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Research Update:

MDU Resources Group Inc. And Subsidiary 'BBB+'
Corporate Credit Ratings Affirmed, Outlook
Revised To Negative

Overview

+ MDU Resources Group Inc. announced that it has reached purchase and sal e
agreements on the mpjority of its exploration and production business
expected to cl ose before year-end 2015.

W are affirnming our 'BBB+' corporate credit ratings on MDU Resources
Group Inc. and Centennial Energy Hol dings Inc

« W are revising the outl ook to negative fromstable. The negative outl ook
reflects our expectations that funds from operations (FFO to debt could
weaken to the | ower-end of the range for the significant financial risk
profile category, reflecting FFO to debt consistently bel ow 23%

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

« The outl ook on subsidiary Cascade Natural Gas Corp. renmins stable
because it neets the provisions and conditions to be considered an
i nsul ated subsidiary.

Rating Action

On Nov. 30, 2015, Standard & Poor's Rating Services affirnmed its ' BBB+'
corporate credit ratings on MDU Resources Group Corp. and subsidiary

Cent enni al Energy Hol dings Corp. and revised the outl ook to negative from
st abl e.

Rationale

The negative outl ook reflects our expectation for weakening financial neasures
pro forma for the sale of MDU s E&P assets contained in its wholly owned
subsidiary Fidelity Exploration and Production Co. W have reassessed the
busi ness risk to be at the higher-end of the "satisfactory" category versus
the | ower-end where it was previously, reflecting the much hi gher proportion
of regul ated operations; nevertheless, at the sane tine, we are revising our
assessnent of financial risk to "significant" from"internmediate," largely

of fsetting the benefits to the business risk profile. Qur analysis

i ncorporates our expectations that FFO to debt will decline fromover 30% at
the end of 2014 to about 25%in 2015 and 2016 and that debt to EBITDA will be
approxi nately 3x over the next two years.
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Research Update: MDU Resources Group Inc. And Subsidiary 'BBB+' Corporate Credit Ratings Affirmed, Outlook
Revised To Negative

We have revised our conparable ratings analysis (CRA) assessnent to positive
fromstable reflecting the conpany's strategic decision to disproportionally
grow its lower-risk regulated utility businesses. Follow ng the sale of the
nore vol atil e E&P busi ness, we expect that the regul ated busi nesses will
exceed 45% of the consolidated conpany. The positive CRA provi des a-one notch
uplift to the ratings.

We view MDU s business risk profile as "satisfactory," per our criteria. MU
is a diversified conpany currently operating in four main business segnents:
utilities, pipelines, construction services, and construction materials. Qur
assessment reflects the diversity of its business operations and the relative
stability of its regul ated operations, which provide steady and predictable
cash flows. This business diversity currently provides a one-notch uplift to
the ratings. The business risk profile benefits fromthe stability of MDU s
regul ated utilities and pipeline business, which we expect will contribute a
greater portion of earnings and cash flows to the conpany as a whole resulting
fromthe sale of the conpany's nore volatile E&P segment.

The business risk profile also incorporates the significant earnings and cash
flow contribution fromits largely unregul ated Centennial segnent, which wll
consi st of the construction materials (Knife River Corp.), construction
services, and unregul ated pipeline units.

An i nmprovi ng housi ng market and favorable federal and state infrastructure
fundi ng have aided Knife River, a mdsize construction materials conpany.
Knife R ver has benefitted from hi gher construction workloads as well as

i mproved margins in its asphalt, oil, and ready-m x concrete product lines. As
of Sept. 30, 2015, the conpany's construction naterials backlog increased to
$533 million compared with $476 mllion a year ago. The conmpany's construction
servi ces business continues to build its backlog after conpleting several

hi gher-margin large projects this past year. The construction services backl og
as of Sept. 30, 2015, increased to $458 nillion conpared with $348 nmillion

| ast year.

