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FitchRatings

RATING ACTION COMMENTARY

Fitch Affirms Ratings of MDU,
Montana-Dakota, Cascade and

Centennial Energy; Outlooks
Stable

Tue 22 Dec,2020- 12:34 PM ET

Fitch Ratings - Chicago - 22 Dec 2020: Fitch Ratings has affirmed the Long-Term Issuer
Default Rating (IDR) of MDU Resources Group, Inc. (MDU) at 'BBB+'. Fitch has also
affirmed the Long-Term IDRs of its regulated utility subsidiaries Montana-Dakota Utilities
Co. and Cascade Natural Gas Corporation (Cascade) at 'BBB+', along with those of
Centennial Energy Holdings, Inc. (Centennial) at 'BBB', the holding company for MDU's
non-utility operations. The Rating Outlook remains Stable for all four entities.

MDU's ratings and Stable Outlook reflect the regulatory diversity provided by its
ownership of low-risk regulated utilities, its exposure to financially sound unregulated
businesses, a conservative financing policy and solid credit metrics for the rating category.

MDU's consolidated credit profile reflects the strength of its wholly-owned operating
subsidiaries with ratings well positioned in the 'BBB' rating category. Earnings and cash
flows are supported by a large capex program focused on regulated investments over the
next five years (71% of total) and a robust pipeline of projects at its construction
businesses. The proportion of MDU's regulated earnings approximated 46% in 2019, a
slight decline from 51% in 2018 following strong performance from its construction
materials and services businesses.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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MDU's business mix is expected to move back in line with historical levels with regulated  popiic no. (TIN-5)

operations projected to approximate half of consolidated earnings as strong growth in its
lower-risk utility and Federal Energy Regulatory Commission (FERC) regulated pipeline
operations are expected to slightly outpace continued growth in its unregulated
construction businesses over the 2020-2024 financial forecast.

Montana-Dakota's ratings reflect the relatively low-risk nature of its integrated electric
and gas utility business, moderate regulatory diversity, credit-supportive rate mechanismes,
robust ring-fencing provisions and manageable capex. Credit metrics are adequate for the
current rating category with FFO leverage projected by Fitch to average 4.3x in 2020-
2024.

Cascade's ratings benefit from a low-risk business profile supported by its regulated natural
gas distribution assets, supportive rate design, including revenue decoupling, robust ring-
fencing provisions, and benefit of ownership by MDU.

Other considerations include weakened credit metrics driven by an elevated capital
program focused on pipe replacement, with timely recovery under an infrastructure
tracking mechanism and via frequent rate case filings. Cascade's low business risk profile
mitigates the higher leverage, in Fitch's view, but balanced rate orders in pending and
future rate proceedings will be key to maintaining existing ratings.

Centennial's credit profile is supported by the earnings diversity stemming from the
ownership of three distinct businesses consisting of construction materials and contracting,
construction services, and the pipeline segment, which is almost entirely regulated.
Centennial benefits from MDU ownership, historically prudent management of the capital
structure, and sound credit metrics for the rating category. The cyclical nature of the sector
and modestly rising M&A activity in the construction materials business are modest rating

concerns.

KEY RATING DRIVERS
MDU

Utilities Anchor Credit Profile: MDU owns four low-risk regulated electric and natural gas
utilities that operate in balanced regulatory compacts and serve parts of eight contiguous
states from Minnesota to Washington, providing regulatory diversity. Fitch estimates
regulated utilities' share of consolidated capital investments will approximate 52% of total

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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capex over 2020-2024, compared with roughly 36% in 2014, when the exploration and ‘,;g;‘;;ftﬁ‘;f(i‘},‘ﬁg’j

production (E&P) segment represented the bulk of investments.

Utility capex primarily targets upgrades of electric and gas infrastructure and new gas
generation and renewable investments. Fitch forecasts the regulated utilities to generate
38% of consolidated EBITDA in 2024 compared with 24% back in 2014, when E&P's share
was 40%. Coupled with the FERC-regulated pipeline business, Fitch estimates MDU's
regulated operations will continue to contribute approximately 50% of consolidated
EBITDA compared with approximately 30% in 2014. Montana-Dakota, the largest EBITDA
contributor to MDU's utility segment, contributed 22% of consolidated EBITDA in 2019.

Relatively Balanced Regulation: Regulatory mechanisms are generally supportive of credit
quality. Some regulatory jurisdictions allow the use of decoupling and riders for
investments in renewables, gas pipe replacement, transmission and environmental
equipment.

All jurisdictions allow trackers for fuel and purchased power costs, and a purchased gas
adjustment clause for gas utilities. North Dakota and Montana were the largest
contributors to electric revenue, representing 66% and 20%, respectively, in 2019. Idaho
and Washington were the largest contributors to natural gas revenue, representing 30%
and 26%, respectively, in 2019.

Exposure to Unregulated Operations: Fitch's primary credit concern continues to be
MDU's cash flow exposure to unregulated operations, which gradually diminished with past
divestitures of volatile businesses, but remains present nonetheless. We project
Centennial's non-utility operations will contribute approximately 62% of MDU's EBITDA
over the next five years.

