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A mendment No, 1

OFFERED IN THE HOUSE BY REPRESENTATIVE GREEN

Page 1, line 8:

Strike "is seeking"
Insert "has proposed”

Rationale: This still recognizes that Netricity is the only company that
has approached the state with this idea, but does not assert any

propriety to the company for future sale.

Page 2, line 2:

After "a portion of"

Strike "Alaska's North Slope"
Insert "The State's Royalty Natural Gas from Alaska's North

Slope"

Rationale: This incorporates Royalty Gas, and leaves the resolve to
the generic sale of the gas, with no companies mentioned.



SCR 10
Amendment No. 1

OFFERED IN THE SENATE BY SENATOR TORGERSON

Page 2, line 1

After “natural gas resources;”
Insert

“WHEREAS AS 38.05.183 mandates that any sale of the state’s oil and
gas royalty “shall be by competitive bid” unless the commissioner of the Department of
Natural Resources: (1) determines, in writing with specific findings and conclusions, that
the best interest of the state does not require competitive bidding or that no competition
exists and (2) gives notice to the Alaska Royalty Oil and Gas Development Advisory

Board;

WHEREAS AS 38.05.183 mandates that if the commissioner determines
to sell royalty oil or gas non-competitively, the commissioner must consider the criteria

in AS 38.05.183(e) and 38.06.070;

WHEREAS 11 AAC 03.03.010 mandates that the commissioner before
the sale of royalty gas is completed, whether by competitive bid or not, the commissioner
must make a public finding that the sale is in the best interests of the state

WHEREAS AS 38.06.050 requires that before any long-term, substantial
sale of the state’s oil or gas can made, the sale must be reviewed by the Alaska Royalty
Oil and Gas Development Advisory Board and it must issue a written recommendation to

the legislature about the sale;

WHEREAS AS 38.06.055 requires that before any long-term, substantial
sale of the state’s oil or gas can be made, the sale must be approved by the legislature;”

Page 2, line 3

After “natural gas”
Insert “at a competitive, reasonable price”

Page 2, line 5

FURTHER RESOLVED that the Alaska State Legislature requests that
the commissioner determine in a written finding whether the state’s royalty share of
North Slope natural gas must be competitively bid at this time, and, if it must, conduct a

competitive sale;



FURTHER RESOLVED that the Alaska State Legislature requests that,
if the commissioner determines that the state’s royalty share of North Slope natural gas
need not be competitively bid, the commissioner: (1) enter into negotiations with
Netricity, L.L.C., or other qualified purchaser, for the sale of the state’s royalty share of
North Slope natural gas consistent with the procedures and policies set forth in AS
38.05.183, AS 38.06.010 - .080, and 11 AAC 03.010 - .250; and (2) by the first day of the
2rdsession of the 22rdlegislature, either present the legislature with a contract for the sale
of the North Slope royalty gas for approval or a report explaining why the state should

not sell its royalty gas.
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DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Deliveries to: 129 6th St., Rm. 329

Mail Stop 3101
MEMORANDUM April 26, 2001
SUBJECT: CSHCR 17 (Resources); expressing support for sale of a portion of
Alaska's North Slope natural gas (22-L.S0943C)
TO: Representative Beverly Masgk, Co4Rair
House Resources Committe
FROM: Jack Chenovveth tr

Assistant Revisor of Stages
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Given the material being inserted by the~dditional ""Whereas™ provisions, this measure
should also have a title change to reflect the fact that the Legislature is asking
Commissioner of Natural Resources Pourchot to make a general decision concerning
competitive bidding of state royalty share of North Slope natural gas and to report that
decision in good order to the Second Session. In this resolution, the material relating to

Netricity L.L.C. becomes secondary!
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CS FOR HOUSE CONCURRENT RESOLUTION NO. I7(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - FIRST SESSION

BY THE HOUSE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE

A RESOLUTION
Expressing the legislature's support for sale of a portion of Alaska’s North Slope natural

gas for electrical generation to power data centers within the North Slope Borough.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the State of Alaska has vast proven reserves of natural gas located on the
North Slope within the North Slope Borough; and

WHEREAS the need for electricity in the United States is increasing due in part to the
demands of the Internet; and

WHEREAS Netricity, L.L.C., an Alaska limited liability company, has proposed to

U &1 - S<tem«*l . <<e F .- »K > Cf wl-* jkot fTor X5 r*n AICCTTICItY ™1
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the North Slope Borough to power nearby data centers that would service the demands of the i
T.f J

WHEREAS the establishment of data centers in the North Slope Borough would
create jobs for construction of modules in Anchorage and Nikiski; and

WHEREAS the operation of a power plant and data centers in the North Slope
Borough would bring economic and social benefit to the State; and

WHEREAS the establishment of data centers within the North Slope Borough would

-1- CSHCR 17(RES)
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provide substantial added value to Alaska's natural gas resources; and
WHEREAS AS 38.05.1 S3 mandates that any sale of the state's oil and gas royalty
"shall be by competitive bid" unless the commissioner of natural resources
(1) determines, in writing with specific findings and conclusions, that the best
interest of the state does not require competitive bidding or that no competition exists: and
(2) gives notice to the Alaska Royalty Oil and Gas Development Advisory
Board; and
WHEREAS AS 38.05.183 mandates that, if the commissioner determines to sell
royalty oil or gas noncompetitively, the commissioner shall consider the criteria in
AS 38.05.183(e) and AS 38.06.070; and
WHEREAS 11 AAC 03.010 mandates that, before the sale of royalty gas is

completed, whether by competitive bid or not. the commissioner shall make a public finding

that the sale is in the best interests of the state: and

WHEREAS AS 38.06.050 requires that, before any long-term, substantial sale of the i

state's oil or gas may be made, the sale must be reviewed by the Alaska Royalty Oil and Gas |j

Development Advisory Board, and the board must issue a written recommendation to the j

legislature about the sale; and

WHEREAS AS 38.06.055 requires that, before any long-term, substantial sale of the [

state's oil or gas may be made, the sale must be approved by the legislature;

BE IT RESOLVED that the Alaska State Legislature supports the sale of a portion of
the state's royalty natural gas from Alaska's North Slope, at a competitive, reasonable price, to
allow for electrical generation within the North Slope Borough to power data centers located
proximately to an electrical generation facility in that borough; and be it

FURTHER RESOLVED that the Alaska State Legislature requests that the
commissioner of natural resources determine in a written finding whether the state's royalty
share of North Slope natural gas must be competitively bid at this time, and, if it must,
IOiiuucl a competitive saie, Uiia oe it

FURTHER RESOLVED that the Alaska State Legislature requests that, if the
commissioner of natural resources determines that the state's royalty share ofNorth Slope

natural gas need not be competitively bid, the commissioner
(1) enter into negotiations with Netricity, L.L.C., or another qualified

CSIICR 17(RES) —2-
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purchaser, for the sale of the state’'s royalty share of North Slope natural gas consistent with
the procedures and policies set out in AS 3S.05.183, AS 38.06, and 11 AAC 03; and

(2) by the first day of the Second Regular Session of the Twenty-Second \
Alaska State Legislature, present the legislature with either a contract for the sale of the North {

Slope royalty gas for approval or a report explaining why the state should not sell its royalty *

gas. |
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(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM April 26, 2001
SUBJECT: CSHCR 17 (Resources); expressing support for sale of a portion of
Alaska's North Slope natural gas (22-L.S0943C)
TO: Representative Beverly Masek, Co-Chair
House Resources Committee Lf
FROM: Jack Chenoweth P/

Assistant Revisor of Stages

6- o
Given the material being inserted by the”additional ""Whereas' provisions, this measure
should also have a title change to reflect the fact that the Legislature is asking
Commissioner of Natural Resources Pourchot to make a general decision concerning
competitive bidding of state royalty share of North Slope natural gas and to report that
decision in good order to the Second Session. In this resolution, the material relating to

Netricity L.L.C. becomes secondary!
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CS FOR HOUSE CONCURRENT RESOLUTION NO. 17(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - FIRST SESSION

BY THE IICUSE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE

A RESOLUTION

1  Expressing the legislature's support for sale of a portion of Alaska's North Slope natural

j

2 gas for electrical generation to power data centers within the North Slope Borough.
M

3 BEIT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the State of Alaska has vast proven reserves of natural gas located on the
.

" North Slope within the North Slope Borough; and

1
demands of the Internet; and

4
5

6 j WHEREAS the need for electricity in the United States is increasing due in part to the
7

8 t WHEREAS Netricity, L.L.C., an Alaska limited liability company, has proposed to
9 purchase natural gas from the State in order to use that natural gas to generate electricity in
10 ;j the North Slope Borough to power nearby data centers that would service the demands of the
L S T

12 WHEREAS the establishment of data centers in the North Slope Borough would j
13  create jobs for construction of modules in Anchorage and Nikiski; and

14 j WHEREAS the operation of a power plant and data centers in the North Slope
15 § Borough would bring economic and social benefit to the State; and

16 WHEREAS the establishment of data centers within the North Slope Borough would

-1- CSHCR 17(RES)
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provide substantial added value to Alaska's natural gas resources; and

WHEREAS AS 38.05.183 mandates that any sale of the state's oil and gas royalty

J
3 ji "'shall be by competitive bid™ unless the commissioner of natural resources

4 |' (1) determines, in writing witu specific findings and conc'usions, that the best
5 interest of the state does not require competitive bidding or that no competition exists; and

6 Il (2) gives notice to the Alaska Royalty Oil and Gas Development Advisory
7 J Board; and

8 4 WHEREAS AS 38.05.183 mandates that, if the commissioner determines to sell
9 royalty oil or gas noncompetitivelv, the commissioner shall consider the criteria in
10 ; AS 38.05.183(e) and AS 38.06.070; and

J.lWH EREAS 11 AAC 03.010 mandates that, before the sale of royalty gas is
12 ’ completed, whether by competitive bid or not, the commissioner shall make a public finding
13 that the sale is in the best interests of the state; and

14 WHEREAS AS 38.06.050 requires that, before any long-term, substantial sale of the
15 ' state's oil or gas may be made, the sale must be reviewed by the Alaska Royalty Oil and Gas J

: . . . . :
J Development Advisory Board, and the board must issue a written recommendation to the ;

16

17 IJ legislature about the sale; and i
18 WHEREAS AS 38.06.055 requires that, before any long-term, substantial sale of the 1
19  state's oil or gas may be made, the sale must be approved by the legislature;

20 . BE IT RESOLVED that the Alaska State Legislature supports the sale of a portion of

21  the state's royalty natural gas from Alaska's North Slope, at a competitive, reasonable price, to
22 ilallow for electrical generation within the North Slope Borough to power data centers located |I
23  proximately to an electrical generation facility in that borough; and be it

24 uﬂ FURTHER RESOLVED that the Alaska State Legislature requests that the 1
25 commissioner of natural resources determine in a written finding whether the state's royalty
26 Jshare of North Slope natural gas must be competitively bid at this time, and, if it must,
_7 conduct a competitive saie; ana be n

28 FURTHER RESOLVED that the Alaska State Legislature requests that, if the
29  commissioner of natural resources determines that the state's royalty share of North Slope !
30 "natural gas need not be competitively bid, the commissioner

31 (1) enter into negotiations with Netricity, L.L.C., or another qualified

| CSHCR 17(RES) -2-
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purchaser, for the sale of the state's royalty share of North Slope natural gas consistent with
2 the procedures and policies set out in AS 38.05.183, AS 38.06, and 11 AAC 03; and
3 (2) by the first day of the Second Regular Session of the Twenty-Second
4 j Alaska State Legislature, present the legislature with either a contract for the sale of the North
5 Slope royalty gas for approval or a report explaining why the state should not sell its royalty

6 gas.

3 CSHCR 17(RES)
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HOUSE CONCURRENT RESOLUTION NO. 17
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - FIRST SESSION

BY THE HOUSE RULES COMMITTEE
Introduced: 4/20/01

Referred: Resources

A RESOLUTION
Expressing the legislature's support for sale of a portion of Alaska’s North Slope natural

gas for electrical generation to power data centers within the North Slope Borough.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the State of Alaska has vast proven reserves of natural gas located on the
North Slope within the North Slope Borough; and

WHEREAS the need for electricity in the United States is increasing due in part to the
demands of the Internet; and

WHEREAS Netricity, L.L.C., an Alaska limited liability company, is seeking to
purchase natural gas from the State in order to use that natural gas to generate electricity in
the North Slope Borough to power nearby data centers that would service the demands of the
Internet; and

WHEREAS the establishment of data centers in the North Slope Borough would
create jobs for construction of modules in Anchorage and Nikiski; and

WHEREAS the operation of a power plant and data centers in the North Slope
Borough would bring economic and social benefit to the State; and

WHEREAS the establishment of data centers within the North Slope Borough would

HCRO17a -1- 1JCR 17
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provide substantial added value to Alaska's natural gas resources;
BE IT RESOLVED that the Alaska State Legislature supports the sale of a portion of
Alaska's North Slope natural gas to allow for electrical generation within the North Slope

Borough to power data centers located proximately to an electrical generation facility in that

borough.

11CR17 -2- HCRO17a
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM April 26, 2001
SUBJECT: CSHCR 17 (Resources); expressing support for sale of a portion of

Alaska's North Slope natural gas (22-LS0943C)

TO: Representative Beverly Masek, Co-Chair
House Resources Committee

FROM: Jack Chenoweth
Assistant Revisor of Stages

Given the material being inserted by the~additional ""Whereas™ provisions, this measure
should also have a title change to reflect the fact that the Legislature is asking
Commissioner of Natural Resources Pourchot to make a general decision concerning
competitive bidding of state royalty share of North Slope natural gas and to report that
decision in good order to the Second Session. In this resolution, the material relating to
Netricity L.L.C. becomes secondary!
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01-099.jhb



April 24, 2001

Senator John Torgerson
Chair, Resources Committee
Alaska State Senate

State Capitol MS: 3100
Juneau, AK 99801-1182

Dear Senator Torgerson:

Members of the committee, my name is Paul A. Shadura Il and I reside in Kenai Peninsula
Borough. | have traveled 1,000 miles to testify today on the re-confirmation of Board of
Fisheries member John White.

There are some key points that I believe you should consider:
1 Flow has the record of this board member proved to the committee that he has made
fair and unbiased decisions that benefit all the users of the state?

a)

b)

Section 6(e) of the Alaska Statehood act states... (The) policy-making
officials should be selected for their ability and their dedicated interest in the
resource, and no identification should be made between a policy-making
official and any particular segment of the population; likewise, no official
should be bound to represent the interests of a specific geographical region.
In addition, an excerpt from the “Board of Fish review Committee” dated
2/23/88...In 1975 the Legislature enacted a new statute which split the Board
of Fisheries and Board of Game, the members of which must be appointed by
the Governor and confirmed by the Legislature “without regard to political
affiliation or geographical location” (ch. 206 SLA 1975). However, despite
the explicit aforementioned statutory prohibitions, for more than a quarter
century Alaska Governors, aided and abetted by the legislature, have
appointed individuals to the Board because of their identification with special
interests or geographic areas.

Re-appointing board members for two or three terms does not adhere to any
diversity of interests and in fact would solidify or ingrain the inherent bias or
idealism of one member from one area and from only one perspective or

resource user.

d) If we are attempting to reduce the temptation of an administration or body

from exerting political philosophies on board members that are not to be
considered by political affiliations, then it would seem proper that “new
blood” and “new ideas” would help to ensure that there would be less
collusion and a stronger attempt for Board of Fish members to balance the

decisions they promulgate.



Have decisions made by this board member resulted in sweeping losses to resource
users?

a. In the Kuskokwim River region, this area will now be closed for real
conservation reasons. This is Mr. White’s back yard yet in six years which
included his time as chairman he could not craft a moderate solution and now
his inability has severally impacted the economic viability for the fishing
families of this region.

b.In Cook Inlet in August2001, Mr. White failed to approve an emergency
petition that resulted in a surplus stock of pink salmon in excess of 20
Million fish. Information from local ADF&G personnel gave the Board their
best available information on the need for surplus fishery and assessments
that the conservation species that the board had been concerned about were
returning in record numbers (In the final analysis the best return to the Kenai
River in 20 years.).

c.Mr. White was instrumental on deterring the responsibilities of the decline of
chum salmon away from his turfand placing the blame on a distant Area M.
These sweeping changes to this area regulations will not, as board member
Coffey alluded to in a recent legislative committee report, make the
Kuskokwim whole again.

Does this board member listen to the concerns of others and does he have the
necessary participation experience on affected fisheries?

a. Board member White has stated publicly that he does not feel the public
testimony is necessary (Fall workshop 1999).

b.He voted against having a recorded copy of all committee meetings (Fall
workshop 1999).

c.He reserves his ex-parte communications with only selected members of the
public and stakeholders. Many times I or others in the commercial fishing
community have gone up to Mr. White and have been rudely cast off with no
answers except a sarcastic remark.

d.Mr. White is a dentist from Bethel, yet his recent press release states that he is
a commercial fisherman. 1 believe that he has a freshwater longline permit
that is not an open fishery and a limited fishery gillnet on the Kuskokwim. In
contrast you may review someone like myself who is a third generation
commercial fisherman in Cook Inlet, with family history that dates back over
100 years. | am an Alaska native descendent with Russian and English
heritage because they were the first explorers in the State. | commercially
fish salmon, herring, and halibut. My family has owned traps; we have been
involved in processing, fish buying, and tendering. | have subsisted on salted
salmon and sport fished in the Kenai River before it was fashionable. 1 am
an active Board member of the Cook Inlet Aquaculture Association for 20
years, board member to the CIRCAC and KRSMA boards. | have been
involved with KPFA for 30 years, and am a UFA Board member. | live, eat,
and breath fishing and | AM AN ALASKAN COMMERCIAL

FISHERMAN!



Please do not reconfirm John White. He will not improve the fisheries. He will not use his
intellect to bring the conflicts of individual users to a mutual agreement.

Sincerely,

Faul A. Shadura Il
Kenai



Alaska State Legislature

Representative Beverly Musck
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State Capitol
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To:

From:
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House Resources Committee

25 April, 2001
Legislative Legal Services
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Representative Beverly Masek, Co-Chair,
& Representative Drew Scalzi, Co-Chair

HCR-17

Representative Drew Scalzi
Co-Chair
~tate Capitol
Juneau, AK 99801-1182
(907)465-6890
Fax: 465-4822
1-800-665-2689
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Amendment No. 1

OFFERED IN THE HOUSE BY REPRESENTATIVE GREEN

Page 1, line 8:

Strike "Is seeking"
Insert "has proposed"

Rationale: This still recognizes that Netricity is the only company that
has approached the state with this idea, but does not assert any
propriety to the company for future sale.

Page 2, line 2:

After "a portion of"
S ke "Alaska's North Slope"
Insert "The State's Royalty Natural' Gas from Alaska's North

Slope"

Rationale: This incorporates Royalty Gas, and leaves the resolve to
the generic sale of the gas, with no companies mentioned.



Amendment N<x}/

OFFERED IN THESENATE BY SENATGRTGRGERSGN—

Page 2, line L

After “natural gas resources;”
Insert

“WHEREAS AS 38.05.183 mandates that any sale of the state’s oil and
gas royalty “shall be by competitive bid” unless the commissioner of the Department of
Natural Resources: (1) determines, in writing with specific findings and conclusions, that
the best interest of the state does not require competitive bidding or that no competition
exists and (2) gives notice to the Alaska Royalty Oil and Gas Development Advisory

Board;

WHEREAS AS 38.05.183 mandates that if the commissioner determines
to sell royalty oil or gas non-competitively, the commissioner must consider the criteria

in AS 38.05.183(e) and 38.06.070;

WHEREAS 11 AAC 03.03.010 mandates that the commissioner before
the sale of royalty gas is completed, whether by competitive bid or not, the commissioner
must make a public finding that the sale is in the best interests of the state

WHEREAS AS 38.06.050 requires that before any long-term, substantial
sale of the state’s oil or gas can made, the sale must be reviewed by the Alaska Royalty
Oil and Gas Development Advisory Board and it must issue a written recommendation to

the legislature about the sale;

WHEREAS AS 38.06.055 requires that before any long-term, substantial
sale of the state’s oil or gas can be made, the sale must be approved by the legislature;”

Page 2, line 3

After “natural gas”
Insert “at a competitive, reasonable price”

Page 2, line 5

FURTHER RESOLVED that the Alaska State Legislature requests that
the commissioner determine in a written finding whether the state’s royalty share of
North Slope natural gas must be competitively bid at this time, and, if it must, conduct a

competitive sale;



FURTHER RESOLVED that :he Alaska State Legislature requests that,
if the commissioner determines that the state’s royalty share of North Slope natural gas
need not be competitively bid, the commissioner: (1) enter into negotiations with
Netricity, L.L.C., or other qualified purchaser, for the sale of the state’s royalty share of
North Slope natural gas consistent with the procedures and policies set forth in AS
38.05.183, AS 38.06.010 - .080, and 11 AAC 03.010 - .250; and (2) by the first day of the
2rdsession of the 22rdlegislature, either present the legislature with a contract for the sale
of the North Slope royalty gas for approval or a report explaining why the state should

not sell its royalty gas.
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Alaska: Powering the Internet

Using Electricity Generated with
Natural Gas on Alaska’'s North Slope

to Power Data Centers
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Internet Power Demand

Since 1995 internet data transmission
volumes have been doubling approximately

once every three months.

Yankee Group, an internetresearch firm,
estimates the data center business to be a $§9
Billion revenue business in 2000, rising to

over $47 Billion by 2003.
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Computers, servers and the Internetnow
consume approximately 8% ofU.S.
electricity, according to the Digital Power
Report.

Kenneth Lay, Chairman of Enron Corp.,
predicted in October, 1999, that by the year
2010, one-halfofU.S. electricity production

wWould be dedicated to computers and the

Internet.
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54 M illion American households, or 51% o f
the total, have computers and 41.5% of

American homes have Internet access, up

from 26.2% in 1999,

American businesses have over 50 M illion
computers in service.

Cisco's 7500 Series Router, one ofthe data
center business standards, can consume

over 1,000 watts ofpower.
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Alaska’s VVast Natural Gas
Reserves

« The North Slope ofAlaska contains no less
than 35 Tcf (Trillion Cubic Feet) ofproven

natural gasS reserves.

* Those proven reserves are a mere fraction
ofthe total volume ofnatural gas located on
the North Slope as probable and possible
reserves which could ultimately be brought

into commercial production.



Those natural gas reserves do not have a
market currently due to the prohibitive cost

ofbuilding a pipeline to the lower 48 states.

Similarly, while gas fired power generation
currently takes place on the North Slope,
the costs ofbuilding an electrical
transmission system to the lower 48 states
and the associated line loss ofelectricity
transmitting over that distance, prohibit the
construction ofpower plants on the North
Slope to use that gas in-situ to produce

electrical power.
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Proposed Pipeline Construction

 Feasibility studies are under way for the
construction ofa 2.5 to 4.0 Bcfperday
pipeline from the North Slope to the Lower

48 with in-service dates estimated from
2006 to 2010.

o« Any such pipeline will still leave a
tremendous amount ofgas stranded on the

Slope with no market.
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» Assuming the larger potential pipeline, of 4
Bcfd capacity, went in service atthe earliest

proposed date of 2006, thatpipeline would
move 1.46 Tcfperyear from the Slope. At
that rate it will take 24 years to move only
the proven reserves oftoday from the Slope,
with all probable and possible reserves
behind that. Given the 6 years between now
and the earliest in-service date for the
pipeline, some ofthe proven reserves o f

today could notgetinto thatpipeline for 30

years.
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The Netricity Concept

® Utilize North Slope natural gas to generate

electricity locally for use in a large data

center located on the North Slope.

® The data center would be linked to the
Internet via the existing Alaska United
fiber-optic cable system from Prudhoe Bay
to Valdez, Anchorage, Seattle and the North

Pacific fiber-optic cable.
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Advantages and Benefits of the
Netricity Concept

« Creation ofamarket for natural gas in the

near term without the need for a pipeline.

« High-tech, well paying employment
opportunities for Alaskans.

o W ith its location and access to the North

Pacific Cable this facility would access
North American and Asian Internet markets

and straddle communications between the

two continents.



* Ambient Cooling: A major cost for data
centers in the Lower 48 is air conditioning
to keep electrical components from
overheating. The North Slope offers
tremendous ambient cooling possibilities
with heatpumps or ambient air flowed
around computer clean rooms, eliminating
air conditioning needs and the power

associated with thatcooling effort.



Power Reliability

Power generated on the North Slope could
be fully dedicated and conditioned to meet
the needs ofthe data processing industry,
which is demanding a higher quality and
reliability ofpower. That data center would
not have to compete forpower from the grid
or suffer the spikes in thatpower as seen in

the Lower 48 states.
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Possible Advantages

« A combined cycle power plant would
generate electricity ata higher costbut
would also generate steam which could

potentially be utilized in heavy oil recovery.

« C02 produced by the power plantcould
potentially be pumped into oil reservoirs to

maintain pressure and as an Enhanced O il

Recovery effort.
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Netricity’s Requirements

W e need a gas supply in the range of 1 Tecf,

to be utilized in the power plantover the

next 25 years.

» The chances ofbringing a data center to the
North Slope are inversely proportional to
the cost ofnatural gas. The lower the cost
ofgas, the lower the costofelectricity
generated will be and that low cost

electricity would attract the data center.
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Proposal to Acquire Options to Purchase Natural Gas
From the State of Alaska on the North Slope

1) Netricitv, LLC (Nctricity) needs to secure a natural gas supply on the North Slope of
Alaska under a series of options to purchase gas in order to be certain of that supply
prior to marketing electricity to data center power users.

2)

3)

We anticipate that electrical generation capacity will be added in 45 MW (Megawatt)
increments. Each 45 MW turbine will require approximately 8.5 MMCFD.

The options that Netricity needs to secure to buy natural gas are requested under the
following general terms and conditions:

a)

b)
c)

d)

9)

h)

Netricity would secure 14 options to purchase natural gas and each option could
be exercised to execute a gas purchase contract for a volume of 90% to 110% of a
volume of 8.5 MMCEFD for at least 5 and no more than 25 years from a date
commencing no less than 60 or more than 1SOdays after the date of option
exercise. The 10% variability will allow Netricity to more exactly nominate and
contract for the volumes needed, based upon experience and fuel consumption of
the earliest turbine(s) installed.

The options would each be for a duration of 5 years, commencing on July 1, 2002.
All natural gas contracts resulting from the exercise of an option or options would
be take-or-pay in nature, with Netricity being required to pay for all gas under
contract, subject to make-up provisions allowing for previously purchased gas to
be taken at a later date, and for buyout of the remaining term of any such contracts
at an agreed upon discount.

All natural gas under option to Netricity must be utilized within Alaska and may
not be exported out of the state prior to use.

Natural gas delivered under the contract would be dehydrated, free of sulfur and
comprised of no more than 1 (one) molar percent of inert gases at a pressure base
of between 650 and 1,000 psi.

Natural gas under the gas purchase contracts would all be delivered at mutually
agreeable central facility(s) within or proximal to the Prudhoe Bay Field.

Natural gas purchased pursuant to the exercise of options would be at a price of
S0.36/mcf, regardless of the date of option exercise or duration of the contract
secured by exercise of that option.

Events qualifying for excuse of perfomiance by either party due to events
constituting force majeure would be mutually agreed to by the parties.

State agrees not to supply any other parties with natural gas within the North
Slope Borough for purposes of generating electricity that would be dedicated to
powering data centers co-located with generation for a period of 5 years
commencing on July 1, 2002.
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Alaska to hold critical role in US energy politics

Swvtn Poruban
Senior Staff Writer

Alaska's oil and gas resources—and the .
ability to explore for, develop, produce, ~ Highway route, was first offered by
and transport them—will play a key role  FoothillS Pipe Lines Ltd., Calgary, in the
in US energy politics in the coming years, 1970s as the Alaska Natural Gas
particularly under a new administration ~ Transportation System (ANGTS) and has
In the US White House. ~alreaay received approvals from the US
The exploitation of Alaska's extensive ~ Federal Energy Regulation Commission
hydrocarbon reserves hinges largely on  and die Canadian National E,nerg% Board.
two main issues: the development ofa  Many in the mdustr;{, including the state
scheme to transport natural gas from the  of Alaska and several Canadian provinces,
Alaskan North Slope to mar including the Yukon Territory, strongly
kets in the US Lower 48 back the proposal.
and the opening of "They are a lot further along
the Arctic National
Wildlife Refuge Alaska Gov. ,
AN'WR) Coastal Tony Knowles T f
E’Iain to explo T “Alaska's natural gas’
ration and P can be the foundation of
a 21st century economy

which involve the construction of a

gsee\éelr%%rpe%nt of high-tech resource
story, p 66) development, high-tech
% 'in ' manufacturing, and new
the |iSF€p0fg fi- business growth and ,
orities of p quality of life based on
newlv elected affordable clean energy.’
US Pres. Georae With known and estimat”
W BUSH ic g g ed [Alaskan] reserves of e
up to 100 tcf, natural gas
revamp of the can fuel our economy for the
COUHUVE energy next 50-70 years, but to start
p0||cy- As part of this this mammoth project, we need

POHCy, Bush has stressed a single point of contact.”

he need to include an aggressive

The other two ANS gas monetization

pipeline through Canada to the Lower 48, proposals involve the construction of a
The first proposal, known as the Alaska

Fg)elme from the Prudhoe Ba&area to
idewater in south-central Alaska for
delivery into an LNG export scheme and
the construction of gas-to-liquids facili-
ties at Prudhoe Bay to create a GTL stream
that could be injected into the existing
Trans-Alaska Pipeline System oil pipeline.

