2071.0 2084.3
Deposits Due 47.4 52.1 0.0 0.0 0.0 0.0 0.0 0.0
Deferred Credits 82.2 48.8 61.5 107.5 64.6 195.8 195.0 195.0
Minority Interest 315 29.6 40.0 36.8 375 35.7 35.7 35.7
Preferred Shares 50.0 50.0 0.0 125.0 3215 319.5 319.5 319.5
Convertible Debentures 0.0 0.0 15.8 245 229 25.0 24.0 24.0
Shareholders' Equity ~ 412.1 444.0 584.2 624.6 1000.1 12134 1279.6 1450.6
1270.3 14421 17312 2250.9 3533.6 4005.4 4292.1 4449.7
Balance Sheet (%)
Debt (S-T) 11.7% 18.0%  25.8% 18.7% 6.5% 5.6% 8.6% 7.7%
Debt (L-T)  39.2% 38.7%  33.7% 40.5% 52.5% 49.7% 48.3% 46.8%
Deposits Due 3. 7% 3.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Deferred Credits 6.5% 3.4% 3.6% 4.8% 1.8% 4.9% 4.5% 4.4%
Minority Interest 2.5% 2.1% 2.3% 1.6% 1.1% 0.9% 0.8% 0.8%
Preferred Shares 3.9% 3.5% 0.0% 5.6% 9.1% 8.0% 7.4% 7.2%
Convertible Debentures 0.0% 0.0% 0.9% 1.1% 0.6% 0.6% 0.6% 0.5%
Shareholders' Equity ~ 32.4% 308%  33.7% 271.7% 28.3% 30.3% 29.8% 32.6%
100.0%  100.0% 100.0%  100.0%  100.0%  100.0%  100.0%  100.0%
Income Statement
Net Profit to Common 31.9 49.9 63.3 73.6 89.0 119.3 122.4 1375
Cash Flow from Operations 97.5 94.2 134.4 160.7 283.7 320.0 309.4 335.4
Key Statistics
Newfoundland Light & Power
Average Utility Rate Base ($mm)  559.8 549.3 602.0 640.8 720.5 744.1 744.0 811.0
Growth Rate 5.9% -1.9% 9.6% 6.4% 12.4% 3.3% 0.0% 9.0%
2004 - 2007 CAGR 4.0%
Allowed Return on Equity  10.28% 9.25%  9.05% 9.75% 9.75% 9.24% 8.77% 8.77%
Deemed Equity 45.00%  45.00% 45.00%  45.00%  45.00%  45.00%  45.00%  45.00%

Source: BMO Neshitt Burns
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BMO Nesbhitt Burns Fortis Inc.
Fortis Inc. (FTS)
—— Target Pri
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1985 1990 1995 2000 2005 2003 2004 2005
FYE EPS P/E DPS Yield Payout BV P/B ROE - Rati _Mar-03 =
(Dec.) $ $ % % $ % FTS - Rating as of 21-Mar-03 = Mkt
1982  0.44 7 023 75 51 273 1.1 16
1983  0.49 7 024 66 49 299 1.2 17 Date Rating Change  Share Price
1984  0.54 7 027 67 49 323 1.2 17
ol %K s 3 ik i3 % 2 comes  OPuwa  ams
1987 052 9 031 65 60 39 12 14 2 4-Sep-03 OP to Mkt $14.83
o R N A Dot Mewon mer
A A R MDAV
1992 064 10 038 62 60 528 12 12 5 28-Mar-05 Mkt to OP $17.90
A (I - O © ans 0P MK St
A B " e omume e
5 . 5. 7 . . -Sep-
1097 060 18 044 42 74 640 16 9 8 20-Sep05  OP to Mkt $22.72
1998  0.45 21 045 47 >100 663 1.4 7
1999  0.56 14 045 57 80 6.57 1.2 9
2000  0.60 15 046 5.1 77 6.97 1.3 9
2001 ND 14 047 40 56  7.49 16  nm
2002 ND 13 049 37 50 8.50 15  nm
2003 ND 14 052 35 49 882 1.7 nm
2004  0.99 16 054 3.1 51 10.45 1.7 10
2005 1.10 21 064 26 55 1045 2.3 11
Current* 117 20 064 27 55 11.76 2.0 10
Average: 12 5.4 62 1.4 12.0
Growth(%):
Year: = 14.4 6.8 11.0
10 Year: 6.3 41 6.9
20 Year: 4.2 4.4 6.3

* Current EPS is the 4 Quarter Trailing to Q4/2005.

Last Daily Data Point: March 1, 2006
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BMO Nesbitt Burns Fortis Inc.

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 is dependent upon 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 | have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations
or views in this report.