We estimate the construction materials and construction services businesses will
represent 80%-86% of Centennial's EBITDA over 2020-2024, with the remainder
generated by the pipeline segment, which consists almost entirely of FERC-regulated
pipeline operations. On a positive note, these businesses have generated relatively stable
earnings over recent years, are financially robust, and are not capital intensive.

Conservative Financing Policy: Fitch recognizes MDU's continued commitment to manage
its businesses' balance sheet conservatively. Centennial's financial profile benefits from
relatively modest financial leverage, with debt/total capitalization managed at around
35%-40%. Utilities' financial policies are managed consistent with their authorized
regulatory capital structures.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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Sound Credit Metrics: Fitch expects FFO-adjusted leverage to average around 3.1x over — puvi e (tn.s)

the forecast period. Ongoing rate relief and successful execution on a significant backlog of
projects in the construction segment should continue to support a relatively stable financial
profile over the forecast period.

Parent-Subsidiary Linkage: Fitch has applied a bottom-up approach in rating Montana-
Dakota, Cascade, and Centennial, and a consolidated approach to rate MDU. The linkage
follows a weak parent/strong subsidiary approach for Montana-Dakota and Cascade and a
strong parent/weak subsidiary approach for Centennial.

Fitch considers Montana-Dakota and Cascade to be stronger than MDU due to the utilities'
low-risk operations and exposure to balanced regulatory environments. MDU is considered
to have a stronger credit profile than Centennial due to MDU's greater diversification
provided by its ownership of lower risk regulated utilities, while Fitch considers Centennial
to be weaker due to its ownership of economically sensitive construction businesses.

There is a weak rating linkage between the IDRs of MDU and its wholly-owned subsidiaries
Montana-Dakota, Cascade and Centennial. Utility debt is serviced at the operating
company level with the utility subsidiaries having access to their own credit facilities.
Robust ring-fencing mechanisms at the utilities and the legal structure, which isolates the
non-utility businesses within Centennial, a non-recourse holding company, from the rest of
the MDU corporate family, is a factor in the ratings.

There are no cross-default provisions, intercompany loans, or guarantees among MDU, its
regulated utilities and Centennial. In its notching considerations, Fitch restricts the
differential between the Long-Term IDRs of MDU and each of its three subsidiaries to a
maximum of two notches.

Montana-Dakota

Low-Risk Business Profile: Montana-Dakota's credit profile reflects the relatively low-risk
nature of its integrated electric and gas businesses that operate in the four states of North
Dakota, South Dakota, Montana and Wyoming. The multi-state operations provide
earnings and regulatory diversity that is supportive of credit quality. The utility has

minimum exposure to commodity prices.

Fitch calculates electric operations represented approximately 74% of total EBITDA in
2019. North Dakota and Montana were the largest contributors approximating 65% and
22% of total revenue, respectively. Fitch estimates Montana-Dakota represented

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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approximately 61% of the total utility group EBITDA, composed of Montana-Dakotaand  puisicxe.. (n.s)

affiliates Cascade and InterMountain Gas Co., and 22% of MDU's consolidated EBITDA at Page S of 28

YE 2019.

Generally Supportive Regulation: The utility benefits from favorable rate mechanisms in
North Dakota that feature riders for transmission and environmental/renewables
investments, forward-looking test year, interim rate relief and a fuel adjustment clause. In
Montana, the utility can recover property tax expenses via a property tax tracker. A
weather normalization clause in both North Dakota and South Dakota adds partial cash
flow stability to natural gas operations. Montana-Dakota has generally done well in rate
cases in each of its regulatory jurisdictions, in Fitch's view.

GRC's Pending in Montana and North Dakota: Montana-Dakota has pending gas GRC's in
Montana and North Dakota and Fitch assumes a reasonable outcome comparable to recent
rate orders. In Montana, the utility is requesting a $8.6 million rate increase based on a
10.2% ROE and a 50.21% equity layer. In North Dakota, the utility is requesting a $8 million
rate increase based on a 10.2% ROE and a 50.31% equity layer. A final decision by
regulators is expected in the 1Q21 and 2Q21, respectively.

Robust Ring-Fencing Provisions: Similar to utility affiliates, Montana-Dakota's credit profile
benefits from ring-fencing mechanisms that insulate the utility from MDU's other regulated
and unregulated businesses.

Ring-fencing mechanisms include no Montana-Dakota guarantees or cross-default
provisions within debt agreements at other MDU entities that could impact Montana-
Dakota; a prohibition on intercompany loans; and dividend payment restrictions so that
Montana-Dakota may not make dividend payments that would reduce its common equity
ratio below 45%, as stipulated in the Montana commission's order approving the
reorganization.

Manageable Capex: Fitch projects capex to total $800million-$850 million over 2020-
2024, with capital spending peaking around $200 million in 2022. A key driver of capex is
the planned construction of an 88MW simple-cycle natural gas combustion turbine in
North Dakota to replace the planned retirement of 144MW of aging coal-fired generation
in 2021-2022. The gas plant is estimated to cost $73 million and has an expected in-service
date in 2023.