Pipeline feasibility

he US (T;overn.ment put its hand on
the pulse of the oil and gas industry
regardm? an Alaskan gas pipeline most
recently Tast September, when pipeline
companies gathered to report to the US
Senate energy committee that a pipeline
from the North Slope to the Lower 48
would be a feasible proLe,ct.

Sen. Frank Murkowski (R-Alas.), who
chaired the committee, said proven ANS
0as Ir terves are more than 35tcf, with
Potennal reserves of more than 10 times

at.
"With prices [currently] hovering
around SS/Mcf, the economics have
never looked better for Alaskan gas to be
delivered to an eager market in the
Lower 48" he said. .
“Foothills Chairman Robert L Piercv
said, "We believe that the Alaska Natural
Gas Transportation System can be in ser-
vice and transporting Alaskan North
Slope gas in the 7 time frame."

approach to exploration Within the US. in with FERC than anybodly else," explained He said the ANGTS overland pipeline
hopes of easing the country's dependence Arlon R. "Hissing, an oil and gas consultant route would move the gas from Alaska to

on foreign oil,

based in Mercer Island. Wash,, and a close northern Alberta, from which it would be

During one oft%)residential debates industry observer of the various proposed shi%ed to the Lower 48

in early October 2000, Bush stated, "The  routes.

only way to become less dependent on

foreign Sources of crude oil'is to explore by a Houston-based group of promoters, noted, and it
tally disruptive than other overland routes

he group, which has not received because it would parallel existing high-
any ?overnment approvals yet. “are claim- ways.

at home. And Xlou bet | want to open up a is bemgTIed by Arctic Resources Co.
small part of Alaska, because when that  (:ARC).

field is on line, it will produce [ 1 mil-
lion_b/d. Today, we import [1 million
b/d] from [Iraq.] | would rather that a
million come from our own hemisphere,
our own country, as opposed from
Saddam Hussein."

ing to promote what looks to be the tech-

@D
o

The pipeline’s route will run along the

o likely from Prudhoe Bay to the Canadian
Pipeline routes Beaufort Sea and into the Mackenzie
urrently, there are four groposed Delta, then via the Mackenzie Valley into
schemes for monetizing ANS gas, two of  northern Alberta.

74

ery of the ANS region's a
_ gas supE1
arctic coasts of the US and Canada, most ~ approach.”

e US and Canadian governments

The se:ond pipeline proposal, offered apProved the route 21 years ago, Pierce

ed, and it would be’less environmen-

Forrest Hog,und, ARC chairman and

nically best proposal,” Tussing comment-  CEO, said that the (fevelogment and deliv-

> ANS undant natural
lies will require a "unique

“Our country’s track record so far on

trying to tap Alaskan and other arctic nat-
ural gas reserves and bringing the gas to
market has not been successful,” Hoglund
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said, "Over :he past 25P(ears, technologi-
cal limitations and conf |ct|n% industry
and governmental interests stalled
attempts to taP these reserves .
“As a result, no project has been built,
and proposed solutions have proven to be

including "under-ocean (arctic’) pipelines
at untested pressure over never-achieved

: length of 400 miles,” Knowles said (0GJ,
sensus around the primary route.” 2 31

ov. p. 31).
- Meyers added that gas sales from the Building the massive pipeline would
line would e a possibility by 2007, pro- generate billions_ of dollars for the Uaskan

mit application by mid¥ear,200_1. During
2001, we would expect a significant
effort to build external stakeholder con-

uneconomical,”" he added. vided that the company economy, provide access to more gas for
Jerry Halvorsen. president of the receives stakeholder use’in that state, and create spin-off

Interstate Natural Gas Association of consensus from both industries involving the use of

America, called the construction of agas the US and Canada gas ||QU|ds, say state officials,

line *..a matter of no small importance  for a primary nowles Ras pledged to

to America in terms of our economy and  project as well as s[)end the rest of his office

our future energy security." cooperation erm pushing to launch
The tog.ANS producers—Ep from both ~ A5$HSBBHHBBSfCL'- & construction of a natural

ExxonMobil Corp., and Phillips Petroleum countries

Co,—were also present to state their governments Consultant

opinions. The three ANS gas producers  t0 expedite Arlon Tussing,

have agreed to ajoint work proglram permﬂtmgi]. on prospects for an

focused on ways to monetize ANS ges. "Whether Alaska gas pipeline

The initial gro ram, which is expected to the pipeline "Both the politicians

cost about 575 million, will involve the  route Is accept- and the producing com-

conceptual design, project cost estimat-  ed or not, it's panies are giving the

the producers

that are going to

make the decision.”

Tussing noted. "Of the

three pipeline h)romonon
S

ing, permitting considerations, commer-
cial structure, and overall viahility of their
Alaskan Gas Pipeline Project. The work
Program Is expected to take 18 months,
he companies said.

Robert Malone, BP's western region rouRs, Foothills is the,onl;tl one
president, said BP is studym? various at has anything to bring to the table,"
options for moving the gas to market,  he said. Tussing added that die White
including gas. natural gas fiquids, and  House's new cabinet candidates—espe-

cially the Department cf Energy, thr

Department of the Interior, and Uu

Environmental Protection Agency—wil

, | certainly have some influence over the

5|mEIy build a pipeline." Malone said. ~ pipelin’s routing, but that the producers

“Rather, our goal is to create anew gas  are ultimately going to make the final

exploration, development, and production decision,

inqustry...that sits side-by-side with the

existing oil industry in Alaska." .
Terry Koonce, president of ExxonMobil

s |
gas—to—r?qwds proposal%. He said it would
ake 1year to order rr.uerials for a gas
pipeline and 3 years to build it.

~"Qur focus for Alaska gas is not to

Alaska's role N .
Alaska has actively participated in

Production Co., told the committee, "At  stud ma the feasibility oftransportlng
this time, we do not know whether the  Nort %e as to markets south. Late
Lower 48.?as market will support the  last year, Alaska Gov. Tony Knowles

major capital expenditures required for a expressed his state's support for the
[gas] pipeline and when such a pipeline  Alaskan H|ﬁhway route. He billed the idea
could be built and be in operation. ~ with the phrase: 'MW is the high-

, "tlt is worth noting that there is suffi- - way." (0GJ, Dec. 4, | Newsletter, .
cien 7.

ct]as on the North Slope for multiple
projects if market conditions are support-
Ive. The prospect of building a Pas—to—hq—
uids project would not be precluded by
building' anather project, such as a
pipeliné to the Lower 48" .
Phillips Alaska Inc. Pres, and CEQ Kevin
Meyers said, "We are currentli/ evaluating
routing alternatives and plan to select a
primary [pipeline] route and begin per-

The 1,800-mile line would be the
Iar?est private construction project in US
history. .

A Shorter, competing_route from
Prudhoe Bay across the Beaufort Sea and
down the Mackenzie River Delta to
Alberta also has heen suggested, but that
route poses formidable technical, envi-
ronmental. and logistical challenges,

Oil & C f journal/ Feb. 12, 2001

fully inte
lizes existing ﬁ _ |
Brocesses to the maximum extent possi-

impression that something
is going to be built. It seems
to me that this is a real
stretch.

gas pipeline. He is on record in support
of lowering state tax barriers to encour-
age such aproect.

Further demonstrating his strong com-
mitment to the line's construction,
Knowles earlier this year issued an
administrative order that, among other
things, included:

mihe creation ofa"pipeline cabinet" and
coordination office to centralize permitting
and oversight procedures among state
agencies for construe non of such a
pipeline.

«The introduction ofan amendment that
would include both gas pipeline and gas-
to-liquids proposals in the state's 1998
Stranded Gas Development Act. which
originally targeted only a possible LNG
project.

«The issuance of a notice seeking a $4 miil-
lion appropriation to jump-start construc-
tion ofa gas pipeline; the money would
help fund initial work on permits and

Th

hts-of-way.

e administrative order “establishes a
%rated state organization that uti-
Ing government structure and

le. minimizes impacts to existing agency

functions, and promotes internal align-
ment of state agencies," the governor said.

15



The objective is a streamlined, one-
stop state permitting facility that will be
in place ifa company decides to build a
pipeline to move Aldskan gas to markets
In"the contiguous US.

"Alaska’s natural gas can be the foun-
dation of @ 21t century €CONOMY 0Of
high-tech resource development, high-
tech manufacturing, and new business
growth and quality of life based on
affordable clean energy. With known and
estimated [Alaskan] reserves of up to 100
tcf, natural gas can fuel our economy for
the next SO-70 years, but to start this
mammoth project, we need a single point
of contact."” .Knowfes. said. .

The official pipeline coordinator will
submit periodic progress reports to the
governor and members of his gas
pipeline cabinet, summarizing goals,
objectives, and accothshments in build-
ing the proposed pipeline. .

In his state of the state address, Fwen
earlier this year. Knowles made it clear
that a method to get North Slo?e natural
ges to southern markets was a top priori-

¥ "| believe Alaskans can be on the
working end of a shovel bundmﬁ a natur-
d %?sm eline within 2years," he said.
"Atter 2 decades of false"starts and broken
dreams, the economic and political stars
are finally ahgned in our favor. Natural
ges is the fuel of the 21st century.
_"We're working hard to keep this pro-
ject on track—conferring with Alaska’s
major oil and gas producers: cosponsor-
ing a natural gas summit in America’s
heartland: listening to Alaskans.

"And I'll soon agpomt the governor's
Natural Gas Poth ouncil to ensure
Alaskms realize the maximum benefits
from this project. This includes feedstock
for new industries, community access to
gas. and future gas projects.”

Will it get built?

Although there are many who are
backlnﬁ the construction of the gas line
from the North Slope, still others can't
help but be wary of how long it has taken
to %et to this point. Tussing noted that
with a project with such a large economy
of scale, the long-term cost must truly
jUStlfg its construction.
~ "Both the politicians and the produc-
ing companies are giving the impression
that something is going to be built," he

said “It seems to me that this is a real
stretch. It wasn't much more than a year
ago that the price out of Alberta wasless
than S[/Mcf] (US). And, under those
circumstances, to be competitive, You'\_/e
got to brmg,tﬁe gs & far as Alberta with
|—what kind ot netback [would that
Erowde]? We now have the highest mar-

et prices that we've seen since the evolu-

tion of the market price for %as, but
we've also got the most volatile situa-
tion—nothing has hagpened to the fun-
damentals," Tussing observed.

As for when such a project —euld be
completed, Tussing said, "It could be any
time and no time.” o
~ Holding up the progress, Tussing said,
is the fact that “the numbers just don't
work out. Unless you're convinced that
there has been a major, permanent struc-
tural shift—that there has been some
change in the fundamentals between

and 2000—the safest thmg would
be to assume that the fundamentals are
going to he the same, roughly on the
average that they have been over the pre-
vious 1S years. There’s no basis for a gas
ﬂ\ﬁ)elme either to the Lower 48 or to an

'G terminal," he said

Opening ANWR

As for the likelihood that Bush would
attempt to open up part or all of ANWR
to exgloratmn Tussing said, "I can't fore-
see of the Bush administration—no mat-
ter how strongly they felt about jt—col-
Iectm%or being willing to cash in
enoug ch|Ps to do it. There’ no popular
support in the United States for it"

ussing added that within Alaska, how-

ever, there s strong, support for such a
progosal. “Drilling"is now prohibited
without an act of Congress. There are
members of Congress, maybe a third of
the Senate under maéor pressure by the
administration would vote to open it. but
the>  1n't any national consensus for it,”
he said. .

"The Democrats in Congress would
love to have an early fight.'It's really the
only high-profile wedge issue in the envi-
ronmental arena. ANWR is overwhelm-
ingly an emotional issue. There's no way
that the decision is going to affect the ges
I[ntye or have any impact on national secu-
ny." &
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As energy rates soar 40%
companies dim lights, buy
more efficient eqmpment
%ion Swartz
TODAY

SAN FRANCISOO-  Faced with the larg-
est electricity rate increase in state histo-
ry and the certainty of “rolling blackouts"
when air conditioners crank up this sum-
mer, Silicon Valley firms are pulling out
the stops to conserve energy.

»Hewlett-Packard. It has one energy
“war room," and is building three more

this year to monitor power consumption
of 12,000 employees in 41 buildings in

five San Francisco Bay Area cities. By

tracking use closely, H-P could see where
it could cut energy use. For example, it
dims lights or adjusts temperatures when
statewide electricity supplies are running
dangerously low. H-P also is replacin
$500,000 Trefrigerator units that cool
computer centers with more efficient
models.

»Roche Pharmaceuticals. Stung by
an hour-long outage March 1S, the 1,200-
person crew cut energy use 20% by urg-
ing workers to turn off computers, lights,
even labs during peak energy usage.

»Cisco Systems. The networking gi-
ant is trimming electricity use an addi-
tional 10% on top of earlier cutbacks, by
using more energy-efficient equipment.

California regulators Tuesday approved
monthly electricity rate increases of
about 40% The state already suffered roll-
ing blackouts this winter, and more are
likely in the summer heat

With the Valley already living on the;
edge of darkness, though, the rapic*
growth of "server farms™ - spraming

Si hillion project that could guzzle the
equivalent of energy for 150,000 homes.
The 2.2 million square-foot facility, over-
seen by US DataPort, would handle
more than 10%of Internet traffic world-
wide when it opens in 2002.

“The projects scale, in light of the
states energy problems, is troubling to
sz;y the least,” says Michael Stanley-Jones
of the Silicon Valley Toxics Coalition.

US DataPort CEO Grant Sedgwick
counters that the center will create 700
jobs and generate S70 million over 10

ears in property and utility taxes. It
opes to build its own power plant, he
says. w oo >

Exodus Communications, which oper-

computer complexes that handle Internet, ates 14 data centers in California and 42
traffic - threaten to tax the state's fragile; nationwide, already iias plans to build its

power system even more.

“Energy use is now at a level the state
expected in 2015,” says analyst laiad
Carleton of Frost &Sullivan. “Alot or that,
specifically the growth of server farms, is
tied to tech's rapid expansion.”

San Jose officials next week are set to
approve the worlds largest server farm, a

fal/l?/

own power plant in the \,@Ieg.o

Electronics manufacturer Solectron is
exploring a more drastic move. It runs 22
plants in the Valley and may move some
operations out of state.

"In the end, how do you remain com-
petitive in this environment?" spokes-
man Kevin Whalen says.

USA
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A troubled veneer plant in Ketchikan was
tossed a life ring this week.

The Ketchikan Borough Assembly voted 5-2
Monday night in favor of negotiating up to $2.5
million in new financing for Gateway Forest
Products, which filed for Chapter 11 bankrupt-
cy protection last month.

The assembly will meet again today to con-

Bush repeals C

lin to n s

Dy tne oorougn witn runas appropriatea 0y
Congress to ease Southeast’Alaska's economic
woes bom a downturn in the timber industry.
Astanding-room-only crowd turned out for
Monday’s night meeting. Many of the roughly
18 people who testified about Gateway asked
the assembly to offer jt more financial assis-
tance and to assume the debt the company has
racked up with local companies, said borough
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n POLICY: President says
OSHA ruleswere too
costly and broad.

By SANDRA SOBIERAJ
The Associated Press
WASHINGTON — President
Bush on Tuesday signed a repeal
of new workplace safety regula-
tions, saying they posed “over-
whelming compliance challenges”
for businesses. o .
The measure, revoking rules is-
sued late in the Clinton adminis-
tration, was the first substantive

Ik
Bnes

said.

NANA profits again top $5 million
NANA Regional Corp. posted a $5.1 million
profit in 2000, down 2.5 percent from a year

California power woes hit locally

Rolling blackouts in California because of
power shortages have thrown the off switch
for at least one Alaska company. Kay Cash-
man, publisher of Petroleum News Alaska,
said her Web site — petroleumnewsalaska.
com —went down Tuesday for at least sever-
al hours because its host computer is in Palo
Alto, Calif. An outage happened once before
this year, she said. “It’ frustrating,” Cash-
man said. Anchorage-based Petroleum News
plans to move its host-computer site to
Haines, where its Web master resides, she

policy that Bush signed into law.
The rules from the Occupation-
al Safety and Health Administra-
tion were aimed at preventing
carpal tunnel syndrome, tendinitis
and other health problems associ-
ated with repetitive motion, awk-
ward postures, contact stress and

the like. If such injuries were re-.

ported, adjustments to work sta-
tions would have been required.
Businesses, which were given
until C-.tober to comply, said the
required changes would cost them
as much as $100 billion a year.
Bush has asked Labor Secre-

earlier, according to the company’s annual

TUESDAY STOCKS: Y

srbn Alea PBIOpw

Dow Jones: -238.35tr 9,720.76

tary" Elaine Chao to devise a
cheaper way of addressing work-
place safety. v\

The president signed the bill in
the Roo'sevelt Room with’only a
fewspectatorsonhand.

“There needs to be a?balance
between and an understanding of
the.co™ts and benefits associated
withvfederal regulations,*’ Bush
said'“in a statement. ™The er-
gonomics rule would have cost
both large and small employers
billions of dollars and presented
employers with overwhelming
compliance challenges."

oV * &

report. It marks the third year in a row the
Kotzebue-based Native regional corporation
made a profit in excess of $5 million. The cor-
poration*which represents Inupiats from
Northwest Alaska, reported revenue of $176
million, up 30 percent. NANA has just more
than 10,000 shareholders and owns 1.7 million
acres of surface estate and 1.8 million of sub-
surface. The company has more than a dozen
subsidiaries in the oil field services, mining
support services, real estate, tourism engi-
neering and other ventures. NANA’ net roy-
Ities from its huge Red Dog lead and zinc
i increased to $4.4 million in 2000, up from $3
million the year before, the annual report
says. The NANA board has set a goal of
achieving 15 percent annual growth and $10
million in profits by 2005, according to the
company.
Daily Newl wire reports

Y NASDAQ: -93.74to 1,857.44

ruptcy Court Ail

ment on money owe
ﬁ‘;tahna.fﬁéon g
cas on hand to pay employees

wprkmg Bloom said,

See Page E-

regulati

Earlier Tuesday,
women business lea
signing the legislatir
represented change "
is positive.”

“The rule would h.
bureaucratic one-size
tion to a broad range
and workers — not;
ment at work,” Bush:

He held the legisl
victory for himse
Republican-controlle
Last week, in his first

See Page E-I

Alask

Tuesday closing p
Coast open martn

25—

@E_PCUI\C

Y S&PS5°



~NE2$EL£EL£JC }fcSLFINAN C E Finance Home - VallQl - btIB rit/vie"nflm rxc

r get your own!

[ Latest Headlines j Market Overview | News Aderts ]

Wednesday February 14,10:42 am Eastern Time

Press Release Dalck Online. Apply Now
. . ) Related Quotes
SOURCE: Edison Electric Institute 2001 1089750  +102.09
AXIC 2573.89  +82.49
i : ASPC 1329.26  +13.34
Power Companies, Developers Discuss ALY 57993 +12.35
Impact of Internet Data Centers; Along APSE 890.19  +30.33
delayed 20 mins - disclaimer

W ith Business Opportunities, Server Get Quotes
Farms Pose Huge Power Demands

WASHINGTON, Feb. 14 /PRNewswire/ —The growth of Internet data centers -- buildings that house
computer servers and networking equipment and can consume as much power as a small city -- were
the focus of ajust-concluded conference hosted by Edison Electric Institute. The event, Electric
Utilities and Internet Hotels/Data Centers: Building the Infrastructure for the New Economy, was the
first gathering of all parties, including electric utilities, zoning officials, data center developers, and
consulting engineers to scrutinize the unique challenges and opportunities that data centers pose. A

follow-up conference will be held in early fall.

Internet data centers, also called server farms, Internet hotels, or Telco hotels, store the computer
servers and networking equipment that manage the Internet's traffic. Located near crucial fiber-optic
cable networks that have the broadband capacity to handle their large amounts of data, the data
centers consist of little more than racks and racks of computers and the air conditioners needed to
keep them cool. The centers, however, operating 24/7, demand absolutely reliable power and lots of
it. Compared with the 5-10 watts per square foot that a typical office building requires, data centers
may need between 50 to 200 watts a square foot,, and can be as big as three football fields.

""Although electric utilities welcome the increased load a data center represents,”” said EEI's Steve
Kiesner, Director, National Accounts. ""We often have to make huge investments in generation and
transmission infrastructure to support them. How these will be paid for was a key discussion topic."

Kiesner went on to point out that many factors will affect the power needs of an Internet hotel. A
developer may come in and ask for five megawatts or 10. But as the center starts out, its business may
warrant only one to two megawatts. After that, business will probably fluctuate, and along with it, the
center's need for power. Another variable is that as computer equipment becomes smaller and more
energy efficient, the future power estimates may never be realized.

http://biz.yahoo.eom/pmews/010214/dc_eei_pow.html 2/15/01
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""The many questions Internet data centers pose require that we get input from all sides," said EEI’s
Group Director of Energy Services, Michael McGrath. **Developers want power to be supplied
quickly and 99.9999 percent reliable. Utilities want safety concerns addressed, financial protections for
their other customers, and some security on their investment."*

A follow-up conference will take place early this fall. In preparation, the group planned a number
action items. Among them were setting up a task force and list server to maintain a dialogue on issues
as they arise. One key action item for the new task force will be to meet with utility regulators and
discuss the potential effect of these data centers on regional power markets. Another item will be to
compile actual facility performance profiles to prevent over design on a utility’s part.

""This conference was a great start,"" said McGrath. "*As we move forward, we all look toward
working together to ensure a smooth transition with the least amount of impact on the power grid and
without slowing down the development process.”

For more information about EEI's Internet data center initiative, please contact Steve Kiesner at 202-
508-5414, skiesner@eei.org. or Charles Foster at 202-508-5554, cfoster@eei.org.

Edison Electric Institute (EEI) is the association of United States investor-owned electric utilities and
industry affiliates and associates worldwide. Its domestic members generate approximately three-
quarters of all the electricity generated by electric utilities in the country and service about 70 percent

of all ultimate customers in the nation.

SOURCE: Edison Electric Institute
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New ‘server farms’
to handle Internet
could drain system

The Associated Press

BELLEVUE. Wash. - More than
nwo dozen “server farms” — data
centers that haniile the %rafftc of the
Internet —are planned for the Seat-
te area anotheragn of the r(efton 'S
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Level 3 will build gianttechnical bub outside Boston

Byierd Smith
| News Staff Writer

U Broomfield-based Level 3 Com-,

i munications will build a 500,000-:

' square-foot technical hub outside'

4 Boston this year to meet skyrock-

; eting demand for space from In-
ternet service providers and oth-
ers.

woman Kathy
Sattem. Level
3,'operates 38
so-called gate-
way.- centers
nationwide.

They are used
by Internet

, service
providers and

Level 3.already operates'mega-' others as switching stations and

centers in New York, Boston and
, Silicon Valley and plans a third in

technical entryways to phone net-
works and the Internet.

m Hong Kong this yean said spokes- ® A 96,000-square-foot center

'‘o&o0 fi/A.

just finished in Silicon Valley is
already sold out, Sattem said.

"Our expansion in New England
and other areas around the coun-
try is a direct result of the continu-
ing growth of the Internet econo-
my,” said Level 3 President Kevin
O’Hara.-

The centers serve as portals to
Level 3’ national and internation-
al broadband network. Level 3 al-
ready has 4.4 million square feet of
technical space and plans to have
6.5 million square feet.
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 Quest launches CyberCenter in Highlands Ranch

tm-t
rwfeshflWriters i

When MSHOW . com organized a
Iihe Web conference for Qwest.
Comunicationsilnc: ™ two weeks;*
ag. the Denver tompany turmed ®
to Quest itelffor help in ,"host—:.
ing'theeent, i "

5 high-speed routersand
other equipment at Quest™s new
CyberCenter in Highlands Ranch
were used to pipe video and audio
oo the Intemet from an analyst
meeting inNew York.

."You areate a kot of tafficwhen
yoruridoo-streami o gigabytes infive
minutes t© 1,000 people,” said
RobertOgdon, MS1 10 Woom® s dair-
man and ddefexecutive dficr: Dut

thisevat, he said, *'was seamless’
farthosewho wattchedon Hicieb.
Quest isbetting tens ofmillias
of dollars that hundreds of other
companies will take advantage of
the technology offered at its cen-
terintheDenvera@a\',t, T" -

“The catter, formally launched

highway at speeds of up o 24
gigebitsper second. -

Thats roughly equivalent to 45
million simultaneous Intemet
conections at a standard modem
Speedofss kildortsper second.-

And despite the rapid increese”
in the number of similar q/oer

Vlednesday, is designed 10" help = CENters across lire cuntry, com-*

companiies with information tech-
nology appbcations ranging from
Web cortent distribution lo data
management.  * .m

The fadility isQwests 12th ina
US. rollat thet is plamed t©
reach 2-1 by the end of 2001 .The
technology s inpressive: Routers
are capeblle of sending video, \voice
and dcata out t the information

pany officialsare hullish.

*'We arenot.concermed tret there
sowertuilding inthe indstry, " said
Richard L Weston, senior vice
president of Quest Intemet Solu-
tios. “We sec insatisbledemand.”

Hut while space in a previous
cyber center inCalifomiawas sold
out in13 days, Quest officialsesti-
mate the company will probebly

Till'"* the Highlands Ranch center
inaboutayear.

“‘Companiies may hot put their
whole (information technology)
goplicatias on the Web,”” Weston
said, butmay startwith such gpli-
catios as arail and sales man-
agement.

The center has radks aaileble
farup lo109,000 sEners.

Company officials declined o
disclose current or potentdal cus-
tomers, but reticelly the tele-
comunications company”s busi-
ness customer base includes 40 of
the Foitunc 50, leading dot.coin
companies such as Amazon.com,
and (op Intermet providers such as
AOL andAkamai,

To safeguard customer opera-
tas, Quest isproviding 2 4 i
seaurity and video suneillance of
dl entrances and aislcs.-dst
reach the areawhere the seners
are housed requires placing [Id
back of one s hand through a *ro-
nietric’ scanner that matches the
scan t ones photo ID. Server
racki irsice are loded for cus-
tomer protection. - s

The company has huilt in re-
dundancies, including two backup
comections to the Intermet. A
Staffof 19 has been hired tomoni-
tor gperationsand troubleshoot. ™!

The center also has backup for
poner, heating, \entlation, air
conditioningand firesuppression. .

&$&



Business travel
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Two: «'Southwest adds a
daily non-stop April 1 be-
tween Chicago- Midway
and.Fort Lauderdale. for a
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Computers to Boost Energy Use More Than Forecast

(Updatel)

By Bradley Keoun

W ashington, Nov. 28 (Bloomberg) = Computers and electronic
equipment are drivmg-growth in U.S. energy usage faster than the
government forecast a year ago, according to a report published today by
the Department of Energy.

Electricity demand during the next two decades is expected to rise by 1.8
percent a year, the department said in an annual energy outlook, faster
than the 1.3 percent expected in last year's report.

The revision came after a "reevaluation of the potential for growth in
electricity use for a variety of residential and commercial appliances and
equipment, including personal computers,” the report said.

Electricity prices will decline 10 percent by 2020 as deregulation and
increased competition in the electric industry lead to cuts in operating,
maintenance and administrative costs, the report said.

Total residential energy usage was projected to grow by 1.2 percent a
year to 24.4. quadrillion British thermal units in 2020, up from the 23
gquadrillion forecast a year ago. The most rapid growth will come from
computers, electronic equipment and appliances.

Commercial energy usage will grow by 1.4 percent a year to 20.8
guadrillion Btu, driven mostly by rising demand from computers, office
equipment and telecommunications devices.

Growing Energy Demand

Overall, the nation's total energy usage is expected to grow by 1.3
percent a year to 127 quadrillion Btu in 2020. That's up about 30
percent from this year's usage of an estimated 97.6 quadrillion.

U.S. oil demand was projected to grow by 1,3 percent a year, led by
growth in transportation, whicn accounts for 70 percent of U.S.
petroleum consumption.

Page 1of
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"Higher light-duty vehicle travel in the forecast is partially offset by
higher vehicle efficiency," the reoort said.

The share of U.S. petroleum demand met by imports will increase to 64
percent in 2020 from 51 percent in 1999.

Higher oil output from the Organization of Petroleum Exporting
Countries and from non-OPEC countries will meet growing demand from
the United States, the Middle East, the former Soviet Union, China and

the Pacific Rim.