General Disclosure

The information and opinions in this report were prepared by BMO Nesbitt Burns Research, the research department of BMO Neshitt Burns Inc., and
BMO Neshitt Burns Ltee./Ltd. (“BMO Nesbitt Burns”). Harris Neshitt Corp. (“HNC”) is an affiliate of BMO Nesbitt Burns. BMO Nesbitt Burns and
HNC are subsidiaries of Bank of Montreal. The reader should assume that BMO Nesbitt Burns, HNC 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 Nesbitt Burns Research as of the date of this report and are subject to
change without notice. BMO Nesbitt Burns Research 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 Nesbhitt Burns 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 Nesbitt Burns or its
affiliates that is not reflected in this report. This report is not to be construed as an offer to sell or the solicitation of an offer to buy or sell any security.

The research analyst and/or associates who prepared this report are compensated based upon (among other factors) the overall profitability of BMO
Nesbitt Burns, HNC and their affiliates, which includes the overall profitability of investment banking services. BMO Nesbitt Burns, HNC or their
affiliates expect to receive or will seek compensation for investment banking services within the next 3 months from all issuers covered by BMO
Nesbitt Burns Research.

BMO Nesbitt Burns, HNC or their affiliates will buy from or sell to customers the securities of issuers mentioned in this report on a principal basis.
BMO Nesbitt Burns, HNC, their 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. BMO Nesbitt Burns, HNC or their affiliates may act as financial advisor
and/or underwriter for the issuers mentioned herein and may receive remuneration for same. Bank of Montreal or its affiliates (“BMO Financial
Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Nesbitt Burns Research. A
significant lending relationship may exist between BMO Financial Group and certain of the issuers mentioned herein.

Company Specific Disclosure

Disclosure 9: HNC or an affiliate received compensation for products or services other than investment banking services from this issuer within the past
12 months.

Disclosure 10: This issuer is a client (or was a client) of BMO Nesbitt Burns, HNC or an affiliate within the past 12 months: Non Securities Related
Services.

Distribution of Ratings

Rating BMO NB BMO NB BMO NB First Call
Category Rating Universe 1.B. Clients* Universe**
Buy Outperform 41% 54% 47%
Hold Market Perform 48% 39% 46%
Sell Underperform 11% 7% 7%

* Reflects rating distribution of all companies where BMO NB has received compensation for Investment Banking services.
** Reflects rating distribution of all North American equity research analysts.
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BMO Nesbitt Burns Fortis Inc.

Ratings Key

BMO Nesbitt Burns uses 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 as measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdag 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

BMO Nesbitt Burns Research publications are available via our web site http://bmonesbittburns.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 Nesbitt Burns client groups
entitled to our research. Please contact your investment advisor or institutional salesperson for more information.

Additional Matters

TO U.S. RESIDENTS: HNC and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 HNC and/or BMO Nesbitt Burns Securities Ltd.

TO U.S. RESIDENTS: Harris Nesbitt Corp. and/or BMO Neshitt Burns Securities Ltd., affiliates of BMO Nesbitt Burns, 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 Harris Nesbitt 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 is a Member of CIPF. Harris Nesbitt Corp. and BMO Nesbitt Burns Securities Ltd. are is a Members of SIPC.
“BMO (M-Bar roundel symbol)” is a registered trade-mark of Bank of Montreal, used under licence.
“Nesbitt Burns” is a registered trade-mark of BMO Nesbitt Burns Corporation Limited, used under licence.
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Fortis Inc.

(FTS-TSX)

Market Perform
Underperform

Stock Rating:
Industry Rating:

BCUC Increases Benchmark ROE;
Market Perform Rating Unchanged

Event

On March 2, the British Columbia Utilities Commission issued its Decision
relating to an application by Terasen Gas Inc. and Terasen Gas (Vancouver
Island) Inc. to determine the appropriate return on equity and capital structure,
and to review and revise the automatic adjustment mechanism. In the decision,
the Commission increases the benchmark return on equity for 2006 to 8.80%
versus 8.29% previously and alters the automatic adjustment mechanism (see
our industry comment dated March 6 for additional information). FortisBC
(100% - Fortis Inc.) is regulated by the Commission and is subject to the
automatic adjustment mechanism and the established benchmark ROE.

Impact
Slightly positive.

Forecasts

We have revised our financial model to reflect the change in benchmark ROE.
The utility operations of FortisBC earn the benchmark ROE plus a 0.40%
premium, for a total allowed return in 2006 of 9.20% versus 8.69% previously.
Our diluted 2006 and 2007 EPS estimates increase to $1.18 and $1.27,
respectively, from $1.17 and $1.26 previously.

Valuation

Our target price reflects a weighted average valuation approach: 17x diluted
2007E EPS of $1.27 (12.5%), 1.75x 2007E book value per share of $13.35
(12.5%), and a target yield of 3.0% (75%), assuming 2007 dividends per share
of $0.72.

Recommendation
We believe that the shares are reasonably valued. Our rating is Market Perform.

March 6, 2006
Research Comment
Gas & Electrical

Karen Taylor, CFA
(416) 359-4304
Karen.Taylor@bmonb.com
Assoc: Kevin Cheng

$22.60
$23.75
