
 

 

Diane Roy 
Vice President, Regulatory Affairs 

 
Gas Regulatory Affairs Correspondence 

Email:  gas.regulatory.affairs@fortisbc.com 

 
Electric Regulatory Affairs Correspondence 
Email:  electricity.regulatory.affairs@fortisbc.com 

FortisBC  

16705 Fraser Highway 

Surrey, B.C.  V4N 0E8 

Tel:  (604) 576-7349 

Cell: (604) 908-2790 

Fax: (604) 576-7074 

Email:  diane.roy@fortisbc.com    

www.fortisbc.com 

 
 
 
 
 
 
 
April 6, 2018 
 
 
 
British Columbia Utilities Commission 
Suite 410, 900 Howe Street 
Vancouver, B.C.   
V6Z 2N3 
 
Attention:  Mr. Patrick Wruck, Commission Secretary and Manager, Regulatory Support 
 
Dear Mr. Wruck: 
 
Re: FortisBC Energy Inc. (FEI) 

Project No. 1598917 

2017 Price Risk Management Plan (PRMP) (the Application) and the 2018 PRMP 
(the Revised Application) 

Response to the British Columbia Utilities Commission (BCUC or the 
Commission) Information Request (IR) No. 1 

 
On June 13 2017, FEI filed the Application referenced above. On January 5, 2018, FEI filed 
the Revised Application.  In accordance with Commission Order G-22-18 setting out the 
amended Regulatory Timetable for the review of the Application, FEI respectfully submits the 
attached response to BCUC IR No. 1. 
 
If further information is required, please contact Mike Hopkins, Senior Manager, Price Risk & 
Resource Planning at (604) 592-7842. 
 
 
Sincerely, 
 
FORTISBC ENERGY INC. 
 
 
Original signed:  
 

 Diane Roy 
 
 
Attachments 
 
cc (email only): Registered Parties 
 

mailto:gas.regulatory.affairs@fortisbc.com
mailto:electricity.regulatory.affairs@fortisbc.com
mailto:diane.roy@fortisbc.com
http://www.fortisbc.com/


FortisBC Energy Inc. (FEI or the Company) 

2017 Price Risk Management Plan (PRMP) (the Application) and the 2018 PRMP (or 
the Revised Application) 

Submission Date: 

April 6, 2018 

Response to British Columbia Utilities Commission (BCUC or the Commission) 
Information Request (IR) No. 1 

Page 1 

 

Table of Contents Page no. 1 

A. PRICE RISK MANAGEMENT OBJECTIVES ...................................................................... 2 2 

B. PRICE RISK MANAGEMENT TOOLS ...............................................................................54 3 

C. HEDGING PROPOSALS ...................................................................................................95 4 

D. STAKEHOLDER CONSULTATION ....................................................................................99 5 

  6 



FortisBC Energy Inc. (FEI or the Company) 

2017 Price Risk Management Plan (PRMP) (the Application) and the 2018 PRMP (or 
the Revised Application) 

Submission Date: 

April 6, 2018 

Response to British Columbia Utilities Commission (BCUC or the Commission) 
Information Request (IR) No. 1 

Page 2 

 

A. PRICE RISK MANAGEMENT OBJECTIVES 1 

1.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  2 

Exhibit B-1-2, p. 4; FEI 2015 Price Risk Management (PRM) 3 

Application, Exhibit B-1, p. 1; FEI 2015 PRM Order E-10-16, Letter L-4 

15-16 and Decision dated June 17, 2016 (FEI 2015 PRM Decision), p. 5 

9 6 

Price risk management plan objective 7 

FortisBC Energy Inc. (FEI) states on page 4 of its 2018 Price Risk Management Plan 8 

Application (Revised Application) that: 9 

FEI’s objectives for its price risk management, which includes hedging, 10 

include the following: 11 

• Mitigate market price volatility to support rate stability [objective 1], and 12 

• Capture opportunities to maintain commodity rates at historically low levels 13 

[objective 2]. 14 

FEI stated on page 1 of its 2015 Price Risk Management (PRM) Application that: 15 

FEI believes that the workshop process has helped to re-affirm its price 16 

risk management objectives which include the following: 17 

• Mitigate market price volatility to support rate stability; and 18 

• Capture opportunities to provide customers with more affordable rates [2015 19 

objective 2]. 20 

FEI stated on page 9 of the FEI 2015 PRM Decision that “the Panel is not persuaded 21 

that the objective of capturing opportunities to provide customers with more affordable 22 

rates has application beyond the current market-pricing environment.” 23 

1.1 Please explain 1) why and 2) how objective 2 contained in the Revised 24 

Application has been modified from those contained in the 2015 PRM 25 

Application. 26 

  27 

Response: 28 

FEI has revised objective 2 to make it more specific and relevant to the current low market price 29 

environment rather than the affordability in rates.  The affordability in rates can be somewhat 30 

subjective and difficult to measure as it will vary among different customers. Maintaining 31 

commodity rates at historically low levels is less subjective and easier to define since 32 

information regarding historical commodity rates is available and observable and can be used 33 

for comparison or as part of benchmarking in a hedging strategy.  34 
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 1 

 2 

 3 

1.2 Please provide FEI’s view on the difference in interpretation between objective 2 4 

in the Revised Application and objective 2 in the 2015 PRM Application. 5 

  6 

Response: 7 

Please refer to the response to BCUC IR 1.1.1. 8 

 9 

 10 

 11 

1.3 In the Revised Application, would it be fair to say that FEI is ultimately striving for 12 

two objectives: (i) rate stability and (ii) low commodity rates? If not confirmed, 13 

please elaborate. 14 

  15 

Response: 16 

In the 2018 PRMP, FEI is striving to mitigate price volatility to support rate stability and capture 17 

opportunities to maintain commodity rates at historically low levels.  As discussed in Section 4 of 18 

the 2018 PRMP, there are other programs or activities (e.g. physical gas contracting strategies, 19 

rate setting mechanisms, Customer Choice Program or Equal Payment Plan) which take 20 

different actions to increase rate or bill stability or achieve low commodity rates.    21 

 22 

 23 

 24 

1.3.1 Please confirm that (a) mitigating market price volatility and (b) 25 

capturing opportunities are actionable items to achieve the two 26 

objectives, and that FEI could take other actions to achieve those 27 

objectives. If not confirmed, please explain otherwise.  28 

  29 

Response: 30 

Mitigating market price volatility and capturing opportunities are actions that support rate 31 

stability and lower commodity rates in a way that other actions or tools cannot replicate.  32 

As summarized in Section 4.6 of the 2018 PRMP, FEI can and does take other actions by using 33 

other tools to increase rate stability and support low commodity rates.  These other tools include 34 

physical supply contracting strategies, rate setting mechanisms and deferral accounts. 35 
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However, these other tools are not as effective as hedging in meeting these objectives.  1 

Hedging, unlike the other tools, locks in forward market prices which affects the underlying 2 

market prices and their impacts on FEI’s gas costs, which ultimately flow through to customers 3 

in commodity rates.  The use of deferral accounts, for example, while effective in reducing some 4 

short-term rate volatility, merely shift gas costs to other periods where they will ultimately need 5 

to be recovered or refunded from customers through rate changes.  6 

 7 

 8 

 9 

1.3.2 Please clarify whether FEI’s objectives are to achieve low and stable 10 

overall rates or commodity rate (e.g. cost of gas) only. 11 

  12 

Response: 13 

One of FEI’s price risk management objectives is to maintain commodity rates at historically low 14 

levels. However, given that commodity rates can be a significant portion and typically the most 15 

variable component of the overall rates, achieving this objective for the commodity rate will also 16 

help with achieving it for overall customer rates.   17 

 18 

 19 

 20 

1.4 Please clarify whether FEI’s two PRM objectives in the 2018 PRM must be 21 

considered jointly, have certain priority sequence, or should be considered in 22 

isolation (i.e. achieving one of the two is sufficient). 23 

  24 

Response: 25 

FEI considers both objectives equally important with neither one having priority over the other.  26 

FEI’s customer research (provided in Appendix A of the 2018 PRMP) and discussions with 27 

stakeholders (described in Section 6 of the 2018 PRMP) indicate that both of the objectives are 28 

important to customers.  FEI notes that achieving the objective of capturing opportunities to 29 

maintain commodity rates at historically low levels can also help with the objective of supporting 30 

rate stability.  However, achieving the objective of supporting rate stability does not necessarily 31 

achieve the objective of capturing opportunities to maintain low rates.  FEI discusses in the 32 

2018 PRMP (page 5) that market price conditions could change in the future and FEI may no 33 

longer have the opportunity to capture opportunities to maintain low commodity rates for 34 

customers.  Therefore, FEI notes that this objective is applicable in the current low market price 35 

environment.  As FEI discusses on page 4 of the 2018 PRMP, the objective related to mitigating 36 
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market price volatility is applicable in both high and the current low gas price environment as 1 

there can be market price volatility in either. 2 

  3 
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2.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, p. 4; FEI 2017 Long Term Gas Resource Plan (LTGRP), 2 

Exhibit B-1 pp. 142–143; FEI and FortisBC Energy (Vancouver 3 

Island) Inc. 2011-2014 Price Risk Management Plan, Order G-120-11 4 

and Reasons for Decision, dated July 12, 2011, Appendix A, pp. 20–5 

21 6 

Consistency with the FortisBC Energy Inc. 2017 Long Term Gas 7 

Resource Plan  8 

FEI states on page 4 of its Revised Application: 9 

FEI’s objectives for its price risk management, which includes hedging, 10 

include the following: Mitigate market price volatility to support rate 11 

stability [objective 1], and Capture opportunities to maintain commodity 12 

rates at historically low levels [objective 2]. 13 

FEI states on page 142 of its 2017 LTGRP Application that “FEI has developed 14 

diversified procurement strategies and utilized PRMPs to manage commodity price risk 15 

and facilitate competitive and affordable natural gas rates” [emphasis added]. FEI further 16 

states on page 143 of its LTGRP that “FEI’s price risk management objectives include 17 

mitigating market price volatility to support rate stability and capturing favourable prices 18 

to provide customers with more affordable rates” [emphasis added]. 19 

On page 21 of Appendix A to Order G-120-11 it was stated that: 20 

The Commission Panel finds that the need for an objective related to the 21 

competitiveness of natural gas with other energy sources has not been 22 

established” It further states on page 21 that “Considering only the 23 

commodity price and ignoring the potential for responding to competitive 24 

threats more broadly is in our view an inadequate response. 25 

2.1 Please reconcile the PRMP objectives stated in the Revised Application with 26 

those stated in the FEI 2017 LTGRP Application. In particular, please explain 27 

whether “affordable and competitive rates” as stated in the LTGRP is one of the 28 

objectives of PRMP. 29 

  30 

Response: 31 

Please refer to the response to BCUC IR 1.1.1 regarding FEI’s update to its objective regarding 32 

achieving more affordable rates.  As stated in the 2018 PRMP, FEI’s price risk management 33 

objectives do not explicitly include achieving affordable and competitive rates.  However, 34 

achieving the objective of capturing opportunities to maintain low commodity rates may, at the 35 

same time, help provide some customers with more affordable rates than in the past and help 36 

with the competitiveness of natural gas compared to other energy sources. 37 
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 1 

 2 

 3 

2.2 Please explain whether the PRMP objectives stated in the Revised Application in 4 

effect “facilitate competitive and affordable natural gas rates.” 5 

  6 

Response: 7 

Please refer to the response to BCUC IR 1.2.1. 8 

 9 

 10 

 11 

2.2.1 If yes, please comment on how FEI has considered the findings 12 

contained in Order G-120-11 in reaching the objectives proposed in the 13 

Revised Application. 14 

  15 

Response: 16 

Please refer to the response to BCUC IR 1.2.1. 17 

  18 
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3.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, pp. 1, 7, 11; FEI 2015 Price Risk Management Plan, 2 

Exhibit B-1, p. 8 3 

Market price environment 4 

FEI states on page 1 of its Revised Application that “Market prices are near the level of 5 

many gas producers’ break-even production costs, indicating that there is little room for 6 

further downward movement.” FEI further states on page 7 that “Gas producers in North 7 

America continue to lower costs and improve drilling techniques such that they have 8 

reduced their break-even costs over time “, and presents Figure 3-2 to show the WCSB 9 

Gas Producer Break-Even Costs: 10 

 11 

FEI also presents Figure 3-1 on page 6 of its Revised Application, showing a historical 12 

high price environment and low price environment over the November 1999 to 13 

November 2017 period. 14 

3.1 Please replicate Figure 3-2 above for year 2007, and layer Figure 3-2 contained 15 

in the application on top of the replicated Figure 3-2 for year 2007. 16 

  17 

Response: 18 

FEI is not able to replicate Figure 3-2 for the year 2007 as most of the production at that time 19 

was coming from other production areas such as conventional gas and coalbed methane plays 20 

rather than from the Montney and Deep Basin plays.  In 2007 the main coalbed methane plays 21 

in Western Canada included the Horseshoe Canyon and Mannville, which had average break-22 

even costs of about $4.22 per GJ and $7.04 per GJ, respectively. The other main conventional 23 
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gas plays at that time included the Horn River which had break-even costs of about $7.28 per 1 

GJ.   2 

The break-even costs were higher in 2007 compared to current break-even costs provided in 3 

Figure 3-2, as technological advances in drilling techniques with unconventional production 4 

have lowered costs in the shale gas era. The average AECO/NIT monthly market price in 2007 5 

was $6.26 per GJ. The higher average market gas price in 2007 reflects the higher production 6 

break-even costs at that time.   7 

  8 

 9 

 10 

 11 

3.1.1 Please comment on whether the break-even cost in 2007 was higher, 12 

same, or lower than in 2017. If the break-even cost has changed 13 

overtime, please explain the factors that contributed to this change. 14 

  15 

Response: 16 

Please refer to the response to BCUC IR 1.3.1. 17 

 18 

 19 

 20 

3.1.2 Please present the market price in 2007, and comment on whether the 21 

market price in 2007 is aligned with the gas producer break-even cost in 22 

2007. 23 

  24 

Response: 25 

Please refer to the response to BCUC IR 1.3.1. 26 

 27 

 28 

 29 

3.2 With reference to the historical market price and producer break-even cost in the 30 

past 10 years, please comment on whether gas producers’ break-even costs 31 

have historically informed the likelihood and directional change in future market 32 

prices.  33 

  34 
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Response: 1 

Gas producers’ break-even costs have decreased over the last 10 years as gas producers have 2 

been able to lower their production costs and employ improved drilling techniques.  This has 3 

enabled gas producers to produce more supply into the marketplace which, relative to demand 4 

over the past 10 years, has led to a decrease in market gas prices.  So, overall, lower break-5 

even costs have resulted in declining gas prices over time.  Generally speaking, gas producers’ 6 

break-even costs have also provided a “soft floor” for market gas prices as many producers will 7 

cut back on production if market prices fall below these levels.  However, other factors have 8 

influenced the changes in market prices as well.  These include, for example, temporary and 9 

sudden increases in demand due to weather or supply disruptions due to weather events or 10 

pipeline constraints.   11 

 12 

 13 

 14 

In FEI’s 2015 PRM Application, FEI presented the projected gas producer break-even 15 

cost on page 8, replicated below: 16 

 17 

3.3 Please confirm, or explain otherwise, that both of the gas producer break-even 18 

cost Figures included in the 2015 PRM and in the Application referenced above 19 

are reflective of a “low price environment” as characterized in Figure 3-1 of FEI’s 20 

Application. 21 

  22 
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Response: 1 

Confirmed. 2 

 3 

 4 

 5 

3.4 Based on the two Figures referenced above showing the gas producer break-6 

even costs in the Revised Application and in the 2015 PRM Application, please 7 

comment on whether the two Figures shows that break-even cost has reduced 8 

between 2015 and 2017. 9 

  10 

Response: 11 

Yes, the break-even costs have reduced since 2015. Based on the figure from the 2015 PRM 12 

Application the break-even cost was over $3.50 per GJ for production in the Montney region, 13 

compared to the average break-even of about $2 per GJ for most WCSB gas producers in 14 

Figure 3-2 of the 2018 PRMP. 15 

 16 

 17 

 18 

3.4.1 If the two Figures referenced above are not directly comparable, please 19 

reproduce Figure 3 from the 2015 PRM Application to match the format 20 

presented in Figure 3-2 in the 2018 Application.  21 

  22 

Response: 23 

Please refer to the response to BCUC IR 1.3.4. 24 

 25 

 26 

 27 

3.5 Please comment on whether FEI considers that the break-even cost can be 28 

further reduced in the future due to factors such as technological advancement, 29 

or producers’ ability to sustain a low break-even cost due to recoveries from gas 30 

liquids or oil from liquid rich basins. 31 

  32 

Response: 33 

Break-even costs are near their lowest levels; however break-even costs could reduce further 34 

for some producers due to factors such as technological advancements. As Figure 3-2 of the 35 
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2018 PRMP shows, some producers already have break-even costs below $1 per GJ and near 1 

zero due to the recoveries from gas liquids or oil.  It is possible that many liquids-rich producers 2 

may be able to sustain these low break-even costs as long as oil and liquids market prices 3 

remain high enough for them to generate profits.  4 

  5 
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4.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, pp. 4, 6; FEI 2017 LTRGP, Exhibit B-1, p. 143 2 

Historically low levels 3 

FEI states on page 4 of the Revised Application that “FEI’s objectives for its price risk 4 

management, which includes hedging, include the following: 5 

• Mitigate market price volatility to support rate stability [objective 1], and 6 

• Capture opportunities to maintain commodity rates at historically low levels 7 

[objective 2].” 8 

FEI states on page 143 of the LTGRP Application that “The objectives for the medium 9 

and longer term are the same, but the tools for managing price risk management are 10 

different.” 11 

FEI states on page 6 of its Revised Application that “A low priced environment is one 12 

where market prices fall to near historical lows and natural gas producer break-even cost 13 

levels, so that it has for more potential upside price movement than downside… For the 14 

AECO/NIT market, a low priced environment is where market prices are near or below 15 

about $2.00 per GJ, with occasional price spikes above $3.00 per GJ.” 16 

Figure 3-1 on page 6 shows the historical AECO/NIT market prices from 1999 to 2017. 17 

4.1 Please confirm that “historically low levels” in objective 2 refers to the low priced 18 

environment at around $2/GJ at the AECO/NIT market. If not confirmed, please 19 

elaborate on what is considered “historically low levels.” 20 

  21 

Response: 22 

Confirmed, with the following clarification. 23 

The reference to “historically low levels” in objective 2 is referring to maintaining FEI’s 24 

commodity rates at historically low levels for customers, such as those during 2016 and 2017 in 25 

Figure 3-7 of the 2018 PRMP. FEI’s commodity rates during these two years were among FEI’s 26 

lowest commodity rates ever and are significantly lower than most of FEI’s previous commodity 27 

rates.  To help maintain these historically low rates, FEI’s hedging strategy includes proposals 28 

for capturing low market prices if there is an opportunity to do so.  The current low market priced 29 

environment is one where AECO/NIT market prices are at or below about $2 per GJ.    30 

 31 

 32 

 33 
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4.1.1 If confirmed, please provide the price range and sustained duration of 1 

AECO/NIT price to be considered in a low priced environment. 2 

  3 

Response: 4 

AECO/NIT prices near or below about $2.00 per GJ with temporary spikes up to $5.00 per GJ 5 

and dips to or below $1.00 per GJ for a period of years would be considered a continuation of 6 

the low priced environment.   7 

 8 

 9 

 10 

4.2 Hypothetically, if the market prices further reduce to around $1/GJ and are 11 

sustained around the $1/GJ range, please comment on whether the price that 12 

would be considered at “historically low levels” per objective 2 would differ from 13 

the price level defined in response to the Information Request (IR) above? 14 

  15 

Response: 16 

If prices were to be sustained at the $1 per GJ range, they would still be at historically low 17 

levels.  As noted in Section 3.1.1 in the 2018 PRMP, for the AECO/NIT market, a low priced 18 

environment is where market prices are near or below about $2.00 per GJ. Therefore, if prices 19 

were to fall below $2.00 for a sustained time they would still be at historically low levels. 20 

 21 

 22 

 23 

4.3 Please explain whether FEI considers objective 2 to be relevant only to the 24 

current pricing environment, or in any time horizon irrespective of the pricing 25 

environment? 26 

  27 

Response: 28 

Objective 2 is only relevant in the current low price environment.  As discussed in Section 4.3.2, 29 

in higher priced environments FEI would consider using other hedging instruments, such as call 30 

options or costless collars, which provide downside price participation, and avoid being locked 31 

in at potentially higher price levels.   32 

 33 

 34 

 35 
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4.4 In light of Figure 3-1 on page 6 of the Revised Application, would it be fair to say 1 

that the 1999 to 2009 period AECO/NIT market prices has experienced relatively 2 

higher price volatility and the 2010 to 2017 AECO/NIT market prices has 3 

experienced relatively lower price volatility?  4 

  5 

Response: 6 

Yes, in the 1999 to 2009 period AECO/NIT market prices have experienced relatively higher 7 

price volatility and in the 2010 to 2017 period AECO/NIT market prices have experienced 8 

relatively lower price volatility. The following table compares the volatility of the AECO/NIT 9 

market prices based on several metrics (in $ per GJ units), including price range and standard 10 

deviation, for the two time periods in question. It shows that the 1999 to 2009 period 11 

experienced a wider range of price movements and higher standard deviation than the 2010 to 12 

2017 period.  13 

 14 

While market prices have averaged lower since 2009, market price volatility still occurs, albeit at 15 

a lower level than in the 1999 to 2009 period.  This market price volatility continues to create 16 

volatility in FEI’s commodity rate as FEI shows in Figure 4-1 of the 2018 PRMP, with commodity 17 

rates ranging from near $1 per GJ to almost $5 per GJ over the last few years.   18 

 19 

 20 

 21 

4.4.1 To the extent possible, please provide any calculations and/or indices 22 

that show natural gas price volatility (e.g. AECO/NIT market prices) in 23 

the last 1, 3, 5, 10, and 20 years. 24 

  25 

Response: 26 

The following figure shows the volatility in AECO/NIT monthly settled prices for the last 1, 3, 5, 27 

10 and 19 years based on price ranges and standard deviations (in $ per GJ units). FEI does 28 

not have market price information back 20 years.  29 

 30 

  31 
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5.0 Reference: PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, pp. 5, 11 2 

Market view versus risk view 3 

FEI states on page 5 of the Revised Application that “This objective reflects an 4 

opportunistic strategy based on the current price environment, and FEI does not know 5 

how long the opportunity may last… FEI’s proposed opportunistic hedging strategy 6 

positions FEI to capture low market prices and improve the likelihood of maintaining low 7 

commodity rates for customers for a longer period….” 8 

FEI states on page 11 of its Revised Application that “downside price movements are 9 

limited, given gas producer break-even costs discussed in Section 3.1.2, with greater 10 

potential upside price moves.” 11 

5.1 FEI cites “opportunistic hedging strategy” and not knowing “how long the [low 12 

market prices] opportunity may last.” Please explain how FEI differentiates 13 

between hedging and speculation. What are the indicators that “capture 14 

opportunities to maintain commodity rates at historically low levels” may suggest 15 

the shift from a risk view to a market view over time. 16 

  17 

Response: 18 

Speculation involves trying to predict market price movements and implement hedges for the 19 

purpose of financial gain or trying to “beat the market”.  In contrast, FEI’s hedging strategy 20 

involves hedging for the purposes of supporting commodity rate stability and capturing market 21 

prices at or below predetermined target values to maintain stable, low rates for customers. FEI’s 22 

objectives do not include achieving the lowest possible market prices, but rather maintaining 23 

commodity rates at/near historically low levels. Furthermore, FEI’s hedging price targets are 24 

based on consideration of production break-even costs, price probability analysis, third party 25 

price forecasts and the forward market price curve, rather than on FEI’s speculation of future 26 

market price movements. These hedging price targets are determined through this analysis and 27 

are maintained for a period of time, at least until further analysis is done in the next PRMP, 28 

rather than being adjusted based on market price movements throughout the year.   FEI’s other 29 

objective is to provide rate stability through low hedging price targets so that this stability is not 30 

achieved at any cost or an unreasonable cost to customers. As discussed in Section 4.3.1 of the 31 

2018 PRMP, FEI notes that this strategy can lead to hedging gains or costs due to differences 32 

between market prices and the prices that FEI has hedged at, and that the key to a successful 33 

hedging program is its ability to meet the objectives without incurring significant hedging costs 34 

for a period of time. 35 

 36 

 37 

 38 
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5.2 With respect to FEI’s view that “downside price movements are limited” and that 1 

there is “greater potential update price moves”, in addition to natural gas break-2 

even cost levels, has FEI conducted any other fundamental1 analysis to support 3 

its view? If so, please provide such analysis and if not, please explain. 4 

  5 

Response: 6 

In addition to natural gas break-even costs, FEI conducted analysis that examined the price 7 

probability of future AECO/NIT market prices. Figure 3-6 in the 2018 PRMP shows that 8 

downside price movements are limited to about $1 per GJ with greater probability of prices 9 

increasing to $4 per GJ and higher. FEI also reviewed gas market historical prices and the 10 

forward monthly prices and the price forecast from Wood Mackenzie, as shown in Figure 3-5 in 11 

the 2018 PRMP, to support the view that “downside price movements are limited”.   12 

  13 

 14 

 15 

 16 

5.3 With respect to FEI’s view that “downside price movements are limited” and that 17 

there is “greater potential update price moves”, in addition to market prices falling 18 

to near historical lows, are there any technical indicators2 to show the likelihood 19 

of future gas prices increasing, decreasing, or remaining the same? If so, please 20 

provide such analysis and if not, please explain. 21 

  22 

Response: 23 

Please refer to the response to BCUC IR 1.5.2.  24 

  25 

                                                

1  Fundamentals refer to economic characteristics of a business, such as profitability, financial strength, 
and risk. https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx. 

2  Technical indicators refer to momentum indicators based on price. 
https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx. 

https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx
https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx
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6.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, p. 26; 2015 PRM decision3, p. 9; British Columbia 2 

Utilities Commission Order G-130-06 and Rules for Natural Gas 3 

Energy Supply Contracts4   4 

Purpose of hedging tools 5 

FEI states on page 26 of the Revised Application that: 6 

Hedging instruments involve locking in or capping market gas prices… 7 

Hedging can be used as a tool to stabilize market prices and protect 8 

customers from market price volatility. Hedging acts like insurance 9 

against adverse price movements. Hedging strategies can be tailored to 10 

different market price environments so that they protect customers and 11 

provide some rate stability in a cost effective manner. Hedging also 12 

provides the opportunity to help preserve relatively low commodity rates 13 

for customers by capturing opportunities when they arise. 14 

In Order G-130-06, the Commission’s Rules for Natural Gas Energy Supply Contracts 15 

(Rules), Rule 14.3 establishes that annual gas contracting plans shall provide for 16 

“diversity of pricing arrangements and other price risk management measures.” 17 

6.1 Please explain, in a financial context, what is the advantages and purpose of 18 

hedging over other financial instruments. Specifically, is the key purpose of 19 

hedging to provide price certainty, opportunity to gain from market speculation, or 20 

other? 21 

  22 

Response: 23 

The key purpose of FEI’s proposed hedging is to support FEI’s objectives, which include the 24 

following: 25 

 Mitigate market price volatility to support rate stability, and 26 

 Capture opportunities to maintain commodity rates at historically low levels. 27 

FEI has recommended implementing financial fixed price swaps, or physical fixed price 28 

purchases, in this low market price environment in the interests of preserving historically low 29 

commodity rates for customers.  Using fixed price swaps or physical fixed price purchases as 30 

hedges against the possibility of rising natural gas rates, enables FEI to lock in market prices 31 

thereby providing price and gas cost certainty for a portion of the commodity supply portfolio.  32 

This, in turn, helps provide more stability in commodity rates for customers.  Other financial 33 

                                                

3  https://www.ordersdecisions.bcuc.com/bcuc/decisions/en/145161/1/document.do. 
4  https://www.ordersdecisions.bcuc.com/bcuc/orders/en/item/116159/index.do?r=AAAAAQAIZy0xMzAtMDYB. 

https://www.ordersdecisions.bcuc.com/bcuc/decisions/en/145161/1/document.do
https://www.ordersdecisions.bcuc.com/bcuc/orders/en/item/116159/index.do?r=AAAAAQAIZy0xMzAtMDYB
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hedging instruments, such as call options or costless collars, which provide downside price 1 

participation and include a price cap, rather than locking in price certainty, could be considered 2 

in higher priced environments.   3 

As FEI notes in Section 2 of the 2018 PRMP, taking a market position with the purpose of 4 

gaining from market speculation is not one of FEI’s objectives.  5 

 6 

 7 

 8 

6.2 In FEI’s view, and in the context of physical and financial hedging, please 9 

compare and contrast between (i) hedging as proposed in the Revised 10 

Application and (ii) price risk management measures as contemplated in the 11 

Rules.  12 

  13 

Response: 14 

The hedging as proposed in the 2018 PRMP, which includes either physical or financial 15 

hedging, is related to the objectives of mitigating market price risk to support commodity rate 16 

stability and capturing opportunities to maintain commodity rates near historically low levels for 17 

customers.  As FEI discusses in Section 2 of the 2018 PRMP, the hedging strategy is not 18 

related to supply security, which is an objective of the Annual Contracting Plan (ACP).   19 

The price risk management measures as contemplated in the Rules are related to gas supply 20 

arrangements with the primary goal of reliably meeting customers’ needs at a reasonable cost.  21 

These price risk management measures, as defined within the ACP, include tools such as 22 

physical gas storage, supply hub diversity and allocation between daily and monthly priced 23 

supply, discussed in Appendix B of the 2018 PRMP.  The hedging strategy proposed in the 24 

2018 PRMP is informed by the market price exposure determined through the ACP.   25 

 26 

 27 

 28 

6.2.1 Are there any instances in the Revised Application where FEI use the 29 

terms “hedging” and “price risk management measures” 30 

interchangeably? Please specify and explain. 31 

  32 

Response: 33 

No, the terms are not used interchangeably because FEI does not consider hedging and price 34 

risk management measures to be the same thing.  Price risk management measures includes 35 
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all tools and strategies which can help to mitigate market price volatility or capture low market 1 

prices.  Hedging is one of these tools, as noted in Appendix B of the 2018 PRMP.  2 

 3 

 4 

 5 

6.3 Please comment on whether the proposed hedging strategy meets the objective 6 

of “Capture opportunities to maintain commodity rates at historically low levels” if 7 

the market price is further reduced. 8 

  9 

Response: 10 

Yes, the current proposed hedging strategy would meet the objective if the market price is 11 

further reduced. However, FEI would consider lowering its hedging price targets if the reduced 12 

market price was supported by gas production break-even costs, third party gas price forecasts, 13 

gas price probability analysis and other relevant information, as it has done in the 2018 PRMP.  14 

  15 

 16 

 17 

 18 

6.4 Hypothetically, if the market environment suggests that there is a high likelihood 19 

for market prices to reduce in the future, please comment on whether FEI will still 20 

suggest the hedging proposal as proposed. 21 

  22 

Response: 23 

Please refer to the response to BCUC IR 1.6.3. 24 

 25 

 26 

 27 

6.4.1 If yes, please explain how the proposed hedging strategy implemented 28 

in the hypothetical pricing environment mentioned above meets FEI’s 29 

stated PRMP objectives. 30 

  31 

Response: 32 

As stated in the response to BCUC IR 1.6.3, FEI would look to lower hedging targets if the 33 

market price further reduced and was supported by analysis. Lower hedging targets would still 34 

allow FEI to continue to meet the stated objectives.  Both the proposed hedging targets and the 35 
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hypothetical lower hedging targets would mitigate price volatility to support rate stability and 1 

capture opportunities to maintain historically low commodity rates.  However, it is important to 2 

note that FEI is not able to predict if future market prices will be further reduced and making this 3 

assumption would involve speculation.   4 

 5 

 6 

 7 

6.4.2 If not, please explain whether FEI is taking a market view or a risk view 8 

in determining the appropriate price risk management tool to implement. 9 

  10 

Response: 11 

Please refer to the response to BCUC IR 1.6.4.1. 12 

 13 

 14 

 15 

6.5 Hypothetically, if the market is in a “high-priced environment”, would FEI 16 

recommend any hedging strategy in aims to achieve rate stability? 17 

  18 

Response: 19 

In a high-priced environment FEI would look at other hedging instruments to help with the 20 

objective of achieving more commodity rate stability.  Section 4.3.2 of the 2018 PRMP describes 21 

other financial tools and strategies that FEI would consider using in a higher market price 22 

environment.  This includes the use of call options or costless collars, which provide downside 23 

price participation and include a price cap or ceiling. These instruments can mitigate some 24 

market price volatility at a low cost.  These instruments would be part of a more defensive 25 

hedging strategy designed to mitigate market price volatility rather than the current proposed 26 

opportunistic hedging strategy which is designed to meet this objective as well as capture low 27 

price opportunities.   28 

  29 
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7.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1 

Exhibit B-1-2, pp. 1, 5, 15–17  2 

Incentive and purpose for the price risk management plan 3 

On page 1 of the Revised Application, FEI states that “[t]he hedging strategy is the best 4 

tool available to FEI to lock in historically low market gas prices for the benefit of FEI’s 5 

customers.” The FEI cost of gas flows through to customers by way of the FEI 6 

commodity rate. In other words, FEI does not mark up the cost of gas.5  7 

On the delivery rate component, as required by legislation, the Commission establishes 8 

a fair return for FEI’s investments on the gas distribution system.6 On the commodity 9 

side, the Gas Supply Mitigation Incentive Plan (GSMIP) compensate FEI’s shareholder 10 

by way of maximizing gas cost savings to FEI customers though the Annual Contracting 11 

Plan (ACP).7   12 

On pages 5, 15–17, FEI discusses that the ACP’s objective is to manage supply security 13 

and notes various contracting strategies. In Order G-130-06, Rule 14.3 establishes that 14 

annual gas contracting plans shall provide for “diversity of pricing arrangements and 15 

other price risk management measures.” 16 

7.1 Please discuss the incentive for FEI to undertake the 2018 PRMP, from a FEI 17 

shareholder’s perspective. 18 

  19 

Response: 20 

There is no direct incentive for FEI to undertake the 2018 PRMP from a shareholder’s 21 

perspective as the price risk management strategies are designed for the benefit of FEI’s 22 

customers.   23 

 24 

 25 

 26 

7.1.1 Would FEI shareholders be willing to bear all of the risk, including any 27 

losses, associated with the proposed hedging strategy? Please explain. 28 

  29 

                                                

5  https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx . 
6  http://www.bcuc.com/Documents/Proceedings/2016/DOC_46971_08-10-2016_FEI_CEC-ROE-

2016_Decision.pdf. 
7  http://www.bcuc.com/Documents/Proceedings/2016/DOC_47685_L-27-16_FEI-GSMIP-2016-

2019_Term-Sheet.pdf. 

https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx
http://www.bcuc.com/Documents/Proceedings/2016/DOC_46971_08-10-2016_FEI_CEC-ROE-2016_Decision.pdf
http://www.bcuc.com/Documents/Proceedings/2016/DOC_46971_08-10-2016_FEI_CEC-ROE-2016_Decision.pdf
http://www.bcuc.com/Documents/Proceedings/2016/DOC_47685_L-27-16_FEI-GSMIP-2016-2019_Term-Sheet.pdf
http://www.bcuc.com/Documents/Proceedings/2016/DOC_47685_L-27-16_FEI-GSMIP-2016-2019_Term-Sheet.pdf
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Response: 1 

No.  The hedging strategy is related to achieving the price risk management objectives for 2 

customers.  3 

  4 

 5 

 6 

 7 

7.1.2 Would FEI shareholders be willing to share the risk with ratepayers in 8 

FEI’s proposed hedging strategy? If so, how would this sharing 9 

mechanism look like? If not, please explain. 10 

  11 

Response: 12 

Please refer to the response to BCUC IR 1.7.1.1.  13 

 14 

 15 

 16 

7.2 Please clarify why FEI chooses to file a separate and standalone PRMP 17 

application instead of including its price risk management measures in the ACP 18 

process. 19 

  20 

Response: 21 

FEI’s past practice has been to file separate and standalone PRMP applications rather than 22 

including the hedging strategies in the ACP.  This is because it is the ACP which first 23 

determines the physical supply resources required to meet customers’ needs and thereby 24 

determines the market price exposure of the physical portfolio.  Based on this exposure, the 25 

PRMP determines the best strategies to mitigate this price risk.   26 

Furthermore, FEI requires the ACP to be approved by the Commission in a timely manner in 27 

order to have sufficient time to procure and contract for the required physical resources for 28 

customers.  FEI’s experience is that the review and approval of FEI’s PRMPs takes 29 

considerably longer than that for the ACP and so including its price risk management strategies 30 

within the ACP could delay the ACP review process.    31 

  32 
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8.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1 (2017 PRMP Application), Section 2, p. 4; Exhibit B-1-2, p. 2 

13 3 

Customer survey 4 

On page 4 of the 2017 PRMP Application, FEI states objectives for its price risk 5 

management (including hedging), which include the following: 6 

• Mitigate market price volatility to support rate stability, and 7 

• Capture opportunities to maintain commodity rates at historically low levels 8 

On page 13 of the Revised Application, FEI states the objectives of the customer survey 9 

conducted in 2017 as follows:  10 

i) to help determine the importance of customers’ gas bills in relation to other 11 

household bills; 12 

ii) [to help determine] customer tolerances for bill changes in the current low 13 

price environment; and 14 

iii) what, if any, premium customers are willing to pay for more bill stability.  15 

The results would help FEI determine if its current price risk management tools 16 

(including hedging) to meet the objectives, are sufficient based on customer tolerances 17 

and preferences or whether more tools are required now or in the future.  18 

8.1 Please discuss how each of the customer survey objectives relate to the 19 

objectives of FEI’s price risk management as listed in the Revised Application. 20 

  21 

Response: 22 

The following are the customer survey objectives and how they relate to the stated objectives in 23 

the 2018 PRMP: 24 

i) to help determine the importance of customers’ gas bills in relation to other household 25 

bills; 26 

This customer survey objective supports FEI’s objective to mitigate market price volatility to 27 

support rate stability by helping determine the importance of customers’ gas bills relative to 28 

other household expenses which provides insights into customers’ sensitivity to changes in their 29 

gas bills. 30 

  31 
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ii) [to help determine] customer tolerances for bill changes in the current low price 1 

environment;  2 

This customer survey objective relates to both of FEI’s price risk management objectives by 3 

providing FEI an understanding of customers’ tolerances for bill changes.  FEI can translate 4 

tolerances in bill changes to tolerance in commodity rate changes given that typically the most 5 

volatile portion of the customers’ bill is the commodity rate. 6 

iii) what, if any, premium customers are willing to pay for more bill stability.  7 

This customer survey objective supports both of FEI’s price risk management objectives by 8 

determining what, if any, premium customers would be willing to pay for supporting bill stability. 9 

This provides insights into what degree of additional cost customers might be willing to bear for 10 

more stable natural gas bills as well as what level of increase in bills they could tolerate.   11 

 12 

 13 

 14 

8.2 Please discuss how results of the survey have informed FEI about the sufficiency 15 

of existing price risk management tools or the need for more tools now or in the 16 

future. 17 

  18 

Response: 19 

The survey results support FEI’s view that, at this time, an opportunistic hedging strategy is 20 

required to meet the interests of customers. As stated in Section 3.3 of the 2018 PRMP, the 21 

responses in the survey point to a willingness by many customers to pay a small premium for 22 

bill stability.  The survey results show that, on average, residential customers would be willing to 23 

pay up to 3.6 percent each month and small commercial customers would be willing to pay up to 24 

4.6 percent each month for greater stability in their natural gas bill.  This translates into an 25 

average of about 19 to 24 percent premium on the commodity rate component of the bill. FEI 26 

believes the price risk management tools, including hedging as illustrated in Figure 4-5 of the 27 

2018 PRMP, can provide customers with greater bill stability, while meeting customers’ 28 

tolerances for potential bill increases. For further analysis on the hedging cost and the 29 

commodity rate component of the bill, please refer to the response to BCUC IR 1.19.4.  30 

If the market price environment were to change, such as if market prices were significantly 31 

higher and more volatile, FEI would consider more customer research to help determine if 32 

customers’ concerns or tolerances for gas rates or bills has changed, and consider other price 33 

risk management tools or strategies, such as call options or costless collars, as discussed in 34 

Section 4.3.2 of the 2018 PRMP. 35 
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 1 

 2 

 3 

8.2.1 Please discuss how the importance of customer gas bills in relation to 4 

other household bills relate to a need for more price risk management 5 

tools?  6 

  7 

Response: 8 

The importance of customer gas bills in relation to other household bills provides insight into the 9 

importance of customers’ gas bills and therefore how sensitive they might be to gas bill 10 

changes.  Based on where customers rank the importance of gas bills relative to other 11 

household bills and their tolerance for bill increases, its proposed price risk management 12 

strategies are appropriate.  However, for example, if customers had ranked their gas bills as 13 

having more importance than any other household bills, FEI might consider more robust price 14 

risk management, such as greater amounts of hedging, to help manage commodity rates for 15 

customers.   16 

 17 

 18 

 19 

8.2.2 Please discuss how i) customer tolerance for bill changes and ii) 20 

willingness to pay for more bill stability inform FEI about customer 21 

willingness to bear the costs and risks of hedging? 22 

  23 

Response: 24 

Please refer to the response to BCUC IR 1.8.2. 25 

 26 

 27 

 28 

8.2.3 Please discuss which of the survey objectives relate to establishing 29 

customer tolerance to risks associated with hedging.  30 

  31 

Response: 32 

Customers’ willingness to pay for more bill stability relates to establishing customer tolerance to 33 

risks, i.e. the potential cost associated with hedging. The responses in the survey point to a 34 

willingness by many customers to pay a small premium for bill stability.  As stated in Section 3.3 35 

of the 2018 PRMP, the survey indicates that 62 percent would be willing to pay a small premium 36 
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for bill stability while 31 percent indicated they would not be willing to pay a premium and 7 1 

percent were uncertain. The survey results show that, on average, residential customers would 2 

be willing to pay up to 3.6 percent each month and small commercial customers would be willing 3 

to pay up to 4.6 percent each month for greater stability in their natural gas bill.  This translates 4 

into an average of about 19 to 24 percent premium on the commodity rate component of the bill.  5 

This provides FEI with an idea of the magnitude of potential hedging costs that could be 6 

tolerated by customers through rates.  7 

  8 
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9.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A, p. 5 2 

Customer survey sample 3 

On page 5 of Appendix A to the 2017 PRMP Application, it is stated: 4 

Residential customers were sourced from an online panel provider. 5 

Targeted oversampling was conducted to ensure an adequate base size 6 

of low income households. A total of 99 residential customers fall into the 7 

low income category.  8 

9.1 Please explain what an “online panel provider” is and why it is used to source 9 

residential customer survey participants. 10 

  11 

Response: 12 

An online panel provider is a company that recruits people to participate in online market 13 

research. Market research vendors may either run their own panel or contract that service from 14 

a third party.  The use of an online approach permitted the presentation of complex information 15 

that could not be feasibly done using a telephone methodology. 16 

 17 

 18 

 19 

9.2 Please discuss the reason for targeted oversampling of low-income households 20 

and what is meant by an “adequate base size” of low-income households.  21 

  22 

Response: 23 

Lower income households are likely more sensitive to rate or bill increases and, in particular, to 24 

unexpected rate or bill increases. They are also more likely to be under-represented in surveys. 25 

It was therefore important that FEI took steps to ensure an adequate level of representation of 26 

low income customers in the overall sample to allow for the comparison of responses between 27 

low income and non-low income customers.  28 

 29 

 30 

 31 

9.2.1 Please explain in detail FEI’s survey sampling model, its underlying 32 

assumptions and inherent interpretation risks, with a particular 33 

emphasis on why FEI thought oversampling low-income households 34 

was necessary? 35 
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  1 

Response: 2 

Sentis Research (Sentis) was instructed to ensure that the sample was representative of the BC 3 

population (18+) in our service territory by age and gender. While the FEI customer base may 4 

not mirror the BC population exactly, in the absence of information about the makeup of FEI’s 5 

customer base, Sentis used the characteristics of the overall population as a proxy. Sentis was 6 

also asked to oversample low income customers. To do so the following steps were undertaken:  7 

1. The first priority was to ensure that there was a representative sample of BC residents 8 

aged 18 and older entering the survey to answer the qualifying questions, so targets for 9 

age and gender within region were set. The assumption is that, if the incoming sample 10 

(i.e. those entering the survey) accurately reflects the BC public aged 18 and older, then 11 

Sentis can be confident that the resulting qualified sample of residential FEI customers 12 

falling out of that larger group will also be accurate.  13 

2. During data tabulation, mathematical weighting was applied to the sample entering the 14 

survey based on age, gender and region to ensure it was an exact match to actual 15 

population figures. 16 

3. Prior to oversampling with low income customers, the actual proportion of FEI residential 17 

customers qualifying as low income was sourced from the representative, weighted 18 

sample of 824 FEI residential customers. 8 percent of these customers qualified as low 19 

income (or 66 unweighted respondents).  20 

4. Sentis then completed another 33 surveys with FEI residential customers who qualified 21 

as low income to bring the total for this group to 99, which provided a more valid sample 22 

size for analysis. To elaborate, a sample size of 66 has a margin of error of +/-12.1 23 

percent, while a sample size of 99 has a margin of error of +/-9.8 percent, at the 95 24 

percent level of confidence. 25 

5. To ensure the sub-group of low income FEI residential customers were not over-26 

represented in the total sample of FEI residential customers, mathematical weighting 27 

was applied to ensure they represented 8 percent of that total sample. 28 

It was necessary for FEI to understand differences, if any, in the preferences and tolerances of 29 

low income customers so that it could ensure that its price risk management strategy is meeting 30 

the needs of all customers. Given the greater sensitivity low income customers could likely have 31 

to gas rates and bills, the possible concerns, preferences and tolerance levels of these low 32 

income customers needed to be identified.  33 

Further, by identifying in what ways low income customers may differ from a typical FEI 34 

residential customer (e.g. in their knowledge around natural gas billing, tolerance to bill 35 

increases, natural gas usage, etc.), FEI is better able to develop pricing strategies and 36 
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communication that respects the needs of this customer group, while still meeting the needs of 1 

the entire FEI residential customer class. 2 

 3 

 4 

 5 

9.3 Please compare in percentages, a proportion of low-income households sample 6 

to total residential sample in this survey, and a proportion of low-income 7 

households to total number of households in the FEI service area.  8 

  9 

Response: 10 

The percentage of low income customers who participated in the survey was 11.3 percent of the 11 

overall residential sample. While FEI does not know the percentage of its customers that are 12 

classified as low income, the 2016 census reported that 11 percent of BC residents fall below 13 

the low income cutoff (LICO).  When Sentis undertook the initial phase of the survey they 14 

determined that 8 percent (66 completed surveys) of the respondents were low income. This 15 

percentage was used to weight the results. However, they then completed another 33 surveys 16 

to ensure that the percentage of low income respondents at least matched the provincial level.  17 

 18 

 19 

 20 

9.3.1 Please discuss whether a proportion of low-income households in the 21 

survey sample reflects a proportion of low-income households in a total 22 

number of households which are FEI’s customers. If not, please discuss 23 

the discrepancy and impact such discrepancy may have on survey 24 

results, considering that low-income customers are likely to be more 25 

sensitive to bill fluctuations.  26 

  27 

Response: 28 

Please refer to the response to BCUC IR 1.9.3.  29 

  30 
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10.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A, Questionnaire, p. 27; Exhibit B-1-2, p. 13 2 

Customer survey 3 

On page 13 of the Revised Application, FEI states: 4 

The survey indicates that 62% would be willing to pay a small premium 5 

for bill stability while 31% indicate they would not be willing to pay a 6 

premium and 7 % were uncertain.  7 

On page 27 of Appendix A of the 2017 PRMP Application, it is stated that: 8 

Approximately four-in-ten residential customers, low-income residential 9 

customers and small commercial customers are willing to pay more each 10 

month to provide greater stability in their natural gas bill, with equal 11 

percentages holding a contrary view.  12 

…. 13 

Q12 How much more do you think is reasonable to pay each month to 14 

provide greater stability in your natural gas bill? [Emphasis added] 15 

10.1 Please explain how FEI defines “bill stability.”  16 

  17 

Response: 18 

FEI defines bill stability as minimizing bill differences from month to month.   Bill variations can 19 

be caused by changes in: distribution and midstream charges; the cost of gas; and the volume 20 

of gas used.  However, as distribution and midstream charges are more than likely only 21 

adjusted on an annual basis and so do not fluctuate during the year, the primary causes of 22 

volatility are commodity related. The cost of gas can be adjusted on a quarterly basis and 23 

customer volumes used are dependent on factors such as temperature. Therefore, they have 24 

greater potential to cause bill instability for customers. While the Equal Payment Plan (EPP) 25 

offers customers an opportunity to smooth out volumetric changes, this 2018 PRMP addresses 26 

the issue of bill instability due to changes in the commodity rate. 27 

 28 

 29 

 30 

10.1.1 Please state the difference between “bill stability” and “rate stability” as 31 

defined in objective 1 of the Revised Application. 32 

  33 
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Response: 1 

As discussed in the response to BCUC IR 1.10.1, bill stability refers to minimizing bill 2 

differences from month to month whether due to changes in any component of the bill or due to 3 

changes in the volume of gas used.  Rate stability refers to minimizing changes in rates.  4 

Objective 1 of the Revised Application relates to commodity rate stability.  5 

 6 

 7 

 8 

10.2 Please explain how and where FEI defined “bill stability” to survey respondents? 9 

  10 

Response: 11 

The concept of bill stability and the role of commodity rate changes play in bill volatility was 12 

conveyed to survey respondents through the preamble to question 12 which reads: “Paying 13 

extra to ensure stable bills/payments applies to natural gas. Since it is possible for natural gas 14 

prices to fluctuate, this could mean that your natural gas bill could go up and/or down several 15 

times a year even if your usage remains the same”.  16 

 17 

 18 

 19 

10.2.1 If not defined in the survey, please explain what FEI understands the 20 

customers’ interpretation of “bill stability” to be and how that conclusion 21 

was reached. 22 

  23 

Response: 24 

As discussed in the response to BCUC IR 1.10.2, the concept of bill stability was conveyed to 25 

survey respondents through the preamble to question 12 which discusses how natural gas bills 26 

can go up and/or down several times a year even if customer usage stays the same. 27 

 28 

 29 

 30 

10.3 Please confirm that “equal percentages holding a contrary view” means an equal 31 

percentage of survey respondents indicate no willingness to pay more each 32 

month to provide greater stability in their natural gas bill. 33 

  34 
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Response: 1 

The exact breakdown of those willing to pay versus no willingness to pay more each month is as 2 

follows: 3 

 All residential: 44% vs. 40% (Margin of error +/- 3%); 4 

 Low-income: 35% vs. 47% (Margin of error +/- 10%); and 5 

 Commercial: 40% vs. 40% (Margin of error +/- 8%). 6 

The results confirm that the breakdown is relatively equal. 7 

 8 

 9 

 10 

10.3.1 If confirmed, please reconcile that statement with the statement on 11 

page 13 of the Revised Application, as referred to above. 12 

  13 

Response: 14 

Question 12 addressed directly how much the customers were willing to pay for bill stability, 15 

whereas question 13 addressed customers’ opinion about the general idea of paying extra for 16 

bill stability.  17 

When asked about the general idea, 62 percent of respondents liked or were ok with paying 18 

extra to ensure a more stable natural gas bill.  Three-in-ten (31 percent) were against the idea 19 

and nearly one-in-ten had no opinion. 20 

However, when respondents were asked about specific percentage increases to pay for bill 21 

stability, four-in-ten residents were willing to pay. 22 

 23 

 24 

 25 

10.3.2 If not confirmed, please explain what “equal percentages holding a 26 

contrary view” means. 27 

  28 

Response: 29 

Please refer to the response to BCUC IR 1.10.3.1. 30 

  31 
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11.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A, Managing Energy Costs and Payments 2 

Survey (Questionnaire), p. 6; Exhibit B-1-2, p. 4; FortisBC Inc. – 3 

Sample Bill for Mainland Customers8  4 

Customer survey 5 

On page 4 of the Revised Application, FEI states its objectives for price risk 6 

management (including hedging), which include the following: 7 

• Mitigate market price volatility to support rate stability, and 8 

• Capture opportunities to maintain commodity rates at historically low 9 

levels. 10 

On page 6 of the Questionnaire, questions related to “awareness of natural gas pricing” 11 

read as follows: 12 

 13 

On the FortisBC website, the following sample bill for Mainland customers is presented: 14 

                                                

8  https://www.fortisbc.com/NaturalGas/Homes/Rates/Mainland/Pages/Sample-bill-for-Mainland-
customers.aspx. 

https://www.fortisbc.com/NaturalGas/Homes/Rates/Mainland/Pages/Sample-bill-for-Mainland-customers.aspx
https://www.fortisbc.com/NaturalGas/Homes/Rates/Mainland/Pages/Sample-bill-for-Mainland-customers.aspx
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 1 

11.1 As presented above, FEI gas bills have three components: i) Delivery Charges, 2 

ii) Commodity Charges, and iii) Other Charges and Taxes. Please discuss the 3 

share of each of those components in a total bill for a) residential and b) small 4 

commercial customers. 5 

  6 

Response: 7 

Please refer to the tables below which outline the share (in percent) that each FEI bill 8 

component (delivery charges, commodity charges and other charges and taxes) currently 9 

comprise of the total monthly bill for a residential rate schedule 1 customer and a small 10 

commercial rate schedule 2 customer.   11 

As evidenced by the tables below, commodity charges currently make up less than a quarter of 12 

a residential customer’s monthly bill and one quarter of a small commercial customer’s monthly 13 

bill.  However, in the past FEI’s commodity charges have been and contributed to a larger 14 

percentage of the overall bill. As FEI has stated in the Revised Application, one of FEI’s 15 

objectives for its price risk management is to capture opportunities to maintain commodity rates 16 

at historically low levels.   17 
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 1 

FEI Charges Rate ($/GJ) or (%)

Monthly 

Dollar Amount

% of Total 

Monthly Bill

Delivery charges

Basic Charge per day (based on 30 days) $0.3890 $11.67 17.36%

Delivery charge per gigajoule $4.355 $27.87 41.45%

Subtotal $39.54 58.80%

Commodity charges

Storage and Transport charge per gigajoule $0.758 $4.85 7.21%

Cost of gas per gigajoule $1.549 $9.91 14.74%

Subtotal $14.76 21.95%

Other charges and taxes

Carbon tax per gigajoule $1.4898 $9.53 14.18%

Clean Energy Levy (0.40% of   amounts) 0.40% $0.22 0.32%

GST 5% of   amounts) 5% $3.19 4.75%

Subtotal $12.94 19.24%

Total Monthly Bill $67.24

FEI Charges Rate ($/GJ) or (%)

Monthly 

Dollar Amount

% of Total 

Monthly Bill

Delivery charges

Basic Charge per day (based on 30 days) $0.8161 $24.48 9.53%

Delivery charge per gigajoule $3.508 $99.28 38.63%

Subtotal $123.76 48.16%

Commodity charges

Storage and Transport charge per gigajoule $0.765 $21.65 8.42%

Cost of gas per gigajoule $1.549 $43.84 17.06%

Subtotal $65.49 25.48%

Other charges and taxes

Carbon tax per gigajoule $1.4898 $42.16 16.41%

Clean Energy Levy (0.40% of   amounts) 0.40% $0.76 0.29%

GST 5% of   amounts) 5% $11.57 4.50%

PST 7% of   amounts) 7% $13.25 5.15%

Subtotal $67.74 26.36%

Total Monthly Bill $256.99

Assumptions:

Rate Schedule 1  Residential monthly bill based on a monthly consumption of 6.4 GJ.

Rate Schedule 2 Small Commercial monthly bill based on a monthly consumption of 28.3 GJ.

The FEI Basic, Delivery, Storage and Transport, and Cost of Gas charges are effective January 1, 2018 and 

are inclusive of the applicable rate riders.

