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Research Update:

MDU Resources Group Inc. And Subsidiary 'BBB+'
Corporate Credit Ratings Affirmed; Outlook Stable

Overview

e MDU Resources Group Inc. announced it is exploring the sale of its
exploration and production (E&P) business.

« W are affirnmng our 'BBB+' corporate credit ratings on MDU Resources
Goup Inc. and Centennial Energy Hol di ngs Corp

* W assess Centennial Energy Holdings Corp., a wholly owned subsidiary of
MDU Resources Group, as a core subsidiary of MDU, with the sanme corporate
credit rating as the parent conpany.

e The stable outlook reflects our expectation that the ratings on MbU and
Centennial are unlikely to change during the outl ook period.

Rating Action

On Nov. 10, 2014, Standard & Poor's Ratings Services affirmed its ' BBB+
corporate credit ratings on MDU Resources Group Corp. and subsidiary
Cent enni al Energy Hol di ngs Corp. The outl ook is stable.

Rationale

The affirmation reflects our expectation that if the conpany were to conplete
a sale of its E&P business, the inpact on its "satisfactory" business risk
woul d be neutral. Al though MDU s business risk assessment woul d benefit from
t he higher proportion of regul ated earnings following the sale of the nore
vol atil e E&P busi ness, the transacti on woul d reduce business diversity and

pl ace greater dependence on the nonregul ated construction business. In
addi ti on, we expect financial neasures to remmin consistent with our current
financial risk assessnment of "internediate." The current ratings on MDU al so
i ncorporate the conpany's inproving construction business operations, with

i ncreasi ng revenues, margins, and backl og. Neverthel ess, we believe this

busi ness will continue to be very volatile and cyclical. Al though the conmpany
is rebalancing its E& portfolio toward nore profitable oil production, its
snmal | scal e of operations and the inherent volatility of the E&P industry
remai n weaknesses in the overall rating.

We view MDU s business risk profile as satisfactory. MDU is a diversified
natural resources conpany currently operating in three main business segnments:
utilities and pipelines, E&, and construction services and materials. Qur
assessnent is based on the diversity of its business operations and the
relative stability of its regul ated operations, which provide steady and
predictabl e cash flows. This business diversity currently provides a one-notch
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uplift to the ratings. W consider the conpany's individual segnments weaker
because of their linmted scope of operations. The business risk profile
benefits fromthe stability of MDU s regulated utilities and pipeline

busi nesses, whi ch together contributed about 30% of earnings for the past 12
nont hs ended Sept. 30, 2014.

The business risk profile also incorporates the historically significant
earnings and cash flow contribution fromits largely unregul ated Centennia
busi nesses, particularly the Fidelity Exploration & Production Co. and Knife
Ri ver Corp. units.

An i nmprovi ng housi ng market and favorabl e federal transportation fundi ng have
aided Knife River, a midsize construction nmaterials conpany. Knife River has
benefitted from hi gher construction workloads as the U S. econony has

i nproved, as well as stronger margins in its asphalt, oil, and ready-m X
concrete product lines, due to a |lower cost structure and increased public
spendi ng. As of Sept. 30, 2014, the conpany's backlog in its construction
material s and contracting busi ness was $476 nillion, conpared with $525
mllion a year ago, and consists prinmarily of public works (about 87% . The
construction services backlog on Sept. 30, 2014, was $348 mllion, conpared
with $433 mllion a year ago.

The conpany's E&P business is fairly nodest, with year-end 2013 reserves of
484 billion cubic feet equival ent (roughly 45% natural gas, 82% proved

devel oped, and a proved devel oped reserve life of about 6.5 years). Thanks to
its position in the Bakken regi on and Paradox Basin, the conpany has been able
to focus on increasing its |iquids production, which accounted for about 61%
of total production for the quarter ended Sept. 30, 2014, conpared with only
18% i n 2008.