Falling Oil Prices

World oil prices in 1999 dollars are expected to average $22.33 a barrel
in 2020, about the same as forecast last year. Oil prices this year are
expected to average about $27.60, up from $17.35 last year because of
production cutbacks last year by OPEC and several non-OPEC nations.

Oil prices are expected to fall to $22.50 a barrel by 2003 as supply
catches up with demand.

Natural gas prices were expected to be 10 percent higher in 2020 than
the agency forecast last year, as new supplies from domestic wells and
Canadian imports fail to keep pace with rising consumption by power

producers.

Natural gas prices were expected to average about $3.30 per thousand
cubic feet ($3.21 per million Btu) in 2000 and 2001, up about 60
percent from last year's $2.08. Prices are expected to decline through
2004 as new technology leads to improvements in drilling and the
efficiency of completed wells.

Power Producers

Prices are expected to average $3.13 per thousand cubic feet in 2020 as
demand from power producers grows. The amount of gas used in
electricity generation is expected to triple between 1999 and 2000.

The Energy Department revised its estimate for annual U.S. natural gas
demand in 2020 to 34.7 trillion cubic feet, up 10 percent from last year.
That means natural gas demand will grow 2.3 percent a year from an
estimated 22.74 trillion cubic feet this year.

The share of total U.S. electricity generation attributed to natural gas
was expected to increase to 36 percent in 2020 from 16 percent in 1999,
as power producers seek the cleanest-burning fuel available.

About 27 percent of the nation's 97 gigawatts of nuclear generating
capacity will be retired by 2020, and no new nuclear power plants are

planned.

» looking Jor Mom WomwUon? Search Boomtxxg Nwrs Archjyb
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ointventure will focus
>n W eb-hosting centers

yJerd Smitli
ins Sla); I'nViT

Qwest. (jommunications moved Sunday
>accelerate;its lucrative technology ser-

vices business, joining forces with IBM in a
Jits billion venture to build and operate 28
Web hosting centers nationwide.
Denver-based Qwest, which owns a
2f),500-mile high-speed, fiber-optic net-
work, already operates seven centers na-
tionwide, with another seven due to be
operating by the end of the year. Under the
terms of its agreement with IBM, another

28 centers will be built during the next
three years.

Web hosting centers provide the soft-
ware, hardware and networking needed to
operate Web sites. Though huge online
companies, such as Amazon.com, host their
own Web sites, millions of other medium
and small businesses hire outside compa-
nies to provide the physical space, opera-

tional suppoi t and Internet access that lavp
their sites open for business.

Qwest and IBM say their partnership will
allow both companies to cash in on tin-
demand these businesses are geneialing

"Our alliance with Qwest demonsiian-
how leaders in the information lecliiiolojp

See QWEST on J2U
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QWEST from IB

iiiul Internet communications
industries can collaborate: to help
companies worldwide become c-
businesscs,” Doug lilix, IhM se-
nior vice president of Global Ser-
vices, said in a statement Sunday.

"This is a great deal for both
companies," said Jeanne Scliaaf, a
network analyst at boston-based
Forrester Research.

Qwest provides long-distance
plume and Internet access ser-
vices. The young company, in the
process of merging with Denver-
based IJ S West, has been pushing
hard to generate more business for
its new network.

The IBM partnership will help
do (hat, said Qwest spokeswoman
Jane Morrissey. Under the terms
of the agreement, IBM will buy
about $2.F billion worth of set vices
from Qwest during the next seven
years, with Qwest paying IBM a
similar amount to build the centers
and provide technical support.

IBIVF td

cash in

Qwest will he responsible for over-
all management of the centers.

"This is the largest commercial
venture we've done,” Morrissey
said.

Forrester’s Scliaaf said the rela-
tionship with HIM will give Qwest
access to Big blue’s considerable
industry contacts and e-comiuerce'
expertise.

"It gives Qwest a great opportu-
nity (o woik with IBM and some of
its higher-level clients," she said.

The Web hosting industry is one
of the fastest-giowing in the tech-
nology world. Forrester estimates
that (lie revenue gcnciatcrl by Web
hosting will reach $M.(i billion by
200.1, up from $2 billion in

Qwest, like other companies,
has been struggling to meet
demand for Well-hosting services,
with its seven existing centers fill-
ing within weeks of being finished.

Joining forces with IBM will
allow Qwest to offer more services
faster, said Lew Wilks, president of
Qwest's Internet and multimedia

on

onday, March 27, 2000

5

dem and

markets division, in a statement
Sunday. . L

"We can improve customers'
financial performance,! lower their
capital costs and cut the lime need-
ed lo intioduce new e-business
sei vices," he said.

Under the new agreement, four
Web hosting centers will he built
this year — one each in Dallas;
Philadelphia; Sterling, Va; and San
Jose, Calif.

Additional centers are planned
in Denver; Atlanta; Austin, Texas;
boston; Chicago; Los Angeles;
Washington, D.C.; New York City;
I’hoenix; Seattle; and another ncai
SanJose inthe Silicon Valley.

Qwest has come under (ire this
year from technology analysts who
have been concerned lliiit the com-
pany has been distracted;/; uni its
focus on new technolpgy busi-
nesses by the merger .with US
West.

but (/west officials said Sunday
the IBM joint vcnture,shinild allay
some concerns. ‘I&/if’\f
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Steps include
backup generators,
building substations

fly Edward Iwata
USATCDAY

PALO ALIO. Cdif. - As California's
(>mvercrisis worsens, high-tech firms in
Silicon Valley are taking steps to defend
themselves against potentially devas-
tating blackouts.

"Electricity is the oxygen of Silicon
Valley," says Karl Stalilkopf vice presi-
dent at the Electric Power Research In-
stitute in Palo Alto.

'lliia year, state aulltoritics liAe tlc-
TtarreftiKTg/'ntarntn aiwtmt'63 ttep
California tledjies alerts when power

tesetves fall dangerously below Poof chipmaking plant has backup genera-
the state's capacity, lo stave dfifenergy tors to keep safety and ollicc equipment
outages and emergencies: running. Oracle recently built a $6 mil-

»About 200 Silicon Valley firms, lion substation to power its corporate
from Intel to eltay, liave agreed with, offices in case of tlisasler.

utilities to voluntarily cul tlielr enct;
use 10%or more during "rolling
outs" imposed by utilities to lighten the

. »Learning from earthquakes and last
year's Y2K scare, chipmaker LS Logic
lias a “SWAT team" of managers ami se-

load on the state's electrical system.litis ~ curity people ready @ jianp on emer-
season, there have not liccn rolling * gencies. They can communicate world-
blackouts. If there were, the tech firms wide via shortwave radios and satellite
would save up to tOOmegawatts ofen- phones, spokesman Kevin Brett says.
ergy - llte equivalent of <100000  California had ils first ever statewide
Iwuseholils. Stage 3 alert Dec. 7. In Stage 3. the se-
Inreltirn, the companies get rate dis- verest warning, power may Ire cut to
counts of 10%to 20%all year. Or they any customer at any lime. In Stage 2
drop lower on the list of customers wlio  power may be cut to large business cus-
may lose power duting mandatory tomcts. During Stage |, customeis are

blackouts, “(hey can take more control

o\ee tlwirdestiny..’says spokesman Girr.

)
XJ>\/irtua||y cvoiy high-tech firm ano

lover story

asked (o reduce electricity use.
. In Jufic, tecordheat waves anti over-

ficials to curtail power to parfsTrf!

8S9S

San Francisco Bay Area for several days.
About 100,000 business and residential
customers lost power for an houi or two
each time.

Silicon Valley linns suffered J 100 mil-
lion in lost production during (lie out-
ages. says spokeswoman Michelle Man-
laguellrtmo of the Silicon Valley
Manufacturers Association.

e. Tech films need more power than
olliers because they itin huge data-
processing rooms, chipmaking plains
and research labs. Floruit ity demand in
Silicon Valley grew 12% last year, the
statewide average was % Slahlkopf
says.

If the government and utilities don't
stall building a new electiical infia
structure in tlte next live years, Stahl-
kopf says, the a isis will jpi cad.

More

BfflS
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MDU Resources Group, Inc. provides energy value-added natural
resource products and related services that are essential to our

country's energy, transportation arid communication infrastructure.

MDU Resources includes electric and natural gas utilities, a natural gas
pipeline, utility services, natural gas and oil production, construction

materials and mining, and energy services.

Qur Vision:
With integrity, create superior shareholder value by expanding upon our
expertise to bo the supplier of choice in all of our markets while being a

great place to work.

Qur Mission:
Provide value-added natural resource products and related services that

exceed customer expectations.
To achieve this mission wc will be guided by commitments to:

Customers Provide high quality, cost-effective products and services
Stockholders Produce a superior total return

Community Recognize our responsibility lo be an effective corporate citizen.
Environment Minimize waste and maximize resources

Ethics Conduct business with integrity and with respect for all.

Employees Develop individual potential and teamwork to maintain
employees as our ongoing source of competitive advantage.

On the Cover:

Building upon our cxpertiso has been a long-held principle of our
focused growth strategy. Today we provide people throughout America
with conveniences and necessities that make their lives better. MDU
Resources designs, builds, maintains and operates facilities that are part
of our country’s modern infrastructure.

The company rcllects a multi-dimensional enterprise: regulated and
nonregulated businesses operating in difiorent geographic locations and
soiling a broad spectrum of high-quality products and services. As our
company has grown, so too has our commitment to improve customer
service and provide a superior rato of return to stockholders.

Visit www.mdu.com for updated financial and operating Information.


http://www.mdu.com
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to heat your water

The.street beneath your feet

MDU Resources Group, Inc. provides energy, value-added natural
resource products and related services that are essential to our

country’s energy, transportation and communication infrastructure.

MDU Resources includes electric and natural gas utilities, a natural gas
pipeline, utility services, natural gas and oil production, construction

materials and mining, and energy services.

OQur Vision:
With integrity, create superior shareholder value by expanding upon our

expertise to he tiie supplier of choice in all of our markets while being a
great place to work.

OQur Mission:
Provide value-added natural resource products and related services that

exceed customer expectations,
To achieve this mission we will be guided by commitments to:

Customers Provide high quality, cost-effective products and services

Stockholders Produce a superior total return

Community Recognize our responsibility lo be an effective corporate citizen
Environment Minimize waste and maximize resources,

Ethics Conduct business with integrity and with respect for all

Employees Develop individual potential and teamwork to maintain
employees as our ongoing source of competitive advantage.

On the Cover:

Building upon our expertise lias been a long-held principle of our
focused growth strategy. Today we provide people throughout America
with conveniences and necessities that make their lives belter. MDU
Resources designs, builds, maintains and operates facilities that are part

of our country's modern infrastructure.

The company reflects tt multi-dimensional enterprise: regulated and
nonregulalod businesses operating in different geographic locations and
selling a broad spectrum of high-quality products and services. As our
company has grown, so too has our commitment to improve customer
service and provide a superior rate of return to stockholders.

Visit www.mdu.com for updated financial and operating Information


http://www.mdu.com

Highlights

Revenues
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Revenues have nearly
quadrupled since 1996.

2000 Earnings by
Business Segment
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Six lines of business

include regulated and
nonregulated earnings.

Dividends

n,o97 B DV

Dividends have increased
17 percent since 1996.

Inrrease/l Increase

Years ended December HI. 2(100 1999 Amount I'creent
Un millions, whirr iipplirtlhirl
Operating revenues:
Klectric S 116 $ 1549 s 67 4
Natural gas (lislrihtitien 233.1 1577 75.4 48
Utility services 169.4 99.9 69.5 70
Pipeline and energy services 636.8 383.5 2533 66
Natural gas and oil production 138.3 78.4 59.9 76
Construction materials anti mining 631.4 469.9 1615 34
Intersegment eliminations (96.9) (64.5) (32.4) (50)
Total SI1.873.7 s1279.8 $593.9 46
Operating income:
lilectric S 388 S 357 $ 3.1 8
Natural gas distribution 9.5 6.7 2.8 42
Utility services 16.6 115 5.1 44
I'ipeline and energy services 28.8 40.6 (11.8) (29)
Natural gas and oil production 66.5 26.9 39.6 148
Construction materials and mining 56.8 38.4 1S.4 48
Total S 2170 S 1598 $ 57.2 36
bantings on common slock:
lilectric S 117 S o0 S 17 1
Natural gas distribution 4.8 3.2 1.6 49
1Uilily services 8.6 6.5 2.1 32
I'ipeline and energy services 10.5 21.0 (10.5) (50)
Natural gas anti oil production 38.6 16.2 22.4 13s
Construction materials anti mining 30.1 20.4 9.7 47
Total s 1103 S 833 s 27.0 32
bantings per common share:
basic s 180 S 153 $ 27 18
Diluted s 180 S 152 $ .28 IS
Dividends per common share s 86 S 82 $ .04 5
Weighted average common shares
outstanding — diluted 61.4 54.9 6.5 12
Total assets s2.313.0 SI,766.3  s$546.7 k|
Total equity S 896.1 § 6845 $211.6 31
Net long-term debt S 7282 S 5635 $164.7 29

Capitalization ratios:
Common equity 54% 54%
Preferred storks 1 1
Long-term debt 45 45
100% 100%

Unurn on average common equity 14.3% 13.9%
I'rirrfoarniiigs ratio 18.1x 13.2s
book value per common share S 135 S 1174
Market value as a percent of hook value 239.9% 170.4%
bull-time employees 4.087 3.791

Mill: Cmilinil slink slumeminimus rrjhrt lilt- ntmpnnns ihri-rftir lii o iwiiinim slink split rffri li'ilin Inin Ay«

Thio Annual Re cont ns forward-looking statements, within the meaning ol Section 21E of the Securities Exchange
AC‘U eﬁ%%ﬂ aiq statements ?l% eread vmtn tno ut|on gtte s A M J

ors
Management's scssm and An tr Martxr for Fo
tgteérrtg? gnu staementso ler state ﬁ%stoncal act Incluging thhggﬁ[r?ttatlon those statemen%J
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Martin A White, Chairman of the Board, President and Chief Executive Officer

Report to Stockholders

GROWTH IS VITAL TO MDU RESOURCES. WE ARE SELLING MORE. WE ARE SERVING MORE
CUSTOMERS. OUR GROWTH IN REVENUES, EARNINGS AND EARNINGS PER COMMON SHARE

PROVE THATOUR k ml 7'+

We achieved an outstanding 68 percent annual
total return on common stock in 2000! That's
better than Ihe Standard & Poor's Electric Utility
Index and the Standard & Poor's 500 Index. I;or
the past live years, MDU Ursources produced a
24 percent compound annual total return on
common stock. This compares to 17 percent for
the Standard & Poor’s Electric Utility Index and
18 percent for the Standard & Poor’s 500 Index.

The MDU llesources Hoard of Directors recognized
(his growth by increasing the dividend >v5 percent
at its August 2000 meeting. This is the tenth
conr-'eetuive \(‘fir the company lots increased
dividends. MDU Hesoiirces continue.', ils unbroken
record of consecutive quarterly dividend payments
dating back to 10.37.

Total corporate revenues reached $1.0 billion, up
46 percent from the preceding year. Earnings
were $110.3 million, up .32 percent over the prior
year. Earnings per common share, diluted, wort;
$1.80, compared to $1.52 it your ago.

MDU Hesoiirces reached $2 billion in market
capitalization in 2000. This is remarkable hecause
(litt company had first reached market capitalization
of $1 billion in 1008, just two years ago.

il CREATES SUPERIOR SHAREHOLDER VALUE.

Better Positioned for Future Competition
These statistics only begin lo define the
accomplishments of 2000. livery line of business
strengthened ils respective market position. Six
business segments include regulated and nonregu-
laled earnings for MDU Hesoiirces. A significant
purlion of the company's earnings come from
energy-related products and services.

Earnings increased in 2000 because of our
dedicated, hardworking, innovative team of
employees. I'his was accomplished by the use of
our growing purchasing power, investment in
technology and our efficient use of equipment. We
were successful in completing 20 acquisitions -
which is more llian any year in our history. Today
we are stronger and heller prepared lo compete
than ever before.

Building From a Platform of Success
Our focused growth strategy follows a disciplined
approach. Our focus on natural gits benefited our
shareholders as demand for this environmentally
friendly fuel is pushing prices lo record levels.
Our natural gas and oil production segment is
committed to increasing earnings and helping to
solve our nation's supply challenges.



Annual Total Return
(M'remill

Yéar Yofﬁrs Yé'?xrs

Market appreciation and dividends provided outstanding
annual total returns on common stock.

We have an established position in the coal bed
natural gas fields in the Powder Itiver basin ol
Wyoming and Montana. This provides our natural
gas and oil production segment with additional
reserve potential of low-cost coal bed natural gas.
in addition, we continue enhancing production
from our existing gas fields in Colorado and
Montana. Our strong reserve position, both
onshore and offshore in the Cull' of Mexico,
provides this group a large geographic base upon
which to expand.

Our natural gas and oil production last year
reached an all-time high of 40.a billion cubic, feet
equivalent. Our year-end proved reserves of over
400 Hcle set the stage for our natural gas and oil
production segment lo continue making major
contributions lo MDU Itesourcos' earnings. Will
Holdings - which includes both the pipeline and
energy services and the natural gas and oil
production businesses - reached earnings of

| million in 2000. This amount exceeds MDU
Hesotirces' total earnings of just four years ago.

Since 1002. our construction materials and mining
business has continued to expand. This segment's
revenues reached $021.4 million, a 24 percent
increase, while earnings increased 47 percent to
$20.1 million. The federal government's commit-
ment lo improve the nation's highway system, the

economic and geographic diversity of our markets
and our strong position in those markets with
S0.>million tons of strategically located aggregate
reserves provide a solid foundation as this business
continues to grow, |-'ulure revenues and earnings
are expected to increase hecause of acquisitions,
operational synergies and market expansion.

Utility services had tin excellent year, increasing
earnings by 22 percent while expanding ils market
position and becoming a national player in this
industry. Our utility services growth strategy is
built upon the continued outsourcing of services in
the utility industry, the replaceme.il 0. transmission
and distribution lines and the demand for fiber
optic cable installation.

The addition of the Wagner-Smith companies,
based in Ohio, increased the services available to
our growing customer hase. In addition to the
traditional line building services, this company is
a diversified electrical contractor in tix* industrial,
utility, institutional and government markets. They
also manufacture, rent and sell equipment, lu
early January 2001. we acquired the Capital
lilectric companies, which further broadens our
geographic scope and complements existing utility
services companies. These companies also provide
electric refurbishing and new wiring services to

Market Capitalization
IDtillnrsin liillitiim m Uiliviulwr .ill

>
-
2 as oil

Market capitalization readied significant milestones of
$500 million, $1 billion and $2 billion during the past
eight years.



Annual Total Return
Comparison
(Percent)

I'ive-Yeur
MDU ltrsaiirces

Standard M I'mir's h'leetrie Ctilili/ Index
a Standard & Poor's 11111 Index

MDU Resources’ annusi total return outpaced two major
indexes for the past five years.

power plants. This is an important addition to utility
services given (hat the need for new generation in
America is estimated to bo I().()()() megawatts per
year until 2008.

Our public utility division continued its strong
performance by providing natural gas and elec-
tricity to customers in the Northern (ireat Plains.
Responding In above normal temperatures during
the summer, our sales of electricity to wholesale
customers provided the utility with greater
margins. The acquisition of (ireat Plains Natural
Gas Co. brought approximately 22,000 customers
in southeastern North Dakota and western
Minnesota to our utility.

The return of colder than normal weather in
November and December 2000 created significantly
higher natural gas commodity prices, which created
challenges for many of our utility's natural gas
customers. All the natural gas supplied to our utility
customers is purchased in the open market and

passed through, at cost, to our customers. Neither
of our natural gas utilities benefit from high gas
prices. Our utility profits are affected by volume
throughput only, which is probably negatively
affected as significant price increases affect demand.

YVe are proud, however, that our customers still
buy electricity and natural gas tit some of the lowest
prices in America without disruption of service as
is being experienced elsewhere in the country. Our
employees have worked diligently to provide the
highest quality service while working with our
customers during this difficult time, which we
hope, in some small measure, softens the effect of
these high bills.

want to personally thank the employees for their
part in our great performance, our customers for
their continued use of our products and services
and our shareholders for their loyalty. Together
you made 2000 a great year at MDU Hesoiirces.
2001 has the potential to be even belter.

I would also he remiss if | didn't express my
appreciation to the MDU Resources Hoard of
Directors for electing me to the position of
Chairman of the Hoard. | feel honored that they
have shown confidence in me as the leader of this
great company. | would like to thank John A.
Schucharl, our retired Chairman of the Hoard,
for his years of dedication to the company.

Marlin A. White
Chairman ofthe Hoard. I'resident and Chiefexecutive Ollirei

I'ehrnarn /']. HDDI



JOHN A. (JACK) SCHUCHART RETIRED AS MDU RESOURCES' CHAIRMAN OF THE BOARD
JANUARY 12, 2001, HIS 25TH ANNIVERSARY WITH THE COMPANY. HE IS THE FOURTH PERSON
TO SERVE AS CHAIRMAN, AND THE FIRST NONMEMBER OF THE COMPANY'S FOUNDING

FAMILY TO HOLD THE POSITION.

Jack joined MDU Resources in 1976 as financial
vice president and treasurer. He u as also named
a director. 'l\vo years later, he wav named
president. In 1980, he became the chief executive
officer and was elected chairman of the board in
1983. During his tenure, he also held leadership
positions with various industry organizations.
Prior to joining the company, Mr. Schuchart held
managerial and executive positions with two other
natural gas companies. At the conclusion of his
career, Jack shared his thoughts on MDU Resources.

How has MDU Resources changed in
the past 25 years?

Essentially, we were in one line of business

25 years ago. The company was known as
Montana-Dakota Utilities Co. It was a combination
electric and natural gas utility. We also had a coal
company and some income from our oil interests,
but they were viewed as incidental to the utility
business. We employed about 1,800 people in
our operations in five states. From a financial
standpoint, we had 2.4 million shares outstanding
in 1975; today we have 65 million shares. Reported
revenues in 1975 were $86.5 million. Our revenues
in 2000 wore nearly $2 billion and our earnings
0f$110 million exceed the 1975 rovenuos!

What significant events changed

the company?

The seed for change had been planted from the
time | was rccruilod. The board of directors
supported mo in a plan to reshape the company.

The underlying reason was this...we had numerous
assets that were undervalued and undcrporlbrming.
It was our vision to realign the corporation to take
full advantage of those assets.

The first significant event happened in 1977 when
we held an unprecedented bondholders meeting
and successfully changed our mortgage. That
meeting was essential lo financing the activities
that would grow our company.

A second significant event occurred in 1985 when
we successfully launched Williston Basin Interstate
Pipeline Company. In addition, we capitalized

on other properties, principally developing our
natural gas fields. Concurrent with this strategy,
we sought to realign our mining business and our
oil interests with leadership teams at each. They
wore charged with growing their businesses in
ways thatwould enhance shareholder value. At
that time we also established MDU Resources
Group, Inc. as the parent company.

What are the strengths upon which this
company can continue to build?

MDU Resources has two principal strengths. The
first and foremost is the people. Their ingenuity,
willingness and abilities are our greatest strengths.
Secondly, we arc financially strong. Our financial
strength and our very capable employees give us an
unbeatable combination as we grow our company.



JOHN A. (JACK) SCHUCHART RETIRED AS MDU RESOURCES' CHAIRMAN OF THE BOARD
JANUARY 12, 2001, HIS 25TH ANNIVERSARY WITH THE COMPANY. HE IS THE FOURTH PERSON
TO SERVE AS CHAIRMAN, AND THE FIRST NONMEMBER OF THE COMPANY'S FOUNDING

FAMILY TO HOLD THE POSITION.

Jackjoined MDU Resources in 1976 as financial
vice president and treasurer, lie was also named
a director. I\vo years later, he was named
president. In 1980, ho became the chiefexecutive
officer and was elected chairman oftin; board in
1983. During his tenure, he also held leadership
positions with various industry organizations.
Prior to joining the company, Mr. Schuchart held
managerial and executive positions with two other
natural gas companies. At the conclusion of his
career. Jack shared his thoughts on MDU Resources.

How has MDU Resources changed in
the past 25 years?

Essentially, we were in one line of business

25 years ago. The company was known as
Montana-Dakola Utilities Co. It was a combination
electric and natural gas utility. We also had a coal
company and some income from our oil interests,
but they were viewed as incidental to the utility
business. We employed about 1,800 people in
our operations in five states. From a financial
standpoint, we had 2.4 million shares outstanding
in 1975; today we have 65 million shares. Reported
revenues in 1975 wore $86.5 million. Our revenues
in 2000 were nearly $2 billion and our earnings
0f$110 million exceed the 1975 revenues!

What significant events changed

the company?

The seed for change had been planted from the
time | was recruited. The board of directors
supported me in a plan to reshape the company.

The underlying reason was this...we had numerous
assets that were undervalued and underperforming.
It was our vision to realign the corporation to take
full advantage of these assets.

The first significant event happened in 1977 when
we held an unprecedented bondholders meeting
and successfully changed our mortgage. That
meeting was essential to financing the activities
that would grow our company.

A second significant eventoccurred in 1985 when
we successfully launched Williston Basin Interstate
Pipeline Company. In addition, we capitalized

on other properties, principally developing our
natural gas fields. Concurrent with this strategy,
we sought to realign our mining business and our
0il interests with leadership teams at each. They
were charged with growing their businesses in
ways thatwould enhance shareholder value. At
that time we also established MDU Resources
Group, Inc. as the parent company.

What are the strengths upon which this
company can continue to build?

MDU Resources has two principal strengths. The
first and foremostis the people. Their ingenuity,
willingness and abilities are our greatest strengths.
Secondly, we are financially strong. Our financial
strength and our very capable employees give us an
unbeatable combination as we grow our company.
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Fidelity's Jeff Weber is a
geophysicist. He uses his
technical expertise to find
profitable accumulations ol

natural gas and oil.

The natural gas to generate

Expanding Resources
Natural gas and oil production grow from 35 Brio in 1JJJ to 41 Brio, a 15 porconl

increase in 2000. During (lie same period our proven reserve base increased 12 percent
from 357 Brie to 400 Brie. 77 percent ofwhich is comprised of natural gas. Both

increase in the value of our natural gas and oil properties. Our Inundation properties,
the large natural gas fields in Montana, conlim lo provide reliable, long-lived,
low-cost natural gas production while our properties in the Mid-ronlinent and the

production by 30 to 40 percent.

Coal Bed Natural Gas

The April 2000 acquisition of coal bed natural gas development properties in the
Powder liiver Basin of Wyoming and Montana has placed us at the heart of the most
active gas development play in North America. Our not lease position exceeds
210,000 acres and features rapidly increasing production and over 5,000 potential
well locations. The addition of these exciting assets to our traditional portfolio of
properties emphasizes the company's commitment lo aggressive growth through the
use of emerging technologies to foster profitable growth in our traditional business.

fidelity's timely expansion ofits exploration and operational capabilities has allowed us
to complete the largest and most diverse drilling program in company history. The
company drilled more than 450 wells, the vast majority of which were 100 percent
company-owned and operated. Management expects this trend to continue in 2001 with
the projected drilling program including over 500 wells. This level of activity and success
underscores fidelity’s commitment to meet the challenges of our changing industry
through the continued use of a focused strategy and innovation.

To manage price, volatility. Fidelity employs commodity hedging techniques as
part of an overall risk management plan. Other components of this plan include a
disciplined acquisition strategy that seeks a balance of both producing properties
and exploratory ventures.

Natural Gas and
Oil Reserves
Hlcfninii‘iilfiils/
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Natural gas and oil reserves
have grown 35 percent
since 1996.



A new cement terminal (above)
in Hawaii, which will begin
operating in 2001, will increase
operational efficiencies.

We are a large cement and
ready-mixed concrete supplier
in the is'ands. Cement is also
a basic ingredient in materials
produced at other company
operations. Bob Knorr of
Morse Bros, markets concrete

use in building projects.

around you

BASED ON REVENUES.

EXISTING OPERATIONS



Growth Potential
Domain! for aggregates and related construction materials in the western United

States is projected to increase due to population growth and the nation's commitment
to improve its highway system. States where Knife Hiver operates are benefiting
from the federal Transportation liquily Act for the 21st century. The Act, which
authorizes federal dollars for highway programs through 2003, is the largest public
works legislation in our nation's history. It authorizes over $170 billion for highway

construction programs for the six fiscal years 1008 to 2003. This represents an aver-

age increase in federal funding of approximately 48 percent to improve the nation's
highways.

In addition, management expects to accelerate earnings growth through further
acquisitions and by optimizing synergies at existing operations. Leveraging its
size, the company has been able to realize synergies in the areas of purchasing,
insurance, cash management and capital financing to provide earnings growth.
Other synergies include sharing operational expertise and specialized equipment.
A focus on marketing and customer service is also expected to enhance earnings.

Over the past five years, construction materials and mining earnings have nearly
tripled. This segment expects to achieve compound annual revenue and earnings
growth rates of approximately It) to 20 percent over the next five years.