Residential Customer (Rate Schedule 1)

Small Commercial Customer (Rate Schedule 2)

>

>

>

*

>

+

>

+

+  >

+  >

+  >  *

+  >  *
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 1 

 2 

 3 

11.2 Please discuss survey respondents’ understanding of the Commodity Charges 4 

share of their total bill and which question(s) in the survey test that 5 

understanding. 6 

  7 

Response: 8 

Survey participants were provided with a description of the Cost of Gas component of their bill 9 

and then asked if they understood the Cost of Gas charge (Question 6) and had been aware 10 

that FEI does not mark up the cost of gas (Question 5) prior to being told in the survey.  11 

Nearly one-half (46 percent) of all residential customers claimed prior awareness that FEI did 12 

not mark up the cost of gas (per page 18 of Appendix A of the 2018 PRMP). Nearly two-thirds 13 

(65 percent) claimed to have understood the Cost of Gas charge, albeit only 16 percent claimed 14 

to have understood it very well (per page 19 of Appendix A of the 2018 PRMP).  15 

 16 

 17 

 18 

11.3 Please discuss survey respondents’ understanding that FEI’s objective to 19 

“mitigate market price volatility to support rate stability” relates only to the 20 

mitigation of volatility of commodity portion of the natural gas bill and explain 21 

which question in the survey tests that understanding. 22 

  23 

Response: 24 

Question 12 addresses the customer’s willingness to pay to “provide greater stability in your 25 

natural gas bill”. In the prelude to the question, the customer is reminded that the volatility 26 

relates to the commodity price, “Since it is possible for natural gas prices to fluctuate, this could 27 

mean your natural gas bill could go up and/or down several times a year even if your usage 28 

remains the same.” 29 

 30 

 31 

 32 

11.3.1 If such a question was not included in the survey, please discuss why.  33 

  34 
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Response: 1 

As discussed in the response to BCUC IR 1.11.3, question 12 addresses the customer’s 2 

willingness to pay more to “provide greater stability in your natural gas bill”. In the prelude to the 3 

question, the customer is reminded that the volatility relates to the commodity price: “Since it is 4 

possible for natural gas prices to fluctuate, this could mean your natural gas bill could go up 5 

and/or down several times a year even if your usage remains the same.” 6 

  7 
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12.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1-2, Section 3.3, p. 14  2 

Customer survey 3 

On page 14 of the Revised Application, FEI states: 4 

The survey results support FEI’s view that, at this time, an opportunistic 5 

hedging strategy is required to meet the interests of customers. 6 

[Emphasis added]  7 

12.1 Please indicate which question in the survey tests customers’ general 8 

understanding of hedging, and their understanding of the hedging tools that FEI 9 

proposes in its Application. 10 

  11 

Response: 12 

The survey questionnaire does not directly refer to the concept of hedging nor to any specific 13 

approach to hedging or hedging tools that FEI has proposed. Instead, it addresses the 14 

customers’ willingness to pay for greater bill stability which is tied to FEI’s objectives for 15 

hedging. FEI has taken this approach in the survey because introducing hedging and hedging 16 

tools to customers in the survey would add more complexity to the questions given that many 17 

customers most likely are not familiar with hedging strategies or tools.  Customers are more 18 

likely able to relate to the concept of fluctuating bills and paying more to protect against future 19 

bill changes.   20 

 21 

 22 

 23 

12.1.1 If this was not explored with survey questions, please explain why. 24 

  25 

Response: 26 

Please refer to the response to BCUC IR 1.12.1.  27 

 28 

 29 

 30 

12.2 Please indicate which question in the survey tests customers’ understanding of 31 

hedging risks.  32 

  33 
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Response: 1 

Customer understanding of the risks associated with hedging is not directly addressed in the 2 

survey.  Please also refer to the response to BCUC IR 1.12.1.   3 

 4 

 5 

 6 

12.2.1 If this was not explored with survey questions, please explain why. 7 

  8 

Response: 9 

The survey sought information regarding customer interest in paying extra for bill stability rather 10 

than addressing hedging specifically. Therefore, there were no questions about the potential 11 

risks of hedging. 12 

 13 

 14 

 15 

12.3 Please specify which question(s), and responses to those question(s), lead to the 16 

conclusion that “an opportunistic hedging” strategy is required. 17 

  18 

Response: 19 

The conclusion that “an opportunistic hedging” strategy is required is based on the responses to 20 

questions 3, 11, 12, 13 and 14 which are reproduced here. 21 

Q3. How concerned are you about the price of the following (natural gas) increasing in the next 22 

few years? 23 

Over one-half (54%) of residential respondents and almost two-thirds (63%) of commercial 24 

respondents were concerned. 25 

Q11. When it comes to paying for a product that has a fluctuating price, which most closely 26 

matches your point-of-view 27 

 Would rather pay a bit extra to protect against increases 28 

 Would rather not pay a bit extra / not be protected against increases 29 

 Don't know 30 

Four-in-ten residential and commercial customers favoured paying extra to protect against 31 

increases with an equal number opposed to the idea. 32 
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Q12. How much more do you think is reasonable to pay each month to provide greater stability 1 

in your natural gas bill? 2 

Nearly four-in-ten customers would be willing to pay more for price stability with an equal 3 

amount opposed. 4 

Q13. Generally, what do you think of the idea of paying extra now to ensure a more stable 5 

natural gas bill? 6 

Over six-in-ten customers either liked the idea or were ok with the idea. Three-in-ten didn’t like 7 

the idea. 8 

Q14. Which of the following best matches your opinion? 9 

 I prefer that FortisBC makes smaller, more frequent adjustments to the Cost of Gas rate 10 

to help ensure stability in the gas bill, even it means customers pay more; or 11 

 I prefer that FortisBC makes larger, less frequent adjustments to the cost of gas rate 12 

even if the changes in the rate maybe larger each time 13 

Over half of both residential respondents (52 percent) and commercial respondents (56 percent) 14 

preferred FEI to make small adjustments to help ensure bill stability. 15 

  16 
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13.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1-2, Section 3.3 p. 13 2 

Customer survey 3 

On page 13 of the Revised Application, FEI states: 4 

By hedging near the low end of market prices in the current price 5 

environment, FEI does not expect hedges to be significantly out-of-the-6 

money for an extended period and believes there is also the likelihood of 7 

hedging gains rather than costs over time. [Emphasis added] 8 

13.1 Please confirm that “a likelihood of hedging gains” also means that there is no 9 

certainty of hedging gains, i.e. hedging includes an inherent risk of costs, rather 10 

than gains. 11 

  12 

Response: 13 

Confirmed, there is no certainty of hedging gains just as there is also no certainty of hedging 14 

costs for any particular period.  As discussed in Section 4.3.1 of the 2018 PRMP, with any 15 

hedging strategy or program, there is always the potential for hedging costs and gains.  16 

 17 

 18 

 19 

13.2 Please indicate which questions in the survey test customers’ tolerances for risks 20 

of potential losses associated with hedging tools.  21 

  22 

Response: 23 

The survey sought information regarding customer interest in paying extra for bill stability rather 24 

than addressing hedging specifically.  Therefore, there were no questions about any hedging 25 

concepts nor about the potential gains or risks of potential losses associated with hedging. 26 

 27 

 28 

 29 

13.2.1 If such questions were not included, please explain. 30 

  31 

Response: 32 

Please refer to the response to BCUC IR 1.13.2.   33 
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14.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A p. 6; Questionnaire, p.8 2 

Customer survey 3 

On page 6 of Appendix A to the 2017 PRMP Application, it is stated that: 4 

A key component of the analysis for this study is understanding the views and 5 

preferences as a function of their position on the concept of ‘hedging’ (Q11), their 6 

general perceptions regarding the concept of paying extra to ensure a more stable 7 

natural gas bill (Q13) and how much more, if any, they are willing to pay each month for 8 

natural gas bill stability [Q12). [Emphasis added] 9 

On page 8 of the Questionnaire, question 11 reads as follows: 10 

 11 

14.1 Please confirm whether a response to question 11, which tests customers’ 12 

willingness to “pay a bit extra each month to protect against possible, larger 13 

monthly increases in the future”, was interpreted as a reflection of survey 14 

respondents’ position “on the concept of hedging.” 15 

  16 

Response: 17 

Confirmed. 18 

 19 

  20 

 21 

14.1.1 If not confirmed, please reconcile FEI’s position with its 22 

statement on page 6 of Appendix A as referred to above. 23 

  24 

Response: 25 

Please refer to the response to BCUC IR 1.14.1. 26 

  27 
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15.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1-2, p. 14; Exhibit B-1, Appendix A, pp. 8, 26  2 

Customer survey 3 

On page 14 of the Revised Application, FEI states: 4 

The survey results support FEI’s view that, at this time, an opportunistic 5 

hedging strategy is required to meet the interests of customers [emphasis 6 

added]. 7 

On page 8 of Appendix A to the 2017 PRMP Application, it is stated: 8 

In general, residential and small commercial customers place high 9 

value on stability. Among both residential and small commercial 10 

customers, three-in-ten indicated that they did not support the idea of 11 

paying extra now to ensure a more stable natural gas bill. While it is 12 

understandable that a relatively small percentage of customers “like the 13 

idea” of paying extra (19% of residential customers, 17% of small 14 

commercial customers), the plurality of customers are “okay” with paying 15 

extra (43% of residential customers, 46% of small commercial 16 

customers), albeit with some concerns about paying too much.   17 

On page 26 of Appendix A to the 2017 PRMP Application, titled “Views on Hedging”, the 18 

following charts present the survey responses to question 11: 19 

 20 

15.1 Please confirm the following: 21 
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a) 39% of the total residential customers, and 42% of the small commercial 1 

customers indicated willingness to pay extra each month to protect against 2 

possible, larger monthly increases in the future;  3 

b) 38% of the total residential customers indicated they are not willing to pay 4 

extra, while 23% responded that they “do not know”; 5 

c) 37% of the total small commercial customers indicated they are not willing to 6 

pay extra, while 21% responded that they “do not know”. 7 

  8 

Response: 9 

a) Confirmed. 10 

b) Confirmed. 11 

c) Confirmed. 12 

 13 

 14 

 15 

15.1.1 Please confirm that the above referenced survey results are the basis 16 

for the statement that “residential and small commercial customers 17 

place high-value on stability.” 18 

  19 

Response: 20 

The above referenced survey results regarding customers’ willing to pay more for stability as 21 

well as the survey results on page 28 of Appendix A of the 2018 PRMP regarding customers’ 22 

perceptions of paying extra for stability (as discussed in Section 3.3 of the 2018 PRMP) are the 23 

basis for the statement.    24 

 25 

 26 

 27 

15.1.1.1 If not, please explain the basis for the quoted statement. 28 

  29 

Response: 30 

Please refer to the response to BCUC IR 1.15.1.1. 31 

 32 

 33 
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 1 

15.2 Please confirm that the results of the survey as presented above, and a view that 2 

“residential and small commercial customers place high value on stability” formed 3 

the basis for the statement on page 14 of the Revised Application, that “at this 4 

time, an opportunistic hedging strategy is required to meet the interests of 5 

customers”(emphasis added). 6 

  7 

Response: 8 

The survey results indicate that a significant percentage of, “residential and small commercial 9 

customers place high value on stability”.  They also indicate that customers have concerns 10 

about increasing bills (page 23 of Appendix A of the 2018 PRM) and are sensitive to bills 11 

increasing (page 30 of Appendix A of the 2018 PRMP).  These findings, in combination, form 12 

the basis for the statement on page 14 of the Revised Application, that “at this time, an 13 

opportunistic hedging strategy is required to meet the interests of customers”. 14 

 15 

 16 

 17 

15.2.1 If not confirmed, please indicate which questions in the survey, and which 18 

responses, lead to the conclusion that “an opportunistic hedging strategy is 19 

required to meet the interests of customers.” 20 

  21 

Response: 22 

Please refer to the response to BCUC IR 1.15.2.  23 

  24 
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16.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A, Questionnaire, p. 8 2 

Customer survey 3 

On page 8 of the Questionnaire, the following is presented as question 12 of the survey: 4 

  5 

16.1 Please explain whether question 12 was asked only to those survey respondents 6 

who selected option 1 in question 11 (i.e. those who indicated their willingness to 7 

pay extra each month) or to all survey participants, regardless of their responses 8 

to question 11. 9 

  10 

Response: 11 

Question 12 was asked of all respondents, regardless of their responses to question 11. 12 

 13 

 14 

 15 

16.1.1 If the question was posed to all the survey participants, please explain 16 

why. 17 

  18 

Response: 19 

Question 11 addresses the concept of paying for price stability in a general sense, whereas 20 

question 12 addresses directly its relevance to natural gas bills.  Question 12 gives the survey 21 

participant the option of checking the box: “Zero/Do not want to pay more for greater stability.” 22 

 23 

 24 

 25 
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In the preamble to question 12, FEI states: “Paying extra to ensure stable bills/payments 1 

applies to natural gas.” 2 

16.2 Given that respondents were asked to indicate “How much more […] is 3 

reasonable…”, please discuss the purpose of the above statement and its 4 

potential impact on survey results when combined with an underlining 5 

assumption, from question 12, that customers are in support of paying more. 6 

  7 

Response: 8 

The purpose of the preamble was to move from the general concept of paying extra to ensure 9 

stable bills/payments to the specific concept of paying extra to ensure stable bills/payments for 10 

natural gas. The results from both questions (Question 11 and Question 12) indicate that 11 

respondents’ view of the general concept and its specific application to natural gas prices align.  12 

Moreover, Question 12 specifically provided survey participants with the option of responding 13 

with “zero” or “I don’t know.” It is therefore highly unlikely that the statement had any unintended 14 

impact on the results. 15 

  16 
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17.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1, Appendix A, p 28; Appendix A, Questionnaire, p. 8; 2 

Exhibit B-1-2, p. 13, 14 3 

Customer survey 4 

On page 13 of the Revised Application, FEI states: 5 

By hedging near the low end of market prices in the current price 6 

environment, FEI does not expect hedges to be significantly out-or-the-7 

money for an extended period and believes there is also the likelihood of 8 

hedging gains rather than costs over time. [Emphasis added] 9 

FEI further states on page 13 of the Revised Application: 10 

The survey indicates that 62 percent would be willing to pay a small 11 

premium for bill stability while 31 percent indicated they would not be 12 

willing to pay a premium and 7 percent were uncertain.  13 

On page 14 of the Revised Application, FEI states: 14 

The survey results support FEI’s view that, at this time, an opportunistic 15 

hedging strategy is required to meet the interests of customers [emphasis 16 

added]. 17 

On page 28 of Appendix A to the 2017 PRMP Application, it is stated: 18 

• Another four-in-ten residential customers (43%) and small commercial 19 

customers (46%) think the idea is ok, but they worry they will end up paying 20 

too much for natural gas.  21 

• About three in ten among both customer classes don’t like the idea and want 22 

FortisBC to just buy the natural gas needed at the market rate and let it 23 

fluctuate.  24 
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 1 

On page 8 of the Questionnaire, question 13 of the survey is presented: 2 

 3 

17.1 Please confirm that a third of residential and a third of commercial customers 4 

who participated in the survey are against paying extra to ensure a more stable 5 

natural gas bill (31% and 30% respectively). 6 

  7 

Response: 8 

Confirmed.  9 

 10 

 11 

 12 

17.2 Please confirm that 43% of the residential and 46% of small commercial 13 

customers who participated in the survey are concerned that “paying extra to 14 

ensure a more stable natural gas bill” may result in paying too much for natural 15 

gas? 16 
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  1 

Response: 2 

Confirmed, with the clarification that those respondents that have concerns about paying too 3 

much, also indicated that they are “ok” with the idea of paying extra now to ensure a more 4 

stable natural gas bill. Therefore it is reasonable to interpret their response as an acceptance, 5 

albeit it with reservations, of paying extra to provide natural gas bill stability. 6 

 7 

 8 

 9 

17.2.1 If confirmed, please explain whether (and, if so, why) FEI interprets 10 

these responses as “customers willingness to pay a small premium for 11 

bill stability.”  12 

  13 

Response: 14 

Please refer to the response to BCUC IR 1.17.2.  15 

 16 

 17 

17.2.2 If confirmed, please explain how these responses support the statement 18 

made on page 14 of the Revised Application as referred to above.  19 

  20 

Response: 21 

Please refer to the response to BCUC IR 1.17.2.  22 

  23 
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18.0 Reference: SUPPORT FOR OBJECTIVES 1 

Exhibit B-1-2, p. 13.  2 

Customer survey 3 

On page 13 of the Revised Application, FEI states: 4 

The survey results show that, on average, residential customers would be 5 

willing to pay up to 3.6 percent each month and small commercial 6 

customers would be willing to pay up to 4.6% each month for greater 7 

stability in their natural gas bill.  8 

18.1 Please explain the methodology and show the calculation.  9 

  10 

Response: 11 

Page 27 reports on the results from survey question 12. Question 12 was:  12 

Q12. Paying extra to ensure stable bills/payments applies to natural gas. Since it 13 

is possible for natural gas prices to fluctuate, this could mean your natural gas bill 14 

could go up and/or down several times a year even if your usage remains the 15 

same. 16 

Knowing this, how much more do you think is reasonable to pay each month to 17 

provide greater stability in your natural gas bill? Type in the percentage 18 

increase below 19 

Paying __________% more each month on my natural gas bill is reasonable 20 

RANGE IS 1-100% 21 

 Zero/ Do not want to pay more for greater stability 22 

 Don’t know 23 

 24 

All data tabulation, including calculating mean scores was completed using a statistical software 25 

program (SPSS). For this question, SPSS calculated a mean score among those respondents 26 

who provided a response (i.e. those responding ‘don’t know’ were not included in the 27 

calculation). Those responding with ‘Zero/do not want to pay more for greater stability’ were 28 

included in the mean calculation. The table below details the sample or base sizes for the 29 

calculation. 30 

Respondent Group 
# responding to 

Q12 
# responding ‘Don’t 

Know’ to Q12 
# included in mean 

calculation 

All residents 857 140 717 

Low income residents 99 19 80 

Small commercial customers 167 35 132 

 31 
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The formula used to calculate the mean score for each respondent group is as follows: 1 

Mean Score = (Sum of all responses to Q12 among those giving a valid response [i.e. 2 

excluding Don’t Know]) ÷ (Total number of respondents answering Q12 excluding those 3 

responding with Don’t Know)  4 

A simplified example is below: 5 

Imagine 5 respondents answered question 12 and their responses were as follows: 6 

Respondent 1: 3 7 

Respondent 2: Don’t Know 8 

Respondent 3: 2 9 

Respondent 4: 0 10 

Respondent 5: 2 11 

The calculation would be as follows: (3+2+0+2) ÷4 = 1.75 12 

  13 
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B. PRICE RISK MANAGEMENT TOOLS  1 

19.0 Reference: PRICE RISK MANAGEMENT TOOLS 2 

Exhibit B-1-2, p. 13, 26 3 

Hedging tools 4 

FEI states on page 13 of the Revised Application:  5 

The survey results show that, on average, residential customers would be 6 

willing to pay up to 3.6 percent each month and small commercial 7 

customers would be willing to pay up to 4.6 percent each month for 8 

greater stability in their natural gas bill. 9 

FEI states on page 26 of the Revised Application: 10 

Hedging gains or costs relative to market prices are recorded, reflecting 11 

the difference between the hedge prices and the market prices. It is FEI’s 12 

commodity rate customers who receive the benefits and incur the costs 13 

related to any hedging, as reflected in the commodity rate. There are no 14 

additional costs incurred by ratepayers from hedging activity. 15 

19.1 Please confirm that there are no fees, costs, or premiums to place or execute 16 

fixed price swaps. If not confirmed, please elaborate. 17 

  18 

Response: 19 

Confirmed.  20 

 21 

 22 

 23 

19.2 Please explain whether FEI will be managing its proposed hedging activities 24 

internally or externally. 25 

  26 

Response: 27 

FEI will manage its proposed hedging activities internally through its existing employees and 28 

processes. The Senior Manager, Price Risk & Resource Planning and the Price Risk & Market 29 

Specialist monitor the hedging targets, implement the hedges, review and assess the hedging 30 

strategy and prepare the Annual Report and PRMPs.  The Compliance and Reporting Analyst is 31 

also required for monitoring counterparty credit, financial hedging invoice preparation and 32 

financial reporting of hedging results such as mark-to-market.    33 
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 1 

 2 

 3 

19.2.1 Please provide a breakdown of the costs associated with the 4 

implementation of the hedging proposal, including internal operating 5 

costs, subscription cost, external management cost, etc. 6 

  7 

Response: 8 

There are no incremental costs associated with the implementation of the hedging proposal.  It 9 

would be managed internally through existing roles within the Gas Supply group that manage 10 

price and counterparty credit risk, monitor gas market developments that impact FEI’s 11 

customers and provide compliance and reporting.   Minor administrative and support costs 12 

provided by other internal departments are covered in a shared services charge.  Finance and 13 

Regulatory groups also provide minor support to Gas Supply as well as other departments in 14 

the organization.   15 

 16 

 17 

 18 

19.2.2 Please indicate on which account these cost will be recorded. For 19 

example, would the costs be recorded in the Commodity Cost 20 

Reconciliation Account (CCRA) or Midstream Cost Reconciliation 21 

Account (MCRA)? 22 

  23 

Response: 24 

The hedging gains or costs are recorded in the Commodity Cost Reconciliation Account (CCRA) 25 

as this is the appropriate account for recording hedging gains and costs applicable only to the 26 

commodity rate.  27 

Internal management costs related to hedging management and reporting are recorded through 28 

the Core Market Administration Expense (CMAE) account.  The CMAE costs are captured as a 29 

total for all gas supply functions and then allocated 30 percent to CCRA and 70 percent to 30 

MCRA based on the contribution of the various Gas Supply roles to the commodity and 31 

midstream functions.  FEI reviews this allocation periodically to confirm that the allocation is still 32 

appropriate or requires adjustment.   33 

 34 

 35 

 36 
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19.3 Please explain how FEI monitors and evaluates the performance of its hedging 1 

proposal. 2 

  3 

Response: 4 

FEI plans to continue to monitor the market price environment and the effectiveness of its price 5 

risk management.  FEI intends to submit to the Commission an Annual Report by May 1st each 6 

year, which discusses the effectiveness of the hedging program, if approved, in meeting the 7 

objectives.  More specifically, this report would include the following items: 8 

 A financial summary of any hedging gains or costs. 9 

 A description of the impact on rate volatility of any hedging activity as compared to what 10 

would have occurred had hedging not been undertaken. 11 

 The commodity rates achieved relative to historical averages. 12 

 An overall assessment of the effectiveness of any hedging activities undertaken and 13 

comments on potential improvements or changes. 14 

 A description of the impact on rate volatility related to the implementation of the recent 15 

enhancements made to the commodity rate setting mechanism and comments on any 16 

issues arising.  17 

 18 

 19 

 20 

19.4 Please quantify how much hedging cost on the commodity supply portfolio ($) 21 

would result in a customer paying 3.6% of an average residential natural gas 22 

monthly bill and 4.6% of an average small commercial natural gas monthly bill, 23 

respectively. 24 

  25 

Response: 26 

The hedging cost on the commodity supply portfolio that would result in a customer paying 3.6 27 

percent of an average residential natural gas monthly bill and 4.6 percent of an average small 28 

commercial natural gas monthly bill, respectively, depends on the total bill amounts.    29 

To answer this question for a residential customer, FEI has based its response on the effective 30 

residential bill rate of $8.241 per GJ (before taxes)9. At this rate, an annual hedging cost of 31 

$40.5 million or a monthly hedging cost of $3.4 million on the commodity supply portfolio would 32 

                                                

9  $8.241 per GJ reflects the current per unit total bill rate for the average residential customer using 90 

GJ per year.  
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result in a customer paying 3.6 percent more for an average residential natural gas monthly 1 

bill10. Assuming FEI executes its hedges at the price targets up to the proposed implementation 2 

limit of 50 percent of the portfolio, the corresponding differential between market prices and 3 

FEI’s hedged prices would have to be $0.60 per GJ “out-of-the-money” to equal the 3.6 percent 4 

residential customer threshold.    5 

To answer this question for a small commercial customer, FEI has based its response on the 6 

effective small commercial bill rate of $6.70 per GJ (before taxes)11.  At this rate, an annual 7 

hedging cost of $41.8 million or a monthly hedging cost of $3.5 million on the commodity supply 8 

portfolio would result in a customer paying 4.6 percent more for an average small commercial 9 

natural gas monthly bill12.  Assuming FEI executes its hedges at the price targets up to the 10 

proposed implementation limit of 50 percent of the portfolio, the corresponding differential 11 

between market prices and FEI’s hedged prices would have to be $0.62 per GJ “out-of-the-12 

money” to equal the 4.6 percent small commercial customer threshold.    13 

 14 

 15 

 16 

19.4.1 Assuming FEI executes its hedges at the price targets up to the 17 

proposed implementation limit of 50% of the portfolio, please explain 18 

the corresponding market price spread from the hedging target that 19 

would equal the 3.6% and 4.6% threshold as explained above.  20 

  21 

Response: 22 

Please refer to the response to BCUC IR 1.19.4. 23 

  24 

                                                

10  370 TJ/d annual load x 365 days x 50% hedged x $0.60/GJ hedging cost = $40.5 million. 
11  $6.70 per GJ reflects the current per unit total bill rate for the average small commercial customer 

using 340 GJ per year. 
12  370 TJ/d annual load x 365 days x 50% hedged x $0.62/GJ hedging cost = $41.8 million. 
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20.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, p. 30 2 

Customer choice program 3 

FEI states on page 30 that: 4 

FEI residential and small commercial customers (rate classes 1, 2 and 3) 5 

can currently enter into fixed rate commodity supply offerings from 6 

marketers for terms up to five years with natural gas marketers under the 7 

Customer Choice program. This provides customers with rate stability for 8 

up to five years and customers can benefit if market prices and the 9 

alternative FEI commodity rate increase above their fixed rate with the 10 

marketer. 11 

20.1 Please discuss the difference between the commodity supply offerings from 12 

marketers versus the commodity supply that would be offered by FEI if it 13 

executes its hedging proposal. Specifically, please explain the customer’s 14 

exposure to price volatility, benefits/costs involved if market price is different from 15 

fixed/hedged rates, and the ability for both scenarios to change underlying 16 

commodity rates.  17 

  18 

Response: 19 

The main difference in the commodity rate offerings from marketers and the FEI commodity rate 20 

is the degree of commodity rate volatility.  The marketers’ rates are 100 percent fixed while 21 

FEI’s commodity rate is considered a semi-variable rate, which is reviewed and potentially reset 22 

quarterly.   23 

As discussed in Appendix B of the 2018 PRMP, customers choosing to enroll in the Customer 24 

Choice program with marketers are locked into a fixed rate for terms up to five years. The fixed 25 

rate offerings may also include a profit margin for the marketers. Customers are provided with 26 

100 percent rate stability – they benefit if market prices move above their fixed rate but they do 27 

not benefit if market prices fall below their fixed rate during the period they are locked in.   It is 28 

up to the individual marketer to decide whether or not they wish to make use of hedges for their 29 

commodity rate offerings. 30 

If FEI were to execute the hedging proposal in this current low market price environment, FEI 31 

customers would benefit from receiving commodity rates near historically low levels and 32 

reduced commodity rate volatility as compared to without hedging. FEI customers may not 33 

realize the lowest commodity rates achievable but would benefit if market prices increased in 34 

the future.  Hedging can be like insurance in this regard as there can be a small cost with 35 

hedging.  As Figure 4-5 of the 2018 PRMP shows, FEI’s commodity rates would still remain 36 

somewhat variable, but hedging would reduce customers’ exposure to the more significant 37 

market price volatility and would mitigate the impact if market prices increase in the future.  38 
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 1 

 2 

 3 

20.2 Please discuss whether FEI observes that there are differences in customer 4 

preference between those who prefer buying commodity from gas marketers 5 

versus those who prefers to buy from FEI. 6 

  7 

Response: 8 

The Customer Volatility Preferences research conducted in 2017 excluded customers currently 9 

enrolled in Customer Choice. Therefore, FEI has no objective insight into possible differences 10 

that may or may not exist between those who prefer to buy commodity from gas marketers 11 

versus those who prefer to buy from FEI.  12 

 13 

 14 

 15 

20.3 Please explain whether an FEI bundled service customer would have the option 16 

to be fully exposed to the market price if desired under FEI’s hedging proposal. 17 

  18 

Response: 19 

FEI bundled service customers are never fully exposed to market prices. FEI uses the following 20 

rate setting mechanisms which provide some degree of rate stability.  21 

 Quarterly rate setting and use of the Commodity Cost Reconciliation Account (CCRA) 22 

deferral account;  23 

 CCRA rate change trigger mechanism utilizing the ± 5 percent trigger ratio plus a 24 

minimum rate change threshold of ± $0.50 per GJ (per Commission Letter L-40-11); 25 

 Flexibility for utilization of commodity rate change proposals using 24-month timeframes 26 

rather than the standard 12-month prospective period when the appropriate criteria are 27 

met (per Commission Letter L-15-16); and  28 

 A commodity rate change cap of +/- $1.00 per GJ with two provisions: 29 

o The $1.00 per GJ cap is restricted for use in two consecutive quarterly review 30 

periods where the rate change has been in the same direction.  The cap cannot 31 

be applied for the third quarter once it has been applied for the preceding two 32 

quarters.  33 
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o A requirement for the use of the $1.00 per GJ cap is that the CCRA deferral 1 

account does not exceed the plus or minus maximum of +/- $60 million after tax 2 

(per Commission Letter L-15-16). 3 

In addition, FEI’s gas supply contracting strategy of using 60 percent monthly priced and 40 4 

percent daily priced supply provides a degree of stability in the commodity rate.  5 

FEI’s hedging proposal is applicable and for the benefit of all customers receiving their 6 

commodity supply from FEI.  7 

 8 

 9 

 10 

20.3.1 If the option is not available, please discuss how the customer survey 11 

supports limiting that option for FEI bundled service customers. 12 

  13 

Response: 14 

As discussed in the response to BCUC IR 1.20.3, even if FEI’s hedging is not approved, FEI 15 

standard commodity offering customers are never ‘fully exposed to the market’ due to other 16 

price risk management tools such as quarterly rate setting and deferral accounts.   17 

The customer survey supports the view that many customers prefer rate/bill stability and are 18 

sensitive to bill changes and increases – so the hedging proposal is designed to support 19 

that.  FEI believes that alternative commodity rate offerings would be confusing to customers, 20 

receive little uptake and require significant administrative, communications and systems 21 

expenditure. 22 

  23 
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21.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, pp. 27–30 2 

Summary of hedging tools 3 

On pages 27 to 30 of the Revised Application, FBC describes fixed price swaps, call 4 

options, and costless collars. 5 

21.1 Please confirm, or otherwise revise, the accuracy of the table below summarizing 6 

the difference between fixed price swap, call option, and costless collar. In 7 

addition, please complete the table comparing the resources required (e.g. 8 

internal effort required by FEI to administer each hedging option, external 9 

management, etc.). 10 

 11 

 
Upside 

Protection 

Participation In 
Downside Price 

Movements 

Any Premium Or 
Transaction 

Costs 

Resource 
Required 

Fixed Price 
Swap 

Yes, price 
capped at 
hedged price 

No No  

Call Option 
Yes, price 
capped at call 
price 

Yes Yes  

Costless Collar 
Yes, up to a 
predetermined 
range 

Yes, up to a 
predetermined 
range 

No  

  12 

Response: 13 

FEI has revised and completed the table as follows.  14 

 
Upside 

Protection 

Participation In 
Downside Price 

Movements 

Any Premium Or 
Transaction 

Costs 

Resource 
Required 

Fixed Price 
Swap 

Yes, price fixed at 
hedged price 

No No 
Internal 
management 

Call Option 
Yes, price 
capped at strike 
price 

Yes Yes, call premium 
Internal 
management 

Costless Collar 
Yes, price 
capped at collar 
ceiling price 

Yes, down to 
collar floor price 

No 
Internal 
management 

  15 
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22.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, p. 33 2 

Long-term hedging 3 

FEI states on page 33 of its Application that long-term hedging “is effective in meeting 4 

the primary price risk management objectives over a longer period. However, long-term 5 

fixed purchases can result in higher than market costs if market prices move lower after 6 

locking in the fixed price.” FEI further states: “FEI is not pursuing hedges with terms of 7 

greater than five years at this time.” 8 

22.1 Please discuss and compare the benefits, costs, and risks of short-term hedging 9 

(as approved by Order E-10-16), medium hedging (up to 5 years as proposed in 10 

the Revised Application), and long-term hedging beyond 5 years. 11 

  12 

Response: 13 

Hedging for the short-term, medium-term and long-term, in the current low market price 14 

environment, provides customers with rate stability and the opportunity to maintain commodity 15 

rates at historically low levels. As Figure 3-6 in the 2018 PRMP illustrates, the price probability 16 

for low price potential is around $1 per GJ for all terms but the upside goes from about $4 per 17 

GJ in the short-term to higher prices the longer term.  This reflects the market expectations on 18 

supply and demand tightening in the future at AECO/NIT and the more upside than downside 19 

for prices over the long term as discussed in Section 3.1 of the 2018 PRMP.   20 

Assuming FEI were to hedge 50 percent of the 370,000 GJ per day at $2 per GJ and market 21 

prices settled at a low of $1 per GJ or high of $3.50 per GJ for the short-term, the potential cost 22 

would be around $67.513 million and the potential benefit would be around $101.214 million for 23 

the short-term. Medium-term and Long-term market prices have highs of $4 and $7 per GJ, 24 

respectively, and potential benefits would be around $13515 million for the medium-term and 25 

$337.616 million for the long-term. Both medium-term and long-term hedges would have similar 26 

potential costs as the short-term but would have potentially greater benefits based on the price 27 

probability, third party price forecasts and the forward market prices at AECO/NIT.  28 

 29 

 30 

 31 

                                                

13  370 TJ/d annual load x 365 days x 50% hedged x $1.00/GJ hedging cost = $67.5 million. 
14  370 TJ/d annual load x 365 days x 50% hedged x $1.50/GJ hedging benefit = $101.2 million. 
15  370 TJ/d annual load x 365 days x 50% hedged x $2.00/GJ hedging benefit = $135 million. 
16  370 TJ/d annual load x 365 days x 50% hedged x $5.00/GJ hedging benefit = $337.6 million. 
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22.1.1 In consideration of any similarity in costs, benefits, and risks associated 1 

with short, medium and long-term hedging, please elaborate on why 2 

FEI has proposed hedging up to the medium term only. 3 

  4 

Response: 5 

FEI believes that implementation of hedges up to five years in term is appropriate in the current 6 

low market price environment, as discussed in Section 3 of the 2018 PRMP.  As discussed in 7 

Section 4.5 of the 2018 PRMP, FEI is also exploring longer term alternatives such as Volumetric 8 

Production Payments (VPPs) or other types of arrangements.   However, at this time, FEI has 9 

not fully discussed options with gas producers.   If there is interest among producers and, 10 

provided it meets the price risk management objectives over the long term, FEI will bring 11 

forward a long term alternative to the Commission for review.   12 

  13 
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23.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, p. 34 2 

Volumetric Production Payment  3 

FEI states on page 34 of its Revised Application: “FEI is planning to explore this option 4 

[of a VPP] further with producer counterparties to determine if there is interest among 5 

producers and if it meets the price risk management objectives over the long term.” 6 

23.1 Please confirm that FEI is not requesting Panel acceptance, in the Revised 7 

Application, on its plan to explore VPP as a potential long-term PRM tool. If not 8 

confirmed, please elaborate. 9 

  10 

Response: 11 

Confirmed. FEI is planning to explore Volumetric Production Payment and or other 12 

arrangements with gas producers as potential long-term price risk management tools and may 13 

request acceptance in future applications for implementation of such strategies.   14 

  15 
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24.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, pp. 15–17; Appendix B;  2 

Commission Letter L-27-16, FEI Gas Supply Mitigation Incentive 3 

Program (GSMIP) for the Period November 1, 2016 to October 31, 4 

2019, Letter L-4-18, FEI Gas Supply Mitigation Incentive Program 5 

Year End Report November 2016 – October 2017 6 

Mitigation revenues 7 

On pages 15–17 and in Appendix B, FEI provides a number of price risk management 8 

tools.  9 

Attached as Appendix A to Commission Letter L-27-16, the mitigation revenue under the 10 

GSMIP model is shared amongst FEI ratepayers and FEI shareholders. As indicated in 11 

Letter L-4-18, in the 2015/16 and 2016/17 gas years, FEI generated $97 million and $78 12 

million, respectively.   13 

24.1 Please explain whether FEI’s GSMIP should be considered as a price risk 14 

management tool, from the perspective that the mitigation revenue will benefit 15 

FEI’s ratepayers in the form of lower rates. If not, why not? 16 

  17 

Response: 18 

FEI’s GSMIP is not considered a price risk management tool. The mitigation activities as 19 

measured by the GSMIP mechanism include capturing value in storage and transportation 20 

resources due to market conditions. These opportunities serve to help reduce the Midstream 21 

Cost Reconciliation Account (MCRA) costs, and storage and transport rates for customers. The 22 

mitigation activity measured by GSMIP is not specifically designed to meet the price risk 23 

management objectives of mitigating market price volatility or capturing opportunities to 24 

maintain low commodity rates for core customers. 25 

 26 

 27 

 28 

24.1.1 If so, please include the GSMIP as part of the price risk management 29 

tool in Appendix B of the Revised Application, and provide the 30 

corresponding analysis. 31 

  32 

Response: 33 

Please refer to the response to BCUC IR 1.24.1. 34 

 35 

 36 
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 1 

24.2 At a high level, please estimate the savings/gains in FEI’s hedging proposal. How 2 

would the hedging strategy benefits compare to the mitigation revenue generated 3 

by the GSMIP? 4 

  5 

Response: 6 

Please refer to the response to BCUC IR 1.22.1 for the high level estimated savings/gains in 7 

FEI’s hedging proposal.  8 

However, FEI’s proposed hedging strategy is not about trying to ‘beat the market’ by capturing 9 

forward prices at levels below those where market prices ultimately settle; it is about locking in 10 

favourable market prices to help preserve low commodity rates for customers. FEI’s hedging 11 

proposal would mitigate market price volatility and help maintain low commodity rates for core 12 

customers. 13 

FEI’s GSMIP mechanism captures value creation due to market conditions and enables FEI to 14 

recover midstream costs against the assets prescribed in the ACP, helping to reduce storage 15 

and transport rates for core customers. Under FEI’s GSMIP model, total mitigation revenues for 16 

the 2016/17, 2015/16 and 2014/15 gas years were $97.176 million, $78.148 million and $72.250 17 

million, respectively. 18 

  19 
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25.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, pp. 17–26; Letter L-5-01, BC Gas Utility Ltd. Guidelines 2 

for Gas Recovery Rates and Management the Gas Cost 3 

Reconciliation Balance; Letter L-40-11, FEI Report on Gas Cost 4 

Deferral Accounts and Rate Setting Mechanisms; Letter L-15-16, FEI 5 

2015 Price Risk Management Application 6 

Rate setting mechanisms 7 

Commission Letters L-5-01, L-40-11, and L-15-16 sets out the guidelines for reviewing 8 

the quarterly gas cost reporting for FEI Commodity Cost Reconciliation Account (CCRA) 9 

and Midstream Cost Reconciliation Account (MCRA) and for setting the respective gas 10 

cost rates. 11 

FEI on pages 17 and 18 of the Revised Application discusses the current rate setting 12 

mechanism as part of the price risk management portfolio. In addition to Letter L-5-01 13 

and L-40-11, from the 2015 PRM Application, enhancements to the guidelines were 14 

approved as follows: 15 

• To implement a commodity rate change cap of +/- $1.00 with the following two 16 

provisions that applies to the FEI CCRA rate and the CCRA deferral account: 17 

o The $1.00/GJ cap is restricted for use in two consecutive quarterly review 18 

periods where the rate change has been in the same direction. The cap 19 

cannot be applied for the third quarter once it has been applied for the 20 

preceding two quarters. 21 

o A requirement for use of the $1.00/GJ cap is that the CCRA deferral account 22 

does not exceed the plus or minus maximum of $60 million after tax. 23 

• Three criteria to assist the Commission when considering commodity rate change 24 

proposals using timeframes of 24 months rather than the standard 12-month 25 

prospective period with the proviso that all of the criteria are met. 26 

o When a commodity rate change is indicated using a standard 12-month 27 

prospective period; 28 

o When there is a difference of $0.75/GJ or more between the average CCRA 29 

weighted average cost of gas (WACOG) for year one versus year two of the 30 

24-month prospective period; and 31 

o When the direction of the commodity rate change indicated using a standard 32 

12-month prospective period is opposite to the direction of the CCRA 33 

WACOG for year two compared to the CCRA WACOG for year one. 34 
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In the Revised Application, Figure 3-7 on page 12 provides the FEI historical commodity 1 

rate. Figure 4-1 on page 20 shows the market prices vs. FEI commodity rate (without 2 

hedging). 3 

As of January 1, 2018, the cost of gas component of the FEI bill is $1.549/GJ.17  4 

25.1 Please state the number of instances by which FEI has used any of the rate 5 

setting mechanism enhancements since their approval in 2015. 6 

  7 

Response: 8 

There have been no instances by which FEI has used any of the rate setting mechanism 9 

enhancements since their approval in 2015. 10 

 11 

 12 

 13 

25.2 Please provide corresponding commodity rate in $/GJ to accompany Figure 3-7. 14 

  15 

Response: 16 

Please see the table below for the requested information relating to Figure 3-7. 17 

Date $/GJ 

1-Jan-05 7.005  

1-Apr-05 7.005  

1-Jul-05 7.658  

1-Oct-05 9.292  

1-Jan-06 9.774  

1-Apr-06 7.662  

1-Jul-06 7.662  

1-Oct-06 7.662  

1-Jan-07 7.662  

1-Apr-07 7.662  

1-Jul-07 7.662  

1-Oct-07 6.926  

1-Jan-08 6.926  

1-Apr-08 8.287  

                                                

17  https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx 
https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasTariffs/Documents/FEIOnePageRa
teSummary.pdf.   

https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx
https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasTariffs/Documents/FEIOnePageRateSummary.pdf
https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasTariffs/Documents/FEIOnePageRateSummary.pdf
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Date $/GJ 

1-Jul-08 9.780  

1-Oct-08 7.536  

1-Jan-09 7.536  

1-Apr-09 5.962  

1-Jul-09 5.962  

1-Oct-09 4.953  

1-Jan-10 4.953  

1-Apr-10 5.609  

1-Jul-10 4.976  

1-Oct-10 4.976  

1-Jan-11 4.568  

1-Apr-11 4.568  

1-Jul-11 4.568  

1-Oct-11 4.005  

1-Jan-12 4.005  

1-Apr-12 2.977  

1-Jul-12 2.977  

1-Oct-12 2.977  

1-Jan-13 2.977  

1-Apr-13 2.977  

1-Jul-13 3.913  

1-Oct-13 3.272  

1-Jan-14 3.272  

1-Apr-14 4.640  

1-Jul-14 4.640  

1-Oct-14 3.781  

1-Nov-14 3.781  

1-Jan-15 3.781  

1-Apr-15 2.486  

1-Jul-15 2.486  

1-Aug-15 2.486  

1-Oct-15 2.486  

1-Jan-16 1.719  

1-Mar-16 1.719  

1-Apr-16 1.141  

1-Jul-16 1.141  

1-Oct-16 2.050  
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Date $/GJ 

1-Jan-17 2.050  

1-Apr-17 2.050  

1-Jul-17 2.050  

1-Oct-17 2.050  

1-Jan-18 1.549  

 1 

 2 

 3 

25.3 In a separate graph with supporting data, please add the WACOG to Figure 3-7 4 

to show the relationship between WACOG and the FEI commodity rate. 5 

  6 

Response: 7 

The following figure shows the Weighted Average Cost of Gas (WACOG) in $ per GJ added to 8 

Figure 3-7. 9 

The WACOG in the figure is based on the 12-month prospective cost of gas for the commodity 10 

portfolio based on the forward strip date(s) used in the quarterly gas cost report at the time the 11 

rates were reviewed or reset. 12 
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 1 

The corresponding data for the figure is provided in the following table.  2 

Notes: 3 

1 The data for the Jan 1, 2005 to Jan 1, 2008 period is based on the commodity portfolio costs being 
allocated on a fixed / variable allocation basis, consistent with the rate setting methodology in place 
at that time, and resulted in some minor differences in the commodity rate applicable to the various 
rate classes. The data for the Apr 1, 2008 to Jan 1, 2018 period is based on the commodity 
portfolio costs being allocated on a fully variable allocation basis, consistent with the current rate 
setting methodology, and results in a common rate to all rate classes. 

2 WACOG is the forecast weighted average cost of gas for the commodity portfolio for the 12-month 
prospective period based on the forward strip date(s) used in the quarterly gas cost report at the 
time the rates were reviewed or reset. Prior to 2013/14 gas year, the baseload supply hub 
allocations were 70% Station 2, 15% each for AECO/NIT and Huntingdon. Thereafter the baseload 
supply hub allocations are 75% Station 2 and 25% AECO/NIT. 

3 For the purposes of this table, the Jan 1, 2005, Apr 1, 2005, Jul 1, 2006, and Oct 1, 2006 WACOG 
and unitized deferral balance amounts have been calculated based on a variable or energy-based 
average of commodity portfolio costs as comprehensive rate class cost allocations are not readily 
available. 

4 Commodity Rate effective Oct 1, 2007 was approved based on a 75 percent flowthrough, per 
BCUC Order G-105-07. 
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 1 

Commodity Rate

Effective Date Commodity Rate
 1

WACOG 
2

($/GJ) ($/GJ)

Jan 1, 2005 3 7.005                         7.0081                       

Apr 1, 2005 3 7.005                         6.9849                       

Jul 1, 2005 7.658                         7.6938                       
Oct 1, 2005 9.292                         9.4637                       
Jan 1, 2006 9.774                         9.7741                       
Apr 1, 2006 7.662                         7.9780                       

Jul 1, 2006 3 7.662                         8.0175                       

Oct 1, 2006 3 7.662                         8.4545                       

Jan 1, 2007 7.662                         8.4429                       
Apr 1, 2007 7.662                         8.5101                       
Jul 1, 2007 7.662                         8.2316                       

Oct 1, 2007 4 6.926                         7.5588                       

Jan 1, 2008 6.926                         7.6811                       
Apr 1, 2008 8.287                         8.5160                       
Jul 1, 2008 9.780                         9.7792                       

Oct 1, 2008 7.536                         8.0267                       
Jan 1, 2009 7.536                         8.0646                       
Apr 1, 2009 5.962                         6.3774                       
Jul 1, 2009 5.962                         6.2178                       

Oct 1, 2009 4.953                         6.0189                       
Jan 1, 2010 4.953                         5.9157                       
Apr 1, 2010 5.609                         5.8542                       
Jul 1, 2010 4.976                         5.4234                       

Oct 1, 2010 4.976                         5.0297                       
Jan 1, 2011 4.568                         4.8143                       
Apr 1, 2011 4.568                         4.3008                       
Jul 1, 2011 4.568                         4.5712                       

Oct 1, 2011 4.005                         4.2142                       
Jan 1, 2012 4.005                         3.9618                       
Apr 1, 2012 2.977                         3.2302                       
Jul 1, 2012 2.977                         3.2141                       

Oct 1, 2012 2.977                         3.1624                       
Jan 1, 2013 2.977                         3.5972                       
Apr 1, 2013 2.977                         3.3596                       
Jul 1, 2013 3.913                         3.8291                       

Oct 1, 2013 3.272                         3.4305                       
Jan 1, 2014 3.272                         3.1928                       
Apr 1, 2014 4.640                         4.5056                       
Jul 1, 2014 4.640                         4.2197                       

Oct 1, 2014 3.781                         3.7394                       
Jan 1, 2015 3.781                         3.5037                       
Apr 1, 2015 2.486                         2.7703                       
Jul 1, 2015 2.486                         2.8019                       

Oct 1, 2015 2.486                         2.6158                       
Jan 1, 2016 1.719                         2.1373                       
Apr 1, 2016 1.141                         1.5715                       
Jul 1, 2016 1.141                         1.9454                       

Oct 1, 2016 2.050                         2.3633                       
Jan 1, 2017 2.050                         2.3604                       
Apr 1, 2017 2.050                         2.0542                       
Jul 1, 2017 2.050                         2.4782                       

Oct 1, 2017 2.050                         2.0809                       
Jan 1, 2018 1.549                         1.7600                       

FEI Mainland Rate Schedule 1
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 1 

 2 

 3 

25.4 In a separate graph with supporting data, please add the CCRA deferral 4 

balances to Figure 3-7 to show the relationship between the CCRA and the FEI 5 

commodity rate. 6 

  7 

Response: 8 

The following figure shows CCRA deferral balances in $ per GJ added to Figure 3-7. 9 

 10 

The corresponding data for the figure above is provided in the following table along with the pre-11 

tax projected CCRA balance ($ millions) on the indicated date – the CCRA deferral account 12 

balance on a referenced date includes the over / under recoveries to the end of the current 13 

period, before determination of any over / under recoveries related to the 12-month prospective 14 

period.  15 
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 1 

Commodity CCRA
Rate Deferral Balance Deferral Balance

Effective Date Commodity Rate
 1 Unitized (gross-up after tax)

($/GJ) ($/GJ) ($ M)

Jan 1, 2005 2 7.005                         0.0504                     1.9                                 

Apr 1, 2005 2 7.005                         (0.0447)                   (5.5)                                

Jul 1, 2005 7.658                         (0.0361)                   (4.4)                                
Oct 1, 2005 9.292                         (0.1714)                   (18.6)                             
Jan 1, 2006 9.774                         -                            0.0                                 
Apr 1, 2006 7.662                         (0.3159)                   (35.2)                             

Jul 1, 2006 2 7.662                         (0.5426)                   (57.0)                             

Oct 1, 2006 2 7.662                         (0.7728)                   (82.8)                             

Jan 1, 2007 7.662                         (0.3159)                   (75.7)                             
Apr 1, 2007 7.662                         (0.5002)                   (52.3)                             
Jul 1, 2007 7.662                         (0.5513)                   (55.5)                             

Oct 1, 2007 3 6.926                         (0.8789)                   (85.4)                             

Jan 1, 2008 6.926                         (0.6516)                   (56.6)                             
Apr 1, 2008 8.287                         (0.2288)                   (21.6)                             
Jul 1, 2008 9.780                         0.0007                     (0.1)                                

Oct 1, 2008 7.536                         (0.4910)                   (46.5)                             
Jan 1, 2009 7.536                         (0.3892)                   (33.4)                             
Apr 1, 2009 5.962                         (0.4151)                   (35.6)                             
Jul 1, 2009 5.962                         (0.6687)                   (57.2)                             

Oct 1, 2009 4.953                         (1.0657)                   (96.1)                             
Jan 1, 2010 4.953                         (0.6947)                   (65.0)                             
Apr 1, 2010 5.609                         (0.2456)                   (23.0)                             
Jul 1, 2010 4.976                         (0.4475)                   (42.3)                             

Oct 1, 2010 4.976                         (0.3921)                   (37.5)                             
Jan 1, 2011 4.568                         (0.2464)                   (24.2)                             
Apr 1, 2011 4.568                         (0.1451)                   (5.8)                                
Jul 1, 2011 4.568                         (0.1206)                   (11.6)                             

Oct 1, 2011 4.005                         (0.2095)                   (20.2)                             
Jan 1, 2012 4.005                         (0.1457)                   (14.5)                             
Apr 1, 2012 2.977                         (0.2535)                   (25.0)                             
Jul 1, 2012 2.977                         (0.2781)                   (27.8)                             

Oct 1, 2012 2.977                         (0.2399)                   (24.4)                             
Jan 1, 2013 2.977                         (0.1292)                   (13.7)                             
Apr 1, 2013 2.977                         (0.0701)                   (7.5)                                
Jul 1, 2013 3.913                         0.0839                     9.0                                 

Oct 1, 2013 3.272                         (0.1583)                   (17.3)                             
Jan 1, 2014 3.272                         (0.1527)                   (16.6)                             
Apr 1, 2014 4.640                         0.1348                     14.7                               
Jul 1, 2014 4.640                         0.2023                     22.2                               

Oct 1, 2014 3.781                         0.0413                     4.5                                 
Jan 1, 2015 3.781                         0.0309                     3.6                                 
Apr 1, 2015 2.486                         (0.2840)                   (33.4)                             
Jul 1, 2015 2.486                         (0.3009)                   (35.3)                             

Oct 1, 2015 2.486                         (0.2963)                   (34.8)                             
Jan 1, 2016 1.719                         (0.4187)                   (48.8)                             
Apr 1, 2016 1.141                         (0.4302)                   (50.5)                             
Jul 1, 2016 1.141                         (0.5313)                   (62.1)                             

Oct 1, 2016 2.050                         (0.3129)                   (37.1)                             
Jan 1, 2017 2.050                         (0.2259)                   (27.0)                             
Apr 1, 2017 2.050                         (0.0795)                   (9.5)                                
Jul 1, 2017 2.050                         0.0372                     4.4                                 

Oct 1, 2017 2.050                         (0.1103)                   (14.0)                             
Jan 1, 2018 1.549                         (0.2110)                   (27.2)                             

FEI Mainland Rate Schedule 1
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 1 

 2 

 3 

 4 

25.5 To the extent possible, please re-model Figure 4-1 with hedging, hypothetically in 5 

5% hedging increments from 5% up to 50%. 6 

  7 

Response: 8 

The following is Figure 4-1 with hypothetical hedging of 25 percent and 50 percent of the total 9 

commodity portfolio run through a simulation model. The assumptions used in the model to 10 

calculate the hypothetical hedges and their impact on the commodity rate include:  11 

 Effective start date of the hedges was April 1, 2012, the first full winter or summer 12 

season of the simulation period. 13 

 The model used a programmatic hedging approach which implemented hypothetical 14 

hedges at $2 per GJ, regardless of market prices. This was necessary because the 15 

hypothetical hedge price target of $2 per GJ would not have been reached based on 16 

previous forward market prices in the simulation period.   17 

 Rate setting mechanisms used in the model included the quarterly rate setting and use 18 

of CCRA deferral account, $0.50 per GJ minimum rate change threshold and 0.95/1.05 19 

cost recovery ratio deadband. 20 

 The model also includes a rate change cap of $1 per GJ, which was not actually 21 

available for use by FEI until mid-2016 when it was approved by the Commission, 22 

pursuant to Letter L-15-16.  In addition to the impacts from the actual hedging from 2012 23 

Notes:
1

2

3

The data for the Jan 1, 2005 to Jan 1, 2008 period is based on the commodity portfolio 

costs being allocated on a fixed / variable allocation basis, consistent with the rate 

setting methodology in place at that time, and resulted in some minor differences in 

the commodity rate applicable to the various rate classes. The data for the Apr 1, 2008 

to Jan 1, 2018 period is based on the commodity portfolio costs being allocated on a 

fully variable allocation basis, consistent with the current rate setting methodology, 

and results in a common rate to all rate classes.

For the purposes of this table, the Jan 1, 2005, Apr 1, 2005, Jul 1, 2006, and Oct 1, 2006 

WACOG and unitized deferral balance amounts have been calculated based on a 

variable or energy-based average of commodity portfolio costs as comprehensive rate 

class cost allocations are not readily available.

Commodity Rate effective Oct 1, 2007 was approved based on a 75 percent 

flowthrough, per BCUC Order G-105-07.
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to 2014 (approved under previous PRMPs), this is why rates produced from the model 1 

differ from FEI’s actual commodity rates during the period.   2 

  3 

 4 

The following table includes the data for hedging in 5 percent increments, starting from 5 5 

percent up to 50 percent hedging of FEI’s total commodity supply from January 2012 to January 6 

2017. The assumptions provided above apply to the data provided in this table. 7 
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 1 

2 
   3 

The results from the hypothetical hedging scenarios show that higher levels of hedging would 4 

have provided more commodity rate stability (i.e. fewer and smaller rate changes) and 5 

maintained FEI’s commodity rate at lower levels, on average, throughout the simulation period.   6 

  7 

 8 

 9 

 10 

25.6 For Figure 4-1, please calculate the degree of variability for AECO/NIT market 11 

prices, Station 2 market prices, and the FEI commodity rate (no hedging). For 12 

market prices, calculate both by month and by quarters. 13 

  14 

Response: 15 

The following table provides several measures of the degree of monthly price variability 16 

including the high price, low price, average price and standard deviation for AECO/NIT and 17 

Station 2 monthly prices from January 2012 to January 2017.  18 

 19 
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The following table shows the monthly variances in the prices which were calculated by taking 1 

the difference in each month’s settled price from the previous monthly settled price at each hub.  2 

 
Station 2 AECO/NIT 

Date Monthly Variance 

Jan-12 ($0.227) ($0.345) 

Feb-12 ($0.629) ($0.540) 

Mar-12 ($0.333) ($0.349) 

Apr-12 ($0.237) ($0.261) 

May-12 ($0.223) ($0.154) 

Jun-12 $0.578  $0.389  

Jul-12 $0.011  ($0.051) 

Aug-12 $0.330  $0.383  

Sep-12 ($0.446) ($0.220) 

Oct-12 $0.411  $0.279  

Nov-12 $0.816  $0.767  

Dec-12 ($0.002) $0.144  

Jan-13 ($0.381) ($0.287) 

Feb-13 $0.007  ($0.081) 

Mar-13 $0.047  $0.038  

Apr-13 $0.400  $0.366  

May-13 $0.095  $0.203  

Jun-13 $0.233  ($0.043) 

Jul-13 ($0.627) ($0.375) 

Aug-13 ($0.330) ($0.477) 

Sep-13 ($0.030) ($0.239) 

Oct-13 ($0.060) $0.099  

Nov-13 $0.836  $0.860  

Dec-13 ($0.023) ($0.109) 

Jan-14 $0.360  $0.456  

Feb-14 $0.719  $0.567  

Mar-14 $1.159  $1.412  

Apr-14 ($1.286) ($1.171) 

May-14 $0.046  $0.023  

Jun-14 ($0.126) ($0.145) 

Jul-14 ($0.099) $0.030  

Aug-14 ($0.672) ($0.578) 

Sep-14 $0.164  $0.034  

Oct-14 ($0.038) $0.036  
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Station 2 AECO/NIT 

Date Monthly Variance 

Nov-14 ($0.350) ($0.276) 

Dec-14 $0.368  $0.351  

Jan-15 ($1.394) ($0.752) 

Feb-15 $0.104  ($0.585) 

Mar-15 ($0.080) ($0.013) 

Apr-15 ($0.431) ($0.048) 

May-15 $0.046  ($0.123) 

Jun-15 $0.671  $0.209  

Jul-15 ($0.768) ($0.177) 

Aug-15 $0.332  $0.258  

Sep-15 ($0.625) $0.080  

Oct-15 $0.068  ($0.091) 

Nov-15 $0.096  ($0.260) 

Dec-15 ($0.370) ($0.048) 

Jan-16 $0.268  ($0.195) 

Feb-16 $0.117  $0.032  

Mar-16 ($0.557) ($0.652) 

Apr-16 ($0.287) ($0.352) 

May-16 $0.129  ($0.183) 

Jun-16 $0.087  $0.240  

Jul-16 $1.010  $0.567  

Aug-16 $0.122  $0.347  

Sep-16 ($0.280) $0.020  

Oct-16 $0.382  $0.252  

Nov-16 $0.063  $0.372  

Dec-16 $0.271  ($0.143) 

Jan-17 $0.617  $0.630  

 1 

 2 

 3 
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The following figure shows the monthly variance data from the previous table in graphical form.  1 

 2 

The following table provides the quarterly variability by showing the high price, low price, 3 

average price and standard deviation for AECO/NIT, Station 2 and the FEI commodity rate 4 

(without hedging) from January 2012 to January 2017.  5 

 6 

In the following table, the quarterly variances were calculated by taking the average of the 7 

quarter’s monthly settled price minus the average of the previous quarter’s monthly settled price 8 

at each hub.  The variance in the FEI Commodity Rate (No Hedging) was calculated by taking 9 

the difference between each commodity rate and the previous commodity rate. 10 

 11 
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Station 2 AECO/NIT 

FEI Commodity 
Rate (No Hedging) 

Date Quarterly Variance 

Apr-12 ($0.696) ($0.900) ($1.237) 

Jul-12 ($0.625) ($0.646) $0.000  

Oct-12 $0.394  $0.339  $0.000  

Jan-13 $0.767  $0.818  $0.000  

Apr-13 ($0.090) $0.023  $0.000  

Jul-13 $0.574  $0.485  $1.741  

Oct-13 ($0.670) ($0.733) ($0.766) 

Jan-14 $0.360  $0.318  $0.000  

Apr-14 $1.488  $1.519  $1.451  

Jul-14 ($0.286) ($0.074) ($0.012) 

Oct-14 ($0.560) ($0.434) ($0.859) 

Jan-15 ($0.263) ($0.201) $0.000  

Apr-15 ($1.223) ($1.005) ($1.295) 

Jul-15 ($0.196) ($0.264) $0.000  

Oct-15 ($0.292) $0.120  $0.000  

Jan-16 ($0.297) ($0.141) ($0.767) 

Apr-16 ($0.054) ($0.510) $1.141  

Jul-16 ($0.504) ($0.818) $0.000  

Oct-16 $1.100  $0.904  $0.909  

Jan-17 $0.368  $0.582  $0.000  

 1 

The following figure shows the quarterly variance data from the previous table in graphical form.  2 
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 1 

For clarification, the market price variability being shown relates to the change in the monthly 2 

settled prices from one month to the next month, whereas the forecast gas costs used in setting 3 

the commodity rate are based on the forward market prices on the forward strip dates used in 4 

the quarterly report at the time the commodity rate is reset.  Variances between the forecast gas 5 

costs embedded in the commodity rate and the actual incurred gas costs, based on the settled 6 

prices, are captured in the CCRA deferral account.  7 

 8 

 9 

 10 

25.7 Considering the quarterly rate setting mechanism, including the enhancements 11 

approved in 2015, please model the maximum price volatility that can be 12 

absorbed without triggering a commodity rate change in one quarter. 13 

  14 

Response: 15 

Commodity rate changes can be viewed as being driven by two components – the first 16 

component relates to the over / under recovery of gas costs to the end of the current period 17 

(these amounts are the result of previous price variances and are embedded in the deferral 18 
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account balance), and the second component relates to the over / under recovery of the 1 

forecast gas costs for the next 12 months compared to the forecast recoveries at the current 2 

commodity rate.  The quarterly rate setting mechanism incorporates a minimum rate change 3 

threshold of ± $0.50 per GJ which means the total combined over / under recovery of the two 4 

components described above can fall within a range of ± $0.499 per GJ of the current 5 

commodity rate and not trigger a commodity rate change at that quarterly review. Thus the rate 6 

setting mechanism can absorb a maximum “rate volatility” of ± $0.499 per GJ to the current 7 

commodity rate. 8 

Although this maximum “rate volatility” of ± $0.499 per GJ is symmetrical to the current 9 

commodity rate, it is the calculated value of the first component (the over / under recovery 10 

embedded in the CCRA deferral account) that will determine the symmetry of the market price 11 

volatility within the 12-month forecast gas costs that can be absorbed without triggering a 12 

commodity rate change.   13 

The following two examples demonstrate how the rate impact of the CCRA deferral balance 14 

affects the symmetry of the ± $0.499 per GJ threshold available to absorb market price volatility 15 

within the 12-month forecast gas costs. 16 

Example 1:  17 

 Current commodity rate is $1.50/GJ. 18 

 CCRA deferral account at the end of the current period is a surplus balance equivalent 19 

to -$0.25/GJ; shifting the symmetry of the range available to absorb the impacts of 20 

market prices on the 12-month forecast gas costs upwards, towards higher market 21 

prices.    22 

Therefore the 12-month forecast of gas costs can fall within a range of -$0.249 per GJ to 23 

+$0.749 per GJ compared to the commodity rate or, in other words, the forecast weighted 24 

average cost of gas for the 12-month prospective period can be between $1.251 to $2.249 per 25 

GJ without triggering a commodity rate change.  26 

Example 2: 27 

 Current commodity rate is $1.50/GJ. 28 

 CCRA deferral account at the end of the current period is a deficit balance equivalent to 29 

$0.25/GJ; shifting the symmetry of the range available to absorb the impacts of market 30 

prices on the 12-month forecast gas costs opposite to that demonstrated in Example 1. 31 

Therefore, the 12-month forecast of gas costs can fall within a range of -$0.749 per GJ to 32 

+$0.249 per GJ compared to the commodity rate or, in other words, the forecast weighted 33 

average cost of gas for the 12-month prospective period can be between $0.751 to $1.749 per 34 

GJ without triggering a commodity rate change.  35 
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The table below uses information from the FEI 2018 First Quarter Gas Cost Report, filed with 1 

the Commission on March 7, 2018, to illustrate the price volatility in the forecast weighted 2 

average cost of gas for the 12-month prospective period that could have been absorbed without 3 

triggering a commodity rate change.   4 

 5 

  6 

Particulars ($/GJ)

(1) (2) (3) (4) (5) (6) (7)

Rate Setting Mechanism Volatility 0.4990$         (0.4990)$       

(0.2426)$       (0.2426)          (0.2426)          

Forecast 12-month Gas Costs 1.4306$         2.2906$         1.2926$         

Forecast 12-month Recoveries (1.5490)          (1.5490)          (1.5490)          

(0.1184)          0.7416$         (0.2564)$       

Tested Rate (Decrease) / Increase (0.361 )$       

Forecast 12-month Weighted Average Cost of Gas 2.2906$         1.2926$         

(Over) / Under Recovery in CCRA Deferral 

Balance at March 31, 2018

(Over) / Under Recovery of Forecast 12-

month Gas Costs

 maximum minimum

Range Without Triggering Rate Change

(Tab 1, Page 2)

2018 Q1 Gas Cost Report
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26.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, pp. 22 and 25; 2 

Decision on the FEI 2015 PRM Application dated June 17, 2016, p. 31 3 

Impacts on credit facilities 4 

In the 2015 PRMP decision, on page 31, the panel directed FEI to include an evaluation 5 

of the option of increasing the acceptable CCRA deferral account balance limit to +/- 6 

$200 million to manage CCRA during periods of extreme volatility if FEI wished to 7 

extend the hedging program.  8 

On pages 22 and 25 of the Revised Application, FEI indicates that increasing the CCRA 9 

limit above +/- $60 million would negatively impact FEI’s credit facilities, including 10 

increasing financing costs. 11 

26.1 Please provide the credit agency reports that comment specifically on FEI’s 12 

commodity cost deferral accounts. Are there any concerns raised by the credit 13 

agencies with respect to FEI’s commodity cost deferral accounts since 2008? 14 

  15 

Response: 16 

In Attachment 26.1, FEI has provided the credit agency reports from Moody’s and DBRS which 17 

were issued between 2009 and 2017. The credit rating agencies have not specifically raised 18 

concerns with the gas cost deferral accounts in their current reports; however, recent 19 

statements in Moody’s reports imply that an increase to debt financed deferral accounts may 20 

negatively impact FEI’s credit profile.  21 

In several recent Moody’s ratings reports, including the report dated July 26, 2017, Moody’s 22 

stated, “The Company has a track record of passing through its commodity costs in rates and 23 

has no direct exposure to commodity price risk and limited volume risk. To the extent that these 24 

and many other costs differ from forecast values, deferral or true up mechanisms limit exposure 25 

to forecast error”. However further on in the same section of the report, Moody’s states, “We 26 

view debt-financed deferral accounts as a credit negative, however the balances remain small.” 27 

Furthermore, in 2012 and 2013, Moody’s also stated the following in regards to the BCUC’s 28 

2011 decision to eliminate the majority of FEI’s commodity hedging activities: “Although we 29 

expect a sustained period of low natural gas prices, this philosophical change is viewed 30 

negatively from a credit perspective and could increase the volatility of FEI's cash flow and 31 

increase its liquidity requirements.” 32 

These statements imply that despite FEI’s ability to recover differences in commodity prices 33 

from customers over time, large price movements in the near term could result in greater 34 

volatility in liquidity and short term borrowings, which may require greater credit facility capacity 35 

and increase FEI’s short term financing costs.  36 
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 1 

 2 

 3 

26.2 Did FEI engage in any independent credit analysis to evaluate how the potential 4 

+/- $200 million CCRA deferral account balance may affect its credit facilities? If 5 

so, please provide the analysis. If not, why not? 6 

  7 

Response: 8 

FEI did not engage in any independent credit analysis to evaluate how the potentially larger 9 

CCRA deferral account balance may impact credit facilities, as FEI was able to provide its own 10 

assessment based on previous credit rating agencies’ reports.  11 

As stated in the response to BCUC IR 1.26.1, FEI expects that if the size of the CCRA deferral 12 

account deficit balance were to increase beyond current limits, it would result in greater volatility 13 

in liquidity and short-term borrowings, which may require greater credit facility capacity and 14 

increase FEI’s short term financing costs.  15 

In addition, larger deficit balances would have an impact on future customer rates, and could 16 
negatively affect recoverability.  17 
  18 
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27.0 Reference: PRICE RISK MANAGEMENT TOOLS 1 

Exhibit B-1-2, p. 32; Appendix B, p. 5 2 

Optional customer bill and rate tools 3 

On page 5 of Appendix B, FEI provides current option customer bill and rate tools, 4 

including the Equal Payment Plan and Customer Choice Program, as follows: 5 

Management Tool Description 
Degree to which meets 

objectives 
Limitations 

Equal Payment Plan 

(EPP)  

Customers can elect to 

sign up for a program 

that smooths out their 

monthly bill payments. 