We consider MDU Resources' financial risk profile "internediate," due to the
relatively steady cash flows fromthe conpany's utilities business and its
largely stable credit nmeasures. Consolidated credit neasures are currently in
line with our expectations and the rating category. For the past 12 nonths
ended Sept. 30, 2014, adjusted debt to EBI TDA was 2.5x and funds from
operations (FFO) to total debt was 32.4% These neasures are relatively stable
and remai n | argely unchanged from previ ous periods. W expect MDU Resources to
generate EBI TDA of about $950 million in 2014 under our base case scenario.
Gven its conmitnment to maintaining a solid bal ance sheet, we expect MU
Resources to nanage capital spending and acquisitions to naintain FFOto tota
debt in the 35%area and debt to EBITDA in the 2.5x area. However, if natura
gas prices fail to materially inprove fromcurrent |evels and/or the
construction business operating results weaken, credit neasures could
deteriorate over the next 12 nonths.

The conpany's capital spending in recent years has exceeded its internally
generated funds as a result of increased investnents inits utilities and E&P

busi nesses. W expect the conpany will continue to invest heavily over the
next few years, and it will be cash-fl ow negative in 2014 and 2015. Although
these investnments will ultinately lead to increased revenue and cash flow, it
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is not likely to affect operational and financial performance until 2015 and
t hereafter.

Qur base case forecast assunmes (not including the inpact of the potential sale

of E&P busi ness):

 Capital spending of about $1.1 billion in 2014 and $950 nillion in 2015
(includes both growh and mai ntenance capital spending),

 Dividends of about $130 million per year, and

This results in the following credit neasures:
e Adjusted FFO to debt of about 30% 35%in 2014 and 2015, and
 Adjusted total debt EBITDA of about 2.5x through 2015.

Liquidity

W view MDU s stand-alone liquidity as "adequate" under Standard & Poor's
corporate liquidity nethodol ogy. W expect cash sources to exceed uses by nore
than 1.2x over the next year. On Sept. 30, 2014, MU had about $233 mllion in
cash and $615 nillion available under its various credit facilities.

Principal liquidity sources include:

e Cash of $233 million on Sept 30, 2014,

* $615 million avail able under credit facilities, and

* FFO of $800 million to $850 million in 2014 and 2015, according to our
estimate.

Principal liquidity uses include:

e Capital spending of $1.1 billion in 2014 and $950 nillion in 2015, and

e Annual dividends of about $135 nmillion

Outlook
The stable outl ook reflects Standard & Poor's expectation that MDU Resources
Goup Inc. will maintain its noderate financial policies, which have hel ped

of fset the volatility of its unregul ated businesses. In addition, the sale of
t he E&P business is not expected to affect ratings, because the increase in
stable, regulated earnings is offset by | ower business diversity and greater
exposure to the construction business.

Upside scenario

We do not expect positive rating actions over the next 12 nonths, given the
current high proportion of unregul ated earnings, |ow natural gas prices, and
the volatile industry conditions for its E&P and construction-rel ated

busi nesses. An upgrade would nost likely require evidence of inproved
stability of profitability of cash flows following the Fidelity transaction
conbi ned with stronger financial performance.

Downside scenario
We could lower the ratings if FFO to debt fell below 30% for a prol onged
peri od, which could happen if the conpany were to inplenent a nore aggressive
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financial policy, or the currently positive market conditions for the
construction business materially declined.

Ratings Snapshot

Corporate Credit Rating: BBB+/ Stabl e/ A2

Busi ness risk: Satisfactory

e Country risk: Very |ow

e Industry risk: Low

 Conpetitive position: Satisfactory

Fi nancial risk: Intermediate
 Cash flow Leverage: Internediate

Anchor: bbb

Modi fiers
e Diversification - Portfolio Effect: Mdderate (+1 notch)

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descri ptors For dobal Corporate Issuers, Jan. 2, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The Buil ding
Materials Industry, Dec. 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The G| And
Gas Exploration And Production Industry, Dec. 12, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

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

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

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

Ratings List

Ratings Affirmed

MDU Resources G oup Inc.
Cent enni al Energy Hol di ngs Inc.
Corporate Credit Rating BBB+/ St abl e/ A- 2

MDU Resources Group |Inc.
Cent enni al Energy Hol di ngs I nc.
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Conmrer ci al Paper A-2

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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