Montana-Dakota continues to replace inefficient coal plants with new gas and wind
generation. Renewables comprised 27% of MDU's electric generation resource mix for

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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2019, an improvement compared with 11% in 2013. The remaining fuel mix was provided puisicxe.. (x5

by coal at 48% and natural gas at 25%. Renewable investments are recoverable under
environmental rate riders in North and South Dakota, while generation investments in
North Dakota are also eligible for rider recovery. Fitch expects Montana-Dakota to fund
capex in a conservative manner with a mix of internal cash flows, debt, and parent equity
infusions, to align with the statutory capital structure.

Adequate Credit Metrics: Fitch projects FFO-adjusted leverage to average 4.3x in 2020-

2024, consistent with a 'BBB+' utility credit profile. While a large capex program pressures
credit metrics in the near-term, the benefit of timely rate case filings, riders, and tax credits
from renewable investments, provides support to credit measures over the next few years.

Cascade

Low-Risk Business Profile: Cascade's ratings reflect the low-risk nature of its regulated gas
distribution assets across its two-state service territory in Washington and Oregon and
supportive rate design, including margin decoupling and fuel cost recovery, and solid
customer growth.

Fitch estimates Washington represented roughly 75% of total Cascade's revenue in 2019.
Cascade's service territory continues to experience above average customer growth with a
CAGR of 1.8% over the last five years, driven by favorable demographic trends in the Pacific
Northwest. The utility accounted for approximately 22% of combined electric and gas
utilities' EBITDA in 2019.

GRC's Pending in Oregon and Washington: Cascade's ratings reflect the expectations for
reasonable outcomes in its pending general rate cases (GRCs) in Oregon and Washington.
In Oregon, Cascade is requesting a $3.2 million rate increase as part of a settlement
agreement based on a 9.4% ROE and a 50% equity layer. Originally, Cascade requested $4.5
million.

In Washington, the company is requesting a $13.8 million rate increase based on a 10.3%
ROE and a 50.4% equity layer. A decision by regulators is expected in 1Q21 and 2Q21,
respectively. The rate request follows a relatively balanced outcome in Cascade's 2019
GRC in Washington, whereby regulators approved an all-party settlement agreement in
March 2020, which Fitch views as fair and credit supportive.

The 2019 GRC settlement provided for a $6.5 million rate increase based on a 9.4% ROE
and a 49.1% equity layer. While the authorized ROE is lower than the 2019 industry

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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average of 9.7%, the rate request represents 51% of the amount requested. The settlement oo, (x5

follows a less than supportive order in the 2017 GRC, which included a rate reduction of
$2.9 million dollars, primarily due to tax reform.

Fitch believes the Washington regulatory compact remains somewhat challenging as
authorized ROE's tend to be below prevailing industry averages and the use of average rate
base valuations and historical test years exacerbates regulatory lag. This hinders Cascade's
ability to materially improve earned ROE. Fitch notes the utility has been earning below its
authorized return for several years. A timely cadence of future rate case filings coupled
with expectations for balanced regulatory outcomes should help improve earned returns
and alleviate persistent regulatory lag.

Sizeable Capex: Fitch estimates Cascade's capital spending to approximate $428 million
through 2020-2024, with the peak occurring in 2020, and declining thereafter. Capex is
earmarked for new infrastructure and replacement of aging pipes, with a portion of
investments subject to timely recovery under an infrastructure tracking mechanism. Fitch
expects the utility to fund capex with a balanced mix of internal cash flows, debt and equity
infusions from MDU.

Pressured Credit Metrics: Cascade's credit measures are expected to weaken through
2020 as a result of the negative effects of tax reform and a large capex program focused on
accelerated pipe replacement. Equity contributions from MDU and the completion of peak
capital spending in 2020 will ease the financial pressure. Fitch expects FFO leverage to
strengthen to 4.6x by 2023 due to increased earnings resulting from timely recovery of
investments under rate riders, bringing metrics back in line with current ratings.

Ring-Fencing Mechanisms: Cascade's credit profile benefits from ring-fencing mechanisms
that insulate the utility from MDU's other regulated and unregulated businesses. Ring-
fencing mechanisms include no Cascade guarantees or cross-default provisions within debt
agreements at other MDU entities that could affect Cascade; a prohibition on
intercompany loans; and dividend payment restrictions so that Cascade may not make
dividend payments that would reduce its common equity ratio below 38%. In addition,
Cascade may not make a dividend payment to MDU unless certain credit metrics are
maintained.

MDU Ownership: Cascade's ratings take into consideration the benefit of ownership by
MDU, which can provide parental support through cash infusions if needed. In addition,
Cascade enjoys good financial flexibility, as reflected by the ability to access its own
liquidity and issue debt on its own.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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Earnings Diversity: Centennial's ratings reflect a diverse business mix that includes
construction materials and contracting, construction services, and the pipeline segment.
Since the E&P divestiture, Centennial has transitioned to a business model primarily geared
toward the construction businesses, with the modestly growing pipeline business adding
some level of earnings diversity.