Customers’ consumption 

and commodity rates are 

forecast in order to 

average out the next 

twelve months’ bills.  

Some monthly bill 

payment smoothing will 

occur for customers 

during periods of 

relatively stable rates 

and when customers’ 

actual consumption of 

gas is close to their 

expected consumption.  

During periods of volatile 

rates and/or higher or 

lower expected 

consumption, periodic 

adjustments may be 

required within the 

twelve month period. 

This is to prevent large 

adjustments for EPP 

customers at the end of 

the twelve month term.  

Customer Choice  

Program  

Customers can elect to 

receive their commodity 

supply from a natural gas 

marketer rather than FEI 

and pay a fixed rate for 

terms up to five years.  

Provides commodity rate 

stability for customers up 

to five years. Customers 

can benefit if market 

prices increase above 

their fixed rate.  

Customers do not benefit 

if market prices fall below 

their fixed rate. Ability to 

achieve low rate 

depends on marketers’ 

offerings and terms. 

Marketers’ rates may 

include a profit margin.  

 6 

On page 32, FEI states: “Currently, about one third of customers are signed up for the 7 

EPP.” 8 

27.1 Please confirm that the optional EPP program smooths out the customer’s total 9 

bill and thereby providing bill stability, rather than smoothing out a specific rate 10 

component (e.g. the commodity rate portion of the total bill). If not confirmed, 11 

please explain. 12 

  13 

Response: 14 

Confirmed with the following clarification.  The EPP program does smooth out the customer’s 15 

total bill and may provide bill stability for a twelve-month period. However, the EPP is limited as 16 

it does not affect underlying gas prices like other price risk management tools, such as hedging. 17 



FortisBC Energy Inc. (FEI or the Company) 

2017 Price Risk Management Plan (PRMP) (the Application) and the 2018 PRMP (or 
the Revised Application) 

Submission Date: 

April 6, 2018 

Response to British Columbia Utilities Commission (BCUC or the Commission) 
Information Request (IR) No. 1 

Page 88 

 

Hedging provides greater commodity rate stability which leads to improved bill stability.  1 

Ultimately, customers using the EPP will pay the same amounts through commodity rates as 2 

they would without the EPP (assuming constant gas consumption).  Therefore, while customers 3 

may have improved bill predictability, there is no financial risk or benefit for customers using 4 

EPP versus not using EPP (assuming equal gas consumption).  Furthermore, under the EPP, 5 

the equal twelve-month payment instalments are reviewed every three months and adjusted if 6 

necessary to reflect changes in weather, gas usage or gas rates.  This is done to avoid 7 

significant billing adjustments at year end caused by large changes in weather-related 8 

consumption or quarterly rates.  As a result, during periods of extremely volatile market prices 9 

and subsequent quarterly rate changes, EPP customers may be subject to quarterly, rather than 10 

annual, bill changes.   As such, the EPP is not a substitute for other forms of price risk 11 

management, such as hedging, but rather should be included as part of a portfolio approach in 12 

reducing rate and bill volatility for customers.  13 

 14 

 15 

 16 

27.2 On an annual basis and by rate class, please provide the average number of 17 

customer sign-ups for the EPP since the program’s inception. Please breakdown 18 

this information for bundled vs. unbundled gas customers, if applicable. 19 

  20 

Response: 21 

Please note that FEI has responded based on the starting date of January 1, 2012, which 22 

represents the date that customer service was no longer outsourced and the start date for 23 

customer data being captured in SAP.  Due to the change of systems as of January 1, 2012, 24 

information prior to January 1, 2012 is not readily available.  25 

Below is a breakdown of the average number of new customer sign-ups for EPP per year since 26 

2012.  27 

Rate Class 2012 2013 2014 2015 2016 2017 2018  YTD18 

COMMERCIAL19 1,100 1,000 900 800 800 750 200 

INDUSTRIAL20 1 1 1 1 1 1 1 

RESIDENTIAL21 35,000 27,000 25,000 23,000 20,000 18,000 4,000 

 28 

                                                

18  As of March 12, 2018. 
19  Includes Rate Schedules 2, 3, 23. 
20  Includes Rate Schedules 4, 5, 6, 6P, 46, 7, 22, 25, 27. 
21  Includes Rate Schedules 1. 
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FEI has not provided the response disaggregated between customers who are on the Customer 1 

Choice program and those who are not because FEI does not track customer data in that way 2 

and, as such, it is not available.  3 

 4 

 5 

 6 

27.3 Out of the 33% of customers who elect to sign up for the EPP, please provide the 7 

customers’ characteristics (e.g. residential or commercial rate class, higher or 8 

lower than average gas users, etc.) 9 

  10 

Response: 11 

FEI does not track individual EPP customer data based on customer characteristics such as use 12 

rates and, as such, this information is not available. 13 

Please refer to the table below for a breakdown of the percentage of EPP customers by 14 

Residential and Commercial customer type.22   15 

Customer Type 2012 2013 2014 2015 2016 2017 
2018 
YTD23 

Residential24 97% 97% 97% 97% 97% 96% 97% 

Commercial25 3% 3% 3% 3% 3% 4% 3% 

 16 

 17 

 18 

 19 

27.4 Given that 33% of customers elect to sign up for the EPP, would it be fair to say 20 

that 66% of customers are willing to tolerate variability, or have no preference on 21 

the variability, in their gas bills or rates? 22 

  23 

Response: 24 

No, it would not be reasonable to infer that 66 percent of customers are willing to tolerate 25 

variability, or have no preference on the variability, in their gas bills or rates based on the 26 

                                                

22  Relative to the number of Residential and Commercial customers, the percentage of Industrial 
customers on the EPP is zero percent. 

23  As of March 12, 2018. 
24  Includes Rate Schedules 1. 
25  Includes Rate Schedules 2, 3, 23. 
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percentage of customers that elect to sign up for EPP.  There are several factors that contribute 1 

to a customer’s decision to sign up for EPP such as personal budgeting and bill payment 2 

preferences, awareness and knowledge of the EPP and overall level of engagement and 3 

awareness of their energy bills. 4 

As described in the Application, according to the customer survey conducted in March of 2017, 5 

the majority of customers surveyed indicated that they would definitely or probably make some 6 

changes to their household behavior to offset bill increases of 25 percent or more26. The 7 

responses in the survey point to a willingness by many customers to pay a small premium for 8 

bill stability.  The survey indicates that 62 percent would be willing to pay a small premium for 9 

bill stability while 31 percent indicated they would not be willing to pay a premium and 7 percent 10 

were uncertain27. 11 

 12 

 13 

 14 

27.5 Please discuss the reasons for natural gas unbundling in BC. Is one of the 15 

reasons for unbundling to give a market price signal to customers? To what 16 

extent should FEI’s cost of gas rate serve as a market price signal to customers? 17 

  18 

Response: 19 

The Customer Choice program was not designed to give a market price signal to customers. 20 

Natural gas unbundling arose in response to the 2002 Provincial Energy Plan, which stated, 21 

“Natural gas marketers will be allowed to sell directly to small volume customers, and will be 22 

licensed to provide consumer protection.”28 Based on the information provided in the plan, FEI 23 

understands that allowing gas marketers to sell commodity contracts directly to customers was 24 

designed to encourage private sector opportunities.  25 

The program was developed in consultation with gas marketers and its design reflects three 26 

primary drivers. First, it needed to be developed quickly to permit gas marketers to start 27 

business as soon as feasible. Second, FEI strived to limit the financial impact of the program’s 28 

design, implementation and ongoing maintenance on customer rates. Last, the Customer 29 

Choice design recognized commodity capacity limitations particular to BC’s commodity 30 

transportation infrastructure. 31 

FEI believes that any value achieved (i.e., short-term conservation activity) from more frequent 32 

adjustments to a variable rate, is outweighed by the value that all customers may achieve from 33 

the proposed hedging proposal. Customer research indicates that many customers prefer some 34 

                                                

26  Appendix A page 30 – Impact of Natural Gas Bill Increases on Behavior. 
27 Appendix A page 28 - 62% of All Residents includes 19% that “Like it” and 43% that state “It’s ok”. 
28  Energy for our future: a plan for BC, 2002, page 8. 
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rate stability in order to manage household or business budgeting and significant rate or bill 1 

surprises make this difficult. However, most customers also do not want to be locked into a fixed 2 

rate, with no potential downward rate movement opportunities. 3 

 4 

 5 

 6 

27.5.1 With FEI’s objective to provide rate stability, would this be inconsistent 7 

with the rationale for natural gas unbundling in BC? 8 

  9 

Response: 10 

Please refer to the response to BCUC IR 1.27.5. 11 

 12 

 13 

 14 

27.6 On an annual basis and by rate class, please provide the average number of 15 

customers who have been enrolled in the Customer Choice Program since the 16 

program’s inception. Please provide the customers’ characteristics (e.g. 17 

residential or commercial rate class, higher or lower than average gas users, 18 

etc.) 19 

  20 

Response: 21 

Figure 1 below summarizes the customer characteristics of those eligible for and participating in 22 

the Customer Choice Program from 2007 through 2017. The information requested is not 23 

available for the commercial phase of the Commodity Unbundling Program that ran from 24 

November 2004 to October 2007. The residential phase was launched in November 2007 and 25 

promoted as the Customer Choice Program. From that time, existing commercial unbundled 26 

customers were then captured in the data included in Figure 1. Residential customers 27 

participating in Customer Choice as of 2017 generally consumed about 4.4 GJ per year less 28 

than the average for all residential customers. Commercial customers enrolled in the program 29 

typically use about 60 GJ per year more than the average for all eligible commercial customers.  30 

Beyond any possible behavioral implications, variances noted may be associated with a variety 31 

of other variables like size and age of homes, or the type and scale of businesses choosing to 32 

participate in Customer Choice versus those that do not. 33 
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Figure 1: Customer Choice eligibility and participation by year and customer type (2007-2017) 1 

 2 

 3 

 4 

 5 

27.7 FEI’s proposed hedging program if approved would affect all FEI customers who 6 

pay FEI’s commodity rate. Have FEI or gas marketers considered any other 7 

offerings that allow voluntary participation for those customers who are risk 8 

averse to (i) natural gas market price volatility, (ii) rate instability, or (iii) bill 9 

instability? Please explain. 10 

  11 

Response: 12 

There have been discussions during Customer Choice Annual General Meetings by the gas 13 

marketers about alternative program offerings for customers, but in general the alternatives 14 

contravened the Essential Services Model that underpins the program. Commission staff invited 15 

gas marketers to submit a written submission if they are interested in pursuing alternative 16 

program offerings.   17 

Research indicates that customers generally prefer fewer pricing options and have a low 18 

understanding of their natural gas bill,29 which would make offering alternative rate products 19 

                                                

29  Sentis Alternatives for Managing Natural Gas Price Volatility – Focus Group Report, October 24, 2012, 

page 15 provided in Appendix D. 

Eligible Customers Nov-Dec 2007 2008 2009 2010 2011 2012 2013 2014 2015** 2016 2017

Average Customers

Residential 739,651       747,594       752,416       759,240       764,241       758,460       765,402       772,804       884,847        896,154       909,445       

Commercial 79,037         80,317         80,573         80,658         81,050         76,659         77,824         78,838         90,120          91,000         92,154         

Total 818,688       827,911       832,989       839,898       845,291       835,119       843,226       851,642       974,967        987,154       1,001,599    

Consumption GJs

Residential 20,756,917   78,153,731   72,348,221   64,909,943   73,431,258   68,275,387   69,613,919   67,075,940   66,267,258    70,239,124   82,043,532   

Commercial 10,322,363   43,495,663   41,792,954   38,187,717   43,205,599   41,209,017   40,797,421   39,949,300   42,279,362    44,042,944   51,450,604   

Total 31,079,280   121,649,393 114,141,174 103,097,660 116,636,857 109,484,404 110,411,340 107,025,240 108,546,621  114,282,068 133,494,136 

Average use/customer GJs

Residential 28.06           104.54         96.15           85.49           96.08           90.02           90.95           86.80           74.89            78.38           90.21           

Commercial 130.60         541.55         518.70         473.45         533.07         537.56         524.23         506.73         469.15          483.99         558.31         

Enrolled Nov-Dec 2007 2008 2009 2010 2011 2012 2013 2014 2015** 2016 2017

Average Customers

Residential 88,385         102,250       119,929       115,037       105,833       92,977         46,657         36,800         29,740          28,247         26,762         

Commercial 20,029         19,904         20,090         18,087         14,969         11,393         8,334           6,609           4,371            3,411           3,060           

Total 108,414       122,154       140,019       133,124       120,802       104,370       54,991         43,409         34,111          31,658         29,822         

Consumption GJs

Residential 2,558,173     10,752,306   11,534,654   9,717,368    10,012,635   7,428,583    3,553,653    2,560,456    2,177,064     2,141,817    2,297,223    

Commercial 2,440,742     10,725,679   10,167,009   8,518,034    8,059,063    6,134,519    3,999,822    2,980,109    2,343,430     1,991,785    1,891,386    

Total 4,998,915     21,477,985   21,701,664   18,235,402   18,071,698   13,563,102   7,553,475    5,540,565    4,520,494     4,133,602    4,188,609    

Average use/customer GJs

Residential 28.94           105.16         96.18           84.47           94.61           79.90           76.17           69.58           73.20            75.82           85.84           

Commercial 121.86         538.87         506.07         470.95         538.38         538.45         479.94         450.92         536.13          583.93         618.10         

Participation Nov-Dec 2007 2008 2009 2010 2011 2012 2013 2014 2015** 2016 2017

Residential 12% 14% 16% 15% 14% 12% 6% 5% 3% 3% 3%

Commercial 25% 25% 25% 22% 18% 15% 11% 8% 5% 4% 3%

**VI & Whistler started in Nov 2015
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challenging for FEI, and potentially costly for ratepayers. FEI refers to the Manitoba Hydro 1 

example, where the utility was directed to provide fixed rate offerings to customers in order to 2 

provide greater competition for natural gas marketers. The uptake of the utility fixed rate 3 

offerings has been minimal to date, amounting to less than 0.5 percent of the total. 4 

 5 

 6 

 7 

27.7.1 Is it feasible for FEI or gas marketers to provide fixed commodity rate, 8 

or partially fixed commodity rate options for shorter (e.g. 6 to 18 9 

months) and longer term (e.g. more than 5 years) durations? 10 

  11 

Response: 12 

This question asks to discuss possible short and long-term rate options that might be delivered 13 

by either gas marketers or FEI. Each is addressed in turn below. 14 

FEI discusses customer research and the Company’s position with respect to creating new rate 15 

options with terms of less than one year in BCUC IR 1.27.7. 16 

For gas marketers, it is not feasible to sell fixed commodity contracts for terms of less than 12 17 

month increments due to the Essential Service Model (ESM) that underpins the Customer 18 

Choice Program. Under the ESM, a gas marketer delivers to FEI a quantity of the natural gas 19 

commodity based on FEI's normalized forecast of the gas marketers' customers annual load 20 

requirements. The delivery is at a 100 percent annual load factor and is allocated to Receipt 21 

Points at the two supply/market hubs. They are currently at Station 2 and AECO, with delivery 22 

allocated on the same basis as that approved by the BCUC in the Annual Contract Plan for FEI.  23 

Under the ESM, customers must remain enrolled at the same commodity price point for one-24 

year increments. This ensures, on a normalized annual basis, that the amount of energy 25 

consumed by customers and which varies from month to month equals the amount of energy 26 

supplied by the gas marketers. Under the model, each premise is allocated a daily commodity 27 

allocation. This equates to the amount of natural gas that FEI anticipates the customer will 28 

consume at their premises in the next year divided by 365. Gas marketers deliver this calculated 29 

premises allocation of gas at each market hub every day. FEI then pays gas marketers to 30 

compensate for the commodity they deliver to FEI at the market hubs. The normalized annual 31 

amounts billed customers and paid gas marketers, on average, only balance to zero at the end 32 

of each 12-month interval (i.e., the anniversary date). This is called the 12-month rule. 33 

The desire by gas marketers to allow customers more pricing options and to cancel contracts 34 

outside of the anniversary date influenced FEI to re-evaluate the possible implementation of an 35 

ESM Fee in 2014. The ESM Fee in principle is a fee designed to protect the 12-month fixed 36 

price rule. As part of the scoping phase, leading up to the submission of FEI’s April 13, 2006 37 
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CPCN Application for Commodity Unbundling for Residential Customers, FEI was requested to 1 

review the issue of offering greater pricing flexibility. The goal was to provide gas marketers the 2 

ability to offer products other than those just with 12-month fixed price intervals. Allowing gas 3 

marketers the ability to vary their customers’ price other than a 12-month fixed price can have a 4 

significant negative financial impact on costs that all customers share in. The original ESM Fee 5 

design recovered commodity costs stranded when gas marketers violated the model’s 12-month 6 

rule and customers returned to the FEI default rate. The design did not include a mechanism for 7 

gas marketers to change rates and enable customers to stay with the existing gas marketer at a 8 

different price point. Allowing gas marketers to simply change a customer’s rate outside of the 9 

anniversary date was not explored during the scoping phase of Customer Choice. FEI has since 10 

investigated gas marketers’ desire for more price flexibility. Through this process, it was 11 

determined that this change would be inconsistent with the ESM and would necessitate a 12 

complete revision of the unbundling model. It is FEI’s position that the ESM is working as 13 

designed and is best suited to address the unique demands of the gas supply marketplace in 14 

BC.  15 

FEI does not see any value in facilitating contracts past five years. Personal situations can 16 

change rapidly with unforeseen events pertaining to health, family or employment. Gas 17 

marketers have asked for simplified renewal processes in the past, but FEI believes it’s 18 

important to have customers go through the formality of rigorous customer protection activities 19 

at regular intervals to ensure consumers fully understand contracts. 20 

  21 
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C. HEDGING PROPOSALS  1 

28.0 Reference:  HEDGING PROPOSALS 2 

Exhibit B-1-2, p. 8  3 

Jurisdiction support for hedging proposal 4 

FEI states on page 8 of its Revised Application that “FEI recognizes that some gas 5 

producers have hedges in place that protect a percentage of their production from low 6 

market prices.” 7 

28.1 Please compare and contrast the reasons that a gas producer and a gas 8 

distribution utility may hedge. 9 

  10 

Response: 11 

Both a gas producer and a gas distribution utility may hedge to lock in prices to help mitigate 12 

volatility in market prices. A gas producer may hedge a portion of the supply to protect from 13 

decreasing market prices, which would reduce the profit margin for production. A gas 14 

distribution utility may hedge to protect its customers from increasing market prices, which 15 

would otherwise cause increases in the commodity rate portion of the customer bill, and also to 16 

provide more stable commodity rates. In general, a gas producer hedges to protect incoming 17 

revenue from production and a gas distribution utility hedges to protect customers from adverse 18 

commodity rates and subsequent impacts on their bills.  19 

 20 

 21 

 22 

28.2 Please explain whether FEI is aware of any other gas distribution utilities in North 23 

America that hedges part of its commodity gas portfolio. 24 

  25 

Response: 26 

FEI is aware that other gas distribution utilities in Canada and the U.S. use hedging for part of 27 

their commodity gas portfolios.   28 

In Canada, SaskEnergy Incorporated (SaskEnergy) uses AECO/NIT physical fixed price 29 

purchases and financial fixed price swaps for up to five years out to help manage rate volatility 30 

for customers.  SaskEnergy uses more physical fixed price purchases rather than financial 31 

swaps in order meet their physical supply requirements and meet their price risk management 32 

objectives at the same time.  Like FEI, SaskEnergy’s primary price risk exposure is to the 33 

AECO/NIT market. Unlike FEI, SaskEnergy has a significant amount of underground gas 34 

storage close to their load centre.  SaskEnergy utilizes more storage as a percentage of winter 35 
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load requirements than FEI due to their more extreme winter heating load requirements, 1 

flexibility requirement and proximity of storage to their load centres.   2 

FEI is also aware of gas and electric utilities operating in the U.S. Pacific Northwest region that 3 

use hedging to manage rate volatility for customers.  These include Cascade Natural Gas 4 

(Cascade), Puget Sound Energy, Avista Utilities and Northwest Natural Gas Company.  These 5 

utilities operate in the same regional gas marketplace as FEI, but have market price exposure to 6 

other market hubs such as Sumas and Rockies, in addition to AECO/NIT.   These utilities use 7 

financial hedges, including fixed price swaps and options, and/or fixed price purchases to 8 

manage gas and electric rate volatility for up to several years out for customers.  Cascade uses 9 

physical fixed price purchases over financial swaps and indicates that one of the reasons for 10 

this includes concerns over the administrative impacts of U.S. financial derivatives regulation30. 11 

Like FEI, these utilities also have access to underground storage facilities such as Mist and/or 12 

Jackson Prairie and their own on-site liquefied natural gas storage for short-term price risk 13 

mitigation.  14 

 15 

 16 

 17 

28.2.1 If yes, please list the utilities that use hedging strategies, and explain 18 

the reason why those utilities implemented hedging as part of their price 19 

risk management tool. In the response, please also highlight any 20 

similarities and differences between the other utilities’ operating 21 

environment as compared to FEI. 22 

  23 

Response: 24 

Please refer to the response to BCUC IR 1.28.2.  25 

 26 

 27 

 28 

28.2.1.1 Please explain whether those hedges are physical hedge or financial 29 

hedge, and whether there is a rationale for any preference for physical 30 

or financial hedge in those jurisdictions. 31 

  32 

Response: 33 

Please refer to the response to BCUC IR 1.28.2.   34 

                                                

30  Cascade 2016 Integrated Resource Plan, page 4-20.  
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29.0 Reference:  HEDGING PROPOSALS 1 

Exhibit B-1-2, pp. 36–37; FEI 2017-2018 Annual Contract Plan (FEI 2 

2017/18 ACP) – Executive Summary, p. 5 3 

Medium-term hedging program  4 

FEI states on page 36 of its Revised Application that “FEI is requesting Commission 5 

approval of refinements to FEI’s existing medium-term hedging program, including 6 

extending the current hedging horizon and adjusting the hedging price targets, and 7 

approval of a 5-year term hedging program.” FBC elaborates on the hedging price 8 

targets and volumetric limit, and states that “the maximum hedging for any term is limited 9 

to 50 percent of the FEI commodity supply portfolio.” 10 

FEI states on page 37 that “The hedging requests … are based on the hedging 11 

implementation plan for year 1.” 12 

In the FEI 2017/18 ACP executive summary, on page 5, FEI provides that the daily 13 

baseload supply that will be received by FEI Midstream on behalf of Commodity 14 

Providers in accordance with the requirements of the Essential Service Model, will be 15 

339 TJ/d in 2017/18. The FEI 2017/18 ACP was accepted by Commission Letter L-15-16 

17.  17 

 18 
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29.1 Please confirm, or otherwise explain, that the implementation limit of 50% of the 1 

commodity supply portfolio is based on the baseload gas requirement as 2 

accepted in the ACP each year, which would have been 339 TJ/d for the 2017/18 3 

gas year. 4 

  5 

Response: 6 

The commodity supply portfolio is generally based on a normalized annual demand forecast 7 

provided in the ACP each year.   FEI’s maximum hedging implementation for any term is limited 8 

to 50 percent of FEI’s commodity supply portfolio.  The commodity supply portfolio for the 9 

2017/18 gas year was 339 TJ/d as per the 2017/18 ACP.  Therefore, FEI’s maximum hedging 10 

implementation was approximately 165 TJ/d for the winter 2017/18.  However, the forecast 11 

normalized annual demand for the August 4, 2017 Filing of the Annual Review for the 2018 12 

Rates Application (the Filing), showed an increase in 2018 annual normal consumption 13 

compared to 2017.  The increase in forecast consumption caused the commodity supply 14 

portfolio including fuel to increase to 371 TJ/d effective January 1, 2018.  The Filing was 15 

approved by the Commission via Order G-196-17 on December 21, 2017.  As a result, FEI’s 16 

maximum hedging implementation increased to approximately 185 TJ/d for the summer 2018 17 

term.31 18 

 19 

 20 

 21 

29.2 Suppose the hedging implementation limit is 50%. In light of FEI’s medium-term 22 

hedging proposal, is FEI proposing to hedge up to 50% given its price targets 23 

based on (i) 198 GJ/d of the summer normal load and (ii) 539 GJ/d of the winter 24 

normal load? Please clarify. 25 

  26 

Response: 27 

FEI does not base its maximum hedging volume percentage relative to normal summer and 28 

normal winter load requirements.  FEI bases the maximum hedging volume relative to the 29 

normal annual baseload requirements for the commodity portfolio.  Based on the 2017/18 ACP, 30 

this amount was 339 TJ per day, subject to the adjustments described in the response to BCUC 31 

IR 1.29.1.  32 

  33 

                                                

31  The maximum hedging implementation for the winter term (Nov 1, 2017 to March 31, 2018) remained 

at 165 TJ/D.   
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D. STAKEHOLDER CONSULTATION  1 

30.0 Reference: STAKEHOLDER CONSULTATION 2 

Exhibit B-1-2, p. 40 3 

Support for hedging 4 

On page 40 of the Revised Application, FEI states: 5 

While there was state support from some stakeholders in the 2015 6 

workshops for capturing market price opportunities, there was no stated 7 

support from stakeholders for the strategy of limiting market price 8 

increases or price spikes with low-cost options.  9 

30.1 Please list the stakeholders who were in support of capturing market price 10 

opportunities and those who were not. 11 

  12 

Response: 13 

As discussed in Section 6 of the 2018 PRMP, the representatives from the BC Ministry of Social 14 

Development, CEC and BCOAPO expressed support for the objective of capturing market price 15 

opportunities.  The other workshop participants, primarily natural gas marketers, had mixed 16 

opinions about FEI’s proposed hedging objectives but some believed that some rate stability is 17 

important for customers.  One marketer noted that they would generally support a hedging 18 

program as long as it is transparent and mechanical with predefined strategies and targets.  FEI 19 

does not have information on which specific gas marketers were in favour of the hedging 20 

objective and those who were not.  Those opposed to the objective did not specify why they 21 

were opposed.   However, FEI believes it is because more volatile FEI commodity rates help 22 

make the marketers’ fixed rate offerings under the Customer Choice program or transportation 23 

service more attractive for customers seeking stability in rates. 24 

 25 

 26 

 27 

30.1.1 Please discuss stated reasons for a lack of support by stakeholders 28 

who opposed capturing market price opportunities.  29 

  30 

Response: 31 

Please refer to the response to BCUC IR 1.30.1. 32 

  33 

 34 

 35 
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 1 

30.2 Please discuss stated reasons for no support from stakeholders for the strategy 2 

of limiting market price increases or price spikes with low-cost options. 3 

  4 

Response: 5 

FEI believes that stakeholders feel the current rate setting mechanism and the then-proposed 6 

(now-approved) commodity rate change cap provide this protection against market price 7 

increases or price spikes.   8 

 9 
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The Company 
Terasen Gas Inc. 
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Terasen Gas Inc. 
 

Rating  
 

Debt Rating Rating Action  Trend 

Commercial Paper R-1 (low) Confirmed Stable 
Purchase Money Mortgages A Confirmed Stable 
MTNs & Unsecured Debentures A Confirmed Stable 

 
Rating Update 

 
DBRS has confirmed the Purchase Money Mortgages and the MTNs & Unsecured Debentures ratings of 
Terasen Gas Inc. (TGI or the Company) at “A” and its Commercial Paper rating at R-1 (low), all with Stable 
trends. The rating confirmations reflect TGI’s low business risk natural gas distribution operations, a 
favourable regulatory environment with strong ring-fencing provisions, a strong franchise area with a large 
customer base and a stable financial profile.  
 
The regulatory environment continues to remain stable, and provides for a number of cost-recovery 
mechanisms which, when combined with the rate-setting methodology, allows for a full recovery of all 
prudently incurred operating expenses and capital expenditures within a reasonable time frame. The 
Company’s performance based regulation (PBR), which had been in place from 2004 to 2007, was extended 
through to 2009. TGI recently filed an application to review its allowed return on equity (ROE) and capital 
structure, and is expected to file a new revenue requirement application with the continuation of its numerous 
deferral accounts. Although the ROE has been in general decline (8.47% in 2009 as opposed to 9.42% in 
2003) because of the low interest rate environment, the impact on earnings and cash flow has been modest 
and is largely offset by increases in the rate base, higher approved equity thickness in the capital structure 
(35% since 2006, up from 33% previously), incentive earnings, and stable levels of debt. 
 
TGI continues to maintain a stable financial profile and credit metrics (albeit weaker than its peers), reflecting the 
regulated nature of its operations and its limited gas-cost exposure. DBRS expects lower customer growth than in 
the past few years due to a slowing economy, fewer new housing starts, and a shift in the housing mix to 
more multi-family dwellings. TGI is expected to focus on retaining customers through expanded energy 
conservation and efficiency programs. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Low business risk and supportive regulatory 

framework 
(2) Strong regulatory ring-fencing provisions 
(3) Reasonable balance sheet and stable credit metrics 
(4) Strong franchise area with a large customer base 

 (1) Earnings and cash flow affected by lower ROE 
(2) Long-term competitiveness of natural gas 

relative to alternative energy sources  
(3) Volume exposure in the industrial and 

transportation segment 
(4) Loss of PBR incentive earnings upon expiry 

Financial Information 
 

12 mos. ended
Mar. 31 '09      For the year ended December 31

2009 2008 2007 2006 2005
EBIT interest coverage (1) 1.89 1.88 1.95 2.00 1.94
% debt in capital structure (1) 63.6% 66.4% 66.5% 64.7% 67.6%
Cash flow/total debt (times) (1) 9.6% 8.8% 8.4% 9.7% 8.9%
Cash flow/capital expenditures (times) 1.21 1.24 1.35 1.47 1.52
Net income bef. extras (CAD millions) 79 78 70 68 70
Operating cash flow (CAD millions) 151 152 146 160 157
(1) Includes operating leases  
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Rating Update (Continued from page 1.) 
  

Minimal to modest free cash flow deficits are expected over the medium term, attributable to the replacement and 
refurbishment of existing infrastructure (which is expected to go into the rate base in a timely manner) and modest 
customer growth. Any deficits would be expected to be financed with a combination of the $500 million revolving 
bank facility ($389 million available at March 31, 2009) and long-term debt issuance. TGI’s balance sheet should 
remain stable over the medium term as the Company is expected to manage its dividends to maintain its capital 
structure within the regulatory-approved debt-to-equity ratio of 65% to 35%. 
 
The Company’s credit metrics have historically remained consistent and are expected to continue to do so, 
with minor variability. DBRS notes that while TGI’s credit metrics are weaker than those of similarly-rated 
gas distribution peers, this has historically been offset by the Company’s more stable credit metrics and 
business risk profile. The Company continues to maintain a price advantage relative to electricity, the primary 
competitor to natural gas. The current weak gas pricing environment both improves TGI’s competitiveness, 
and reduces working capital and liquidity requirements. TGI’s financial strength and credit profile over the 
longer term will depend to an extent on the continued competitiveness of natural gas relative to alternative 
energy sources (mainly electricity).  
 
Simplified TGI Ownership and Rating Chart  

 
 

100% 100%

Regulatory Ring-fencing

100%

FORTIS INC.
Rated: BBB (High)  

  Pfd-3 (high)

TERASEN INC.
Rated: BBB (High), BBB

         

TERASEN GAS (VANCOUVER  
ISLAND) INC.

         

TERASEN GAS INC.
Rated: A

 R-1 (low)
         

OTHER MATERIAL 
SUBSIDIARIES

         

 
 

Rating Considerations Details 
 

Strengths 
(1) TGI benefits from having all its operations in a low-risk, stable regulated environment within a supportive 
regulatory framework. TGI operates under a full cost-of-service recovery regime, with deferral accounts 
existing to stabilize earnings and to adjust for the recovery/refund of shortfalls/overages of natural gas costs 
from/to customers. TGI has no exposure to commodity costs (subject to a recovery lag) as natural gas costs 
are fully passed on to customers, with quarterly adjustments. 
  
(2) Regulatory ring-fencing conditions imposed on TGI in the April 30, 2007, British Columbia Utilities 
Commission (BCUC) order approving acquisition of Terasen Inc. by Fortis Inc. are viewed as positive for 
TGI’s credit profile, offering protection from significant changes in its capital structure.  
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(3) TGI maintains a stable balance sheet and credit metrics, reflecting the following: (a) a debt-to-capital ratio 
consistently in the mid-60% area; (b) an EBIT interest coverage ratio historically close to 2.0 times; and (c) a 
cash flow-to-debt ratio that has been in the 8% to 10% range over the past five years. While the EBIT 
coverage and cash flow-to-debt ratios are on the low end for an “A” rating compared with its gas distribution 
peers, historically TGI’s credit metrics have shown the most stability.  
 
(4) TGI serves a large customer base of approximately 834,000, located in a stable franchise area that 
includes the city of Vancouver. The customer mix is favourable, with residential and commercial customers 
accounting for 90% of distribution revenues. There is no volume risk (but recovery lag exists) associated with 
this customer segment.  
 
Challenges 
(1) The approved ROE of 8.47% for 2009 (8.62% in 2008) is low and has been in gradual decline in recent 
years due to the low interest rate environment. Despite a modestly growing rate base ($2.5 billion in 2008 
compared with $2.3 billion in 2004), earnings and cash flow have remained flat, largely as a result of the 
lower ROE. Under the current adjustment mechanism, approved ROEs could trend even lower in the future, 
depending on Government of Canada bond (Canada Bonds) yields.   
 
(2) TGI’s earnings and financial profile over the longer term will largely depend on the competitive position of 
natural gas relative to alternative energy sources (mainly electricity) in British Columbia. Despite the significant 
increases in natural gas prices from 1999 through 2008, natural gas maintained a competitive advantage in terms 
of pricing compared with electricity. While gas prices have retreated significantly in 2009, it is expected that 
under reasonable gas price assumptions, TGI will remain competitive relative to electricity, with electricity 
prices expected to rise gradually in the medium term, according to BC Hydro.  
 
(3) The Company is exposed to variances from forecasts when it comes to its industrial fixed-price contracts 
and transportation-services segments, which represent approximately 45% of throughput volumes (5% of 
revenues). However, this exposure is mitigated by the fact that their usage is less likely to be significantly 
affected by weather and is therefore more predictable. TGI conducts an annual survey of its industrial 
customer segment to minimize forecast variances in throughput volumes. Further mitigating this risk is the 
fixed demand charges derived from this segment.  
 
(4) Under the PBR, TGI shares earnings above or below the allowed ROE on a 50/50 basis with customers. 
This sharing mechanism will expire along with the PBR, which will likely exert some downward pressure on 
earnings, as TGI’s incentive earnings averaged over $10 million per year in 2007 and 2008.  
 
Regulation 

 
Regulatory Overview 
• TGI is regulated by the BCUC on a test-year forecast basis under a rate-of-return/cost-of-service regime. 

TGI applies to the BCUC annually for approval of its forecast cost-of-service, throughput, revenue and 
capital additions.  

• TGI’s cost of service includes the cost of purchased gas and the cost of gas transportation and distribution 
through the pipeline system, including operating, maintenance and administrative expenses (OM&A); 
depreciation of facilities; income and other taxes; and a return on equity. 

• TGI purchases gas for resale, without markup, to residential and commercial customers; transportation 
customers and some large commercial and industrial customers arrange for their own gas supply and 
contract with TGI for the transportation of that gas.  

• TGI’s rates are based on estimates of several items, such as natural gas sales volumes, cost of natural gas 
and interest rates. In order to manage the risks associated with some of these estimates, a number of 
regulatory deferral accounts are in place. 
- Commodity Cost Reconciliation Account and Midstream Cost Reconciliation Account: The 

differences between actual and forecast gas costs are recorded in these deferral accounts to be recovered or 
refunded in future rates. This exposes TGI to a recovery lag (the balances are anticipated to be fully 
recovered or refunded within the next fiscal year), but price adjustments in the price forecast are made on a 
quarterly basis to better reflect prevailing gas commodity prices. This mitigates the impact of recovery lag.  
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- Revenue Stabilization Adjustment Account (RSAM): The RSAM seeks to stabilize revenues from 
residential and commercial customers through a deferral account that captures variances in the forecast 
versus actual customer use throughout the year. The RSAM account is anticipated to be recovered in 
rates over three years (for comparison, in Ontario, gas distribution companies are exposed to volume risk, 
which can be significant due to changes in the weather). Variances in usage by large-volume industrial 
transportation and sales customers, which account for 45% of total throughput, are not covered by this 
deferral account. However, their usage is more predictable and less likely to be significantly affected by 
weather. 

- TGI also has in place short- and long-term interest rate deferral accounts to absorb interest rate 
fluctuations.  

• Variances between forecast and actual cost of service and revenue are generally approved by the BCUC for 
recovery in future rates, with the exception of excess OM&A costs and base-capital expenditures, which 
are subject to an incentive formula. 
- In 2003, the BCUC approved a negotiated settlement of a performance-based rate (PBR) plan covering 

the 2004 to 2007 period. In 2007, the BCUC approved a TGI application to extend the PBR through 
2009. 

- Under the PBR plan, operating and maintenance costs and base-capital expenditures are subject to an 
incentive formula that reflects increasing costs as a result of customer growth and inflation less a 
productivity factor equal to 50% of inflation during the first two years of the plan and 66% of inflation 
during 2006 and 2007. 

- The PBR plan provides for a 50-50 sharing mechanism of earnings above or below the allowed ROE.  
- Allowed ROE is set annually according to a formula based on a forecast of 30-year Canada Bonds plus a 

3.90% risk premium when the forecast yield is 5.25%. The risk premium is adjusted annually by 75% of 
the difference between 5.25% and the forecast yield. Based on this formula, for F2009, the ROE is set at 
8.47% (8.62% in 2008), with an equity thickness of 35%. The equity thickness was increased to 35% 
from 33% in 2006. 

• Declining yields on 30-year Canada Bonds have reduced approved ROEs (and could continue to do so), which, 
when coupled with increased credit spreads on long-term debt offerings, has resulted in a declining spread 
between approved ROEs and debt costs. The Company recently filed an application with the BCUC seeking 
changes to the current generic ROE adjustment mechanism and deemed equity thickness; TGI requested that 
its ROE be set at 11% (and not be adjusted by an automatic mechanism) and its equity thickness increased to 
40%.  

• Forecast capital expenditures are also approved by the BCUC. For capital projects that are not covered by 
the annual capital plan or PBR, TGI submits a separate application to the BCUC. If actual capital costs 
exceed the amount approved, the excess cost may be subject to a prudence review.  

 
Regulatory Ring-Fencing 
A summary of the regulatory ring-fencing conditions in the April 30, 2007, BCUC order imposed on TGI 
approving the Fortis Inc. acquisition of Terasen Inc. is as follows: 
• TGI must maintain the equity in the capital structure at least at the deemed equity level approved by the 

BCUC (35%). 
• TGI must obtain approval from the BCUC before paying dividends to its parent if the paying of dividends 

can be reasonably expected to increase leverage above the approved level. 
• The Company will not be allowed to lend to, guarantee or financially support any affiliates of Terasen Inc. 

or its non-regulated businesses. 
• TGI will not be allowed to enter a tax-sharing agreement with any of its affiliates unless the agreement has 

been approved by the BCUC. 
• TGI must maintain the continued independence of directors. 
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Earnings and Outlook 
 

Consolidated Earnings 
12 mos. ended

Mar. 31 '09 For the year ended December 31
(CAD millions) 2009 2008 2007 2006 2005
Net revenues 517                        513           507            517            505             
EBITDA 291                      292         293           301           302           
EBIT 211                        214           215            217            222             
Gross interest expense 112                        111           108            106            112             
Pre-tax income 101                        103           108            112            111             
Income taxes 22                          25             38              44              42               
Net income (before extras) 79                          78             70              68              70               
Net income 92                          92             78              68              65               
Return on avg. common equity (bef. extras.) 8.8% 8.9% 7.9% 7.8% 8.4%
EBIT margin (net of gas costs) 40.9% 41.7% 42.3% 42.0% 44.1%

Rate Base n/a 2,510 2,484 2,516 2,406
Approved common equity 35.0% 35.0% 35.0% 35.0% 33.0%
Allowed ROE 8.47%* 8.62% 8.37% 8.80% 9.03%
*  8.47% for 2009  
 
Summary 
• TGI has historically demonstrated very stable levels of EBITDA and EBIT, reflective of modest net 

additions to its customer base, increases in its rate base and a stable approved equity component, all largely 
offset by declining allowed ROE.  
- Earnings volatility is further reduced due to the customer breakdown, with residential and commercial 

customers providing the majority of its margin and industrial customers normally under contract.  
• Though in recent years housing starts in British Columbia have been strong, growth in multi-family 

housing continues to have an impact on net additions as natural gas is less prevalent in this type of dwelling. 
The BCUC’s 2006 decision to increase TGI’s equity thickness to 35% from 33% had a positive impact on 
TGI’s performance. 

• The gas distribution segment (residential and commercial customers) has historically accounted for more 
than 50% of total throughput volumes and 90% of total revenues. Throughputs for this segment have 
exhibited stability over the past five years, and volume risk is mitigated as shortfalls/overages in volume 
revenues are deferred and recovered/refunded through future rates. 

• The transportation segment and industrial customers under fixed-price contracts have historically accounted 
for approximately 50% of total throughput volumes and less than 10% of total revenues. Although 
transportation and industrial customer segments are exposed to volume risk, it is mitigated by the fact that 
their usage is less likely to be significantly affected by weather and is therefore more predictable. Further 
mitigating this risk is the fixed demand charges derived from these segments. 

• Interest expense has been relatively stable over the past five years due to fairly consistent levels of total debt. 
 
Outlook 
• In the shorter term, earnings will likely be moderately impacted by the loss of incentive earnings upon 

expiry of the PBR mechanism. Over the medium term, as a mature gas distribution utility, TGI is expected 
to have relatively stable earnings with some variability due to allowed ROE, population growth, new 
housing starts and customer conversions. DBRS expects lower customer growth than in the past few years 
due to a slowing economy and fewer new housing starts. TGI is expected to focus on retaining customers 
through expanded energy conservation and efficiency programs. 

• Over the longer term, earnings will largely depend on the competitiveness of natural gas relative to 
electricity in British Columbia. While TGI has maintained a competitive advantage in terms of pricing 
compared with electricity, its competitive position would weaken should gas prices increase significantly 
for a prolonged period of time, potentially having a negative impact on TGI’s financial and credit profile. 
The competitiveness of natural gas will also be affected by the provincial consumption tax on carbon-based 
fuels. 
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Financial Profile 
 

12 mos. ended
Mar. 31 '09 For year ended Dec. 31

(CAD millions) 2009 2008 2007 2006 2005
Net income before extraordinary items 79 78 70 68 70
Depreciaton & amortization 79 78 79 84 79
Other non-cash adjustments (7) (5) (3) 8 8
Cash Flow From Operations 151 152 146 160 157
Capital expenditures (125) (122) (108) (109) (103)
Common dividends (58) (100) (111) (40) (60)
Free Cash Flow Before W/C Changes (32) (70) (73) 12 (7)
Working capital changes 25 33 (28) 83 (45)
Net Free Cash Flow (7) (37) (101) 95 (51)
Acquisitions/divestitures 0 14 0 0 (42)
Other adjustment/comprehensive  38 36 11 (7) (2)
Cash flow before financing 31 13 (90) 88 (95)
Net change in debt financing (23) (5) 89 (98) 109
Net change in pref. share financing 0 0 0 0 0
Net change in equity financing 0 0 0 0 0
Net Change in Cash 8 8 (1) (9) 14

Total adjusted debt (CAD million) (1) 1,569 1,730 1,744 1,655 1,763
Cash flow/total debt  (times) (1) 9.6% 8.8% 8.4% 9.7% 8.9%
% debt in the capital structure (1) 63.6% 66.4% 66.5% 64.7% 67.6%
EBIT interest coverage (times) 1.89 1.88 1.95 2.00 1.94
Dividend payout ratio (%) 73.2% 127.7% 158.0% 58.5% 86.3%
(1) Includes operating leases  
 
Summary 
• TGI continues to maintain stable cash flow from operations, which historically has been largely adequate to 

fund both capital expenditure and dividend payments.  
• The relatively large dividend payments in F2007 and F2008 were primarily due to the significant reduction 

in dividend payment in F2006.  
- Dividend payments in F2006 were modest as TGI, through retained earnings, increased its equity 

thickness from 33% to the new regulatory-approved 35%. Going forward, DBRS expects that dividend 
payments will be made in such a way as to keep the Company’s debt-to-capital in line with that allowed 
by the regulator. 

- As part of the ring-fencing condition, TGI is prohibited from paying dividends unless it has in place at 
least as much equity as required by the BCUC for rate-making purposes. As such, free cash flow has 
varied along with the level of dividend payments in recent years. Free cash flow deficits over the past 
five years have been manageable and were funded with debt.  

• Leverage remains reasonable at approximately 66%, offset by a weak but acceptable cash flow-to-debt ratio, 
which is typically in the 8% to 10% range. The stability of TGI’s credit metrics is a key factor in its current ratings. 

 
Outlook 
• Minimal to modest free cash flow deficits are expected over the medium term, attributable to the 

replacement and refurbishment of existing infrastructure and modest customer growth. Any deficits are 
expected to be financed with a combination of TGI’s $500 million revolving bank facility ($218 million 
available at December 31, 2008) and long-term debt issuance.  
- DBRS expects the capital expenditure to be approximately $150 million (before customer contributions) 

annually over the medium term, with maintenance capital expenditure expected to account for 
approximately 70% to 80% of the total.  

• TGI’s financial profile should remain relatively stable over the medium term as the Company is expected to 
manage its dividends to maintain its capital structure within the regulatory-approved 65% to 35% debt-to-
equity (unchanged from 2008).  

• Longer term, under reasonable gas and electricity price assumptions, it is expected that TGI will remain 
competitive relative to alternative energy sources.  
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Long-Term Debt Maturities and Liquidity 
 

As at Dec. 31, 2008
(CAD millions) 2009 2010 2011 2012 2013 Thereafter Total
Long-Term Debt 62            2              2              2              2              1,345          1,413        
 
• Currently, TGI has a five-year, $500 million unsecured committed revolving credit facility with a syndicate 

of banks that matures in August 2013. Approximately $389 million was unutilized at March 31, 2009. The 
credit facility is used to support TGI’s $500 million commercial paper (CP) program and working capital 
requirements, which vary to a large extent with seasonal gas inventory levels. Gas inventory levels and 
working capital requirements (and, therefore, short-term debt) typically peak in the fall and winter seasons, 
with reductions in the spring and summer. 

• The debt-repayment schedule is very modest through to 2015. In February 2009, TGI issued $100 million 
of 30-year notes, which more than pre-funds the 2009 maturities.  

• TGI’s bond indenture contains an EBIT-to-interest coverage test in order to issue additional indebtedness. 
EBIT for 12 consecutive months out of the previous 23 months must be at least 2.0 times its annual pro 
forma interest requirements for debt that has a maturity term longer than 18 months.  
- The covenant does not apply to debt issuance for refinancing, and interest expenses do not include 

interest expenses related to short-term debt or Purchase Money Mortgages. 
 
 



 
 
 
 

 
 

8 Corporates: Energy 

Terasen Gas Inc. 
 
Report Date: 

May 27, 2009 

 

 

 

 

 
Terasen Gas Inc.

Balance Sheet
(CAD millions) Mar. 31 As at December 31 Mar. 31 As at December 31
Assets 2009 2008 2007 Liabilities & Equity 2009 2008 2007
Cash 17 13 6 Short-term debt 68 239 305
Accounts receivable 388 346 310 L.t.d. due in one year 62 62 190
Inventories 64 192 187    A/P 371 366 331
Prepaid expenses 27 3 4    Tax payables 62 66 39
Rate stabilization accts 116 54 61 Rate stabilization acct. 55 24 0
Current Assets 613 608 568 Current Liabilities 617 755 865
Net fixed assets 2,369 2,432 2,380 Long-term debt 1,439 1,340 1,151
Rate stabilization accts 0 0 12 Deferred credits 183 138 78
Deferred charges 305 0 40    Deferred taxes 249 1 51
Long-term rec. + investments 101 69 23 Shareholders' equity 900 875 878
Total 3,387 3,109 3,022 Total 3,387 3,109 3,022

 
 

12 mos. ending
Ratio Analysis Mar. 31/09      For the year ended December 31
Liquidity Ratios 2009 2008 2007 2006 2005
Current ratio 0.99 0.80 0.66 0.65 0.74
Accumulated depreciation/gross fixed assets n/a 23.8% 23.4% 23.5% 21.9%
Cash flow/total debt (1) 9.6% 8.8% 8.4% 9.7% 8.9%
Cash flow/capital expenditure 1.21 1.24 1.35 1.47 1.52
Cash flow-dividends/capital expenditures 0.75 0.43 0.33 1.11 0.94
% debt in capital structure (1) 63.6% 66.4% 66.5% 64.7% 67.6%
Approved common equity 35% 35% 35% 35% 33%
Common dividend payout  (before extras.) 73.2% 127.7% 158.0% 58.5% 86.3%
Coverage Ratios
EBIT interest coverage (1) 1.89 1.88 1.95 2.00 1.94
EBITDA interest coverage (1) 2.61 2.55 2.64 2.84 2.70
Fixed-charges coverage (1) 1.89 1.84 1.90 1.95 1.90
Debt/EBITDA 5.40                       5.93          5.95           5.50           5.85            
Earnings Quality
EBIT margin, excluding cost of natural gas 40.9% 41.7% 42.3% 42.0% 44.1%
Net margin (excluding preferred dividends) 15.2% 15.3% 13.8% 13.2% 13.8%
Return on avg. common equity (bef. extras.) 8.85% 8.93% 7.89% 7.8% 8.4%
Allowed ROE 8.47%* 8.62% 8.37% 8.80% 9.03%
Operating Statistics
Customers/employees n/a 758 750 679 671
Customer growth n/a 1.1% 1.2% 1.3% 1.6%
Operating costs/avg. customer (CAD) n/a 306 303 318 304
Rate base (CAD millions) n/a 2,510 2,484 2,516         2,406          
Rate base growth n/a 1.0% -1.3% 4.6% 4.2%
(1) Includes operating leases * 8.47% for 2009  
 
Operating Statistics 

     For year ended December 31
Throughput Volumes 2008 2007 2006 2005 2004
Residential 78.5 74.9 68.7 69.4 66.5
Commercial 44.1 42.3 38.4 39.1 38.3
Small industrial 3.1 3.4 3.8 4.2 4.9
Large industrial 0.1 0.2 0.2 0.3 0.4
Total Natural Gas Sales Volumes 125.8 120.8 111.1 113.0 110.1
Transportation service 57.3 62.3 62.3 63.9 0.0
Throughput under fixed-price contracts 39.6 36.8 36.8 36.4 0.0
Total Throughputs (PJs) 222.7 219.9 210.2 213.3 110.1
Customers
Residential 750,838 742,882 733,598 723,898 712,304
Commercial 81,012 79,717 79,113 78,497 77,624
Small industrial 284 297 325 396 416
Large industrial 33 40 40 45 45
Transportation 2,059 2,041 1,956 1,907 1,741
Total (thousands) 834,226 824,977 815,032 804,743 792,130  
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Ratings  
 

Debt Rated Rating Rating Action  Trend 

Commercial Paper R-1 (low) Confirmed  Stable 
Purchase Money Mortgages A Confirmed table 
MTNs & Unsecured Debentures A Confirmed Stable 

 
Rating History 

 
Debt Rated Current 2008 2007 2006 2005 2004 

Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) 
Purchase Money Mortgages A A A A A A 
MTNs & Unsecured Debentures A A A A A A 

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

Low-risk, cost of service regulated gas transmission and distribution utility with no unregulated operations.

Relatively weak credit metrics partially offset by a supportive regulatory environment.

Strong regulatory ring-fencing mechanisms.

Corporate Profile

Terasen Gas Inc. (TGI) is the largest distributor of natural gas in British Columbia and the third largest gas
distribution utility in Canada. TGI is regulated on a cost of service basis by the British Columbia Utilities
Commission (BCUC). It is a wholly-owned subsidiary of Terasen Inc. (TER) which is a wholly-owned subsidiary of
Fortis Inc. (FTS), a diversified electric and gas utility holding company. TER is a holding company which also holds
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Key Indicators

Terasen Gas Inc.
[1]LTM 2008 2007 2006 2005 2004

ROE (%) [2] 4.2% 4.3% 8.1% 7.6% 7.8% 9.1%
EBIT/Customer Base (US$ MM) [3] [4]229.4 $242.7 $257.4 $222.2 $226.5 $212.6
EBIT/Interest (x) 1.8x 1.8x 2.0x 2.0x 1.9x 2.0x
RCF/Debt (%) 6.7% 4.2% 2.5% 7.7% 5.7% 7.3%
Debt/Book Capitalization (Excluding Goodwill) (%) 61.0% 68.4% 66.8% 65.2% 68.7% 68.1%
FCF/FFO (%) 3.5% -13.5% -65.1% 55.7% -63.7% 20.4%

Opinion



100% of Terasen Gas (Vancouver Island) Inc. (TGVI) and Terasen Gas (Whistler) Inc. (TGW) as well as a 30%
interest in CustomerWorks, L.P.

SUMMARY RATING RATIONALE

The A3 senior unsecured rating and stable outlook of TGI reflects the utility's low-risk business model and
supportive regulatory environment which partially offset TGI's weak credit metrics. Moody's recognizes that the
weakness of TGI's financial metrics relative to similarly rated U.S. peers is largely a function of the relatively lower
deemed equity and allowed ROE permitted by the BCUC. Moody's believes that TGI's weak financial profile is
offset to a significant degree by the supportiveness of the business and regulatory environments in Canada
generally and in British Columbia specifically. TGI's weak financial profile causes the indicated rating under
Moody's Gas LDC Rating Methodology to be one notch lower than the company's actual rating. Moody's is
concerned that the BCUC's formula driven ROE mechanism and the current low interest rate environment could
further pressure TGI's financial profile and its A3 rating. Moody's will closely follow the progress of TGI's May 15,
2009 cost of capital application and its pending application for 2010 rates to determine their impact on TGI's
financial profile. Regulatory ring-fencing mechanisms effectively insulate TGI from its weaker parent companies,
TER and FTS. Growth in TGI's franchise area tends to be predictable and capital spending is not expected to tax
the company's resources. TGI enjoys good access to the term debt markets and maintains alternate liquidity
resources that are generally sufficient except when large debt maturities occur during the peak gas storage
season. Scheduled debt maturities are relatively modest until 2016.

DETAILED RATING CONSIDERATIONS

LOW-RISK REGULATED GAS DISTRIBUTION UTILITY OPERATING IN A SUPPORTIVE ENVIRONMENT

In general, Moody's considers gas distribution utilities to be at the low end of the risk spectrum within the universe
of both gas and electric regulated utilities. Similarly, we consider regulated utilities have lower business risk than
companies that are outside of the utility space and do not benefit from cost of service regulation. Accordingly,
Moody's considers regulated gas LDCs like TGI to be among the lowest risk corporate entities.

The company's location in British Columbia, which until recently enjoyed a relatively strong provincial economy and
continues to enjoy a supportive regulatory climate, contributes to Moody's view of TGI as a relatively low-risk
regulated gas distribution company. Moody's considers Canada to have more supportive regulatory and business
environments relative to other jurisdictions globally. Furthermore, the regulatory environment in the Province of
British Columbia is considered one of the most supportive in Canada reflecting the fact that regulatory proceedings
tend to be less adversarial and decisions tend to be timely and balanced. The supportiveness of the regulatory
environment is evidenced by the fact that TGI benefits from the existence of a number of regulatory deferral
mechanisms. It is Moody's view that TGI's weaker metrics are partially offset by the supportive regulatory
environment in which TGI operates. TGI has limited exposure to commodity price and volume risks, pension
funding costs, insurance costs and interest rate volatility on short-term debt by operation of various BCUC-
approved deferral mechanisms. These include the Commodity Cost Reconciliation Account (CCRA), Midstream
Cost Reconciliation Account (MCRA) and the Revenue Stabilization Adjustment Mechanism (RSAM). In addition,
on an annual basis TGI reviews its capital spending plans, and the rate impacts thereof, with the BCUC. In
Moody's view this process substantially reduces the risk that TGI might be unable to fully recover its capital
investments.

Growth in TGI's franchise area tends to be relatively predictable and capital spending is expected to remain
relatively stable and modest in the context of TGI's asset base and depreciation expense. Moody's anticipates that
TGI will be able to continue to finance capital spending with a prudent combination of internally generated funds
and additional term debt.

LOW INTEREST RATES AND FORMULA DRIVEN ROE COULD PRESSURE FINANCIAL PROFILE AND
EXISTING RATING

TGI's financial metrics are materially weaker than those of its A3 rated global LDC peers such as Piedmont Natural
Gas Company, Inc., Northwest Natural Gas Company, Public Service Co. of North Carolina, UGI Utilities and its
sister company, TGVI. Moody's recognizes that TGI's weaker financial metrics are largely a function of the
relatively low deemed equity and allowed ROE generated by the BCUC's automatic ROE adjustment formula. In
general, Canadian deemed equity ratios and allowed ROEs are low relative to those of other jurisdictions and
TGI's are among the lowest in Canada.

Moody's rating methodology model for North American LDCs indicates a Baa1 rating for TGI which is one notch
below the company's A3 senior unsecured rating assigned by Moody's rating committee. TGI's published rating
exceeds the methodology-implied rating because Moody's rating committee places greater emphasis on the
supportiveness of TGI's regulatory and business environments than the rating methodology does. However, the
methodology-implied rating falls within the one to two notch band that Moody's rating methodologies aim to
achieve.

However, in the context of the current low interest rate environment and weaker economy, Moody's is becoming
concerned that TGI's credit metrics could deteriorate to levels that, despite the relative supportiveness of TGI's



regulatory environment, are not commensurate with the company's existing A3 senior unsecured rating and
therefore could lead to a negative rating action. Moody's notes that on May 15, 2009, TGI filed a cost of capital
application with the BCUC seeking an 11% ROE on a 40% deemed equity thickness, a meaningful increase from
the 8.47% ROE on a 35.01% equity base currently utilized for rate-making purposes. Moody's acknowledges that
in the context of the National Energy Board's precedent setting March 19, 2009 decision in the Trans Québec and
Maritimes Pipelines' rate cases, there is some reason to believe that TGI's cost of capital application could result in
changes which would be positive for TGI's financial profile. Accordingly, Moody's will be following the progress of
TGI's cost of capital application and its pending application for 2010 rates to determine their impact on TGI's
financial profile.