Operational Highlights

lixisting construction materials operations provide the company with geographic
and product diversity. This diversity provides the opportunity lo maximize cash
flows and earnings. The company set new sales volume records for aggregates

and ready-mixed concrete, When compared to 1999 levels, aggregate sales volumes
increased by 31 percent and ready-mixed concrete sales volumes increased by

43 percent.

David Barney leads a team
that provides aggregates and
ready-mixed concrete in the
Lodi-Stockton, California,

market area.

Construction Materials
and Mining Revenues

(Dollars in millions)

e, 97 98 99 00
oal . .
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Revenues reflect the

growth experienced by
construction materials
and mining operations.



provides Connolly-Pacific with
the aggregate resource used
to build and repair breakwaters
and piers. Acquired in

May 2000. Connolly-Pacific
performs marine construction
primarily in the Ports of

Long Beach and Los Angeles,
the two busiest ports on the

West Coast.
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Management has implemented a multi-year program known sis operational excellence
to syslemsitioally make improvements in lour key areas - financial performance,
customer satisfaction, internal business processes and employee development. This
program’s goals are to improve the competitive position of the* construction msilerials
operation within the industry and achieve the vision to be the supplier of choice.

Acquisition Strategy
Management expects to continue to acquire companies that either complement

existing opersilions or create growth opportunities in new geographic locations.
Knife Kiver added 10 companies in 2000 that enhanced existing operations. In
addition, the company acquired Cnnnolly-I'acilic Co., an aggregate mining and
marine construction company operating in the coastal area of Southern California.

Connolly-Pacific. is tin established company and complements our other construction
materials operations by providing a new geographic location and additional services.
The company specializes in furnishing and placing rock used in marine construction.
The market for these products extends from the Santa IJurbara area in the north to

Sail Diego in the south.



Bridges leading tc. your destination

Pre-stressed concrete is
produced for use in
buildings, bridges and other

construction projects.

As a result ol'these acquisitions, the company now owns or leases S'Jii mil,!lon tons
ofeconomically recoverable aggregate reserves. These reserves are strategically
located and represent more than a 40-year supply at current consumption levels.

The construction materials and mining segment will adhere lo its focused growth
strategy of targeting profitable, environmentally sound companies with ample reserves,
significant market presence in growth areas and seasoned management teams.

Coal Operations

On September 28, 2000, the company announced an agreement to sell ils coal
operations. The sale is subject to various closing conditions and will not he finalized
unless and until the parties are satisfied that those conditions have been met. With
rapid expansion of the construction materials operations, earnings from coal
operations would normally be expected to contribute less than 10 percent of annual
earnings of the construction materials and mining segment.

The competitive posture of
Knife River's operations is
enhanced by fleet managers,
such as Jett Taylor, and

the company’s equipment

purchasing power.






Seizing Opportunity

With thn construction of over 100 miles ol'new pipeline complete*.! in late 2000, the

company added approximately 40 percent more capacity to receive end transport coal
bed natural gas through its pipeline system. The new pipelines run litrough the heart
of the Powder River lJasin where production of natural gas embedded in coal seams is
rapidly developing. The company’s pipeline and storage resources are well positioned
to make the company a key player in getting the new supply to the marketplace.

Acquisition of targeted natural gas gathering system assets adjacent to existing
operations also expanded the pipeline unit. Through these acquisitions, management
expects to gain operating efficiencies and additional growth for its pipeline business.
Company management continues ils business development activities looking for
assets and resources that add value to existing operations through further vertical
integration of its natural gas delivery and storage systems or the addition of new

market opportunities.

Technology Provides New Markets
The corporation’s research and development activities were advanced in 2000 with the

acquisition of innovation, Inc. bounded by a space physics professor at Rice University,
the company’s primary services involve the locating and tracking of undersea cable
and pipeline using various technologies, including a newly developed proprietary
magnetization technology, bor nearly three decades. Innovation has been involved in
the global market, that exists for this type of service and will focus on becoming the
world's leader in infrastructure locating and tracking technology, equipment and
services. Research and development of energy products and services related to other
lines of business within the MDU Resources family are also under way.

Other energy services, based on understanding customer needs and the market, also
continue to provide growth opportunities. Installing propane standby systems and energy
marketing and management services are part of the company's portfolio of services.

L AV o0’ “'VV,’.

Fuel to warm

Tim Marzolf is part of the

Innovatum team that markets
a magnetization process that
greatly improves underwater
locating and tracking of fiber

optic cable and pipelines.

Gathering Volumes
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Natural gas gathering
services are a growing part
of the pipeline and energy
services business.
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ONVTHREE FU.NDAMENTAL TARQ.ETSi'VYyORKING SMARtER AND PURSUING

UTILITY-EARNINGS
OFS22;5MiLLt6N;IN2000:

Electricity to

With more than 76 years of
experience in electricity and
natural gas distribution, we
now serve nearly 287,000
customers In five states. Taking
advantage of technological
and innovative operating
efficiencies, such as recent
control equipment upgrades at
our power plants, help ensure

our future competitive posture.



Expanding the Utility Base
Tim year's most notnbln strategic achievement was lim acquisition uf (ireat Plains

Natural (las do., which serves 22,000 natural gas customers in IS western
Minnesota communities and YVahpeton, North Dakota. These communities are home
lo value-added agricultural processing plants and other light manufacturing and
commercial facilities. The integration of (ireat Plains into our utility allows us to use
existing assets and employee talents more efficiently. Tim (ireat Plains acquisition
affirms our intent to grow in the utility industry.

Our electric system is recognized for stable rates and reliable service. Customers
continue to add growth to our system as evidenced by the new system electric peak
of 422 megawatts, set in August 2000. This was 2 percent above the previous
record set in 1099.

Investing in Efficiency

Pursuit of efficiency contributes to price stability for our customers and earnings
growth for our shareholders. Ily taking advantage of electronic technology to
quicken and enhance customer service, we have steadily increased tin* customers

served per utility employee.

Our central call center now handles an average of 1,000 calls per day. Call center
agents provide one-stop service thereby enhancing customer satisfaction while
reinforcing company efficiency. The real-time customer information system installed
in 1999 and in-truck computer terminals, which allow service technicians lo receive*
orders instantly, are also (examples of initiatives taken to increase our efficiency in
providing prompt and reliable! service to our customers.

Nonregulated Activities Increase Earnings

Throughout our history, providing full customer service has remained our hallmark.
Nonregulated services added $1.5 million lo earnings in 2000. Imrollmcnl in
Preferred Service, our appliance protection program, increased by 7 percent

during the year. Nearly 26,000 customers now enjoy the benefits of this service.

Appliance sales increased by 55 percent compared lo 1999, Most sales resell from
our customers' long-time association and satisfaction with our company. Sales
through the Internet arct, also available.

Todd Blomme is d service
technician with Great Plains
Natural Gas, a distribution
utility acquired last year.
This acquisition increased
the number of natural

gas customers served by

10 percent.

Customer Service
Program Revenue

HM v P 00

Revenues from services such
as Pre/erred Service and
appliance sales have more
than doubled since 1996.

If



POWER LINES HAS BEEN THE BASIS FOR OUR FOCUSED.GROWYH UTILITY m
SERVICES INC IS BRANCHING.OUT ALLOVERT®EUNITEDSWES, BUILDING
UPON ITS EMPLOYEES' INTELLECTUAL CAPITAL'AND TECHNICAL EXPERTISE; 1

Cjf tea 3

; Expanding upon our,years in.
the energy industry,-. utility .
services emp(;qyees prqvide
design and build Sbryices:pn.
a contract basis throughput
most olThe.Uriited Slates,
.Toni-Gdpe of Wagner-Smith:m
provides expert eleetncal T .

support to.ah au}omaker:



Evalne Hamilton, Harp Lne
Constructors, is pan of the
utility services tear iwhose
expertise includes design,
construction, operation and
maintenance of utility
systems, including the anility
to adapt new technologies to
make installing fibe' optic cable

easier and more profitable.

Lines connectre i

Growth Opportunities
IJSI'is pursuing growth through the acquisition of utility services companies that are

well managed, have excellent reputations and tire growth-driven, The company
seeks acquisitions that broaden its'markets. Strategic acquisitions and the growth
of its engineering services highlighted the year. Due Lo growing demand. Harp
Engineering, Inc., increased its engineering staff and expanded its offices to Arizona
to take advantage of the opportunities presented in the fast-growing Southwest.

The acquisition of the Wagner-Smith companies, headquartered in Dayton. Ohio,
added a mighty limb and many branches to the USI family tree. Wagner-Smith is a
diversified electrical contractor in the industrial, utility, institutional and governmental
markets. These operations include: traffic signal systems; street lighting, equipment

manufacturing, rental and sales; ' , 1 pair: and

mechanical construction services. Utility Servoss
, . . . L . , Revenues

The Capital Electric companies, located in Kansas City, Missouri, joined LSI in early Diilinrs in mii. =

January 2001. Capital Electric specializes in powerline construction, repair and SI7

maintenance: industrial electrical construction and service; power plant electrical

construction; and data and telecommunications contracting.

Bundled Package of Services

As USI has grown, the business increasingly has added resources that make it

possible to provide additional services to customers.

USI specializes in the construction and maintenance of electric power and natural 07 .

gas distribution and transmission lines as well as communication and fiber optic

facilities. As deregulation pressures and system demands increase, utilities are i‘ffti(')”g f)eursvi::js'“ STev-

$169 million ir -sverues
in just four yea's.

outsourcing more services to utility service companies. Commitment to reliability
and providing low-cost service are company hallmarks.

Management continues to seek opportunities to improve ils competitive; edge In seeking
efficiency improvements. Operations have been regionalized to allow consolidation
and to provide better customer service, while saving time and reducing costs.



Eileen Rosenau and Bruce

Gallagher are part of the

MDU Resources’ legal team

that supports the acquisition

activities.

SINCE 1992, MDU RESOURCES HAS COMPLETED OVER 70 ACQUISITIONS. THE ACQUIRED COMPANIES
WERE ALL SUBJECTED TO A DETAILED EXAMINATION CALLED “DUE DILIGENCE." THIS PROCESS HELPS

ENSURE THE ACQUIRED COMPANY WILL FIT MDU RESOURCES’ ;

STRATEGY. PROPER

DUE DILIGENCE IS IMPORTANT TO THE BOTTOM LINE AND TO FUTURE SUSTAINABLE GROWTH.,

Research to Ensure Success

Due diligence takes place after MDU Resources
proposes to purchase a company. The proposal
may be the result of research in a particular
industry, a call from a broker or from the owner
ofa company who wants to sell. If the company
appears to fit MDU Resources’ business strategy
and meets established criteria, a nonbinding letter
of interest is signed which formalizes discussion
about a possible sale. Once that letter is signed,
the due diligence process begins.

An Investment in Value
Due diligence focuses on several important areas
such as the health of the local economy, llio target

company's market share, financial health, environ-

mental record and relationship with its employees.
The more thorough the duo diligence process, tho
better our ability to assess the probability of a
high return to our shareholders.

Due diligence can take several months. Tho
process proceeds until each area of concern is
addressed. However, if during the proccs' the
company discovers something that is not compati-
ble with its goals or something that is significantly
different than anticipated, due diligence can come
to an abrupt end. Due diligence is a serious com-
mitment of employee and financial resources.

Voices of Experience

Each MDU Resources’ husiness unit has a duo
diligence team. Team composition is based on the
acquisition target and the expertise needed for a
comprehensive evaluation.

"Due diligence can be very intense, but ithas
allowed me toseefirsthand how other companies
operate their environmental programs - issues
similar to those 1work with every dag."

Andrea Sternberg. Environmental Manager,
Montana-Dakola Utilities Co.

Looking at a wide variety of companies has
convinced me there isno cookbook approach to
identifying the aitical drivers in a potential
acouisition. The process varies with differet
types ofcompanies."

Danvin Subart, Executive Vico President and
Guncrnl Manager, WU!L Southern. Inc.

"For me due diligence ismostly assessing a
company”s aggregate resenes, its really a aritical
area because an accurate estimate of the reserve
base can mean millions of dollars in the sale price
and profitability later."”

lim Murray, Engineering Services Manager,
Knife Elver Corporation

Rebecca Dorwart Is a senior  «
business development analyst |
with KRC Holdings. She Is »
part of a team that analyzes j

potential acquisitions.
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E'leen Rosenau and Bruce

Gallagher are part of the

MDU Resources’ legal team

that supports the acquisition

activities.

SINCE 1992, MDU RESOURCES HAS COMPLETED OVER 70 ACQUISITIONS. THE ACQUIRED COMPANIES
WERE ALL SUBJECTFD TO A DETAILED EXAMINATION CALLED “DUE DILIGENCE." THIS PROCESS HELPS

ENSURE THE ACQUIRED COMPANY WILL FIT MDU RESOURCES'

STRATEGY. PROPER

CUE DILIGENCE IS IMPORTANT TO THE BOTTOM LINE AND TO FUTURE SUSTAINABLE GROWTH.

Research to Ensure Success

Due diligence takes place after MDU Resources
propose:, "0 purchase a company. Tho proposal
may be the result of research in a particular
industry, a call from a broker or from the owner
of a company who wants to sell. If the company
appears to (it MDU Resources’ business strategy
and meets established criteria, a nonbinding letter
of interest is signed which formalizes discussion
about a possible sale. Once that letter is signed,
the due diligence process begins.

An Investment in Value
Due diligence focuses on several important areas
such as the health of the local economy, the target

company's market share, financial health, environ-
mental record and relationship with its employees.

The more thorough the due diligence process, the
better our ability to assess the probability of a
high return to our shareholders.

Duo diligence can take several months. Tho
process proceeds until each area of concern is
addressed. However, if during the process tin;
company discovers something that is not compati-
ble witli its goals or something that is significantly
different than anticipated, due diligence can come
to an abrupt end. Duo diligence is a serious com-
mitment of employoe and financial resources.

Voices of Experience

Each MDU Resources’ business unit has a due
diligence team. Team composition is based on the
acquisition target and the expertise needed for a
comprehensive evaluation.

"'Due dilligence can be very intense, but ithas
allowed me to seefirst hand how other companies
operate their environmental programs - issues
similar to those 1 work with every day.”

Androa stombcrg, Environmental ana%,
I/lana-Dakota Utilities Co.

""Looking at a wide variety of companies has
convinced me there isno cookbook approach lo
identifying the aitical drivers in a potential
acouisition. The process varies with different
types of companies."”

Darwin Subarl, Executive Viﬁf Preslgdent and
General Manager, Will Southern, Inc.

"For me due diligence ismostly assessing a
company s aggregate resenes. It really a aitical
area because an accurate estimate of the resenve
base ran mean millions of dollars in the sale price

and profitzbility later."”

dim Murray, Engineerin ?ervic S Manaﬂer,
nite liver Corporation

Rebecca Dorwart is a senior
business development analyst
with KRC Holdings. She is
part of a team that analyzes

potential acquisitions.



Glossary

Terminology

Od% %ates sand, gravel or rock used primarily lor
riiction purposes

Cdn?tructron materrals Asghalt cont%ri ﬁoncrete
roin oreomeérl steel, concrete masonry block, ready-mixed
concrete and aggregates.

Federal ergy Regulatory Commission (FERC): Federal
E{nrngt,h LFJHm ;

nc epartntent Energg/ [% %HI’ICGS
{1 I'[IOHSO servrce rrnterstate lectricity a
natura gas transmission and sale

gtatural gas storage: Natural 8 IS usuallgsstored in
e eted\ or na 0%%5 Iel aNatur g, IS injecte
ﬁ wrt é?rawnasnee primarily to help meet winter
eating demand

Reserves: Estrmated volumes ol'n tural as, or\| coal or

W? rergates n | ground that can e economically recovered
easonable certain

Wholesale electn? sales; Electric ener%y sales I? cystomers

WO In tumn rese it (50 their custher PIC&J ESE
Sales are accomp Ished hetween electric utllity companies.

Units of Measure
BrE  hillion cubic i'eet

Brfe: brljon cybic fuel e urvalent standard conversron
arrels of oil t ura as equrvaet olume;
one.mjllion parrels of oil equates to six billion
cu |c eet of natural gas equivalent

Htu: %rrtrsh therrnal unit; a standard unit for tmeasurrng
eat, one ﬁtn re re ens the uantrtg heat
ecessary da etﬁmp rature of one pound

water one degree Fahrenheit

dk:  dcentherm; measures heating yalue, one
d?riatﬁenn of natur§ gas nag qu energy equivalent
of I"'million Btu

KW kilowatt; a |measure of electric power equal to

kWh: krlowatt hou[ ameasurr% of electricity consumption
urvalg 0 the use of 1,000 watts of power over
eriod of one hour

Mef: nousand cnbrc foot; a standard volume measure
or natural gas

MMef:  million cubic fool
MMdk: million decatherms

MW %awatt a megsure of electric power equal to
ilion watts

Management’s Discussion and Analysis

For Purg ses of seqm {rnancrgl re orti
resu(ti operatro s eec ric aP nafura
Include the electric an natura (9 Istrib ﬁron OHeratr)onso
Montana- Da tu Utill tres 0. an tenatura as distripution
rP atronso -real ParnsN tur Ins Co. Utit servrfes
udes all theo eratr \IXIE ﬁervrces In¢. P F
enerP servr |nc dings, nc.'s natura
trans ortation, under roun stora e, gatherin servcesa
eq mar etrng an ana ement s |cs atural.gas and
Ff dyction includes the natural, gas and oil acquisition,
exR oration and pro uctron o erati ns of WBI Holalings, ¥v lle
.?tr ction materials and mrnrng Includes the results o
nife River Corporation’s operations.

and discussion of
@as Istribution

The Ir \flowrn% ata?le snmmarr/cs I* contribution to consolidated

earnings by gach of lu- company’s business segments.

Years ended December 31, A0 199 198

(Dollars in millions, where applicablel

Electric , $ 1Z§ 160 S 139

Hfural egr as distribution . % é
VCes 8?

daaanas, BB &

Construc%on matena?s and mining %1 5

Earnings on common stock $1103 %3 S333

Earnings per common share -basic ~ $ 18 SL.s3 S 66
Earnings per common share -diluted $ 18 SL.2 $ 66
Return on average common equity 1436 13% 6.5%

2(1Dcomp Bto y)) Consledated earH‘egRsforzm

pe e S

coHstruc 0 materials and mining, Ut
N natlfra gas sirbuton husinesses. Lower car sat]
ine and energy services business partially offset t

earr?dpgs InCrease.

1999 compa %8 Consolrdated eaan s for 1999
mcreased million from Hn compara eEenod a year ago

Eue to hrg{rer earnrn ffrorp enat “g ctron
Usiness al agevy resyltin r?m the ion In non-
cash after-lax \irite=clowns of natural asand or properties.
Increased earnrnds at the utrlrtg SEnIc a 8Pelrne and ene n?
services antl electric husinesse alsoa ed lo the im rove nt
in earnrnﬂs Lower earnrng t the construction mat rﬁrs anf

ining ahd natural %as diStribution businesses somewhat orfset
the earnings Increas

gegegernce sngumld3he rgage Ftrrrolctgmsml Sanrd t2e CBusrness anil
Forﬁr iS-Kantr Notest%éonsolr ateg Frnancra?rgp tements 1or
Information pertinent to various commitments and contingencies.

Frn? Tral and Operating, Data . -
I 0l #Rtables are k nnancral and o geratrng statistics
or each of tfle company's business segment

9 Electric distribution area
O Electric generating stations

Electric

Years ended December 31,

(Dollars in millions, where applicable)

Operatrn% [Evenues: 5 S1309 SI309

MK
gales| oarll%sale and other 271 240 164
1616 1549 1473

200 199 18

Operatrn éex eNseS:

urchased power 1 518 498
Op raﬁon and a]erntgnance %.5 416 1
L 1 B
Taxes, other than income ]%1 14 71
12 1192 181
gperzlrtrn? |ncon|re " S 38 28073% ZS 053%5

etail sales (milljo .
Ra grsa orcr)ess e mnron &V\/h) 2%%% A5 5
pur ﬁased power per KWi* S06 S.0d S.07

compared t? 199 Elfctnc earnJP s jncreased trtIe lo

er demand-re ated retail sales to al ?r cusBome casses

eraverage realized rates and lower employee benefit-related
ﬁ enses In] reased fuel and purchas ét (P I COStS, (ﬁ] e\g
igher purchased power (iosts Increase C ts r
n ural’ gas. generation-related costs, Bartraly F e earnings
qcrease Higher maintenance ex,oens at certain of the compal
el gtnc generating stations, ant| ncreased erirecratron et

amartization expense, resultin er lant
and equipment baJanges lso partrgll rFfsetgt darP Increase.

compared to Elec}nc eamings i g(ﬁ)ved |nmarrl
Ue o Inc eased sales ﬂr resale revenue caHs g/a percent
Inrea In volumes at gher ma %|ns both [argély resultin rom
avora econtract Lower retail fugl anti purc a vY]ercs
Prrman ecreased purch ase] ? er gemand charges
Fult from t e, 195 pas troug perro cmarntenan £ Cpsts,
relate oaPartrcApatro |oowerco tract, also added to the earnrn gs
Increase, Inc ﬁase ration antl marntenancee ens rsutrn%(
rr]arn from rﬂe contractor costs rrmarr att(e ewis
Cark tation title lo (ﬂ | tyrbine maintenance, and increased
payroll expense partially offset the earnings improvement.

20

Natural gas distribution

Natural Gas Distribution

Years ended December 3L

(Dollars in millions, where applicable)

20 199 198

Operatrng revenues:
2SIl $1506
Transportation and other $22%.9 36 E%S
. 2331 L7 KAl
perath aq épenses
rchased najural, gas sold 186 102
pdnks W o %
umr 4 7 JA
Taxes, otﬁer tHan Income 46 4.% 4.2)
2236 1510 161
\(}peratrng 'r/rlrl\cﬂgme S 9% S 67 § 80
s T R
Transportation 1 103
Total throughput 509 425 423
Degree days { of nor g 1004%  888%  937%
AVrnrc e|CngSttrannatdjrrtat
thereon, per d S48 S3% $33

dmortt’ttna %‘ém‘é’ ]PFQ Sarmgs Imbroved et the nature) g2
sa es vo umes resri roPn weat er9n tlne ?our ﬁ quarter \ﬁhrcn
T e“e”st @ ntr%g” o VB SR e gvn'scern“
adp ac%u |n In and hrg%er r nﬁ)ortatro volumes. also

ed [0 the earnin srncreasel ase grecratton ePetron
a atﬂ”t”'za“"” cpense, T YO NCIST BTOper it ant eau-

ment es, an
| artially offset tn- earnings increase.

compa ed.to I9 S Earnin sdecreased t the Patural
stribution usrnesst rimarily to| owersaesvoumscuse
weat ertat was 5 ecent and 1 percent Warmert an las
ar anti normal, reﬂlectrve reased o(ﬁeratron and arné
ance expense resuftin Ig erHayr expenses aiso added
nctron In earnings. Increase vo!]umes transgorte

L by |



Regions:
Northwest
Southwest
Rocky Mountain
Central

Utility services offices
\egional boundaries
State names indicate

authorized states of operation
Utility Services

Years ended December 21 2000 1000 1008

(Dollars in millions)

Operating revenues $1604 000  $A2
Op8ratrn EXPENses:
eration and maintenanc 1426

De recratro{r depletion an
Taxes, otﬁer tHan Income

828 4
4
8 4 X
a 18 84 582
Operating income $166 $115 $50

ZGJ(fcorn pared to Utrlrt servrcese ntn s increased asa
t earnrng?]fr us acquire ethe comparable
erro stg/ear rnrwor oa r teHor Mounta(u n region,
rimarily. réelated t eroprt1 rnstalatron ects %es
om en rneerrn? Services. This mcrea’sews mew ato et
ecreaséd const ucttron actrvrt}/ or utilities mi the Weﬁ Coast,
argely the result of utility mefger actwity and tne California
energy crisis.

1009 compared lo 1998 Utility services earn]rn S increas
’onm rrly due t0 Eusrnesses acquired since the Tomparable
ast year and rg erearnrnE om exrﬁtr § operations

Incréased construction work load and higfier margins.

Fd eriod
Ue to

— Company pipeline sys'ems
— Interconnecting pipelines

9 Company storage fields

s Energy services market area

Pipeline and Energy Services
Years ended December it!, 2000 1000 1008
Operating revenues:
Ert)ergr% services %3 83%8 $]%8
Operating expenses: (o8 I o
pera
Igurcngseé na uraI as sold 5%% %g ]%)(3)

Eeratron dn enance

(Dollars in millions)

clation, de etron

ng ort] at% 82 70
Taxes, ot er than rrncome ]gg 50 30
6080 3420 1471
%)peratrnr% r'ncome| o $288 3$406 $3R6

ransportation volumes ((
%/loﬁ ana- Bako ta %g 315 P2
466 568
868 781 800
(lathering volumes (MMdk) a7 108 01

com ared to Pipeline and enerqy services earnings
ie?%ase rimari ]%Ie)toehe sence rn%ﬁ% r J
P after—{ax reserve reyen a us ent and resultr
0 income assoclated wit ers recelved n t

and general rate proceedin

S, t ere é)dnrtron in 1000
O million”after-lax reserve a é%tment na Tesu tmgd
rncreasel Income relating to the resplution of certain Pr uctjon

tax an ters etaxma ers, a ﬂ recognition In Income n
]ﬂﬁdf mr’1 lon afte -tax resuqtrn ef{ont ?av rage Qr er
recelved from the United States Courto Appeals tor the D.C.
Crrcurt ourt (UC. Circurt Court r atrn ﬁ%ﬂﬂZ eneral rale
on alter-tax in

%%Oee nr%]eo the gommgglrmente ervr es com anres%f
owererlt earnrn S, lu ag t?on e%o gey %ad eb e] ;Ense an ower

INcrease

natural gas ma Ins from ener sereresa er oPera lon
and mantenance expenses at arge g % c mFres
Sor-[elate ex enses an s contn ecline in
earnin s set t edec Ine In earnings was the recoR
nition 7mr naer-taxree B Ig r]uea u?ﬂr
an resutrnd rncrease torncome reatrnﬂ the resolution 0f the
1992 general rate pro%ee] r}%; %er natlral gas transportation
yolumes combined wit mqeraeraeﬁrans ortatior I ateﬁand
rncrease a errrt%volu es at the pipeline a/so partially oll'sel the
rnrn s e Increase in ene serYrces reven e and the
relat ﬁreﬁse in purcha?ed natural gas sold resulted from
signrficantly higher natural gas prices and increased volumes.