Favorably, following Centennial's exit from the refining business and the sale of its interest
in the Pronghorn midstream asset, the pipeline segment is now almost entirely FERC-
regulated. Fitch estimates the construction businesses will generate 80%-85% of
Centennial's consolidated EBITDA through 2024. Historically those businesses have done
well and have built up a significant backlog of projects in 2020 and going into 2021, which
should help to continue to boost earnings and cash flows in the near term.

Cyclical Construction Sector: The seasonal and cyclical nature of the construction industry
continues to be the main rating concern. Fitch's expectations of continued improvement
through 2020 and a modest decline in 2021 partly alleviates credit risk in the near term. In
particular, highway construction spending continues to sustain near record levels, given the
recent passage of an extension of the highway bill through Sept. 2021, which provides
greater certainty of funding from the federal government.

However, Fitch expects a modest contraction in local highway funding in 2021 as local
municipalities face revenue shortfalls along with lower than normal revenue from fuel taxes
due to less economic activity. Fitch expects highway and street spending will grow in the
mid-single digits in 2020 before declining by approximately the same amount in 2021. At
this time, expectations for a modest decline in highway spending next year is not expected
to have a material effect on Centennial's current ratings or outlook.

M&A to Continue: Centennial continues to pursue an acquisitive growth strategy as it
further expands the scope and geographic presence of the construction materials and
services businesses. Centennial completed five small tuck in acquisitions over the last two
years for an aggregate purchase price of approximately $135 million dollars. MDU
continues to look for acquisition opportunities in its construction businesses. Fitch assumes
Centennial will continue to manage the business and funding for future acquisition
opportunities in a conservative manner, maintaining debt/total capitalization around levels
of 35%-40%.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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Sound Credit Metrics: Fitch forecasts EBITDAR leverage to average around 2.0x over Exhibit N CTINS)

2020-2024. Those metrics are adequately positioned at the 'BBB' rating level. EBITDAR Page9 of 28

leverage was 2.1x at YE 2019.

MDU Ownership: Centennial's ratings take into consideration the benefit of ownership by
MDU, which can provide parental support through cash infusions if needed. In addition,
Centennial enjoys good financial flexibility, with adequate liquidity under their credit
facility coupled with a well-spaced maturity schedule.

DERIVATION SUMMARY

MDU's credit profile is unique within the utility sector due to the ownership of construction
businesses that represent nearly half of MDU's consolidated EBITDA. There are no other
rated utility parent companies with such a sizeable presence in construction markets.
MDU's closest peers are Black Hills Corp. (BKH; BBB+/Stable), Xcel Energy, Inc.
(BBB+/Stable), and Otter Tail Corp. (BBB-/Stable).

Similar to Xcel and BKH, MDU benefits from earnings and regulatory diversification with
utility operations in multiple states. Otter Tail's earnings can be more volatile than MDU
due to the ownership of cyclical manufacturing businesses that are subject to greater
market competition than MDU's construction businesses.

MDU's financial profile is stronger than BKH's and Xcel's and similar to Otter Tail's. BKH's
high leverage primarily reflects its debt-funded acquisition of Black Hills Gas Holdings LLC
(f/k/a SourceGas Holdings LLC) in 2016. Adjusted debt/EBITDAR and FFO leverage for
2019 were 3.5x and 3.3x, respectively, at MDU, 4.7x and 4.7x at Xcel, 5.9x and 5.5x at BKH,
and 3.3x and 3.5x at Otter Tail.

Montana-Dakota's business risk profile as a regulated integrated utility is stronger than
NorthWestern Corp. (NWE; BBB+/Stable) and comparable to Otter Tail Power Co. (OTP;
BBB/Stable) and Black Hills Power Inc. (BHP; BBB+/Stable). Like Montana-Dakota, BHP's
credit profile benefits from balanced regulation in South Dakota, where the majority of its
operations reside.

NWE is a single-state utility that lacks Montana-Dakota's regulatory diversification and has
faced more regulatory challenges in Montana than its utility peer. OTP also benefits from
relatively balanced regulation in its three states of operations; however, its ratings are
constrained due to ownership by a weaker parent.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22-...
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Montana-Dakota's financial profile is stronger than NWE's and in line with that of BHP and gynii xe.  ian.

OTP. Fitch forecasts Montana-Dakota's FFO-adjusted leverage to average in the low 4x
through 2024, stronger than the 5x projected at NWE and in line with the low 4x range
projected at both BHP and OTP.

Cascade is a local gas distribution company (LDC) with a relatively weaker business profile
than LDC peers, Connecticut Natural Gas Corporation (CNG; A-/Stable), Wisconsin Gas
LLC (A-/Stable) and Peoples Gas Light & Coke Co. (A-/Stable). Cascade and CNG are some
of the smallest regulated utilities under Fitch's coverage and much smaller thanits larger
peers. Cascade's EBITDA is similar in size to CNG and about 3.0x smaller than Wisconsin
Gas and about 6.0x smaller than Peoples Gas.