Moody's notes that the improvement in TGI's debt to capitalization as at March 31, 2009 is due almost entirely to a
change in Canadian GAAP and that the lower debt to capitalization ratio is not indicative of any improvement in
TGI's fundamental financial condition. Effective January 1, 2009, Canadian GAAP requires regulated utilities to
recognize deferred income tax liabilities and assets together with offsetting regulatory assets or liabilities.

STRONG REGULATORY RING-FENCING SEPARATES TGI FROM PARENT, TERASEN INC.

TGI is subject to a set of regulatory ring-fencing conditions originally imposed by the BCUC in 2005 and affirmed
by the BCUC on FTS' acquisition of TER in May 2007 (refer to Moody's October 14, 2005 Comment on Proposed
Regulatory Ring-Fencing Conditions). Moody's maintains the view that the BCUC ring-fencing provisions continue
to preserve the financial integrity of TGI and effectively insulate it from the greater financial and business risks of
its parents, TER and FTS. This, combined with FTS' philosophy of requiring its utility operating subsidiaries to be
operationally and financially independent of FTS and other subsidiaries, allows Moody's to evaluate TGI's credit
profile substantially on a stand-alone basis. Relative to its peers, Moody's considers TGI's ring-fencing to be very
good. The ring-fencing provisions require that TGI i) maintain equity/capital at least as high as the equity
capitalization ratio deemed by the BCUC for ratemaking purposes (currently 35%); ii) refrain from extending loans
or guarantees to affiliates; and iii) refrain from investing in or providing support to non-regulated businesses. The
ring-fencing provisions also prohibit affiliate transactions on a non-arm's length basis, and restrict TGI's ability to
make dividend payments which would cause its equity capitalization to fall below the level deemed by the BCUC
for ratemaking purposes.

Liquidity Profile

TGI's liquidity is expected to be sufficient to meet its anticipated funding requirements in Moody's hypothetical
liquidity stress scenario which assumes that a company loses access to new capital, other than amounts available
under its committed credit facilities, for a period of 4 quarters.

TGI is expected to generate approximately $165 million of adjusted funds from operations (FFO) in the next 4
quarters. After dividends in the range of $60 million and capital expenditures and working capital changes of
approximately $135 million, Moody's expects TGI to be free cash flow (FCF) negative by approximately $30 million.
TGI has scheduled debt maturities of approximately $62 million during the four quarters ending March 31, 2010
resulting in a funding requirement of approximately $90 million. After the $60 million maturity in June 2009, TGI
has no significant maturities until 2015.

TGI's $500 million syndicated committed revolving facility matures August 2013 and is available to support its $500
million commercial paper (CP) program and for general corporate purposes. This facility is extendible annually for
an additional one year period subject to the agreement of the lenders. The company is currently well below the
debt to total capitalization ratio covenant (maximum 75%) in the credit agreement. Further, the syndicated credit
agreement does not contain language such as Material Adverse Change (MAC) clauses or ratings triggers that
would inhibit access to the unutilized portion of the facility in situations of financial stress.

Given availability of approximately $389 million under TGI's credit facility at March 31, 2009, TGI has more than
sufficient resources to meet its anticipated funding requirement of approximately $90 million during the 12-month
period ending March 31, 2010.

Although utilization of TGI's credit facility was limited to $111.5 million at March 31, 2009, during the peak gas
storage season the financing of gas inventory can significantly reduce the unutilized portion of TGI's credit facility.
Moody's recognizes that this strategy is supported by the BCUC and that the BCUC has approved the use of an
interest rate deferral account to limit TGI's exposure to short-term interest rate volatility. However, Moody's
believes that TGI's financial flexibility can become somewhat constrained, particularly when material debt
maturities fall within the peak storage season. This was the case prior to TGI's May 2008 MTN offering and left TGI
dependent upon access to the capital markets to refinance the scheduled debt maturity.

Rating Outlook

The stable outlook is predicated on TGI's relatively low business risk as a regulated gas distribution utility and
Moody's expectation that the regulatory ring-fencing will continue to insulate TGI from the higher financial and
business risk of its parent entities, TER and FTS. However, Moody's believes that a strengthening of TGI's
financial profile, which is weak relative to is A3 rated global LDC peers, would be supportive of TGI's current rating.



What Could Change the Rating - Up

Moody's considers an upward revision in TGI's rating to be unlikely in the near term due to its weak financial
profile. However, the rating could be positively impacted if TGI could demonstrate expectations for a sustainable
improvement in its credit metrics. At the A2, senior unsecured level, Moody's would expect TGI's ROE to exceed
10%, EBIT to Interest to approach 3.5x, RCF to Debt to approach 15%, Debt to Book Capitalization (Excluding
Goodwill) to be below 65% and FCF to FFO to be in the range of -20% to -15%.

What Could Change the Rating - Down

Notwithstanding TGI's relatively low risk business profile, its financial profile is considered weak at the A3, senior
unsecured rating level. In the context of a weak economy and a low interest rate environment any further sustained
weakening of TGI's financial metrics, for instance ROE below 8%, EBIT to Interest below 2x, RCF to Debt below
5% and/or Debt to Book Capitalization (Excluding Goodwill) above 65%, would likely lead to a downgrade of TGI's
rating.

[1] Three year average (2006-2008) [2] Return on Average Equity [3] US$ EBIT/ Residential and Commercial
Customers (excluding Industrials)

Rating Factors

Terasen Gas Inc.

Rating Factors and Sub-Factors [1] Aaa Aa A Baa Ba B Caa

Factor 1: Sustainable Profitability (20%)

a) Return on Equity (15%) [2] 6.7%

b) EBIT to Customer Base (5%) [3] $245

Factor 2: Regulatory Support (10%)

a) Regulatory Support and Relationship X

Factor 3: Ring-Fencing (10%)

a) Ring-Fencing X

Factor 4: Financial Strength and Flexibility (60%)

a) EBIT/Interest (15%) 1.9x

b) Retained Cash Flow/Debt (15%) 4.8%
c) Debt to Book Capitalization (Excluding Goodwill)

(15%)
66.8%

d) Free Cash Flow/Funds from Operations (15%) -7.7%

Rating:

a) Methodology Model Implied Senior Unsecured Rating Baa1

b) Actual Senior Unsecured Equivalent Rating A3

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.
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Rating Update 

 
DBRS has confirmed the Purchase Money Mortgages and the MTNs & Unsecured Debentures ratings of 
Terasen Gas Inc. (TGI or the Company) at “A” and its Commercial Paper rating at R-1 (low), all with Stable 
trends. The rating confirmations reflect TGI’s low business risk natural gas distribution operations; a 
favourable regulatory environment, with strong ring-fencing provisions; a strong franchise area, with a large 
customer base; and a modestly improved financial profile.  
 
In late 2009, TGI executed a negotiated settlement that established rates for 2010 and 2011. The settlement 
excluded the performance-based rate (PBR) mechanism, under which the Company had operated for the 2004 
to 2009 period. The PBR had allowed TGI the opportunity to share earnings above the allowed return on 
equity (ROE) with customers on a 50/50 basis and had been beneficial to TGI as it had provided more than 
$11 million per year in earnings, on average, in 2008 and 2009. While the loss of this PBR income would 
have negatively affected TGI’s financial results, this was largely offset by an improvement in regulatory 
allowed ROE (to 9.50% from the 8.43% that would otherwise have been in effect) and equity thickness (from 
35.01% to 40%). The regulatory environment also continues to provide for a number of cost-recovery 
mechanisms that, when combined with the general rate-setting methodology, allow for a full recovery of all 
prudently incurred operating expenses and capital expenditures within a reasonable time frame.  

 

gas users. The 

Company is 100% 

owned by Terasen 

Inc. (rated BBB 

(high)), which is a 

wholly owned 
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Inc. (rated BBB 

(high)). The ratings 
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The Company’s credit metrics have historically remained consistent and are expected to continue to do so, 
with a modest lift from the recent regulatory changes. With the increases in approved ROE and equity 
thickness, partially offset by the loss of PBR, DBRS estimates an increase in the EBIT coverage metric of 
approximately 0.25 times and an increase of approximately 150 basis points in cash flow-to-debt over recent 
historicals. However, TGI’s coverage metrics are expected to remain moderately lower than those of similarly 
rated gas distribution companies, even factoring in the improvements, a differential DBRS views as being 
offset by the Company’s more stable credit metrics and business risk profile. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Low business risk and supportive regulatory 

framework 
(2) Strong regulatory ring-fencing provisions 
(3) Reasonable balance sheet and stable credit metrics 
(4) Strong franchise area, with a large customer base 

 (1) Long-term competitiveness of natural gas 
relative to alternative energy sources  

(2) Volume exposure in the industrial and 
transportation segment 

(3) ROE levels and loss of PBR incentive earnings 
 
Financial Information 

 
For the 12-mos.      For the year ended December 31

ended Mar. 31/10 2009 2008 2007 2006 2005
EBIT interest coverage (1) 2.1 1.9 1.9 1.9 2.0 1.9
% debt in capital structure (1) 59.9% 66.4% 66.4% 66.5% 64.7% 67.6%
Cash flow/total debt (times) (1) 11.7% 9.8% 8.8% 8.4% 9.7% 8.9%
Cash flow/capital expenditures (times) 1.3 1.2 1.2 1.3 1.5 1.5
Net income bef. extras (CAD millions) 102 87 78 70 68 70
Operating cash flow (CAD millions) 184 170 152 146 160 157
(1) Includes operating leases  
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Minimal to modest free cash flow deficits are expected over the medium term, attributable to the replacement and 
refurbishment of existing infrastructure (which is expected to go into the rate base in a timely manner) and modest 
customer growth. Any deficits would be expected to be financed with a combination of the $500 million revolving 
bank facility ($414 million available at March 31, 2010) and long-term debt issuance. TGI’s balance sheet is 
expected to remain stable over the medium term as the Company is expected to manage its dividends to maintain 
its capital structure within the recently revised regulatory-approved debt-to-equity ratio of 60%-to-40%. 
 
DBRS expects the lower customer growth trend to continue, with fewer new housing starts and a shift in the 
housing mix to more multi-family dwellings. TGI is expected to focus on retaining customers through 
expanded energy conservation and efficiency programs.  
 
The Company continues to maintain a price advantage relative to electricity, the primary competitor to 
natural gas. The current weaker gas pricing environment both improves TGI’s competitiveness and reduces 
working capital and liquidity requirements. TGI’s financial strength and credit profile over the longer term 
will depend to some extent on the continued competitiveness of natural gas relative to alternative energy 
sources (mainly electricity).  
 
Simplified TGI Ownership and Rating Chart  
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Rating Considerations Details 
 

Strengths 
(1) TGI benefits from having all its operations in a low-risk, stable regulated environment within a supportive 
regulatory framework. TGI operates under a full cost-of-service recovery regime, with deferral accounts 
existing to stabilize earnings and to adjust for the recovery/refund of shortfalls/overages of natural gas costs 
from/to customers. TGI has no exposure to commodity costs (subject to a recovery lag) as natural gas costs 
are fully passed on to customers, with quarterly adjustments. 
  
(2) Regulatory ring-fencing conditions imposed on TGI in the 2007 British Columbia Utilities Commission 
(BCUC) order approving acquisition of Terasen Inc. by Fortis Inc. are viewed as positive for TGI’s credit 
profile, offering protection from significant changes in its capital structure.  



 
 
 
 

 
 

 

(3) TGI has historically maintained a stable balance sheet and credit metrics, with some modest improvement 
attributable to recent regulatory changes. While the EBIT coverage and cash flow-to-debt ratios have 
improved and are expected to remain at more modestly favourable levels, they remain on the lower end for an 
“A” rating compared with its gas distribution peers. However, DBRS remains comfortable with TGI’s rating 
given the inherent stability its credit metrics have shown over time. 
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(4) TGI serves a large customer base of approximately 840,000, located in a stable franchise area that 
includes the city of Vancouver. The customer mix is favourable, with residential and commercial customers 
accounting for 90% of distribution revenues. There is no volume risk (but recovery lag exists) associated with 
this customer segment.  
 
Challenges 
(1) TGI’s earnings and financial profile over the longer term will largely depend on the competitive position of 
natural gas relative to alternative energy sources (mainly electricity) in British Columbia. Despite the significant 
increases in natural gas prices through 2008, natural gas continued to maintain a competitive advantage over 
electricity in terms of pricing. While gas prices have since retreated, it is expected that under reasonable gas 
price assumptions, TGI will remain competitive relative to electricity, with electricity prices expected to rise 
gradually in the medium term, according to British Columbia Hydro & Power Authority (BC Hydro). 
 
(2) The Company is exposed to variances from forecasts when it comes to its industrial fixed-price contracts 
and transportation-services segments, which represent approximately 45% of throughput volumes (5% of 
revenues). However, this exposure is mitigated by the fact that their usage is less likely to be significantly 
affected by weather and is therefore more predictable. TGI conducts an annual survey of its industrial 
customer segment to minimize forecast variances in throughput volumes. Further mitigating this risk is the 
fixed demand charges derived from this segment. 
 
(3) Although the BCUC terminated the automatic ROE adjustment formula and set the approved level at 
9.50% (effective July 1, 2009), it had been below 9% for the prior three years, negatively affecting earnings 
and cash flows. With use of the adjustment formula having been terminated, there is uncertainty as to how 
ROE levels will be determined in the medium and longer term; the BCUC has directed TGI to investigate 
alternative mechanisms. Additionally, under the prior PBR, TGI shared earnings above or below the allowed 
ROE on a 50/50 basis with customers. The loss of this is expected to largely offset the credit metric upside of 
the ROE increase as TGI’s incentive earnings averaged more than $11 million per year in 2008 and 2009. 
 

Regulation 
 

Regulatory Overview 
TGI is regulated by the BCUC on a test-year forecast basis under a rate-of-return/cost-of-service regime. TGI 
applies to the BCUC for approval of rates to recover its forecast cost-of-service. TGI’s cost of service 
includes the cost of purchased gas and the cost of gas transportation and distribution through the pipeline 
system, including operating, maintenance and administrative expenses (OM&A); depreciation of facilities; 
interest; income and other taxes; and ROE. 
 
TGI purchases gas for resale, without markup, to residential and commercial customers; transportation 
customers and some large commercial and industrial customers arrange for their own gas supply and contract 
with TGI for the transportation of that gas. TGI’s rates are based on estimates of several items, such as 
natural gas sales volumes, cost of natural gas and interest rates. In order to manage the risks associated with 
some of these estimates, a number of regulatory deferral accounts are in place. 
• Commodity Cost Reconciliation Account and Midstream Cost Reconciliation Account: The 

differences between actual and forecast gas costs are recorded in these deferral accounts to be recovered or 
refunded in future rates. This exposes TGI to a recovery lag (the balances are anticipated to be fully 
recovered or refunded within the next fiscal year), but price adjustments are made on a quarterly basis to 
better reflect prevailing gas commodity prices. This mitigates the impact of recovery lag.  
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 Inc. • Revenue Stabilization Adjustment Account (RSAM): The RSAM seeks to stabilize revenues from 
residential and commercial customers through a deferral account that captures variances in the forecast versus 
actual customer use throughout the year. The RSAM account is anticipated to be recovered in rates over three 
years (for comparison, in Ontario, gas distribution companies are exposed to volume risk, which can be 
significant due to changes in the weather). Variances in usage by large-volume industrial transportation and 
sales customers, which account for 45% of total throughput, are not covered by this deferral account. However, 
their usage is more predictable and less likely to be significantly affected by weather. 

 

• TGI also has short- and long-term interest rate deferral accounts to absorb interest rate fluctuations.  
 
Under the PBR, which was in effect from 2004 to 2009, operating and maintenance costs and base-capital 
expenditures were subject to an incentive formula that reflected increasing costs as a result of customer 
growth and inflation less a productivity factor. The PBR provided for a 50/50 sharing mechanism of earnings 
above or below the allowed ROE. However, in 2009, a negotiated settlement was reached that established 
TGI’s rates for 2010 and 2011; PBR ended in 2009 and is not part of the negotiated settlement, which allows 
for the incorporation into rates of changes to the BCUC-determined levels of ROE and common equity. 
 
Allowed ROE had been set annually according to a formula based on a forecast of 30-year Canada Bonds 
plus a 3.90% risk premium when the forecast yield is 5.25%. The risk premium was adjusted annually by 
75% of the difference between 5.25% and the forecast yield. The common equity component of the capital 
structure was set at 35.01%. However, in 2009, TGI filed a BCUC application requesting an increase in the 
common equity component and a higher return on equity. In its decision, the BCUC determined that the ROE 
adjustment mechanism would no longer apply and that an ROE of 9.50% would be in effect from July 1, 
2009, until amended; the BCUC directed TGI to complete a study of alternative mechanisms and report back 
by the end of 2010.  
 
TGI’s common equity component was also increased from 35.01% to 40%, effective January 1, 2010; TGI 
received a $125 million equity injection early in January 2010 to bring its capital structure into alignment 
with this revision. Forecast capital expenditures are also approved by the BCUC.  
 
Regulatory Ring-Fencing 
A summary of the regulatory ring-fencing conditions in the April 30, 2007, BCUC order imposed on TGI 
approving the Fortis Inc. acquisition of Terasen Inc. is as follows: 
• TGI must maintain the equity in the capital structure at least at the deemed equity level approved by the 

BCUC (now 40%). 
• TGI must obtain approval from the BCUC before paying dividends to its parent if the paying of dividends 

can be reasonably expected to increase leverage above the approved level. 
• The Company will not be allowed to lend to, guarantee or financially support any affiliates of Terasen Inc. 

or its non-regulated businesses. 
• TGI will not be allowed to enter a tax-sharing agreement with any of its affiliates unless the agreement has 

been approved by the BCUC. 
• TGI must maintain the continued independence of directors. 
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Consolidated Earnings 

For the 12-mos. For the year ended December 31
(CAD millions) ended Mar. 31/10 2009 2008 2007 2006 2005
Net revenues 550                        526           513            507            517             505              
EBITDA 319                        297           292            293            301             302              
EBIT 233                      214         214          215            217            222            
Gross interest expense 107                        109           111            108            106             112              
Pre-tax income 126                        106           103            108            112             111              
Income taxes 25                          19             25              38              44               42                
Net income (before extras) 102                        87             78              70              68               70                
Net income 102                        87             92              78              68               65                
Return on avg. common equity (bef. extras.) 10.4% 9.9% 8.9% 7.9% 7.8% 8.4%
EBIT margin (net of gas costs) 42.3% 40.7% 41.7% 42.3% 42.0% 44.1%

Rate Base* 2,542 2,547 2,510 2,484 2,516 2,406
Approved common equity 40.00% 35.01% 35.01% 35.01% 35.01% 33.00%
Allowed ROE** 9.50% 8.47% 8.62% 8.37% 8.80% 9.03%
* $2,542 million for 2010.  **  8.47% for first six months of 2009, 9.50% for second six months  
 
Summary 
TGI has historically demonstrated very stable levels of EBITDA and EBIT, reflective of modest net additions 
to its customer base, increases in its rate base and a stable approved equity component, all largely offset by 
declining allowed ROE levels. Earnings volatility is further reduced due to the customer breakdown, with 
residential and commercial customers providing the majority of its margin and industrial customers normally 
under contract. Much of the recent modest improvement in earnings is attributable to the recent BCUC 
decision to increase both the common equity component and the approved ROE. Growth in multi-family 
housing continues to have an impact on net additions as natural gas is less prevalent in this type of dwelling.  
 
The gas distribution segment (residential and commercial customers) has historically accounted for more than 
50% of total throughput volumes and 90% of total revenues. Throughputs for this segment exhibit stability, 
and any volume risk is mitigated as shortfalls/overages in volume revenues are deferred and 
recovered/refunded through future rates.  
 
The transportation segment and industrial customers under fixed-price contracts have historically accounted 
for approximately 50% of total throughput volumes and less than 10% of total revenues. Although 
transportation and industrial customer segments are exposed to volume risk, it is mitigated by the fact that 
their usage is less likely to be significantly affected by weather and is therefore more predictable. Further 
mitigating this risk is the fixed demand charges derived from these segments. Interest expense has been 
relatively stable over the past five years due to fairly consistent levels of total debt. 
 
Outlook 
DBRS expects earnings to continue at their modestly higher levels due to the impact of the higher equity 
component and approved ROE, modestly offset by the negative impact of the loss of incentive earnings upon 
expiry of the PBR mechanism. Over the medium term, as a mature gas distribution utility, TGI is expected to 
have relatively stable earnings, with some variability due to allowed ROE, population growth, new housing 
starts and customer conversions.  
 
Over the longer term, earnings will largely depend on the competitiveness of natural gas relative to electricity 
in British Columbia. While TGI has maintained a competitive advantage in terms of pricing compared with 
electricity, its competitive position would weaken should gas prices increase significantly for a prolonged 
period of time, potentially having a negative impact on TGI’s financial and credit profile. The 
competitiveness of natural gas will also be affected by the provincial consumption tax on carbon-based fuels. 
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For the 12-mos. For year ended Dec. 31

(CAD millions) ended Mar. 31/10 2009 2008 2007 2006 2005
Net income before extraordinary items 102 87 78 70 68 70
Depreciaton & amortization 86 83 78 79 84 79
Other non-cash adjustments (4) 0 (5) (3) 8 8
Cash Flow From Operations 184 170 152 146 160 157
Capital expenditures (140) (139) (122) (108) (109) (103)
Common dividends (75) (67) (100) (111) (40) (60)
Free Cash Flow Before W/C Changes (30) (36) (70) (73) 12 (7)
Working capital changes (10) 16 33 (28) 83 (45)
Net Free Cash Flow (40) (20) (37) (101) 95 (51)
Acquisitions/divestitures 0 0 14 0 0 (42)
Other adjustment/comprehensive  (13) 7 36 11 (7) (2)
Cash flow before financing (53) (13) 13 (90) 88 (95)
Net change in debt financing (86) 6 (5) 89 (98) 109
Net change in pref. share financing 0 0 0 0 0 0
Net change in equity financing 125 0 0 0 0 0
Net Change in Cash (13) (7) 8 (1) (9) 14

Total adjusted debt (CAD million) (1) 1,573 1,737 1,730 1,744 1,655 1,763
Cash flow/total debt  (times) (1) 11.7% 9.8% 8.8% 8.4% 9.7% 8.9%
% debt in the capital structure (1) 60% 66% 66% 67% 65% 68%
EBIT interest coverage (times) 2.1 1.9 1.9 1.9 2.0 1.9
Dividend payout ratio (%) 74% 77% 128% 158% 58% 86%
(1) Includes operating leases  
 
Summary 
TGI has maintained stable cash flow from operations, which historically has been largely adequate to fund 
both capital expenditure and dividend payments. The recent uptick is attributable to the recent regulatory 
changes to ROE and equity thickness. The level of dividends is expected to continue to maintain TGI’s 
capital structure in line with BCUC-approved levels. TGI has received a $125 million equity injection to 
bring its capital structure in line with the BCUC’s decision to increase the common equity component to 40%. 
Proceeds were largely used to reduce debt.  
 
As part of the ring-fencing condition, TGI is prohibited from paying dividends unless it has in place at least 
as much equity as required by the BCUC for rate-making purposes (now 40%). Leverage has thus improved 
to 60%, with a commensurate modest improvement in coverage metrics expected. The stability of TGI’s 
coverage metrics continues to be a key factor in its ratings. 
 
Outlook 
Minimal to modest free cash flow deficits are expected over the medium term, attributable to the replacement 
and refurbishment of existing infrastructure and modest customer growth. Any deficits are expected to be 
financed with a combination of TGI’s $500 million revolving bank facility ($414 million available at March 
31, 2010) and long-term debt issuance. DBRS expects the capital expenditure to be approximately 
$150 million (before customer contributions) annually over the medium term, with maintenance capital 
expenditure expected to account for approximately 70% to 80% of the total.  
 
TGI’s financial profile should remain relatively stable over the medium term as the Company is expected to 
manage its dividends to maintain its capital structure within the recently approved 60%-to-40% debt-to-
equity ratio. With the recent regulatory changes, DBRS estimates the following improvements: cash flow-to-
total debt to move from its historic 8% to 10% range to approximately 10% to 12% and EBIT-to-interest to 
remain greater than 2.0 times. Longer term, under reasonable gas and electricity price assumptions, it is 
expected that TGI will remain competitive relative to alternative energy sources.  
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As at Mar. 31, 2010
(CAD millions) 2010 2011 2012 2013 2014 Thereafter Total
Long-Term Debt 2              2              2              2              2              1,447          1,456        
 
TGI has a five-year, $500 million unsecured committed revolving credit facility with a syndicate of banks 
that matures in August 2013; $414 million was unutilized at March 31, 2010. The credit facility is primarily 
used to support TGI’s $500 million commercial paper (CP) program and working capital requirements, which 
vary to a large extent with seasonal gas inventory levels. Gas inventory levels and working capital 
requirements typically peak in the fall and winter seasons, with reductions in the spring and summer. The 
debt-repayment schedule is negligible in the near term.  
 
TGI’s bond indenture contains an EBIT-to-interest coverage test in order to issue additional indebtedness. 
EBIT for 12 consecutive months out of the previous 23 months must be at least 2.0 times its annual pro forma 
interest requirements for debt that has a maturity term longer than 18 months.  
 



 
 
 
 

 
 

 
Terasen Gas Inc.

Balance Sheet
(CAD millions) As at December 31 As at December 31
Assets Mar. 31/10 2009 2008 Liabilities & Equity Mar. 31/10 2009 2008
Cash 4 6 13 Short-term debt 40 204 239
Accounts receivable 268 277 346 L.t.d. due in one year 2 2 62
Inventories 108 149 192    A/P 360 337 366
Prepaid expenses 2 23 3    Tax payables 41 42 66
Rate stabilization accts 146 69 54 Rate stabilization acct. 2 12 24
Current Assets 528 524 608 Current Liabilities 446 597 755
Net fixed assets 2,429 2,489 2,432 Long-term debt 1,441 1,440 1,340
Rate stabilization accts 0 0 0 Deferred credits 163 173 138
Deferred charges 0 0 0    Deferred taxes 275 276 1
Long-term rec. + investments 420 355 69 Shareholders' equity 1,051 881 875
Total 3,377 3,368 3,109 Total 3,377 3,368 3,109

Ratio Analysis For the 12-mos. For the year ended December 31
Liquidity Ratios ended Mar. 31/10 2009 2008 2007 2006 2005 2004
Current ratio 1.18 0.88 0.80 0.66 0.65 0.74 0.53
Accumulated depreciation/gross fixed assets na 24.1% 23.8% 23.4% 23.5% 21.9% 21.0%
Cash flow/total debt (1) 11.7% 9.8% 8.8% 8.4% 9.7% 8.9% 9.2%
Cash flow/capital expenditure 1.32 1.22 1.24 1.35 1.47 1.52 1.61
Cash flow-dividends/capital expenditures 0.78 0.74 0.43 0.33 1.11 0.94 0.97
% debt in capital structure (1) 59.9% 66.4% 66.4% 66.5% 64.7% 67.6% 67.1%
Approved common equity 40.00% 35.01% 35.01% 35.01% 35.01% 33.00% 33%
Common dividend payout  (before extras.) 73.8% 77.4% 127.7% 158.0% 58.5% 86.3% 84.7%
Coverage Ratios
EBIT interest coverage (1) 2.1 1.9 1.9 1.9 2.0 1.9 1.9
EBITDA interest coverage (1) 2.9 2.6 2.6 2.6 2.8 2.7 2.8
Fixed-charges coverage (1) 2.1 1.9 1.8 1.9 2.0 1.9 1.9
Debt/EBITDA 4.9 5.9 5.9 6.0 5.5 5.8 5.6
Earnings Quality  
EBIT margin, excluding cost of natural gas 42.3% 40.7% 41.7% 42.3% 42.0% 44.1% 42.7%
Net margin (excluding preferred dividends) 18.5% 16.5% 15.3% 13.8% 13.2% 13.8% 14.2%
Return on avg. common equity (bef. extras.) 10.41% 9.87% 8.93% 7.89% 7.8% 8.4% 9.0%
Allowed ROE * 9.50% 8.47% 8.62% 8.37% 8.80% 9.03% 9.15%
Operating Statistics
Customer growth n/a 0.6% 1.1% 1.2% 1.3% 1.6% 1.5%
Operating costs/avg. customer (CAD) 321 316 306 303 318 304 313
Rate base (CAD millions) 2,542 2,547 2,510 2,484 2,516          2,406           2,310         
Rate base growth -0.2% 1.5% 1.0% -1.3% 4.6% 4.2% #DIV/0!
(1) Includes operating leases *  8.47% for first six months of 2009, 9.50% for second six months  
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Operating Statistics 

     For year ended December 31
Throughput Volumes 2009 2008 2007 2006 2005
Residential 72.7 78.5 74.9 68.7 69.4
Commercial 42.4 44.1 42.3 38.4 39.1
Small industrial 3.0 3.1 3.4 3.8 4.2
Large industrial 0.2 0.1 0.2 0.2 0.3
Total Natural Gas Sales Volumes 118.3 125.8 120.8 111.1 113.0
Transportation service 54.0 57.3 62.3 62.3 63.9
Throughput under fixed-price contracts 36.0 39.6 36.8 36.8 36.4
Total Throughputs (PJs) 208.3 222.7 219.9 210.2 213.3
Customers
Residential 755,660 750,838 742,882 733,598 723,898
Commercial 81,274 81,012 79,717 79,113 78,497
Small industrial 251 284 297 325 396
Large industrial 31 33 40 40 45
Transportation 2,078 2,059 2,041 1,956 1,907
Total (thousands) 839,294 834,226 824,977 815,032 804,743  
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Debt Rated Rating Rating Action  Trend 

Commercial Paper R-1 (low) Confirmed  Stable 
Purchase Money Mortgages A Confirmed Stable 
MTNs & Unsecured Debentures A Confirmed Stable 

 
Rating History 

 
Debt Rated Current 2009 2008 2007 2006 2005 

Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) 
Purchase Money Mortgages A A A A A A 
MTNs & Unsecured Debentures A A A A A A 
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• Recent Regulatory Developments for Canadian Pipeline and Utility Companies, February 10, 2010. 
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Key Indicators

[1]Terasen Gas Inc.
[2]LTM 2009 2008 2007 2006 2005

(CFO Pre-WC + Interest) / Interest Expense 2.7x 2.6x 2.5x 2.4x 2.5x 2.4x
(CFO Pre-WC) / Debt 12.2% 10.3% 9.8% 8.8% 10.1% 9.0%
(CFO Pre-WC - Dividends) / Debt 7.6% 6.5% 4.2% 2.5% 7.7% 5.7%
Debt / Book Capitalization 55.9% 61.7% 68.4% 66.8% 65.2% 68.7%

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using Moody's standard adjustments
[2] Last twelve months ended March 31, 2010

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

Opinion

Rating Drivers

Low-risk, cost of service regulated gas transmission and distribution utility with no unregulated operations.

Relatively weak financial metrics partially offset by a supportive regulatory environment.

Strong regulatory ring-fencing mechanisms.

Corporate Profile

Terasen Gas Inc. (TGI) is the largest distributor of natural gas in British Columbia and the third largest gas distribution utility in Canada. TGI is
regulated on a cost of service basis by the British Columbia Utilities Commission (BCUC).

TGI is a wholly-owned subsidiary of Terasen Inc. (TER) which, in turn, is a wholly-owned subsidiary of Fortis Inc. (FTS), a diversified electric and
gas utility holding company. TER is a holding company which also holds 100% of Terasen Gas (Vancouver Island) Inc. (TGVI) and Terasen Gas
(Whistler) Inc. (TGW) as well as a 30% interest in CustomerWorks, L.P.

SUMMARY RATING RATIONALE

TGI's A3 senior unsecured rating and stable outlook reflect its low-risk business model and supportive regulatory environment which partially
offset its weak financial metrics. Moody's recognizes that the weakness of TGI's financial metrics relative to similarly rated U.S. peers is largely a

http://www.moodys.com/corpcreditstatsdefinitions


function of the relatively lower deemed equity and allowed ROE permitted by the BCUC. We believe that TGI's weak financial profile is offset to a
significant degree by the supportiveness of the business and regulatory environments in Canada generally and in British Columbia specifically.

TGI's financial profile is expected to strengthen modestly in 2010 due to the BCUC's December 2009 cost of capital decision which increased
TGI's allowed ROE to 9.5% and its deemed equity to 40%. Regulatory ring-fencing mechanisms effectively insulate TGI from its weaker parent
companies, TER and FTS. Growth in TGI's franchise area tends to be predictable and capital spending is not expected to tax the company's
resources. TGI enjoys good access to the term debt markets and maintains liquidity resources that are sufficient.

TGI's A3 rating is consistent with the A3 rating implied by our Regulated Electric and Gas Utility Rating Methodology.

DETAILED RATING CONSIDERATIONS

LOW-RISK REGULATED GAS DISTRIBUTION UTILITY OPERATING IN A SUPPORTIVE ENVIRONMENT

In general, we consider gas local distribution companies (LDC) to be at the low end of the risk spectrum within the universe of regulated utilities.
Similarly, we believe that regulated utilities, which are permitted the opportunity to recover their costs and earn an allowed return, have lower
business risk than unregulated companies that do not benefit from cost of service regulation. Accordingly, we consider regulated gas LDCs like
TGI to be among the lowest risk corporate entities.

The company's location in British Columbia, which until recently enjoyed a relatively strong provincial economy and continues to enjoy a
supportive regulatory climate, contributes to our view of TGI as a relatively low-risk regulated gas distribution company. We consider Canada to
have more supportive regulatory and business environments than other jurisdictions globally. Furthermore, the regulatory environment in the
Province of British Columbia is considered one of the most supportive in Canada reflecting the fact that regulatory proceedings tend to be less
adversarial and decisions tend to be timely and balanced. The supportiveness of the British Columbia regulatory environment is also evidenced
by the fact that TGI benefits from the existence of a number of BCUC-approved deferral, or true up, mechanisms. These mechanisms limit TGI's
exposure to forecast error with respect to commodity price and volume, pension funding costs, insurance costs and short-term interest rates. In
addition, on an annual basis TGI reviews its capital spending plans, and the rate impacts thereof, with the BCUC. In our view, this process
substantially reduces the risk that TGI might be unable to fully recover its capital investments. In our view, these factors more than offset the fact
that deemed equity thicknesses and allowed ROEs in Canada tend to be lower than those in the U.S.

Growth in TGI's franchise area tends to be relatively predictable and capital spending is generally stable and modest in the context of TGI's asset
base and depreciation expense. That said, we expect capital spending to be higher in 2010 and 2011 than it has been in recent years. This
reflects certain non-recurring or infrequently occuring projects such as the development of a new customer care system and the upgrading of a
major river crossing. Notwithstanding higher capital spending in 2010 and 2011, we anticipate that TGI will continue to finance capital spending
with a prudent combination of internally generated funds and additional term debt.

FINANCIAL METRICS EXPECTED TO STRENGTHEN MODESTLY IN 2010

TGI's financial metrics are materially weaker than those of its A3 rated global gas utility peers such as Piedmont Natural Gas Company, Inc.,
Northwest Natural Gas Company, UGI Utilities and its sister company, TGVI. We recognize that TGI's weaker financial metrics are largely a
function of the deemed equity and allowed ROE approved by the BCUC. In general, Canadian deemed equity ratios and allowed ROEs are low
relative to those of other jurisdictions and historically TGI's were among the lowest in Canada.

However, the BCUC's December 2009 cost of capital decision is expected to have a small positive impact on TGI's financial metrics. In that
decision, TGI's allowed ROE was increased to 9.5% from 8.47% retroactive to July 1, 2009 and its deemed equity percentage was increased to
40% from 35.01% effective January 1, 2010. In order to bring TGI's actual capital structure in line with the new 40% deemed equity level, TGI
raised $125 million of common equity from its ultimate parent, FTS, in January 2010. We anticipate that these changes will cause CFO pre-WC
+ Interest / Interest (Cash Flow Interest Coverage) to be in the upper 2x range going forward versus the mid 2x range in recent years. Similarly,
we anticipate CFO pre-WC / Debt will exceed 10% in the future versus its sub-10% level in the past few years.

The improvement in TGI's debt to capitalization as at March 31, 2010 also reflects the change in Canadian GAAP that took effect January 1, 2009
and requires regulated utilities to recognize deferred income tax liabilities. This had the effect of increasing capitalization and therefore reducing
debt to capitalization since we include deferred taxes in capitalization.

Despite the increase in TGI's allowed ROE to 9.5% and deemed equity to 40%, these levels remain lower than those of U.S. gas LDCs which
typically have allowed ROEs of 10% or more and deemed equity in the 50% range.

STRONG REGULATORY RING-FENCING SEPARATES TGI FROM PARENT, TERASEN INC.

We believe that TGI's ring-fencing is very good relative to that of its peers outside of British Columbia. TGI is subject to a set of regulatory ring-
fencing conditions imposed by the BCUC. The ring-fencing conditions provide that, unless otherwise approved by the BCUC, TGI shall: maintain
a ratio of common equity to total capital at least as high as the deemed equity capitalization utilized by the BCUC for ratemaking purposes
(currently 40%); not pay dividends if they would cause TGI's common equity to total capital to fall below the BCUC's deemed equity percentage;
not invest in or financially support non-regulated business; and not engage in affiliate transactions on anything other than an arm's length basis.
We believe that the BCUC ring-fencing provisions effectively insulate TGI from the greater financial and business risks of its parents, TER and
FTS. The regulatory ring-fencing provisions, combined with FTS' philosophy of requiring its utility operating subsidiaries to be operationally and
financially independent of FTS and other subsidiaries, allow Moody's to evaluate TGI's credit profile on a stand-alone basis.

Liquidity Profile

TGI's liquidity is expected to be sufficient to meet its anticipated funding requirements. Availability under TGI's credit agreement at March 31,
2010 was $414 million which exceeds our $120 million estimate of the company's funding requirement for the subsequent four quarters.

TGI's $500 million syndicated committed revolving facility matures August 2013 and is available to support its $500 million commercial paper
(CP) program and for general corporate purposes. The company is currently well below the debt to total capitalization ratio covenant (maximum
75%) in the credit agreement. Further, the syndicated credit agreement does not contain language such as Material Adverse Change (MAC)
clauses or ratings triggers that would inhibit access to the unutilized portion of the facility in situations of financial stress.



TGI is expected to generate approximately $190 million of adjusted funds from operations (FFO) in the next 4 quarters. After dividends in the
range of $85 million and capital expenditures and working capital changes of approximately $225 million, Moody's expects TGI to be free cash
flow (FCF) negative by approximately $120 million. TGI has no material scheduled debt maturities during the four quarters ending June 30, 2011
resulting in a funding requirement of approximately $120 million.

Although utilization of TGI's credit facility was limited to roughly $86 million at March 31, 2010, during the peak gas storage season the financing
of gas inventory can significantly reduce the unutilized portion of TGI's credit facility. For instance, at the end of the third quarter of 2008,
availability under TGI's $500 million credit facility was only about $175 million. We recognize that TGI's reliance on short-term debt to finance gas
inventories is supported by the BCUC and that the BCUC has approved the use of an interest rate deferral account to limit TGI's exposure to
short-term interest rate volatility. However, we believe that TGI's financial flexibility can become somewhat constrained, particularly when material
debt maturities fall within the peak storage season. However, this is not a concern in the near term as TGI's next significant debt maturity occurs
in September 2015.

Rating Outlook

The stable outlook is predicated on TGI's low business risk as a regulated gas distribution utility, our expectation that TGI's regulatory
environment will continue to be supportive and our belief that TGI's financial profile will improve modestly in 2010.

What Could Change the Rating - Up

We consider an upward revision in TGI's rating to be unlikely in the near term due to its relatively weak financial profile. However, the rating could
be positively impacted if TGI could demonstrate a sustainable improvement in its credit metrics. All else being equal, at the A2 senior unsecured
level, Moody's would expect TGI's Cash Flow Interest Coverage to exceed 4x and CFO pre-WC / Debt to be above 19%.

What Could Change the Rating - Down

Notwithstanding TGI's relatively low risk business profile, its financial profile is considered weak at the A3, senior unsecured rating level.
Accordingly, a sustained weakening of TGI's Cash Flow Interest Coverage below 2.3x and CFO pre-WC / Debt below 8% combined with a less
supportive and predictable regulatory framework would likely result in a downgrade of TGI's rating. This could occur if gas were to lose its
competitive advantage over electricity in British Columbia due Provincial policies favouring non-carbon emitting energy sources or other factors.

Rating Factors

Terasen Gas Inc.
                                                  
                                                            

Regulated Electric and Gas Utilities Rating Methodology Aaa Aa A Baa Ba B
Factor 1: Regulatory Framework (25%)           X                                         
Factor 2: Ability to Recover Costs and Earn Returns
   (25%)

                    X                               

Factor 3: Diversification (10%)                                                             
a) Market Position (10%)                     X                               
b) Generation and Fuel Diversity (0%)                     n/a                               
Factor 4: Financial Strength, Liquidity & Financial
   Metrics (40%)

                                                            

a) Liquidity (10%)                     X                               
b) CFO pre-WC + Interest / Interest (7.5%)                                         2.5x           
c) CFO pre-WC / Debt (7.5%)                                         9.6%           
d) CFO pre-WC - Dividends / Debt (7.5%)                                         4.4%           
e) Debt / Capitalization or Debt / RAV (7.5%)                                                   65.6%
Rating:                                                             
a) Methodology Implied Senior Unsecured Rating                     A3                               
b) Actual Senior Unsecured Rating                     A3                               

© Copyright 2010, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.
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The Company 
FortisBC Energy Inc. 

(FEI or the Company) is 

the largest natural gas 

distributor in British 

Columbia (B.C. or the 

Province, rated AA 

(high)), serving 

approximately 846,000 

customers and 

representing 

approximately 90% of 

the province’s natural 

gas users. The Company 

is 100% owned by 

FortisBC Holdings Inc. 

(FHI, rated BBB (high)), 

which is a wholly-owned 

subsidiary of Fortis Inc. 

(FTS, rated A (low)). 

 
Commercial 
Paper Limit 
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March 1, 2011 
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FortisBC Energy Inc. 
 

Rating  
 

Debt Rating Rating Action  Trend 

MTNs & Unsecured Debentures  A  Confirmed Stable 
Purchase Money Mortgages A Confirmed Stable 
Commercial Paper  R-1 (low) Confirmed Stable 

 
Rating Rationale 

 
On September 16, 2011, DBRS confirmed the MTNs & Unsecured Debentures and Purchase Money 
Mortgages ratings of FortisBC Energy Inc. (FEI or the Company, formerly known as Terasen Gas Inc.) at 
“A”, and its Commercial Paper rating at R-1 (low). The trends are Stable. The ratings reflect FEI’s low 
business risk operations within a stable regulatory environment and franchise area, strong ring-fencing 
provisions, as well as its relatively sound financial profile and credit metrics compared with peers. The 
ratings also reflect the Company’s relatively low allowed ROE, loss of performance-based rate (PBR) 
incentive earnings, ongoing exposure to volume risk from its industrial and transportation segments and the 
continued challenge of natural gas’ long-term competitiveness vis-à-vis alternative energy sources. 
 
FEI, FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC Energy (Whistler) Inc. (FEW) are 
expected to file an application in the Fall of 2011 to amalgamate the three utility subsidiaries under FortisBC 
Holdings Inc. (FHI, rated BBB (high)). The amalgamation will require the British Columbia Utilities 
Commission’s (BCUC) approval and the Government of British Columbia’s consent to proceed. At this time, 
DBRS anticipates that the potential amalgamation and associated rate harmonization will likely be credit 
neutral to FEI provided that there are no material changes that will negatively affect its deemed capital 
structure, allowed ROE or fundamental low-risk business model. DBRS notes that FEI’s current contribution 
to FHI’s overall earnings is approximately 75% and anticipates that the bulk of the amalgamated entity’s 
earnings will continue to be derived from FEI. Should the potential amalgamation proceed, DBRS may re-
examine any impacts to FEI and the consolidated utility’s credit profile as a result of changes to the capital 
structure or ROE. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Low business risk operations within a stable 

regulatory environment 
(2) Strong regulatory ring-fencing provisions 
(3) Stable financial profile and credit metrics 
(4) Strong franchise area, with a predictable customer 

base  

 (1) ROE level and loss of performance-based rate 
(PBR) incentive earnings  

(2) Volume exposure in  the industrial and 
transportation segments  

(3) Long-term competitiveness of natural gas 
relative to alternative energy sources  

 
Financial Information 

 
LTM Jun. 30th

2011 2010 2009 2008 2007 2006

EBIT Interest Coverage(1) 1.9x 2.1x 1.9x 1.9x 1.9x 2.0x

% Debt in Capital Structure
(1) 60.1% 62.6% 66.4% 66.5% 66.4% 64.8%

Cash Flow/Total Debt
(1)

11.2% 10.3% 9.8% 9.6% 8.4% 9.7%

Cash Flow/CapEx 1.1x 1.1x 1.2x 1.4x 1.3x 1.5x

Net Income before Extra. (C$ millions) 74 93 87 92 70 68

Operating Cash Flow (C$ millions) 176 177 170 166 146 160
(1)

 Includ es op erating leases 

For the year ended December 31st
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Rating Rationale (Continued from page 1.) 
 

The regulatory environment in which FEI operates continues to provide for a number of cost-recovery 
mechanisms that, when combined with the general rate-setting methodology, allow for a full recovery of all 
prudently incurred operating expenses and capital expenditures within a reasonable time frame. In July 2011, 
the BCUC approved FEI’s December 2010 application to provide fuelling station infrastructure and services 
but denied the Company’s request for a general tariff for the provision of natural gas for vehicles unless 
certain contractual conditions are met. Earlier in May 2011, FEI filed its 2012-2013 Revenue Requirements 
and Delivery Rate Application (RRA) in which the Company forecasted a rate increase of approximately 
2.8% to 3.0% based on an average rate base of roughly $2,740 million to $2,900 million. The outcome is 
anticipated in the first quarter of 2012. 
 
FEI’s operating performance and credit metrics have historically been stable and are expected to continue to 
remain consistent. Additionally, due to increases in both the approved ROE and equity thickness as a result of 
regulatory changes in 2009, DBRS anticipates a continued modest lift in the Company’s EBIT coverage and 
cash flow-to-debt metrics, despite the loss of PBR-related earnings. Despite these increases, FEI’s key 
metrics are expected to remain moderately lower than those of similarly rated gas distribution companies, 
however, DBRS believes that FEI’s relatively weaker financial profile is offset by the predictable, low-risk 
business profile of the Company’s business.  
 
The Company is expected to continue to generate minimal-to-modest free cash flow deficits over the medium term 
due to the need to replace and refurbish existing infrastructure (which is expected to go into the rate base in a timely 
manner) and respond to modest customer growth. DBRS expects that FEI will continue to finance any deficits with 
a combination of bank debt, long-term debt issuances and dividend management.  
 
The Company, in conjunction with its holding company, FHI, and its ultimate parent, Fortis Inc. (FTS, rated 
A (low)), intends to transition to U.S. GAAP, as opposed to IFRS, in January 2012. The BCUC has approved 
FEI’s request to adopt U.S. GAAP to be used for regulatory reporting purposes from January 1, 2012 to 
December 31, 2014 but has directed the Company to re-apply by September 1, 2014 for approval of its 
regulatory accounting standard effective January 1, 2015. DBRS anticipates that any impact to the 
Company’s cash flow and cash-flow metrics upon successful conversion of accounting standards will be de 
minimis. 
 
Simplified Organization Chart* 
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Rating Considerations Details 
 

Strengths 
(1) FEI’s low-risk regulated operations are located in a stable regulatory environment which allows the 
Company to generate predictable earnings and cash flow to sustain and grow its business. Moreover, FEI 
operates under a full cost-of-service recovery framework and utilizes deferral accounts which further 
stabilizes earnings and enables the Company to adjust for the recovery/refund of any shortfalls/overages of 
natural gas costs from/to customers. FEI is not exposed to commodity costs (subject to a degree of recovery 
lag) as natural gas costs are fully passed on to customers, with quarterly adjustments. 
  
(2) The regulatory ring-fencing imposed by the BCUC on FEI as a condition of the acquisition of FHI by FTS 
requires, among other conditions: (1) maintenance of the BCUC-approved capital structure; (2) no common 
dividend payment without BCUC approval if the payment would violate the first condition; (3) no financial 
support or guarantees for its non-regulated businesses or affiliates; and (4) no transactions with affiliates that 
would violate BCUC guidelines, policies or directives. The intent of the BCUC decision is to ensure that 
public interest is protected and that FEI, along with FEVI, will continue to operate as separate, stand-alone 
entities without undue parental influence. 
 
(3) FEI has historically maintained a stable balance sheet and credit metrics, with some modest improvement 
attributable to the regulatory changes in 2009. While the EBIT coverage and cash flow-to-debt ratios have 
improved and are expected to remain at more modestly favourable levels, they remain on the lower end for an 
A rating compared with its gas distribution peers. However, DBRS remains comfortable with FEI’s rating 
given the inherent low risk nature of its business, and the stability its credit metrics have shown over time. 
 
(4) FEI serves a customer base of approximately 846,000, located in a stable franchise area that includes the 
City of Vancouver. The customer mix is comprised mainly of residential and commercial customers, which 
account for roughly 90% of the Company’s distribution revenue. Although, there is no volume risk (although 
there is a degree of recovery lag) associated with these customer segments, DBRS expects the customer 
growth trend to continue to decline, with fewer new housing starts and a shift in the housing mix to more 
multi-family dwellings. FEI is expected to focus on retaining customers through expanded energy 
conservation and efficiency programs in order to offset the growth trend.  
 
Challenges 
(1) FEI’s earnings and financial profile over the longer term will largely depend on the competitive position of 
natural gas relative to alternative energy sources (electricity as the primary competitor) in British Columbia. 
Despite the significant increases in natural gas prices through 2008, natural gas continued to maintain a 
competitive advantage over electricity in terms of pricing. While gas prices have since retreated, it is expected 
that under reasonable gas price assumptions, FEI will remain competitive relative to electricity, with electricity 
prices expected to rise gradually in the medium term, according to British Columbia Hydro & Power Authority 
(BC Hydro). This current pricing environment improves both FEI’s competitiveness and reduces its working 
capital and liquidity requirements.  
 
(2) The Company is exposed to forecast variances related to its industrial fixed-price contracts and 
transportation-services segments, which represent approximately 45% of throughput volumes and 5% of 
revenues but are not eligible for inclusion in the revenue stabilization deferral account. However, this volume 
risk is mitigated by the fact that usage by these segments is less likely to be significantly affected by weather 
and is therefore more predictable. FEI also annually surveys its industrial customer segment to minimize 
forecast variances in throughput volumes. Further mitigating this risk are the fixed demand charges derived 
from this segment. 
 
(3) In 2009, the BCUC terminated the automatic ROE adjustment formula and set the approved level at 
9.50%, however, the ROE had been below 9% for the prior three years, negatively affecting earnings and 
cash flows. Additionally, under the prior PBR mechanism, FEI shared earnings above or below the allowed 
ROE on a 50/50 basis with customers. The loss of PBR earnings has largely offset the credit positive impact 
of the ROE increase.  
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Regulation 
 

Regulatory Overview 
The Company is located in the Province of British Columbia (B.C. or the Province, rated AA (high)) and is 
regulated by the BCUC on a test-year forecast basis under a rate-of-return/cost-of-service methodology. 
Under this system, the Company must apply to the BCUC for approval to recover its forecasted cost-of-
service from customers through rates. Typically, FEI’s cost of service includes the cost of purchased gas, 
transportation and distribution, operating, maintenance and administrative expenses (OM&A), depreciation of 
facilities, interests, income, and other taxes and ROE. Accordingly, FEI’s rates are based on estimates of 
items such as natural gas sales volumes, the cost of natural gas and interest rates.  
 
In order to manage the forecast risks associated with these estimates, the Company employs a number of 
regulatory deferral accounts to mitigate potential impacts: 
 
• Commodity Cost Reconciliation Account (CCRA) and Midstream Cost Reconciliation Account 

(MCRA): Any differences between actual and forecast gas costs are recorded in these deferral accounts to 
be recovered or refunded in future rates. Consequently, FEI is minimally exposed to recovery lag since 
balances are expected to be fully recovered or refunded within the next fiscal year, however, prices are 
adjusted on a quarterly basis to better reflect prevailing gas commodity prices thereby mitigating the impact 
of recovery lag.  

 

• Revenue Stabilization Adjustment Account (RSAM): The RSAM seeks to stabilize revenues from 
residential and commercial customers through a deferral account that captures variances in forecast versus 
actual customer use throughout the year and subsequently recovered in rates over three years. The RSAM 
stabilizes revenues from residential and commercial customers but variances by large-volume industrial 
transportation and sales customers, which account for 45% of FEI’s total throughput, are not included in this 
deferral account. However, FEI’s exposure to volume risk is mitigated by the predictability in usage of these 
customer segments that are also less likely to be significantly affected by weather. 

 
• FEI also utilizes short- and long-term interest rate deferral accounts to assist in absorbing the impact of 

interest rate fluctuations.  
 
FEI is presently operating under a Negotiated Settlement Agreement (NSA) that allows changes to the 
BCUC-determined ROE (set at 9.50% for 2011) and common equity levels (set at 40.00% for 2011) to be 
incorporated into rates. Established in late 2009 when the BCUC determined that the ROE adjustment 
mechanism under which FEI operated no longer applied, the NSA set FEI’s rates for 2010 and 2011 but does 
not include the PBR mechanism that was in effect from 2004 to 2009. Previously under the PBR, the 
Company’s O&M costs as well as base-capital expenditures were subject to an incentive formula that 
reflected increasing costs due to customer growth and inflation, less a productivity factor.  
 
The PBR had provided for a 50/50 sharing mechanism of earnings above or below the allowed ROE that was 
set annually according to a formula based on a forecast of 30-year Canada Bonds plus a 3.90% risk premium 
when the forecast yield is 5.25%. The risk premium was adjusted annually by 75% of the difference between 
5.25% and the forecast yield. The common equity component of the capital structure was set at 35.01%; the 
BCUC has since increase FEI’s equity level to 40.00% and the Company received a $125 million equity 
injection in January 2010 to align its capital structure with this revision. While the loss of the PBR income 
would have negatively affected FEI’s financial results, this was largely offset by an improvement in 
regulatory allowed ROE (to 9.50% from the 8.43% that would otherwise have been in effect) and equity 
thickness (from 35.01% to 40%).  
 
Regulatory Ring-Fencing 
The regulatory ring-fencing imposed by the BCUC as a condition of the acquisition of FEI by FTS in April 
2007 (a continuation of the ring fencing imposed upon acquisition of the former Terasen Inc. by KMI in 
December 2005) is intended to ensure that public interest is protected and that FEI and FEVI will continue to 
operate as separate, stand-alone entities without undue parental influence.  
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Earnings and Outlook 
 

Consolidated Income Statement 

LTM Jun. 30th
(C$ millions) 2011 2010 2009 2008 2007 2006

Net Revenue 566 572 526 513 507 517

EBITDA 296 317 297 292 293 301

EBIT 207 226 214 214 215 217

Gross Interest Expense 106 104 109 111 108 106

Pre-tax Income 103 123 106 103 108 112

Income Tax 29 30 19 12 38 44

Core Net Income (before Extra.) 74 93 87 92 70 68

Net Income 74 93 87 92 78 68

Return on Avg. Common Eq. (before Extra. 7.2% 9.8% 9.9% 10.4% 7.9% 7.8%

EBIT Margin (Net of Gas Costs) 36.5% 39.4% 40.7% 41.7% 42.3% 42.0%

Rate Base 2,634 2,540 2,547 2,510 2,484 2,516

Approved common equity 40.00% 40.00% 35.01% 35.01% 35.01% 35.00%

Allowed ROE* 9.50% 9.50% 8.99% 8.62% 8.37% 8.80%

*  8.47% for first six months of 2009, 9.50% for second six months

For the year ended December 31st

 
 
Summary 
Much of the recent modest improvement in FEI’s earnings is attributable to the 2009 BCUC decision to 
increase both the Company’s common equity component and approved ROE. Notwithstanding these 
increases, FEI’s earnings continue to remain relatively predictable due to the Company’s core segment of 
residential and commercial customers that comprise the majority of its margin while its industrial customers 
are typically under contract and are less susceptible to the weather. Moreover, FEI continues to maintain very 
stable EBITDA and EBIT levels that are reflective of modest net additions to its customer base, increases in 
its rate base and an established approved equity component, all largely offset by relatively low allowed ROE 
levels.  
 
Historically, FEI’s gas distribution segment has accounted for more than 50% of total throughput volumes 
and roughly 90% of total revenues. Throughputs for this segment exhibit stability, and any volume risk is 
mitigated as shortfalls/overages in volume revenues are deferred and recovered/refunded through future rates.  
However, the growth in multi-family housing continues to negatively impact net customer additions as the 
use of natural gas is less prevalent within these dwellings.  
 
FEI’s transportation segment and industrial customers under fixed-price contracts have historically accounted 
for approximately 50% of FEI’s total throughput volumes and less than 10% of total revenues. Although 
these segments expose the Company to a degree of volume risk, the exposure is mitigated by the fact that 
their usage is less likely to be significantly affected by weather and is therefore more predictable. Further 
mitigating this risk is the fixed demand charges derived from these segments. Interest expense has been 
relatively stable over the past five years due to fairly consistent levels of total debt. 
 
Outlook 
The Company’s earnings are anticipated to continue at their modestly higher levels due to the impact of the 
higher equity component and approved ROE, offset by the negative impact of the loss of incentive earnings 
upon expiry of the PBR mechanism. DBRS expects that over the medium term, as typical of a mature gas 
distribution utility, FEI will continue to generate relatively stable earnings, with some variability related to 
allowed ROE, population growth, new housing starts and customer conversions.  
 
Over the longer term, FEI’s earnings will largely depend on the competitiveness of natural gas relative to 
electricity in British Columbia. While FEI has maintained a competitive advantage in terms of pricing 
compared with electricity, its competitive position may weaken should gas prices increase significantly for a 
prolonged period of time, potentially negatively impacting FEI’s financial and credit profile. The 
competitiveness of natural gas may also be affected by the provincial consumption tax on carbon-based fuels. 
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Financial Profile 
 

Cash Flow Statement 

LTM Jun. 30th
(C$  millions) 2011 2010 2009 2008 2007 2006

Net Income (before Extra.) 92 93 87 92 70 68

Depreciation & Amortization 89 91 83 78 79 84

Other Non-cash Adjustments (4) (7) 0 (4) (3) 8

Operating Cash Flow 176 177 170 166 146 160

CapEx (161) (157) (139) (123) (108) (109)

Common Dividends (82) (84) (67) (100) (111) (40)

Free Cash Flow Before W/C Changes (67) (64) (36) (57) (73) 12

Working Captial Changes 56 (15) 16 33 (28) 83

Net Free Cash Flow (11) (79) (20) (24) (101) 95

Acquisitions/Divestitures 0 0 0 14 0 0

Other adjustment/comprehensive  0 0 0 14 0 0

Cash Flow Before Financing 176 177 170 166 146 160

Net Change in Debt Financing (0) (24) 6 (5) 89 (98)

Net change in Pref. Share Financing 0 0 0 0 0 0

Net Equity in Financing 0 125 0 0 0 0

Net Change in Cash 1 9 (7) 8 (1) (9)

Total Adjusted Debt (C$ million)(1) 1,576.0 1,713.3 1,738.9 1,734.4 1,738.6 1,657.6

Cash Flow/Total Debt(1) 11.2% 10.3% 9.8% 9.6% 8.4% 9.7%

% Debt in Capital Structure
(1) 60.1% 62.6% 66.4% 66.5% 66.4% 64.8%

EBIT Interest Coverage(1) 1.9 2.1 1.9 1.9 1.9 2.0

Dividend Payout Ratio 111.0% 90.1% 76.8% 109.3% 158.0% 58.5%
(1)

 Includes operating leases 

For the year ended December 31st

 
Summary 
As with FEI’s earnings, the recent modest increase in the Company’s stable cash flow from operations is 
attributable to the regulatory increases to the ROE and equity thickness in 2009. Dividends will continue to 
be maintained in line with FEI’s BCUC-approved capital structure as, pursuant to the BCUC-imposed ring-
fencing conditions, FEI is prohibited from paying dividends unless it has in place at least as much equity as 
required by the BCUC for rate-making purposes.  
 
Key cash-flow metrics remain moderately lower than those of similarly rated gas distribution peers, however, 
DBRS believes that FEI’s relatively weaker financial profile is offset by the predictable, low-risk business 
profile of the Company’s business and notes that the stability of FEI’s coverage metrics continues to be a key 
factor in its ratings. 
 
Outlook 
Historically, FEI’s financial profile has been stable and is expected to remain relatively consistent over the 
medium term, with a continued modest lift in the Company’s cash flow-to-debt metrics as a result of the  
regulatory changes in 2009 and despite the loss of PBR-related earnings. The Company is expected to continue 
to generate minimal-to-modest free cash flow deficits over the medium term due to the need to replace and 
refurbish existing infrastructure (which is expected to go into the rate base in a timely manner) and respond to 
modest customer growth. Capital expenditures are expected to be approximately $180 million annually over 
the short- to medium-term and DBRS expects that any deficits are to be financed with a combination of the 
Company’s $500 million revolving bank facility ($411.8 million of which was available at June 30, 2011) 
and long-term debt issuances.  
 