Jm)comoared to 1008 ['ipeline and ener servrces earnings
rné:reased arﬁ ue to a $44 million after~tax reserve revgn e
ustmenta a $20mu Fon after-tax resfeﬁe a m] stment
as prevrousg Iscussed, The recognitjon o ron a er-tax
esulting from a Fgrabe or err celved front the U.C..Circuit
ourt, a previously discussed, also contributed tot erncrease in
ear n S. Decreasdtrans ortation to stora([re and olf dst}/ J”
sat ower avera rans Etatro# rates and re sales
rngntorr natyral gas somew t Set the earninas Increase.
ron a er- rev al of reserves In or Fertarn
ntm encles re’fatrnd a]bl rder concernin ac m lance
H S0 partia arnrn S Increase. The |ncrease
rne er ces reven eand e related’increase in urc ase

natura éas sogresutedl prima ]d%fromteacqursrtro of a natural
gas marketing busingss in".Inly

=

2

Natural Gas and O'l Production

Years ended December 3L 2000 1000 1008

(Dollars in millions, when" applicable)

Ope rating revenues:

Nalurt 7 470 $ 376
i S9. ° 8 23
ter 102
0 1383 610
psrat eépenses
urchased natural gas sold 34
G o i
gmor tization P 270 ng 233
A
and oil properties ! - 660

718 515 1123
Operating income (oss) $665 $260 $109
Productio

or;;fa“t s Az 4 A
Averade realize

A B oup o

20000 aredt Naturatgamand] rodu tro earnings

Increase rrmar Ue 10 signii rrea ze nagur
I and. oil"prices, Hr ner na roduction due to
positions singe the tomparable ar and on or

development 0 exrﬁtrn% ﬁggpoe |tr|reent0neqd it rngrease (?(}

[ev nue dug to h

eearnrn[g rease I'a Jtda offsetting t g rnrn

Improvement were Increase recratron dep etron a

ﬁ ortrzatron expense, due to higher pro uction volumes and
her rales an rncreasedo e tron and Inaintenailcl ex ense

m J” y from ger lease operatrnrﬂ ex,oenses and hrg egera

an admdnrstr tive costs due rl f acquisitions,

Increased maintenance on ex operties. [ncreased Interest

ex enset ue to hi tehr avera e r Ings |_zlan rnteresit rtates
IS0 partially offs earnings increasé. Hedging activiti

or nat raﬂ éas and F rod uc? nfor s%ttgd n rea? ized
prices tnat were %ecent an ercratt respectrvely 0
at otherwise would have been receive

]t'.IDco red Io]t'.IBNatur Hwas and oi oducﬁron earnings
rgely as a resuit o II'lon
mr ron a er axg noncash write-downs o naturaI ﬂas
d g[o erties, as diScussed In Note I ongtes lo Consolidated
immrial Statements. Hr er natural gas an rices.an
mce sed nafura %"’f‘ uction ¢uo to both ne acqursrtrons
eon%omog eVelopment o exrstrn Progertresaso Increased
earnrn s, [t addition, ecreased aep [ clation, depletion a
mort] atrgn ex ?se ue large dp wer rafes fe ?ultrng
the write-downs of natural gds dn g[ eréresasoad
the ear nrn srmrr)rovement ecre se ction, re

?trn
main mal production declines and tgsale 0? )

no
marntenance

uonstrategic prfertr S an er operation an

he rncr asg ear INQs. ngn er operaion
d

exp ense rtia

i ] Wan

actrvrtres rnat raF asand or[n roductron ]tsfﬁresu?ogm

ea ized natural das rices which were unch ange am{ realized
rices fha J percent of what otherwiSe would have

been receive

Mr e («nd|

© Coal mining locations
e- Construction materials locations

Construction Materials and Mining

Years ended December 3L 2000 1000 1008

(Dollars in millions)

Operating revenues;

Constriction materials S3105
Coal Mﬁ% 30
63 4 64

Operating expenses:
b g aﬂon %n arntenan 5 5340 4020
recratron depletion an

Taxengootlngrlctﬂan Income 3% 28% 3;35

5746 4315 .
gplerat income $58 S384 $416
ales (000'):

Agoregates 315 Bl 104
Aggz it ”%orég ) B S8 i%
Iteqdy-mmixed concrete

SEES W B

comﬁared to Construction materials and mr r $g
[ Ings Ingreased delg/ ue to the ahsence In
illion rn after—tax chargeés 1o earnings in teresuto
the resolution of t ecoa ar itration ocee H her earnings
tthe constructron mate ras op ratio nsas esu arnm
W businesses acqu J since' the comp ar eno g/e
er r? re ate TIea mrxe cono te an ce ent volum
exrﬁtr operat ron? ain o Hy er—tax on
the sale 0 annnsra %dP perty also adde ti earnrns
lr mprovement, . ncreas nterest ex eH resuttn rom
er aCﬁursrtron related horrowin rg er sel (P general
admi rstratrv qosts, higher en rI; osts an a
de recia ron d etro and am rfiza on XDENS
rnc ea ate volumes an rncrease ant aances
artra tfle earnings improvement at the construction
aterr soperatrons

1(IDcom8ared lo 1008 Construct on materials and mrnng
earnrn ecreased orrmarr duF 0 lower eehrnrn S
ﬁ eratroIr argely resul nd rom E |on Fer-tax
Psan OWer averal oa rrces oth reatrn the coal
cont act itration procte % nrn S at the co structrg
materrﬁ usrnese Incre sF Hsrnesses gcqurre
since. the comparable Reno astyear and Increase actrwt}/
at exrstrno co structro material eragons Hr([; er asg t
volumes, Increased averaere y}e concre nce ﬁtnd
ncreased co[rstructrona rsa of other pro uct Ines a
contri uted 0 the earnings rnCﬁease tr teconstr ction
matenag operations, HrP er se rng ene( al and a mrnrstratJve
COStS an creas interest e esu)tm rom Ingrease
ac(I]ursrtron related lon -term ts mewhat Offset the jncrease
earnings a t con tr tion matenasbusrne ormal Seasonal
Iosses rea ze In the rst agt onstructron
mat usrness sn urrn rrst uarteﬁ
so artra the earnin srmproveme tatt
constructron aterr usrness

na



Management's Discussion and Analysis

Amounts presented in the preceding tables for operating
revenues, purchased natural gas sold and operation

and maintenance expense will not agree with the
Consolidated Statements of Income due to tho elimination
of intercompany transactions between the pipeline and
energy services segment and the natural gas distribution
and natural gas and oii production segments. Tho
amounts relating to the elimination of intercompany
transactions for operating revenues, purchased natural
?as sold and operation and maintenance expense are as
ollows: $96.9 million. $96.0 million and $.9 million for
2000; $64.5 million, $64.0 million and $.5 million for
1999: and $58.0 million, $57.5 million and $.5 million
for 1998, respectively.

Safe Harbor for Forward-looking Statements

The company is including the following cautionary
statement in this Annual Itepnrt lo make applicable and
to take advantage of the safe harbor provisions of the
Private Securities Litigation deform Act of 1995 for any
forward-looking statements made hy, or on hehalf of, the
company. Forward-looking statements include statements
concerning plans, objectives, goals, strategies, future
events or performance, and underlying assumptions (many
of which are based, in turn, upon further assumptions)
and other statements which are other than statements

of historical facts. Front time to time, the company may
publish or otherwise make available forward-looking
statements of this nature, including statements contained
within Prospective Information. All such subsequent
forward-looking statements, whether written or oral and
whether made by or on hehalf of the company, arts also
expressly qualified by these cautionary statements.

Forward-looking statements involve risks and uncertain-
ties, which could cause actual results or outcomes to
differ materially from those expressed. Tho company's
expectations, beliefs and projections are expresseil in
good faith and are believed by the company to have a
reasonable basis, including without limitation manage-
ment's examination of historical operating trends, data
contained in the company’s records and other data avail-
able from third parties, hut there can he no assurance
that the company's expectations, beliefs or projections
will be achieved or accomplished. Furthermore, any
forward-looking statement speaks only as of the dale

on which such statement is made, and the company
undertakes no obligation to uFdate any forward-looking
statement or statements to reflect events or circumstances
that occur after the date on which such statement is
made or to reflect the occurrence of unanticipated
events. New factors emerge from time to time, and |l

is not possible for management to predict all of such
factors, nor can il assess the effect of each such factor
on the company's business or the extent lo which any
such factor, or combination of factors, may cause actual
results to differ materially from those contained in any
forward-looking statement.

MDU Resources Group, Inc.

In addition to other factors and matters discussed else*
vhere herein, some important factors that could cause
actual results or outcomes for the company to differ
materially from those discussed in forward-looking
statements include prevailing governmental policies

and regulatory actions with respect lo allowed rates of
return, financings, or industry and rate structures,
acquisition and disposal of assets or facilities, operation
and construction of plant facilities, recovery of purchased
power and purchased gas costs, present or prospective
generation and availability of economic supplies of
natural gas. Other important factors include the level of
governmental expenditures on public projects and the
timing of such projects, changes in anticipated tourism
levels, the effects of competition (including but not
limited to electric retail wheeling and transmission costs
and prices of alternate fuels and system deliverability
costs), natural gas and oil commodity prices, drilling
successes in natural gas and oil operations, ability to
acquire natural gas and oil properties, and the availabil-
ity of economic, expansion or development opportunities.

The business and profitability of the company are also
influenced by economic and geographic factors, including
political and economic risks, changes in and compliance
with environmental and safety laws and policies, weather
conditions, population growth rates and demographic
patterns, market demand for energy from plants or
facilities, changes in tax rates or policies, unanticipated
project delays or changes in project costs, unanticipated
changes in operating expenses or capital expenditures,
labor negotiations or disputes, changes in credit ratings
or capital market conditions, inflation rates, inability of
tin! various counterparties to meet their contractual
obligations, changes in accounting principles and/or tho
application of such principles to the company, changes in
technology and legal proceedings, and the ability to effec-
tively integrate (litloperations of acquired companies.

Prospective Information

The following information includes highlights of the key
growth strategies, projections and certain assumptions
for the comﬁany over the next few years and other mat-
ters for each of its six major business segments. Many of
these highlighted points are forward-looking statements.
There is no assurance that the company's projections,
including estimates for growth and increases in revenues
and earnings, will in fact be achieved, deference should
ho made to assumptions contained in this section, changes
in which, as well as the various important factors listed
under the heading Safe Harbor for Forward-looking
Statements, that could cause actual future results to
differ materially from the company’s targeted growth,
revenue and earnings projections.
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* based on current expectations, the companr anticipates
that its three to live year compound annual earnings
per share growth rale from operations will be in the
general range of 10 to 12 percent.

* Farnings per share, diluted, from operations for 2001
are projected in the s1,95 t0 $2.05 range.

»The company expects the percentage of 2001 earnings
per share from operations by quarter to be in the
following approximate ranges:

- First Quarter: 13 to 18 percent

- Second Quarter: 20 to 25 percent
- Third Quarter: 35 to 40 percent
- Fourth Quarter: 22 to 27 percent

mho company exfects lo issue and sell equity from time
to time to keep ils debt at the nonregulaled husinesses
at no more than 4o percent of total capitalization.

* based on existing operations, annual goodwill amorti-
zation expense is expected to be approximately $4 million.

Electric

* Montana-Dakota has obtained and holds valid and
existing franchises authorizing it M conduct its electric
and natural gas operations in all of the municipalities it
serves where such franchises are required. As fran-
chises expire. Montana-Dakota may face increasing
competition in its service areas, particularly its service
to smaller towns, from rural electric cooperatives.
Currently, a smaller town in western North Dakota is
considering municipalization of Montana-Dakola's
electric and natural gas facilities. Montana-Dakota is
vigorously contesting any such proposal but is currently
unable to determine the ultimate outcome ofany such
proceeding. Montana-Dakota intends to protect its
service area and seek renewal of all expiring franchises
and will continue to take steps to effectively operate in
an increasingly competitive environment.

Naturul gas distribution

* Annual natural gas throughput for 2001 is expected
to be approximately s million decalherms, with about
40 million decalherms from sales and s million from
transportation.

* Thil number of natural gas retail customers at existing
operations is expected to grow by approximately 1.5 to
2 percent on an annual basis over the next three to
live years.

Farnings are expected to increase from the growth in
sales of new value-added products and services such as
appliance repair contracts and home security systems.
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Utility services
» Revenues for this sr ;rnent are expected lo exceed

$2t)() million in 2001.

" This segment's goal is to achieve compound annual
revenue and earnings growth rates of approximately
20 to 25 percent over the next five years.

Pipeline and energy services

« Two pipeline projects related to tho company’s coal bed
natural gas drilling program in the Powder River Basin
of Wyoming and Montana were completed in 2000.
The two projects provide the pipeline company the
ability to move approximately 40 percent more coal
bed natural gas through its system than has historically
been transported, as well as enabling additional
deliveries to other pipeline systems. The largest project
involved building a 75-mile, nonregulaled pipeline
through the heart of the basin, to move gas produced
from throughout the Powder River Basin to intercon-
necting pipeline systems, including the company's own
transmission system.

«In 2001, Williston Basin Interstate Pipeline Company’s
natural gas throughput is expected to increase by
approximately 9 percent.

This segment continues husiness development activities
looking for assets and resources that add value lo
existing operations through further vertical integration
of its natural gas delivery and storage systems.

Natural gas and oil production
The 2001 drilling program is projected to include over
500 wells, 90 percent of which are expected to be
drilled on operated properties and the emphasis will
continue to be on natural gas. The 2001 drilling program
is expected to be the largest drilling program in the
company's history.

* Combined natural gas and oil production at this segment
is %pOEOCtEd to be .!() to 40 percent higher in 2001 than
in .

The company’s estimates for natural gas prices in the
Rocky Mountain region are in the range of $2.50 to
$3.00 per Mcfduring 2001. The company's estimates
for natural gas prices on the New York Mercantile
Exchange! (NYMFX) for 2001 are in the range of $3 to
$4 per Mcf.

* The company's 2001 estimates for NYMFX crude oil
prices are in the range of $23 to $26 per barrel.

#This segment has entered into hedging arrangements
frr a portion of its 2001 production. The company has
entered into swap agreements and lixed price forward
sales representing approximately one-fourth of 2001
estimated annual natural gas production. Natural gas
swap prices range from $4.57 let $4.60 per Mcf based
on NYMFX and $4.04 to $4.44 per Mcftor Rocky
Mountain gas sales. In addition, approximately one-third
0f 2001 estimated annual oil production is hedged at
NYMFX prices ranging from $28.65 to $29.22 per barrel.



Construction materials and mining

On September 28, 2000, the company announced an
agreement to sell its coal operations to Westmoreland
Coal Company for $28.8 million cash, excluding final
settlement cost adjustments. The agreement is subject
to various closing conditions and therefore will not be
finalized unless and until the parties are satisfied that
those conditions are met. Warnings from coal opera-
tions would normally be expected to contribute less
than 10 percent of annual earnings of the construction
materials and mining segment.

excluding tho effects of potential future acquisitions,
aggregate, asphalt and ready-mixed concrete volumes
are expected lo increase by approximately 15 percent,
22 percentand 13 percent, respectively, in 2001.

This segment expects to achieve compound annual
revenue and earnings growth rates of approximately
10 to 20 percent over the next live years.

Earnings are expected to increase from a combination
of acquisitions and by optimizing both synergies and
improvements at existing operations.

New Accounting Pronouncements
In June 1098, the Financial Accounting Standards Hoard
(FASH) issued Statement of Financial Accounting Standards

um
tin millions)

CaEitaI expenditures:
lectric $ 130
Natural gas distribution 83
Utility services , 183
Pipeline and energ?/ services 170
Natural gas and oI production 1000
Construction materials and mining 121
3‘"\9
Net proceeds from sale or disposition of property 43
Net capital expenditures 3256
Retirement of long-term debt and preferred stock $4]§37
9.3
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No. 133, "Accounting for Derivative Instruments and
llodging Activities" (SFAS No. 133), amended by Statement
of Financial Accounting Standards No. 137, "Accounting
for Derivative Instruments and Hedging Activities-
Deferral of tho Effective Date of FASH Statement No.
133" ano Statement of Financial Accounting Standards
No. 138, “Accounting for Certain Derivative Instruments
and Certain fudging Activities” (all such statements
hereinafter referred to as SFAS No. 133). For further
information on SFAS No. 133, sen Note | of Notes to
Consolidated Financial Statements.

In December 1999, the Securities and Exchange
Commission issued Staff Accounting Bulletin No. 101,
"Revenue Recognition” ISAR No. 101), which provides
guidance on the recognition, presentation and disclosure
of revenue in financial statements. The company adopted
SAH No. '()! in the fourth quarter of 2000. The adoption
of SAD No. It)| did not have a material effect on the
company's financial position or resuits of operations.

Liquidity and Capital C .imitments

Thu company's capital ex, mditures for 1998 through
2000 and as anticipated for 2001 through 2003 are
summarized in the following table, which also includes
the company's capital needs for the retirement of maturing
long-term debt and preferred stock.

Actual Estimated*
199 2000 201 2002 2008

S182 S8  $M8  S16  $209
92 213 139 12 107
161 426 526 05 317
¥l 690 614 568 380
643 1735 1086 1305 1008
1061 2187 1264 929 738

2450 509 37 3385 2849
6L (110 (3L6) 14 cD

2314 5299 11 3381 2948
188 294 197 505 2828

$2502  $5593  $3608  $386 95676

*The estimated 2001 Ihrnuyh 2002 cn/iiliil expenditures reflected in the alinee table include potentialfilltire acquisitions. The company continues to
eealuute potentialfuture acquisitions; luuccrer, these acquisitions nre dependent upon the urailahility ofeconomic opportunities and. as a result,

actual acquisitions and capital expenditures may rnry siynijicantiy from tile aimce estimates.
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Capilal expenditures for 2000, 1999 and 1998, related
to acquisitions, in the preceding tabic include the follow-
ing noncash transactions: issuance of the company’s
equity securities and the conversion of a note receivable
to purchase consideration of $132.1 million in 2000;

the issuance of the company’s equity securities of

$77.5 million in 1999; and the issuance of the company’s
equity securities, less treasury stock acquired, in 1998
0f$138.8 million.

In 2000, the company acquired a number of businesses,
none of which was individually material, including
construction materials and mining businesses with
operations in Alaska. California, Montana and Oregon;

a coal bed natural gas development operation based in
Colorado with related oil and gas leases and properties
in Montana and Wyoming; utility services businesses
based in California. Colorado, Montana and Ohio; a natu-
ral gas distribution business serving southeastern North
Dakota and western Minnesota; and an energy services
company based in Texas. The total purchase consideration
for these businesses, consisting of the company's com-
mon stock, cash and the conversion of a note receivable
to purchase consideration was $286.0 million.

The 2000 capital expenditures, including those for the
previously mentioned acquisitions, and retirements

of long-term debt and preferred stock, were met from
internal sources, the issuance of long-term debt and

the company's equity securities. Capilal expenditures for
the yours 2001 through 2003, include those for system
upgrades, routine replacements, service extensions,
routine equipment maintenance and replacements
pipeline and gathering expansion projects, the building
of construction materials handling and transportation
facilities, the further enhancement of natural gas and oil
production and reserve growth, and for potential future
acquisitions. The company continues to evaluate potential
future acquisitions; however, those acquisitions are
dependent upon the availability of economic opportunities
and, as a result, actual acquisitions and capital expendi-
tures may vary significantly from the estimates in the
preceding table. It is anticipated that till of the funds
required for capilal expenditures and retirements of
long-term debt and preferred stock for the years 2001
through 2003 will be met from various sources. These
sources include internally generated funds, the company’s
$40 million revolving credit and term loan agreement, an
existing line of credit of $8.2 million, a commercial paper
credit facility at Centennial Energy Holdings, Inc., as
described below, and through the issuance oflong-term
debt and the comFany‘s equitz securities. At December
31, 2000, $40 million under the revolving credit and
term loan agreement and $6.3 million under the line of
credit wore outstanding.
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Centennial, a direct wholly owned subsidiary of the
company, has a revolving credit agreement with various
banks on behalf of its subsidiaries that supports

$315 million of Centennial's $325 million commercial
paper pro%ram. Under the Centennial commercial paper
program, $261.4 million was outstanding at December
31, 2000. The commercial paper borrowings are classified
as long term as Centennial intends to refinance these
borrowings on a long-term basis through continued
commercial paper borrowings supported by the revolving
credit agreement due September 29, 2003. Centennial
intends to renew this existing credit agreement on an
annual basis.

Centennial has an uncommitted long-term master
shelfagreement on behalf of its subsidiaries that allows
for borrowings of up to $200 million. Under the master
shelf agreement, $150 million was outstanding at
December 31, 2000.

On October 4, 2000, the company filed an application with
the I'TIIC seeking authorization lo issue a combination
of curtain securities, as the company determines to be
necessary, not to exceed a total of $750 million. The FCIK.
approved the company's application on November 7, 2000.

On November 20 and December 26, 2000, and February
2, 2001, the company reported sales that together totaled
1,038,739 shares of the company's Common Stock to
Aequa Wellington North American Equities Fund Ltd.
(Acqua Wellington), pursuant to purchase agreements

by and between the company and Acqua Wellington.

The company received total proceeds from these sales of
$29.5 million. These proceeds were used for refunding
outstanding debt obligations and for other general
corporate purposes.

The company’s issuance of first mortgage debt is subject
to certain restrictions imposed under the terms and
conditions of its Indenture of Mortgage, (amorally,

those restrictions require the company to pledge $1.43
of unfunded property to the Trustee for each dollar of
indebtedness incurred under the Indenture and that
annual earnings (pretax and before interest charges),
as defined in the Indenture, equal at least two limes ils
annualized first mortgage bond interest costs. Under
the more restrictive of the two tests, as of December 31,
2000, the company could have issued approximately
$295 million of additional first mortgage bonds.

The company’s coverage of fixed charges including
preferred dividends was 4.1and 4.3 times for 2000

and 1999, respectively. Additionally, the company’s first
mortgage bond interest coverage was 8.3 times in 2000
compared to 7.1 times in 1999. Common stockholders’
equity its a percent of total capitalization was 54 percent
at both December 31. 2000 and 1999.

Effects of Inflation
Inflation did not have a significant effect on the company's
operations in 2000, 1999 or 1998.



Quantitative and Qualitative Disclosures

About Market Risk

Commodity price risk

The company utilizes derivative financial instruments,
including price swap and collar agreements, to manage a
portion or the market risk associated with fluctuations in
the price of natural gas and oil. The company's policy
prohibits the use of derivative instruments for peculat-
Ing to take advantage of market trends and conditions
and the company has procedures in place to monitor
compliance with its policies. The company is exposed to
credit-related losses in relation to financial instruments
in the event of nonperformance by counterparties, but
does not expect any counterparties to fail to meet their
obligations given their existing credit ratings.

The swap and collar agreements call for the company to
receive monthly payments from or make payments to
counterparties based upon the difference between a fixed
and a variable price as specified by the agreements. The
variable price is either a quoted natural gas price Ol the
NYMFX. Colorado Interstate Gas Index or other various
indexes or an oil price quoted on the NYMFX The com-
Bany believes that there is a high degree of correlation
ecause the timing of purchases and production and the
swap and collar agreements are closely matched, and
hedge prices are established in the areas of operations.
For the years ending December 31. 2000, 1990 and 1998,
gains or losses 0t the swap and collar agreements were
matched and reported in operating revenues 01l the
Consolidated Statements of Income as a component of
the related commodity transaction at the time of settle-
ment with the counterparty.

MDU Resources Group, Inc.

The following table summarizes hedge agreements
entered into by certain wholly owned subsidiaries of the
company, as of December 31, 1999. These agreements
call for the subsidiaries lo receive fixed prices and pay
variable prices.

(Notional amount andfair value in thousands)

The following table summarize ,hedge agreements

entered into by certain wholly nvne

subsidiaries of the

company, as of December 31,1000. These agreements
call for the subsidiaries to rec<ivc fixed prices and pay

variable prices.

(Notional amount andfair value in thousandsl

Weighted
Average Nolit mil
Fixed Price Amount Fair
(Per MMFItu)  tin MMBtu’s) Value
Natural gas
swap agreements
maturing in 2001 S 4.45 5,461 $11231])
Weighted
Average Notional
Fixed Price Amount Fair
(Per barrel) (11 barrels) Value
Oil swap agreements
maturing in 2001 $28.80 53 S 22,1

Weighted
Average Notional
Fixed Price Amount Fair
(Per MMKtu) (In MMBtu's) Vidue
Natural gas
swap agreements
maturing in 2000 $2.33 5,307 $ 597
Weighted .
Average Notional
Fixed Price  Amount Frir
(Per barrel)  (lit barrels) Value
Oil swap agreements
maturing in 2000 $19.55 769 $(1,870)
Weighted
Average
Floor/Coiling Notional
Price Amount Fair
(Per MMIilu)  (In MMBtu's) Value
Natural gas
collar agreements
maturing in 2000 $2.34/52.68 3.196 S 112
Weighted
Average
Floor/Ceiling Notional
Price Amount Pair
(Per barrel) (In barrels) Value
Oil collar agreement
maturing in 2000 $20.00/522.33 183 $ (134

The fair value of these derivative financial instruments
reflects the estimated amounts that the company would
receive or pay to terminate the contracts at the reporting
dale, thereby taking into account the current favorable
or unfavorable position on open contracts. The favorable
or unfavorable position is not recorded on the company’s
Consolidated Balance Sheets as of December 31, 2000
and 1999. Favorable and unfavorable positions related to
commodity hedge agreements are expected to be gener-
ally offset by corresponding increases and decreases in
the value of the underlying commodity transactions.

In the event a derivative financial instrument does not
qualify for hedge accounting or when the underlying
commodity transaction matures, is sold, is extinguished,
or is terminated, the current favorable or unfavorable
position on the open contract would be included in results
of operations. The company’s policy requires approval lo
terminate a hedge agreement prior to its original matu-
rity. 111 the event a hedge agreement is terminated, the
realized gain or loss at the. lime of termination would be
deferred until the underlying commodity transaction is
sold or matures and is expected to generally offset the
corresponding increases or decreases in the value of the
underlying commodity transaction.
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The company has energy marketing operations that are
exposed to risks, including risks relating to changes in
natural gas prices and counterparty performance (credit
risk), associated with natural gas forward purchase and
sale commitments. These commitments involve the
purchase and sale of natural gits and related delivery of
such commodity. The energy marketing operations seek
to match natural gas purchases and sales on specific
contracts so that it margin is obtained on the transporta-
tion of such commodity as distinguished from earning a
margin on changes in market prices. In addition, the
energy marketing contracts are generally entered into on
a seasonal basis with contracts of a duration generally
not exceeding 12 months. Contracts related to these
activities tire valued at fair value and changes in fair value
are recorded as assets or liabilities on the company's
Consolidated Balance Sheets. The net change in fair
value representing unrealized gains and losses resulting
from changes in market prices on these contracts is
reflected in earnings on the company’s Consolidated
Statements of Income. Net unrealized gains and losses on
these contracts were not material in 2000, 1999 or 1998,
In general, market risk is the risk of fluctuations in the
market price of the commodity being marketed and is
influenced primarily by supply and demand. The company
monitors and manages its exposure lo market risk through
a variety of risk management techniques. Such proce-
dures include monitoring commitments and positions,
evaluating sensitivity to changes in market prices and
market volatility, and reporting to senior management.
Credit risk is the risk of loss A " \y

01 2002 2008 2004 2003 Tiereallor  Total

(Dollars in millions)

Long-term debt;

Fixed rate . $19.6 $30.4
Weighted average interest rale 7.8% 9.0%
Variable rate
Weighted average interest rale
I'referied stock subject to
‘mandatory redemption $ 1 $ 1
Dividend rate 5.1% 5.1%

$21.9

$260.8
6.9%

MDU Resources Group, Inc.

counterparties of their contractual obligations. The com-
Bany maintains credit procedures, which management
elieves significantly minimize overall credit risk. The
comgany seeks to mitigate credit risk by applying specific
eligibility criteria to prospective counterparties and may
require letters of credit or similar security to secure
payment on such sales contracts. However, despite m iti-
gation efforts, defaults hy counterparties may occur. To
date, no such defaults have had a material effect on the
company’s financial position or results of operations.

Interest rate risk

The com’oany uses fixed and variable rate long-term debt
to partially finance capilal expenditures and mandatory
debt retirements. These debt agreements expose the
company lo market risk related lo changes in interest
rates. The company manages this risk bK taking advan-
tage of market conditions when liming the placement
oflong-term or permanent financing. The company also
has outstanding 15,000 shares of 5.10% Series preferred
stock subject to mandatory redemption as of December
31.2000. The company is obligated to make annual
sinking fund contributions to retire tho preferred stock
and pay cumulative preferred dividends at a fixed rale
0ffi. 10%. The table below shows the amount of debt,
including current portion, and related weighted average
interest rates, by expected maturity dates and the aggre-
gate annual sinking fund amount applicable to preferred
stock subject to mandatory redemption and the related
dividend rate, as of December 31, 2000. Weighted
average variable rales are based on forward rates as

of December 31, 2000.

Pair Value

$21.6 $69.9 $303.6 $487.0  $300.8
7.4% 6.6% 8,0% 7.6% 1.1%

$260.8 $271.3
6.9%

. 1 $ 1 $1.0 $1.3 § 9
5.1% 51%. 5.1%. 51%. 5.1%.

For further information on risk management activities anti financial instruments, see Note 3 of Notes to Consolidated

Financial Statements.
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Report of Management

Tho management of MDU Resources Group, Inc. is respon-

sible for the preparation, integrity and objectivity of the
financial information contained in the consolidated finan-
cial statements and elsewhere in this Annual Report. The
financial statements have been prepared in conformity
with generally accepted accounting principles as applied
to the? company’s regulated and nonregulaled businesses
and necessarily include some amounts that are based on
informed judgments and estimates of management.

To meet its responsibilities with respect to financial
information, management maintains and enforces a
system ofinternal accounting controls designed to pro-
vide assurance, on a cost-effective hasis, that transactions
are carried out in accordance with management's
authorizations and that assets are safeguarded against
loss from unauthorized use or disposition. The system
includes an organizational structure which provides an
appropriate segregation of responsibilities effective
selection and training of personnel, written policies and
procedures and periodic reviews by the Internal Auditing
Department. In addition, the company has a policy which
requires all employees lo acknowledge their responsibility
for ethical conduct. Management believes that these
measures provide for a system that is effective and
reasonably assures that all transactions are properly
recorded for the preparation of financial statements.
Management modifies and improves its system of internal
accounting controls in response to changes in business
conditions. The company's Internal Auditing Department

is charged with the responsibility for determining compli-

ance with company procedures.

The Hoard of Directors, through its audit committee which
is comprised entirely of outside directors, oversees man-
agement's responsibilities for financial reporting. Tin*
audit committee meets regularly with management, the
internal auditors and Arthur Andersen LLP, independent

public accountants, lo discuss auditing and financial mat-

ters and to assure that each is carrying out ils responsi-
bilities. The internal auditors and Arthur Andersen 11I*
have lull and free access to the audit committee, without
management present, to discuss auditing, internal
accounting control and financial reporting matters.

Arthur Andersen 111 is engaged lo express an opinion
on the financial statements, Their audit is conducted in
accordance with auditing standards generally accepted
in the United States and includes examining, on a test
basis, supporting evidence, assessing the company's
accounting principles used and significant estimates
made by management and evaluating the overall finan-
cial statement presentation to the extent necessary to
allow them to report on the fairness, in all material
respects, of the financial condition and operating results
of the company.