Fitch considers Washington regulation to be relatively challenging and Connecticut
regulation to be relatively balanced, while regulation in Wisconsin and Illinois are viewed as
constructive. Fitch forecasts Cascade's FFO leverage metrics to strengthen to below 5.0x
by 2022, reflecting a weaker financial profile than its peers. Similarly, Fitch expects leverage
metrics to strengthen to the low 4x by 2022 at Wisconsin Gas and the high 3x by 2021 at
Peoples Gas and remain in the low 2x range at CNG over the near term.

Centennial's core operations consist of two construction businesses, which represented
96% of Centennial's total revenue and 86% of total EBITDA at YE 2019. An almost entirely
FERC-regulated pipeline business contributed the remainder of revenue and EBITDA. As
such, Fitch considers Martin Marietta Materials, Inc. (BBB/Negative) and Vulcan Materials
Company (BBB-/Stable), two leading suppliers and producers of building materials, to be
Centennial's closest peers.

Centennial has a slightly weaker business risk profile than peers, primarily due to the
smaller scope of operations, market position and geographic footprint. Centennial is a top
10 U.S. aggregate producer, operates in 15 states, and has approximately 1 billion tons of
reserves. In contrast, Martin Marietta is the leading supplier of building materials, including
aggregates, through a network of operations spanning 26 states, Canada and the Caribbean
islands.

The company believes it has the #1 or #2 positions in 90% of the markets it serves. Vulcan is
also larger than Centennial, with a portfolio of 16 billion tons of aggregates serving markets
in 20 U.S. states, Mexico and the Bahamas. On an EBITDA basis, Martin Marietta and
Vulcan are approximately 3x the size of Centennial at YE 2019. Centennial has a strong
financial profile that is in line with peers. Total debt/EBITDAR and FFO leverage were 2.1x

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22...
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and 2.4x at YE 2019, respectively, at Centennial, 2.2x and 2.4x at Martin Marietta, and 2.2X gginicno,  (TN-5)

and 2.3x at Vulcan.

KEY ASSUMPTIONS

Fitch's Key Assumptions Within Our Rating Case for the Issuer Include
MDU

--Rate relief across all utilities in 2020-2024.

--EBITDA margins of 14%-16%.

--Capex averages $578 million over 2020-2024.

--Regulated operations contribute approximately 50% of consolidated EBITDA.

--Construction materials segment: One acquisition totaling $46 million in 2020.

Montana-Dakota

--Rate relief from rate cases and riders through 2024.

--Capex averages $169 million over 2020-2024.

--Parent equity infusions of $60 million over 2020-2022.

--Cash shortfalls funded with debt.

Cascade

--Regular base rate filings in Washington and Oregon.

--Rate relief from rate cases and riders through 2024.

--Capex averages $86 million over 2020-2024, peaking in 2020.

--Parent equity infusions of $60 million.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22...
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Centennial

--Revenue growth averages 3.7% over 2020-2024.

--EBITDA margins range from 11%-12%.

--Capex averages $278 million over 2020-2024.

--Construction contributes approximately 80%-85% of Centennial's EBITDA.

--Construction materials segment: acquisition totaling $46 million in 2020.

RATING SENSITIVITIES
MDU

Developments That May, Individually or Collectively, Lead to Positive Rating Action
--While an upgrade is not anticipated given MDU's current business mix, a material
increase in earnings and expansion of regulated businesses could warrant positive rating
actions.

--Sustained debt/EBITDAR sustained below 3.0x and FFO leverage below 4.0x.
Developments That May, Individually or Collectively, Lead to Negative Rating Action

--A material deterioration of the regulatory environments in which the utilities operate.

--A significant and prolonged economic downturn at the construction materials and
construction services segment.

--Further expansion into unregulated businesses leading to higher leverage.

--Debt/EBITDAR greater than 3.8x and FFO leverage greater than 5.0x on a sustained
basis.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22...

12/20



12/23/2020 Fitch Affirms Ratings of MDU, Montana-Dakota, Cascade and Centennial Energy; Outlooks Stable

Docket No. UG-200568
Montana-Dakota Exhibit No.___(TJN-5)

Page 13 of 28

Developments That May, Individually or Collectively, Lead to Positive Rating Action

--FFO leverage below 4.0X on a sustained basis.

Developments That May, Individually or Collectively, Lead to Negative Rating Action

--A material deterioration of the North Dakota regulatory compact.

--FFO leverage greater than 5.0x on a sustained basis.

Cascade

Developments That May, Individually or Collectively, Lead to Positive Rating Action

--Given sizeable capex and a projected weaker financial profile in the near-to-intermediate
term, a positive rating action is unlikely.

--FFO leverage below 4.0x on a sustained basis.

Developments That May, Individually or Collectively, Lead to Negative Rating Action

--FFO leverage greater than 5.0x on a sustained basis.

--Further deterioration of the Washington regulatory compact.

Centennial

Developments That May, Individually or Collectively, Lead to Positive Rating Action

--Centennial's relatively smaller operating and geographical scale relative to construction
peers makes a positive rating action unlikely in the near term.