Long term, DBRS believes that, under current reasonable gas and electricity price assumptions, FEI will 
remain competitive relative to alternative energy sources and anticipates that any impact to the Company’s 
cash flow and cash-flow metrics upon successful conversion of accounting standards will be de minimis. 
Moreover, DBRS anticipates that the planned amalgamation and associated rate harmonization of FEI, FEVI 
and FEW will not impact the credit profile of FEI provided that the there are no material changes to the 
consolidated utility that will negatively affect its deemed capital structure, allowed ROE or fundamental low-
risk business model. 
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Long-Term Debt and Liquidity 
 

DBRS views FEI’s liquidity as sufficient for its funding requirements. The Company’s $500 million, five-
year unsecured committed revolving credit facility with a syndicate of banks matures in August 2013 and 
$411.8 million was unutilized as at June 30, 2011. The credit facility is primarily used to support FEI’s $500 
million commercial paper (CP) program and working capital requirements, which vary to a large extent with 
seasonal gas inventory levels. Typically, gas inventory levels and working capital requirements peak in the 
fall and winter seasons and decline in the spring and summer.  
 
FEI’s debt-repayment schedule is negligible in the near term: 
 

As at June 30, 2011               
 
(C$ millions) 2011 2012 2013 2014 2015 Thereafter Total 
Long-Term Debt 2.6 2.6 2.6 2.6 77.5 1,370.0 1,457.9 

 
DBRS notes that FEI’s bond indenture contains an EBIT-to-interest coverage test that must be observed in 
order for the Company to issue additional indebtedness. To allow FEI to issue debt with a maturity term 
longer than 18 months, EBIT for the 12 consecutive months out of the previous 23 months must be at least 
2.0 times its annual pro forma interest.  
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FortisBC Energy Inc.
Balance Sheet (Consolidated)

(C$ millions) As at Jun. 30th As at Jun. 30th
Assets 2011 2010 2009 2008 Liabilities & Equity 2011 2010 2009 2008

Cash 9 15 6 13 Short-term Debt 40 178 204 239

Accounts Receivable 231 298 277 346 Long-term Debt Due within 1 Year 3 3 2 62

Inventories 80 136 149 192 Accounts Payable 280 358 337 366

Prepaid Expenses & Other 14 11 23 3 Tax Payable 65 37 42 66

Rate Stabilization Accounts 61 96 69 54 Rate Stabilization Accounts 33 4 12 24

Other LT Liabilities & Deferred Dredits 5 12 0 0

Current Assets 395 557 524 608 Current Liabilities 427 591 597 755

Net Fixed Assets 2,476 2,466 2,423 2,357 Long-Term Debt 1,444 1,442 1,440 1,340

Rate Stabilization Accounts 0 0 0 0 Deferred Credits 167 149 181 138

Deferred Charges 0 0 0 40 Deferred Taxes 282 280 271 1

Long-Term Investments 492 461 423 104 Common Equity 1,044 1,023 881 875

Total 3,364 3,484 3,370 3,109 Total 3,364 3,484 3,370 3,109

As at the year ended Dec. 31st As at the year ended Dec. 31st

 
 
 
Ratio Analysis LTM Mar. 31st

2011 2010 2009 2008 2007 2006

Liquidity Ratios

Current Ratio 0.93x 0.94x 0.88x 0.80x 0.65x 0.65x

Accum. Depr./Gross Fixed Assets N/A 25.4% 24.2% 23.4% 23.4% 23.5%

Cash Flow/Total Debt(1) 11.2% 10.3% 9.8% 9.6% 8.4% 9.7%

Cash Flow/CapEx 1.09x 1.13x 1.22x 1.35x 1.35x 1.47x

Cash Flow-Dividend/CapEx 0.58x 0.59x 0.74x 0.54x 0.33x 1.11x

Debt in Capital Structure(1) 60.1% 62.6% 66.4% 66.5% 66.4% 64.8%

Approved common equity 40.00% 40.00% 35.01% 35.01% 35.01% 35.00%

Common Div. Payout (before Extra.) 111.0% 90.1% 76.8% 109.3% 158.0% 58.5%

Coverage Ratios 

EBIT/Interest Expense(1) 1.9x 2.1x 1.9x 1.9x 1.9x 2.0x

EBITDA/Interest Expense
(1) 2.7x 2.9x 2.6x 2.5x 2.6x 2.8x

Fixed-Charge Coverage(1) 1.9x 2.1x 1.9x 1.8x 1.9x 1.9x

Debt/EBITDA 5.3x 5.4x 5.9x 5.9x 5.9x 5.5x

Profitability Ratios

EBIT Margin, excl. Cost of Gas 36.5% 39.4% 40.7% 41.7% 42.3% 42.0%

Net Margin excl. Preferred Dividends 13.1% 16.3% 16.5% 17.9% 13.8% 13.2%

Return on Avg. Equity (before Prefs) 7.2% 9.8% 9.9% 10.4% 7.9% 7.8%

Allowed ROE
(2)

9.50% 9.50% 8.99% 8.62% 8.37% 8.80%

Operating Statistics

Customer Growth N/A 0.8% 0.6% 1.1% 1.2% 1.3%

Op. Costs/Avg. Customer (C$ millions) 731 353 316 306 303 318

Rate Base (C$ millions) 2,634 2,540 2,547 2,510 2,484 2,516

Rate Base Growth N/A -0.3% 1.5% 1.0% -1.3% 4.6%
(1)

 Includes operating leases
(2)

 8 .47% for first six months of 2009, 9 .50% for second six months

For the year ended December 31st
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Operating Statistics

2010 2009 2008 2007 2006

Throughput Volumes 

Residential 65.2 72.7 78.5 74.9 68.7

Commercial 38.8 42.4 44.1 42.3 38.4

Small industrial 2.6 3.0 3.1 3.4 3.8

Large industrial 0.1 0.2 0.1 0.2 0.2

Total Natural Gas Sales Volumes 106.7 118.3 125.8 120.8 111.1

Transportation Service 54.9 54.0 57.3 62.3 62.3

Throughput Under Fixed-price Contracts 33.0 36.0 39.6 36.8 36.8

Total Throughputs (PJs) 194.6 208.3 222.7 219.9 210.2

Customers

Residential 762,496 755,660 750,838 742,882 733,598

Commercial 81,366 81,274 81,012 79,717 79,113

Small industrial 236 251 284 297 325

Large industrial 25 31 33 40 40

Transportation 2,111 2,075 2,059 2,041 1,956

Total (thousands)* 846,234 839,291 834,226 824,977 815,032
* Increase in throughput vo lume for F2007 reflects the  amalgamation of Terasen Gas (Squamish) Inc. with TGI

For the year ended December 31st
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Ratings  
 

Debt Rating Rating Action  Trend 

MTNs & Unsecured Debentures  A  Confirmed Stable 
Purchase Money Mortgages A Confirmed Stable 
Commercial Paper  R-1 (low) Confirmed Stable 

 
Rating History 

 
Debt Rated Current 2010 2009 2008 2007 2006 

MTNs & Unsecured Debentures A A A A A A 
Purchase Money Mortgages A A A A A A 
Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) 

 
Related Research 

 
• FortisBC Holdings Inc., Rating Report, September 19, 2011. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Notes: 
All figures are in Canadian dollars unless otherwise noted.  
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Key Indicators

[1]FortisBC Energy Inc.
[2]LTM 2010 2009 2008 2007 2006

(CFO Pre-W/C + Interest) / Interest Expense 2.7x 2.7x 2.6x 2.5x 2.4x 2.5x
(CFO Pre-W/C) / Debt 11.3% 10.6% 10.2% 9.8% 8.8% 10.1%
(CFO Pre-W/C - Dividends) / Debt 5.4% 5.9% 6.5% 4.2% 2.5% 7.7%
Debt / Book Capitalization 57.3% 59.1% 61.8% 68.4% 66.8% 65.2%

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using Moody's standard
adjustments. In addition, Moody's adjusts for one-time items. [2] Last twelve months ended March 31, 2011

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

Opinion

Rating Drivers

Low-risk, cost-of-service regulated gas transmission and distribution utility

Weak financial metrics balanced by a supportive regulatory environment

Strong regulatory ring-fencing mechanisms insulate company from its weaker parent

Sufficient liquidity resources

Corporate Profile

FortisBC Energy Inc. (FEI) is the largest distributor of natural gas in British Columbia and one of the largest gas local distribution companies
(LDC) in Canada. FEI is regulated on a cost-of-service basis by the British Columbia Utilities Commission (BCUC).

FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI) which, in turn, is a wholly-owned subsidiary of Fortis Inc. (FTS, not rated), a
diversified electric and gas utility holding company. FHI is a holding company which also holds 100% of FortisBC Energy (Vancouver Island) Inc.
(FEVI) and FortisBC Energy (Whistler) Inc. (FEW) as well as a 30% interest in CustomerWorks, L.P.

SUMMARY RATING RATIONALE

FEI's A3 senior unsecured rating and stable outlook reflect its low-risk LDC business model and supportive regulatory environment which are

http://www.moodys.com/corpcreditstatsdefinitions


balanced by its weak financial metrics. We recognize that the weakness of FEI's financial metrics relative to similarly rated U.S. peers is largely
a function of the relatively lower deemed equity and allowed ROE permitted by the BCUC. We believe that FEI's weak financial profile is
balanced by its relatively low business risk as a gas LDC and the by the supportiveness of the business and regulatory environments in Canada
generally and in British Columbia specifically. We expect FEI's financial profile to strengthen modestly in 2012 and 2013. Regulatory ring-fencing
mechanisms effectively insulate FEI from its weaker parent companies, FHI and FTS. Growth in FEI's franchise area tends to be predictable
and capital spending is not expected to tax the company's resources. FEI maintains sufficient liquidity resources.

DETAILED RATING CONSIDERATIONS

LOW-RISK REGULATED GAS DISTRIBUTION UTILITY OPERATING IN A SUPPORTIVE ENVIRONMENT

In general, we consider gas LDCs to be at the low end of the risk spectrum within the universe of regulated utilities. Similarly, we believe that
regulated utilities, which are permitted the opportunity to recover their costs and earn an allowed return, have lower business risk than
unregulated companies that do not benefit from cost of service regulation. Accordingly, we consider regulated gas LDCs like FEI to be among
the lowest risk corporate entities.

We consider Canada to have more supportive regulatory and business environments than other jurisdictions globally. Furthermore, the
regulatory environment in the Province of British Columbia (BC) is considered one of the most supportive in Canada reflecting the fact that
regulatory proceedings in BC tend to be less adversarial than those in other jurisdictions and decisions tend to be timely and balanced. The
supportiveness of the BC regulatory environment is also evidenced by the fact that FEI benefits from the existence of a number of BCUC-
approved deferral, or true up, mechanisms. These mechanisms limit FEI's exposure to forecast error with respect to commodity price and
volume, pension funding costs, insurance costs and short-term interest rates. In addition, FEI is required to obtain a certificate of public
convenience and necessity (CPCN) from the BCUC prior to undertaking any capital project in excess of $5 million. In our view, this process
reduces the risk that FEI would be denied the opportunity to recover the cost of its capital investments. We believe these qualitative factors
balance FEI's weak financial profile.

Growth in FEI's franchise area tends to be relatively predictable and capital spending is generally stable and modest in the context of FEI's
asset base and depreciation expense. That said, we expect capital spending to be higher in 2011 than it has been in recent years. This reflects
certain non-recurring or infrequently occurring projects such as the development of a new customer care system and the upgrading of a major
river crossing. Notwithstanding higher capital spending in 2011, we anticipate that FEI will continue to finance its capital spending with a prudent
combination of internally generated funds, additional term debt and equity injections from FTS as required.

FINANCIAL METRICS EXPECTED TO STRENGTHEN MODESTLY IN 2012 and 2013

FEI's financial metrics are materially weaker than those of its A3 rated global gas utility peers such as Piedmont Natural Gas Company, Inc.,
Northwest Natural Gas Company, UGI Utilities and its sister company, FEVI. We recognize that FEI's weaker financial metrics are largely a
function of the deemed equity and allowed ROE approved by the BCUC. In general, Canadian deemed equity ratios and allowed ROEs are low
relative to those of other jurisdictions.

We expect FEI's cash flow to increase in 2012 and 2103 due to higher levels of non-cash depreciation and amortization expense that will be
collected in revenues. The largest driver of the higher depreciation will be FEI's customer care enhancement project which is slated to be
placed into service in 2012. We anticipate that these changes will cause CFO pre-WC + Interest / Interest (Cash Flow Interest Coverage) to
approach 3x in 2012 and 2013 versus the mid 2x range in recent years. Similarly, we anticipate CFO pre-WC / Debt will exceed 10% in the
future versus its approximately 10% level in the past few years.

POTENTIAL AMALGAMATION OF FEI, FEVI AND FEW LIKELY CREDIT NEUTRAL

FEI has indicated that during 2011 it intends to apply to the BCUC to amalgamate FEI, FEVI and FEW and harmonize rates across the
amalgamated utility. In an amalgamation scenario, the senior unsecured debt of FEI and FEVI would rank pari passu and be supported by the
combined cash flow of the amalgamated utility. While the timing and outcome of the planned amalgamation application are unknown at this
time, we expect that amalgamation and rate harmonization would be credit neutral to FEI provided that there are no reductions in deemed equity
levels or allowed ROE or increases in the fundamental business risks borne by the amalgamated utility.

STRONG REGULATORY RING-FENCING INSULATES FEI FROM PARENT, FHI

We believe that FEI's ring-fencing is very good relative to that of its peers outside of BC. FEI is subject to a set of regulatory ring-fencing
conditions imposed by the BCUC. The ring-fencing conditions provide that, unless otherwise approved by the BCUC, FEI shall: maintain a ratio
of common equity to total capital at least as high as the deemed equity capitalization utilized by the BCUC for ratemaking purposes (currently
40%); not pay dividends if they would cause FEI's common equity to total capital to fall below the BCUC's deemed equity percentage; not invest
in or financially support any non-regulated business; and not engage in affiliate transactions on anything other than an arm's length basis. We
believe that the BCUC ring-fencing provisions effectively insulate FEI from the greater financial and business risks of its parents, FHI and FTS.
The regulatory ring-fencing provisions, combined with FTS' philosophy of requiring its utility operating subsidiaries to be operationally and
financially independent of FTS and other subsidiaries, allow us to evaluate FEI's credit profile on a stand-alone basis.

Liquidity Profile

We expect FEI's liquidity will be sufficient to meet its funding requirements over the next four quarters.

We expect FEI to generate approximately $215 million of CFO pre-WC during the 12 months ending June 30, 2012. After dividends in the range
of $85 million and capital expenditures and working capital changes of approximately $255 million, we expect FEI to be free cash flow (FCF)
negative by approximately $125 million. FEI has no material scheduled debt maturities during the twelve months ending June 30, 2012 resulting
in a funding requirement of approximately $125 million.

We estimate availability under FEI's credit agreement to be roughly $380 million which exceeds our $125 million estimate of the company's
funding requirement.

FEI's $500 million syndicated committed revolving facility matures August 2013 and is available to support its $500 million commercial paper
(CP) program and for general corporate purposes. The company is currently well below the debt to total capitalization ratio covenant (maximum



75%) in the credit agreement. Further, the syndicated credit agreement does not contain language such as Material Adverse Change (MAC)
clauses or ratings triggers that would inhibit access to the unutilized portion of the facility in situations of financial stress.

Although utilization of FEI's credit facility was limited to roughly $134 million at March 31, 2011, during the peak gas storage season the
financing of gas inventory can significantly reduce the unutilized portion of FEI's credit facility. For instance, at the end of the third quarter of
2008, availability under FEI's $500 million credit facility was only about $175 million. We recognize that FEI's reliance on short-term debt to
finance gas inventories is supported by the BCUC and that the BCUC has approved the use of an interest rate deferral account to limit FEI's
exposure to short-term interest rate volatility. However, we believe that FEI's financial flexibility can become somewhat constrained, particularly,
when material debt maturities fall within the peak storage season. Although FEI has no significant debt maturities until September 2015, the
BCUC's July 2011 decision to eliminate the majority of FEI's commodity hedging activities is expected to increase the volatility of FEI's cash
flow and increase FEI's liquidity requirements. This decision is directionally negative for credit but, at this time, not material enough to impact
our rating or outlook.

Rating Outlook

The stable outlook is predicated on FEI's low business risk as a regulated gas LDC, our expectation that FEI's regulatory environment will
continue to be supportive and our belief that FEI's financial profile will continue to improve modestly through 2013. The outlook also reflects our
belief that if FEI, FEVI and FEW ultimately amalgamate, the amalgamation and rate harmonization would be credit neutral for FEI's credit profile.

What Could Change the Rating - Up

We consider an upward revision in FEI's rating to be unlikely in the near term due to its weak financial profile. However, the rating could be
positively impacted if FEI could demonstrate a sustainable improvement in its credit metrics. All else being equal, at the A2 senior unsecured
level, Moody's would expect FEI's Cash Flow Interest Coverage to exceed 4x and CFO pre-WC / Debt to be above 19%.

What Could Change the Rating - Down

Notwithstanding FEI's low risk business profile, its financial profile is considered weak at the A3, senior unsecured rating level. Accordingly, a
sustained weakening of FEI's Cash Flow Interest Coverage below 2.3x and CFO pre-WC / Debt below 8% combined with a less supportive and
predictable regulatory framework would likely result in a downgrade of FEI's rating. This could occur if gas were to lose its competitive
advantage over electricity in British Columbia due Provincial policies favouring non-carbon emitting energy sources or other factors.

Rating Factors

FortisBC Energy Inc.
                                        

Regulated Electric and Gas Utilities Industry [1][2] Current                     [3]Moody's 12-18 month Forward View As of
07/20/2011

          

Factor 1: Regulatory Framework (25%) Measure Score           Measure Score
a) Regulatory Framework           Aa                     Aa
Factor 2: Ability To Recover Costs And Earn
Returns (25%)

                                                  

a) Ability To Recover Costs And Earn Returns           A                     A
Factor 3: Diversification (10%)                                                   
a) Market Position (10%)           A                     A
b) Generation and Fuel Diversity (0%)                                                   
Factor 4: Fin. Strength, Liquidity And Key Fin.
Metrics (40%)

                                                  

a) Liquidity (10%)           A                     A
b) CFO pre-WC + Interest/ Interest (3 Year Avg) (7.5%) 2.6x Ba1           2.6x-2.8x Ba1/Baa3
c) CFO pre-WC / Debt (3 Year Avg) (7.5%) 10.2% Ba2           9%-11% Ba2/Ba1
d) CFO pre-WC - Dividends / Debt (3 Year Avg) (7.5%) 5.5% Ba2           5%-7% Ba2/Ba1
e) Debt/Capitalization (3 Year Avg) (7.5%) 62.9% Ba3           57%-60% Ba2/Ba1
Rating:                                                   
a) Indicated Baseline Credit Assessment from
Methodology Grid

          A3                     A3

b) Actual Baseline Credit Assessment Assigned           A3                     A3
                                                  

Source: Moody's Financial Metrics.                                                   

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using Moody's standard
adjustments. In addition, Moody's adjusts for one-time items. [2] Financial ratios reflect three year averages for 2008, 2009 and 2010. [3] This
represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and
divestitures.
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

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

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

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access
this document from within Australia, you represent to MOODY'S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's Japan K.K. (“MJKK”)
are MJKK's current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like
securities. In such a case, “MIS” in the foregoing statements shall be deemed to be replaced with “MJKK”. MJKK is a
wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness or a debt obligation of the issuer, not on the equity securities
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of the issuer or any form of security that is available to retail investors. It would be dangerous for retail investors to
make any investment decision based on this credit rating. If in doubt you should contact your financial or other
professional adviser.
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The Company 
FortisBC Energy Inc. 

(FEI or the Company) is 
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Q2 2012) and 
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FortisBC Energy Inc. 
 

Rating  
 

Debt Rating Trend 

MTNs & Unsecured Debentures  A  Stable 
Purchase Money Mortgages A Stable 
Commercial Paper  R-1 (low) Stable 
 

Rating Update 
 

The credit profile of FortisBC Energy Inc. (FEI or the Company) has remained Stable, based on Q2 2012 
results and the latest regulatory development. The Medium-Term Notes (MTNs) & Unsecured Debentures 
(Debentures) have the same rating as the Purchase Money Mortgages (PMMs) based on the following: (1) the 
outstanding amount of the PMMs is not significant (17% of the total); and (2) DBRS does not expect FEI to 
issue additional PMMs in the future. The rating reflects FEI’s low-risk business with predominantly regulated 
operations in an economically strong area, a solid financial profile and a reasonable regulatory environment. 
 

FEI’s low-risk business is underpinned by its regulated gas transmission and distribution operations (virtually 
all of FEI’s earnings) and sizable customer base (835,000 or 90% of the province’s natural gas users at the 
end of Q2 2012). Competition in the Company’s franchise area remains primarily electricity, with FEI 
currently having a competitive operating cost advantage due to the current low natural gas price environment. 
The regulatory framework in British Columbia is viewed as reasonable in terms of cost recovery, returns on 
equity (ROE of 9.5%) and capital structure (40%). However, the Company’s ROE and deemed equity could 
be affected in 2013 due to a regulatory review (see Regulation). Any regulatory change that may have a 
significant negative impact on FEI’s earnings and cash flow could weaken the Company’s credit profile. 
 

The change to US GAAP from Canadian GAAP (effective January 2012) does not have a material impact on 
the Company’s credit profile. The Company’s financial profile remained relatively stable in Q2 2012, with 
solid credit metrics. The decline in EBIT-interest coverage reflects higher interest expenses from “lease-in 
lease-out arrangements” under US GAAP. This ratio remained stable at above 2.00x under historical 
Canadian GAAP. FEI is expected to generate negative free cash flow in 2012 as a result of capital spending 
($224 million in 2012), which is mainly due to sustaining capital projects. DBRS expects FEI to continue to 
finance the deficits by managing its dividend payouts and equity issuances to the parent, as well as debt 
issuances, and maintaining its debt-to-capital ratio in line with the current rating. In the absence of an adverse 
regulatory decision on its ROE and capital structure beyond what DBRS has expected, FEI’s credit metrics 
are expected to remain relatively stable, supported by higher earnings and cash flow. 
 

Rating Considerations 
 

Strengths  Challenges 
(1) Low business risk and reasonable regulation 
(2) Economically strong service territory 
(3) Stable and solid financial profile 
(4) A large customer base 

 (1) Volume risk 
(2) Indirect access to the equity market 
(3) Potential change in ROE and deemed equity 
(4) Competition from electricity  

 

Financial Information 
 

FortisBC Energy Inc. (FEI) USGAAP USGAAP CGAAP CGAAP CGAAP CGAAP
12 mos.           For the year ended December 31

(CA$ millions) Jun. 30. 12 2011 2011 2010 2009 2008
EBIT gross interest coverage (1) 1.58            1.57            2.21         2.20         2.00         1.97         
Total debt in capital structure (2) 59.6% 62.6% 62.0% 62.6% 66.4% 66.4%
Cash flow/Total debt 12.8% 11.5% 11.8% 10.9% 10.3% 10.1%
Cash flow/Capex 1.28            1.19            1.13         1.13         1.22         1.35         
Net income before extra. items 115             110             102          93            87            92            
Cash flow from operations 215             201             191          177          170          166          
(1) Adjusted for operating leases. (2) Adjusted for Goodwill and "lease- in lease-out" under US GAAP.  
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Potential Amalgamation 
FortisBC Energy Inc, FortisBC Energy (Vancouver Island) Inc., and FortisBC Energy (Whistler) Inc. filed an 
application in in April 2012 for common rates and amalgamation across the combined service area. The 
amalgamation would require the approval of the British Columbia Utilities Commission (BCUC) and consent 
of the Government of British Columbia. 
 
At this time, DBRS believes the potential amalgamation and associated rate harmonization will likely be 
credit neutral to FEI, provided that there are no material changes that will negatively affect its rate base 
and/or its current business model or ROE and capital structure.  
 
Transition to US GAAP 
• Effective January 1, 2012, FEI retroactively adopted US GAAP with the restatement of the comparative 

reporting period. The major impact on key credit ratios in this report reflects the following changes: 
(1) Total assets increased by $951 million due primarily to increases in goodwill, regulatory assets and 

fixed assets due to the application of push-down accounting. 

(2) Total liabilities increased by $202 million due mainly to increases in long-term liabilities as a result of 
lease-in lease-out arrangements. 

(3) The equity base increased by approximately $750 million. The increase was a result of push-down 
accounting in connection with the Fortis acquisition in 2007. 

• The change in accounting reporting did not have a material impact on the credit profile of the Company. 

FortisBC Holdings Inc. 

(formerly Terasen Inc.)

Non-Consolidated External LT Debt:

 MTNs - $125M (BBB (high))

FortisBC Energy (Vancouver 

Island) Inc. 

(formerly Terasen Gas 
(Vancouver Island) Inc.

FortisBC Energy (Whistler) Inc. 

(formerly Terasen Gas (Whistler) 
Inc.)

FortisBC Energy Inc. 

(formerly Terasen Gas Inc.)

A, R-1 (low)

Debt: $1.66B

3857042 Canada Inc. 

81.24%18.76%

Fortis Inc. 

A (low); Pfd-2 (low)

Other Numerous Material 

Subsidiaries

100%
100%

100%

100%

Regulatory Ring-fencing
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Rating Considerations Details 
 

Strengths 
(1) Low business risk. FEI’s operations are predominantly regulated, as most of its earnings are generated 
from the natural gas transmission and distribution businesses. The competition is limited to other forms of 
energy (electricity). The regulatory framework in British Columbia is reasonable with respect to cost 
recovery and returns on investment. FEI is not exposed to commodity costs as natural gas costs are passed on 
to the customers, with quarterly adjustments. 
 
(2) Economically strong franchise. FEI operates in an economically strong service area that includes the 
City of Vancouver. The customer mix is weighted toward residential and commercial customers (roughly 
90% of distribution revenues, 54% of throughput), whose consumption is less sensitive to economic 
conditions. 
 
(3) Solid credit metrics. FEI has maintained its capital structure in line with the regulatory structure 
(required by the regulator). The current debt-to-capital level of 60% and EBIT interest coverage over of 2.00 
times (x) (adjusted for goodwill and “lease-in lease-out” arrangement under US GAAP) are commensurate 
with its current rating range. DBRS notes that FEI’s cash flow-to-debt ratio has improved consistently since 
2007 and was in line with the “A” rating category for the 12 months ended June 30, 2012. 
 
(4) A large customer base. FEI had a large customer base of approximately 835,000 at the end of Q2 2012. 
This represented approximately 90% of natural gas users in the province.  
 
Challenges 
(1) Volume risk. The Company is exposed to volume risk on industrial and transportation customers, who 
accounted for approximately 46% of the Company’s total throughput in 2011 (over 5% of revenue). These 
customers’ usage is sensitive to economic conditions (such as the pulp and paper industries).  
 
(2) Indirect access to the public equity market. FEI has no direct access to the public equity market. As a 
result, it finances cash flow deficits by managing its dividend payouts to the parent and through equity 
issuances to the parent, as well as other debt issuances. When deemed equity changed in 2010, increasing 
from 35% to 40%, the Company issued $125 million in equity to the parent to maintain its capital structure in 
line with the regulator’s requirement. The company’s current rating incorporates DBRS’s expectation that the 
parent will continue to provide financing support in the future if required. 
 
(3) Generic Cost of Capital Proceeding (GCOC Proceeding). In April 2012, the BCUC issued a final 
scoping document identifying the items that will be reviewed as part of GCOC Proceeding, which includes, 
among other things: (a) the cost of capital for a benchmark low-risk utility effective January 2013; and (b) if 
it is determined by the GCOC Proceeding that a ROE automatic adjustment mechanism is warranted, it would 
be implemented January 2014. The decision is expected in Q1 2013. The GCOC Proceeding could have a 
negative impact on FEI’s earnings. 
 
(4) Competitive environment. Natural gas distribution operators in British Columbia face more intense 
competition from electricity than other provinces in Canada (except Québec) due to low power costs in the 
province. However, FEI currently benefits from a low gas price environment, which is expected to remain low 
for the foreseeable future.  
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Regulation 
 

Overview  
DBRS views the regulatory framework in British Columbia as reasonable, as it allows FEI to earn a 
reasonable return on its capital investment and to recover prudently incurred operating costs. In addition, the 
Company does not have exposure to gas price risk since costs are generally passed through to the customers, 
subject to a reasonable regulatory lag. FEI is regulated by the BCUC.  
• The BCUC uses a future test year to establish rates for a utility. FEI forecasts the volume of gas to be sold, 

gas supply costs and all operating costs that are incurred in the test year. 
• The BCUC will set rates to permit FEI to collect all of its approved forecast costs. 
• FEI has a number of deferral accounts that are used to ameliorate unanticipated changes in certain forecast 

items, including the following two mechanisms: 
 
(1) Commodity Cost Reconciliation Account (CCRA) and Midstream Cost Reconciliation Account (MCRA): 
• Any differences between actual and forecast gas costs are captured and recorded in these deferral accounts 

to be recovered or refunded in future rates. 
• Forecast gas prices are adjusted on a quarterly basis for the commodity rates, mitigating the impact of the 

recovery lag.  
 

(2) Revenue Stabilization Adjustment Mechanism (RSAM): 
• The RSAM seeks to stabilize revenues from residential and commercial customers through a deferral 

account that captures variances in forecast versus actual customer usage throughout the year to recover 
them in rates over the following three years. This reduces FEI’s earnings volatility. 

• Volume variances from large-volume industrial transportation and sales customers, which account for 
approximately 46% of FEI’s total throughput (2011), are not included in this deferral account. However, 
these customers’ usage is more predictable and less likely to be significantly affected by weather, even 
though it is sensitive to economic conditions.  

 
Rate Design 
• Prior to 2010, FEI operated under a performance-based rate plan (PBR). 
• In 2010 and 2011, FEI operated under traditional cost-of-service rate making. 
• In April 2012, the BCUC issued a decision on the FortisBC Utilities (collectively consisting of FEI, FEVI 

and FEW) 2012/2013 Revenue Requirement Application (RRA). 
• The final delivery rate increase effective January 1, 2012, was 4.2% (a decrease of approximately 1.4% as 

compared to FEI’s existing interim delivery rates for 2012). 
• The difference between interim rates and final rates will be refunded to customers starting June 1, 2012. 
• From 2010 through 2012, the Company’s ROE and deemed equity were at 9.50% and 40%, respectively. 

 
Regulatory Ring-Fencing 
• The regulatory ring-fencing imposed on FEI by the BCUC at the time Fortis Inc. acquired FEI in 2007 (a 

continuation of the ring-fencing imposed upon acquisition of the former Terasen Inc. by Kinder Morgan 
Inc. in 2005) is intended to ensure that public interest is protected and that FEI will continue to operate as a 
separate, stand-alone entity without undue parental influence. One of these conditions is that FEI must 
maintain its debt-to-capital ratio in line with the regulatory capital structure. 
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Earnings and Outlook 
 

USGAAP USGAAP CGAAP CGAAP CGAAP CGAAP
Consolidated Income Statement: FEI 12 mos.           For the year ended December 31
(CA$ millions) Jun. 30. 12 2011 2011 2010 2009 2008
EBITDA 354             333             323          317          297          292          
EBIT 243             241             233          226          214          214          
Gross interest expense 158             158             108          104          109          111          
Pre-tax income 129             127             129          123          106          103          
Income tax 13               16               27            30            19            12            
Net income before extra. items 115             110             102          93            87            92            
Reported net income 115             110             102          93            87            92            
Return on equity 7.9% 7.8% 9.8% 9.8% 9.9% 10.4%

Regulated mid-year rate base 2,725          2,634          2,634       2,540       2,547       2,510       
Approved deemed equity 40% 40.0% 40.0% 40.0% 35.0% 35.0%
Allowed ROE 9.50% 9.50% 9.50% 9.50% 8.99% 8.62%  
 
Summary 
• Earnings in 2011 and the 12 months ended June 30, 2012 (LTM 2012) continued to benefit from the 2009 

ROE and capital structure decision, which established higher ROE and deemed equity for post 2009 years, 
and a modestly higher rate base. 

• Volume usage volatility as a result of changes in weather conditions is mitigated by the RSAM, which 
allows FEI to defer variances due to changes in usage rates, to be recovered/refunded over the subsequent 
three years.  

 
Outlook 
• The Company’s 2012 earnings are expected to increase modestly as the rate base continues to grow, 

reflecting ongoing capital expenditures. 
• Although the decision on the current GCOC Proceeding could have a negative impact on FEI’s future 

earnings, DBRS does not expect the impact to be significant. 
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Financial Profile 
 

USGAAP USGAAP CGAAP CGAAP CGAAP CGAAP
Consolidated Cash Flow Statement: FEI 12 mos.           For the year ended December 31
(CA$ millions) Jun. 30. 12 2011 2011 2010 2009 2008
Net income before extra. items 115 110 102 93 87 92
Depreciation & amortization 111 92 89 91 83 78
Deferred income taxes/Other (11) (1) (1) (7) 0 (4)
Cash flow from operations 215 201 191 177 170 166
Dividends paid (85) (85) (85) (84) (67) (100)
Capex (167) (169) (169) (157) (139) (123)
Free cash flow before WC (37) (53) (63) (64) (36) (57)
Changes in working capital (WC) 83 85 95 (15) 16 33
Net free cash flow 45 31 32 (79) (20) (24)
Assets sales/Divestitures 0 0 0 0 0 14
Net changes in equity 65 0 0 125 0 0
Net changes in debt 55 (16) (12) (24) 6 (5)
Other/Adjustments by DBRS (29) (14) (17) (13) 7 22
Change in cash 137 2 2 9 (7) 7

Total debt 1,670 1,737 1,610       1,623       1,647       1,640       
Total debt in capital structure 46.9% 49.1% 60.5% 61.3% 65.2% 65.2%
Total debt in capital structure (1) 59.6% 62.6% 62.0% 62.6% 66.4% 66.4%
Cash flow/Total debt 12.8% 11.5% 11.8% 10.9% 10.3% 10.1%
EBIT gross interest coverage (2) 1.58            1.57            2.21         2.20         2.00         1.97         
Total debt/EBITDA 4.72            5.22            4.99         5.13         5.55         5.62         
Capex/Depreciation 1.51            1.84            1.89         1.72         1.68         1.57         
Dividend payout ratio 73.8% 77.1% 83.4% 90.1% 76.8% 109.3%
(1) Adjusted for Goodwill and "lease- in lease-out" under US GAAP (2) Adjusted for operating leases.  

 

Summary 
• Cash flow from operations has increased steadily, reflecting the Company’s growing earnings.  
• Capital investments to support load growth and system reliability have also increased considerably over 

this period. This, combined with high dividend payouts (an average of 85% over the last four years), has 
resulted in cash flow deficits (before working capital). 

• The Company continued to manage its dividend payouts and equity issuances so that its capital structure is 
in line with the conditions imposed by the BCUC, which stipulates that FEI must maintain its capital 
structure in line with the regulatory structure. 

• When deemed equity changed in 2010, increasing to 40% from 35%, the Company issued $125 million in 
equity to its parent to maintain its capital structure in-line with the regulatory requirement.  

• FEI’s credit metrics remained stable in 2011 and LTM 2012 and were commensurate with the current 
rating. 

• The transition to US GAAP reduced the debt-to-capital ratio to below 50% due mainly to push-down 
accounting for regulatory assets and goodwill, which resulted in increases in the equity base (approximately 
$750 million) and long-term liabilities of $202 million. These changes did not affect the Company’s credit 
profile. 

• DBRS notes that EBIT-interest coverage is below 2.00x under US GAAP but would remain at over 2.00x 
under historical Canadian GAAP. 

 

Outlook 
• Cash flow deficits are expected to continue as capital expenditures are expected to remain high at 

approximately $224 million in 2012 (DBRS estimate) largely due to the sustaining capital program. DBRS 
expects that FEI continues to finance its capex by managing dividends and equity issuances to the parent as 
well as other debt issuances and maintaining its capital structure in line with its current rating range. 
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Long-Term Debt and Liquidity 
 

Liquidity 
 

Credit Facilities (June 30,  2012) Committed Drawn/LC Available Expiry
($ millions)
Syndicated unsecured credit facility 500 51 449 Aug-14
Total 500 51 449  
 
• The credit facility is primarily used to support FEI’s $500 million commercial paper (CP) program. 
• Due to the seasonal nature of the business, liquidity requirements peak in the fall and winter. 
• DBRS views FEI’s liquidity as sufficient for its funding requirements during the peak period, given its 

stable cash flow and modest long-term debt due in the near term. 
 
Long-Term Debt Maturity Schedule  
• The Company’s near-term refinancing risk remains modest, as the debt maturity schedule is light until 2016 

when over $200 million (or 13%) of total debt will be due (see the debt maturity table in our February 29, 
2012, report). 

• DBRS believes that refinancing of the debt maturity is manageable, given the Company’s strong credit 
profile. 

 
 
Debt Instruments 
 

Debt Instruments 2011 2010
(C$ millions)
Credit facilities 65                      178                  
Secured Purchase Money Mortgages 275                    275                  
Unsecured Debentures and MTNs 1,270                 1,173               
Capital leases 15                      13                    
Total 1,624                 1,639               
  Less: Current portion and LT issue costs (14)                     (16)                  
Total 1,610                 1,623                

 
• MTNs and Unsecured Debentures have the same rating as PMMs based on the following: (1) the 

outstanding amount of the PMMs is not significant (only 17% of the total); and (2) DBRS does not expect 
FEI to issue new PMMs in the future. 

• The bank facility is unsecured but is rated equally with the Company’s secured and unsecured debt. 
• In December 2011, FEI issued $100 million of unsecured MTNs, maturing in 2041. The net proceeds were 

used to repay short-term borrowings and for general corporate purposes. 
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Balance Sheet USGAAP USGAAP CGAAP USGAAP USGAAP CGAAP
(CA$ millions) Jun. 30 Dec. 31 Dec. 31 Jun. 30 Dec. 31 Dec. 31
Assets 2012 2011 2011    Liabilities & Equity 2012 2011 2011
Cash & equivalents 146 17 17    S.T. borrowings 0 65 65
Accounts receivable 144 238 238    Current portion L.T.D. 7 7 3
Inventories 75 101 101    Accounts payable 217 304 304
Rate stabilization account 19 69 69    Others 69 38 39
Others 21 13 13    Rate stabilization account 45 19 19

Total Current Assets 405 439 439     Total Current Liabilities 338 433 430
Net fixed assets 2,582 2,573 2,513     LT debt/Capital leases 1,663 1,665 1,543
Goodwill 769 769 0     Deferred income taxes 304 298 304
Intangibles 122 117 117     Other L.T. liabilities 230 238 155
Other assets 578 557 435     Rate stabilization account 31 22 22

    Shareholders' equity 1,890 1,799 1,050
Total Assets 4,456 4,454 3,503     Total Liab. & SE 4,456 4,454 3,503

 
USGAAP USGAAP CGAAP CGAAP CGAAP CGAAP

Balance Sheet & 12 mos.           For the year ended December 31
Liquidity & Capital Ratios Jun. 30. 12 2011 2011 2010 2009 2008
Current ratio 1.20            1.01            1.02         0.94         0.88         0.80         
Total debt in capital structure 46.9% 49.1% 60.5% 61.3% 65.2% 65.2%
Total debt in capital structure (1) 59.6% 62.6% 62.0% 62.6% 66.4% 66.4%
Cash flow/Total debt 12.8% 11.5% 11.8% 10.9% 10.3% 10.1%
Cash flow/Total debt (2) 12.1% 10.9% 11.2% 10.3% 9.8% 9.6%
Cash flow/Capex 1.28            1.19            1.13         1.13         1.22         1.35         
(Cash flow - dividends)/Capex 0.78            0.68            0.62         0.59         0.74         0.54         
Approved deemed equity 40.0% 40.0% 40.0% 40.0% 35.0% 35.0%
Dividend payout ratio 73.8% 77.1% 83.4% 90.1% 76.8% 109.3%
Coverage Ratios (times)
EBIT gross interest coverage 1.53            1.52            2.17         2.17         1.96         1.92         
EBITDA gross interest coverage 2.23            2.10            3.00         3.04         2.72         2.62         
Fixed-charge coverage 1.80            1.78            2.17         2.17         1.96         1.92         
Debt/EBITDA 4.72            5.22            4.99         5.13         5.55         5.62         
EBIT gross interest coverage (2) 1.58            1.57            2.21         2.20         2.00         1.97         
Profitability Ratios
EBITDA margin 27.8% 24.6% 23.8% 23.2% 20.7% 17.5%
EBIT margin 19.1% 17.8% 17.2% 16.6% 14.9% 12.8%
Profit margin 9.1% 8.2% 7.5% 6.8% 6.0% 5.5%
Return on equity 7.9% 7.8% 9.8% 9.8% 9.9% 10.4%
Return on capital 7.2% 7.0% 6.5% 6.2% 6.2% 6.4%
Allowed ROE 9.5% 9.5% 9.5% 9.5% 9.0% 8.6%
(1) Adjusted for Goodwill and "lease- in lease-out" under USGAAP (2) Adjusted for operating leases.  
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Ratings  
 

Debt Rating Trend 

MTNs & Unsecured Debentures  A  Stable 
Purchase Money Mortgages A Stable 
Commercial Paper  R-1 (low) Stable 

 
Rating History 

 
Debt Rated Current 2011 2010 2009 2008 2007 

MTNs & Unsecured Debentures A A A A A A 
Purchase Money Mortgages A A A A A A 
Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) 

 
Related Research 

 
• FortisBC Holdings Inc., February 29, 2012. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 
All figures are in Canadian dollars unless otherwise noted.  
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Key Indicators

[1]FortisBC Energy Inc.
[2]LTM 2011 2010 2009 2008 2007

(CFO Pre-W/C + Interest) / Interest Expense 2.9x 2.8x 2.7x 2.6x 2.5x 2.4x
(CFO Pre-W/C) / Debt 11.6% 11.2% 10.6% 10.2% 9.8% 8.8%
(CFO Pre-W/C - Dividends) / Debt 7.1% 6.5% 5.9% 6.5% 4.2% 2.5%
Debt / Book Capitalization 47.3% 59.3% 59.1% 61.8% 68.4% 66.8%

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using
Moody's standard adjustments. In addition, Moody's adjusts for one-time items. [2] Last twelve months ended June
30, 2012 reflect changes to US-GAAP whereas prior years are reported under Canadian GAAP. Goodwill is
included on FEI's balance sheet with the most notable impact on Debt/Book Capitalization ratios

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

Opinion

Rating Drivers

Low-risk, cost-of-service regulated gas transmission and distribution utility

Relatively weak financial metrics balanced by a supportive regulatory environment

Potential amalgamation of FortisBC Energy Inc. with its sister LDCs

http://www.moodys.com/corpcreditstatsdefinitions


Strong regulatory ring-fencing mechanisms insulate company from its parent holding company

Good liquidity

Corporate Profile

FortisBC Energy Inc. (FEI) is the largest distributor of natural gas in British Columbia and one of the largest gas
local distribution companies (LDC) in Canada. FEI is regulated on a cost-of-service basis by the British Columbia
Utilities Commission (BCUC).

FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI) which, in turn, is a wholly-owned subsidiary of
Fortis Inc. (FTS, not rated), a diversified electric and gas utility holding company. FHI is a holding company which
also holds 100% of FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC Energy (Whistler) Inc. (FEW).

SUMMARY RATING RATIONALE

FEI's A3 senior unsecured rating and stable outlook reflect its low-risk LDC business model and the generally
supportive regulatory environment offset by its relatively weak financial metrics. We recognize that the weakness
of FEI's financial metrics relative to similarly rated U.S. peers is largely a function of the lower deemed equity and
ROE permitted by the BCUC. We believe that FEI's weak financial profile is balanced by its relatively low business
risk as a gas LDC and by the supportiveness of regulatory environments in Canada generally and in British
Columbia specifically. Regulatory ring-fencing mechanisms effectively insulate FEI from its parent company, FHI,
and FTS. Growth in FEI's franchise area tends to be relatively predictable and capital spending is not expected to
tax the company's resources. FEI maintains sufficient liquidity resources.

DETAILED RATING CONSIDERATIONS

LOW-RISK REGULATED GAS DISTRIBUTION UTILITY OPERATING IN A SUPPORTIVE ENVIRONMENT

In general, we consider gas LDCs to be at the low end of the risk spectrum within the universe of regulated utilities.
Similarly, we believe that regulated utilities, which are permitted the opportunity to recover their costs and earn an
allowed return, have lower business risk than unregulated companies that do not benefit from cost of service
regulation. Accordingly, we consider regulated gas LDCs like FEI to be among the lowest risk corporate entities.

The supportiveness of the BC regulatory environment is evidenced by the fact that FEI benefits from the existence
of a number of BCUC-approved deferral, or true up, mechanisms. These mechanisms limit FEI's exposure to
forecast error with respect to commodity price and volume, pension funding costs, insurance costs and short-term
interest rates. In addition, FEI is required to obtain a certificate of public convenience and necessity (CPCN) from
the BCUC prior to undertaking any capital project in excess of $5 million. In our view, this process reduces the risk
that FEI would be denied the opportunity to recover the cost of its capital investments. We believe these qualitative
factors balance FEI's weak financial profile.

Growth in FEI's franchise area tends to be relatively predictable and capital spending is generally stable and
modest in the context of FEI's asset base and depreciation expense.

FINANCIAL METRICS EXPECTED TO STRENGTHEN MODESTLY IN 2012 and 2013

FEI's financial metrics are materially weaker than those of its A3 rated global gas utility peers such as Piedmont
Natural Gas Company, Inc., Northwest Natural Gas Company, UGI Utilities and its sister company, FEVI. We
recognize that FEI's weaker financial metrics are largely a function of the deemed equity and allowed ROE
approved by the BCUC. In general, Canadian deemed equity ratios and allowed ROEs are low relative to those of
other jurisdictions.

We expect FEI's cash flow to increase in 2012 and 2013 due to higher levels of non-cash depreciation and
amortization expense that will be collected in revenues. The largest driver of the higher depreciation will be FEI's
customer care enhancement project placed into service this year. We anticipate that these changes will cause
CFO pre-WC + Interest / Interest (Cash Flow Interest Coverage) to approach 3x in 2012 and 2013. The change in
the Debt/Book Capitalization ratio is merely a function of US-GAAP accounting rules as goodwill associated with
the Fortis Inc. acquisition in 2007 is now recognized as an asset on FEI's balance sheet with an offset to paid-in
capital.

POTENTIAL AMALGAMATION OF FEI, FEVI AND FEW LIKELY CREDIT NEUTRAL



FEI applied earlier this year to the BCUC to amalgamate FEI, FEVI and FEW and harmonize rates across the
amalgamated utility with a decision expected in early 2013. In an amalgamation scenario, the senior unsecured
debt of FEI and FEVI would rank pari passu and be supported by the combined cash flow of the amalgamated
utility. We expect that amalgamation and rate harmonization would be credit neutral to FEI provided that there are
no reductions in deemed equity levels or allowed ROEs or increases in the fundamental business risks borne by
the amalgamated utility.

STRONG REGULATORY RING-FENCING INSULATES FEI FROM PARENT, FHI

We believe that FEI's ring-fencing is very strong relative to that of its peers outside of BC. FEI is subject to a set of
regulatory ring-fencing conditions imposed by the BCUC. The ring-fencing conditions provide that, unless
otherwise approved by the BCUC, FEI shall: maintain a ratio of common equity to total capital at least as high as
the deemed equity capitalization utilized by the BCUC for ratemaking purposes (currently 40%); not pay dividends
if they would cause FEI's common equity to total capital to fall below the BCUC's deemed equity percentage; not
invest in or financially support non-regulated business; and not engage in affiliate transactions on anything other
than an arm's length basis. We believe that the BCUC ring-fencing provisions effectively insulate FEI from the
financial and business risks of its parent, FHI, and FTS. The regulatory ring-fencing provisions, combined with
FTS' philosophy of requiring its utility operating subsidiaries to be operationally and financially independent of FTS
and other subsidiaries, allows us to evaluate FEI's credit profile on a stand-alone basis.

Liquidity Profile

We consider FEI's liquidity resources to be good at the end of Q2 2012.

FEI is expected to generate approximately $240 million of CFO pre-WC during the 12 months ending June 30,
2013. After dividends in the range of $85 million and capital expenditures and working capital changes of
approximately $200 million, we expect FEI to be free cash flow (FCF) negative by approximately $45 million. FEI
has no material scheduled debt maturities during the next twelve months..

At the end of Q2 FEI had $449 million available under its $500 million syndicated credit facility, well in excess of our
estimated funding requirement.

The $500 million facility is available to support FEI's $500 million commercial paper (CP) program and for general
corporate purposes. The company is currently well below the debt to total capitalization ratio covenant (maximum
75%) in the credit agreement.

We recognize that FEI's reliance on short-term debt to finance gas inventories is supported by the BCUC and that
the BCUC has approved the use of an interest rate deferral account to limit FEI's exposure to short-term interest
rate volatility. However, we believe that FEI's financial flexibility can become somewhat constrained, particularly
when material debt maturities fall within the peak storage season. Although FEI has no significant debt maturities
until September 2015, the BCUC's July 2011 decision to eliminate the majority of FEI's commodity hedging
activities is expected to increase the volatility of FEI's cash flow and increase FEI's liquidity requirements. This
decision is directionally negative for credit but, at this time, not material enough to impact our rating or outlook.

Rating Outlook

The stable rating outlook reflects our expectation of stable operating results and our belief that FEI's regulatory
environment will continue to be supportive. The outlook also reflects our belief that if FEI, FEVI and FEW ultimately
amalgamate, the amalgamation and rate harmonization would be credit neutral for FEI's credit profile.

What Could Change the Rating - Up

The rating could be positively impacted if FEI demonstrates a sustainable improvement in its credit metrics. All
else being equal, at the A2 senior unsecured level, Moody's would expect FEI's Cash Flow Interest Coverage to
exceed 4x and CFO pre-WC / Debt to be above 19% on a sustainable basis.

What Could Change the Rating - Down

Notwithstanding FEI's low risk business profile, its financial profile is considered relatively weak at the A3 senior
unsecured rating level. Accordingly, a sustained weakening of FEI's Cash Flow Interest Coverage below 2.3x and
CFO pre-WC / Debt below 8% combined with a less supportive and predictable regulatory framework would likely
result in a downgrade of FEI's rating.



Rating Factors

FortisBC Energy Inc.
                                        

Regulated Electric and Gas Utilities
Industry [1][2]

Current                     [3]Moody's 12-18 month Forward
View As of September 2012

          

Factor 1: Regulatory Framework (25%) Measure Score           Measure Score
a) Regulatory Framework           A                     A
Factor 2: Ability To Recover Costs And
Earn Returns (25%)

                                                  

a) Ability To Recover Costs And Earn
Returns

          A                     A

Factor 3: Diversification (10%)                                                   
a) Market Position (10%)           A                     A
b) Generation and Fuel Diversity (0%)                                                   
Factor 4: Fin. Strength, Liquidity And
Key Fin. Metrics (40%)

                                                  

a) Liquidity (10%)           A                     A
b) CFO pre-WC + Interest/ Interest (3
Year Avg) (7.5%)

2.8x Baa           2.8x-3.0x Baa

c) CFO pre-WC / Debt (3 Year Avg)
(7.5%)

12% Ba           11% - 13% Ba

d) CFO pre-WC - Dividends / Debt (3
Year Avg) (7.5%)

7% Ba           7% - 9% Ba

e) Debt/Capitalization (3 Year Avg) (7.5%) 53% Baa           48% - 50% Ba
Rating:                                                   
a) Indicated Baseline Credit Assessment
from Methodology Grid

          A3                     A3

b) Actual Baseline Credit Assessment
Assigned

                                        A3

                                                  
Source: Moody's Financial Metrics.                                                   

[1] All ratios calculated in accordance with Moody's Regulated Electric and Gas Utilities Rating Methodology using
Moody's standard adjustments. In addition, Moody's adjusts for one-time items. [2] Last twelve months ended June
30, 2012 [3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does
not incorporate significant acquisitions and divestitures.
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FortisBC Energy Inc. 
 

Rating  
 

Debt Rating Rating Action Trend 

Issuer Rating A Confirmed Stable 

MTNs & Unsecured Debentures  A  Confirmed Stable 

Purchase Money Mortgages A Confirmed Stable 

Commercial Paper  R-1 (low) Confirmed Stable 
 

Rating Update 
 

DBRS has confirmed the ratings of FortisBC Energy Inc. (FEI or the Company) as listed above. The 

Medium-Term Notes (MTNs) and Unsecured Debentures (Debentures) have the same rating as the Purchase 

Money Mortgages (PMMs) based on the following: (1) the outstanding amount of the PMMs is not 

significant (16% of the total); and (2) DBRS does not expect FEI to issue additional PMMs in the future. The 

ratings reflect FEI’s low-risk business, predominantly regulated operations in an economically strong area, 

strong financial profile and reasonable regulatory environment. 
 

FEI’s low-risk business is underpinned by its regulated gas transmission and distribution operations (virtually 

all of FEI’s earnings) and large customer base (approximately 841,000 or 90% of British Columbia’s natural 

gas users at the end of 2012). Competition in the Company’s franchise area remains primarily electricity, with 

FEI currently having a competitive operating cost advantage due to the current low natural gas price 

environment. The regulatory framework in British Columbia is viewed as reasonable in terms of cost 

recovery, returns on equity (ROE of 9.5%) and capital structure (40% equity). However, the Company’s ROE 

and deemed equity could be affected in 2013 and beyond due to a regulatory review (see Regulation). Any 

regulatory change that may have a significant negative impact on FEI’s earnings and cash flow could weaken 

the Company’s credit profile. 
 

The change to U.S. GAAP from Canadian GAAP, effective January 2012, did not have any rating implications 

(see Transition to U.S. GAAP). In addition, free cash flow, key credit metrics and debt leverage remained 

relatively stable in 2012. The Company expects to spend approximately $194 million on capital expenditures 

(capex) in 2013. DBRS expects FEI to continue to maintain its debt-to-capital ratio in line with the current rating 

category. In the absence of an adverse regulatory decision on FEI’s ROE and capital structure, DBRS expects 

FEI’s credit metrics to remain relatively stable, supported by higher earnings and cash flow. 
 

Rating Considerations 
 

Strengths  Challenges 

(1) Low business risk and reasonable regulation 

(2) Economically strong service territory 

(3) Stable and strong financial profile 

(4) Large customer base 

 (1) Volume risk 

(2) Indirect access to the equity market 

(3) Uncertain ROE and capital structure 

(4) Competition from electricity  
 

Financial Information 
 

USGAAP USGAAP CGAAP CGAAP CGAAP

FortisBC Energy Inc.

(CA$ millions) 2012 2011 2010 2009 2008

EBIT gross interest coverage (1) 2.03 2.08 2.20 2.00 1.97

% debt in capital structure (1) (2) 58.9% 62.6% 62.6% 66.4% 66.4%

Cash flow/Total debt 13.9% 11.1% 10.9% 10.3% 10.1%

Net income before extra. Items 112 110 93 87 92

Cash flow from operations 237 193 177 170 166

       For the year ended December 31st

(1) Adjusted for operating leases. (2) Certain US GAAP adjustments in 2012 and 2011 (see Transition to US 

GAAP on page 3) have been adjusted for comparative purposes.
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Rating Considerations Details 
 

Strengths 

(1) Low business risk and reasonable regulation. FEI’s generates virtually all of its earnings from its 

natural gas transmission and distribution operations, where competition is limited to other forms of energy 

(electricity). The regulatory framework in British Columbia is reasonable with respect to cost recovery and 

returns on investment. FEI is not exposed to commodity costs as natural gas costs are passed on to the 

customers, with quarterly adjustments. 

 

(2) Economically strong service territory. FEI operates in an economically strong service area that includes 

the City of Vancouver. The customer mix is weighted toward residential and commercial customers (roughly 

89% of distribution revenues and 61% of throughput for the year-end 2012), whose consumption is less 

sensitive to economic conditions. 

 

(3) Stable and strong financial profile. FEI has maintained its capital structure in line with the approved 

regulatory capital structure. The debt-to-capital of 58.9% (adjusted for goodwill and “lease-in lease-out” 

arrangement under US GAAP) and EBIT interest coverage of 2.03 times (x) in 2012 are commensurate with 

its current rating category. DBRS notes that FEI’s cash flow-to-debt ratio has improved consistently since 

2008 and was in line with the “A” rating category in 2012. 

 

(4) Large customer base. FEI had a large customer base of approximately 841,000 at the end of 2012. This 

represented approximately 90% of natural gas users in British Columbia.  
 

Challenges 

(1) Volume risk. The Company is exposed to volume risk on industrial, transportation and other customers, 

who accounted for approximately 39% of the Company’s total throughput in 2012 (around 11% of revenue). 

The usage of these customers, such as those in the pulp and paper industries, is sensitive to economic 

conditions.  
 

(2) Indirect access to the public equity market. FEI has no direct access to the public equity market. As a 

result, it finances cash flow deficits by managing its dividend payouts to the parent and through equity 

issuances to the parent, as well as other debt issuances. The company’s current rating incorporates DBRS’s 

expectation that the parent will continue to provide equity financing support in the future. 

 

(3) Uncertain ROE and capital structure. In April 2012, the BCUC issued a final scoping document 

identifying the items that will be reviewed as part of Generic Cost of Capital (GCOC) Proceeding, which 

includes, among other things: (1) the cost of capital for a benchmark low-risk utility effective January 2013; 

and (2) whether a ROE automatic adjustment mechanism is warranted, which would be implemented January 

2014. The decision is expected mid-year 2013. The GCOC decision could have a negative impact on FEI’s 

earnings in 2013 and beyond. 

 

(4) Competition from electricity. Natural gas distribution operators in British Columbia face more intense 

competition from electricity than other provinces in Canada (except Québec) due to the low power costs in 

British Columbia. 
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Simplified Organization Chart as of December 31, 2012 
 

Fortis Inc.

A (low); pfd-2 (low)

FortisBC Holdings Inc.

(formerly Terasen Inc.)

BBB (high)

3857042 Canada Inc.

Other Numerous 

Material Subsidiaries

FortisBC Energy Inc.

(formerly Terasen Gas Inc.)

“A”; R-1(low)

FortisBC Energy (Vacouver

Island) Inc.

(formerly Terasen Gas 

(Vacouver Island) Inc.)

FortisBC Energy (Whistler) 

Inc.

(formerly Terasen Gas 

(Whistler) Inc.)

100%

100%

18.76%

81.24% 100% 100%

Regulatory Ring-fencing
 

 

Amalgamation Update 

In April 2012 FEI, together with FEVI and FEW, applied to the BCUC for the necessary approvals to 

amalgamate the three utilities and implement postage stamp rates across the service territories served by the 

amalgamated entity, effective January 1, 2014. The evidentiary portion of the proceeding was closed in 

October 2012 and a decision was received in February 2013. In its decision, the BCUC denied the request to 

implement postage stamp rates and as a result, the companies will not be proceeding with an amalgamation. 

  

Transition to US GAAP  
 

 Effective January 1, 2012, FEI adopted US GAAP and has restated the comparative reporting period. The 

major impact on key credit ratios in this report reflects the following changes as at December 31, 2011: 

(1) Total assets increased by approximately $951 million due primarily to increases in regulatory assets, 

plant and equipment and goodwill in accordance with US GAAP. 

(2) Total liabilities increased by approximately $202 million due primarily to increases in long-term debt 

and capital lease obligations and pension liabilities in accordance with US GAAP. 

(3) The equity base increased by approximately $750 million. The increase was due primarily to the 

application of push-down accounting, which was effective May 17, 2007 as a result of the Fortis 

acquisition. 

 DBRS has adjusted for goodwill and “lease-in lease-out” arrangements for the debt-to-capital ratio under 

US GAAP for comparative purposes. 

 The transition from Canadian GAAP to US GAAP did not have an impact on the current ratings. 
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Earnings and Outlook 
 

USGAAP USGAAP CGAAP CGAAP CGAAP

Consolidated Income Statement

(CA$ millions) 2012 2011 2010 2009 2008

EBITDA (1) 369 333 317 297 292

EBIT (1) 241 241 226 214 214

Gross interest expense (1) 119 118 104 109 111

Pre-tax income 123 126 123 106 103

Income tax 11 16 30 19 12

Net income before extra. items 112 110 93 87 92

Reported net income 112 110 93 87 92

Return on avg. common equity (2) 10.4% 10.7% 9.8% 9.9% 10.4%

Rate Base 2,717       2,636       2,540       2,547       2,510       

Approved common equity 40.0% 40.0% 40.0% 35.0% 35.0%

Allowed ROE 9.50% 9.50% 9.50% 8.99% 8.62%

       For the year ended December 31st

(2) Certain US GAAP adjustments in 2012 and 2011 (see Transition to US GAAP on page 3) have been 

adjusted for comparative purposes.

(1) Less inter-company interest payments.

 

2012 Summary 

 Earnings were higher in 2012 primarily due to the increased rate base, higher margin from industrial 

customers, higher contribution from the current year tax loss utilization plan and lower-than-forecast 

operation and maintenance expenditures.  