Warren 1, Robinson
executive Vice President,
Treasurer and

Chief Financial Officer

Martin A, White
Chairman of the Board,
President and

Chief executive Officer

Regort of Independent
Public Accountants

To MDU Resources Group, Inc.

We have audited the accompanying consolidated

balance sheets of MDU Resources Group, Inc. (a Delaware
corporation) and Subsidiaries as of December 31, 2000
and 1977, and the related consolidated statements of
income, common stockholders” equity and cash flows for
each of the three years in (he period ended December
31, 2000. These financial statements are the responsibil-
ity of the company’s management. Our responsibility is to
express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain leasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles
used and significant estimates made by management, as
well tis evaluating the overall financial statement presen-
tation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred lo
above present fairly, in all material respects, the financial
position of MDU Resources Group, Inc. and Subsidiaries
as of December 31, 2000 and 1J0J, and the results of
their operations and their rash flows for each of the
three years in the period ended December 31, 2000, in
conformity with accounting principles generally accepted
in the United States.

ARTHUR ANDIRSIIN 11F*

Minneapolis. Minnesota
January 2a,2001



Consolidated Statements of Income

Ynnrs ended December 31,

(In thousands, except per share amounts)

Operating revenues

Operating expenses:
Fuel and purchased power
Purchased natural gas sold
Operation and maintenance
Depreciation, depletion and amortization
Taxes, other than income
Write-downs of natural gas and oil properties (Note 1)

Operating income
Other income - net
Interest expense

Income before income taxes

Income taxes

Net income

Dividends on preferred slocks

Farnings on common stock

Farnings per common share - basic

Farnings per common share - diluted

Dividends per common share

Weighted average common shares outstanding - basic
Weighted average common shares outstanding - diluted

I'lie accompanping nates are on Integral intrt of these consolidated statements.
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$1,873,671

14,114
634,277
821,528
110,888

25,8717

1,656,684
216,087
11,724
48,022

180,678

69,650
111,028

766
$ 110,262
S 1.80
S 1.80
$ .86
61.000
61,200

MDU Resources Group, Inc.

190

$1,279,800

51,802
349,215
608,104

81,818

29,119

1,120,058

159,751
9.645
.26.006

122,290

40,210
84,080

772

$ 83,308
152
152
82
54,615
54,870

©“ »n w

1995

S5806.627

40,829
158,908
448,290

71,786

24,871

66,000

825,684

70,942
10,022
30,272

51,502

17,485
34,107
7

S 33.330
S 66
S .66
S 7834
50,536
50,837



Consolidated Balance Sheets

December HI,

(In thousands, except shares and per share amount)

Assets
Current assets:
Cash and cash equivalents
Receivables
Inventories
Deferred income taxes
Prepayments and other current assets

[nvestments

Property, plant and equipment
l.ess accumulated depreciation, depletion and amortization

Deferred charges and other assets

Liabilities and Stockholders' Fquity
Current liabilities:
Short-term borrowings (Note 4)
Long-term debt and preferred stock due within one year
Accounts payable
Taxes payable
Dividends payable
Other accrued liabilities, including reserved revenues

Long-term debt (Note 5)
Deferred credits and other liabilities:

Deferred income taxes
Other liabilities

Preferred stock subject to mandatory redemption (Note 6)

Commitments and contingencies (Notes 11, 13 and 14)
Stockholders' equity:

Preferred stocks (Note 6)

Common stockholders' equity:

Common stock (Note 71
Authorized - 150,()()(.0(() shares, $1.00 par value

Issued - 65,267,567 shares in 2000 and 57,277.015 shares in 1000

Other paid-in capital
Retained earnings
Treasury stock at cost - 250,521 shares

Total common stockholders’ equity
Total stockholders' equity

Tlw aecompanyinp miles are an intei/ral pari ufthese consolidated statements.

MDU Resources Group, Inc.

1M

$ 36512
342,354
64,017
8,048
20.355
480,286
41,380
2,406,123
805,100
1,601,014
100,270
$2,312,050

$ 8,000
10,605
171,020
10,137
14,423
50.080

284,473
728.166

281.000
121,860

402,860
1,400

15,000

65,268
518,771
300,647

(3.626)

881,060
806.060
$2,312,050

1000

$ 77,504
160.560
64,608
15,600
24,424

351,696
43,128
2,042,281
704,105
1,248,176
123.303
$1,766,303

S 14,603
4,428
81.262
6,842
12,171
67,031

187,327
563,545

213,771
115,627

320,308
1.500

15,000

57,278
372,312
243,560

(3,626)
660,533
684,533

$1,766,303
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Consolidated Statements of Common Stockholders’ Equity

Yours ondod December 31, 2000,1999 and 1098

(In thousands, except shares)

Balance at
December 31, 1997
Net income
Dividends on
preferred stocks
Dividends on
common stock
Issuance ofcommon
stock (pre-split)
Treasury stock acquired
Three-for-lwo common
slock split (Note 7)
Issuance of common
stock (post-split)

Balance at
December 31, 1998
Net income
Dividends on
preferred stocks
Dividends on
common stock
deduction in par value
of common stock
Issuance of
common stock

Balance at
December 31, 1999
Nel income
Dividends on

preferred stocks
Dividends on

common slock
Issuance of

common stock

Balance at
December 31, 2000

Common Stork
Shares Amount

29,143,332 § 97,047

5842697 19,456
17493014  58.252
793,908 2,644
53,272,951 177,399
(124,126)
4,004,964 4,005
57,277,915 57.278
7,989,652 7,990
65,267,567 $ 65,268

Qilier
I'nid-in
Capilal

$ 76,526

139,253

(58,252)
13,959

171,486

124,126

76,700

372,312

146,459

$518,771

The navmpanging notes are an integral part ofthese consolidated statements.
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ltctuinod
liarnings

$212,723
34,107

(777)
(40,470)

205,583
84,080

(772)
(45,322)

243,569
111,028

(766)
(53,184)

$300,647

MDU Resources Group, Inc.

Treasury Stork

Shares

(159.681)
(79,840)

(239,521)

(239,521)

(239,521)

Amount Total

$ $386,296
- 34,107

(777)
(40,470)

158,709

(3,626)  (3,626)

16,603

(3,626) 550,842
84,080
(772)

(45,322)

80.705

669,533
[11,028

(3,626)
(766)
(53,184)

154,449

$(3,626) $881,060



Consolidated Statements of Cash Flows

Years ended December 3).

(In thousands)
Operating activities:
Not income
Adjustments lo reconcile net income to net cash
provided by operating activities:
Depreciation, depletion and amortization
Deferred income taxes and investment tax credit
Write-downs of natural gas and oil properties (Note 1)
Changes in current assets and liabilities, net of acquisitions:
Receivables
Inventories
Other current assets
Accounts payable
Other current liabilities
Other noiicurrent changes

Net cash provided by operating activities

Investing activities:
Capital expenditures including acquisitions of businesses
Net proceeds from sale or disposition of property
Net capital expenditures
Sale of natural gas available under repurchase commitment
Investments
Additions to notes receivable
Proceeds from notes receivable

Net cash used in investing activities

Financing activities:
Net change in short-term borrowings
Issuance of long-term debt
Repayment of long-term debt
Retirement of preferred stock
Issuance! of common stock
Retirement of natural gas repurchase commitment
Dividends paid
Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents - heginning of year

Cash and cash equivalents - end oryear

Tin' ttmini/nmtiinu notes arc an inlet/rill /nirl ofthese ennsolidoted slutfluents.

2000

fit 11 1,525

110.888
36,530

(117,440
9,578
(3,514)
(>1,021
(3,821)
2,701
20(>,%2

(408,826)
11,000

(397,826)

2,102
(5,000)
4,000
(396,724)

(7.242)
192,162
(29,349)

(100)

47,249

(53,950)
148,770

(40,992)
77,504
36,512

MDU Resources Group, Inc.

1999

$ 84,080

81,818
15,704

(12,310)
(13,460)
(4.190)
12,492
(89721
(289)
154,873

(170,510)
16,660
(153,850)
1,330
(99)
(35,907)

(188,526)

(6,585)
154,546
118,714)

1100)
3,184
(14,296)
(46,094)
71,041

38,288
39,216

$ 77,504

1998

$ 34,107

77.786
(17,256)
66,000

(10,464)
1,718
(547)
14,094
(19.805)
(7,187)
138,446

(191,154)
4,275
(186,879)
7727
(22,945)

(202,097)

3,933
209.890
(113,600)

(100)
32,922
(17,105)
(41.247)
74,603

11,042

28,174
$ 39,216
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Summary of
Significant
Accounting Policies

MDU Resources Group, Inc.

Basis of presentation

Tho consolidated financial statements of MDU Resources Group, inc. and its subsidiaries (com-
pany) include the accounts of the following segments: electric, natural gas distribution, utility
services, pipeline and energy services, natural gas and oil production, and construction materials
and mining. Tho electric and natural gas distribution segments and a portion of tho pipeline
and energy services segment are regulated. The company's nonregulated operations include
the utility services, natural gas and oil production, and construction materials and mining
segments, and a portion of the pipeline and energy services segment. For further descriptions
of the company’s business segments see Note 9. The statements also include the ownership
interests in the assets, liabilities and expenses of two jointly owned electric generation stations.

The company's regulated businesses are subject to various state and federal agency regula-
tion. The accounFng policies followed by these businesses are generally subject to the Uniform
System of Accounts rthe Federal Energy Regulatory Commission (FEILC). These accounting
policies differ in some respects from those used by the company's nonregulaled businesses.

The companr's regulated businesses account for certain income and expense items under the
provisions of Statement of Financial Accountin? Standards No. 71, "Accounting for the Effects
of Regulation" (SFAS No. 71). SFAS No. 71 rec; lir  these businesses lo defer as regulatory
assets or liahilities certain items that would have otherwise been rellected as expense or
income, respectively, based on the oxpecled regulatory treatment in future rates. The expected
recovery or llowbaek of these deferred items are generally based on specific ratemaking
decisions or precedent for each item. Regulatory assets and liabilities arc being amortized
consistently with the regulatory treatment established by the FEHC and the applicable state
public service commissions. Set! Note 2 for more information regarding the nature and

amounts of these regulatory deferrals.

In accordance with the prt visions of SFAS No. 71. intercompany coal sales, which are made
at prices approximately the same as those charged to others, and the related utility find
purchases are not eliminated. All other significant intercompany balances and transactions
have been eliminated in consolidation.

Property, plant and equipment

Additions to property, plant and equipment are recorded at cost when first placed in service.
When regulated assets are retired, or otherwise disposed of in the ordinary course of business,
the original cost and cost of removal, less salvage, is charged to accumulated depreciation. With
respect to the retirement or disposal of all other assets, except for natural gas and oil produc-
tion properties as described below, the resulting gains or losses are recognized as a component
ofincome. The company is permitted to capitalize an allowance for funds used during con-
struction (AFUI)C) on regulated construction projects and lo include such amounts in rate hase
when the related facilities are placed in service. In addition, the company capitalizes interest,
when applicable, on certain construction projects associated with ils other operations. The
amount of AFUDC and interest capitalized was $5.2 million, $1.7 million and $1.4 million in
2000, 1099 and 1998, respectively. Properly, plant and equipment are depreciated on a
straight-line basis over the average useful lives of the assets, except for natural gas and ol
production properties as described below.

Goodwill and other intangible assets

The excess of the cost over the fair value of net assets of purchased businesses is recorded as
goodwill and is amortized on a straight-line basis over estimated useful lives. Goodwill was
$91.4 million, net of accumulated amortization of $12.0 million as of December 31, 2000 and
was $46.7 million, net of accumulated amortization of $5.1 million as of December 31, 1999.
Goodwill amortization expense was $7.0 million, $2.0 million and $1.4 million for 2000, 1999
and 1998, respectively. The weighted average amortization period for goodwill as of
December 31, 2000 was 25 years.

Impairment of long-lived assets and intangibles

The company reviews the carrying values of its long-lived assets, including goodwill and iden-
tifiable intangibles, whenever events or changes in circumstances indicate that such carrying
values may not be recoverable. The determination of whether an impairment has occurred is
based on an estimate of undiscounted future cash Hows attributable to the assets, compared to
the carrying value of the assets, If an impairment has occurred, the amount of the impairment
recognized Is determined by estimating the fair value of the assets and recording a loss if the
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carrying value is greater than the lair value. In 2000, the company experienced significant
changes in market conditions at one of its energy marketing operations, which negatively
affected the fair value of the assets at that operation. Due to the significance of the decline, the
company recorded an impairment charge against goodwill of $3.9 million after tax in the
fourth quarter of 2000. The amount related lo this impairment is included in "Depreciation,
depletion and amortization" in the company’s Consolidated Statements of Income. Excluding
this impairment and the write-downs of natural gas and oil properties as discussed herein, no
other long-lived assets or intangibles have been impaired and accordingly no other impair-
ment losses have been recorded in 2000, 1999 and 1998. Unforeseen events and changes in
circumstances rould require the recognition of other impairment losses at some future date.

Natural gas and ol

The company uses the full-cost method of accounting for ils natural gas and oil production
activities. Under this method, all costs incurred in the acquisition, exploration and development
of natural gas and oil properties are capitalized and amortized on the units of production
method based on total proved reserves. Any conveyances of properties, including gains or
losses on abandonments of properties, are treated as adjustments to the cost of the properties
with no gain or loss recognized. Capitalized costs are subject to a “ceiling tost" that limits such
costs lo the aggregate of the present value of future net revenues of proved reserves and the
lower of cost or fair value of unproved properties. Future net revenue is estimated hased on
end-of-quarter prices adjusted for contracted price changes. If capitalized costs exceed the
lull-cost ceiling at the end of any quarter, a permanent noncash write-down is required to be

charged to earnings in that quarter.

Due to low natural gas and oil prices, the company’s capitalized costs under the full-cost
method of accounting exceeded the full-cost ceiling at June 30. 1998 and December 31. 1998.
Accordingly, the company was required to write down its natural gas and oil producing
properties. These noncash write-downs amounted to $66.0 million ($39.9 million after tax),

Natural gas in underground storage

Natural gas in underground storage for the company’s regulated operations is carried at
cost using the last-in. lirst-out method. The portion of the cost of natural gas in underground
storage expected to be used within one year is included in inventories and amounted lo
$11.0 million and $26.1 million at December 31, 2000 and 1999. respectively. The remainder
of natural gas in underground storage is included in property, plant and equipment and was
$43.6 million and S46.S million at December 31. 2000 and 1999, respectively.

Inventories
Inventories, other than natural gas in underground storage for the company’s regulated

operations, consist primarily of materials and supplies of $20.4 million and $15.9 million,
aggregates held for resale of $22.7 million and $15.6 million and other inventories of
$9.9 million and $7.0 million as of December 31, 2000 and 1999, respectively. These
inventories are stated at the lower of average cost or market.

Revenue recognition
The company recognizes utility revenue each month based on the services provided lo all utility

customers during the month. For its construction businesses, the company recognizes con-
struction contract revenue on the percentage of completion method. The company recognizes
revenue from natural gas and oil production activities only on that portion of production sold
and allocable lo the company’s ownership interest in the related well. The company generally
recognizes all other revenues when services are rendered or goods are delivered.

Advertising
The company expenses advertising costs as incurred and the amount of advertising expense

for the years 2000, 1999 and 1998, was $2.0 million, $1.3 million and $1.0 million, respectively.

Natural gas costs recoverable through rate adjustments

Under the terms of certain orders of the applicable state public service commissions, tho com-
pany is deferring natural gas commodity, transportation and storage costs which are greater
or less than amounts presently being recovered through its existing rate schedules. Such orders
generally provide that these amounts are recoverable or refundable through rate adjustments
within a period ranging from 24 months to 28 months from the time such costs are paid,
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Income taxes . .
Tho company provisos deferred federal and state income taxes on all temporary differences,

h'xeoss deferred income tax halances associated with the company's rale-regulated activities
resulting from tli; company’s adoption of SFAS No. 101). “Accounting for Income Taxes," have
been recorded ®j a regulatory liability and are included in “Other liabilities" in the company’s
Consolidated Balance Sheets. These regulatory liabilities are expected to he reflected as a
reduction in future rates charged customers in accordance with applicable regulatory procedures.

The company uses the deferral method of accounting for investment tax credits and amortizes
the credits on electric and natural gas distribution plant over various periods which conform
to the rulemaking treatment prescribed by the applicable state public service commissions.

Earnings per common share

Basic, earnings per common share were computed by dividing earnings on common stock by
the weighted average number of shares of common slock outstanding during the year. Diluted
earnings per common share were computed by dividing earnings on common slock by die
total of the weighted average number of shares of common stock outstanding during the
year, plus the effect of outstanding stock options and restricted stock grants. Common stock
outstanding includes issued shares less shares held in treasury.

Comprehensive income
For the years ended December HI. 2000, I0'W and 1JOS, comprehensive income equaled net

income as reported,

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles in the United Stales requires the company to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Estimates are used for such items as property deprecia-
ble lives, tax provisions, uncollectible accounts, environmental and other loss contingencies,
accumulated provision for revenues subject to refund, costs on long-term construction
contracts, unbilled revenues and actuarially determined benefit costs. As better information
becomes available, or actual amounts are determinable, the recorded estimates are revised,
Consequently, operating results can be affected by revisions to prior accounting estimates.

Cash flow information .
Cash expenditures for interest and income taxes were as follows:

Years ended December 31, A0 I"m 19%
tin thousailtlsl

Interest, net of amount capitalized 1012 772 6,304
Income taxes d %0,030 gz)?ZB %4408

The company considers all highly liquid investments purchased with an original maturity of
three months or less to be cash equivalents.

New accounting pronouncements
In June 1008, the Financial Accounting Standards Board (FASB) issued Statement of Financial

Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities"
(SFAS No. 1S3), amended by Statement of Financial Accounting Standards No. 137, "Accounting
for Derivative Instruments and Hedging Activities - Deferral of the Effective Date of FASB
Statement No. 133" and Statement of Financial Accounting Standards No. 138, "Accounting
for Certain Derivative Instruments and Certain Hedging Activities" (all such statements here-
inafter referred to as SFAS No. 133). SFAS No. 133 establishes accounting and reporting
standards requiring that every derivative instrument (including certain derivative instruments
embedded in other contracts) be recorded in the balance sheet as either an asset or liahility
measured at its fair value. SFAS No. 133 requires that changes in the derivative's fair value

be recognized currently in earnings unless specific hedge accounting criteria are met, Special
accounting for qualifying hedges allows derivative gains and losses to offset the related

results on the hedged item in the income statement, and requires that a company must
formally document, designate and assess the effectiveness of transactions that receive hedge

accounting treatment.
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The company plans to utilize certain derivative liiinnei,i instruments to manage a portion of
the market risk associated with fluctuations in the price of natural gas and oil. The company
intends to designate these contracts as hedges of the underlying purchases or sales and

will record derivative assets and liabilities on ils balance sheet based on the fair value of
the contracts. Such amounts are expected to be substantially offset by an amount that will
be recorded in “Accumulated other comprehensive income” on the company’s Consolidated
balance Sheets. The fair values of derivative instruments will fluctuate over time due Lo

changes in tho underlying commodity prices.

The company adopted SFAS No. 133 on January 1, 2001. SFAS No. 133 will likely impact the
company’s financial position and could increase volatility in earnings and accumulated other
comprehensive income, hased on the contracts outstanding as of January I, 2001, pretax
unrealized gains on derivatives of $2.2 million and Eretax unrealized losses on derivatives of
$12.3 million would be recognized as assets and liabilities, respectively, on the balance sheet
with the offsetting amounts being recorded as a component of accumulated other comprehen-

sive income.

in December 1999, the Securities and Exchange Commission issued Staff Accounting bulletin
No, 101, "Revenue Recognition" (SAb No. 101), which provides guidance on the recognition,
presentation and disclosure of revenue in financial statements. Thu company adopted SAb
No. 101 in the fourth quarter of 2000. The adoption of SAb No. 101 did not have a material
effect on the company's fine :al position or results of operations.

The following table summarizes the individual components of unamortized regulatory assets
and liabilities included in the accompanying Consolidated balance Sheets as of December 31:

201)0 1999
IIn thousands)
Regulatory assets:
Long-term debt refinancing costs S 8125 S 9514
Plant costs . 2,668 2,835
Natural gas contract settlement and restructuring costs 1562 3,000
Postrelireinent benefit costs S33 1.742
Deferred income taxes 203 7,274
Other 541)0 6,780
Total regulatory assets 1S,041 31,154
Regulatory liabilities:
axes refundable to customers . 11,656 11,504
Natural gas costs refundable through rate adjustments K772 2,570
Plant decommissioning costs 7.001 6,980
Reserves for regulatory matters 6,087 24,231
Deferred income taxes 3,554 6.785
Other 1,193 710
Total regulatory liabilities 38,803 52,708
Net regulatory position $119/*22) St21,644)

As of December 31, 2000, substantially all ol the company’s regulatory assets, other than
certain deferred income taxes, are being reflected in rates charged to customers and are being

recovered over the next | to 10 years.

If, for any reason, the company's regulated businesses cease to meet the criteria for application
of SFAS No. 71 for all <r part of their operations, the regulatory assets and liabilities relating
lo those portions ceasing to meet such criteria would be removed from the balance sheet

and included in the statement of income as an extraordinary item in the period in which the
discontinuance of SFAS No. 71 occurs.

Derivatives

The company utilizes derivative financial instruments, including price swap and collar
agreements, to manage a portion of the market risk associated with fluctuations in the price of
natural gas and oil. The company’s policy prohibits the use of derivative instruments for spec-
uIatin? lo take advantage of market trends and conditions and the company has procedures in
place lo monitor compliance with its policies. The company is exposed to credit-related losses
In relation to financial instruments in the event of nonperformance by counterparties, but does
not expect any counterparties to fail to meet their obligations given their existing credit ratings.
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The swap and collar agreements call for tho compan; to receive monthlr payments from or
make payments lo counterparties based upon the difference between a fixed and a variable
price as specified by the agreements. The variable price is either a quoted natural gas price on
tin; New York Mercantile Exchange (NYMEX), Colorado Interstate Gas Index or other various
indexes or an oil price quoted on the NYMEX. The company believes that there is a high
degree of correlation because tho timing of purchases and production and tho swap and collar
agreements are closet matched, and hedge prices are established in the areas of operations.
For tho years ending December 31, 3000, 1999 and 1998, gains or losses on the swap and
collar agreements were matched and rePorted in operating revenues on the Consolidated
Statements of Income a> a component of the related commodity transaction at the time of

settlement with the counterparty.

The following table summarizes hedge agreements entered into by certain wholly owned sub-
sidiaries of the company, as of December 31, 2000. These agreements call for the subsidiaries

to receive fixed prices and pay variable prices.

(Notional amount andfair raluc in thousands)

Weighted Average Noliunal

Fixed Price Amount Fair

I'or MMIitul  lu MMBtu's) Value

Natural gas swap agreements maturing in 2001 $ 443 5,461 $112,311]
Weighted Average Notional ,

Fixed Price Amount Fair

(Per barrel)  (In barrels) Value

Oil swap agreements maturing in 2001 $28.80 593 S 2261

The lair value of those derivative financial instruments reflects the estimated amounts that the
company would rcceive or pay to terminate the contracts at the reporting date, thereby taking
into account the current favorable or unfavorable position on open contracts. The favorable or
unfavorable position is not recorded on the company’s Consolidated Balance Sheets as of
December 31, 2000 and 1999. Favorable and unfavorable positions related to commodity hedge
agreements are expected to be generally offset by corresponding increases and decreases in
the value of the underlying commodity transactions.

In the event a derivative financial instrument does not qualify for hedge accounting or when
(lie underlying commodity transaelion matures, is sold, is extinguished, or is terminated, the
current favorable or unfavorable position on the open contract would be included in results of
operations. The company’s policy requires approval to terminate a hedge agreement prior to
its original maturity. In the event a hedge agreement is terminated, the realized gain or loss at
the time of termi lalion would be deferred until the underlying commodity transaction is sold
or matures and is expected to generally offset the corresponding increases or decreases in the

value of the underlying commodity transaction.

Energy marketing
The company has energy marketing operations that are exposed lo risks, including risks rcla.-

ing lo changes in natural gas prices and counterparty performance (credit risk), associated
with natural gas forward purchase and sale commitments. These commitments involve the
urchase and sale ol'nuliiral gas and related delivery of such commodity. The energy market-
Ing operations seek to match natural gas purchases and stiles on specific contracts so that a
margin is obtained on the transportation of such commodity as distinguished from earning a
margin on changes in market prices. In addition, the energy marketing contracts are generally
entered into on a seasonal basis with contracts of a duration generally not exceeding 12 months.
Contracts related lo these activities are valued ut fair value and changes in fair value are
recorded as assets or liabilities on the company’s Consolidated Balance Sheets. The net change
in fair value representing unrealized gains and losses resulting from changes in market prices
on these contracts is reflected in earnings on the company's Consolidated Statements of
Income. Net unrealized gains and losses on these contracts were not material in 2000, 1999 or
1998. In general, market risk is the risk of fluctuations in the market price of the commodity
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being marketed and is iniluonced primarily by supply and demand. The company monitors
and manages its exposure to market risk through a variety of risk management techniques.
Such procedures include monitoring commitments and positions, evaluating sensitivity to
changes in market prices and market volatility, and reporting to senior management. Credit
risk is the risk ol'loss from nonperformance hy counterparties of their contractual obligations.
The company maintains credit procedures, which management believes significantly minimize
overall credit risk. Hie company seeks to mitigate credit risk hy applying specific eligibility
criteria to prospective counterparties and may require letters of credit or similar security

to secure payment on such sales contracts. However, despite mitigation efforts, defaults

by counterparties may occur. To date, no such defaults have had a material effect on the
company’s financial position or results of operations.

Fair value of other financial instruments

The estimated fair value of the company’s long-term debt and preferred stock subject to
mandatory redemption is based on quoted market Erices of the same or similar issues. The
estimated fair value of the company's long-term debt and preferred stock subject to manda-

tory redemption at December 31 is as follows:

2000 139J
Carryin% Pair Carryinrt; Pair
Amaun Value  Amoun Value
(In Niiiusiinds1
Lon?—term debt , $747761 %772,127 $567873  $555730
Preferred stock subject to mandatory redemption $ 1500 27 S 1600 S 1418

The fair value of other financial instruments for which estimated fair value has not been
presented is not materially different than the related carrying amount.

The company and its subsidiaries had unsecured short-term lines of credit from a number of
banks totaling $75 million at December 31, 2000. These line of credit agreements provide for
bank borrowings against the lines and/or support for commercial paper issues. The agreements
provide for commitment fees at varying rates. Amounts outstanding on the short-term lines of
credit were $8 million at December 31. 2000. and $14.7 million at December 31, 1000. The
weighted average interest rate for b >rrowings outstanding at December 31, 2000 and 1000,
was 0.60 percent and 6.07 percent, respectively. The unused portions of the lines of credit are
subject to withdrawal based on the occurrence of certain events.

Long-term debt outstanding at December 31 is as follows:
200 199

First mortgage bonds and notes:

Pollution Control Itefunding Itevenue Hotels, Series 1002
6.65%, due June 1 §$ 20850 S 20850

Secured Medium-Term Notes, Series A at it weighted avenge rate
of 7.50%, due on dales ranging from October” 1 2004 to April 1 2012 110000 110000

Total lirsl mortgage bonds and notes 13080 13080
Senior notes at'a weighted average rate of 7.65%

due on dales ranging from January 2, 2001 to October 30, 2018 294300 151400
Commercial paper at a weighted average rale of 6.03%,

supported hy a revolving credit agreément due on September 20. 2003 261350 223169
devolving lines of credit af'a weighted average rale of 0.36%, due on dales

ranging from November 1 2001 through December 3L 2002 463)2 45100
Term Credit agreements at a weighted average rate of 7.65%,

due on dates ran%mg from March 15 2001 through July I. 2016 12731 13970
Pollution control note obligation, 6.20%. due March™1 2800 3100
Other 6 (b
Total long-term deht. 47761 567873
Less current maturities 195% 4328
Net long-term debt $728166 $56345
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Centennial Energy Holdings, Inc., (Centennial) a direct wholly owned subsidiary of the company,
has a revolving credit agreement with various banks on behalf of its subsidiaries that supports
$315 million of Centennial's $325 million commercial paper program. Under the Centennial
commercialé)aper program, $261.4 million and $223.2 million were outstanding at December
31,2000 ana 1999, respectively. The commercial paper borrowings are classified as long term
as Centennial intends to refinance those borrowings on a long-term basis through continued
commercial paper borrowings supporlcd by the revolving credit agreement due September 29,
2003. Centennial intends to renew this existing credit agreement on an annual basis.

Centennial has an uncommitted long-term master shelf agreement on behalf of its subsidiaries
that allows for borrowings of up to %zoo million. Under the master shelf agreement, $150 mil-
lion was outstanding til December 31, 2000 and none was outstanding at December 31, 1999.
The amount outstanding is presented in senior notes in the preceding table.