Developments That May, Individually or Collectively, Lead to Negative Rating Action

--A significant and prolonged downturn at the construction materials and construction

services segment.
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--Total debt/EBITDA greater than 2.5x and FFO leverage greater than 3.5x on a sustained
basis.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case
rating upgrade scenario (defined as the 99th percentile of rating transitions, measured in a
positive direction) of three notches over a three-year rating horizon; and a worst-case
rating downgrade scenario (defined as the 99th percentile of rating transitions, measured in
a negative direction) of four notches over three years. The complete span of best- and
worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D'. Best-
and worst-case scenario credit ratings are based on historical performance. For more
information about the methodology used to determine sector-specific best- and worst-case
scenario credit ratings, visit https://www.fitchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

Adequate Liquidity: Fitch deems MDU's liquidity to be sufficient. MDU had $655 million of
available liquidity under its consolidated credit facilities as of Sept. 30, 2020, including $66
million of unrestricted cash and cash equivalents. At Montana-Dakota, liquidity is provided
by a $175 million unsecured revolver that matures in December 2024 The revolver
backstopped the utility's CP program.

At Cascade, liquidity is provided by a $100 million credit facility that matures in June 2024.
Intermountain, Cascade's sister gas utility, maintains liquidity through a $85 million credit
facility with a June 2024 maturity date. Centennial's $600 million credit facility expires in
December 2024.

Following the holding company reorganization in 2019, the revolver and CP program at the
parent has been transferred to Montana-Dakota and the parent does not have access to its
own credit facility. All four bank agreements restrict debt/capitalization from exceeding
65%.

https://www.fitchratings.com/research/corporate-finance/fitch-affirms-ratings-of-mdu-montana-dakota-cascade-centennial-energy-outlooks-stable-22...
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The principal sources of information used in the analysis are described in the Applicable

Criteria.

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a

score of '3". This means ESG issues are credit-neutral or have only a minimal credit impact

on the entity, either due to their nature or the way in which they are being managed by the

entity. For more information on Fitch's ESG Relevance Scores, visit

www.fitchratings.com/esg

RATING ACTIONS

ENTITY/DEBT RATING PRIOR
Cascade LT BBB+ Rating Outlook Stable  Affirmed BBB+ Rating
Natural Gas IDR Outlook
Corporation Stable

ST F2 Affirmed F2

IDR
e senior LT A- Affirmed A-

unsecured

Centennial LT BBB Rating Outlook Stable Affirmed BBB Rating
Energy IDR Outlook
Holdings, Inc. Stable

ST F2 Affirmed F2

IDR

VIEW ADDITIONAL RATING DETAILS

FITCH RATINGS ANALYSTS

Daniel Neama
Associate Director

Primary Rating Analyst
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lvana Ergovic

Director

Secondary Rating Analyst
+1212 908 0354

Barbara Chapman, CFA
Senior Director
Committee Chairperson
+1 646 5824886

MEDIA CONTACTS

Elizabeth Fogerty

New York

+1212 9080526
elizabeth.fogerty@thefitchgroup.com

Additional information is available on www.fitchratings.com

APPLICABLE CRITERIA

Corporates Notching and Recovery Ratings Criteria (pub. 14 Oct 2019) (including rating
assumption sensitivity)

Short-Term Ratings Criteria (pub. 06 Mar 2020)
Parent and Subsidiary Linkage Rating Criteria (pub. 26 Aug 2020)

Corporate Rating Criteria (pub. 21 Dec 2020) (including rating assumption sensitivity)

APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria
providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form
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Endorsement Policy

ENDORSEMENT STATUS

Cascade Natural Gas Corporation EU Endorsed
Centennial Energy Holdings, Inc. EU Endorsed
MDU Resources Group, Inc. EU Endorsed
Montana-Dakota Utilities Co. EU Endorsed
DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING
THIS LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS.
IN ADDITION, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-
DEFINITIONS-DOCUMENT DETAILS FITCH'S RATING DEFINITIONS FOR EACH RATING
SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS RELATING TO DEFAULT.
PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS
SITE AT ALLTIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION
OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE
AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY
HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY ORITS
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE
LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH RATINGS WEBSITE.

READ LESS

COPYRIGHT

Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall
Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435.
Reproduction or retransmission in whole or in part is prohibited except by permission. All
rights reserved. In issuing and maintaining its ratings and in making other reports (including
forecast information), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable verification of that information from
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given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-
party verification it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-
existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification
sources with respect to the particular security or in the particular jurisdiction of the issuer,
and a variety of other factors. Users of Fitch's ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that
all of the information Fitch relies on in connection with a rating or a report will be accurate
and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other
reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,
including independent auditors with respect to financial statements and attorneys with
respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of
any kind, and Fitch does not represent or warrant that the report or any of its contents will
meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to
the creditworthiness of a security. This opinion and reports made by Fitch are based on
established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings and reports are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating or a report. The rating does not
address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have
shared authorship. Individuals identified in a Fitch report were involved in, but are not
solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only. A report providing a Fitch 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. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice
of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do
not comment on the adequacy of market price, the suitability of any security for a particular
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security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and
underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000
(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a
number of issues issued by a particular issuer, or insured or guaranteed by a particular
insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assighment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to
use its name as an expert in connection with any registration statement filed under the
United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency
of electronic publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a
Nationally Recognized Statistical Rating Organization (the "NRSRQO"). While certain of the
NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are
authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed
on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those
subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may
participate in determining credit ratings issued by or on behalf of the NRSRO.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or arelated third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be
used by regulated entities within the EU for regulatory purposes, pursuant to the terms of
the EU Regulation with respect to credit rating agencies, can be found on the EU
Regulatory Disclosures page. The endorsement status of all International ratings is
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Cascade Natural Gas Corp.