 However, these were partially offset by lower margins associated with lower-than-forecast customer 

additions in 2012 and lower capitalized allowance for funds used during construction compared to the 

same period in 2011. 

 Volume usage volatility as a result of changes in weather conditions is mitigated by the revenue 

stabilization adjustment mechanism (RSAM), which allows FEI to defer variances due to changes in usage 

rates, to be recovered/refunded over the subsequent three years.  

 

2013 Outlook 

 The Company’s 2013 earnings are expected to increase modestly as the rate base continues to grow, 

reflecting ongoing capex. 

 Although the decision on the current GCOC Proceeding could have a negative impact on FEI’s future 

earnings, DBRS does not expect the impact to be significant. 
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Financial Profile 
 

USGAAP USGAAP CGAAP CGAAP CGAAP

Consolidated Cash Flow Statement

(CA$ millions) 2012 2011 2010 2009 2008

Net income before extra. items 112 110 93 87 92

Depreciation & amortization 128 92 91 83 78

Deferred income taxes/Other (3) (9) (7) 0 (4)

Cash flow from operations 237 193 177 170 166

Dividends paid (85) (85) (84) (67) (100)

Capex (160) (169) (157) (139) (123)

Free cash flow before WC (8) (61) (64) (36) (57)

Changes in working capital (WC) 14 84 (15) 16 33

Changes in regulatory assets & liabilities (31) (10) 0 0 0

Net free cash flow (25) 13 (79) (20) (24)

Acquisitions 0 0 0 0 0

Assets sales/Divestitures 0 0 0 0 14

Net changes in equity 65 0 125 0 0

Net changes in debt (36) (15) (24) 6 (5)

Other/Adjustments by DBRS 1 4 (13) 7 22

Change in cash 5 2 9 (7) 7

Total debt 1,701 1,737 1,623 1,647 1,640

Total debt in capital structure 47.4% 49.1% 61.3% 65.2% 65.2%

Total debt in capital structure (1) (2) 58.9% 62.6% 62.6% 66.4% 66.4%

Cash flow/Total debt 13.9% 11.1% 10.9% 10.3% 10.1%

EBIT gross interest coverage (1) 2.03 2.08 2.20 2.00 1.97

Total debt/EBITDA 4.61 5.22 5.13 5.55 5.62

Capex/Depreciation 1.25 1.84 1.72 1.68 1.57

Dividend payout ratio 75.9% 77.3% 90.1% 76.8% 109.3%

(1) Adjusted for operating leases.

       For the year ended December 31st

(2) Certain US GAAP adjustments in 2012 and 2011 (see Transition to US GAAP on page 3) have been 

adjusted for comparative purposes.
 

 

2012 Summary 

 Cash flow from operations has increased steadily, reflecting the Company’s growing earnings.  

 Capital investments to support load growth and system reliability have also increased considerably over the 

past few years. This, combined with high dividend payouts (an average payout ratio of 86% of earnings 

over the last five years), has resulted in free cash flow deficits. 

 The Company continued to manage its dividend payouts and equity issuances so that its capital structure 

is in line with the conditions imposed by the BCUC, which stipulates that FEI must maintain its capital 

structure in line with the regulatory structure. 

 In April 2012, the Company issued $65 million in equity to its parent due to a higher rate base in 2012 

compared to 2011, as a result of capital projects going into service in early 2012. 

 FEI’s credit metrics remained stable in 2012 and were commensurate with the current rating. 
 

2013 Outlook 

 Free cash flow deficits are expected to continue as capex is expected to be approximately $194 million in 

2013, before contributions in aid of construction, largely due to the sustaining capital program. 

 DBRS expects FEI to continue to finance its capex through dividend management and equity and debt 

issuances in a manner that maintains its capital structure in line with its current rating range. 
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Long-Term Debt and Liquidity 
 

Liquidity 

Credit Facilities (December 31, 2012) Committed

Short-Term 

Notes

Letters of 

Credit Available Expiry

(CA$ millions)

Syndicated unsecured credit facility 500 33 51 416 Aug-14

Total 500 33 51 416

 

 The credit facility is primarily used to support FEI’s $500 million commercial paper program. 

 Due to the seasonal nature of the business, liquidity requirements peak in the fall and winter. 

 DBRS views FEI’s liquidity as sufficient for its funding requirements during the peak period, given its 

stable cash flow and modest long-term debt due in the near term. 

 

Long-Term Debt, Capita Lease & Finance Obligations Maturity Schedule  

(CA$ millions) 2013 2014 2015 2016 2017 Thereafter

Debt instruments 7.0            7.0            82.0          207.0        7.0            1,358.0      

% of total 0% 0% 5% 12% 0% 81%  
 

 The Company’s near-term refinancing risk remains modest, as the debt maturity schedule is light until 2016 

when approximately $207 million (or 12%) of total debt will be due. 

 DBRS believes that refinancing of the debt maturity is manageable, given the Company’s strong credit 

profile. 

 

Debt Instruments 

Debt Instruments 2012 2011

(CA$ millions)

Secured Purchase Money Mortgages 275                    275                  

Unsecured Debentures and MTNs 1,270                 1,270               

Capital lease and finance obligation 123                    127                  

Total 1,668                 1,672               

Credit facilities 33                      65                    

  Less: Current portion (7)                       (7)                    

Total 1,694                 1,730                
 MTNs and Unsecured Debentures have the same rating as PMMs based on the following: (1) the 

outstanding amount of the PMMs is not significant (only around 16% of the total debt); and (2) DBRS does 

not expect FEI to issue new PMMs in the future. 

 The bank facility is unsecured but is rated equally with the Company’s secured and unsecured debt. 
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Regulation 
 

Overview  
DBRS views the regulatory framework in British Columbia as reasonable, as it allows FEI to earn a 

reasonable return on its capital investment and to recover prudently incurred operating costs. In addition, the 

Company does not have exposure to gas price risk since costs are generally passed through to the customers, 

subject to a reasonable regulatory lag. FEI is regulated by the BCUC.  

 The BCUC uses a future test year to establish rates for a utility. FEI forecasts the volume of gas to be sold, 

gas supply costs and all operating costs that are incurred in the test year. 

 The BCUC will set rates to permit FEI to collect all of its approved forecast costs. 

 FEI has a number of deferral accounts that are used to ameliorate unanticipated changes in certain forecast 

items, including the following two mechanisms: 

 

(1) Commodity Cost Reconciliation Account and Midstream Cost Reconciliation Account: 

 Any differences between actual and forecast gas costs are captured and recorded in these deferral accounts 

to be recovered or refunded in future rates. 

 Forecast gas prices are adjusted on a quarterly basis for the commodity rates, mitigating the impact of the 

recovery lag.  
 

(2) Revenue Stabilization Adjustment Mechanism: 

 The RSAM seeks to stabilize revenues from residential and commercial customers through a deferral 

account that captures variances in forecast versus actual customer usage throughout the year to recover 

them in rates over the following three years. This reduces FEI’s earnings volatility. 

 Volume variances from large-volume industrial, transportation and other customers, which account for 

approximately 39% of FEI’s total throughput (2012), are not included in this deferral account. However, 

these customers’ usage is more predictable and less likely to be significantly affected by weather, even 

though it is sensitive to economic conditions.  

 

Rates 

 Prior to 2010, FEI operated under a performance-based rate plan. 

 In 2010 through 2012, FEI operated under traditional cost-of-service rate making. 

 In April 2012, the BCUC issued a decision on the FortisBC Utilities (collectively consisting of FEI, FEVI 

and FEW) 2012/2013 Revenue Requirement Application. 

 The final delivery rate increase effective January 1, 2012, was 4.2% (a decrease of approximately 1.4% 

as compared to FEI’s existing interim delivery rates for 2012). 

 The difference between interim rates and final rates was refunded to customers starting June 1, 2012. 

 From 2010 through 2012, the Company’s ROE and deemed equity were at 9.50% and 40%, respectively. 

  

Generic Cost of Capital Proceeding 

 In April 2012, the BCUC issued a final scoping document identifying the items that will be reviewed as 

part of GCOC Proceeding. 

 These include, among other things: (1) the cost of capital for a benchmark low-risk utility effective 

January 2013; and (2) whether a ROE automatic adjustment mechanism is warranted, which would be 

implemented January 2014. 

 The decision is expected mid-year 2013 and could have a negative impact on FEI’s earnings in 2013 and 

beyond. 

 

Regulatory Ring-Fencing 

 The regulatory ring-fencing imposed on FEI by the BCUC at the time Fortis Inc. acquired FEI in 2007 (a 

continuation of the ring-fencing imposed upon acquisition of the former Terasen Inc. by Kinder Morgan 

Inc. in 2005) is intended to ensure that public interest is protected and that FEI will continue to operate as a 

separate, stand-alone entity without undue parental influence. One of these conditions is that FEI must 

maintain its debt-to-capital ratio in line with the regulatory capital structure. 
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Balance Sheet USGAAP USGAAP CGAAP USGAAP USGAAP CGAAP

 (CA$ millions) Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31

Assets 2012 2011 2010    Liabilities & Equity 2012 2011 2010

Cash & equivalents 22 17 15    S.T. borrowings 33 65 178

Accounts receivable 205 238 298    Current portion of debt 7 7 3

Inventories 95 101 136    Accounts payable 226 304 358

Current regulatory assets 28 73 0    Current regulatory liabilities 35 23 0

Others 16 13 108    Others 32 38 53

Total Current Assets 366 442 557     Total Current Liabilities 333 437 591

Net fixed assets 2,604 2,573 2,466     Long-term debt 1,661 1,665 1,442

Deferred income taxes 0 0 0     Deferred income taxes 309 298 280

Goodwill & intangibles 890 886 95     Regulatory liabilities 55 54 0

Regulatory assets 561 514 0     Other L.T. liabilities 194 185 149

Investments & others 22 23 366     Shareholders equity 1,891 1,799 1,023

Total Assets 4,443 4,438 3,484     Total Liab. & SE 4,443 4,438 3,484

FortisBC Energy Inc.

 

USGAAP USGAAP CGAAP CGAAP CGAAP

Balance Sheet &

Liquidity & Capital Ratios 2012 2011 2010 2009 2008

Current ratio 1.10 1.01 0.94 0.88 0.80

Total debt in capital structure 47.4% 49.1% 61.3% 65.2% 65.2%

Total debt in capital structure (1) (2) 58.9% 62.6% 62.6% 66.4% 66.4%

Cash flow/Total debt 13.9% 11.1% 10.9% 10.3% 10.1%

Cash flow/Total debt (1) 13.8% 10.5% 10.3% 9.8% 9.6%

Cash flow/Capex 1.48         1.14         1.14         1.13         1.22         

(Cash flow - Dividends)/Capex 0.95 0.64 0.59 0.74 0.54

Approved common equity 40.0% 40.0% 40.0% 35.0% 35.0%

Dividend payout ratio 75.9% 77.3% 90.1% 76.8% 109.3%

Coverage Ratios (times)

EBIT gross interest coverage 2.03 2.04 2.17 1.96 1.92

EBITDA gross interest coverage 3.10 2.82 3.04 2.72 2.62

Fixed-charges coverage 2.03 2.04 2.17 1.96 1.92

Debt/EBITDA 4.61 5.22 5.13 5.55 5.62

EBIT gross interest coverage (1) 2.03 2.08 2.20 2.00 1.97

Profitability Ratios

EBITDA margin 60.0% 56.5% 55.3% 56.4% 57.0%

EBIT margin 39.2% 40.9% 39.4% 40.7% 41.7%

Profit margin 18.2% 18.7% 16.3% 16.5% 17.9%

Return on avg. common equity (2) 10.4% 10.7% 9.8% 9.9% 10.4%

Return on capital (2) 7.3% 7.1% 6.2% 6.2% 6.4%

Allowed ROE 9.5% 9.5% 9.5% 9.0% 8.6%

(1) Adjusted for operating leases. 

   For the year ended December 31st

(2) Certain US GAAP adjustments in 2012 and 2011 (see Transition to US GAAP on page 3) have been 

adjusted for comparative purposes.
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Ratings  
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Key Indicators

[1]FortisBC Energy Inc.
2012 [2]2011 2010 2009

(CFO Pre-W/C + Interest) / Interest Expense 2.4x 2.2x 2.7x 2.6x
(CFO Pre-W/C) / Debt 14.1% 11.2% 10.6% 10.2%
(CFO Pre-W/C - Dividends) / Debt 9.2% 6.5% 5.9% 6.5%
Debt / Book Capitalization 45.3% 47.4% 59.1% 61.8%
Source: Moody's Financial Metrics TM

[1] All ratios are calculated using Moody's Standard Adjustments. [2] 2011 Key Indicators reflect the company's
retrospective changes due to adoption of US GAAP, effective January 1, 2012

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

Opinion

Rating Drivers

Low business risk utility in a supportive regulatory environment

Weak financial metrics are expected to decline further

Adequate liquidity and manageable capex

Corporate Profile

http://www.moodys.com/corpcreditstatsdefinitions


FortisBC Energy Inc. (FEI) is the largest distributor of natural gas in British Columbia and one of the largest gas
local distribution companies (LDC) in Canada. FEI is regulated on a cost-of-service basis by the British Columbia
Utilities Commission (BCUC).

FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI; Baa2 negative) which, in turn, is a wholly-owned
subsidiary of Fortis Inc. (FTS, not rated), a diversified electric and gas utility holding company, headquarted in St.
John's, NL. FHI also owns 100% of FortisBC Energy (Vancouver Island) Inc. (FEVI; A3 negative) and FortisBC
Energy (Whistler) Inc. (FEW, not rated).

SUMMARY RATING RATIONALE

FEI's A3 senior unsecured rating reflects its low-risk LDC business model and the generally supportive regulatory
environment in British Columbia. As an LDC, FEI is able to produce stable and predictable cash flow from
operations, which are supported by the regulated revenues approved by the BCUC and its cost of service
ratemaking model. FEI's rating reflects a relatively high use of leverage, and the historically weak financial metrics
for an A3 utility, especially when compared to US peers that typically earn higher returns on a more equity rich
capital structure. The BCUC's recent generic cost of capital decision (GCOC), which reduced both FEI's allowed
ROE level and equity component for rates, is likely to weaken the company's financial metrics further and is the
impetus for the company's negative ratings outlook.

DETAILED RATING CONSIDERATIONS

LOW RISK OPERATIONS IN A SUPPORTIVE REGULATORY ENVIRONMENT

FEI's investment grade rating is primarily supported by the revenue and cost recovery certainty provided by a
regulated business model and monopoly service territory. The BCUC offers a cost of service based regulatory
compact, which allows FEI to generate a predictable amount of cash flow, supporting its relatively modest capital
program for a stable residential customer base.

We view the BC regulatory framework to be similar in its framework to a strong US jurisdiction, due to similar
procedural and legal processes and supportive cost recovery features, including a forward looking test year,
deferral accounting for certain costs and timely decisions from the commission. The deferral, or true-up,
mechanisms limit FEI's exposure to forecast error are in respect to commodity price and volume, pension funding
costs, insurance costs and short-term interest rates. In addition, FEI is required to obtain a certificate of public
convenience and necessity (CPCN) from the BCUC prior to undertaking any capital project in excess of $5
million. In our view, this process reduces the risk that FEI would be denied the opportunity to recover the cost of
its capital investments. This is also similar to US processes, which include CPCNs and integrated resource plans.

The primary areas where Canadian regulation is viewed as less credit supportive than other jurisdictions, includes
the lower allowed ROE levels and lower equity component of the rate structure. In general, the US maintains 10%
(or slightly below) allowed ROEs for integrated, transmission and distribution (T&D) and LDC companies, with
capital structures that approximate a 50/50 balance of debt and equity. Furthermore, most states in the US have
trended toward implementing various riders or trackers that allow utilities to automatically recover certain costs
(e.g., environmental capex, lost margin due to efficiencies or customer conservation, infrastructure replacement,
etc.) on a timely basis (most are annual true-ups) and in between general rate case proceedings. The FortisBC
utilities do not benefit from many of these interim recovery features, though future test years can often obviate the
need for some of these mechanisms and FEI does have annual true-ups for efficiency (rate stabilization accounts)
that occur outside of the rate setting process, a credit positive.

WEAK FINANCIALS VERSUS US PEERS

FEI's cash flow to debt metrics have been steadily increasing since 2009, with CFO pre-WC to debt growing from
10% in 2009 to 14% in 2012. Despite this improvement, the 2010-2012 average CFO pre-WC interest coverage of
2.5x and CFO pre-WC to debt of 12% compares unfavorably to A3 rated LDC companies in the US, which have
averaged over 6.0x CFO pre-WC interest coverage and nearly 25% CFO pre-WC to debt, respectively, over the
same time horizon. Even the Baa1 US LDC companies have been able to produce over 5.0x and nearly 23% CFO
pre-WC to debt from 2010-2012.

BCUC's GENERIC COST OF CAPITAL OUTCOME WILL NEGATIVELY IMPACT FINANCIAL METRICS

In May 2013, the BCUC issued a final order in Stage 1 of its GCOC, which included a reduction of FEI's (the
benchmark utility) common equity ratio to 38.5% from 40.0%, and a reduction in allowed ROE of 8.75% from
9.50%. The decision also re-established an automatic adjustment formula (AAM) which considers changes to



9.50%. The decision also re-established an automatic adjustment formula (AAM) which considers changes to
utility bond spreads and the 30 year Government of Canada bond yields to determine the benchmark ROE on an
annual basis, for years 2014 and 2015. Though the AAM could provide automatic lift to allowed ROE's in times of
rising interest rates, a credit positive, our expectation is that the impact of the GCOC is likely to reduce future cash
flow generation of FEI.

Given the GCOC's downward revision to ROE and equity layer, we expect that FEI's CFO pre-WC to debt will
reverse the trajectory seen in recent years and fall below 13% over the intermediate-term. Although this expected
financial profile is more in line with more highly levered Canadian peers, the degree of BCUC regulatory support
may not be of sufficient strength to support FEI's A3 unsecured rating, while exhibiting cash flow to debt metrics
that are borderline investment grade, according to our Regulated Electric and Gas Utilities Rating Methodology.

In June 2013, FEI filed an application seeking approval of a five-year performance based ratemaking plan, which
would offer formula-driven spending cap on O&M and capital expenditures, and other components will be reset
each year, along with actual rates. The plan, if approved, would be a credit positive; however, the degree of the
impact will depend upon what is actually implemented by the BCUC.

DENIED AMALGAMATION OF FEI, FEVI AND FEW HAS NO CREDIT IMPACT FOR FEI

In 2012, FEI, FEVI and FEW filed a joint application with the BCUC to amalgamate and harmonize rates across
the. In February 2013, the BCUC issued a decision which denied the application, citing a desire to maintain the
status quo, which had previously determined utility rates based on causality (i.e., appropriate rates applied to a
given utility based upon its respective and specific needs). The commission noted that the amalgamation would
result in significant and unfair cross subsidization of FEVI and FEW customers by the customers of FEI and
FortisBC Energy Inc. Fort Nelson Service Area (not rated).

The amalgamation denial is negative to FEVI, whose customers would have benefitted from the subsidization
effects. FEVI now faces significant rate increases on the heels of a large capex program and the end of
governmental subsidies. The amalgamation denial is credit neutral to FEI, as it will simply maintain its independent
rate structure and eliminates the potential for higher rates as a result of the cross subsidization effects.

Liquidity Profile

For LTM 1Q13, FEI produced about $200 million of adjusted CFO compared to $165 million of capital expenditures
and $65 million of dividends. We expect a similar amount of free cash flow deficit (approximately $30 million) over
the course of 2013, as the company continues with a stable capital plan and upstream dividends with an eye
toward maintaining its BCUC allowed capital structure.

FEI's external liquidity is supported by a $500 million facility maturing in August 2014, which supports its $500
million commercial paper program. The company is currently well below the debt to total capitalization ratio
covenant (maximum 75%) in the credit agreement. As of March 31, 2013, there was $449 available under the
facility.

We recognize that FEI's reliance on short-term debt to finance gas inventories is supported by the BCUC and that
the BCUC has approved the use of an interest rate deferral account to limit FEI's exposure to short-term interest
rate volatility, specifically on gas inventories. However, we believe that FEI's financial flexibility can become
somewhat constrained, particularly when material debt maturities fall within the peak storage season and
especially since the BCUC's July 2011 decision to eliminate the majority of FEI's commodity hedging activities.
Although we expect a sustained period of low natural gas prices, this philosophical change is viewed negatively
from a credit perspective and could increase the volatility of FEI's cash flow and increase its liquidity requirements.

FEI has only small amounts of debt amortization (approximately $7 million) over the near-term and $75 million
maturing in September 2015.

Rating Outlook

The negative rating outlook primarily reflects our expectation for FEI's financial profile to decline over the
intermediate-term as reduced ROE and equity levels are likely to result in lower cash flow production and
negatively impact CFO to debt metrics.

What Could Change the Rating - Up

It is not likely that FEI's rating will experience upward movement over the near-term. However, if BCUC support
were to improve and financial metrics of CFO pre-WC interest coverage were to exceed 4.0x and CFO pre-WC to



debt were to be above 19% on a sustainable basis, that would have a positive credit impact.

What Could Change the Rating - Down

A determination that the BCUC has become a less supportive and predictable regulatory framework would likely
result in a downgrade of FEI's rating, but today, we still view the regulator as supportive to long-term credit quality.
The recent reduction in allowed ROE and the equity component in the capitalization is viewed as the regulator
exercising its authority over the utility monopoly's profitability, and not as a sign of a more contentiousness
environment. Ratings could also fall if sustained CFO pre-WC to debt metrics fall below 12%.

Rating Factors

FortisBC Energy Inc.
                                        

Regulated Electric and Gas Utilities [1][2] Current
12/31/2012

                    [3]Moody's 12-18 month Forward
View As of Date Published

          

Factor 1: Regulatory Framework (25%) Measure Score           Measure Score
a) Regulatory Framework           A                     A
Factor 2: Ability To Recover Costs And Earn
Returns (25%)

                                                  

a) Ability To Recover Costs And Earn
Returns

          A                     A

Factor 3: Diversification (10%)                                                   
a) Market Position (10%)           A                     A
b) Generation and Fuel Diversity (0%)                                                   
Factor 4: Financial Strength, Liquidity And
Key Financial Metrics (40%)

                                                  

a) Liquidity (10%)           A                     A
b) CFO pre-WC + Interest/ Interest (3 Year
Avg) (7.5%)

2.4x Ba           2.5 - 2.8x Ba

c) CFO pre-WC / Debt (3 Year Avg) (7.5%) 12% Ba           12.5 -13.5% Ba
d) CFO pre-WC - Dividends / Debt (3 Year
Avg) (7.5%)

7% Ba           7.5 - 9% Ba

e) Debt/Capitalization (3 Year Avg) (7.5%) 50% Baa           46 - 50% Baa
Rating:                                                   
a) Indicated Rating from Grid           Baa1                     Baa1
b) Actual Rating Assigned           A3                     A3

                                                  
Source: Moody's Financial Metrics TM                                                   

[1] All ratios are calculated using Moody's Standard Adjustments. [2] Based on financial data as of 12/31/2012. [3]
This represents Moody's forward view; not the view of the issuer.

 

© 2013 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights
reserved.

 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE



MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

 

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

 

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



MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."

 

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

http://www.moodys.com/


 

Rating Report 

Report Date:  

March 18, 2014 

Previous Report 

March 18, 2013 

1 Corporates: Utilities & Independent Power 

Analysts 

Eric Eng, MBA 

+1 416 597 7578 

eeng@dbrs.com 

 

Tom Li 

+1 416 597 7378 

tli@dbrs.com 

 

James Jung, CFA, 

FRM, CMA 

+1 416 597 7577 

jjung@dbrs.com 

 

The Company 

FortisBC Energy Inc. 

(FEI or the Company) is 

the largest natural gas 

distributor in British 

Columbia, serving 

approximately 850,000 

customers (at the end of 

2013) and representing 

approximately 85% of 

British Columbia’s 

natural gas users (95% 

after the 

amalgamation). The 

Company is 100% 

owned by FortisBC 

Holdings Inc. (FHI; 

rated BBB (high)), 

which is a wholly-owned 

subsidiary of Fortis Inc.  

 

 

Commercial 

Paper Limit 

$500 million 

 

 

 

FortisBC Energy Inc. 
 

Ratings  
 

Debt Rating Rating Action Trend 

Issuer Rating A Confirmed Stable 

MTNs & Unsecured Debentures  A  Confirmed Stable 

Purchase Money Mortgages A Confirmed Stable 

Commercial Paper  R-1 (low) Confirmed Stable 

 

Rating Update 
 

DBRS has confirmed the ratings of FortisBC Energy Inc. (FEI or the Company) as listed above. The Medium-

Term Notes (MTNs) and Unsecured Debentures (Debentures) have the same rating as the Purchase Money 

Mortgages (PMMs), based on the following: (1) the outstanding amount of the PMMs is not significant (16% of 

total debt) and (2) DBRS does not expect FEI to issue additional PMMs in the future. The ratings reflect FEI’s 

good financial profile, low-risk business underpinned by its regulated distribution operation in 

an economically strong area, and a reasonable regulatory environment. 
 

On February 26, 2014, the British Columbia Utilities Commission (BCUC) issued a decision on FortisBC Energy 

Utilities’ (the FEU) Application for Amalgamation and Rate Design (the Decision). The FEU comprises FEI, 

FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC Energy (Whistler) Inc. (FEW). DBRS viewed the 

Decision as credit neutral to FEI (for more information, see DBRS press release dated February 26, 2014).  
 

FEI’s business risk is reflective of an “A” rating category, supported by the following factors: (1) FEI, as a 

regulated natural gas distributor, has no exposure to gas price risk and (2) FEI serves a large customer base in an 

economically strong franchise area. In May 2013, the BCUC issued a decision on the first stage of the Generic Cost 

of Capital (GCOC) Proceeding. In the decision, the benchmark utility’s (which is determined to be FEI) return on 

equity (ROE) would be set at 8.75% and deemed equity at 38.5%, both effective January 1, 2013 and unchanged in 

2014 (ROE and deemed equity in 2012 were 9.50% and 40%, respectively). This unfavourable decision negatively 

affects FEI’s earnings. In June 2013, FEI filed a Multi-Year Performance Based Ratemaking (PBR) Plan for 2014 

through 2018. The BCUC approved a refundable interim increase for 2014 of 1.4%, with a final decision expected 

in Q3 2014. FEI’s large customer base should allow FEI to maintain a good level of efficiency during the PBR 

period, in which an annual delivery rate increase is set under a formula approach for operating and capital costs.  
 

FEI’s credit metrics remained in the “A” rating range. FEI’s 2014 capex is estimated to increase to nearly $300 

million (including cost of removal) before customer contributions. This increase is largely associated with the 

Tilbury LNG Facility Expansion Project (See the Tilbury Project Section). DBRS expects FEI to prudently fund its 

2014 capex program and maintain its credit metrics in line with DBRS’s “A” rating range.  
 

Rating Considerations 
 

Strengths  Challenges 

(1) Relatively low business risk 

(2) Economically strong service territory 

(3) Good financial profile 

(4) Large customer base 

 (1) Volume risk 

(2) Uncertainty about the PBR Plan 

(3) Indirect access to the equity market 

(4) Competition from electricity  
 

Financial Information 
 

USGAAP USGAAP USGAAP CGAAP CGAAP

FortisBC Energy Inc.

(CA$ millions) 2013 2012 2011 2010 2009

EBIT gross interest coverage (1) 1.99 2.03 2.08 2.20 2.00

% debt in capital structure (1) (2) 60.3% 58.9% 62.6% 62.6% 66.4%

Cash flow/Total debt 14.3% 13.9% 11.1% 10.9% 10.3%

Net income before extra. Items 104 112 110 93 87

Cash flow from operations 251 237 193 177 170

(1) Adjusted for operating leases.

       For the year ended December 31st

(2) Certain US GAAP adjustments in 2013, 2012 and 2011  have been adjusted for comparative purposes (see P6).
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Rating Considerations Details 
 

Strengths 

(1) Relatively low business risk. FEI’s business risk is viewed as relatively low, supported by the following 

factors: (a) FEI generates virtually all of its earnings from its regulated natural gas distribution and 

transportation operations, where competition is limited to other forms of energy (electricity); (b) FEI is not 

exposed to commodity price risk as natural gas costs are passed on to the customers, with adjustments made 

through quarterly review and application to the BCUC; and (c) volatility in usage by residential and 

commercial customers caused by the impact of the weather is mitigated through a deferral account (see 

Regulation Section). DBRS notes that the May 2013 BCUC decision on the first stage of the GCOC 

Proceeding was unfavourable. The decision determined that the ROE would be set at 8.75% and the deemed 

equity component at 38.5% for a benchmark utility, which was determined to be FEI, both effective January 1, 

2013.   

 

(2) Economically strong service territory. FEI operates in an economically strong service area that includes 

the City of Vancouver. The customer mix is weighted toward residential and commercial customers, whose 

consumption is less sensitive to economic conditions. 

 

(3) Good financial profile. FEI has maintained its capital structure in line with the approved regulatory 

capital structure. All of the Company’s credit metrics at the end of 2013 were indicative of the “A” rating 

category. These metrics are expected to remain stable going into 2014, as the Company is expected to 

continue to finance its future capex and maintain its balance-sheet leverage in line with the regulatory 

approved capital structure. 

 

(4) Large customer base. FEI had a large customer base of approximately 850,000 at the end of 2013. This 

represented approximately 85% of natural gas users in British Columbia (BC) (95% after the amalgamation 

of FEI, FEVI and FEW).   

 

Challenges 

(1) Volume risk. The Company is exposed to volume risk on industrial, transportation and other customers, 

who accounted for approximately 38% of the Company’s total throughput in 2013. The usage of these 

customers, such as those in the pulp and paper industries, is sensitive to economic conditions.  

 

(2) Uncertain outcome of the PBR plan. There are uncertainties regarding the regulatory decision on the 

PBR plan for the 2014-2018 period. In June 2013, the Company filed an application for a multi-year 

performance based ratemaking plan. The BCUC is in the process of reviewing the application, with a decision 

expected in Q3 2014. There are no assurances that the rate orders to be issued will allow FEI to recover all 

costs actually incurred to provide utility services and to earn the expected ROE. Should the decision on the 

PBR plan be unfavourable with respect to the recovery of operating & maintenance cost and capital 

investment, it could have a negative impact on FEI’s cash flow and credit metrics. 

 

(3) Indirect access to the public equity market. FEI has no direct access to the public equity market. As a 

result, it finances cash flow deficits by managing its dividend payouts and equity issuances to the parent, as 

well as other debt issuances. The Company’s current rating incorporates DBRS’s expectation that the parent 

will continue to provide equity financing support in a timely manner if required. 

 

(4) Competition from electricity. Natural gas distribution operators in British Columbia face more intense 

competition from electricity than other provinces in Canada (except Québec), due to the low power costs in 

British Columbia. DBRS notes that the electricity retail rates in BC are expected to increase considerably over 

the next two years, thereby potentially reducing the competition. 
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Simplified Organization Chart as of December 31, 2013 
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Amalgamation Update 
 

 On February 26, 2014, the British Columbia Utilities Commission (BCUC) issued a decision on FortisBC 

Energy Utilities’ (the FEU) Application for Amalgamation and Rate Design (the Decision). The FEU 

comprises FortisBC Energy Inc. (FEI), FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC 

Energy (Whistler) Inc. (FEW). 

 DBRS viewed the Decision as credit neutral to FEI, reflecting the following factors: 

(1) The business risk profile of the amalgamated entity would not significantly change from FEI’s current 

business risk level. This reflects the fact that the amalgamated entity will have a modestly larger customer 

base than FEI and that risk attributable to the small size of FEVI and FEW, combined with their higher 

rates, will be eliminated following the amalgamation. 

(2) The BCUC recommends that the return on equity (ROE) and capital structure remain the same for the 

amalgamated entity as for FEI; however, the final determination as to the appropriate ROE and capital 

structure is deferred to the Generic Cost of Capital (GCOC) Proceeding. 

 See DBRS press release dated February 26, 2014, for further details. 

 

The Tilbury LNG Facility Expansion Project 
 

In November 2013, an Order in Council (Special Direction) was signed by the Province to allow FEI to 

expand its LNG facilities at Tilbury Island (BC) (the Expansion Project). The Special Direction set out a 

number of requirements for the BCUC as follows: 

(1) The Expansion Project is exempt from a Certificate of Public Convenience and Necessity (CPCN) 

process; and 

(2) The upper limit for the cost related to the expansion project is $400 million; and 

(3) FEI is allowed to recover the cost of the Expansion Project from customers. 
 

The Expansion Project is expected to provide incremental cash flow once it is put in service, expected to be in 

2016.   
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Earnings and Outlook 
 

FortisBC Energy Inc. USGAAP USGAAP USGAAP CGAAP CGAAP

Consolidated Income Statement

(CA$ millions) 2013 2012 2011 2010 2009

EBITDA (1) 382 369 333 317 297

EBIT (1) 234 241 241 226 214

Gross interest expense (1) 118 119 118 104 109

Pre-tax income 118 123 126 123 106

Income tax 14 11 16 30 19

Net income before extra. items 104 112 110 93 87

Reported net income 104 112 110 93 87

Return on avg. common equity (2) 9.4% 10.4% 10.7% 9.8% 9.9%

Rate Base 2,777       2,725       2,636       2,540       2,547       

Approved common equity 38.5% 40.0% 40.0% 40.0% 35.0%

Allowed ROE 8.75% 9.50% 9.50% 9.50% 8.99%

       For the year ended December 31st

(1) Less inter-company interest payments.

(2) Certain US GAAP adjustments in 2013, 2012 and 2011  have been adjusted for comparative purposes (see P6).
 

2013 Summary 

 Overall: Net earnings were lower in 2013, negatively affecting the interest coverage metrics (see next 

page), though the impact was modest. Lower earnings reflected the following factors: 

(1) Lower allowed ROE (8.75% in 2013 versus 9.50% in 2012), lower equity portion of the capital 

structure (38.5% in 2013 versus 40% in 2012), lower than forecast margin for transportation customers and 

higher income taxes. 

(2) The decrease is partially offset by lower than forecast finance charges, lower operation and maintenance 

expenses, higher rate base and higher allowance for funds during construction. 

 Volume usage volatility as a result of changes in weather conditions is mitigated by the revenue 

stabilization adjustment mechanism (RSAM), which allows FEI to defer variances due to changes in usage 

rates, to be recovered/refunded over the subsequent three years. The Company has applied for these 

amounts to be recovered in rates over two years, starting January 2014. RSAM only applies to residential 

and commercial customers.  

 

2014 Outlook 

 2014 earnings are expected to increase modestly as the rate base continues to grow, while the ROE and 

deemed equity component remain the same as they were in 2013. 

 Effective January 2014, the BCUC approved for a 1.4% increase in interim rates to be refundable. The final 

decision on the 2014-2018 PBR Plan is expected in Q3 2014.  
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Financial Profile 
 

FortisBC Energy Inc. USGAAP USGAAP USGAAP CGAAP CGAAP

Consolidated Cash Flow Statement

(CA$ millions) 2013 2012 2011 2010 2009

Net income before extra. items 104 112 110 93 87

Depreciation & amortization 148 128 92 91 83

Deferred income taxes/Other (1) (3) (9) (7) 0

Cash flow from operations 251 237 193 177 170

Dividends paid (131) (85) (85) (84) (67)

Capex (159) (159) (169) (157) (139)

Free cash flow before WC (39) (7) (61) (64) (36)

Changes in working capital (WC) 8 14 84 (15) 16

Changes in regulatory assets & liabilities (29) (17) (10) 0 0

Net free cash flow (60) (10) 13 (79) (20)

Acquisitions 0 0 0 0 0

Assets sales/Divestitures 0 0 0 0 0

Net changes in equity 0 65 0 125 0

Net changes in debt 50 (36) (15) (24) 6

Other/Adjustments by DBRS (12) (14) 4 (13) 7

Change in cash (22) 5 2 9 (7)

Total debt 1,751 1,701 1,737 1,623 1,647

Total debt in capital structure 48.4% 47.4% 49.1% 61.3% 65.2%

Total debt in capital structure (1) (2) 60.3% 58.9% 62.6% 62.6% 66.4%

Cash flow/Total debt 14.3% 13.9% 11.1% 10.9% 10.3%

EBIT gross interest coverage (1) 1.99 2.03 2.08 2.20 2.00

Total debt/EBITDA 4.58 4.61 5.22 5.13 5.55

Dividend payout ratio 126.0% 75.9% 77.3% 90.1% 76.8%

(1) Adjusted for operating leases.

(2) Certain US GAAP adjustments in 2013, 2012 and 2011  have been adjusted for comparative purposes (see P6).

       For the year ended December 31st

 
 

2013 Summary 

 FEI’s financial profile remained relatively stable in 2013, with slightly higher debt leverage, modestly 

lower interest coverage ratio, but stronger cash flow ratios. All credit metrics remained within DBRS’s “A” 

rating category. 

 Despite lower earnings (as discussed in the Earnings Section), cash flow increased modestly in 2013 over 

2012, largely reflecting high depreciation as the rate base grew.  

 While capex remained stable in 2013, dividends increased to maintain FEI’s capital structure to be in line 

with the regulatory capital structure. 
 

2014 Outlook 

 2014 capex before contributions in aid of construction and including cost of removal is estimated to be 

approximately $296 million, which is much higher than the amount spent in the previous two years. As a 

result, the free cash flow deficits are expected to continue.  

 Approximately $100 million is expected to be allocated to the Expansion Project. The project has a capex 

limit of $400 million (set by a Special Direction issued by the Province) and is expected to be in service in 

2016. 

 DBRS expects FEI to continue to finance its capex through dividend management and equity and debt 

issuances in a manner that maintains its credit metrics in line with “A” rating range. 
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Long-Term Debt and Liquidity 
 

Liquidity 
 

Credit Facilities (December 31, 2013) Committed

Short-Term 

Notes

Letters of 

Credit Available Expiry

(CA$ millions)

Syndicated unsecured credit facility 500 87 50 363 Aug-2015

Total 500 87 50 363
 

 

 The unsecured credit facility is primarily used to support FEI’s $500 million commercial paper program. 

 Due to the seasonal nature of the business, liquidity requirements peak in the fall and winter. 

 DBRS views FEI’s liquidity as sufficient for its funding requirements during the peak period, given its 

stable cash flow and a low natural gas price environment. 

 

Long-Term Debt, Capital Lease & Finance Obligations Schedule  

(CA$ millions) 2014 2015 2016 2017 2018 Thereafter Total

Amount due 7               82             207           7               34             1,327         1,664.0      

% of total 0% 5% 12% 0% 2% 80% 100%  
 

 The Company’s near-term refinancing risk remains modest, as the debt maturity schedule is light until 

2016, when approximately $207 million (or 12%) of total debt will be due. 

 DBRS believes that refinancing of the debt maturity is manageable, given the Company’s strong credit 

profile. 

 

Debt Instruments 

Debt Instruments 2013 2012

(CA$ millions)

Secured Purchase Money Mortgages (PMMs) 275                    275                  

Unsecured Debentures and MTNs 1,270                 1,270               

Capital lease and finance obligation 119                    123                  

Total 1,664                 1,668               

Credit facilities 87                      33                    

  Less: Current portion (7)                       (7)                    

Total 1,744                 1,694                
 

 MTNs and Unsecured Debentures have the same rating as PMMs based on the following: (1) the 

outstanding amount of the PMMs is viewed as not significant; and (2) DBRS does not expect FEI to issue 

new PMMs in the future. 

 

Transition to US GAAP  

 Effective January 1, 2012, FEI adopted US GAAP and has restated the comparative reporting period. The 

major impact on key credit ratios in this report reflects the following changes as at December 31, 2011: 

(1) Total assets increased by approximately $951 million due primarily to increases in regulatory assets, 

plant and equipment and goodwill in accordance with US GAAP.  

(2) Total liabilities increased by approximately $202 million due primarily to increases in long-term debt 

and capital lease obligations and pension liabilities in accordance with US GAAP.  

(3) The equity base increased by approximately $750 million. The increase was due primarily to the 

application of push-down accounting, which was effective May 17, 2007 as a result of the Fortis 

acquisition. 

 DBRS has adjusted for goodwill and “lease-in lease-out” arrangements for the debt-to-capital ratio under 

US GAAP for comparative purposes. 
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Regulation 
 

Overview  
FEI operated under a traditional cost-of-service (COS) methodology from 2010 through 2013. Under this 

methodology, FEI was allowed to have an opportunity to recover its prudently-incurred operating and 

maintenance costs and prudently-incurred capital investment. In addition, the BC regulatory framework 

allows FEI to pass on all gas supply costs to customers (subject to reasonable regulatory lag) and to 

implement deferral accounts to mitigate the volatility of weather impact and gas price fluctuation.  
 

Future test year 

 Under the traditional COS methodology, the BCUC uses a future test year to establish rates for a utility. 

FEI forecasts the volume of gas to be sold, gas supply costs and all operating costs that are incurred in the 

test year. The BCUC will then set rates to permit FEI to collect all of its approved forecast costs. 
 

Deferral Accounts 
FEI has a number of deferral accounts that are used to ameliorate unanticipated changes in certain forecast 

items, including the following two mechanisms: 

(1) Commodity Cost Reconciliation Account (CCRA) and Midstream Cost Reconciliation Account (MCRA): 

 Any differences between actual and forecast gas costs are captured and recorded in these deferral accounts 

to be recovered or refunded in future rates. Forecast gas prices are adjusted on a quarterly basis for 

commodity rates, mitigating the impact of recovery lag.  

(2) Revenue Stabilization Adjustment Mechanism (RSAM): 

 The RSAM seeks to stabilize revenues from residential and commercial customers through a deferral 

account that captures variances in forecast versus actual customer usage throughout the year to recover 

them in rates over the following three years. This reduces FEI’s earnings volatility. 

 Volume variances from large-volume industrial, transportation and other customers are not included in this 

deferral account. However, these customers’ usage is more predictable and less likely to be significantly 

affected by weather, even though it is sensitive to economic conditions.  

 The RSAM and MCRA accounts are currently recovered/refunded in rates over three years. FEI has 

applied to the BCUC, requesting these amounts to be recovered/refunded over two years. The CCRA is 

anticipated to be fully recovered within the next fiscal year. 

 

Generic Cost of Capital Proceeding (GCOC) 

 In May 2013, the BCUC issued a decision on the first stage of the GCOC Proceeding, which determined 

that FEI’s ROE and deemed equity would be set at 8.75% and 38.5% respectively, both effective January 1, 

2013. 

 Effective January 2014, the BCUC introduced an Automatic Adjustment Mechanism (AAM) to set the 

ROE on an annual basis. The AAM will be in effect if the actual long-term Government of Canada (GOC) 

bond yield exceeds 3.8%. The AAM did not take effect in 2014, since the GOC bond yield in October 2013 

did not exceed the 3.8% threshold. As a result, the ROE for FEI in 2014 remains at 8.75%.  
 

The 2014-2018 Performance Based Ratemaking (PBR) Plan 

 In June 2013, FEI filed an application for a PBR Plan for 2014 through 2018. 

 The PBR application assumes a forecast average rate base of approximately $2,778 million for 2014 and 

requests approval of a delivery rate increase of 1.4%, based on a formula approach for operating and capital 

costs and a continuation of this rate setting methodology through 2018. 

 The BCUC approved for a 1.4% interim refundable rate increase, effective January 1, 2014. A decision on 

FEI’s PBR application is expected to be rendered in Q3 2014.  
 

Regulatory Ring-Fencing 

 The regulatory ring-fencing imposed on FEI by the BCUC at the time of Fortis Inc.’s 2007 acquisition of 

FEI (a continuation of the ring-fencing imposed upon acquisition of the former Terasen Inc. by Kinder 

Morgan Inc. in 2005) is intended to ensure that public interest is protected and that FEI will continue to 

operate as a separate, stand-alone entity without undue parental influence. One of these conditions is that 

FEI must maintain its debt-to-capital ratio in line with the regulatory capital structure. 
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Balance Sheet (US GAAP)

 (CA$ millions) Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31

Assets 2013 2012 2011    Liabilities & Equity 2013 2012 2011

Cash & equivalents 0 22 17    S.T. borrowings 87 33 65

Accounts receivable 228 205 238    Current portion of debt 7 7 7

Inventories 81 95 101    Accounts payable 221 226 304

Current regulatory assets 18 28 73    Current regulatory liabilities 39 35 23

Others 13 16 13    Others 40 32 38

Total Current Assets 340 366 442     Total Current Liabilities 394 333 437

Net fixed assets 2,651 2,604 2,573     Long-term debt 1,657 1,661 1,665

Intangible assets 122 121 117     Deferred income taxes 327 309 298

Goodwill 769 769 769     Regulatory liabilities 55 55 54

Regulatory assets 560 561 514     Other L.T. liabilities 167 194 185

Others 22 22 23     Shareholders equity 1,864 1,891 1,799

Total Assets 4,464 4,443 4,438     Total Liab. & SE 4,464 4,443 4,438

FortisBC Energy Inc.

 
 

Balance Sheet &

Liquidity & Capital Ratios 2013 2012 2011 2010 2009

Current ratio 0.86 1.10 1.01 0.94 0.88

Total debt in capital structure 48.4% 47.4% 49.1% 61.3% 65.2%

Total debt in capital structure (1) (2) 60.3% 58.9% 62.6% 62.6% 66.4%

Cash flow/Total debt 14.3% 13.9% 11.1% 10.9% 10.3%

Cash flow/Total debt (1) 14.2% 13.8% 10.5% 10.3% 9.8%

Cash flow/Capex 1.58         1.49         1.14         1.13         1.22         

(Cash flow - Dividends)/Capex 0.75 0.96 0.64 0.59 0.74

Approved common equity 38.5% 40.0% 40.0% 40.0% 35.0%

Dividend payout ratio 126.0% 75.9% 77.3% 90.1% 76.8%

Coverage Ratios (times)

EBIT gross interest coverage 1.98 2.03 2.04 2.17 1.96

EBITDA gross interest coverage 3.24 3.10 2.82 3.04 2.72

Fixed-charges coverage 1.98 2.03 2.04 2.17 1.96

Debt/EBITDA 4.58 4.61 5.22 5.13 5.55

EBIT gross interest coverage (1) 1.99 2.03 2.08 2.20 2.00

Profitability Ratios

EBITDA margin 60.3% 60.0% 56.5% 55.3% 56.4%

EBIT margin 37.0% 39.2% 40.9% 39.4% 40.7%

Profit margin 16.4% 18.2% 18.7% 16.3% 16.5%

Return on avg. common equity (2) 9.4% 10.4% 10.7% 9.8% 9.9%

Return on capital (2) 6.9% 7.3% 7.1% 6.2% 6.2%

Allowed ROE 8.75% 9.5% 9.5% 9.5% 9.0%

(1) Adjusted for operating leases. 

(2) Certain US GAAP adjustments in 2013, 2012 and 2011  have been adjusted for comparative purposes (see P6).

   For the year ended December 31st
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Ratings  
 

Debt Rating Rating Action Trend 

Issuer Rating A Confirmed Stable 

MTNs & Unsecured Debentures  A  Confirmed Stable 

Purchase Money Mortgages A Confirmed Stable 

Commercial Paper  R-1 (low) Confirmed Stable 

 

Rating History 
 

Debt Rated Current 2013 2012 2011 2010 2009 

Issuer Rating A A A NR NR NR 

MTNs & Unsecured Debentures A A A A A A 

Purchase Money Mortgages A A A A A A 

Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) 
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Note: 

All figures are in Canadian dollars unless otherwise noted.  
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Key Indicators

[1]FortisBC Energy Inc.
3/31/2014(L) 12/31/2013 12/31/2012 [2]12/31/2011 12/31/2010

CFO pre-WC + Interest / Interest 2.5x 2.5x 2.4x 2.2x 2.7x
CFO pre-WC / Debt 14.9% 14.8% 14.1% 11.2% 10.6%
CFO pre-WC - Dividends / Debt 6.8% 7.1% 9.2% 6.5% 5.9%
Debt / Capitalization 42.7% 43.9% 44.5% 47.4% 59.1%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. Source: Moody's Financial Metrics [2] 2011 Key Indicators reflect the company's
retrospective changes due to adoption of US GAAP, effective January1, 2012

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

Opinion

Rating Drivers

Credit supportive regulatory environment

Stable cash flow and weak financial metrics

Transition to PBR expected to have minimal credit implications

Amalgamation credit neutral to FEI

http://www.moodys.com/corpcreditstatsdefinitions


FEI is independent of ultimate parent, Fortis Inc

Corporate Profile

FortisBC Energy Inc. (FEI), headquartered in Vancouver, is the largest gas local distribution company (LDC) in
British Columbia serving about 850,000 customers, over 90% of which are residential. FEI is regulated by the
British Columbia Utilities Commission (BCUC). From 2010 to 2013, FEI's revenue requirement was determined
under cost of service regulation. For the 2014-2018 period, FEI has proposed a return to performance based
regulation (PBR), which was previously in effect from 2004 to 2009.

FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI; Baa2 stable) which, in turn, is wholly owned by
Fortis Inc. (FTS, not rated), a diversified electric and gas utility holding company. FHI also owns 100% of FortisBC
Energy (Vancouver Island) Inc. (FEVI; A3 stable) and FortisBC Energy (Whistler) Inc. (FEW, not rated).

SUMMARY RATING RATIONALE

FEI's credit quality is driven by its credit supportive regulatory environment and its monopoly position. The
company has a long term track record of earning its allowed return on equity and its cash flow continues to be
highly predictable. This is offset by the company's weak financial metrics, with limited headroom at the current
rating level, that are primarily a product of the allowed return on equity and its equity ratio.

DETAILED RATING CONSIDERATIONS

CREDIT SUPPORTIVE REGUALTORY ENVIRONMENT

FEI's investment grade rating is driven by its credit supportive regulatory environment and its monopoly position.
Rates are typically set using a cost of service framework and a forward test year that enables the company to
recover its costs and earn an allowed return established by the regulator, resulting in stable cash flow. The
company has a track record of passing through its commodity costs in rates and has no direct exposure to
commodity price risk and limited volume risk. To the extent that these and many other costs differ from forecast
values, deferral or true up mechanisms limit exposure to forecast error. As a result the company has a long track
record of earning the return on equity (ROE) established by the regulator.

For capital projects in excess of $5 million the company requires a certificate of public convenience and necessity
(CPCN) that reduces the probability of cost disallowances, a credit positive. For large capital projects, the
company receives a weighted average cost of capital in rates for financing costs incurred during construction;
however, depreciation charges only begin once projects are complete and added to rate base. We do not believe
the company has experienced any material cost disallowances. Decisions from the regulator tend to be
reasonably predictable, consistent and transparent with a consultative approach. We have noted regulatory lag in
some recent decisions, but the company has generally received interim rates as requested, mitigating some lag
effects. Generally, when utility or other stakeholders materially disagree with some aspects of decisions, they
have been successful in asking the regulator to review and vary its decisions with final outcomes acceptable to all
parties as evidenced by a lack of court challenges. The company has access to the courts to challenge regulatory
decisions, although we do not believe this has happened since the utility was acquired by Fortis Inc. The
legislative and judicial underpinnings of the regulatory framework continue to be stable.

The company benefits from a monopoly position. We believe that its customers, who are primarily residential,
continue to have the capacity and willingness to pay their bills.

STABLE CASH FLOW AND WEAK FINANCIAL METRICS

We expect the company to continue to generate stable cash flow, a key credit strength. Underpinning this stability,
cash flow from operations is generally a function of the company's rate base, its deemed capital structure (38.5%
equity layer effective 1/1/2013 - 12/31/2015), the allowed return on equity (currently 8.75%) and depreciation. The
ROE contains an automatic adjustment mechanism for 2014 and 2015 that increases rates in case of rising
interest rates - because of ongoing low interest rates 2014 does not qualify for an adjustment. We have
incorporated into our analysis that the company continues to perform broadly in line with our expectations,
including an assumption that the company will earn its allowed ROE. We expect the company's dividend policy net
of any equity injections will maintain the deemed capital structure. The company is forecast to have limited
financial metric headroom at the current rating. Planned large capital projects are expected to place some
downward pressure on credit metrics, i.e., Tilbury LNG Expansion Project and the pipeline to serve the Woodfibre
LNG (being developed at FEVI) because depreciation cash flow will not begin until these projects are in operation.



As a result, we forecast that credit metrics will decline somewhat until these projects are completed in 2016-17
and then improve modestly from the nadir that occurs prior to the in-service dates. This forecasted weakness is
incorporated in the current rating.

TRANSITION TO PBR EXPECTED TO HAVE MINIMAL CREDIT IMPLICATIONS

FortisBC utilities have submitted detailed PBR proposals for both FEI and FBC for the period 2014-2018. We have
assumed that it does not represent a material change in risk and that the company continues to earn its allowed
ROE. The proposed PBR plan is broadly similar to the previous PBR plan and would have both an annual and
mid-term review. FEI's proposal would set controllable O&M and non-CPCN (CPCN includes large capital projects
that currently require regulatory pre-approval) capex by formula with substantial costs remaining as pass through
items. The proposal contains a proposed symmetrical earnings sharing mechanism on up to 200bps and is subject
to meeting service quality targets. Performance above or below the allowed ROE by more than 200bps would
trigger an automatic review of the PBR plan. There are no proposed changes to key deferral accounts. While we
don't expect it, a key risk to the proposal is that the regulator adopts very difficult efficiency targets within the
formula. The PBR plan does not propose to modify support for CPCN capex. A final decision on the PBR is
expected from the regulator in Q3 or Q4 2014. FEI previously operated under a PBR framework from 2004 to 2009
during which it earned its allowed ROE each year.

AMALGAMATION CREDIT NEUTRAL TO FEI

In February of 2014 the regulator determined that the amalgamation of FEI, FEVI and FEW is in the public interest.
As a result we expect FEI, FEVI and FEW will report as a consolidated entity under the FEI name beginning Dec.
31, 2014. Current unsecured debt at FEVI will be assumed by FEI and will rank pari passu with existing FEI
unsecured debt following amalgamation. FEVI and FEW are smaller utilities and they will benefit from the increase
in scale that comes with the amalgamation with FEI. Their rates will decline as their higher costs are shared
across a much larger customer base. Amalgamation is largely neutral to FEI as the increase in its customers'
rates as a result of amalgamation are modest and will not affect its ability to recover its revenue requirement. Rate
harmonization among the utilities will take place over a three year period. FEI's allowed ROE of 8.75% and an
equity thickness of 38.5% would remain unchanged following amalgamation. FEVI's pipeline to serve Woodfibre
LNG Expansion will place some modest additional pressure on FEI's amalgamated credit metrics during
construction, a credit negative.

FEI IS INDEPENDENT OF ULTIMATE PARENT FORTIS INC

We consider FEI to be operationally and financially independent of ultimate parent Fortis Inc, although the
company may periodically rely on its parent for equity injections to maintain its capital structure in line with the
regulator's established parameters. Rate base of FortisBC companies accounts for over 45% of FTS's total rate
base, although this will decline with Fortis Inc's planned acquisition of UNS Energy Corporation, expected to close
at the end of 2014. We expect that Fortis Inc. would provide extraordinary support to FEI if required, provided that
the parent had the economic incentive to do so. We believe that the parent will continue to have sufficient
resources to provide support, if required. At March 31, 2014, FTS had a $1 billion committed revolving corporate
facility at the FTS corporate level, of which $824 million was unused. Ring fencing provisions at FEI limit the ability
of Fortis Inc to upstream cash, although we do not believe the parent would seek to increase leverage above
levels established by the regulator.

Liquidity Profile

FEI has adequate liquidity.

For LTM 1Q14, FEI had negative free cash flow of $81 million as a result of $227 million CFO, $136 million
dividends and $172 million capex. With the slated Tilbury LNG Expansion Project from 2014 to 2016, we estimate
annual negative free cash flow at $110-140 million in 2014 on the basis of about $300 million capex and reduced
annual dividends from the 2013 level. FEI is expected to manage dividend payouts and parent equity injections to
maintain the equity layer close to the approved level of 38.5% along with its capex spending and borrowing profile.
We expect FEI to raise additional debt post amalgamation to support both the Tilbury and Woodfibre projects.

FEI's has a $500 million syndicated credit facility maturing on August 24, 2015 that supports its $500 million
commercial paper program. The company is currently well below the debt to total capitalization ratio covenant
(maximum 75%) in the credit agreement. As of March 31, 2014, there was $403 million available under the facility.

FEI has limited near term debt obligations in the next 12-18 months: $75 million of debt maturity in September 2015



and $7 million capital lease obligation. The next material maturity is in September 2016 when $200 million of debt
retires.

Rating Outlook

The stable outlook is based on our expectation of a stable regulatory environment and stable, albeit weak financial
metrics with ongoing limited headroom at the current rating level.

What Could Change the Rating - Up

Given the ongoing forecast weakness in credit metrics an upgrade is unlikely. We could upgrade the company
with a material sustained improvement in financial metrics, including CFO pre W/C to debt in the mid to high teens.

What Could Change the Rating - Down

While we don't expect it several factors could lead to a downgrade. For example, an unexpected, material adverse
regulatory decision or forecast sustained deterioration in credit metrics including CFO/pre-W/C to debt of less than
11%.

Rating Factors

FortisBC Energy Inc.
                                        

Regulated Electric and Gas Utilities Industry
Grid [1][2]

Current LTM
3/31/2014

                    [3][4]Moody's 12-18 Month
Forward ViewAs of June 2014

          

Factor 1 : Regulatory Framework (25%) Measure Score           Measure Score
a) Legislative and Judicial Underpinnings of
the Regulatory Framework

A A           A A

b) Consistency and Predictability of
Regulation

Aa Aa           Aa Aa

Factor 2 : Ability to Recover Costs and Earn
Returns (25%)

                                                  

a) Timeliness of Recovery of Operating and
Capital Costs

Aa Aa           Aa Aa

b) Sufficiency of Rates and Returns Baa Baa           Baa Baa
Factor 3 : Diversification (10%)                                                   
a) Market Position A A           A A
b) Generation and Fuel Diversity N/A N/A           N/A N/A
Factor 4 : Financial Strength (40%)                                                   
a) CFO pre-WC + Interest / Interest (3 Year
Avg)

2.4x Ba           2.4 - 2.8x Ba

b) CFO pre-WC / Debt (3 Year Avg) 13.9% Baa           11 - 14% Baa
c) CFO pre-WC - Dividends / Debt (3 Year
Avg)

8.4% Baa           6 - 9% Ba

d) Debt / Capitalization (3 Year Avg) 44.1% A           45 - 48% A
Rating:                                                   
Grid-Indicated Rating Before Notching
Adjustment

          A3                     A3

HoldCo Structural Subordination Notching 0 0           0 0
a) Indicated Rating from Grid           A3                     A3
b) Actual Rating Assigned           A3                     A3

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. [2] As of 3/31/2014(L); Source: Moody's Financial Metrics [3] This represents Moody's
forward view, not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures. [4] Moody's forward view is based on FEI's post-amalgamation financial projections
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Debt Rating Rating Action Trend
Issuer Rating A Confirmed Stable

MTNs & Unsecured Debentures A Confirmed Stable

Purchase Money Mortgages A Confirmed Stable

Commercial Paper R-1 (low) Confirmed Stable

Ratings

Rating Update
On January 6, 2015, DBRS Limited (DBRS) confirmed the Issuer 
Rating as well as the MTNs & Unsecured Debentures and Pur-
chase Money Mortgages ratings of FortisBC Energy Inc. (FEI or 
the Company) at “A” and its Commercial Paper rating at R-1 (low). 
All trends are Stable. The rating confirmation follows the com-
pletion of the amalgamation of FEI, FortisBC Energy (Vancouver 
Island) Inc. (FEVI), FortisBC Energy (Whistler) Inc. (FEW) and 
Terasen Gas Holdings Inc. (the Amalgamation) on December 31, 
2014. The amalgamated entity is known as FortisBC Energy Inc. 
(FEI). The confirmation is based on DBRS’s view that the Amal-
gamation will not have a material impact on FEI’s credit profile, 
reflecting the following factors: 

(1) The business risk profile of the amalgamated entity would not 
be materially different from FEI’s pre-amalgamation business 
risk level. The amalgamated entity will have a larger customer 
base than FEI’s pre-amalgamation customer base, and the risk 
previously attributable to FEVI’s and FEW’s competitive posi-
tion and smaller size is eliminated. 

(2) The British Columbia Utilities Commission (BCUC) has ap-
proved the adoption of common rates to be phased in over a 

three-year period for natural gas delivery to all customers of the 
amalgamated entity except those in the Fort Nelson, British Co-
lumbia, service area. 

(3) The BCUC issued its decision on FEI’s multi-year Perfor-
mance Based Ratemaking Plan Application in September 2014 
(the multi-year PBR). The term of the multi-year PBR was ex-
tended to 2019. The multi-year PBR incorporates a mechanism 
for improving operating efficiencies, with operation and main-
tenance costs as well as base capital expenditures (capex) be-
ing subject to a formula during the PBR period. The BCUC also 
approved a 50/50 sharing of variances from the formula-driven 
expenditures over the PBR period. 