Under the revolving lines of credit, the company and certain subsidiaries have $48.2 million
available as of December 31, 2000. Amounts outstanding under the revolving lines of credit
were $46.3 million and $45.9 million at December 31, 2000 and 1999, respectively,

The amounts of scheduled long-term debt maturities for the five years following December 31,
2000 aggregate $19.6 million in 2001; $50.4 million in 2002; $282.7 million in 2003;
$21.6 million in 2004 and $69.9 million in 2005.

Substantially all of the company’s electric and natural gas distribution properties, with certain
exceptions, are subject to the lien ofits Indenture of Mortgage. Under the terms and conditions
of the Indenture, the company could have issued approximately $295 million of additional first
mortgage bonds at December 31, 2000. Certain other debt instruments of the company and ils
subsidiaries contain restrictive covenants, all of which the company and its subsidiaries are in
compliance with at December 31, 2000.

Preferred slocks at December 31 are as follows;

IDollars in llitmaitnds)

Authorized:
Preferred - . . o
500.000 shares, cumulative, par value S100, issuable in series
Preferred stock A - o
1,000.000 shares, cumulative, without par value,
issuable in series (none outstanding)
Preference - . .
500.000 shares, cumulative, without par value,
issuable in series (none outstanding)
Outstanding: .
Subject to mandatory redemption -

Preferred - . .
5.10% Series - 15,000 shares in 2000 and 16.000 shares in 1999 $ 1500 $ 1,600

Other greferred stock -
4.50% Series - 100,000 shares 10.000 10.000
4.70% Series - 50.000 shares 5,000 5,000
15,000 15,000
16,500 16,600
100 100

$16,400  $16,500

Total preferred stocks
Less sinking fund requirements

Net preferred stocks

The preferred stocks outstanding are subject to redemption, in whole or in part, at the option
of the company with certain limitations on 30 days notice on any quarterly dividend date on
certain series of preferred stock.
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Thu company is obligated to make annual sinking fund contributions to rutin! tho 5.10% Series
preferred stock. The redemption prices and sinking fund requirements, where applicable, are
summarized below:

, |t<!(|m|,||)||$|n Sinking Fund
Series Price fro Shares Priceeo
Preferred stocks: .

4.5(1% SKl!%(hI

4.70% $.102 o1 . .

5.10% $102 1.000M $100

(til Plus accrued dieidends.
(hi I'hexc series tire redeemable at the side discretion ofthe rom/nuii/.

(cl Annitalli/ an December 1, iftendered.

In the event of a voluntary or involuntary liquidation, all preferred stock series holders are
entitled to $100 per share, plus accrued dividends.

The aggrega e annual sinking fund amount applicable lo preferred stock subject to mandatory
redemption for each of the live years following December 31. 2000, is $100,000.

At thil Annual Meeting of Stockholders be d in April 1999, the company's common stockholders
approved tin amendment to the Certificate of Incorporation increasing the authorized number
of common shares from 71) million shares to lilt) million shares and reducing the par value of
the common stock from $3.33 per share to $1.00 per share.

In May 1998. the company's Hoard of Directors approved a three-for-two common stock split
effected in the form ot a SO percent common stock dividend. The additional shares of common
stock were distributed on July 13, 1998, to common stockholders of record on July 3, 1998.
Common stock information appearing in the accompanying Consolidated Statements of income
and Notes to Consolidated Financial Statements give retroactive effect to stock split.

The company’s Automatic Dix'dend Heinvesiment and Stock Purchase Plan (Stock Purchase
Plan) provides participants the opportunity to invest all or a portion of their cash dividends in
shares of the company's common stock and to make optional cash payments of up lo $5,000
per month for the same purpose. Holders of a'l classes of tho company's capital stock, legal
residents in any of the 50 stales, and beneficial owners, whose shares are held by brokers or
other nominees through participation by their brokers or nominees, are eligible to participate
in the Stock Purchase Plan. Tho company's Tax Deferred Compensation Savings Pbin(s)
(K-Plan(sl), which wore merged effective January 1, 1999, pursuant to Section 401(k) of the
Internal Hevonue (.ode are funded with the company's common stock. Since January . 1989,
the Stock Purchase Plan and K-Plan(s) have been funded primarily by the purchase of shares
of common stock on the open market, except for a portion of 1997 where shares of authorized
but unissued common stock xvenlused lo fund the Stock Purchase Plan and K-Plan(s) and
from October I. 1998 through March 31, 1999, when shares of authorized but unissued com-
mon slock were used to fund the Stock Purchase Plan. At December 31, 2000, there were

8.1 million shares of common stock reserved for original issuance under the Stock Purchase

Plan and K-Plan.

In November 1998, the company’s Hoard of Directors declared, pursuant to a stockholders'
rights plan, a dividend of one preference share ﬁurchase right (right) for each outstanding
share of the company’s common stock, liach right becomes exercisable, upon the occurrence
of certain events, for one one-thousandth of a share of Series H Preference Stock of the com-
pany. without par value, at an exercise price of $125 per one one-thousandth, subject lo cer-
tain adjustments. The rights are currently not exercisable and will be exercisable only if a
person or group (acquiring person) either acquires ownership of 15 percent or more of the
company’'s common stock or commences a lender or exchange oiler that would result in own-
ership of 15 perce it or more, in the event the companr is acquired in a merger or other busi-
ness combination i +ansaclion or 50 percent or more ot its consolidated assets or earnings
power are sold, each right entitles the holder to receive, upon the exercise thereof at the then
current exercise price of the right multiplied by the number of one one-thousandth of a Series
H Preference Stock for which a right is then exercisable, in accordance with the terms of the
rights agreement, such number of shares of common stock of the acquiring person having a
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market value of twice the then current exorcise price of tho right. The rights, which expire on
December 31, 2008, arc redeemable in whole, but notin part, for a price of $.01 per right, at
the company's option at any time until any acquiring person has acquired 1b percent or more
of the company's common stock.

The company has stock option plans for directors, key employees and employees, which grant
options to purchase shares of the company's stock. The company accounts for those oEtion
piiins in accordance with AIM? Opinion No. 25 under which no compensation expense has hoon
recognized. The option exercise price is the market value of the stock on the date of grant.
Options granted to the key employees automatically vest after nine years, but the plan provides
for accelerated vesting based on the attainment of certain performance goals or upon a
change in control of the company. Options granted to directors and employees vest at date

of grant and three years after date ofgrai . respectively, and expire ten years after the date
of grant. In addition, the company has granted restricted stock awards under a long-term
incentive plan, deferred compensation agreement and a restricted stock agreement totaling
348,021 shares, 105,250 shares and 21.135 shares in 2000, 1999 and 1998, respectively. The
restricted slock awards granted vest to the participants at various limes ranging from three
years to nine years from date ofissuance but certain grants may vest early based upon the
attainment of certain performance goals or upon a change in control of the company. The
weighted average grant dale fair value of the restricted stock grants was $20,81, $22.91 and
$23.24 in 2000, 1999 and 1998, respectively. Compensation expense recognized for restricted
stock grants was $1.6 million. $722,000 and $123,000 in 2000, 1999 and 1998, respectively.
Under the stock option plans and long-term incentive plan, the company is authorized to grant
options and restricted stock for up to 4.3 million shares of common stock and has granted
options and restricted stock on 2.1 million shares | .rough December 31, 2000,

Mad the company recorded compensation expense for the fair value of options granted
consistent with SFAS No, 123, "Accounting for Stock-Based Compensation," net income would
have been reduced on a pro forma basis by $529,000 in 2000, $498,000 in 1999, and
$820,000 in 1998. On a pro forma basis, there would have been no effect on basic eamings
per share for 2000, and diluted earings per share would have been reduced by $.01. On a
pro forma basis, basic and diluted earnings per share for 1999 and 1998 would have been

reduced by $.01 and $.02. respectively.

A summary of the status of the stock option plans at December 31. 2000, 1999 and 1998. and
changes during the years th nended are as follows:

20(10 1090 1098

Weighted Weighted Weighted
Average Average Average
lixercise lixercise lixerciSe
Shares Price Shares I’rirc Shares Price

balance at
beginning of year 1427262  $1946 1516808  $1917 54180  $1207
Granted 74000 2054 250 @ R3l 12590 @ 2112
Forfeited (84,135 2118 15796 2038 5378751 2>
Fxercised (1921 1184 (54080 1% (2654Ly 1198
balance at end of year 1,22495 2061 142726 1946 1516808 1917

lixercisable at end of year 129763  $1811 01631 $1389 3BHL  $2H

lixercise prices on options outstanding at December 31, 2000, range from $10.50 to $23.84
with a weighted average remaining contractual life of approximately 7 yoars.
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Tho lair value of each option is estimated on the dale of grant using the Black-Scholos option
pricing model. Tho weighted average fair value of tho options granted and the assumptions
used lo estimate tho fair value of options are as follows:

2000 1000 1908
Bair value oroptions at grant dale. $5.07 $4.82 $2.40
Weighted average risk-free interest ruic ti.70% 5.98% 4.78%
Weighted average expected price volatilit 2355%  22.03%  10.21%
Weighted average expected dividend yiel 3.84% 4.22% 5.13%
Bxpected life in years 7 7 7
Income tax expense is summarized as follows:
Years ended December 31, 2000 1999 1998
(In thousands)
Current:
-ederal $27,805  $29,574  $ 28,250
State 5188 3.874 5,880
Foreign 07 158 005
33,120 33.000 34,741
Deferred:
Income taxes -
Federal 29.323 12902  <142141
State 8.000 3,090 , }
Investment tax credit (853) (8881 (975
30.530 15,704 (17.250)
Total income lax expense $09,050  $49,310  $ 17485

Components of deferred tax assets and deferred tax liabilities recognized in the company's
Consolidated Balance Sheets at December If| are as follows:
2000 1999

(hi thousands)

Deferred lax assets:
Accrued pension costs $ 10325 S 10898
7,650 14,562

Hegululory matters

Accrued land reclamation 1,941 2.803
Deferred investment tax credit 1,697 2,028
Other 18.213 16,892
Total deferred tax assets 39.826 47,183
Deferred tax liabilities: .
Depreciation and basis differences on property, plant and equipment 264,635 218,355
Basis differences on natural gas and oil producing properties 36,763 17,163
Regulatory matters 3,554 6,785
Other 7,826 3.051
Total deferred lax liabilities 312178 245,354
Net deferred income tax liability $(272,952) $(198,171)

The following table reconciles the change in the net deferred income tax liability from
Decembts 31, 1999. lo December 31, 2000, to the deferred income tax expense includtld in
the Consolidated Statements of Income:

2000
(In thousands)
Net change in deferred income tax liability from the preceding table $ 74.781
Change in tax effects of Income lax-related regulatory assets and liabilities (150
Deferred taxes associated with acquisitions (38.101

Deferred income tax expense for the period $ 36,530
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Total income tax expense differs from the amount computed by applying the statutory federal
income tax rate to income before taxes. The reasons for this difference are as follows:

Years ended December 31, 20H) 199 198
Amount 4 Amount % Amount W
(Dollars in thousandsl
Computed tax at
federal statutory rale $63,237 350 $46,686  35.0 $18,057 350
Increases (reductions)
resulting from:
State income taxes,
netof federal
income Utx henelit 8,044 44 5921 44 2,312 45
Investment tax credit
amortization (853; EB; (888 16 (975 19
Depletion allowance (1.631 9 1,300 (1.0 (1571 3.0
Other items 853 5 1.109 18 (338 L
Total income tax expense $60,650 385 $49,310  37.0 $17485 339

The company's reportahle segments are those that are based on the company’s method of
internal reporting, which generally segregates the strategic business units due to differences
in products, services and regulation.

The company’s operations are conducted through six business segments. Substantially ail of
the company's operations are located within tho United Stales. The electric business generates,
transmits and distributes electricity and the natural gas distribution business distributes
natural gas. These operations also supply related value-added products and services in the
Northern Great Plains. The utility services business consists of a diversified infrastructure
construction company specializing in electric, natural gas and telecommunication utility
construction as well as interior industrial electrical, exterior lighting and traffic signalizalinn.
Utility services has engineering, design and build capability and provides related specialty
equipment sales and rental services throughout most of tho United States. The pipeline and
energy services business ﬁrovides natural gas transportation, underground storage and
gathering services through regulated and nonregulaled pipeline systems and provides
energy-related marketing and management services. The natural gas and oil production
business is engaged in natural gas and oil acquisition, exploration and production activities
primarily in the ltncky Mountain region of the United Stales and in the Gulf of Mexico. The
construction materials and mining business mines and markets aggregates and related value-
added construction materials products and services in the western United States, including
Alaska and Hawaii, and also operates lignite coal mines in Montana and North Dakota.

On September 2S, 2000, the company announced an agreement to sell ils coal operations to
Westmoreland Goal Company for $28.S million cash, excluding final settlement cost adjustments.
The agreement is subject to various closing conditions and therefore will not be finalized unless
and until the parties are satisfied that those conditions are met.
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Segment information follows the same accounting policies as described in the Summary of
Significant Accounting Policies. Segment information included in the accompanying Consolidated
Balance Sheets as of December 31 and included in the Consolidated Statements of Income for

the years then ended is as follows:

(lii thousands)

External operating revenues:
lilectric o
Natural gas distribution
Utility services ,
Pipefine and energy services
Natural gas and oll production .
Construction materials and mining

Total external operating revenues

Intersegment operating revenues:
lilectric T
Natural gtts distribution
Utility services ,
Pipeline and energy services
Natural gas and oif production .
Construction materials and mining ()
Intersegment eliminations

Total intersegment operating revenues in)

Depreciation, depletion and amortization:
llectric
Natural gits distribution
Utility services ,
Pipefine and energP/ services
Natural gas and oIf production

Construction materials and mining
Total depreciation, depletion and amortization

Interest expense:
lilectric, S
Natural gas distribution
Utility services ,
Pipefine and energPI Services
Natural gas and oil production .
Construction materials and mining
intersegment eliminations

Total interest expense

Income taxes:
lilectric o
Natural gas distribution
Utility services ,
Pipefine and energy services
Natural gas and oil production .
Construction materials and mining

Total income taxes

||ar,um?s, on common slock:
lilectric S
Natural gas distribution
Utility services ,
Pipefine and energy services
Natural gas and oIl production
Construction materials and mining

Total earnings ou common stock

2010

S Ifi1621
233,051
160,382
570,207

00,014
617,564

$1,850,830
$

57,641
30,302
13,832
(06,043)

S 13832

$ 10,115
8,300
4,012
15,301

27,008
36,153

110.888

w

10,007
4,142
2,402

10,020
5,160

16,415

(212)

S 48,033

©+

$ 10,048
3,544
6,027
0,214

23,006
16.011

% 60,650

S 17,733
4,741
8,607

10,404
38,5.
30,113

_$ lio2e2

1000

$ 154,860
157,602
00,017
334,188
63,238
455,030

S1,265,843

40,344
15,156
13,066
(64,500)

S 13,066

18,375
7,348
2.501
8.248

10.248

26.008

S 81,818

©“

S 0,602
3,614

812

7,281
3,405
11,202

_S_ 36,006

8,678
1,443
4,323
13.356
10,032
11,478

S 40,310

©“

$ 15,073
3,102
6,505

20,072
16,207
20,450

$ 83,308

1008

S147,221
154,147
64,232
132,826
51,750
331,088

$882,161

$

47,006
10,002
14,463
(57,008)
S 14,463

S 18,120
7,150
1.660
6,072

23,304
20,562

S 77,786

$ 0,070
3,728
325
5,800
3,030
7,402

$ 30,273

S 7,767
2,681
2,437

12,570
(23,134)
15,155

$ 17,485

$ 13,008
3,501
3,272

18,651
(30,501 )(h)
24,400

$ 33,330
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2000 199 198
(In thousands)
Capital expenditures;
ﬁleclricp o S 15788 $ 18218 $ 1205
Natural gas distribution 21,226 9246 8256
Utility services , 42622 16052 242
Pipefine and energy services 69,006 25122 17602
Natural qas and oil production 172441 64,29 100572
Construction materials and ,mmm,g, 218716 105098 172108
Net proceeds from sale or disposition of property (11,000) (16660) (421
Total net capital expenditures $ 520920 S 212711 $225642
|dentifiable assets:
lilectric @ . S 20509 $ 207417
Natural gas distribution rei 19284 12129
Utility services , 122451 67.755
Pipefine and enerqy services 262592 202587
Natural gtts and olf production . 410207 255416
Construction materials and mining 874,299 655499
Corporate assets i 44457 46,225
Total identifiable assets $2212959  $1766.202
Property, plant and equipment:
IiPect%/icp , .q.p S 539700 S 581090
Natural gas distribution 227,742 185797
Utility services , 29,865 21876
Pipefine and enerqy services 269824 208409
Natural gas and ol production . 512419 242157
Construction materials and mining 755562 601,952
l.ess accumulated depreciation.
depletion and amortization 895109 794.105
Nl property, plant and equipment $1601014  $1243176
to) In iicciirdiiiiee willi 1In* /irnrision nfSI'AS Xn. 71. intercompany mill sales arr mil eliminated.

Il llcftects S.t'/." million in noncash after-tax irrile-ilmrns ofnatural yas anil nil properties.
Id Incimles. in the case ofelectric anil miloral yas d'stribnlian iirojierlij. allocations o fcommon

ulililjl property.
(ill Corporate assets consist of assets not directly assiymilile lo a business segment (i.e.. cash and cash
citniralcnts. certain accounts receienlile and oilier miscellaneoiis current and deferred assetsl.

CaFitaI expenditures lor 2000, 1009 and 1008, related to acquisitions, in the preceding table
include the following noncash transactions: issuance of the company's equity securities and

tho conversion of a note receivable to purchase consideration of SI22.1 million in 2000; the
issuance of the company's equity securities of $77.fi million in 1000; and the issuance of the
company’s equily securities, less treasury stock acquired, in 1008 of $128.8 million.

In 2000, the company acquired a number of businesses, none of which was individually
material, including construction materials and mining businesses with operations in Alaska,
California. Montana and Oregon; a coal bed natural gas development operation hased in
Colorado with related oil and gas leases and properties in Montana and Wyoming; utility serv-
ices businesses based in California, Colorado, Montana and Ohio; a natural gas distribution
business serving southeastern North Dakota and western Minnesota; and an energy services
company based in Texas. The total purchase consideration for these businesses, consisting

of the company's common stock, cash and the conversion of a note receivable to purchase

consideration was $286.0 million.

On April I, 2000, Will Production, Inc., an indirect wholly owned subsidiary of the company,
purchased substantially all of the assets of Preston Reynolds & Co., Inc. (Preston), a coal bed
natural gas development operation, as previously discussed. Pursuant to the asset purchase
and sale agreement, Preston may, but is not obligated to purchase, acquire and own at. undi-
vided 29 percent working interest (Seller's Option Interest) in oil and gas leasos or properties
acquired and/or generated hy Redstone Gtts Partners, L.I.C, a limited liability company contrc'lod
by the company. The Seller's Option Interest commences April i. 2002 and terminates six
months thereafter and requires Preston to pay Will Production 2> percent of its capital
investment, durin? the two year period subsequent to April 1. 2000, in the oil and ﬁas leases
or properties. Will Production has the right, but not the obligation, to purchase Seller's Option
Interest from Preston for an amount as specified in the agreement.
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In 1999, the company acquired a number of businesses, none of which was individually material,
including construction materials and mining companies with operations in California, Montana,
Oregon and Wyoming; and utility services companies based in Montana and Oregon. The total
purchase consideration for these businesses, consisting of the company's common stock and
cash, was $81.9 million.

In March 1998, the company acquired Morse Bros., Inc. and S'- F Corp., Erivatel?]/ held
construction materials companies located in Oregon’s Willamette Valley. The purchase consid-
eration for such companies consisted of $98.2 million of the company’s common stock and
cash, Morse Bros,, Inc. sells aggregate, ready-mixed concrete, asphalt, prestrossed concrete
and construction services in the Willamette Valley from Portland to Eugene. Sz- F Corp. sells

aggregate and construction services.

The company also acquired a number of other businesses in 1998, none of which was individ-
ually material, including construction materials and mining businesses in Oregon, utility
services construction and engineering businesses in California and Montana and a natural gas
marketing business in Kentucky. The total purchase consideration, consisting of the company’s
common stock and cash, for these businesses was $62.7 million.

The above acquisitions wore accounted for under the purchase method of accounting and
accordingly, ~ acquired assets and liabilities assumed have been preliminarily recorded at
their respcctiv. - >rvalues as of the dale of acquisition. Final fair market values are pending
the completion o. .lie review of the relevant assets, liabilities and issues identified as of the
acquisition date on certain of the above acquisitions. The results of operations of the acquired
businesses arc included in the financial statements since the date of each acquisition. Pro
Ibrma financial amounts rellecting the effects of the above acquisitions are not presented as
such acquisitions were not material to the company’s financial position or results of operations.

The company has nonconlribulory defined benefit pension plans and other postrctircmenl
benefit plans. There were no additional minimum pension liabilities required to be recognized
as of December 31, 2000 and 1999. Changes in benefit obligation and plan assets for the years

ended December 31 are as follows:

. Other
Pension Postrctircmenl
Benefits Bengfits

2000 1999 2000 1999

(In thousands)

Change in benefit oin?ation: .
Benefit obligation af beginning of year $180,997 § 187.665  $65939  .-70.338
Service cost 4.561 4.894 1.307 1451
Interest cost o 14.174 12,573 4,946 4,720
Plan participants’ contributions - - 677 617
Amendments 7,111 3,612 - 3,601
Actuarial (gain! loss 9,535 517,134} 928 (11.047
Benefits paid (15.498) (10,613 (4,330) (3.831
Benefit obligation at end of year 200.880 180,997 69,467 65,939
Change in plan assets: o
Fair value of plan assets at heginning of year 276,459 251,194 47.147 39,543
Actual return on plan assets 875 35,874 (1.078) 5,223
Hmplnyer contribution 28 4 4,630 5,595
Plan Fartlupants’ contributions - - 677 617
Benerits paid (15,498)  (10,613) (4,330) (3,831)
Fttir value of plan assets at end of year 261,864 276,459 47,046 47,147
Funded status S 60,984 95,462 22,421 18,792
Unrecognized actuarial gain (76.417) (108,593) (15,228 21,299
Unrecognized prior service cost 16,271 10.206 - -
Unrecognized net transition obligation (asset) (3,387) (4,402) 28,532 30,910
Accrued benefit cost $ (2549) § (7.327) $ (9.117) $ (9.181)
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Weighted average assumptions for the company's pension and other postretirement benefit
plans as of December 31 are as follows:

, Other
Pension Postretiremen!
Benefits Benefits
2000 1999 2000 1999
Discount rate 7.50% 7*78*1 7.50% 1.75%
lixpected return on plan assets 8.50% 8.50% 7.50% 7.50%
flute of compensation increase 5.00% 5.00% 5.00% 5.00%

Health care rate assumptions for the company's other postrctircmenl benefit plans as of
December 31 tire as follows:

2000 1999
Health care trend rale , 6.00%- 7.50% 6.00%- 8.00%
Health care cost trend rule-ultimate 5.%10%-6.00% 5.00%-6.00%
Year in which ultimate trend rate achieved 1999-2004 1999-2004

Components of net periodic benefit cost for the company’s pension and other postrctircmenl
benefit plans are as follows:

'\ Other
S Pension Postretiremen!
" Benefits Benefits
Years ended December 3L 2000 199 1998 2000 199 198
(In lliiinsanils|
Components of nut periodic
henefit cost;
Service cost 5 4561 S 4894 5 4509 $1307 $ 1451 5 1.502
Interest cost 14,174 12,573 12,248 4,946 4,720 4,848

fxpccted return nn assets  (19.9271  (17,489)  (15,892) (3.267)  (2.807) (2.395)
Ainorlil.ution of prior

service cost 1.047 842 848 - - -
llccognized net

actuarial gain (2.9073 (995) (621) (799) (200) (169)
Settlement gain (700 - - - - -

Amortization of net
transition obligation (asset)  (997) (997) (994) 2,378 2.311 2.458

let periodic benefit

cost (income) (4.749; (1.172; 98 4,565 5541 6,244
£ss amount capitalized (297 (87 79 369 463 628
Jet periodic benefit

expense (income) S (4.352) 5 (1,085 5 19  $4,196  S5078 55616

Ilie company has other postrctircmcnl benefit plans including health care and life insurance.
The plans underlying these benefits may require contributions hy the employee depending on
such employee’s age and years of service at retirement or the date of retirement. The account-
ing for the health care plan anticipates future cost-sharing changes that are consistent with
the company's expressed intent to generally increase retiree contributions each year by the
excess of the expected health can; cost trend rale over 6 percent.

Assumed health care cost trend rates may have a significant effect on the amounts reported
for the health care plans. A one percentage point change in the assumed health care cost
trend rates would have the following effects at December 31, 2000:

1Percentage 1Percentage
Point Increase Point DecreaSe

(I thoiisiiiuls)
liToel on total of service and interest cost components $216 S (196
llTect on postrctircmenl benefit obligation 52.716 5(2,627

In addition to company-sponsored plans, certain union employees of Hawaiian Cement, an
indirect wholly owned subsidiary of the company, are covered under a multi-employer defined
benefit plan administered by a union. Amounts contributed lo the multi-employer plan were
$947,000, $818,000 and $755,000 in 2000. 1999 and 1998, respectively.
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Tho company lias an unfunded, nonqualified benefit, plan for executive officers and certain
key management employees that provides for defined benefit payments upon the employee’s
retirement or lo their beneficiaries upon death for a 15-year period. Investments consist of life
insurance carried on plan participants which is payable to the company upon the employee's
death. The cost of these henefits was $3.5 million, $3.3 million and $2.7 million in 2000, 1099
and 1098, respectively.

The company sponsors various defined contribution plans for eligible employees. Costs
incurred by the company under these plans were $6.1 million in 2000, $4.4 million in 1099
and $3.1 million in 1998. The costs incurred in each year relied additional participants as a
result of business acquisitions.

The consolidated financial statements include the company’s 22.7 percent and 25.0 percent
ownership interests in the assets, liabilities and expenses of the Big Stone Station and the
Coyote Station, respectively. liach owner of the Big Slone and Coyote stations is responsible for
financing its investment in the jointly owned facilities.

The company’s share of the Big Slone Station and Coyote Station operating expenses is reflected
in the appropriate categories of operating expenses in the Consolidated Statements of Income.

Al December 31, the company's share of the cost of utility plant in service and related
accumulated depreciation for the stations was as follows:

2000 1999
(In thousands)

Big Stone Station:
tility plant in service $ 50.029 $ 49,889
Less accumulated depreciation 31.381 29.611
S 18,648 S 20,278

Coyote Station: .
tility plant in service $122,111  $121.919
Less accumulated depreciation 63,741 60.350

$ 58370 $ 61569

in June 1995, Williston Basin Interstate Pipeline Company (YVillislon Basin), an indirect wholly
owned subsidiary of tho company, filed a general rate increase application with the Federal
Hnergy Regulatory Commission (FHHC). As a result of FFfiC orders issued after Williston Basin’s
application was filed, Williston Basin filed revised base rates in December 1995 with the FIillC.
Williston Basin began collecting such increase effective January I, 1996. subject to refund. In
July 1998, the FHHC issued an order which addressed various issues including storage cost
allocations, return on equity and throughput. In August 1998, Williston Basin requested
rehearing of such order, in June 1999, the FHRC issued an order approving and denying vari-
ous issues addressed in Williston Basin’s rehearing request, and also remanding the return on
equity issue to an Administrative Law Judge for further proceedings. In July 1999, Williston
Basin requested rehearing of certain issues which wore contained in the June 1999 FIillC order.
In September 1999, the FIillC granted Williston Basin's request for rehearing with respect to
the return on equity issue but also ordered Williston Basin to issue interim refunds prior lo the
final determination in this proceeding, As a result, in October 1999, Williston Basin issued
refunds to ils customers totaling $11.3 million, all from amounts which had previously been
reserved. In December 1999, a hearing was held before the FHHC regarding the return on
equity issue. On April 27, 2000, tin* Administrative Law Judge issued an Initial Decision regard-
ing the remanded return on equity issue. On August 15, 2000, Williston Basin filed a stipulation
and agreement for the purpose of resolving the rate and refund matters at issue with tin* FHHC.
On November 21. 2000, the FHHC issued ils order accepting the August 15, 2000 stipulation
and agreement. As a result, on December 28, 2000, Williston Basin issued refunds to ils
customers totaling $13.0 million, all from amounts which had previously been reserved.

In December 1999, Williston Basin filed a general natural gas rate change application with the
FIillC. Williston Basin began collecting such rales effective June I, 2000, subject lo refund.