Business Risk: STRONG
Issuer Credit Rating

O
Vulnerable Excellent bbb
+
bbb bbb o
(o] O
Financial Risk: SIGNIFICANT BBB+/Negative/--
O
Highly leveraged Minimal
Anchor Modifiers Group/Gov't
Credit Highlights
Key strengths Key risks

The company’s small size makes it susceptible to localized
weather and adverse economic conditions.

Lower-risk, fully regulated natural gas distribution utility operations.

Effective management of regulatory risk. Vintage pipe materials increase operating risk.

Numerous regulatory mechanisms, including decoupling, purchased gas adjustments, A forecast of negative discretionary cash flow indicates
and a pipeline replacement mechanism, provide cash flow stability. external funding needs in the future.

Cascade’s status as a core subsidiary of MDU Resources Group Inc. provides a
one-notch uplift to our ratings.

Our assessment of Cascade as a core subsidiary of MDUR underpins the rating. Because Cascade is a core subsidiary
of MDU Resources Group Inc.(MDUR), our issuer credit rating (ICR) on Cascade is in line with our group credit profile
for MDUR.

We expect Cascade to effectively manage regulatory risk, bolstering its business risk profile. Although the company has
a smaller-than-average customer base, which makes it susceptible to localized weather and adverse economic
conditions, it benefits from numerous constructive mechanisms that provide for cash flow stability, such as decoupling,
purchased gas adjustments, and a pipeline replacement mechanism.

Forecast credit metrics remain at the lower end of the range for the significant financial risk profile category. We
forecast that Cascade's fund from operations (FFO) to debt will average in the 13%-16% range throughout the forecast
period.

S&P GLOBAL RATINGS360 MARCH 31, 2020 2
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Outlook: Negative

The negative outlook on Cascade reflects our outlook on parent MDUR as well as our expectation that Cascade
will maintain FFO to debt of about 13%-16%, in line with the lower end of the range for its financial risk profile
category. The negative outlook on MDUR reflects our expectation that although the company's utility operations
will remain a significant contributor to the overall business mix, it will also continue to grow its more cyclical
non-utility businesses throughout our base case while maintaining funds from operations (FFO) to debt of about
21%-23%.

Downside scenario

We could lower ratings on Cascade over the next 24 months if we downgrade MDUR. This could happen if MDUR
disproportionately grows its riskier nonutility businesses or if it fails to maintain its business mix in such a manner
that it remains sufficiently diversified. Furthermore, we could lower the ratings if MDUR's FFO to debt is
consistently below 22%.

Upside scenario

We could revise our outlook on Cascade back to stable if we take similar action on MDUR. This could occur if
MDUR maintains its business mix in line with our expectations while achieving FFO to debt comfortably above
22%.

Our Base-Case Scenario

N T

» Rate case filings and continued use of existing

. 2018a  2019e  2020f
regulatory mechanisms;

FFO to debt (%) 145 14.0-16.0 12.0-14.0
Debt to EBITDA (x) 5.4 4.5-5.5 4.5-5.5
FFO cash interest coverage (x) 4.8 4.5-5.5 4.0-5.0

+ Capital spending averaging about $70 million to $75
million annually;

+ Stable utility customer growth of about 1%-2%

annually; a--actual. e--estimate. f--forecast. FFO--Funds from

+ Dividend payments averaging about $15 million to operations.
$20 million annually; and

» Negative discretionary cash flow.

S&P GLOBAL RATINGS360 MARCH 31, 2020 3
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Company Description

Cascade Natural Gas Corp. distributes natural gas to about 295,000 customers in western and central Washington and

central and eastern Oregon. It is a subsidiary of MDUR.

Business Risk: Strong

Our assessment of Cascade's business risk largely reflects its lower-risk regulated gas distribution operations. Although
the company's smaller-than-average customer base of about 295,000 makes it susceptible to localized weather and
adverse economic conditions within its service territory, it effectively manages its regulatory risk and benefits from
numerous constructive regulatory mechanisms that provide for cash flow stability, such as decoupling, purchased gas
adjustments, and a pipeline replacement mechanism. After taking all of these factors into consideration, we assess the

company's business risk profile at the higher end of the range compared to peers.

In addition, the company is in the middle of numerous regulatory proceedings that could affect its cash flows and

recently received approval for a $6.5 million rate increase in Washington.