(4) Starting in 2015, the new amalgamated entity will have a re-
turn on equity (ROE) of 8.75% and a deemed equity component 
of the capital structure of 38.5%, which is unchanged from 2014 
for FEI. As a result, FEI’s financial metrics are expected to re-
main within DBRS’s “A” rating guidelines. 

FortisBC Energy Inc. (FEI or the Company) is the largest natural gas distributor in British Columbia, serving approximately 960,000 
customers. The Company is a 100% indirectly owned subsidiary of Fortis Inc. (rated A (low)).  

Issuer Description

Financial Information (DOES NOT RECOGNIZE THE RETROACTIVE EFFECT OF THE AMALGAMATION)

FortisBC Energy Inc. 9 months 9 months 12 months        For the year ended December 31st

(CA$ millions) Sep. 30. 14 Sep. 30. 13 Sep. 30. 14 2013 2012 2011
EBIT gross interest coverage 1 1.82 1.74 2.05 1.99 2.03 2.08

% debt in capital structure 1 61.4% 59.7% 61.4% 60.3% 58.9% 62.6%

Cash flow/Total debt 12.9% 12.9% 14.3% 14.3% 13.9% 11.1%

Cash flow/Capex 1.20 1.66 1.27 1.58 1.49 1.14

Net income before extra. items 59 57 106 104 112 110

Cash flow from operations 177 166 262 251 237 193

1 Adjusted for operating leases.
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Rating Considerations

Strengths

1. Relatively low business risk. 
FEI’s business risk is viewed as relatively low, supported by the 
following factors: (a) FEI generates virtually all of its earnings 
from its regulated natural gas distribution and transportation 
operations, where competition is limited to other forms of en-
ergy (electricity); (b) FEI is not exposed to commodity price risk, 
as natural gas costs are passed on to the customers, with adjust-
ments made through quarterly review and application to the 
BCUC; and (c) volatility in usage by residential and commercial 
customers caused by the impact of weather is mitigated through 
a deferral account (see Regulation Section).

2. Economically strong service territory.  
FEI, post-amalgamation, operates in the Greater Vancouver, Fra-
ser Valley, Thompson, Okanagan, Kootenay, North Central Inte-
rior, Vancouver Island, Sunshine Coast and Whistler regions.

3. Good financial profile. 
FEI has maintained its capital structure in line with the ap-
proved regulatory capital structure. All of the Company’s credit 
metrics as of September 30, 2014, were indicative of the “A” rat-
ing category. These metrics are expected to remain stable follow-
ing the Amalgamation, as the Company is expected to continue 
to finance its future capex and maintain its balance-sheet lever-
age in line with the regulatory approved capital structure.

4. Larger customer base.
Following the amalgamation completed on December 31, 2014, 
FEI has a larger customer base of approximately 960,000 cus-
tomers compared with the FEI pre-amalgamation customer base 
of 852,000 customers (as at September 30, 2014). The customer 
mix is weighted toward residential and commercial customers, 
whose consumption is less sensitive to economic conditions.

 

Challenges

1. Tilbury Expansion Project execution risk. 
The Company started construction on the expansion of its Til-
bury LNG facility (the Tilbury Project) in October 2014. The cap-
ital cost of the Tilbury Project is estimated to be approximately 
$400 million, which is the upper limit set by the Province of Brit-
ish Columbia (the Province) through an Order in Council. Any 
significant cost overruns above the upper limit may not be recov-
ered through customer rates. The Tilbury Project is expected to 
be in service in the second half of 2016.

2. Indirect access to the public equity market. 
FEI has no direct access to the public equity market. As a result, it 
finances cash flow deficits by managing its dividend payouts and 
equity issuances to the parent as well as through debt issuances. 
The Company’s current rating incorporates DBRS’s expectation 
that the parent will continue to provide equity financing support 
in a timely manner if required.

3. Competition from electricity.  
FEI faces more intense competition from electricity in British 
Columbia than other provinces in Canada (except Québec) be-
cause of the low power costs in the Province. DBRS notes that 
the electricity retail rates in the Province are expected to in-
crease considerably over the next few years, thereby potentially 
reducing the competition.
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Simplified Organization Chart as of January 1, 2015

 

100%
Indirect Ownership

Other Numerous 
Material Subsidiaries

Fortis Inc.
A (low); Pfd-2 (low)

FortisBC Energy Inc. 
“A”; R-1 (low)

(Amalgamation entities: formerly
FortisBC Energy Inc., FortisBC
Energt (Vancouver Island) Inc.,
FortisBC Energy (Whistler) Inc.,

Terasen Gas Holdings Inc.)

Amalgamation Update

On December 31, 2014, the amalgamation of FEI, FEVI, FEW and Terasen Gas Holdings Inc. was completed. As part of the approval 
of the Amalgamation, the BCUC approved the adoption of common rates to be phased in over a three-year period for natural gas 
delivery to all customers of the new amalgamated entity (known as FEI) except those in the Fort Nelson service area. The ROE and 
the deemed equity component of the capital structure for the new amalgamated entity is 8.75% and 38.5%, respectively.

The Tilbury LNG Facility Expansion Project

In November 2013, an Order in Council (Special Direction) was signed by the Province to allow FEI to expand its LNG facilities at 
Tilbury Island,  British Columbia. The Special Direction set out a number of requirements for the BCUC as follows:

1. The Tilbury Project is exempt from a Certificate of Public Convenience and Necessity (CPCN) process;

2. The upper limit for the costs related to the expansion project is $400 million; and

3. FEI is allowed to recover the cost of the Tilbury Project from customers.

In October 2014, FEI started construction of the Tilbury Project. The Company will add a second LNG tank and a new liquefier, both 
expected to be in service in the second half of 2016.
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Earnings and Outlook (DOES NOT RECOGNIZE THE RETROACTIVE EFFECT OF THE AMALGAMATION) 

2014 Summary
• In general, earnings in 2014 largely reflected (1) ROE (8.75% in 

2014), (2) the deemed equity component of capital structure 
(38.5% in 2014) and (3) the size of the average rate base for the 
year (approximately $2,765 million for 2014).

• During the PBR period (2014–2019), earnings will also reflect 
a 50/50 sharing of variances from the formula-driven opera-
tion and maintenance costs, and base capex. 

2015 Outlook
• Earnings for 2015 are expected to increase after the Amalga-

mation as a result of the consolidation of FEI’s rate base with 
FEVI and FEW, while the ROE and deemed equity component 
of the amalgamated entity will remain the same as FEI’s in 
2014.

Consolidated Income Statement 9 months 9 months 12 months        For the year ended December 31st

(CA$ millions) Sep. 30. 14 Sep. 30. 13 Sep. 30. 14 2013 2012 2011
EBITDA 1 280 264 398 382 369 333

EBIT 1 161 154 241 234 241 241

Gross interest expense 1 89 89 118 118 119 118

Pre-tax income 74 66 126 118 123 126

Income tax 15 9 20 14 11 16

Net income before extra. items 59 57 106 104 112 110

Reported net income 59 57 106 104 112 110

Rate base  N/A  N/A  2,765  2,777  2,725  2,636 

Approved common equity 38.5% 38.5% 38.5% 38.5% 40.0% 40.0%

Allowed ROE 8.75% 8.75% 8.75% 8.75% 9.50% 9.50%

1 Less inter-company interest payments.
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Consolidated Cash Flow Statement 9 months 9 months 12 months        For the year ended December 31st

(CA$ millions) Sep. 30. 14 Sep. 30. 13 Sep. 30. 14 2013 2012 2011
Net income before extra. items 59 57 106 104 112 110 

Depreciation & amortization 119 110 157 148 128 92 

Deferred income taxes/Other (1) (1) (1) (1) (3) (9)

Cash flow from operations 177 166 262 251 237 193 

Dividends paid (57) (84) (104) (131) (85) (85)

Capex (159) (124) (194) (159) (159) (169)

Free cash flow before WC (39) (42) (36) (39) (7) (61)

Changes in working capital (WC) 23 49 (18) 8 14 84 

Changes in regulatory assets & liabilities (61) (56) (34) (29) (17) (10)

Net free cash flow (77) (49) (88) (60) (10) 13 

Acquisitions 0 0 0 0 0 0 

Assets sales/Divestitures 0 0 0 0 0 0 

Net changes in equity 0 0 0 0 65 0 

Net changes in debt 78 13 115 50 (36) (15)

Other/Adjustments by DBRS 3 17 (26) (12) (14) 4 

Change in cash 4 (19) 1 (22) 5 2 

Total debt 1,829 1,713 1,829 1,751 1,701 1,737 

Total debt in capital structure 49.5% 47.9% 49.5% 48.4% 47.4% 49.1%

Total debt in capital structure 1 61.4% 59.7% 61.4% 60.3% 58.9% 62.6%

Cash flow/Total debt 12.9% 12.9% 14.3% 14.3% 13.9% 11.1%

EBIT gross interest coverage 1 1.82 1.74 2.05 1.99 2.03 2.08 

Total debt/EBITDA 6.53 6.49 4.60 4.58 4.61 5.22 

Dividend payout ratio 96.6% 147.4% 98.1% 126.0% 75.9% 77.3%

1 Adjusted for operating leases.

Financial Profile (DOES NOT RECOGNIZE THE RETROACTIVE EFFECT OF THE AMALGAMATION) 

2014 Summary
• FEI’s financial profile remained relatively stable in 2014 com-

pared with 2013, with a slightly higher debt leverage and a 
modestly stronger interest coverage ratio.

• All credit metrics for the 12 months ended September 30, 2014, 
remained within DBRS’s “A” rating category.

• Cash deficit was considerably higher than 2013 as a result of 
higher capex for the year. The increase in capex was largely 
due to the Tilbury Project.

• The Company financed its 2014 capex program primarily by 
issuing short-term notes.

2015 Outlook
• Capex in 2015 is expected to be higher than 2014 due to the 

Tilbury Project and the impact of the Amalgamation.

• DBRS expects FEI’s cash flow metrics to be under pressure 
until the Tilbury Project is in service (expected in the second 
half of 2016), as free cash flow deficits are expected to persist. 
However, DBRS expects FEI to maintain its capital structure 
within the range set by the regulator.
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Liquidity

Credit Facilities (As at September 30, 2014)
Committed Short-Term Notes Letters of Credit Available Expiry

(CA$ millions)

Syndicated unsecured credit facility 500 170 50 280 Aug-2016

Total 500 170 50 280

Long-Term Debt and Liquidity (PRIOR TO RECOGNIZING THE IMPACT OF THE AMALGAMATION)

Long-Term Debt, Capital Lease & Finance Obligations Schedule
As of September 30, 2014 Due within 1 Year Due in Year 2 Due in Year 3 Due in Year 4 Due in Year 5 Thereafter Total
(CA$ millions)

Amount due  82  206  6  7  33  1,325  1,659 

% of total 5% 12% 0% 0% 2% 80% 100%

• The unsecured credit facility is primarily used to support 
FEI’s $500 million commercial paper program. In July 2014, 
the credit facility maturity was extended to August 2016 with 
substantially similar terms. 

• Due to the seasonal nature of the business, liquidity require-
ments peak in the fall and winter.

• As at September 30, 2014, FEI had $280 million available un-
der its credit facility. FEI’s liquidity should be sufficient to fi-
nance the Company’s short-term operating needs. 

• The Company’s near-term refinancing risk remains modest 
with $206 million of debt due in 2016. 

• DBRS believes that refinancing of the debt maturity is man-
ageable, given the Company’s strong credit profile.

Debt Instruments
Sep. 30, 2014 2013

 (CA$ millions) 

 Secured Purchase Money Mortgages (PMMs)  275  275 

 Unsecured Debentures and MTNs  1,270  1,270 

 Capital lease and finance obligations  114  119 

 Total  1,659  1,664 
 Credit facilities  170  87 

   Less: Current portion  (252)  (94)

 Total  1,577  1,657 

• MTNs and Unsecured Debentures have the same rating as 
PMMs based on the following: (1) The outstanding amount of 
the PMMs is viewed as not significant; and (2) DBRS does not 
expect FEI to issue new PMMs in the future.

• The PMMs consist of $75 million of Series A notes and $200 
million of Series B notes. Series A will mature in September 
2015, and Series B will mature in September 2016.
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Regulation

Regulation Update
FEI currently operates under a Performance Based Ratemaking 
(PBR) plan through 2019. FEI had previously operated under 
a traditional cost-of-service (COS) methodology, which ended 
December 31, 2013.
• The approved PBR plan incorporates an incentive mechanism 

for improving operating efficiencies. During the PBR period, 
operation and maintenance costs and base capex are subject to 
a formula reflecting incremental costs for inflation and half of 
customer growth, less a fixed productivity improvement fac-
tor of 1.1% each year. It also includes a 50/50 sharing of vari-
ances from the formula-driven expenditures over the PBR pe-
riod, and a number of service quality measures. 

• In September 2014, the BCUC issued the PBR Decision on 
FEI’s PBR Application. The term of the PBR was extended to 
2019. In October 2014, FEI filed a PBR Decision Compliance 
filing. The 2014 average rate base was updated to approxi-
mately $2,765 million, and the 2014 delivery rate increased to 
1.8% as compared with the interim delivery rate increase of 
1.4%. FEI implemented permanent 2014 delivery rates in No-
vember 2014 to reflect the additional delivery rate increase 
compared with the interim rates and will recover the January 
2014 to October 2014 revenue deficiency through a deferral 
mechanism. 

Deferral Accounts
FEI has a number of deferral accounts that are used to amelio-
rate unanticipated changes in certain forecast items, including 
the following two mechanisms:
1. Commodity Cost Reconciliation Account (CCRA) and Mid-

stream Cost Reconciliation Account (MCRA):

• Any differences between actual and forecast gas costs are cap-
tured and recorded in these deferral accounts to be recovered 
or refunded in future rates. Forecast gas prices are adjusted on 
a quarterly basis for commodity rates, mitigating the impact 
of recovery lag. 

2. Revenue Stabilization Adjustment Mechanism (RSAM):

• The RSAM seeks to stabilize revenues from residential and 
commercial customers through a deferral account that cap-
tures variances in forecast versus actual customer usage 

throughout the year to recover them in rates over the follow-
ing two years. This reduces FEI’s earnings volatility.

• Volume variances from large-volume industrial, transporta-
tion and other customers are not included in this deferral ac-
count. However, they are also recovered through a deferral 
mechanism starting in 2014 as part of the PBR Decision.

• The RSAM and MCRA accounts are currently recovered/re-
funded in rates over two years. The CCRA is anticipated to be 

fully recovered within the next fiscal year.

Generic Cost of Capital Proceeding (GCOC Proceeding) 
• In May 2013, the BCUC issued a decision on the first stage of 

the GCOC Proceeding, which determined that FEI’s ROE and 
deemed equity would be set at 8.75% and 38.5%, respectively, 
both in effect until December 31, 2015.

• Effective January 2014, the BCUC introduced an Automatic 
Adjustment Mechanism (AAM) to set the ROE on an annual 
basis. The AAM will be in effect if the actual long-term Gov-
ernment of Canada (GOC) bond yield exceeds 3.8%. The AAM 
will be in effect until December 31, 2015. The AAM did not 
take effect in 2014, since the GOC bond yield in October 2013 
did not exceed the 3.8% threshold. As a result, the ROE for FEI 

in 2014 remained at 8.75%. 

Regulatory Ring-Fencing
• The regulatory ring-fencing imposed on FEI by the BCUC at 

the time of Fortis Inc.’s 2007 acquisition of FEI (a continua-
tion of the ring-fencing imposed upon acquisition of the for-
mer Terasen Inc. by Kinder Morgan Inc. in 2005) is intended 
to ensure that public interest is protected and that FEI will 
continue to operate as a separate, stand-alone entity without 
undue parental influence. One of these conditions is that FEI 
must maintain its debt-to-capital ratio in line with the regula-
tory capital structure.
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FortisBC Energy Inc.
Balance Sheet (Does not recognize the retroactive effect of the Amalgamation)

 (CA$ millions) Sep. 30 Dec. 31 Dec. 31 Sep. 30 Dec. 31 Dec. 31

Assets 2014 2013 2012    Liabilities & Equity 2014 2013 2012 
Cash & equivalents 4 0 22    S.T. borrowings 170 87 33

Accounts receivable 96 228 205    Current portion of debt 82 7 7

Inventories 129 81 95    Accounts payable 284 221 226

Current regulatory assets 15 18 28    Current regulatory liabilities 14 39 35

Others 20 13 16    Others 0 40 32

Total Current Assets 264 340 366     Total Current Liabilities 550 394 333
Net fixed assets 2,766 2,651 2,604     Long-term debt 1,577 1,657 1,661

Intangible assets 121 122 121     Deferred income taxes 334 327 309

Goodwill 769 769 769     Regulatory liabilities 41 55 55

Regulatory assets 596 560 561     Other L.T. liabilities 170 167 194

Others 22 22 22     Shareholders equity 1,866 1,864 1,891

Total Assets 4,538 4,464 4,443     Total Liab. & SE 4,538 4,464 4,443

FortisBC Energy Inc.
Balance Sheet & Liquidity & Capital Ratios 9 months 9 months 12 months        For the year ended December 31st

(Does not recognize the retroactive effect of the Amalgamation) Sep. 30. 14 Sep. 30. 13 Sep. 30. 14 2013 2012 2011
Current ratio 0.48 0.80 0.48 0.86 1.10 1.01 

Total debt in capital structure 49.5% 47.9% 49.5% 48.4% 47.4% 49.1%

Total debt in capital structure 1 61.4% 59.7% 61.4% 60.3% 58.9% 62.6%

Cash flow/Total debt 12.9% 12.9% 14.3% 14.3% 13.9% 11.1%

Cash flow/Total debt 1 12.8% 12.8% 14.2% 14.2% 13.8% 10.5%

Cash flow/Capex 1.20 1.66  1.27  1.58  1.49  1.14 

(Cash flow - Dividends)/Capex 0.82 0.82 0.77 0.75 0.96 0.64 

Approved common equity 38.5% 38.5% 38.5% 38.5% 40.0% 40.0%

Dividend payout ratio 96.6% 147.4% 98.1% 126.0% 75.9% 77.3%

Coverage Ratios (times)
EBIT gross interest coverage 1.81 1.73 2.04 1.98 2.03 2.04 

EBITDA gross interest coverage 3.15 2.97 3.37 3.24 3.10 2.82 

Fixed-charges coverage 1.81 1.73 2.04 1.98 2.03 2.04 

Debt/EBITDA 6.53 6.49 4.60 4.58 4.61 5.22 

EBIT gross interest coverage 1 1.82 1.74 2.05 1.99 2.03 2.08 

Profitability Ratios
EBITDA margin 61.0% 60.0% 61.0% 60.3% 60.0% 56.5%

EBIT margin 35.1% 35.0% 37.0% 37.0% 39.2% 40.9%

Profit margin 12.9% 13.0% 16.3% 16.4% 18.2% 18.7%

Return on avg. common equity 7.2% 6.9% 9.7% 9.4% 10.4% 10.7%

Return on capital 5.9% 6.0% 6.9% 6.9% 7.3% 7.1%

Allowed ROE 8.75% 8.75% 8.75% 8.75% 9.5% 9.5%

1 Adjusted for operating leases. 
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Commercial Paper Limit
• $500 million.

Notes:
All figures are in Canadian dollars unless otherwise noted. 

For the definition of Issuer Rating, please refer to Rating Definitions under Rating Policy on www.dbrs.com.

Generally, Issuer Ratings apply to all senior unsecured obligations of an applicable issuer, except when an issuer has a significant or unique level of secured debt.

Copyright © 2015, DBRS Limited, DBRS, Inc. and DBRS Ratings Limited (collectively, DBRS). All rights reserved. The information upon which DBRS ratings and reports are based is ob-
tained by DBRS from sources DBRS believes to be accurate and reliable. DBRS does not audit the information it receives in connection with the rating process, and it does not and cannot 
independently verify that information in every instance. The extent of any factual investigation or independent verification depends on facts and circumstances. DBRS ratings, reports and any 
other information provided by DBRS are provided “as is” and without representation or warranty of any kind. DBRS hereby disclaims any representation or warranty, express or implied, as to the 
accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or non-infringement of any of such information. In no event shall DBRS or its directors, officers, employees, 
independent contractors, agents and representatives (collectively, DBRS Representatives) be liable (1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any 
damages resulting therefrom, or (2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of ratings and rating reports or arising from any 
error (negligent or otherwise) or other circumstance or contingency within or outside the control of DBRS or any DBRS Representative, in connection with or related to obtaining, collecting, 
compiling, analyzing, interpreting, communicating, publishing or delivering any such information. Ratings and other opinions issued by DBRS are, and must be construed solely as, statements of 
opinion and not statements of fact as to credit worthiness or recommendations to purchase, sell or hold any securities. A report providing a DBRS rating is neither a prospectus nor a substitute 
for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the securities. DBRS receives compensation for its rating activities 
from issuers, insurers, guarantors and/or underwriters of debt securities for assigning ratings and from subscribers to its website. DBRS is not responsible for the content or operation of third 
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Debt Rated Current 2014 2013 2012 2011 2010 2009
Issuer Rating A A A A NR NR NR

MTNs & Unsecured Debentures A A A A A A A
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Key Indicators

[1]FortisBC Energy Inc.
3/31/2015(L) 12/31/2014 12/31/2013 12/31/2012 12/31/2011

CFO pre-WC + Interest / Interest 2.8x 2.8x 2.7x 2.5x 2.3x
CFO pre-WC / Debt 15.0% 14.4% 15.1% 14.5% 11.2%
CFO pre-WC - Dividends / Debt 9.1% 10.3% 8.0% 9.6% 6.6%
Debt / Capitalization 44.8% 45.2% 43.6% 44.0% 47.4%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. Source: Moody's Financial Metrics

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

Opinion

Rating Drivers

Credit supportive regulatory environment

PBR marginally increases risk

Stable cash flow and weak financial metrics

FEI is independent of ultimate parent, Fortis Inc

Corporate Profile

FortisBC Energy Inc. (FEI), headquartered in Vancouver, is the largest gas local distribution company (LDC) in
British Columbia serving about 967,000 customers, around 90% of which are residential. As the result of the
amalgamation on December 31, 2014, FEI began to consolidate results of FortisBC Energy (Vancouver Island)
Inc. (FEVI; A3 prior to consolidation), FortisBC Energy (Whistler) Inc. (FEW, not rated) and Terasen Gas Holdings
Inc. (TGHI; not rated). FEI is regulated by the British Columbia Utilities Commission (BCUC). From 2010 to 2013,

http://www.moodys.com/corpcreditstatsdefinitions


FEI's revenue requirement was determined under cost of service regulation. For the 2014-2019 period, FEI is
subject to performance based regulation (PBR), which was previously in effect from 2004 to 2009. FEI is a wholly-
owned subsidiary of FortisBC Holdings Inc. (FHI not rated) which, in turn, is wholly owned by Fortis Inc. (FTS, not
rated), a diversified electric and gas utility holding company.

SUMMARY RATING RATIONALE

FEI's credit quality is driven by its credit supportive regulatory environment and its monopoly position. The
company has a long term track record of earning its allowed return on equity and its cash flow continues to be
highly predictable. This is offset by the company's weak financial metrics, with limited headroom at the current
rating level, that are primarily a product of the allowed return on equity and the equity component of its capital
structure.

DETAILED RATING CONSIDERATIONS

CREDIT SUPPORTIVE REGUALTORY ENVIRONMENT

FEI's investment grade rating has been primarily driven by its credit supportive regulatory environment and its
monopoly position. Rates have typically set using a cost of service framework and a forward test year that has
enabled the company to recover its costs and earn an allowed return established bythe regulator, resulting in
stable cash flow. The company has a track record of passing through its commodity costs in rates and has no
direct exposure to commodity price risk and limited volume risk. To the extent that these and many other costs
differ from forecast values, deferral or true up mechanisms limit exposure to forecast error. As a result the
company has a long track record of earning the return on equity (ROE) established by the regulator.

For capital projects in excess of $5 million the company requires a certificate of public convenience and necessity
(CPCN) that reduces the probability of cost disallowances, a credit positive. For large capital projects, the
company receives a weighted average cost of capital in rates for financing costs incurred during construction;
however, depreciation charges only begin once projects are complete and added to rate base. We do not believe
the company has experienced any material cost disallowances. Decisions from the regulator tend to be
reasonably predictable, consistent and transparent with a consultative approach. We have noted regulatory lag in
some recent decisions, but the company has generally received interim rates as requested, mitigating some lag
effects. Generally, when utility or other stakeholders materially disagree with some aspects of decisions, they
have been successful in asking the regulator to review and vary its decisions with final outcomes acceptable to all
parties as evidenced by a lack of court challenges. The company has access to the courts to challenge regulatory
decisions, although we do not believe this has happened since the utility was acquired by Fortis Inc. The
legislative and judicial underpinnings of the regulatory framework continue to be stable. We view debt-financed
deferral accounts as a credit negative, however the balances remain small.

The company benefits from a monopoly position. We believe that its customers, who are primarily residential,
continue to have the capacity and willingness to pay their bills.

PBR MARGINALLY INCREASES RISK

The shift to PBR marginally increases risk because of the potential for increased cash flow volatility compared to
cost of service regulation. However, we believe that management will be successful in achieving the challenges
inherent in its PBR plan and continue to earn the allowed return on equity established by the regulator. While there
is some increased regulatory risk pending resolution of some outstanding issues, particularly capital spending,
once a precedent is established it will reduce regulatory risk for the PBR term. Performance based regulation
utilizes a formula based approach to rate making. Revenues associated with controllable operating expenses and
capital expenditure are adjusted on an annual basis during the 6 year period of the plan, from 2014-2019. Each
year they are adjusted for inflation, a productivity or X-factor of 1.1% (FBC 1.03%), while initial rates were based
on 2013 cost of service based rates with some adjustments. Many costs remain pass through items; for example,
interest expenses and taxes limiting risk to the utility. The PBR plan has a symmetrical earnings sharing
mechanism that is partially subject to service quality indicators. An annual review process forms part of the PBR
plan to mitigate the risk of the plan failing to achieve its objectives. CPCN capital has been excluded from the PBR
plan on a temporary basis, while different options are evaluated.

STABLE CASH FLOW AND WEAK FINANCIAL METRICS

We expect the company to continue to generate stable cash flow, a key credit strength. Underpinning this stability,
cash flow from operations is generally a function of the company's rate base, its deemed capital structure (38.5%



equity layer effective 1/1/2013 - 12/31/2015), the allowed return on equity (currently 8.75%) and depreciation. The
ROE contains an automatic adjustment mechanism for 2014 and 2015 that increases rates in case of rising
interest rates; however, because of ongoing low interest rates neither 2014 nor 2015 qualified for an adjustment.
Our analysis assumes that the company continues to earn its allowed ROE. We expect the company's dividend
policy net of any equity injections will maintain the deemed capital structure. The company is forecast to have
limited financial metric headroom at the current rating. Planned large capital projects are expected to place some
downward pressure on credit metrics; for example, the Tilbury LNG Expansion Project (Tilbury 1A) with a capital
cost of about C$440 million because depreciation cash flow will not begin until this project is in operation. In
addition, the amalgamation will place some modest downward pressure on financial metrics as the company
unwinds a regulated liability in 2015 and 2016. As a result, we forecast that credit metrics will decline somewhat in
2015 and improve as capital projects are completed in 2016-17. This forecasted weakness is incorporated in the
current rating.

FEI IS INDEPENDENT OF ULTIMATE PARENT FORTIS INC

We consider FEI to be operationally and financially independent of ultimate parent Fortis Inc, although the
company may periodically rely on its parent for equity injections to maintain its capital structure in line with the
regulator's established parameters. We expect that Fortis Inc. would provide extraordinary support to FEI, if
required, provided that the parent had the economic incentive to do so. We believe that the parent will continue to
have sufficient resources to provide support, if required. At FYE 2014, FTS had a $1 billion committed revolving
credit facility at the FTS corporate level, of which $509 million was unused. Ring fencing provisions at FEI limit the
ability of Fortis Inc to upstream cash, although we do not believe the parent would seek to increase leverage
above levels established by the regulator.

Liquidity Profile

FEI has adequate liquidity. For LTM 1Q15, FEI had negative free cash flow of $203 million as a result of $321
million CFO, $136 million dividends and $388 million capex. We estimate annual negative free cash flow at $300-
350 million in 2015 on the basis of about $450 million capex and increased annual dividends from the 2014 level.
We expect FEI to manage dividend payouts and parent equity injections to maintain the equity layer close to the
approved level of 38.5% along with its capex spending and borrowing profile.

FEI has $700 million in two syndicated credit facilities that support a commercial paper program. The $500 million
and $200 million credit facilities mature in August 2016 and December 2015, respectively. Our liquidity analysis
incorporates the expectation that the company will extend the maturities of these facilities well in advance of their
expiration. The company is currently well below the debt to total capitalization ratio covenant (maximum 75%) in
the credit agreements. At March 31, 2015, $352 million was available under these facilities.

FEI has limited short-term debt obligations in the next 12 months: $75 million of debt maturity in September 2015,
$10 million government loan and $6 million capital lease obligation. The next material maturity is in September 2016
when $200 million of debt matures.

Rating Outlook

The stable outlook is based on our expectation of a continuing supportive regulatory environment and stable, albeit
weak financial metrics with ongoing limited headroom at the current rating level.

What Could Change the Rating - Up

Given the ongoing forecasted weakness in credit metrics an upgrade is unlikely. We could upgrade the company
with a material sustained improvement in financial metrics, including CFO pre W/C to debt in the mid to high teens.

What Could Change the Rating - Down

While we don't expect it several factors could lead to a downgrade. For example, an unexpected, material adverse
regulatory decision or a forecast of a sustained deterioration in credit metrics including CFO/pre-W/C to debt of
less than 11%.

Rating Factors

FortisBC Energy Inc.



                                        
Regulated Electric and Gas Utilities Industry
Grid [1][2]

Current LTM
3/31/2015

                    [3]Moody's 12-18 Month
Forward ViewAs of 7/16/2015

          

Factor 1 : Regulatory Framework (25%) Measure Score           Measure Score
a) Legislative and Judicial Underpinnings of
the Regulatory Framework

A A           A A

b) Consistency and Predictability of
Regulation

Aa Aa           Aa Aa

Factor 2 : Ability to Recover Costs and Earn
Returns (25%)

                                                  

a) Timeliness of Recovery of Operating and
Capital Costs

Aa Aa           Aa Aa

b) Sufficiency of Rates and Returns Baa Baa           Baa Baa
Factor 3 : Diversification (10%)                                                   
a) Market Position A A           A A
b) Generation and Fuel Diversity N/A N/A           N/A N/A
Factor 4 : Financial Strength (40%)                                                   
a) CFO pre-WC + Interest / Interest (3 Year
Avg)

2.7x Ba           2.4x - 2.8x Ba

b) CFO pre-WC / Debt (3 Year Avg) 16.7% Baa           11% - 13% Baa
c) CFO pre-WC - Dividends / Debt (3 Year
Avg)

10.3% Baa           5% - 8% Ba

d) Debt / Capitalization (3 Year Avg) 43.4% A           46% - 49% A
Rating:                                                   
Grid-Indicated Rating Before Notching
Adjustment

          A3                     A3

HoldCo Structural Subordination Notching 0 0           0 0
a) Indicated Rating from Grid           A3                     A3
b) Actual Rating Assigned           A3                     A3

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-
Financial Corporations. [2] As of 3/31/2015(L); Source: Moody's Financial Metrics [3] This represents Moody's
forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions
and divestitures.
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MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a
Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are
Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ
are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are
FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal
and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000. 
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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Debt Rating Rating Action Trend

Issuer Rating A Confirmed Stable

MTNs & Unsecured Debentures A Confirmed Stable

Purchase Money Mortgages A Confirmed Stable

Commercial Paper R-1 (low) Confirmed Stable

Ratings

Rating Update

On January 14, 2016, DBRS Limited (DBRS) confirmed the Issuer 
Rating, the MTNs & Unsecured Debentures rating and the Pur-
chase Money Mortgages (PMM) rating of FortisBC Energy Inc. 
(FEI or the Company) at “A” as well as its Commercial Paper rat-
ing at R-1 (low). All trends are Stable. The rating confirmations 
reflect the following factors: 
1. The financial risk profile has remained relatively stable sub-

sequent to the completion of the amalgamation of FEI, For-
tisBC Energy (Vancouver Island) Inc. (FEVI), FortisBC Energy 
(Whistler) Inc. (FEW) and Terasen Gas Holdings Inc. on De-
cember 31, 2014. Amalgamated FEI’s nine months to Septem-
ber 30, 2015 (YTD 2015), earnings were modestly lower than 
the same period in 2014 largely because of lower return on eq-
uity (ROE) and deemed equity in the capital structure related 
to the former FEVI and FEW operations; however, the impact 
was not material. Based on the last 12 months to September 30, 
2015 (LTM 2015) results, FEI’s credit metrics remain consis-
tent with the “A” rating category. 

2. FEI is in its third year of the six-year Performance Base Rate-
making (PBR) plan as approved by the British Columbia Utili-
ties Commission (BCUC) (2014 through 2019). FEI’s opera-
tional and financial performance to date has been reasonably 
efficient because of its large base of customers and strong fran-

chise areas. Amalgamated FEI’s ROE of 8.75% and a deemed 
equity component of the capital structure of 38.5% are lower 
than those of the 2009-2012 period, but remain reasonable. 
During the current PBR period, FEI is allowed to pass through 
natural gas costs and regulated forecast cost items outside of 
formulaic operation and maintenance costs, which reduces 
forecast risk. 

3. The construction of Tilbury Expansion Project Phase 1A (the 
Tilbury Project) is in good progress. The cost of the project, es-
timated to be $440 million including allowance for funds used 
during construction (AFUDC), will be added to the rate base. 
This project is currently on budget and is expected to be com-
pleted on time (by the end of 2016). 

4. The Company has filed a 2016 rate application and an applica-
tion to review its 2016 ROE and capital structure. The BCUC 
issued a decision in December 2015 on the 2016 rate applica-
tion allowing an interim delivery rate increase of 1.79% for 2016 
and making FEI’s existing ROE and deemed equity interim for 
2016. A final decision is expected in H1 2016. The Stable trend 
is based on DBRS’s expectation that there will be no adverse 
decisions that would have a material impact on the Company’s 
current credit profile.

FortisBC Energy Inc. (FEI) is the largest distributor of natural gas in British Columbia serving approximately 970,000 residential, 
commercial and industrial and transportation customers (September 2015) in more than 125 communities. FEI provides distribu-
tion and transportation services to its customers, and obtains natural gas supplies on behalf of most residential, commercial and 
industrial customers.

Issuer Description

Financial Information
9 months 12 months For the year ended December 31st

(CA$ millions) Sep. 30. 15 Sep. 30. 14 Sep. 30. 15 2014* 2013*

EBIT-to-gross interest (x) 1 1.90 2.01 2.15 2.24 2.10

Total debt-to-capital 49.3% n/a 49.3% 49.1% 47.7%

Cash flow-to-total debt 2 11.8% n/a 13.1% 14.2% 14.7%

Net income before extra. Items 75 85 132 142 136

Cash flow from operations 213 227 317 331 320

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.          n/a = not available.
1 Adjusted for operating leases.  2 Annualized for 9 months to September 30.
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Rating Considerations

Strengths

1. Relatively low business risk 
FEI’s business risk is viewed as relatively low, supported by the 
following factors: (a) FEI generates virtually all of its earnings 
from its regulated natural gas distribution and transportation op-
erations, where competition is limited to other forms of energy 
(such as electricity); (b) FEI is not exposed to commodity price 
risk as natural gas costs are passed on to the customers, with ad-
justments made through quarterly review and application to the 
BCUC; and (c) volatility in usage by residential and commercial 
customers caused by the impact of weather is mitigated through 
deferral accounts (see Regulation section). 

2. Economically strong service territory 
FEI’s largest service area is Greater Vancouver, which is eco-
nomically strong. Other major service areas are the Fraser Valley, 
Thompson, Okanagan, Kootenay, North Central Interior, Van-
couver Island, Sunshine Coast and Whistler regions.

3. Good financial profile 
The Company’s credit metrics as of September 30, 2015, were in-
dicative of the “A” rating category. The Company’s strategy is to 
finance its current and future capital expenditures (capex) in a 
manner such that the regulatory capital structure will be main-
tained. As a result, FEI’s metrics are expected to remain stable 
and in support of the current rating. The Company’s liquidity re-
mained solid with a sizable unused credit facility ($311 million at 
September 30, 2015), with only $200 million of PMMs maturing 
in 2016 and no other maturities until 2029 based on existing debt 
maturities.

4. Large customer base
Following the amalgamation, FEI’s customer base has grown 
modestly. As of September 30, 2015, FEI served approximately 
970,000 customers. The customer mix is weighted toward resi-
dential and commercial customers whose consumption is less 
sensitive to economic conditions. The large number of custom-
ers and broad scope of operations helps FEI to operate more ef-
ficiently, particularly during the PBR period.

Challenges

1. Regulatory risk 
FEI’s operations are subject to some uncertainties including (a) 
allowed ROE and deemed equity for 2016 compared with 2013 to 
2015 (which are already lower than the 2009-2012 period), (b) 
the ability of the Company to achieve the forecasts established in 
the rate-setting process and (c) the recovery of capital cost over-
runs, if incurred. The BCUC has approved a PBR rate-setting 
methodology for FEI for a term of 2014 through 2019. Rates dur-
ing this term will be determined through an annual regulatory 
review. There can be no assurance that the rate orders issued by 
the BCUC will permit FEI to recover all costs actually incurred 
and to earn the expected rate of return. 

2. Tilbury Expansion Project Phase 1A execution risk
FEI started construction on the Tilbury Project Phase 1A in Oc-
tober 2014. The capital cost of the Tilbury Project is estimated 
to be approximately $400 million ($440 million including AF-
UDC), which is the upper limit set by the Province of British Co-
lumbia (the Province) through an Order in Council. Completing 
this project on time and within the upper limit is critical for the 
Company. Any significant cost overruns beyond the upper limit 
may not be recovered. 

3. Long-term competition from electricity 
FEI faces more intense competition from electricity in British Co-
lumbia than other provinces in Canada (except Québec) because 
of the relatively low power costs in the Province. DBRS notes that 
there has been upward pressure on electricity rates in British 
Columbia because of new investments in electricity generation 
and transmission while natural gas prices have remained rela-
tively low, thereby improving the price competitiveness of FEI.
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Simplified Organization Chart AS OF JANUARY 1, 2015

Western Canadian
• Fortis Inc. (Fortis) indirectly owns 100% of all three regulated 

utilities (shown in the chart above). These utilities form Fortis’ 
Western Canadian operations.

• Fortis also directly or indirectly owns regulated utilities in its 
Eastern Canadian, U.S. and Caribbean operations.

• See DBRS’s Fortis Inc. report dated January 6, 2016, for 
more details.

The Tilbury LNG Facility Expansion Project
In November 2013, an Order in Council (2013 OIC or Special 
Direction) was signed by the Province to allow FEI to expand 
its liquefied natural gas (LNG) facilities at Tilbury Island, 
British Columbia. The Special Direction set out a number of 
requirements for the BCUC as follows:
1. The Tilbury Project is exempt from a Certificate of Public Con-

venience and Necessity process;

2. The upper limit for the costs related to the expansion project 
is $400 million; and

3. FEI is allowed to recover the cost of the Tilbury Project 
from customers.

In December 2014, the B.C. government issued another Order 
in Council (2014 OIC) amending directions to the BCUC in the 
2013 OIC. Some of the requirements set out by the 2014 OIC are 
as follows:
1. To allow the Tilbury Expansion Project to proceed in two phas-

es – Phase 1A and Phase 1B. Phase 1B can proceed if FEI obtains 
long-term contracts, taking a minimum 70% of the liquefaction 
capacity of 1B, on average, for the first 15 years of its operations; 

2. To impose an upper limit of $400 million of capital costs plus 
construction carrying costs on each phase; 

3. To provide methodologies for regulatory treatment of certain 
of the costs of these various projects; and

4. To provide clarification on certain items in the 2013 OIC.

In October 2014, FEI started construction of the Tilbury Project 
Phase 1A. The Company will add a second LNG tank with 1.1 
million gigajoules (GJs) of LNG storage and a new liquefier 
with 34,000 GJs per day of liquefaction capacity. The project is 
expected to be completed by the end of 2016.

Fortis Inc.
A (low)

FortisAlberta Inc. 
A (low)

(Electric)

FortisBC Energy Inc.
“A”, R-1 (low)
(Natural Gas)

FortisBC Inc.
A (low)

(Electric)
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Summary for YTD 2015
Lower earnings in the YTD 2015 compared with the same period 
in 2014 largely reflected the following factors:
• Seasonal earnings: the pre-amalgamation earnings of FEVI 

were subject to the use of the Rate Stabilization Deferral Ac-
count (RSDA), which accumulated the difference between 
the revenues received and the actual cost of services (exclud-
ing operation and maintenance cost variances from forecast); 
however, effective January 1, 2015, the use of RSDA was dis-
continued, subjecting that part of amalgamated FEI to quar-
terly seasonal consumption differences, which resulted in 
higher earnings being recognized in Q1 and Q4 as well as lower 
earnings in Q2 and Q3. 

• Beginning January 1, 2015, the amalgamated FEI’s earnings 
were based on a deemed equity of 38.5% and an allowed ROE 
of 8.75%. Earnings in 2014 (pre-amalgamation) for FEVI and 
FEW were based on a deemed equity of 41.5% and an allowed 
ROE of 9.25% and 9.50%, respectively.

• Tax savings from the current year’s tax loss utilization plan 
(TLUP) were lower for YTD 2015. The TLUP in 2015 was put 
in place in Q3 2015 whereas the TLUP in 2014 was put in place 
in Q2 2014. This negative impact of lower tax savings was par-
tially offset by a higher allowance for funds used during con-
struction as well as operation and maintenance cost savings. 

Outlook
• The Company has filed an application for 2016 ROE and 

deemed equity in capital structure. As a result, earnings for 
2016 are expected to largely reflect the potential change in 
these two items and its performance against the efficiency fac-
tor in the formula. In the meantime, FEI’s earnings continue to 
be based on interim ROE and deemed equity for 2016. 

• Earnings for 2016 are expected to reflect a modestly larger 
rate base as the Company’s rate base continues to grow due to 
new investments.

Earnings and Outlook

Consolidated Income Statement 9 months 12 months For the year ended December 31st

(CA$ millions) Sep. 30. 15 Sep. 30. 14 Sep. 30. 15 2014* 2013*

EBITDA 349 356 502 509 487

EBIT 203 211 308 316 302

Gross interest expense 1 107 105 143 141 144

Pre-tax income 101 108 170 177 160

Income tax 26 23 38 35 24

Net income before extra. items 75 85 132 142 136

Net income available to common shareholders 74 84 131 141 135

Rate base (mid-year) (amalgamated FEI)  3,661 

Allowed ROE (amalgamated FEI) 8.75% n/a

Allowed ROE (FEI pre-amalgamation) 8.75% 8.75% 8.75%

Allowed ROE (FEVI) 9.25% 9.25% 9.25%

Allowed ROE (FEW) 9.50% 9.50% 9.50%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.          n/a = not available.
1 Less interest expense on inter-company subordinated debt.
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Summary 
• FEI’s financial profile for the LTM 2015 remained solid. Over-

all, FEI’s credit metrics remained within the “A” rating category.

• The Company operated at a free cash flow deficit for LTM 2015 
because of the much higher capex for the year. The increase in 
capex was largely a result of the Tilbury Project Phase 1A.

• Positive change in working capital reflected lower costs of inven-
tories, positive movements of short-term net regulatory assets 
and liabilities as well as higher income and other taxes payable.

• The change in long-term regulatory assets and liabilities largely 
reflected the movements of deferral accounts during the period.

• DBRS notes that FEI’s reported debt-to-capital ratio is much 
lower than the regulatory debt in the capital structure because 
when FEI moved to U.S. Generally Accepted Accounting Prin-
ciples in 2012, the debt and equity base were adjusted to reflect 

(1) higher debt caused by lease-in and lease-out arrangements 
and (2) higher equity because goodwill was added to the equity 
base as a result of push-down accounting in connection with 
the Fortis acquisition in 2007.

Outlook
• As in the case of 2015, capex for 2016 is estimated to be higher 

than in 2013 and 2014. Much of this increase is caused by the 
investment in the Tilbury Project.

• DBRS expects FEI’s cash flow metrics to be under pressure 
until the Tilbury Project is in service as free cash flow deficits 
are expected to persist because of high capex; however, DBRS 
expects FEI to maintain its capital structure within the range 
set by the regulator. 

Financial Profile

Consolidated Cash Flow Statement 9 months 12 months For the year ended December 31st

(CA$ millions) Sep. 30. 15 Sep. 30. 14 Sep. 30. 15 2014* 2013*

Net income before extra. items 75 85 132 142 136 

Depreciation & amortization 146 145 194 193 185 

Deferred income taxes/Other (8) (3) (9) (4) (1)

Cash flow from operations 213 227 317 331 320 

Dividends paid to parent (97) (78) (114) (95) (150)

Capex (341) (183) (469) (311) (187)

Free cash flow before WC (225) (34) (266) (75) (17)

Changes in working capital (WC) 129 15 88 (26) 4 

Changes in regulatory assets & liabilities (63) (69) (48) (54) (31)

Net free cash flow (159) (88) (226) (155) (44)

Acquisitions 0 0 0 0 0 

Other investment activities (9) (9) (10) (10) (7)

Net changes in equity 85 0 85 0 0 

Net changes in debt 74 103 139 168 30 

Other financing (1) (1) (1) (1) (1)

Change in cash (10) 5 (13) 2 (22)

Total debt 2,417 n/a 2,417 2,338 2,171 

Total debt-to-capital 49.3% n/a 49.3% 49.1% 47.7%

Cash flow-to-total debt 2 11.8% n/a 13.1% 14.2% 14.7%

EBIT-to-gross interest (x) 1 1.90 2.01 2.15 2.24 2.10 

Total debt-to-EBITDA (x) 6.93 n/a 4.81 4.59 4.46 

Dividend payout ratio 131.1% 92.9% 87.0% 67.4% 111.1%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.          n/a = not available
1 Adjusted for operating leases.  2 Annualized for 9-months to September 30.
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• FEI’s liquidity remained solid at September 30, 2015, with a 
sizable unused credit facility and modest long-term debt due 
in 2016. 

• The $200 million credit facility, which was due to mature in 
December 2015, was cancelled in August 2015. In conjunction 
with the cancellation of the $200 million facility in August 
2015, FEI’s $500 million credit facility was increased to $700 
million and extended to 2018.

• This facility is sufficient to support the Company’s $700 mil-
lion commercial paper program.

• Because of the seasonal nature of the business, liquidity re-
quirements peak in the fall and winter.

• The Company’s near-term refinancing risk remains modest. The refinancing of the $200 million PMMs due in September 2016 
should be manageable, given the strong credit quality of FEI. 

• MTNs & Unsecured Debentures have the same rating as 
PMMs, reflecting the following: (1) the outstanding amount of 
PMMs is viewed as insignificant and (2) DBRS does not expect 
FEI to issue new PMMs in the future.

• In April 2015, FEI issued $150 million of unsecured MTN 
debentures, with the net proceeds used to repay short-term 
note indebtedness.

• The PMMs consisted of $75 million of Series A Notes and $200 
million of Series B Notes. Series A was paid off in September 
2015 with proceeds from short-term notes. 

• The $20 million promissory notes owed to FortisBC Holdings 
Inc. was repaid in January 2015.

Long-Term Debt and Liquidity

Credit Facilities (Sept. 30. 2015)

Committed Short-term notes Letters of credit Available Expiry
(CA$ millions)

Syndicated unsecured credit facility 700 335 54 311 Aug-2018

Total 700 335 54 311

Long-Term Debt, Capital Lease & Finance Obligations Schedule

Due Within Due in Due in Due in Due in Due after

As of September 30, 2015 (CA$ millions) 1 year Year 2 Year 3 Year 4 Year 5 5 Years Total
MTNs, Unsecured Debentures and PMMs 205 - - - - 1,770  1,975 

Capital lease and finance obligations 6 6 5 33 17 40  107 

Total 211 6 5 33 17 1,810  2,082 

Long-term Debt and Capital Leases 

Sept. 30 Dec. 31

 (CA$ millions)  2015 2014
 Secured Purchase Money Mortgages (PMMs) 200 275

 Unsecured Debentures 1,770 1,620

 Promissory notes payable to FHI - 20

 Government loan repayable 5 10

 Total 1,975 1,925

   Less: Current portion (205) (105)

 Total L.T. debt 1,770 1,820 

 Capital lease and finance obligations 107 112

   Less: Current portion (6) (6)

 Total capital leases 101 106
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Regulation Update
FEI currently operates under a PBR plan through 2019. FEI had 
previously operated under a traditional cost-of-service method-
ology, which ended December 31, 2013.
• The approved PBR plan incorporates an incentive mechanism 

for improving operating efficiencies. During the PBR period, 
operation and maintenance costs as well as base capex are sub-
ject to a formula reflecting incremental costs for inflation and 
half of customer growth, less a fixed productivity improve-
ment factor of 1.1% each year. It also includes a 50/50 sharing 
of variances from the formula-driven expenditures over the 
PBR period and a number of service quality measures. 

• In September 2015, FEI filed an application for approval of 
2016 rates under its current PBR plan (the 2016 Application). 

• The 2016 Application also requested an increase of delivery 
rate for 2016 of 2.22%. In October 2015, FEI filed evidentiary 
updates to the 2016 Application, requesting a 2016 customer 
increase in delivery rate of 2.74%.

• A decision was issued by the BCUC in December 2015 on FEI’s 
2016 rate application, the key items of which included: (1) the in-
terim delivery rate effective January 1, 2016, increased by 1.79% 
and will remain interim pending the outcome of FEI’s cost of 
capital proceeding and (2) FEI’s existing ROE (8.75%) and capi-
tal structure (38.5% deemed equity) are made interim effective 
January 1, 2016, and will remain in force until otherwise direct-
ed by the BCUC in the current FEI cost of capital proceeding. 

Deferral Accounts
FEI has a number of deferral accounts that are used to amelio-
rate unanticipated changes in certain forecast items, including 
the following two mechanisms:
1. The first mechanism relates to the recovery of all gas supply 

cost through two separate accounts: Commodity Cost Recon-
ciliation Account (CCRA) and Midstream Cost Reconciliation 
Account (MCRA).

• Any differences between actual and forecast gas costs are 
captured and recorded in these deferral accounts to be re-
covered or refunded in future rates via quarterly review and 
application to the BCUC. Forecast gas prices are adjusted on 
a quarterly basis for commodity rates, mitigating the impact 
of recovery lag.

2. Revenue Stabilization Adjustment Mechanism (RSAM).

• The RSAM seeks to stabilize revenues from residential and 
commercial customers through a deferral account that cap-
tures variances in forecast versus actual customer usage 
throughout the year to recover them in rates. This reduces 
FEI’s earnings volatility.

• The RSAM and MCRA accounts are currently recovered/re-
funded in rates over two years. The CCRA is anticipated to 
be fully recovered within the next fiscal year.

Before the amalgamation, FEVI had two deferral accounts: (1) 
an RSDA that accumulated the difference between the revenues 
received and the actual cost of service, excluding operation and 
maintenance cost variances from the forecast and (2) a Gas Cost 
Variance Account (GCVA) that accumulated variances between 
the forecast and actual gas costs, which were passed on to cus-
tomers through future rates.

• The BCUC approved the balance of the GCVA at the end of 
2014 be transferred to the RSDA effective January 1, 2015. 
The RSDA balance will be returned to customers (excluding 
customers residing on Vancouver Island and the Sunshine 
Coast and in Whistler) over a period of three years. 

In addition to the two above mechanisms, FEI also has a BCUC-
approved flow-through deferral account. This account captures 
variances from regulated forecast items (excluding formulaic 
operation and maintenance costs) that do not have separate ap-
proved deferral mechanisms. Items included in this account are 
variances in interest rates, insurance and factors affecting in-
come taxes; variance in margin related to customer growth and 
industrial margin; and certain other items that were previously 
not subject to flow-through treatment. These variances will flow 
through customer rates in the following year.

Allowed ROE and Common Equity Component
• Effective January 1, 2015, ROE and common equity compo-

nent of capital structure for the amalgamated FEI is set to 
be the same as the benchmark utility (FEI), which are 8.75% 
and 38.5%, respectively.

• Prior to amalgamation, the ROE and common equity com-
ponent of capital structure for FEI were 8.75% and 38.5%, 
respectively, while ROE was 9.25% for FEVI and 9.5% for 
FEW. Common equity component of capital structure for 
FEVI and FEW was 41.5%.

• As directed by the BCUC, FEI filed an application to review 
the 2016 benchmark ROE and common equity component 
of capital structure in October 2015. A decision on this is ex-
pected in the first half of 2016.

Regulatory Ring-Fencing
• The regulatory ring-fencing imposed on FEI by the BCUC 

at the time of Fortis’ 2007 acquisition of FEI (a continuation 
of the ring-fencing imposed upon acquisition of the former 
Terasen Inc. by Kinder Morgan Inc. in 2005) is intended to 
ensure that public interest is protected and that FEI will 
continue to operate as a separate, stand-alone entity without 
undue parental influence. One of these conditions is that FEI 
must maintain its debt-to-capital ratio in line with the regu-
latory capital structure.

Regulation
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FortisBC Energy Inc.
Balance Sheet 

 (CA$ millions) Sep. 30 Dec. 31 Sep. 30 Dec. 31

Assets 2015 2014 2013    Liabilities & Equity 2015 2014 2013 
Cash & equivalents 0 10 8    S.T. borrowings 335 301 127

Accounts receivable 75 218 257    Current portion of L.T. debt 211 111 37

Inventories 104 111 95    Accounts payable 218 299 255

Current regulatory assets 11 47 31    Current regulatory liabilities 39 33 39

Others 23 19 13    Others 29 38 45

Total Current Assets 213 405 404     Total Current Liabilities 832 782 503

Net fixed assets 3,894 3,675 3,456     Long-term (L.T.) debt 1,871 1,926 2,007

Intangible assets 132 139 142     Deferred income taxes 408 407 392

Goodwill 913 913 913     Regulatory liabilities 118 129 149

Regulatory assets 781 751 681     Other L.T. liabilities 240 239 191

Others 22 24 24     Shareholders' equity 2,486 2,424 2,378

Total Assets 5,955 5,907 5,620     Total Liab. & SE 5,955 5,907 5,620

Balance Sheet &  9 months 12 months For the year ended December 31st

Liquidity & Capital Ratios Sep. 30. 15 Sep. 30. 14 Sep. 30. 15 2014* 2013*

Current ratio (x) 0.26 n/a 0.26 0.52 0.80 

Total debt-to-capital 49.3% n/a 49.3% 49.1% 47.7%

Cash flow-to-total debt 2 11.8% n/a 13.1% 14.2% 14.7%

Cash flow-to-total debt 1 2 11.7% n/a 13.0% 14.0% 14.6%

(Cash flow - Dividends)/Capex 34.0% 81.4% 43.3% 75.9% 90.9%

Coverage Ratios 

EBIT-to-gross interest (x) 1 1.90 2.01 2.15 2.24 2.10 

EBITDA-to-gross interest (x) 3.26 3.39 3.51 3.61 3.38 

Fixed-charges coverage (x) 1.90 2.01 2.15 2.24 2.10 

Debt/EBITDA (x) 6.93 n/a 4.81 4.59 4.46 

Profitability Ratios

EBITDA margin 63.0% 62.9% 64.3% 64.2% 62.4%

EBIT margin 36.6% 37.3% 39.4% 39.8% 38.7%

Profit margin 13.4% 14.8% 16.8% 17.8% 17.3%

Return on avg. common equity 2 3 6.4% n/a 8.7% 9.5% 10.5%

Return on capital 2 3 5.2% n/a 6.2% 6.7% 7.7%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.          n/a = not available.
1 Adjusted for operating leases.  2 Annualized for 9 months to September 30.  3 Excludes goodwill.
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Debt Rated Current 2015 2014 2013 2012 2011 2010

Issuer Rating A A A A A NR NR

MTNs & Unsecured Debentures A A A A A A A

Purchase Money Mortgages A A A A A A A

Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low)

Rating History

Previous Report

• FortisBC Energy Inc., Rating Report, January 14, 2015. 

Notes:
All figures are in Canadian dollars unless otherwise noted. 

For the definition of Issuer Rating, please refer to Rating Definitions under Rating Policy on www.dbrs.com.

Generally, Issuer Ratings apply to all senior unsecured obligations of an applicable issuer, except when an issuer has a significant or unique level of secured debt.

© 2016, DBRS Limited, DBRS, Inc. and DBRS Ratings Limited (collectively, DBRS). All rights reserved. The information upon which DBRS ratings and reports are based is obtained by DBRS 
from sources DBRS believes to be reliable. DBRS does not audit the information it receives in connection with the rating process, and it does not and cannot independently verify that information 
in every instance. The extent of any factual investigation or independent verification depends on facts and circumstances. DBRS ratings, reports and any other information provided by DBRS 
are provided “as is” and without representation or warranty of any kind. DBRS hereby disclaims any representation or warranty, express or implied, as to the accuracy, timeliness, completeness, 
merchantability, fitness for any particular purpose or non-infringement of any of such information. In no event shall DBRS or its directors, officers, employees, independent contractors, agents 
and representatives (collectively, DBRS Representatives) be liable (1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting therefrom, or 
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of ratings and rating reports or arising from any error (negligent or otherwise) or other 
circumstance or contingency within or outside the control of DBRS or any DBRS Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, com-
municating, publishing or delivering any such information. Ratings and other opinions issued by DBRS are, and must be construed solely as, statements of opinion and not statements of fact as 
to credit worthiness or recommendations to purchase, sell or hold any securities. A report providing a DBRS rating is neither a prospectus nor a substitute for the information assembled, verified 
and presented to investors by the issuer and its agents in connection with the sale of the securities. DBRS receives compensation for its rating activities from issuers, insurers, guarantors and/or 
underwriters of debt securities for assigning ratings and from subscribers to its website. DBRS is not responsible for the content or operation of third party websites accessed through hypertext 
or other computer links and DBRS shall have no liability to any person or entity for the use of such third party websites. This publication may not be reproduced, retransmitted or distributed in 
any form without the prior written consent of DBRS. ALL DBRS RATINGS ARE SUBJECT TO DISCLAIMERS AND CERTAIN LIMITATIONS. PLEASE READ THESE DISCLAIMERS AND 
LIMITATIONS AT http://www.dbrs.com/about/disclaimer. ADDITIONAL INFORMATION REGARDING DBRS RATINGS, INCLUDING DEFINITIONS, POLICIES AND METHODOLOGIES, 
ARE AVAILABLE ON http://www.dbrs.com.



INFRASTRUCTURE AND PROJECT FINANCE

CREDIT OPINION
21 July 2016

Update

RATINGS
FortisBC Energy Inc.

Domicile British Columbia,
Canada

Long Term Rating A3

Type Senior Unsecured -
Dom Curr

Outlook Stable

Please see the ratings section at the end of this report
for more information.The ratings and outlook shown
reflect information as of the publication date.

Analyst Contacts

Gavin Macfarlane 416-214-3864
Senior Credit Officer
gavin.macfarlane@moodys.com

Jim Hempstead 212-553-4318
Associate Managing
Director
james.hempstead@moodys.com

Yulia Rakityanskaya 416-214-3627
Associate Analyst
yulia.rakityanskaya@moodys.com

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

FortisBC Energy Inc.
Largest gas local distribution company in British Columbia

Summary Rating Rationale
FortisBC Energy Inc.'s (FEI) credit quality is driven by its credit supportive regulatory
environment and its monopoly position. The company has a long term track record of
earning its allowed return on equity and its cash flow continues to be highly predictable.
This is offset by the company's weak financial metrics, with limited headroom at the current
rating level, that are primarily a product of the allowed return on equity and the equity
component of its capital structure.

Exhibit 1

Historical CFO Pre W/C, Total Debt and CFO Pre W/C to Debt

Source: Moody's Financial Metrics

Credit Strengths

» Credit supportive regulatory environment

» Stable cash flow

» FEI is independent of ultimate parent, Fortis Inc

Credit Challenges

» PBR marginally increases risk

» High leverage and weak financial metrics

Rating Outlook
The stable outlook is based on our expectation of a continuing supportive regulatory
environment and stable, albeit weak financial metrics with ongoing limited headroom at the
current rating level.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1033617
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Factors that Could Lead to an Upgrade
Given the ongoing forecasted weakness in credit metrics an upgrade is unlikely. We could upgrade the company with a material
sustained improvement in financial metrics, including CFO pre W/C to debt in the mid to high teens.

Factors that Could Lead to a Downgrade
While we don't expect it several factors could lead to a downgrade. For example, an unexpected, material adverse regulatory decision
or a forecast of a sustained deterioration in credit metrics including CFO pre-W/C to debt of less than 11%.

Key Indicators

Exhibit 2

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Detailed Rating Considerations
CREDIT SUPPORTIVE REGULATORY ENVIRONMENT

FEI's A3 rating has been primarily driven by its credit supportive regulatory environment and its monopoly position. Rates have typically
been set using a cost of service framework and a forward test year that has enabled the company to recover its costs and earn an
allowed return established by the regulator, the British Columbia Utilities Commission, resulting in stable cash flow. The company
has a track record of passing through its commodity costs in rates and has no direct exposure to commodity price risk and limited
volume risk. To the extent that these and many other costs differ from forecast values, deferral or true up mechanisms limit exposure
to forecast error. As a result the company has a long track record of earning the return on equity (ROE) established by the regulator.