Reserves have been provided for a portion of the revenues that have heen collected subject

to refund with respect lo pending regulatory proceedings and lo reflect future resolution of
certain issues with the FHHC. Based on the November 21, 2000 FHHC order referenced above.
Williston Basin, in the fourth quarter of 2000, determined that reserves il had previously

<)
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established exceeded its expected refund obligation and, accordingly, reversed reserves and
recognized in income $0.7 million after tax. Williston Basin, in the second quarter of 1399,
determined that reserves il had previously established in relation to a 1993 general natural gas
«ale change application and the 1995 general rate increase application exceeded its expected
refund obligation and, accordingly, reversed reserves and recognized in income $4.4 million after
tax. Williston Basin believes that its remaining reserves arts adequate based on ils assessment
of the ultimate outcome of the application filed in December 1999.

Litigation

In l\%arch 1997, 11natural gas producers liled suit in North Dakota Northwest Judicial District
Court (North Dakota District Court) against Williston Basin and the company. The natural

gas producers had processing agreements with Koch Hydrocarbon Company (Koch). Williston
Basin and the company had natural gas purchase contracts with Koch. The natural gas
producers alleged they were entitled to damages for the breach of Williston Basin’s and the
company's contracts with Koch although no specific damages were stated. A similar suit was
filed by Apache Corporation (Apache) and Snyder Oil Corporation (Snyder) in North Dakota
District Court in December 1993. The North Dakota Supreme Court in December 1999
affirmed the North Dakota District Court decision dismissing Apache's and Snyder's claims
against Williston Basin and the company. Based in part upon the decision of the North Dakota
Supreme Court affirming the dismissal of the claims brought by Apache and Snyder, Williston
Basin and the company filed motions for summary judgment to dismiss (he claims of the 11
natural gas producers. The motions for summary judgment were granted by the North Dakota
District Court on July 3, 3000. The company is awaiting entry of a finaljudgment on the

July 3, 3000 order granting the motions for summary judgment.

In July 1990, Jack J. (Jrynberg (Crynberg) filed suit in United Stales District Court for the
District of Columbia (U.S. District Court) against Williston Basin and over 70 other natural gas
pipeline companies. Crynberg, acting on behalf of the United States under the federal false
Claims Act, alleged improper measurement of the heating content or volume of natural gas
purchased by the defendants resulting in the underpayment of royalties to the United States.
In March 1997. the U.S. District Court dismissed the suit without prejudice and the dismissal
was affirmed by the D.C. Circuit Court in October 1998. In June 1997, Crynberg filed a similar
federal false Claims Act suit against Williston Basin and Montana-Dakota and liled over 70
other separate similar suits against natural gas transmission companies and producers, gath-
erers, and processors of natural gas. In April 1999. the United States Department of Justice
decided not lo intervene in these cases, lu response lo a motion filed by Crynberg, the Judicial
Panel on Mnltidistriet Litigation consolidated all of these cases in the federal District Court of
Wyoming (federal District Court). Oral argument on motions to dismiss was held before the
federal District Court on March 17, 3000. Williston Basin and Montana-Dakota are awaiting a

decision from the federal District Court,

The Quinque Operating Company (Quinque), on behalf of itself and subclasses of gas produc-
ers, royalty owners and stale taxing authorities, instituted a legal proceeding in State District
Court for Stevens County. Kansas, against over 300 natural gas transmission companies and
producers, gatherers, and processors of natural gas. including Williston Basin and Montana-
Dakota. The complaint, which was served on Williston Basin and Montana-Dakota in September
1999, contains allegations of improper measurement of the heating content and volume of all
natural gas measured by (he defendants other than natural gas produced from federal lands.
In response to a motion filed by the defendants in this suit, the Judicial Panel on Multidistrict
Litigation transferred the suit to the federal District Court for inclusion in the pretrial pro-

ceedings of the Crynberg suit.

Williston Basin and Montana-Dakota believe the claims of Crynberg and (Juiuguc are without
merit and intend to vigorously contest these suits.

The company is also involved in other legal actions in the ordinary course of its business.
Although the outcomes ofany such legal actions cannot he predicted, management believes
that there is no pending legal proceeding against or involving the company, except those
discussed above, for which the outcome is likely to have a material adverse effect upon the
company's financial position or results of operations.

Environmental matters o .
In December 3000, Morse Bros., Inc. (MBI), an indirect wholly owned subsidiary of the com-

pany, was named by the United Stales Environmental Protection Agency (I*PA) as a Potentially
licspnnsihtc Party in connection with the cleanup ofa commercial property site, now owned by
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MBI, and part of thu Portland, Oregon, Harbor Suporl'und file. Sixty-night other parties wore
also named in this administrative action. The ERA wants responsible parties to share in the
cleanup of sediment contamination in the Willamette Hivor. Based upon a review of the Por"and
Harbor sediment contamination evaluation hy the Oregon Stale Department of Environm i ital
Quality and other information available, MBI does not believe il is a Responsible Party. In
addition, MBI intends to seek indemnity for any anti all liabilities incurred in relation to the
above matters from Georgia-Pacific West, Inc., the seller of the commercial properly site lo MBI,
pursuant to the terms of their sale agreement.

Electric purchased Dower commitments

Through October Si. 2000, Montana-Dakota has contracted to purchase 00,400 kW of partici-
pation power annually from Basin Electric Power Cooperative. In addition, Montana-Dakota,
under a power supply contract through December 31, 2000, is purchasing up to 50,000 kW of
capacity annually from Black Hills Power and Light Company.

The following unaudited information shows selected items by quarter for the years 2000 and 1999:

first Second Third Fourth
Qoartur Quarter ~ Quarter ~ Quarter

(I timiisciiuls, cxit/il per alinrr minimus)

20(10
Op(erat,ing revenues 8371989 8362979 8530834 $607,869
QOperating expenses A2559 321900 44811 537414
Operating income 29430 41079 76023 70455
Net income 1334 21126 3092  36M46
Earnings per common share:

Basic 23 K 63 57

Diluted , 23 35 63 56
Weighted average common shares outstanding:

Basic 57061 59987 62975 64289

Diluted 5/KS 60212 6335 64817
Operating revenues 8250046 $290267 $375591  $34905
Qperating expenses 233585 244619 32153% 310319
Operating income 25461 Ho48 K06 44586
Net incorme 1272 17.7% 29,098 24465
Earnings per common share:

BasiC 24 33 53 43
WD”Htteg h st 23 33 52 42

eighted average common shares outstanding:

B%sic . ’ 53147 53373 549% 56898

Diluted 53420 53603 552718 57127

Certain company operations are highly seasonal and revenues from and certain expenses for
such operations may Uncinate significantly among quarterly periods. Accordingly, quarterly
financial information may not be indicative of results for a full year.

fidelity Exploration & Production Company (fidelity), an indirect wholly owned subsidiary

of the company, is involved in the acquisition, exploration, development and production of
natural gas and oil resources, fidelity’s operations include tie* acquisition of producing prop-
erties with potential development opportunities, exploratory drilling and the operation of
natural gas production properties, fidelity shares revenues and expenses from the development
of specified properties located primarily in the Itocky Mountain region of the United States and
in the Gulf of Mexico io proportion to its interests.

fidelity owns in fee or holds natural gas leases for the properties it operates in Colorado,
Montana and North Dakota. These rights are in the Bonny field located in eastern Colorado,
the Cedar Creek Anticline in southeastern Montana and southwestern North Dakota, and in
the Rowdoin area located in north-central Montana, In 2000. coal bed natural gas reserves in
the Powder River Basin of Wyoming and Montana were acquired. These acquisitions include
over 210,000 net acres under lease.

The information that follows includes the company's proportionate share of all its natural gas
and oil interests held hy fidelity.

si
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The following table sets forth capitalized costs and accumulated depreciation, depletion and
amortization related to natural gas and oil producing activities at December 31:

A0 1099 1998
(In thousands)
Subject to amortization $416,881  $319,448 $266,301
Not subject to amortization 94.856 23,464 22,153
Total capitalized costs . o 511,737 342912 288,454
Less accumulated depreciation, depletion and amortization 155,198 129,211 111472
Net capitalized costs $356,539  $213,701 $176,982

NOT!Z Net capitalized ants as of 1Jecemlnr lit, 1'3'JS, reflect noncash write-downs oftlir compang's natural gas anil
nil properties as t/isatssetl in Note 1.

Capital expenditures, including those not subject to amortization, related to natural gas and oil
producing activities are as follows:

Years ended December 31, 2000 1999 1998
(In thousands)

Acquisitions $ 68,858  $30,842 $ 63,419
Exploration 34,839 11,010 15,976
Development 69,051 21,822 21,148
Total capital expenditures $172,748 $63,674  S100,543

The following summitry reflects income <'suiting from the company's operations of natural gas
and oil producing activities, excluding corporate overhead and financing costs:

Years ended December 31, 2000 1999 1998
(In thousands)

Hevenues $128217  $75327  S61831
Production costs o 33,919 25,402 19,419
Depreciation, depletion and amortization 26,739 19.136 23,050
Write-downs of natural gas and oil properties (Note 1) - 66,000
Pretax income (loss) . 67.559 30,789 546,638
Income lux expense (henefit) 25,835 11.815 19,268
Htsulls of operations for producing activities $ 41,724 $18974  $127,3710)

The following table summarizes the company's estimated quantities of proved natural gas and
oil reserves at December 31, 2000, 1999 and 199S. and reconciles the changes between these
dates. Estimates of economically recoverable natural gits and oil reserves and future net
revenues therefrom tire based upon it number of variable factors and assumptions. For these
reasons, estimates of economically recoverable reserves and future net revenues may vary

from actual results.
2000 1999 1998

Natural . Natural , Natural ,
Gas Oil (ins ol (w5 Ol

(In thousands ofMcf/burrels)

Proved developed and

undeveloped reserves:

balance at beginning ofyear 268,900 14,700 243,600 11500 184,900 14,900
Production 29,200 (1.900)  (24,700) (1,800)  (20,700) (1.900)

Intensions and discoveries 51:300 1,600 21.800 sog 21.300 200
Purchases or proved reserves  23.200 100 38,200 70 56,600 2,000
Sales of reserves in place : (100)  (9.300) (400) (100) -
ltevisions to previous
estimates due to
improved secondary
recovery techniques
and/or changed
economic conditions (4,400 700 (700) 3,900 1,600 (3,700)
balance at end of year 309,800 15,100 268,900 14,700 243,600 11,500
Proved developed reserves:
January 1. 1998 163,800 14,500
December 31, 1998 193,000 10,700
December 31, 1999 213,400 13,300
December 31, 2000 263,400 14,200
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All of tho company’s interests in natural gas and oil reserves are located in the United States
and in the Gulf of Mexico.

The standardized measure of the company’s estimated discounted future net cash Hows of
total proved reserves associated with its various natural gas and oil interests at December 31

is as follows:
2000 1999 1998

On thousands)

Future net cash Hows before income taxes $2,349500 $492,000 $246,700
Future income lax expense 827,000 131,500 40.500
Future net cash llows . o 1,522.500  360.500 206,200
10% annual discount for estimated timing of cash Hows 601,200 131,400 81,100
Discounted future not cash llows relating to

proved natural gas and nil reserves $ 921,300 $229,100 $125,100

The following are the sources of change in the standardized measure of discounted future net
cash Hows by year:
2000 1999 1998

(In thousands)

beginning of year $229,100 $125,100 $139,000
Not revenues from production (94,300) (49,900 E42,400}
Change in net realization 861,700 123,100 70,500
Extensions, discoveries and improved recovery.

net of future production-related costs 288,700 33,500 18,200
Purchases of proved reserves 93,200 57,700 51.000
Sales of reserves in place (1,500)  (14,700) (100)
Changes in estimated future development costs.

net of those incurred during the year 3,400 {9,800) (16,600)
Accretion of discount 31,200 6,700 18,600
Net change in income taxes (412,300)  (59,800) 30,100
Itcvisinns of previous quantity estimates (79,200 7,400 (1,600
Other 1,300 (200) (600
Net change 692,200 104,000 (13,900
find of year $921,300 ! $229,100 $125,100

The estimated discounted future cash inflows from estimated future production of proved
reserves were computed using year-end natural gas prices and oil prices except in those
instances where future natural gas or oil sales are covered by physical or derivative contract
terms providing for higher or lower amounts. Future development and production costs
attributable to proved reserves were computed by applying year-end costs to be incurred in
producin(? and further developing the proved reserves. Future income tax expenses were
computed by applying statutory tax rates (adjusted for permanent differences and tax credits)

lo estimated net future pretax cash Hows.

The standardized measure of discounted future net cash llows does not purport to represent
the fair market value of natural gas and oil properties. There are significant uncertainties
inherent in estimating quantities of proved reserves and in projecting rales ofi)roduction and
the timing and amount of future costs. In addition, future realization of natural gas and oil
prices over the remaining reserve lives may vary significantly from current prices.
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2001) 1999

Selected Financial Data
Operating revenues (000's):

electric $ 161,62! § 154,869
Natural gas distribution 233,051 157,692
Ulilily services 169,382 99.917
I'ipeline and energy services 636,848 383,532
Natural gas and oil production 138,316 78,394
Construction materials and mining 631,396 469,905
Intersegment eliminations (96,943)  (64,500)

$1,873,671 $1,279,809

Operating income (000°):

lilectric $ 38,743 § 35727

Natural gas distribution 9,530 6,688
Utility services 16,606 11,518
I'ipeline and energy services 28,782 40,627
Natural gas and oil production 66,510 26,845
Construction materials and mining 56,816 38,346
$ 216,987 $ 159,751
liarnings on common stock (000's):
lilectric $ 17733 § 15973
Natural gas distribution 47141 3,192
Utility services 8,607 6.505
I'ipeline and energy services 10,494 20,972
Natural gas and oil production 38,574 16.207
Construction materials and mining 30,113 20,459
$ 110262 S 83,308
liarnings per common share - diluted  $ 180 $ 152
Common Stock Statistics
Weighted average common shares
outstanding - diluted (000's) 61,390 54,870
Dividends per common share $ 86 $ 82
Hook value per common share $ 1355 % 1174
Market price per common share
(year-end) $ 3250 §  20.00
Market price ratios:
Dividend payout 48% 54%
Yield 2.1% 4.2%
I'rice/earnings ratio 18.1x 132x
Market value as a percent of
book value 239.9% 170.4%
Profitability Indicators
Return on average common equity 14.3% 13.9%
Return on average invested capital 9.5% 9.6%
Interest coverage 8.3x 7.1x
Fixed charges coverage,
including preferred dividends 4.1x 43X

General
Total assets (000's)
Not long-term debt (000's)

$2,312,959 $1,766,303
$ 728.166 S 563,545

Redeemable preferred stock (000s)  § 1,500 $ 1,600
Capitalization ratios:
Common equity 54% 54%

Preferred stocks I 1
Long-term debt 45 45
100% 100%

MDU Resources Group, Inc.

1998* 1997 1996 1995

§ 147221 § 141590 § 138,761 § 134,609

154,147 157,005 155,012 150,532
64,232 22,761
180,732 87,018 71,580 67,186
61,842 77,916 75,350 53,505
346,451 174,147 132,222 113,066
(57,998) (52,763)  (58,224) (54,652)
$ 896,627 S 607,674 $ 514,701 $ 464,246
$ 32167 $ 31307 § 29476 $ 29,898
8,028 10,410 11,504 6,917
5,932 1,782 - :
33,65:1 25,822 27,697 24,043
(50,444) 27.638 26,786 15,255
41609 14,602 16,062 14,463
$ 70943 $ 111561 $ 111525 S 90,576
$ 13908 § 12441 $ 11436 $ 12,000
3,501 4514 4892 1,604
3.272 947 : :
18,651 9,955 1,649 7,804
(30,5011 15,867 15,185 8,614
24,499 10,1 11 11,521 10,819
$ 3333(1eS 53835 § 44,683 $§ 40,841
S 06 $ 124 $ 1.04 S 95
50.837 43,478 42,824 42,789
$ 7834 ¢ 7534 $ 7333 S 7188
$ 1039 $ 8.84 $ 821 S 7.90
$ 2631 ¢ 2108 S 1533 % 13.25
119% 61% 70% 76%
3.0% 3.6% 4.8% 5.5%
39.9.x 17.0.x 14.6.x 13.9.x
253.2% 238.5% 186.8% 167.7%
6.5% 14.6% 13.0% 12.3%
5.5% 10.3% 9.5% 9.2%
6.1.x 6.0.x 5.4.X 3.9x
2.5 34X 2.7X 3.0x
$1,452,775 $1,113,892 SI,089,173 $1.056,479
§ 413264 S 298561 $ 280,666 $ 237,352
$ 1,700 $ 1800 $ 1900 $ 2,000
56% 55% 54% 57%
2 2 3 3
42 43 43 40
100% 100% 100% loir:,

*deflects SM."J Million or 7s coots i>cr common shore in noncash after-tax write-downs ofnatural gas anti oil properties.
"deflects a S6.S million or 16 cent pe. common share after-tax effect ofan absorption ofcertain natural gas contract litigation settlement costs.
NOT!:: Common stock share amounts reflect the compang's threc-for-tteo common stock splits effected in October 1'J'tli and Jttlg 1'JOS.
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1990

$124,156

127,844

103,711
35,038
38.276

(83.781)

$345,244

$

32,221
6,578

17,464
14421
7.749

S 78,433

$

$
$

$
$

$

14.280
2.704

(8,737)"*
9,230
9.632

27,109*
63

42,715
6311
6.72

9.11

99%**
6.9%
14.3x"

135.6%

9,4%**
7.8%"*
2.7x'*

1.9.x%

$959,946
$229,786

$

2,500

54%
3
43

100%



O perating Statistics

2(100
Electric
Sains to ultimate consumers
(thousand kWh) 2,161,280
Sales for resale (thousand kWh) 930,315
Cloetrie system generating and firm
purchase capability - kW
(Interconnected system) 500,420
Demand peak - kW
(Interconnected system) 432,300
Electricity produced (thousand kWh) 2,331,188
Electricity purchased (thousand kWh) 948,700
Average cost of fuel and
purchased power per kWh $.016
Natural Gas Distribution
Sales (Mdk) 36,595
Transportation (Mdk) 14.314
Weighted average degree days -
% of previous year's actual 113%
Pipeline and Energy Services
Pipeline:
Sides lor resale (Mdk)
Transportation (Mdk) 86,787
Gathering (Mdk) 41,717
Energy services:
Natural gas volumes (Mdk) 149,823
Natural Gas and Oil Production
Production:
Natural gas (MMcll 29,222
Oil (0005 of barrels) 1,882
\verage realized prices:
Natural gas (per Mcf) $ 290
Qil (per barrel) $23.06
Nel recoverable reserves:
Natural gas IMMcD 309.800
Oil (000s of barrels) 15,100
Construction Materials and Mining
Construction materials (00Q's):
Aggregates (tons sold) 18,315
Asphalt (tons sold) 3,310
Heady-mixed concrete
(cubic yards sold) 1,696
Recoverable aggregate reserves (tons) 894,500
Coal (0QQs):
Sales (tons? 3111
Recoverable reserves (tons) 145,643

1999

2,075,446
943,520
492,800
420,550

2,350,769
860,508

$.016

3>.931
11,561

95%

78,061
19,799

131,687

24,652
1,758

$ 1%
$15.34

268.900
14,700

13,981
2,993

1,186
740,030

3,236
182,761

1998

2,053,862
586,540
489,100
402,500

2,103,199
730,949

$.017

32.024
10,324

94%

88,974
9,093

58.495

20,699
1912

$ 181
$12.71

243,600
11.500

11.054
1.790

1,021
654,670

3.113
190,152

1997

2,041,191
361,954
487,500
404,600

1,826,770
769,679

$.018

34,320
10,067

85%

85,464
9,550

14971

20.407
2,088

$ 2.02
$17.50

184.900
14,900

5113
758

516
169.375

2,375
226,560

MDU Resources Group, Inc.

19% 1995 1o31)
2,067,926 1,993,693 1,820,150
374535 408,011 285,564
481,800 472400 451,600
393,300 412,700 381,600
1,829,669 1,718,077 1,674,648
809,261 867524 573,009

$017  $016  $.016

38,283 33939 28278

9423 11001 11,806

114% 105% 88%

19,658
82,169 68015 50,800

8,983 9,651 1,324

4,670 3,556 1,853
20391 17574 3,846

2,149 1973 1374
$19 $133 § 176
$1791  $1507  $20.11
200200 179,000  16.100
16100 14200 12400

3374 2904

694 373

340 307
119800 68,000

2899 4,218 4,439
228900 231,900 261,500
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Board of Directors

Numbers indicate aye and
years ofsendee | )on
MDII Hesoiirces Group, Inc.
Hoard of Directors as of
Decendie-."il. 201)0.

Audit Committee:

Homer /. Scott, Jr., Chairman
Dennis [t; Johnson

John 1.. Olson

Harry J. Pearce

Compensation Committee:
llarry J. Pearce. Chairman
Thomas Ceerist.

Homer A Scott. Jr.

Finance Committee:
llichard 1. Maas, Chairman
Thomas Ceerist

Hubert I.. Nance

Dr. Joseph 7. Simmons
Sister Thomas Welder, O.S.H.

Nominating Committee:
John  Olson, Chairman
Thomas Ceerist

Itobert I.. Nance

Dr. Joseph  Simmons
Sister Thomas Welder. O.S.H.

Board Changes:

Martin A White leas named
chairman ofthe board on
Cclirnary 1S, 2001.

Harry J. Pearce teas named
lead director of the board on
Cebrnnry 1S, 2001.

Dennis It! Johnson teas
appointed to the board on
Cebrnary 1S, 2001. lie mill
standfor election to a
three-year term at the 2001
Annual Mcetiny.

San |t' Orr, Jr. retired as
rice chairman and a director
on November 14. 2000.

John -l Schuchart retired as
chairman ofthe board and

a director an January 12, 2001.

llichard 1. Minis trill retire as
a director on April 24. 2001.
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Martin A White 59 3
Mandan, ND

Chairman ofthe Hoard,
President and Chiefexecutive
OJJiwr of the corporation

Thomas Everist x (5

Sioux Falls, SO

President and Chiefexecutive
Officer, LG. everist. Inc.
(Aggregate and construction
materials company)

Richard L Muus 71 (16)
Minot, ND

lletired, formerly President.
Midwest I-cdend Savings Hank

Homer A Scott, Jr. 66 ()
Sheridan, WY

Chairman ofthe Hoard and
director, Pirsl Interstate Dane
System. Inc.

David M. Heskett

Bismarck, ND

Chairman ofthe Hoard emeritus

lletired, former Chairman of
the Hoard. President and
Chiefexecutive Officer ofthe
corporation

Harry J. Pearce 58
Detrrc}{t, M 4

MDII Hesoiirces Hoard
head Director

Vice Chairman and director.
General Motors Corporation

Dennis W, Johnson 5L (9
Dickinson, ND

Chairman and Chiefexecutive
Officer, TMI Systems Design
(Manufavture: of custom
institutional furniture)

Robert L. Nance &4 @
Billings, MT

President and Chiefexecutive
Officer, Nance Petroleum
Corporation toil and natural
yas exploration company)

Dr. Joseph T. Simmons 66 (17)

Vermllion. so

lletired. formerly professor of
accounting andfinance at the
t'niversity ofSouth Dakota

John A Schuchart
Bismarck, ND
Chairman emeritus lletired,

former Chairman ofthe Hoard.

President and Chiefexecutive
Officer ofthe corporation

Douglas C. Kane 5L (10

Bismarck, ND

executive Vice President,
ChiefAdministrative and
Corporate Development Officer
ofthe corporation

John L. Qlson 6L (16)

Sidney, MT

President and Chiefexecutive
Officer, lilac Hark Products
Company (Heveraye bottliny
and dislribatiny)

Sister Thomas Welder, 0.S.B.
60 (13

Bismarck, ND
President. University of Mary



Corporate Officers

Kumliers indicate aye and
years ofservice | ) as of
December 31. 3000.

Martin A. White

Chairman ofthe Hoard.
President and
Chiefexecutive Officer. 5% I')

Cathleen M. Christopherson
Vice President - Corporate
Communications. 50 (33)

Richard A. Espeland
Vice President - Human
Hesoiirces. 57 (I1)

Douglas C. Kane

executive Vice President. Chief
Administrative and Corporate
Development Officer. 51 (30)

Lester H. Loble, I
Vice President, (leneral Counsel
and Secretary. 50 (13)

Vernon A. Raile
lice President, Controller and
ChiefAcconntiny Officer. 55 (30)

Warren L. Robinson
Cxccentire lice President.
Treasurer and ChiefPinunciitl
Officer. 50 (13)

Robert E. Wood

\[CE President - Public Affairs
and environmental Policy,
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Stockholder Information

Annual Meeting

The Annual Meeting of Stockholders will be held on:
Tuesday, April 24, 2001

11 a.m. Central Daylight Time

Montana-Dakota Utilities Co.

Service Center

909 Airport Road

Bismarck, ND 58504

Corporate Headquarters

MDU Resources Group, Inc.

Schuchart Building

Street Address: 918 Hast Divide Avenue
Mailing Address: P.O. Box 5050
Bismarck, ND 58506-5650

Telephone (toll-Ire0): 1,800.457.8000

Transfer Agent and Registrar for all Classes of
Stock and Dividend Reinvestment Plan Agent
Wells Fargo Bank Minnesota, N.A.

Stock Transfer Department

P.0. Box 64854

St. Paul. MN 55164-0854

Telephone: 651.450.4064

Telephone (toll-free): 1.877.526.2552

H-mail Address: Stocktransfer@vvellsfargo.com

Transfer Agent and Registrar for
First Mortgage Bonds

The Bank of New York

Corporate Trust Department

101 Barclay Street, 21st Floor
New York, NY 10286

Legal Counsel

Thelen Reid & Priest I.I.P
40 West 57th Street

New York. NY 10019-4097

Independent Public Accountants
Arthur Andersen LLP

45 South Seventh Street
Minneapolis, MN 55402-1611

Common Stock
Listed on New York Stock Exchange since 1948
Listed on Pacific Stock Exchange since 1994

Dividend Reinvestment and Stock Purchase Plan
MDU Resources Group, Inc. gNYSIhMDU) Automatic
Dividend Reinvestment and Slock Purchase Plan (Plan)
allows any individual who is a legal resident of the
nation's SO stales to huy MDU Resources common stock
direct from the company without incurring any broker-
age fees. Thil Plan allows interested investors across the
United Stales to purchase MDU Resources common stock
monthly with a minimum investment of $50 and a maxi-
mum of $5,000. Dividends on shares held in the plan will
be automatically reinvested every quarter in MDU
Resources stock. For further details including enroliment
information, contact the stock transfer agent or the
Treasury Services Department at MDU Resources.

MDU Resources is a participant in the National
Association of Investors Corporation's (NAIC) how Cost

Investment Plan.

Brokerage Accounts

Stock purchased and held for stockholders by brokers,
is listed in the broker's name, or “street name." Annual
and quarterly reports, proxy material and dividend
payments are sent to you by your broker. Questions
regarding mailings or dividend reinvestment should be
directed to your broker.

2001 Key Dividend Dates'
lix-Diviilrml Dale Record Dale  Payment Dali

1st Quarter  March 6 March 8 April |

2nd Quarter lime 12 June 4 July |

3rd Quarter  September 1L September It October |

4ili Quarter  December 11 December IJ  January 2002

*Subject lo ilisrrrlinii ofthe llourtl of Directors

Electronic Dividend Deposit

Stockholders receiving dividend checks can arrange for
direct electronic deposit to their individual checking or
savings accounts on the dividend payment data. For
information regarding this convenient program, contact
the stock transfer agent or the Treasury Services
Department of MDU Resources.

Stockholder Services

Stockholders or others desiring information about - :
MDU Resources should call Arlene Stillwell in the Trading symbol: MDU ,

Treasury Services Department at 1.500.437.50U0, Quarterly Common Stock Price Range

extension 7631 or e-mail at ineestorQrnHliresonrees.com. High lew Close
Information on the company may also he found on the

web site at www.nulu.com. 2000 W76 90T
Communications regarding stock transfer requirements, glerggn US[JErrter %gé 2038 2163
lost certificates, dividends or change of address should Third Quarter 2006 2156 2075
he directed to the stock transfer agent. Fourth Quarter 3300 2744 3250
1999
First Quarter $2719 215 28
Second Quarter 24.33 2031 2281
Third Quarter 2475 238 2250
Fourth Quarter 2438 1881 2000
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http://www.nulu.com
mailto:Stocktransfer@vvellsfargo.com

NOTE: This information is not given in
connection with any sale or offer for sale
or offer to buy any security.

.. >

Additional' Information e;
'The company’s 2000 Form. 10-R

. (excluding exhibits) "ts filed with the.

Sccin-ltics and Exchange Commission

,sfgnn Lrsenl ici, Inc
k{1 d5|ver3| phics Inf’,
© Printea mi Recycle Inper



MDU Resources Group,; Inc

Schuchart Budding
918 East Divide Avenue:

Mailing Address ./
PO Box5650"V ; V'
Bismarck, ND 5850645650

Telepiipne X
701:222.7900:
1.806.43718000  -.V..

Trading Symbol
MDU

www.mdu.chm. ;


http://www.mdu.cbm