MDU s utilities segnent services approximately 1 million custoners in eight
states. Cascade Natural Gas Corp. distributes natural gas in Oregon and

Washi ngton. Great Plains Natural Gas Co. distributes natural gas in western

M nnesota and sout heastern North Dakota. Internmountain Gas Co. distributes
natural gas in southern Idaho. Montana-Dakota Uilities Co. generates,
transmits, and distributes electricity and distributes natural gas in Mntana,
Nort h Dakota, South Dakota, and Womi ng. W forecast continued growmh in the
utilities segnent at a 5%to 7% conpound annual growth rate over the next
several years.

We consider MDU s financial risk profile to be "significant" conmpared with our
previ ous assessnent of "internediate," as defined under our criteria. W
expect the conpany's credit ratios to weaken follow ng the sale of the
historically higher margin but nore volatile E&P segnent. Neverthel ess, we
expect the increase in stable earnings and cash flow fromthe regul ated
utilities and pipeline businesses to help stabilize credit neasures. W expect
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FFO to debt of approximately 20%to 25% and debt to EBI TDA of about 3x over
the next 24 nmonths. MDU announced that it will use proceeds fromthe sal e of
its E&P segnent, expected to be approximately $450 nmillion, to reduce tota
debt |evels.

Qur base case forecast assunes:

e Capital spending of approximately $578 million in 2015, $360 mllion in
2016.

» Dividends of approximately $143 million in 2015 and $146 million in 2016.

Based on these assunptions, we arrive at the following credit neasures:
* Adjusted FFO to debt of 20%to 25%in 2015 and 2016.
e Adjusted total debt to EBI TDA of approximately 3x.

Liquidity
We view MDU s stand-alone liquidity as "adequate" and expect cash sources to
exceed uses by nore than 1.2x over the next 12 nonths.

Principal liquidity sources include:

 Cash of $88.6 mllion as of Sept. 30, 2015

 Availability of $394 million under credit facilities

e FFO of $510 million to $525 nmillion in 2015 and $460 nillion to $480
mllion in 2016, and

* Proceeds and anticipated tax benefits of $450 million fromthe sal e of
its E&P busi ness.

Principal liquidity uses include:

e Capital spending of $578 million in 2015 and $360 nmillion in 2016.

+ Dividend paynments of approximately $143 million in 2015 and $146 nillion
in 2016.

Outlook

The negative outlook reflects the potential for a downgrade reflecting weaker
financial neasures and our expectations that the regul ated busi nesses will
remai n bel ow 50% of the consolidated conpany for the next three years
following the sale of the E&P business.

Downside scenario

We could lower the ratings if FFO to debt weakens to the |ower end of the
range for the significant financial risk profile category, reflecting FFO to
debt that is consistently below 23% This could occur if the conmpany's capita
spending naterial increases or is disproportionally financed with debt, or
mar ket conditions in the construction businesses materially decline. W could
also lower the ratings if the non-regul ated busi nesses grow such that we
expect the stability provided by the utilities to be meaningfully offset by
the nore vol atil e non-regul ated busi nesses.
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Upside scenario

We could revise the outlook to stable if we expect average FFO to debt to
consi stently remain above 23% This could occur if the company can continue
growm h in the construction services businesses while maintaining current debt
| evel s.

Ratings Score Snapshot
Corporate Credit Rating: BBB+/Negative/A-2

Business risk: Satisfactory

e Country risk: Very |ow

e Industry risk: Low

 Conpetitive position: Satisfactory

Financial risk: Significant
e Cash flow | everage: Significant

Anchor: bbb-

Modifiers:
e Diversification — Portfolio Effect: Mdderate (+1 notch)
e Conparable rating anal ysis: Positive (+1 notch)

Related Criteria And Research

Related Criteria

e Criteria - Corporates - GCeneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 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 CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e« Criteria - Corporates - Industrials: Key Credit Factors For The
Engi neering And Construction Industry, Nov. 19, 2013

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

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

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

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

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

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

Ratings Affirnmed; Qutl ook Revised
To
MDU Resources G oup Inc.
Cent enni al Energy Hol di ngs I nc.
Corp Credit Rating BBB+/ Negati ve/ A- 2

Rating Affirnmed

MDU Resources Goup Inc.

Cent enni al Energy Hol di ngs Inc.
Commer ci al Paper A-2

Revised To Negative

From

BBB+/ St abl e/ A-2

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.com and 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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