For capital projects in excess of $15 million the company requires a certificate of public convenience and necessity (CPCN) that reduces
the probability of cost disallowances, a credit positive. For large capital projects, the company receives a weighted average cost of
capital in rates for financing costs incurred during construction; however, depreciation charges only begin once projects are complete
and added to rate base. We do not believe the company has experienced any material cost disallowances. Decisions from the regulator
tend to be reasonably predictable, consistent and transparent with a consultative approach. We have noted regulatory lag in some
recent decisions, but the company has generally received interim rates as requested, mitigating some lag effects. Generally, when
utility or other stakeholders materially disagree with some aspects of decisions, they have been successful in asking the regulator to
review and vary its decisions with final outcomes acceptable to all parties as evidenced by a lack of court challenges. The company has
access to the courts to challenge regulatory decisions, although we do not believe this has happened since the utility was acquired by
Fortis Inc in 2007. The legislative and judicial underpinnings of the regulatory framework continue to be stable. We view debt-financed
deferral accounts as a credit negative, however the balances remain small.

The company benefits from a monopoly position. We believe that its customers, who are primarily residential, continue to have the
capacity and willingness to pay their bills.

PBR MARGINALLY INCREASES RISK

The shift to performance based regulation (PBR) marginally increases risk because of the potential for higher cash flow volatility
compared to cost of service regulation. However, we believe that management will be successful in achieving the challenges inherent
in its PBR plan and continue to earn the allowed return on equity established by the regulator. Performance based regulation utilizes a
formula based approach to rate making. Revenues associated with controllable operating expenses and capital expenditure are adjusted
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on an annual basis during the 6 year period of the plan, from 2014-2019. Each year they are adjusted for inflation, a productivity
or X-factor of 1.1% (FBC 1.03%), while initial rates were based on 2013 cost of service based rates with some adjustments. Many
costs remain pass through items; for example, interest expenses and taxes limiting risk to the utility. The PBR plan has a symmetrical
earnings sharing mechanism that is partially subject to service quality indicators. An annual review process forms part of the PBR plan
to mitigate the risk of the plan failing to achieve its objectives. CPCN capital is excluded from formula driven capital spending.

STABLE CASH FLOW AND WEAK FINANCIAL METRICS

We expect the company to continue to generate stable cash flow, a key credit strength. Underpinning this stability, cash flow from
operations is generally a function of the company's rate base, its deemed capital structure (currently 38.5%), the allowed return on
equity (currently 8.75%) and depreciation. The ROE contains an automatic adjustment mechanism for 2014 and 2015 that increases
rates in case of rising interest rates; however, because of ongoing low interest rates neither 2014 nor 2015 qualified for an adjustment.
Our analysis assumes that the company continues to earn its allowed ROE and that there are no material changes stemming from
the next generic cost of capital decision expected in mid-2016. We expect the company's dividend policy net of any equity injections
will maintain the deemed capital structure. The company is forecast to have limited financial metric headroom at the current rating.
Planned large capital projects are expected to place some downward pressure on credit metrics; for example, the Tilbury LNG
Expansion Project (Tilbury 1A) with a capital cost of about $440 million places some downward pressure on financial metrics because
depreciation cash flow will not begin until this project is in operation expected around the end of 2016. In addition, the amalgamation
will place some modest downward pressure on financial metrics as the company unwinds a regulated liability in 2015 and 2016. As a
result, credit metrics deteriorated in 2015 (CFO pre-W/C to debt of 9.4% as of 12/31/2015), but we expect that they will improve as
the liability is unwound and capital projects are completed in 2016-17.

FEI IS INDEPENDENT OF ULTIMATE PARENT FORTIS INC

We consider FEI to be operationally and financially independent of ultimate parent Fortis Inc. (FTS, not rated), although the company
may periodically rely on its parent for equity injections to maintain its capital structure in line with the regulator's established
parameters. We expect that FTS would provide extraordinary support to FEI, if required, provided that the parent had the economic
incentive to do so. We believe that the parent will continue to have sufficient resources to provide support, if required. At FYE 2015,
FTS had a $1.4 billion committed revolving credit facility at the FTS corporate level, of which $838 million was unused. Ring fencing
provisions at FEI limit the ability of Fortis Inc to upstream cash, although we do not believe the parent would seek to increase leverage
above levels established by the regulator. Our view of parent Fortis inc does not currently limit the rating of FEI.

Liquidity Analysis
FEI has adequate liquidity. For LTM 1Q16, FEI had negative free cash flow of $201 million as a result of $334 million CFO, $116 million
dividends and $419 million capex (all numbers are Moody's adjusted). We estimate annual negative free cash flow at $120-170 million
in 2016 on the basis of about $280 million capex and $120 million annual dividends (all number are Moody's adjusted). We expect FEI
to manage dividend payouts and parent equity injections to maintain the equity layer close to the approved level of 38.5% along with
its capex spending and borrowing profile.

FEI has a $700 million syndicated credit facility maturing in August 2018 that supports a commercial paper program. The company is
currently well below the debt to total capitalization ratio covenant (maximum 75%) in the credit agreement. At March 31, 2016, $289
million was available under this facility.

FEI has $211 million short-term debt obligations maturing in the next 12 months: $200 million of debt maturity in September 2016,
$5 million government loan and $6 million capital lease obligation. We expect that FEI will be able to refinance upcoming debt
repayments.

Profile
FEI, headquartered in Vancouver, is the largest gas local distribution company (LDC) in British Columbia serving about 985,000
customers, around 90% of which are residential. As the result of the amalgamation on December 31, 2014, FEI began to consolidate
results of FortisBC Energy (Vancouver Island) Inc. (FEVI; A3 prior to consolidation), FortisBC Energy (Whistler) Inc. (FEW, not rated) and
Terasen Gas Holdings Inc. (TGHI; not rated). FEI is regulated by the British Columbia Utilities Commission (BCUC). From 2010 to 2013,
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FEI's revenue requirement was determined under cost of service regulation. For the 2014-2019 period, FEI is subject to PBR, which was
previously in effect from 2004 to 2009. FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI not rated) which, in turn, is
wholly owned by Fortis Inc., a diversified electric and gas utility holding company.

Rating Methodology and Scorecard Factors

Exhibit 3

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations;
[2] As of 3/31/2016(L);
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody’s Financial Metrics™

Ratings

Exhibit 4
Category Moody's Rating
FORTISBC ENERGY INC.

Outlook Stable
Senior Secured -Dom Curr A1
Senior Unsecured -Dom Curr A3

Source: Moody's Investors Service
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Rating Update

FortisBC Energy Inc. (FEI) is the largest distributor of natural gas in British Columbia and serves approximately 999,000 residential, 
commercial and industrial and transportation customers (September 2017) in more than 135 communities. FEI provides distribution 
and transportation services to its customers and obtains natural gas supplies on behalf of most residential, commercial and 
industrial clients.

Issuer Description

Financial Information
9 months September 30

12 months 
September 30 For the year ended December 31st

(CA$ millions) 2017 2016 2017 2016 2015 2014* 2013*
EBIT-to-gross interest (times) 1 2.01 1.94 2.43 2.35 2.27 2.23 2.09

Cash flow-to-total debt 2 13.1% 12.9% 14.6% 14.3% 13.5% 14.2% 14.7%

Total debt-to-capital 49.3% 48.6% 49.3% 49.0% 49.3% 49.0% 47.7%

Adjusted total debt-to-capital 3 59.2% 58.7% 59.2% 58.9% 59.6% 59.7% 58.7%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.  1 Adjusted for operating leases.  2 Cash flow is annualized for 9 months to 
September 30.  3 DBRS adjusts for “lease-in lease-out” and “goodwill” under U.S.GAAP (see Note 3 of Table on page 6 for details).

Biao Gong, CFA 
+1 416 597 7557 
bgong@dbrs.com

Jay Gu, MBA 
+1 416 597 7357 

jgu@dbrs.com

Eric Eng, MBA
+1 416 597 7578 

eeng@dbrs.com

FortisBC Energy Inc.

On December 14, 2017, DBRS Limited (DBRS) confirmed 
FortisBC Energy Inc.’s (FEI or the Company) Issuer Rating and 
Medium-Term Notes rating at “A” and the Commercial Paper rat-
ing at R-1 (low). All trends remain Stable.

The confirmations reflect FEI’s solid financial performance over 
the last 12 months ended September 30, 2017 (LTM 2017). FEI’s 
earnings and cash flows have shown modest but steady increases, 
reflecting its growing rate base, good operational efficiency and 
tax recovery. All of FEI’s key credit metrics remained supportive 
of the current ratings in LTM 2017. FEI’s liquidity remained solid 
at the end of Q3 2017, reflecting stable cash flows, sizable credit 
facility availability and no long-term debt maturing within the 
next five years. 

The regulatory framework in British Columbia (BC) remained 
stable in 2017, with allowed return on equity (ROE) and deemed 
equity component of the capital structure remaining unchanged 
from 2016 at 8.75% and 38.5%, respectively. FEI is in its fourth 
year of the 2014–2019 Performance Based Ratemaking (PBR) 
plan. During the current PBR period, FEI is allowed to pass 
through natural gas costs and regulated forecast cost items out-
side of formulaic operation and maintenance costs and to set up 

deferral accounts to ameliorate unanticipated changes in certain 
forecast items, including the variances in volume consumption 
by customers, which reduces forecast risk. Although FEI’s cur-
rent allowed ROE is viewed as low, compared with the average 
allowed ROE in North America, DBRS believes that the PBR plan 
continues to provide FEI the opportunity to earn a return on eq-
uity beyond the allowed ROE and support its cash flow stabil-
ity. Given the current regulatory environment, a rating upgrade 
is unlikely. However, DBRS could take a negative rating action 
if the allowed ROE and deemed equity is significantly reduced.   

DBRS notes that FEI is currently undertaking a number of capi-
tal projects, including the Tilbury Phase 1A Expansion proj-
ect (in-service date expected to be in the first half of 2018), 
Coastal Transmission System project and the Lower Mainland 
Intermediate Pressure System Upgrade project. Completing 
these projects on time and within budget is important. Any sig-
nificant cost overruns may not be recovered and could negatively 
affect FEI’s credit metrics. DBRS expects FEI’s current credit 
metrics to remain stable in the medium term. A material weak-
ening of these credit metrics for a sustainable period could result 
in a negative rating action.   
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Rating Considerations

Strengths

1. Relatively low business risk 
FEI’s business risk is viewed as relatively low, supported by the 
following factors: (a) FEI generates virtually all of its earnings 
from its regulated natural gas distribution and transportation 
operations where competition is limited to other forms of en-
ergy (such as electricity); (b) FEI is not exposed to commodity 
price risk, as the cost of natural gas is passed through to the cus-
tomers without mark-up, with adjustments made through quar-
terly review and application to the British Columbia Utilities 
Commission (BCUC); and (c) volatility in usage by residential 
and commercial customers caused by the impact of weather is 
mitigated through deferral accounts (see Regulation section).

2. Economically strong service territory
FEI’s largest service area is Greater Vancouver, which is eco-
nomically strong. Other major service areas are the Fraser 
Valley, Thompson, Okanagan, Kootenay, North Central Interior, 
Vancouver Island, Sunshine Coast and Whistler regions.

3. Solid financial profile
The Company’s credit metrics as of September 30, 2017, were 
supportive of the “A” rating category. The Company’s strategy is 
to finance its current and future capital expenditures (capex) in 
a manner such that the regulatory capital structure will be main-
tained. As a result, FEI’s credit metrics are expected to remain 
stable and in support of the current ratings. 

4. Large customer base
As of September 30, 2017, FEI served approximately 999,000 
customers. The customer mix is weighted heavily toward resi-
dential and commercial customers, whose consumption is less 
sensitive to economic conditions. The large number of custom-
ers and broad scope of operations help FEI operate more effi-
ciently, particularly during the PBR period. 

Challenges

1. Regulatory risk 
As a regulated utility, FEI’s operations are subject to some un-
certainties, including the following factors: (a) the ability of the 
Company to recover the actual costs of providing services and 
to earn the approved rates of return is affected by achieving the 
forecasts established in the rate-setting process and (b) there is 
no assurance that capital projects perceived as required by the 
management of the Company will be approved or that condi-
tions to such approval will not be imposed. DBRS expects the 
current regulatory framework to remain stable. Any regulatory 
decision by the BCUC that may have a material negative impact 
on the Company’s earnings and cash flow could result in a nega-
tive rating action.   

2. Project execution risk 
FEI engages in a number of capital projects, including the Tilbury 
Phase 1A Expansion project, Coastal Transmission System (CTS) 
project and the Lower Mainland Intermediate Pressure System 
Upgrade (LMIPSU) project. FEI is also pursuing additional liq-
uefied natural gas (LNG) infrastructure opportunities, includ-
ing a pipeline expansion to the proposed Woodfibre LNG site 
near Squamish and a further expansion of the Tilbury Facility. 
Completing these projects on time and within the budget is im-
portant. Any significant cost overruns would be reviewed by the 
BCUC and some of these costs may potentially not be recovered 
in rates.

3. Long-term competition from electricity 
FEI faces more intense competition from electricity in British 
Columbia than most gas distributors in other provinces in Canada 
(except Québec) because of the relatively low power costs in the 
province. DBRS notes that there has been upward pressure on 
electricity rates in British Columbia because of new investments 
in electricity generation and transmission, whereas natural gas 
prices have remained relatively low, thereby improving the price 
competitiveness of FEI. 
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Major Capital Projects

1.  Tilbury LNG Facility - Phase 1A Expansion Project 
(Tilbury Phase 1A) - Update
• The expansion of the Tilbury LNG Facility received an 

Order-In-Council (OIC) approval in 2013 and the subse-
quent amendments made to the OIC by the provincial gov-
ernment in December 2014 and March 2017. 

• In October 2014, FEI started the construction of the Tilbury 
Phase 1A.

• The cost of the portion of the Tilbury Phase 1A currently 
under construction is approximately $400 million (ex-
cluding allowance for funds used during construction and 
development costs), but include a new LNG storage tank 
and liquefier.

• The project is expected to be in service in the first half 
of 2018.

2. Coastal Transmission System (CTS) Project
• This project received an OIC approval in 2014. The CTS 

project involves the installation of 11 kilometres of pipeline 
in the cities of Surrey and Coquitlam.

• The cost of the project is estimated to be approximately 
$170 million.

• The construction of the project is expected to be primarily 
completed by the end of 2017.

3.  Lower Mainland Intermediate Pressure System Up-
grade (LMIPSU) Project
• In October 2015, FEI received an approval from the BCUC 

for its Certificate of Public Convenience and Necessity 

(CPCN) application to replace certain sections of the in-
termediate pressure pipeline segments within the Great 
Vancouver area.

• The approved CPCN anticipated the total project cost of ap-
proximately $250 million, with an in-service date expected 
in 2018. 

 
4. LNG Infrastructure Project

• FEI is pursuing additional LNG Infrastructure opportuni-
ties, including a pipeline expansion to the proposed Eagle 
Mountain Woodfibre LNG (Woodfibre LNG) site and a fur-
ther expansion of the Tilbury Facility.  

• In December 2014, FEI received an OIC from the provincial 
government granting an exemption from the requirement 
to seek the BCUC CPCN approvals for the expansion to the 
Woodfibre LNG site and certain further expansions at the 
Tilbury site. The potential pipeline expansion is contingent 
on Woodfibre LNG proceeding with its LNG export facility. 

• Woodfibre LNG has obtained an export licence from the 
National Energy Board and received environmental as-
sessment approvals from the Squamish First Nation, the 
British Columbia Environmental Assessment Office and the 
Canadian Environmental Assessment Agency.

• FEI has received the necessary environmental assessment 
approvals for the pipeline expansion from the Squamish 
First Nation and provincial environmental assessment office.

• The capital cost for FEI’s pipeline expansion is estimated to 
be approximately $350 million, net of forecasted customer 
contributions. If the project proceeds, it is not expected to 
be in service before 2021.
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Multi-Year PBR Plan for 2014 to 2019 - Update
FEI currently operates under a PBR plan through 2019. FEI had 
previously operated under a traditional cost-of-service method-
ology, which ended December 31, 2013.
• The approved PBR plan incorporates an incentive mechanism 

for improving operating efficiencies. During the PBR period, 
operation and maintenance costs and base capex are subject to 
a formula reflecting incremental costs for inflation and half of 
customer growth, less a fixed productivity improvement factor 
of 1.1% each year. It also includes a 50/50 sharing of variances 
from the formula-driven operation and maintenance expenses 
and capital expenditures over the PBR period and a number of 
service quality measures designed to ensure FEI maintains an 
adequate service level. 

• In December 2016, the BCUC issued its decision on the 
Company’s 2017 delivery rates (the 2017 Decision), which 
resulted in a 2017 average rate base of approximately 
$3,705 million (excluding the rate base of approximately 
$11 million for Fort Nelson). The 2017 Decision also resulted in 
no increase in customer delivery rates before consideration of 
rate riders, effective January 1, 2017.

• In September 2017, FEI filed its application for approval of 
2018 delivery rates. The 2018 application includes a forecast 
average rate base of approximately $4,370 million (excluding 
the rate base of approximately $11 million for Fort Nelson). In 
its application, FEI requests no increase in customer delivery 
rates for 2018. The BCUC decision on the Company’s 2018 de-
livery rate application is expected in January 2018. 

Allowed ROE and Common Equity Component - Update
• There has been no change in allowed ROE and deemed equity 

of the capital structure since the BCUC issued its decision in 
August 2016. The August 2016 BCUC decision confirmed that 
FEI’s existing common equity component of capital structure 
and ROE will remain at 38.5% and 8.75%, respectively. The 
BCUC also determined that the ROE approved for FEI will 
serve as the benchmark cost of equity for all other regulated 
entities in the Province that use the benchmark utility to set 
rates and that the common equity component of capital struc-
ture and ROE for FEI will remain in effect until otherwise de-
termined by the Commission.

Deferral Accounts 
FEI has a number of deferral accounts that are used to amelio-
rate unanticipated changes in certain forecast items, including 
the following two mechanisms:
• The first mechanism relates to the recovery of all gas sup-

ply cost through two separate deferral accounts: Commodity 
Cost Reconciliation Account (CCRA) and Midstream Cost 
Reconciliation Account (MCRA).

 – Any differences between actual and forecast gas and mid-
stream costs are captured and recorded in these deferral 

accounts to be recovered or refunded in future rates via 
quarterly review and application to the BCUC. Forecast 
gas prices are adjusted on a quarterly basis for commodity 
rates, mitigating the impact of recovery lag.

• The second mechanism is called Revenue Stabilization 
Adjustment Mechanism (RSAM).

 – The RSAM seeks to stabilize revenues from residential 
and commercial customers through a deferral account 
that captures variances in forecast versus actual customer 
usage throughout the year to recover them in rates. This 
reduces FEI’s earnings volatility.

• The RSAM and MCRA accounts are currently recovered/re-
funded in rates over two years. The CCRA is anticipated to be 
fully recovered within the next fiscal year.

• In addition to the two above mechanisms, FEI also has a 
BCUC-approved flow-through deferral account. This account 
captures variances from regulated forecast items (excluding 
formulaic operation and maintenance costs) that do not have 
separate approved deferral mechanisms. Items included in 
this account are variances in interest rates, insurance and fac-
tors affecting income taxes; variance in margin related to cus-
tomer growth and industrial margin; and certain other items 
that were previously not subject to flow-through treatment. 
These variances will flow through to customer rates in the 
following year.

• Before the amalgamation, FEI’s Vancouver Island utility had 
two deferral accounts: (1) a rate stabilization deferral account 
(RSDA) that accumulated the difference between the revenues 
received and the actual cost of service, excluding operation 
and maintenance cost variances from the forecast; and (2) a 
Gas Cost Variance Account (GCVA) that accumulated vari-
ances between the forecast and actual gas costs, which were 
passed on to customers through future rates.

 – The BCUC approved the balance of the GCVA be-
ing transferred at the end of 2014 to the RSDA effective 
January 1, 2015. The RSDA balance is being returned to 
customers (excluding customers residing on Vancouver 
Island and the Sunshine Coast and in Whistler) over a 
period of three years, ending in 2017. 

Regulatory Ring-Fencing
• The regulatory ring-fencing imposed on FEI by the BCUC 

at the time of Fortis’ 2007 acquisition of FEI (a continuation 
of the ring-fencing imposed upon acquisition of the former 
Terasen Inc. by Kinder Morgan Inc. in 2005) is intended to en-
sure that public interest is protected and that FEI will contin-
ue to operate as a separate, stand-alone entity without undue 
parental influence. One of these conditions is that FEI must 
maintain its debt-to-capital ratio in line with the regulatory 
capital structure.

Regulation
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Earnings and Outlook

Consolidated Income  
Statement 9 months September 30

12 months 
September 30 For the year ended December 31st

(CA$ millions) 2017 2016 2017 2016 2015 2014* 2013*
EBITDA 348 356 518 526 517 509 487

EBIT 196 204 315 323 323 316 302

Gross interest expense 1 97 105 129 137 142 141 144

Pre-tax income 109 107 200 198 189 177 160

Income tax (4) 13 10 27 38 35 24

Net income before extra. items 113 94 190 171 151 142 136

Net income available to common shareholders 112 93 189 170 150 141 135

Rate base (mid-year) (amalgamated FEI)  3,716  3,704 n/a  3,704  3,672  n/a  n/a 

Allowed ROE (amalgamated FEI) 8.75% 8.75% 8.75% 8.75% 8.75%  n/a  n/a 

Allowed ROE (FEI pre-amalgamation) n/a n/a n/a n/a  n/a 8.75% 8.75%

Actual ROE (FEI) n/a n/a n/a 9.28% 9.19% 9.20% 9.12%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013.
1 Less interest expense on inter-company subordinated debt.
n/a = not available.

Summary
Higher earnings in the nine months ended 
September 30, 2017 (9M 2017) compared with 9M 2016 largely 
reflected the following factors:
• Higher income tax recovery as a result of FEI having a tax loss 

utilization plan (TLUP) in the place since Q1 2017. A TLUP is a 
series of transactions whereby FEI sets up an investment in an 
affiliate’s preferred shares and issues subordinated debt from 
that affiliate. FEI receives non-taxable dividend income from 
the preferred shares and pays tax deductible interest on the 
subordinated debt. 

• Higher investments in regulated assets, which increased the 
rate base.

Outlook
• Net earnings for 2018 should increase modestly from 2017 

reflecting an expected increase in rate base and returns 
on investment made in 2017 in growth projects that are 
under construction.

• DBRS notes that FEI’s operating efficiency will continue to be 
an important factor to its 2018 earnings. 
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Financial Profile

Consolidated Cash Flow  
Statement 9 months September 30

12 months 
September 30 For the year ended December 31st

(CA$ millions) 2017 2016 2017 2016 2015 2014* 2013*
Net income before extra. items 113 94 190 171 151 142 136 

Depreciation & amortization 152 152 203 203 194 193 185 

Deferred income taxes/Other (13) (11) (19) (17) (12) (4) (1)

Cash flow from operations 252 235 374 357 333 331 320 

Dividends on common shares (84) (80) (124) (120) (134) (95) (150)

Capex (net of contributions in aid of construction) (325) (247) (405) (327) (454) (311) (187)

Free cash flow before WC (157) (92) (155) (90) (255) (75) (17)

Changes in working capital (WC) 47 27 (20) (40) 156 (26) 4 

Changes in regulatory assets & liabilities 49 3 62 16 (124) (54) (31)

Net free cash flow (61) (62) (113) (114) (223) (155) (44)

Acquisitions 0 0 0 0 0 0 0 

Other investment activities 0 2 (17) (15) 5 (10) (7)

Net changes in equity 0 30 0 30 85 0 0 

Net changes in debt 61 (28) 130 41 133 168 30 

Other financing 4 60 (1) 55 (7) (1) (1)

Change in cash 4 2 (1) (3) (7) 2 (22)

Total debt 2,558 2,428 2,558 2,497 2,458 2,326 2,171 

Total debt-to-capital 49.3% 48.6% 49.3% 49.0% 49.3% 49.0% 47.7%

Adjusted total debt-to-capital 3 59.2% 58.7% 59.2% 58.9% 59.6% 59.7% 58.7%

Cash flow-to-total debt 2 13.1% 12.9% 14.6% 14.3% 13.5% 14.2% 14.7%

EBIT-to-gross interest (times) 1 2.01 1.94 2.43 2.35 2.27 2.23 2.09 

Dividend payout ratio 75.0% 86.0% 65.6% 70.6% 89.3% 67.4% 111.1%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013. 
1 Adjusted for operating leases.  2 Cash flow is annualized for 9 months to September 30.  3 When FEI moved to U.S. GAAP in 2012, the debt and equity base were adjusted to reflect 
(i) higher debt caused by lease-in and lease-out arrangements and (ii) higher equity base because goodwill was added to the equity base in connection with Fortis Acquisition in 2007.  DBRS 
excluded these adjustments in its calculation of this ratio.

Summary
• DBRS notes that FEI’s total debt-to-capital ratio is much lower 

than its adjusted total debt-to-capital ratio, reflecting a modest 
amount of lease-in and lease-out excluded from the debt but a 
significant amount of goodwill excluded from the equity base 
in the adjusted-debt-to-capital ratio.

• FEI’s financial profile remained solid for LTM 2017, with all 
key credit metrics remaining relatively stable from the 2016 
levels and being supportive of current ratings. FEI’s credit 
metrics continued to be supported by growing cash flow from 
operations and a reasonable adjusted capital structure, which 
was slightly below the regulatory capital structure. 

• Large capex for the whole year 2017, approximately 
$480 million, consists of capital investment in the Tilbury 
Phase 1A (approximately $30 million) and the CTS project (ap-
proximately $130 million) and an increase base capital driven 
by customer growth. 

• FEI continues to maintain a flexible dividend policy and to fi-
nance its cash flow deficit in the manner that keeps its capital 
structure consistent with regulatory capital structure. 

• The change in long-term regulatory assets and liabilities 
largely reflected the movements of deferral accounts during 
the period.

Outlook
• Overall, DBRS expects all FEI’s key credit metrics to remain 

supportive of the current ratings on a sustained basis.

• Based on the Company’s current financing plan, DBRS expects 
FEI’s debt-to-capital ratio to remain in line with the regulatory 
capital structure. 

• DBRS expects incremental cash flow from a higher rate base 
as a result of investment made in 2017. This increase should 
help to maintain a stable cash flow-to-debt ratio over the 
medium term.  
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Liquidity and Long-Term Debt Maturities

Credit Facilities (Sep. 30, 2017)

(CA$ millions) Committed Drawn LC Available Expiry
Syndicated unsecured credit facility 700  (260)  (56) 384 Aug-2022

As of September 30, 2017 (CA$ millions)
Due Within 

1 year
Due in  
Year 2

Due in  
Year 3

Due in  
Year 4

Due in  
Year 5

Due after  
5 Years Total

Unsecured Debentures  -    -    -    -    -    2,220  2,220 

Capital lease and finance obligations  8  37  19  10  33  3  110 

Total  8  37  19  10  33  2,223  2,330 

Liquidity

Long-Term Debt, Capital Lease & Finance Obligations Schedule

• FEI’s liquidity remained solid as at September 30, 2017, with a 
sizable unused credit facility and minimal long-term debt due 
in next five years. 

• In July 2017, FEI’s $700 million credit facility was extended by 
one year to mature in August 2022.

• This facility is sufficient to support the Company’s $700 million 
commercial paper program.

• Because of the seasonal nature of the business, liquidity re-
quirements peak in the fall and winter.

• Letters of credit outstanding at September 30, 2017, was 
$56 million. This amount was used to primarily support the 
Company’s unfunded supplemental pension benefit plans. 

• Overall, the Company’s refinancing requirements are very 
light in the next five years. 

• In October 2017, FEI issued $175 million of unsecured MTN 
Debentures Series 30 maturing on October 30, 2047, with the 
net proceeds used to repay short-term indebtedness and fi-
nance its capex program.

• DBRS is of a view that the issuance of the $175 million MTN 
Debentures has no material impact on the Company’s LTM 
2017 credit ratios. 
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FortisBC Energy Inc.
Balance Sheet Sep. 30 Dec. 31 Sep. 30 Dec. 31

(CA$ millions) 2017 2016 2015 2017 2016 2015
Assets Liabilities & Equity
Cash & equivalents 4 0 3 S.T. borrowings 260 194 391

Accounts receivable 113 228 213 Current portion of L.T. debt 5 6 211

Inventories 67 54 81 Accounts payable 310 349 253

Current regulatory assets 55 73 43 Current regulatory liabilities 68 83 128

Others 25 10 4 Others 17 38 53

Total Current Assets 264 365 344 Total Current Liabilities 660 670 1036

Net fixed assets 4,331 4,131 3,957 Long-term (L.T.) debt 2,205 2,205 1,757

Intangible assets 119 122 127 Capital leases/finance obligations 88 92 99

Goodwill 913 913 913 Deferred income taxes 422 431 418

Regulatory assets 710 749 768 Regulatory liabilities 132 89 75

Others 15 20 9 Other L.T. liabilities 213 209 209

Non controlling interest 10 10 10

Shareholders' equity 2,622 2,594 2,514

Total Assets 6,352 6,300 6,118 Total Liab. & SE 6,352 6,300 6,118

9 months September 30
12 months 

September 30 For the year ended December 31st

2017 2016 2017 2016 2015 2014* 2013*
Leverage Ratios 
Total debt-to-capital 49.3% 48.6% 49.3% 49.0% 49.3% 49.0% 47.7%

Cash flow-to-total debt 2 13.1% 12.9% 14.6% 14.3% 13.5% 14.2% 14.7%

(Cash flow - Dividends)/Capex 51.7% 62.8% 61.7% 72.5% 43.8% 75.9% 90.9%

Coverage Ratios 
EBIT-to-gross interest (times) 1 2.01 1.94 2.43 2.35 2.27 2.23 2.09 

EBITDA-to-gross interest (times) 3.59 3.39 4.02 3.84 3.64 3.61 3.38 

Fixed-charges coverage (times) 2.01 1.94 2.43 2.35 2.27 2.23 2.09 

Profitability Ratios
EBITDA margin 62.7% 63.0% 63.9% 64.1% 63.9% 64.2% 62.4%

EBIT margin 35.3% 36.1% 38.8% 39.3% 39.9% 39.8% 38.7%

Profit margin 20.2% 16.5% 23.3% 20.7% 18.5% 17.8% 17.3%

Return on avg. common equity 2, 3 8.8% 7.6% 11.3% 10.4% 9.7% 9.5% 10.5%

* Amalgamated FEI financial statements are presented as if the Amalgamation occurred on January 1, 2013. 
1 Adjusted for operating leases.  2 Cash flow is annualized for 9 months to September 30.  3 Excludes goodwill.
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Current 2016 2015 2014 2013 2012

Issuer Rating A A A A A A

MTNs & Unsecured Debentures A A A A A A

Purchase Money Mortgages - Discontinued A A A A

Commercial Paper R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low) R-1 (low)

Related Research
• Rating Companies in the Regulated Electric, Natural Gas and Water Utilities Industry, September 22, 2017. 

• DBRS Criteria: Commercial Paper Liquidity Support for Non-Bank Issuers, March 22, 2017.

Previous Report
• FortisBC Energy Inc.: Rating Report, December 22, 2016.

Notes:
All figures are in Canadian dollars unless otherwise noted. 
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FortisBC Energy Inc.
Largest local gas distribution company in British Columbia

Summary Rating Rationale
FortisBC Energy Inc.'s (FEI) credit quality is driven by its low business risk gas transmission
and distribution assets that operate in a credit supportive regulatory environment and its
monopoly position. The company has a long term track record of earning its allowed return
on equity and its cash flow continues to be highly predictable. This is offset by the company's
weak financial metrics, with limited headroom at the current rating level, that are primarily
a product of the allowed return on equity and the equity component of its capital structure.
The rating reflects FEI's independence from heavily levered parent Fortis Inc.

Exhibit 1

Historical CFO Pre W/C, Total Debt and CFO Pre W/C to Debt
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Source: Moody's Financial Metrics

Credit Strengths

» Low risk gas transmission and distribution business

» Credit supportive regulatory environment

» Stable cash flow

Credit Challenges

» PBR marginally increases risk compared to cost of service regulation

» High leverage and weak financial metrics

» FEI is independent of heavily levered parent Fortis Inc.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1081767
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Rating Outlook
The stable outlook is based on our expectation of a continuing supportive regulatory environment and stable, albeit weak financial
metrics with ongoing limited headroom at the current rating level.

Factors that Could Lead to an Upgrade
Given the ongoing forecasted weakness in credit metrics an upgrade is unlikely. We could upgrade the company with a material
sustained improvement in financial metrics, including a ratio of CFO pre W/C to debt in the mid to high teens.

Factors that Could Lead to a Downgrade
While we don't expect it, several factors could lead to a downgrade. For example, an unexpected, material adverse regulatory decision
or a forecast of a sustained deterioration in credit metrics including CFO pre-W/C to debt of less than 11%.

Key Indicators

Exhibit 2

KEY INDICATORS [1]                

FortisBC Energy Inc.

12/31/2013 12/31/2014 12/31/2015 12/31/2016 3/31/2017(LTM)

CFO pre-WC + Interest / Interest 2.5x 2.5x 2.2x 2.5x 2.7x

CFO pre-WC / Debt 12.9% 11.5% 8.4% 13.5% 15.2%

CFO pre-WC – Dividends / Debt 6.2% 7.6% 3.1% 8.8% 10.3%

Debt / Capitalization 44.9% 46.5% 46.7% 46.3% 45.3%

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Detailed Rating Considerations
CREDIT SUPPORTIVE REGULATORY ENVIRONMENT

FEI's A3 rating has been primarily driven by its credit supportive regulatory environment and its monopoly position. Rates have typically
been set using a cost of service framework and a forward test year that has enabled the company to recover its costs and earn an
allowed return established by the regulator, the British Columbia Utilities Commission, resulting in stable cash flow. The company
has a track record of passing through its commodity costs in rates and has no direct exposure to commodity price risk and limited
volume risk. To the extent that these and many other costs differ from forecast values, deferral or true up mechanisms limit exposure
to forecast error. As a result the company has a long track record of earning the return on equity (ROE) established by the regulator.

For capital projects in excess of $15 million the company requires a certificate of public convenience and necessity (CPCN) that reduces
the probability of cost disallowances, a credit positive. For large capital projects, the company receives a weighted average cost of
capital in rates for financing costs incurred during construction; however, depreciation charges only begin once projects are complete
and added to rate base. We do not believe the company has experienced any material cost disallowances. Decisions from the regulator
tend to be reasonably predictable, consistent and transparent with a consultative approach. We have noted regulatory lag in some
recent decisions, but the company has generally received interim rates as requested, mitigating some lag effects. Generally, when utility
or other stakeholders materially disagree with some aspects of decisions, they have been successful in asking the regulator to review
and vary its decisions with final outcomes acceptable to all parties as evidenced by a lack of court challenges. The company has access
to the courts to challenge regulatory decisions, although this has not happened since the utility was acquired by Fortis Inc in 2007. The
legislative and judicial underpinnings of the regulatory framework continue to be stable. We view debt-financed deferral accounts as a
credit negative, however the balances remain small.

The company benefits from a monopoly position. We believe that its customers, who are primarily residential, continue to have the
capacity and willingness to pay their bills.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.

2          26 July 2017 FortisBC Energy Inc.: Largest local gas distribution company in British Columbia
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PBR MARGINALLY INCREASES RISK

The shift to performance based regulation (PBR) marginally increases risk because of the potential for higher cash flow volatility
compared to cost of service regulation. However, we believe that management will be successful in achieving the challenges inherent
in its PBR plan and continue to earn the allowed return on equity established by the regulator. Performance based regulation utilizes a
formula based approach to rate making. Revenues associated with controllable operating expenses and capital expenditure are adjusted
on an annual basis during the 6 year period of the plan, from 2014-2019. Each year they are adjusted for inflation, by a productivity
or X-factor of 1.1% (FBC 1.03%), while initial rates were based on 2013 cost of service based rates with some adjustments. Many
costs remain pass through items; for example, interest expenses and taxes limiting risk to the utility. The PBR plan has a symmetrical
earnings sharing mechanism that is partially subject to service quality indicators. An annual review process forms part of the PBR plan
to mitigate the risk of the plan failing to achieve its objectives. CPCN capital is excluded from formula driven capital spending.

STABLE CASH FLOW AND WEAK FINANCIAL METRICS

We expect the company to continue to generate stable cash flow, a key credit strength. Underpinning this stability, cash flow from
operations is generally a function of the company's rate base, its deemed capital structure (38.5% equity), the allowed return on
equity (8.75%) and depreciation. Our analysis assumes that the company continues to earn its allowed ROE and that there are
no material changes stemming from the next cost of capital decision. We expect the company's dividend policy net of any equity
injections will maintain the deemed capital structure. The company is forecast to have limited financial metric headroom at the
current rating. Planned large capital projects are expected to place some downward pressure on credit metrics; for example, the Tilbury
LNG Expansion Project (Tilbury 1A) with a capital cost of about $400 million (excluding AFUDC and scope changes) places some
downward pressure on financial metrics because depreciation cash flow will not begin until this project is fully operational. We expect
the project to start operating in the second half of 2017 and be fully operational in 2018, when depreciation cash flow will begin. The
amalgamation placed some downward pressure on financial metrics in 2015 and 2016 as the company unwound a regulated liability.

FEI IS INDEPENDENT OF HEAVILY LEVERED PARENT FORTIS INC

We consider FEI to be operationally and financially independent of ultimate parent Fortis Inc. (FTS, Baa3 stable). FEI benefits from
access to a large and diversified parent that may facilitate streamlining operations and costs and provides strong access to capital
markets. The company may periodically rely on its parent for equity injections to maintain its capital structure in line with the
regulator's established parameters. We expect that FTS would provide extraordinary support to FEI, if required, provided that the
parent had the economic incentive to do so. We believe that the parent will continue to have sufficient resources to provide support, if
required. At FYE 2016, FTS had a $2.2 billion committed revolving credit facility at the FTS corporate level, of which $1,122 million was
unused. Ring fencing provisions at FEI limit the ability of Fortis Inc to upstream cash, although we do not believe the parent would seek
to increase leverage above levels established by the regulator. Offsetting these benefits, Fortis Inc has very high levels of leverage and
holding company debt and is dependent upon its many subsidiaries, including FEI, to make distributions, to service its obligations. Our
view of parent Fortis Inc does not currently limit the rating of FEI.

Liquidity Analysis
FEI has adequate liquidity. For LTM 1Q17, FEI had negative free cash flow of $111 million as a result of $342 million CFO, $123 million
dividends and $330 million capex (all numbers are Moody's adjusted). We estimate annual negative free cash flow at $180-200 million
in 2017 on the basis of about $420 million capex and $120 million annual dividends (all numbers are Moody's adjusted). We expect FEI
to manage dividend payouts and parent equity injections to maintain the equity layer close to the approved level of 38.5% along with
its capex spending and borrowing profile.

FEI has a $700 million syndicated credit facility maturing in August 2021 that supports a commercial paper program. The company is
currently well below the debt to total capitalization ratio covenant (maximum 75%) in the credit agreement. At March 31, 2017, $514
million was available under this facility.

FEI has a $6 million capital lease obligation maturing in the next 12 months. FEI's next debt maturity is $150 million of unsecured
debentures due in 2026. We expect that FEI will be able to refinance upcoming debt repayments.
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Profile
FEI, headquartered in Vancouver, is the largest gas local distribution company (LDC) in British Columbia serving about 997,500
customers, around 90% of which are residential. As the result of the amalgamation on December 31, 2014, FEI began to consolidate
results of FortisBC Energy (Vancouver Island) Inc. (FEVI; A3 prior to consolidation), FortisBC Energy (Whistler) Inc. (FEW, not rated) and
Terasen Gas Holdings Inc. (TGHI; not rated). FEI is regulated by the British Columbia Utilities Commission (BCUC). From 2010 to 2013,
FEI's revenue requirement was determined under cost of service regulation. For the 2014-2019 period, FEI is subject to PBR, which was
previously in effect from 2004 to 2009. FEI is a wholly-owned subsidiary of FortisBC Holdings Inc. (FHI not rated) which, in turn, is
wholly owned by Fortis Inc., a diversified electric and gas utility holding company.

Rating Methodology and Scorecard Factors

Exhibit 3

Regulated Electric and Gas Utilities Industry Grid [1][2]   

Factor 1 : Regulatory Framework (25%) Measure Score Measure Score

a) Legislative and Judicial Underpinnings of the Regulatory Framework A A A A

b) Consistency and Predictability of Regulation Aa Aa Aa Aa

Factor 2 : Ability to Recover Costs and Earn Returns (25%)

a) Timeliness of Recovery of Operating and Capital Costs Aa Aa Aa Aa

b) Sufficiency of Rates and Returns Baa Baa Baa Baa

Factor 3 : Diversification (10%)

a) Market Position A A A A

b) Generation and Fuel Diversity N/A N/A N/A N/A

Factor 4 : Financial Strength (40%)

a) CFO pre-WC + Interest / Interest  (3 Year Avg) 2.5x Ba 2.5x - 3x Ba

b) CFO pre-WC / Debt  (3 Year Avg) 12.0% Baa 11% - 13% Baa

c) CFO pre-WC – Dividends / Debt  (3 Year Avg) 7.0% Baa 6% - 9% Baa

d) Debt / Capitalization  (3 Year Avg) 45.8% A 46% - 49% A

Rating:

Grid-Indicated Rating Before Notching Adjustment A3 A3

HoldCo Structural Subordination Notching 0 0 0 0

a) Indicated Rating from Grid A3 A3

b) Actual Rating Assigned A3 A3

Current 

LTM 3/31/2017

Moody's 12-18 Month Forward 

View

As of Date Published [3]

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations;
[2] As of 3/31/2017(LTM);
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody’s Financial Metrics™

Ratings

Exhibit 4
Category Moody's Rating
FORTISBC ENERGY INC.

Outlook Stable
Senior Unsecured -Dom Curr A3

ULT PARENT: FORTIS INC.

Outlook Stable
Issuer Rating -Dom Curr Baa3
Senior Unsecured Baa3

Source: Moody's Investors Service
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Rating Update



The credit profile of FortisBC Energy Inc. (FEI or the Company) has remained Stable, based on Q2 2012 results and the latest regulatory development. The Medium-Term Notes (MTNs) & Unsecured Debentures (Debentures) have the same rating as the Purchase Money Mortgages (PMMs) based on the following: (1) the outstanding amount of the PMMs is not significant (17% of the total); and (2) DBRS does not expect FEI to issue additional PMMs in the future. The rating reflects FEI’s low-risk business with predominantly regulated operations in an economically strong area, a solid financial profile and a reasonable regulatory environment.

FEI’s low-risk business is underpinned by its regulated gas transmission and distribution operations (virtually all of FEI’s earnings) and sizable customer base (835,000 or 90% of the province’s natural gas users at the end of Q2 2012). Competition in the Company’s franchise area remains primarily electricity, with FEI currently having a competitive operating cost advantage due to the current low natural gas price environment. The regulatory framework in British Columbia is viewed as reasonable in terms of cost recovery, returns on equity (ROE of 9.5%) and capital structure (40%). However, the Company’s ROE and deemed equity could be affected in 2013 due to a regulatory review (see Regulation). Any regulatory change that may have a significant negative impact on FEI’s earnings and cash flow could weaken the Company’s credit profile.


The change to US GAAP from Canadian GAAP (effective January 2012) does not have a material impact on the Company’s credit profile. The Company’s financial profile remained relatively stable in Q2 2012, with solid credit metrics. The decline in EBIT-interest coverage reflects higher interest expenses from “lease-in lease-out arrangements” under US GAAP. This ratio remained stable at above 2.00x under historical Canadian GAAP. FEI is expected to generate negative free cash flow in 2012 as a result of capital spending ($224 million in 2012), which is mainly due to sustaining capital projects. DBRS expects FEI to continue to finance the deficits by managing its dividend payouts and equity issuances to the parent, as well as debt issuances, and maintaining its debt-to-capital ratio in line with the current rating. In the absence of an adverse regulatory decision on its ROE and capital structure beyond what DBRS has expected, FEI’s credit metrics are expected to remain relatively stable, supported by higher earnings and cash flow.

Rating Considerations




		Strengths

		

		Challenges



		(1) Low business risk and reasonable regulation

(2) Economically strong service territory

(3) Stable and solid financial profile

(4) A large customer base

		

		(5) Volume risk

(6) Indirect access to the equity market

(7) Potential change in ROE and deemed equity


(8) Competition from electricity 





Financial Information






FortisBC Energy Inc. (FEI)USGAAPUSGAAPCGAAPCGAAPCGAAPCGAAP


12 mos.          For the year ended December 31


(CA$ millions)Jun. 30. 1220112011201020092008


EBIT gross interest coverage (1)1.58           1.57          2.21        2.20        2.00        1.97        


Total debt in capital structure (2)59.6%62.6%62.0%62.6%66.4%66.4%


Cash flow/Total debt12.8%11.5%11.8%10.9%10.3%10.1%


Cash flow/Capex1.28           1.19          1.13        1.13        1.22        1.35        


Net income before extra. items115            110           102         93           87           92           


Cash flow from operations215            201           191         177         170         166         


(1) Adjusted for operating leases. (2) Adjusted for Goodwill and "lease- in lease-out" under US GAAP.




Simplified Organization Chart as of June 30, 2012





Potential Amalgamation

FortisBC Energy Inc, FortisBC Energy (Vancouver Island) Inc., and FortisBC Energy (Whistler) Inc. filed an application in in April 2012 for common rates and amalgamation across the combined service area. The amalgamation would require the approval of the British Columbia Utilities Commission (BCUC) and consent of the Government of British Columbia.


At this time, DBRS believes the potential amalgamation and associated rate harmonization will likely be credit neutral to FEI, provided that there are no material changes that will negatively affect its rate base and/or its current business model or ROE and capital structure. 


Transition to US GAAP


· Effective January 1, 2012, FEI retroactively adopted US GAAP with the restatement of the comparative reporting period. The major impact on key credit ratios in this report reflects the following changes:


(1) Total assets increased by $951 million due primarily to increases in goodwill, regulatory assets and fixed assets due to the application of push-down accounting.

(2) Total liabilities increased by $202 million due mainly to increases in long-term liabilities as a result of lease-in lease-out arrangements.

(3) The equity base increased by approximately $750 million. The increase was a result of push-down accounting in connection with the Fortis acquisition in 2007.

· The change in accounting reporting did not have a material impact on the credit profile of the Company.

Rating Considerations Details



Strengths


(1) Low business risk. FEI’s operations are predominantly regulated, as most of its earnings are generated from the natural gas transmission and distribution businesses. The competition is limited to other forms of energy (electricity). The regulatory framework in British Columbia is reasonable with respect to cost recovery and returns on investment. FEI is not exposed to commodity costs as natural gas costs are passed on to the customers, with quarterly adjustments.

(2) Economically strong franchise. FEI operates in an economically strong service area that includes the City of Vancouver. The customer mix is weighted toward residential and commercial customers (roughly 90% of distribution revenues, 54% of throughput), whose consumption is less sensitive to economic conditions.

(3) Solid credit metrics. FEI has maintained its capital structure in line with the regulatory structure (required by the regulator). The current debt-to-capital level of 60% and EBIT interest coverage over of 2.00 times (x) (adjusted for goodwill and “lease-in lease-out” arrangement under US GAAP) are commensurate with its current rating range. DBRS notes that FEI’s cash flow-to-debt ratio has improved consistently since 2007 and was in line with the “A” rating category for the 12 months ended June 30, 2012.

(4) A large customer base. FEI had a large customer base of approximately 835,000 at the end of Q2 2012. This represented approximately 90% of natural gas users in the province. 

Challenges


(1) Volume risk. The Company is exposed to volume risk on industrial and transportation customers, who accounted for approximately 46% of the Company’s total throughput in 2011 (over 5% of revenue). These customers’ usage is sensitive to economic conditions (such as the pulp and paper industries). 

(2) Indirect access to the public equity market. FEI has no direct access to the public equity market. As a result, it finances cash flow deficits by managing its dividend payouts to the parent and through equity issuances to the parent, as well as other debt issuances. When deemed equity changed in 2010, increasing from 35% to 40%, the Company issued $125 million in equity to the parent to maintain its capital structure in line with the regulator’s requirement. The company’s current rating incorporates DBRS’s expectation that the parent will continue to provide financing support in the future if required.


(3) Generic Cost of Capital Proceeding (GCOC Proceeding). In April 2012, the BCUC issued a final scoping document identifying the items that will be reviewed as part of GCOC Proceeding, which includes, among other things: (a) the cost of capital for a benchmark low-risk utility effective January 2013; and (b) if it is determined by the GCOC Proceeding that a ROE automatic adjustment mechanism is warranted, it would be implemented January 2014. The decision is expected in Q1 2013. The GCOC Proceeding could have a negative impact on FEI’s earnings.

(4) Competitive environment. Natural gas distribution operators in British Columbia face more intense competition from electricity than other provinces in Canada (except Québec) due to low power costs in the province. However, FEI currently benefits from a low gas price environment, which is expected to remain low for the foreseeable future. 

Regulation




Overview 

DBRS views the regulatory framework in British Columbia as reasonable, as it allows FEI to earn a reasonable return on its capital investment and to recover prudently incurred operating costs. In addition, the Company does not have exposure to gas price risk since costs are generally passed through to the customers, subject to a reasonable regulatory lag. FEI is regulated by the BCUC. 

· The BCUC uses a future test year to establish rates for a utility. FEI forecasts the volume of gas to be sold, gas supply costs and all operating costs that are incurred in the test year.


· The BCUC will set rates to permit FEI to collect all of its approved forecast costs.


· FEI has a number of deferral accounts that are used to ameliorate unanticipated changes in certain forecast items, including the following two mechanisms:

(1) Commodity Cost Reconciliation Account (CCRA) and Midstream Cost Reconciliation Account (MCRA):

· Any differences between actual and forecast gas costs are captured and recorded in these deferral accounts to be recovered or refunded in future rates.

· Forecast gas prices are adjusted on a quarterly basis for the commodity rates, mitigating the impact of the recovery lag. 


(2) Revenue Stabilization Adjustment Mechanism (RSAM):

· The RSAM seeks to stabilize revenues from residential and commercial customers through a deferral account that captures variances in forecast versus actual customer usage throughout the year to recover them in rates over the following three years. This reduces FEI’s earnings volatility.

· Volume variances from large-volume industrial transportation and sales customers, which account for approximately 46% of FEI’s total throughput (2011), are not included in this deferral account. However, these customers’ usage is more predictable and less likely to be significantly affected by weather, even though it is sensitive to economic conditions. 


Rate Design

· Prior to 2010, FEI operated under a performance-based rate plan (PBR).

· In 2010 and 2011, FEI operated under traditional cost-of-service rate making.

· In April 2012, the BCUC issued a decision on the FortisBC Utilities (collectively consisting of FEI, FEVI and FEW) 2012/2013 Revenue Requirement Application (RRA).

· The final delivery rate increase effective January 1, 2012, was 4.2% (a decrease of approximately 1.4% as compared to FEI’s existing interim delivery rates for 2012).


· The difference between interim rates and final rates will be refunded to customers starting June 1, 2012.


· From 2010 through 2012, the Company’s ROE and deemed equity were at 9.50% and 40%, respectively.


Regulatory Ring-Fencing


· The regulatory ring-fencing imposed on FEI by the BCUC at the time Fortis Inc. acquired FEI in 2007 (a continuation of the ring-fencing imposed upon acquisition of the former Terasen Inc. by Kinder Morgan Inc. in 2005) is intended to ensure that public interest is protected and that FEI will continue to operate as a separate, stand-alone entity without undue parental influence. One of these conditions is that FEI must maintain its debt-to-capital ratio in line with the regulatory capital structure.


Earnings and Outlook





USGAAPUSGAAPCGAAPCGAAPCGAAPCGAAP


Consolidated Income Statement: FEI12 mos.          For the year ended December 31


(CA$ millions)Jun. 30. 1220112011201020092008


EBITDA354            333           323         317         297         292         


EBIT 243            241           233         226         214         214         


Gross interest expense158            158           108         104         109         111         


Pre-tax income129            127           129         123         106         103         


Income tax13              16              27           30           19           12           


Net income before extra. items115            110           102         93           87           92           


Reported net income115            110           102         93           87           92           


Return on equity7.9%7.8%9.8%9.8%9.9%10.4%


Regulated mid-year rate base 2,725         2,634        2,634      2,540      2,547      2,510      


Approved deemed equity40%40.0%40.0%40.0%35.0%35.0%


Allowed ROE9.50%9.50%9.50%9.50%8.99%8.62%




Summary


· Earnings in 2011 and the 12 months ended June 30, 2012 (LTM 2012) continued to benefit from the 2009 ROE and capital structure decision, which established higher ROE and deemed equity for post 2009 years, and a modestly higher rate base.

· Volume usage volatility as a result of changes in weather conditions is mitigated by the RSAM, which allows FEI to defer variances due to changes in usage rates, to be recovered/refunded over the subsequent three years. 


Outlook


· The Company’s 2012 earnings are expected to increase modestly as the rate base continues to grow, reflecting ongoing capital expenditures.

· Although the decision on the current GCOC Proceeding could have a negative impact on FEI’s future earnings, DBRS does not expect the impact to be significant.

Financial Profile





USGAAPUSGAAPCGAAPCGAAPCGAAPCGAAP


Consolidated Cash Flow Statement: FEI12 mos.          For the year ended December 31


(CA$ millions)Jun. 30. 1220112011201020092008


Net income before extra. items115110102938792


Depreciation & amortization1119289918378


Deferred income taxes/Other(11)(1)(1)(7)0(4)


Cash flow from operations215201191177170166


Dividends paid(85)(85)(85)(84)(67)(100)


Capex(167)(169)(169)(157)(139)(123)


Free cash flow before WC(37)(53)(63)(64)(36)(57)


Changes in working capital (WC)838595(15)1633


Net free cash flow453132(79)(20)(24)


Assets sales/Divestitures0000014


Net changes in equity650012500


Net changes in debt55(16)(12)(24)6(5)


Other/Adjustments by DBRS(29)(14)(17)(13)722


Change in cash137229(7)7


Total debt1,6701,7371,610      1,623      1,647      1,640      


Total debt in capital structure 46.9%49.1%60.5%61.3%65.2%65.2%


Total debt in capital structure (1)59.6%62.6%62.0%62.6%66.4%66.4%


Cash flow/Total debt12.8%11.5%11.8%10.9%10.3%10.1%


EBIT gross interest coverage (2)1.58           1.57          2.21        2.20        2.00        1.97        


Total debt/EBITDA4.72           5.22          4.99        5.13        5.55        5.62        


Capex/Depreciation1.51           1.84          1.89        1.72        1.68        1.57        


Dividend payout ratio73.8%77.1%83.4%90.1%76.8%109.3%


(1) Adjusted for Goodwill and "lease- in lease-out" under US GAAP(2) Adjusted for operating leases. 




Summary


· Cash flow from operations has increased steadily, reflecting the Company’s growing earnings. 


· Capital investments to support load growth and system reliability have also increased considerably over this period. This, combined with high dividend payouts (an average of 85% over the last four years), has resulted in cash flow deficits (before working capital).

· The Company continued to manage its dividend payouts and equity issuances so that its capital structure is in line with the conditions imposed by the BCUC, which stipulates that FEI must maintain its capital structure in line with the regulatory structure.


· When deemed equity changed in 2010, increasing to 40% from 35%, the Company issued $125 million in equity to its parent to maintain its capital structure in-line with the regulatory requirement. 


· FEI’s credit metrics remained stable in 2011 and LTM 2012 and were commensurate with the current rating.

· The transition to US GAAP reduced the debt-to-capital ratio to below 50% due mainly to push-down accounting for regulatory assets and goodwill, which resulted in increases in the equity base (approximately $750 million) and long-term liabilities of $202 million. These changes did not affect the Company’s credit profile.

· DBRS notes that EBIT-interest coverage is below 2.00x under US GAAP but would remain at over 2.00x under historical Canadian GAAP.

Outlook

· Cash flow deficits are expected to continue as capital expenditures are expected to remain high at approximately $224 million in 2012 (DBRS estimate) largely due to the sustaining capital program. DBRS expects that FEI continues to finance its capex by managing dividends and equity issuances to the parent as well as other debt issuances and maintaining its capital structure in line with its current rating range.


Long-Term Debt and Liquidity




Liquidity



Credit Facilities (June 30,  2012)CommittedDrawn/LCAvailableExpiry


($ millions)


Syndicated unsecured credit facility50051449Aug-14


Total50051449




· The credit facility is primarily used to support FEI’s $500 million commercial paper (CP) program.

· Due to the seasonal nature of the business, liquidity requirements peak in the fall and winter.

· DBRS views FEI’s liquidity as sufficient for its funding requirements during the peak period, given its stable cash flow and modest long-term debt due in the near term.

Long-Term Debt Maturity Schedule 

· The Company’s near-term refinancing risk remains modest, as the debt maturity schedule is light until 2016 when over $200 million (or 13%) of total debt will be due (see the debt maturity table in our February 29, 2012, report).

· DBRS believes that refinancing of the debt maturity is manageable, given the Company’s strong credit profile.


Debt Instruments



Debt Instruments20112010


(C$ millions)


Credit facilities65                     178                


Secured Purchase Money Mortgages275                   275                


Unsecured Debentures and MTNs1,270               1,173             


Capital leases15                     13                   


Total1,624               1,639             


  Less: Current portion and LT issue costs(14)                   (16)                 


Total1,610               1,623             




· MTNs and Unsecured Debentures have the same rating as PMMs based on the following: (1) the outstanding amount of the PMMs is not significant (only 17% of the total); and (2) DBRS does not expect FEI to issue new PMMs in the future.

· The bank facility is unsecured but is rated equally with the Company’s secured and unsecured debt.

· In December 2011, FEI issued $100 million of unsecured MTNs, maturing in 2041. The net proceeds were used to repay short-term borrowings and for general corporate purposes.



Balance Sheet


USGAAP


USGAAP


CGAAP


USGAAP


USGAAP


CGAAP


(CA$ millions)


Jun. 30


Dec. 31


Dec. 31


Jun. 30


Dec. 31


Dec. 31


Assets


2012


2011


2011


   Liabilities & Equity


2012


2011


2011


Cash & equivalents


146


17


17


   S.T. borrowings


0


65


65


Accounts receivable


144


238


238


   Current portion L.T.D.


7


7


3


Inventories


75


101


101


   Accounts payable


217


304


304


Rate stabilization account


19


69


69


   Others


69


38


39


Others


21


13


13


   Rate stabilization account


45


19


19


Total Current Assets


405


439


439


    Total Current Liabilities


338


433


430


Net fixed assets


2,582


2,573


2,513


    LT debt/Capital leases


1,663


1,665


1,543


Goodwill


769


769


0


    Deferred income taxes


304


298


304


Intangibles


122


117


117


    Other L.T. liabilities


230


238


155


Other assets


578


557


435


    Rate stabilization account


31


22


22


    Shareholders' equity


1,890


1,799


1,050


Total Assets


4,456


4,454


3,503


    Total Liab. & SE


4,456


4,454


3,503






USGAAPUSGAAPCGAAPCGAAPCGAAPCGAAP


Balance Sheet &12 mos.           For the year ended December 31


Liquidity & Capital Ratios Jun. 30. 1220112011201020092008


Current ratio1.20           1.01          1.02        0.94        0.88        0.80        


Total debt in capital structure 46.9%49.1%60.5%61.3%65.2%65.2%


Total debt in capital structure (1)59.6%62.6%62.0%62.6%66.4%66.4%


Cash flow/Total debt12.8%11.5%11.8%10.9%10.3%10.1%


Cash flow/Total debt (2)12.1%10.9%11.2%10.3%9.8%9.6%


Cash flow/Capex1.28           1.19          1.13        1.13        1.22        1.35        


(Cash flow - dividends)/Capex0.78           0.68          0.62        0.59        0.74        0.54        


Approved deemed equity40.0%40.0%40.0%40.0%35.0%35.0%


Dividend payout ratio73.8%77.1%83.4%90.1%76.8%109.3%


Coverage Ratios (times)


EBIT gross interest coverage 1.53           1.52          2.17        2.17        1.96        1.92        


EBITDA gross interest coverage 2.23           2.10          3.00        3.04        2.72        2.62        


Fixed-charge coverage 1.80           1.78          2.17        2.17        1.96        1.92        


Debt/EBITDA4.72           5.22          4.99        5.13        5.55        5.62        


EBIT gross interest coverage (2)1.58           1.57          2.21        2.20        2.00        1.97        


Profitability Ratios


EBITDA margin27.8%24.6%23.8%23.2%20.7%17.5%


EBIT margin19.1%17.8%17.2%16.6%14.9%12.8%


Profit margin9.1%8.2%7.5%6.8%6.0%5.5%


Return on equity7.9%7.8%9.8%9.8%9.9%10.4%


Return on capital7.2%7.0%6.5%6.2%6.2%6.4%


Allowed ROE9.5%9.5%9.5%9.5%9.0%8.6%


(1) Adjusted for Goodwill and "lease- in lease-out" under USGAAP(2) Adjusted for operating leases. 
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