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Research Update:

Cascade Natural Gas Corp. 'BBB+' Rating
Affirmed; Outlook Stable

Overview

« US regulated utility Cascade Natural Gas Corp. has denonstrated a
gradual inprovenent in managi ng regulatory risk, which offsets narginally
weakeni ng financial neasures.

W are affirming our 'BBB+' issuer credit rating on Cascade Natural Gas
Corp. The outl ook is stable.

 Cascade Natural Gas recently received a $4 nillion rate case increase
based on a settlenment agreenent that included revenue decoupling.

e In our view, this outconme indicates a gradual inprovenent in nmanagenent
of regulatory risk and we consequently assess Cascade's business risk
profile at the higher half of the strong business risk profile category.

* W revised our assessnent of the conparable rating analysis nodifier to
negative fromneutral, reflecting our expectations for a nodest weakening
of financial neasures that will nore consistently reflect the | ower end
of the internmediate financial risk profile category.

e The stable outlook reflects our expectation that nmanagenent wll continue
to reach constructive regul atory outcones, avoiding any neani ngful rise
in business risk and that funds from operations (FFO to debt will
approxi nate 26%

Rating Action

On Sept. 20, 2016, S&P dobal Ratings affirnmed its 'BBB+' issuer credit rating
on Cascade Natural Gas Corp. The outlook is stable. We also affirnmed the
'"BBB+' rating on the senior unsecured debt.

Rationale

Qur issuer credit rating on Cascade is based on our assessments of its strong
busi ness risk profile and internediate financial risk profile.

The strong business risk profile reflects the conpany's | ower-risk regul ated
utility that has generally supportive regulation in O egon and Washi ngton and
a primarily residential and comrercial custoner base that supports cash flow
stability. Offsetting this is the conpany's snmall custonmer base in its lightly
popul ated two-state service territory and per capita incone in its service
territories that is weaker than the national average.

Recently the conpany received a rate case order that increases revenue hy
about $4 mllion, consistent with the settlenent, which also allows the
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conpany to inplenent a decoupling nmechanismthat we expect will allowthe
conpany to nore consistently earn closer to its allowed return on equity. This
outcome is consistent with our view of a gradual inprovenent in regulatory

ri sk nanagenent. Correspondi ngly, we assess Cascade's business risk profile at
t he higher half of the strong business risk profile category

W assess the financial neasures based on the nmedial volatility financial
rati o benchmarks, reflecting the conpany's lowrisk regulated gas distribution
utility and its effective managenent of regulatory risk that is generally
consistent with peers. W expect that the financial measures will be
consistent with the lower end of the internediate financial risk profile
category. Under our base-case scenario that incorporates ongoing capital
spendi ng and steady cost recovery through various rate nechanisns, such as
decoupling, and rate case increases in Oregon and WAshi ngton, we expect FFO to
debt of about 26% consistent with the |ower end of the intermedi ate financial
risk profile category.

The deternination of our initial assessnment of an 'a-' given the two potentia
outcomes ('a-' or 'bbb+') for the conbination of a strong business risk
profile and intermediate financial risk profile, reflects our assessnent of
Cascade' s business risk toward the upper end of the strong business risk
profile category relative to its conparably rated peers. Qur initia
assessnment is |lowered one notch, incorporating our assessnment of the negative
conparable rating analysis (CRA) nodifier, reflecting our expectations that
the financial neasures will consistently reflect the | ower end of the
internediate financial risk profile category. The stand-alone credit profile
(SACP) and issuer credit rating are ' BBB+' .

Liquidity

We assess Cascade's liquidity as adequate to cover its needs over the next 12
nont hs. We expect the conpany's liquidity sources to exceed its uses by nore
than 1.1x. Cascade's liquidity benefits from stable cash fl ow generati on,
anple availability under the revolving credit facilities, and nanageabl e debt
maturities over the next few years. The conpany's well-established and solid
bank rel ationships, the ability to absorb high-inmpact, |ow probability events
wi t hout the need for refinancing, and a satisfactory standing in credit

mar ket s al so support our assessnent of its liquidity as adequate.

Outlook

Qur stable rating outl ook reflects our expectation that managenent will
continue to focus on its core utility operations and reach constructive

regul atory outconmes to avoid any neani ngful rise in business risk. The outl ook
al so reflects our base case forecast |evel of adjusted FFO to debt of about
26% in line with the lower end of the range for the internmedi ate financi al
risk profile category.
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Downside scenario

We could | ower ratings on Cascade if we downgrade parent MDU Resources or if
Cascade's financial risk profile weakens significantly due to prol onged
deterioration in financial measures including FFO to debt bel ow 23% W could
also lower ratings if, in our opinion, there is material degradation in the
current insulation nmeasures and we | ower ratings on parent MU

Upside scenario

Hi gher ratings are contingent on either an upgrade on ultinmate parent MU
Resources or a higher stand-alone credit profile on Cascade. Cascade's
stand-al one credit profile could inprove if its financial neasures

strengt hened and consi stently exceeded our base-case forecast, including
adjusted FFO to total debt consistently in the middle of the range for the
internediate financial risk profile category, or FFO to debt of 27% 31%

Group Rating Methodology

Under our group rating nethodol ogy, we assess Cascade as a core entity to MDU
Resources Group Inc. since it is unlikely to be sold in the near term it
operates in lines of business or functions integral to the overall group
strategy; it has strong, long-termcomrtnments of support from senior group
managenment in good times and under stressful conditions; is closely linked to
MDU s reputation because of its regul ated nature; has been operating nore than
60 years; and it is likely to receive support fromthe group should it fal
into financial difficulty. In addition, Cascade's business is simlar to those
of MDU s principal utility operations, which will continue to be a |arge
portion of the consolidated group

In our opinion, the cumul ative val ue provided by structural and regul atory
protections, including dividend restrictions, maintaining an investnent grade
rating, a nonconsolidation opinion, regulatory approval for capital structure
changes, and an independent director, could insulate the credit quality of
Cascade from parent MDU and coul d provide S&P d obal Ratings with sufficient
basis to potentially differentiate our issuer credit rating on the subsidiary.

Qur ' bbb+ SACP and 'BBB+' |CR on Cascade are consistent with the 'bbb+ group
credit profile for parent MDU Resources G oup Inc.

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Stable/--

Busi ness risk: Strong

e Country risk: Very |ow

* Industry risk: Very | ow

e« Conpetitive position: Satisfactory
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Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a-

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

« Financial policy: Neutral (no inpact)

* Managenent and governance: Satisfactory (no inpact)

e Conparable rating anal ysis: Negative (-1 notch)

St and-al one credit profile: bbb+

Group rating met hodol ogy: Core (no inpact)

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Uilities: Key Credit Factors For The Regul ated
Uilities Industry, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

* CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, Insurance, And Sovereign |ssuers, My 7, 2013

* Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List

Rati ngs Affirmed

Cascade Natural Gas Corp.
Corporate Credit Rating BBB+/ St abl e/ - -
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Cascade Natural Gas Corp.
Seni or Unsecur ed AA-
Seni or Unsecur ed BBB+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at wwww. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at ww. st andardandpoors. com Use the Ratings search box | ocated
in the left colum.
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