Financial Risk: Significant

We assess Cascade's financial measures using our medial volatility table to reflect its lower-risk regulated utility
operations and effective management of regulatory risk. Our base-case assumptions include modest customer growth
of 1%-2%, capital spending to average about $70 million to $75 million annually, continued use of existing regulatory
mechanisms, future rate case increases, dividends of about $15 million to $20 million annually, and equity infusions by
MDUR to maintain Cascade's regulatory capital structure. As such, we expect financial measures to reflect the lower

end of the range for the financial risk profile category. Specifically, we expect FFO to debt to average about 13%-16%.

Liquidity: Adequate

We assess Cascade's liquidity as adequate to cover its needs over the next 12 months. We expect the company's
liquidity sources to exceed uses by more than 1.1x. Cascade's liquidity benefits from stable cash flow generation,
ample availability under its revolving credit facilities, and manageable debt maturities over the next few years. The
company's well-established and solid bank relationships, prudent risk management, ability to absorb high-impact,

low-probability events with limited need for refinancing, and satisfactory standing in credit markets also support our

assessment.
Principal Liquidity Sources Principal Liquidity Uses
» Minimal cash outstanding; + Capital spending of about $90 million; and
» Credit facility availability of about $90 million; and  Distributions to the parent of about $20 million.
S&P GLOBAL RATINGS360 MARCH 31,2020 4
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* FFO of about $50 million.

Group Influence

In our opinion, the cumulative value provided by structural and regulatory protections--including dividend restrictions,
maintenance of an investment-grade rating, a nonconsolidation opinion, regulatory approval for capital structure
changes, and an independent director--could insulate Cascade's credit quality from MDUR and provide sufficient basis

to potentially differentiate our issuer credit rating on the subsidiary.

Despite what we assess as sufficient insulation at Cascade to potentially differentiate our ratings on Cascade from
those of its parent, we do not differentiate our issuer credit rating on Cascade from our rating on MDUR because our
assessment of Cascade's stand-alone credit profile (SACP) as 'bbb' is lower than our assessment of MDUR's group
credit profile. However, because we assess Cascade as a core entity to MDUR, the issuer credit rating is in line with
that on MDUR. Our assessment of Cascade as core to MDUR reflects our view that the company is highly unlikely to
be sold, has a strong long-term commitment from senior management, is successful at what it does, and contributes

materially to the group.

Issue Ratings - Subordination Risk Analysis

Capital structure
Cascade's capital structure consists of about $315 million of senior unsecured debt.

Analytical conclusions
We rate Cascade's senior unsecured debt obligations the same as the issuer credit rating because Cascade is a

qualifying investment-grade utility as per our criteria.

Ratings Score Snapshot

Issuer Credit Rating
BBB+/Negative/--
Business risk: Strong
* Country risk: Very low
* Industry risk: Very low
* Competitive position: Satisfactory
Financial risk: Significant

* Cash flow/leverage: Significant

Anchor: bbb

S&P GLOBAL RATINGS360 MARCH 31,2020 5
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Modifiers

* Diversification/portfolio effect: Neutral (no impact)

* Capital structure: Neutral (no impact)

* Financial policy: Neutral (no impact)

* Liquidity: Adequate (no impact)

* Management and governance: Satisfactory (no impact)

* Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb

* Group credit profile: bbb+

* Entity status within group: Core (+1 notch from SACP)

Related Criteria

* General Criteria: Group Rating Methodology, July 1, 2019

+ Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

+ Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018
* General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

 Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Dec. 16, 2014

+ Criteria | Corporates | Industrials: Key Credit Factors For The Building Materials Industry, Dec. 19, 2013
 Criteria | Corporates | Industrials: Key Credit Factors For The Midstream Energy Industry, Dec. 19, 2013
+ Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

* General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

+ Criteria | Corporates | Industrials: Key Credit Factors For The Engineering And Construction Industry, Nov. 19,
2013

+ Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013
* General Criteria: Methodology: Industry Risk, Nov. 19, 2013
* General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities, Nov. 13, 2012

» General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research

» Research Update: MDU Resources Group Inc. And Subsidiairies' Outlooks Revised To Negative; Ratings Affirmed,
March 30, 2020

S&P GLOBAL RATINGS360 MARCH 31, 2020 6
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Financial Risk Profile
Business Risk Profile Minimal Modest Intermediate Significant Aggressive Highly leveraged
Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+
Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb
Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+
Fair bbb/bbb- bbb- bb+ bb bb- b
Weak bb+ bb+ bb bb- b+ b/b-
Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of March 31, 2020)*

Cascade Natural Gas Corp.
Issuer Credit Rating
Senior Unsecured

Issuer Credit Ratings History
30-Mar-2020
12-Dec-2013
26-Nov-2013

Related Entities
Centennial Energy Holdings Inc.
Issuer Credit Rating
Commercial Paper

Local Currency
MDU Resources Group Inc.
Issuer Credit Rating
Montana-Dakota Utilities Co.
Issuer Credit Rating
Commercial Paper

Local Currency

BBB+/Negative/--
BBB+

BBB+/Negative/--
BBB+/Stable/--
BBB+/Watch Neg/--

BBB+/Negative/A-2

A-2

BBB+/Negative/A-2

A-/Negative/A-2

A-2

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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